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Feature

Resident Trust Accounts:  
Ensure Conditions of  
Participation Compliance
By Carolyn Launer, CPA, CIA, CHC

A long term care facility may offer 
exceptional clinical care, but if weak 

financial controls allow a dishonest 
person to misappropriate a resident’s 
spending money, it could have a profound 
negative impact on the organization’s 
reputation. Although residents are not 
required to deposit their personal funds 
with a facility, Medicare views the rights 
of residents to manage their personal 
financial affairs as an integral part of 
the person’s stay. Residents’ personal 
spending money is alternately referred to 
as resident trust accounts, resident trust 
funds, or personal incidental funds. The 
funds are used to pay for the resident’s 
personal expenses, such as cable 
television, clothing, or books. Medicare’s 
Conditions of Participation (CoPs) for 
long term care facilities include specific 
requirements for safeguarding resident 
trust accounts.1 They include following 
generally accepted accounting procedures 
when administering the funds. 

As with other banking and payable 
functions, the potential for errors, 
diversion, and misappropriation of money 
exists, thereby confirming the need for 
periodic reviews. As such, the processes 

1 42 CFR 483.10

for accepting, distributing, and accounting 
for residents’ funds should be periodically 
reviewed for compliance with the CoPs.

The CoPs include documentation 
requirements when accepting resident 

funds, accounting requirements for 
managing the funds, and limitations 
on fund use. Residents who choose to 
deposit funds with the facility must 
provide a written authorization to the 
facility to manage those funds. Many 
facilities create a standard form to capture 
the written authorization. 

The CoPs include restrictions on the use 
of resident trust funds for items that 
are included in the facility Medicare or 
Medicaid payment. Such restrictions 
include payment for nursing services, 
dietary services, activities programs, 
room/bed maintenance services, routine 
personal hygiene items and medically-
related social services. 

Examples of appropriate use of resident 
trust funds include payments for 
coinsurance and deductible amounts, 

Executive Summary

Resident trust accounts are personal spending monies held by long term care 
facilities on behalf of their residents. Residents deposit their money with the 
facility in exchange for assistance with paying monthly bills or to have cash on 
hand to pay for personal expenses incurred during their stay. The accounting 
of these funds is subject to scrutiny by Medicare because there are specific 
requirements defined in the Conditions of Participation (CoPs). Mismanagement 
of the funds could lead to Medicare compliance issues, poor resident satisfaction, 
and negatively affect a facility’s reputation. Reading this article will inform you 
of the CoP requirements for accepting, accounting, and disbursing resident trust 
funds and notifying residents of their balances. You are also provided with a 
framework for planning and performing an audit of the resident trust accounting 
process to determine compliance with the CoPs.

Medicare requirements for resident trust funds 
• Deposits of more than $50 ($100 for Medicare Skilled Nursing Facility (SNF) 

residents) must be held in an interest-bearing account that is separate from 
any of the facility’s operating accounts. 

• Interest earned must be credited to the resident. Many facilities choose to 
open one bank account to hold all resident trust funds. Under this option, 
interest earned on the account must be allocated to each resident. 

• Funds of less than $50 can be held either in a non-interest-bearing account, 
interest-bearing account or in a petty cash fund. 

• The facility must maintain a ledger to account for each resident’s deposits, 
interest credits, and disbursements. 

• The ledger must be available to the resident upon request. In addition, the 
resident must be provided with quarterly statements. 

• The facility must also purchase a surety bond to protect against the loss of 
resident funds. 

• Another important requirement is to notify the resident when the amount in 
their account reaches $200 less than the Supplemental Security Income (SSI) 
resource limit for one person ($2,000 in 2010). You will want to inform them 
that if their balance exceeds the resource limit, the resident may lose eligibility 
for Medicaid or SSI. 
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telephone, television/cable in the 
resident’s room, and personal comfort 
items such as those for smoking and 
candy. Appropriate disbursements 
also include cosmetic services, such as 
haircuts and coloring, specially prepared 
or alternative food instead of the food 
generally prepared by the facility, 
personal clothing and reading materials, 
gifts purchased on behalf of a resident, 
and flowers or plants. 

Many facilities ask a resident to sign 
a receipt or authorization for each 
disbursement, while others keep a signed 
form that includes authorization for 
recurring disbursements. The CoPs also 
require that upon death of a resident, all 
remaining funds and a final accounting 
of those funds be returned to the estate 
within 30 days.

What you need to know to  
plan your audit

To develop an effective audit, the 
following preliminary audit steps will 
need to be performed:

1. Review facility policies, procedures, 
and flowcharts specific to resident 
trust accounting. 

2. Determine if your state has specific 
requirements that address resident 
trust accounts. Many states’ long 
term care licensing regulations mirror 
Medicare requirements. 

3. Review facility forms, such as 
authorizations to accept resident 
trust funds and receipts for 
disbursement.

4. Conduct interviews with staff 
responsible for resident trust 
fund activities and determine the 
following:

 c How many residents have trust 
accounts. 

 c Where the funds are held (one 
bank account, multiple bank 
accounts, petty cash fund, or 
combination thereof). 

 c How accounts are accounted for 
(manual ledger, spreadsheet, or 
software). 

5. Review job descriptions of key staff 
and the facility’s organization chart 
to determine how accountability is 
assigned. 

6. Gain an understanding from staff 
of the work flow, from the time the 
resident requests a trust account 

through depositing and disbursing 
of funds. 

7. Ask the facility if there have been any 
regulatory citations or findings in this 
area and if so, what corrective actions 
have been taken. 

What your audit program should 
take into account

An effective audit program will test 
the preventative and detective controls 
the facility has in place to safeguard 
resident trust funds and determine if 
those controls are operating effectively. 
Preventative controls will reduce the 
risk of something going wrong while 
the detective controls will alert those 
responsible to errors. Be observant for 
gaps in controls, or processes that do not 
include preventative or detective controls. 
Some examples of controls that should be 
in place for resident trust funds include: 

Acceptance and management of 
resident trust funds

The following audit steps are designed 
to evaluate the processes and controls 
around accepting and holding resident 
trust funds. 

1. Obtain a list of residents with trust 
accounts, including their account 
balances. Select a sample of residents 
from this list and obtain the written 
fund management authorization 
between the resident and facility.

2. Determine that resident trust funds 
are not co-mingled with facility 
funds. If one bank account is used for 
all funds, this can be accomplished 
by comparing the totals from the 
resident trust ledgers to the total in 
the bank account. 

3. If any residents have funds in 
excess of $50 ($100 for Medicare 
SNF residents), determine that bank 
statements reflect interest earned. 

Trace a sample of interest credits 
to each affected resident ledger for 
accuracy. Note that some facilities 
choose to allocate interest to all 
residents with trust funds, even if they 
have less than $50 in their account.

4. Trace the bank balance to the facility’s 
general ledger and balance sheet (if 
applicable). Some facilities record 
the trust account as part of their cash 
balances, with an offsetting liability 
account since the money does not 
belong to the facility; others do not 
record the trust accounts on their 
general ledger.

5. Obtain bank reconciliations for a 
sample of months and determine that 
management reviewed and approved 
them. Compare bank balances to 
resident trust ledger balances and 
investigate any unusual reconciling 
items. If the ledger balance is greater 
than the bank balance, it may 

indicate an accounting error or that 
funds have been diverted. Review 
the bank reconciliation for very old 
outstanding checks, which may 
indicate funds that are subject to state 
unclaimed property laws.

6. Document who has signature 
authority on resident trust bank 
accounts (authorized to sign checks 
or to make withdrawals) and evaluate 
the segregation of duties between 
check signers and record keepers. Be 
alert to the naming convention on the 
bank account. The facility, rather than 
an employee, should be listed as an 
account owner. Otherwise, it will be 
difficult to access the account in that 
employee’s absence.

7. Observe the existence and assess 
the physical security of signature 
stamps. Generally, an individual 
from the facility is a signer on the 
account, rather than the resident. 
Confirm that blank check stock is 

Table 1: Minimum Controls That Should Exist

Preventative Controls Detective Controls

Written policies and procedures Bank account reconciliations

Training and on-going education Supervisory review of transactions

Segregation of duties or rotation of duties 
among staff

Physical count of petty cash funds 

Receipts Periodic audit of transactions

Physical security of petty cash, blank check 
stock, and signature stamps

Detailed statements for residents or their 
guardians, including deposits, interest and 
withdrawals
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adequately secured. If the same 
person is recording transactions to 
the resident ledger, making deposits, 
issuing checks out of the account 
and preparing the bank account 
reconciliation, an increased risk of 
cash diversion or routine error exists.

8. Select a sample of deposits and 
trace to the resident ledger and 
the supporting documentation for 
accuracy and timeliness. Residents 
should be allowed access to their 
money within a few days, so watch 
for delays in deposits.

9. Confirm bank accounts were opened 
in accordance with company policies 
(such as using designated banking 
institutions or approvals by the Chief 
Financial Officer).

10. Determine if the facility has 
purchased a surety bond to cover the 
residents in the event of loss. 

11. Obtain training or education materials 
for staff responsible for resident trust 
accounting and assess the material 
for adequacy. Obtain attendance 
records that show staff has completed 
required the training or education.

Disbursement of resident funds

The next series of audit steps will 
help determine if residents authorize 
withdrawals from resident trust funds, if 
amounts were recorded accurately, and 
whether the funds were used for eligible 
expenses. In addition to checks issued on 
behalf of a resident, disbursements could 
include cash withdrawals by the resident. 
Some facilities operate a petty cash fund 
or “banking window” with posted hours, 
where residents can make small cash 
withdrawals for use during outings or 
visits with family. Procedures around 
cash disbursements should be scrutinized, 
because this is where there is a higher risk 
of funds diversion.

1. Select a sample of disbursements 
and review the authorization from 
the resident. Disbursements could 
be selected from the bank statement, 
check register, resident ledger, receipt 
copies, petty cash slips, or other 
documentation. Facilities may choose 
to document authorization in different 
ways; either a blanket authorization 
by type of purchase, a signed 
authorization for every disbursement, 
or a note from the resident on a bill 
asking for the invoice to be paid. You 
should see consistent adherence to the 
facility’s procedure.

2. From the same sample, trace the 
disbursement to the resident ledger 
and supporting documentation to 
assure it was posted to the correct 
resident and in the correct amount.  

3. From the same sample, review 
the documentation that describes 
the reason for the withdrawal and 
compare that to the Medicare CoPs 
for appropriate use. Documentation 
should be legible. 

4. Watch for resident trust accounts that 
are overdrawn, which could indicate 
that withdrawals are not posted to 
the resident ledger timely, resulting 
in the resident spending more money 
than they have available.

5. Select a sample of deceased residents 
who had a resident trust fund, and 
confirm that remaining funds were 
returned to the resident’s estate 
within 30 days of the date of death. 
If the account was held in a single 
bank account, confirm the account 
was closed. An open account, even 
with a zero balance, can be used to 
divert funds if adequate controls 
do not exist. Consider sending a 
confirmation request to the bank to 
search for accounts that may not be 
listed by the facility.

Notification to residents of balances

The following steps will assess the 
processes and controls that alert residents 
to their available funds.

1. Review the preparation of statements 
for residents and determine that the 
process is done at least quarterly. 
Select a sample of residents and 
view documentation to support that 
statements were sent to the resident 

or their guardian. Determine how the 
residents are provided with statements 
(hand carried, mailed, etc.). Ask if 
guardians or other family members 
are provided statements.  Determine 
how the facility responds to requests 
for statements outside of the quarterly 
cycle. Consider asking some residents 
if they have received statements.

2. Review current examples or copies 
of statements and evaluate if they 
provide sufficient detail for deposits, 
interest credits (if applicable), and 
disbursements. 

3. For balances approaching or above 
$1,800, determine if residents have 
been alerted to the risk of exceeding 
the SSI limit ($2,000 in 2010 subject 
to change annually) and counseled 
about the risk of becoming ineligible 
for Medicare or Medicaid if the 
amount is exceeded.

Miscellaneous audit steps

Throughout the audit, compare the 
practices observed and the information 
received from staff interviews against the 
facility’s written policies and procedures 
to determine if they are in alignment 
and accurate. Determine if policies and 
procedures are current and have been 
approved by management and are readily 
available to affected staff.

Conclusion

Residents who have entrusted the long 
term care facility to manage their funds 
have an expectation that those funds are 
managed appropriately. The risks of not 
doing so could result in fines or penalties 
for violations of the Medicare CoPs, but 
more importantly, could result in resident 
dissatisfaction and damage to the facility’s 
reputation in the community they serve.  
Performing periodic audits of resident 
trust fund accounting can help protect the 
resident and the facility from harm. NP
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