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Section D.  Accounting Analysis

 PRIVATE INFOTYPE="OTHER" Overview

 PRIVATE INFOTYPE="OTHER" 
	In this Section
	This section contains the following topics:


	Topic
	Topic Name
	See Page

	16
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	3-D-2

	17
	Verifying Income and Expenditures
	3-D-6

	18
	Examining Commissions and Fees
	3-D-10

	19
	Reviewing Investments, Bonds, and Estate Administration
	3-D-14

	20
	Independent Verification of Deposits
	3-D-17

	21
	“Red Flag” Indicators
	3-D-20


16.  Overview of an Accounting Analysis

 PRIVATE INFOTYPE="OTHER" 
	Introduction
	This topic contains information on 

· processing the accounting once it is received

· determining timeliness of the accounting

· elements of an accounting analysis

· ensuring the 

· completeness of an accounting, and 

· signature of the fiduciary, and

· comparing the accounting with other pertinent documents.  


	Change Date
	July 13, 2005


	a.  Processing the Accounting upon Receipt 
	As soon as practical after the accounting is received

· the accounting is date-stamped as received in the Veterans Service Center (VSC)

· a work process record is established in the Fiduciary Beneficiary System (FBS)

· the accounting is attached to the principal guardianship folder (PGF), and

· the documents are forwarded to the Legal Instruments Examiner (LIE) with the PGF for analysis.


	b.  Promptness of the Accounting Analysis
	38 U.S.C. 6107 makes clear VA’s duty to perform timely analysis of accountings from fiduciaries.  When a misuse determination has been made, VA’s failure to timely analyze a fiduciary’s accounting will be considered in determining whether VA was negligent in supervising the fiduciary.  A negligence finding will result in reissuance of benefits.


Continued on next page

16.  Overview of an Accounting Analysis, Continued

	c.  Computing Timeliness
	The date the accounting was received in the VSC is the beginning date for computing timeliness.  The completed date is either the date that the 

· fiduciary is notified that an accounting is unacceptable and is requested to provide clarification and/or restate the accounting, or 

· accounting is approved.


	Note:  Upon receipt of the restated accounting

· it is date-stamped

· a new Work Process record is established, and

· it is treated as a new accounting.


	d.  Elements for Analysis
	The accounting analysis should include, but not be limited to, review of the elements listed in the table below.  

Note:  The table also provides references for where to find more information on each element.


	Element(s) of Analysis
	Reference 

	· Completeness of the accounting, and 

· the signature of the fiduciary
	See M21-1MR, Part XI, 3.D.16.

	Supporting documentation
	See M21-1MR, Part XI, 3.D.16.f.

	· Account balances and mathematical accuracy

· income

· expenditures, including unusual or inappropriate expenditures

· action required when accounting reveals potential misuse, or

· gifts from estates of incompetents
	See M21-1MR, Part XI, 3.D.17.

	· Fiduciary commissions and fees, and

· attorney fees
	See M21-1MR, Part XI, 3.D.18.


Continued on next page

16.  Overview of an Accounting Analysis, Continued

	d.  Elements for Analysis (continued)


	Element(s) of Analysis
	Reference 

	· Investments

· verification of assets

· surety bonds, and

· overall estate administration 
	See M21-1MR, Part XI, 3.D.19.

	Independent verification of deposits
	See M21-1MR, Part XI, 3.D.20.

	“Red Flag” Indicators
	See M21-1MR, Part XI, 3.D.21.


Continued on next page

16.  Overview of an Accounting Analysis, Continued

	e.  Completeness of the Accounting and Signature of the Fiduciary
	Accountings must be complete, signed by the fiduciary.  In court cases, the fiduciary’s signature must be properly attested to.  If an accounting is received which is incomplete or is without the fiduciary’s signature attesting to the statements made within the accounting

· do not review the accounting

· cancel any pending work process record

· return the accounting with a request for a complete and/or properly signed, certified copy of the accounting, and

· treat the case as though no accounting had been received, taking all appropriate follow-up action.


	Note:  Use the FBS Miscellaneous Due List or other diary system to maintain control for receipt of signed accountings.  All actions must be documented on VA Form 21-3045, Estate Action Record.


	f.  Comparison of the Accounting With Other Supporting Documentation 
	The current accounting should be compared with pertinent documents in the PGF, such as

· VA Form 21-4716a, Adult Beneficiary-Field Examination Request and Report
· VA Form 21-4707, Estate Summary
· court orders authorizing expenditure of funds, and

· Department of Veterans Affairs (VA) letters that 

· establish allowances 

· authorize changes in previously established recurrent allowances, and/or

· authorize the one-time expenditure of funds.


17.  Verifying Income and Expenditures

 PRIVATE INFOTYPE="OTHER" 
	Introduction
	This topic contains information on the responsibilities of the LIE with respect to verification of income and expenditures.  It includes information on 

· verifying 

· account balances

· mathematical accuracy

· income, and 

· expenditures, and

· reviewing any unusual or inappropriate expenditures and taking necessary action, when appropriate. 


	Change Date
	July 13, 2005


	a.  Verifying Account Balances 
	The LIE is responsible for confirming that the current accounting beginning balance and the final balance on the preceding accounting are in agreement. 

Discrepancies must be resolved.

The table below outlines the verification requirements for first accounting submissions by court-appointed and Federal fiduciaries. 


	If the accounting is the first accounting for a ...
	Then the beginning balance on the current accounting must be ...

	court-appointed fiduciary
	the same as the inventory balance.

	federal fiduciary
	the same as the estate value verified by the Field Examiner (FE) at the time of the initial appointment. 


	b.  Verifying Mathematical Accuracy 
	In addition to verifying account balances, the LIE must perform an independent computation of all the figures submitted on the accounting to verify the balances shown.

Simple accounting errors, such as failure to credit bank interest or simple errors in addition, are noted and the fiduciary informed so that the errors may be corrected on the next accounting.


	Note:  Major discrepancies are cause for the account to not be approved


Continued on next page

17.  Verifying Income and Expenditures, Continued

	c.  Verifying Income
	To the extent possible, the LIE must verify that all income is accounted for.  A review of income should include

· VA income

· all other known monthly income, such as Social Security or private retirement income, and

· interest income.


	d.  Reviewing and Verifying Expenditures
	All expenditures must be thoroughly reviewed.  The LIE, or other individuals, who review accountings, should be alert to indicators of potential misuse or fraud.  If such indicators cannot be satisfactorily explained by available means, the LIE must request copies of pertinent receipts, canceled checks, or other documentation to verify the expenditures in question.

Abrupt changes in amounts or schedules of disbursements must be questioned.  Such changes may include those listed below.

· Increases in room and board or personal spending allowances.

· Were they authorized? 

· Are they justified?  

· Can the beneficiary afford them?

· Increases or other changes in dependency allowance.

· Were they authorized?

· Are they appropriate?

· Can the beneficiary afford them?

· Do these changes indicate a change in the status of the beneficiary’s dependents that must be reported?  

If increases were not authorized, the LIE must inform the fiduciary that future increases must have prior approval.


	Reference:  For information on potential indicators of fraud, see M21-1MR, Part XI, 3.D.21.


Continued on next page

17.  Verifying Income and Expenditures, Continued

	e.  Unusual or Inappropriate Expenditures
	Each transaction in an accounting must be reviewed in the context of the beneficiary’s unique circumstances.  Question any expenditure that may seem unusual or inappropriate, and document the PGF with any pertinent information to support your decision to approve the expense.  Some examples of unusual or inappropriate expenditures requiring clarification include

· the purchase of an automobile for an unlicensed beneficiary

· expenditures for improvements to any structure or other property not owned by the beneficiary

· medical payments for a service-connected veteran, or

· administrative expenses that should be included in fiduciary fees or commissions.

Such expenses might warrant the

· filing of an exception with the court, or

· the scheduling of a field examination for clarification.


	Note:  Even after approving an accounting, the LIE must refer large or unusual expenses to a FE to be verified during the next regularly scheduled field examination.


	f.  Required Action When an Accounting Analysis Identifies Potential Misuse
	In any instance where a fiduciary’s accounting contains unusual or inappropriate estate activity which cannot be satisfactorily explained through communication with the fiduciary, the case must be referred to the Fiduciary supervisor.  The Fiduciary supervisor will make a determination as to whether further investigation is indicated.


	Reference:  For more information on misuse determinations, see M21-1MR, Part XI, Chapter 5.


Continued on next page

17.  Verifying Income and Expenditures, Continued

	g.  Gifts From Estates of Incompetents
	Question any expenditure made for gifts from the incompetent’s funds.  While gifts from the estates of incompetent veteran’s are not to be encouraged, they may be allowed subject to the following:

· the needs of the veteran and the veteran’s dependents have been met,

· the gift is one that the beneficiary had been in the habit of giving or is one that he or she probably would have given had he or she been competent,

· the gift is made from surplus income, (i.e. income in excess of the amount required for the care, support and maintenance of the incompetent and his or her dependents),

· the amount is reasonable considering his or her circumstances, and 

· a court order is obtained if

· required under state law,

· the gift is for something other than that which he or she had been giving, or 

· the amount is substantial.

As with any large expenditure, the fiduciary should seek approval prior to gifting from the beneficiary’s estate.


18.  Examining Commissions and Fees

 PRIVATE INFOTYPE="OTHER" 
	Introduction
	This topic contains information on the responsibilities of the LIE for reviewing

· commissions and fees for court-appointed fiduciaries

· commissions for 

· federal fiduciaries, and

· fiduciaries who are attorneys, and

· attorney fees. 


	Change Date
	July 13, 2005


	a.  General Policy Regarding Analysis of Fiduciary Commissions and Fees
	The LIE must analyze all commissions and fees paid to any court-appointed or federal fiduciary.  


Continued on next page

18.  Examining Commissions and Fees, Continued

	b.  Commissions and Fees for Court-Appointed Fiduciaries
	For court-appointed fiduciaries, the LIE must review the amount of commissions and allowances to ensure that they do not exceed the amounts customarily acceptable within the courts’ jurisdiction.  Commissions that exceed these acceptable amounts must be supported by documentation of any extraordinary services, per 38 CFR 13.100c and 38 CFR 13.100d. 

When reviewing the fiduciary’s first accounting , if the court fiduciary served as a federal fiduciary prior to court appointment, the LIE must ensure that funds paid to them in their federal fiduciary capacity are not included when computing court fiduciary commissions requested and/or paid.  

No commissions or fees for a court-appointed fiduciary may be approved if 

· determined to be illegal or inequitable, or 

· collected for a period of time during which it is determined by the Court that the fiduciary misused all or part of the beneficiary’s benefit.

The LIE must immediately take action to negotiate a

· reduction of the fee if it is determined to be inequitable, or

· return of the fee if it is determined to be illegal.

Action must be taken at the time the accounting is audited or whenever concerns are raised about such an expenditure or claim for such an expenditure.  When satisfactory arrangements cannot be made, the case must be referred to the Regional Counsel.


	Reference:  For information on review of federal fiduciary commissions, see M21-1MR, Part XI, 3.D.18.c.


Continued on next page

18.  Examining Commissions and Fees, Continued

	c.  Commissions for Federal Fiduciaries
	The LIE must review all commissions charged by a federal fiduciary to ensure that the commissions were properly authorized and that the charges do not exceed the agreed upon percentage.  No commission payment is approved if the charges 

· exceed the percentage authorized by the Veterans Service Center Manager (VSCM), or

· were collected for a period of time during which it is determined by the Secretary that the fiduciary misused all or part of the beneficiary’s benefit.

Any claim for reimbursement of out-of-pocket expenses must be itemized.  Receipts must be requested to support questionable items.

Care must be taken to ensure that a federal fiduciary, serving in this capacity temporarily pending appointment by the Court, does not charge a commission for funds managed during this temporary appointment unless properly authorized in advance by VA.  Any fees approved and earned during the term of the temporary appointment must be reflected in his/her final account as federal fiduciary; they may not be later computed as services of the conservator and/or paid from the estate.

The LIE must take action to obtain a return of the portion of the fee that is in excess of the approved commission.  Such action could include referral to a FE for possible appointment of a successor fiduciary.

In no instance will a commission in excess of four percent be approved, per 38 CFR 13.64(b).


	Reference:  For more information on misuse of funds by a fiduciary, see M21-1MR, Part XI, Chapter 5.


	d.  Fees for Fiduciaries Who Are Attorneys
	Fiduciaries who are attorneys should not use their attorney fee schedule when charging for duties performed as a fiduciary.  Any activity that does not require a licensed attorney should not be billed at attorney rates.  The LIE must question such charges and refer issues that cannot be resolved to the Regional Counsel.


Continued on next page

18.  Examining Commissions and Fees, Continued

	e.  Reviewing Attorney Fees
	Attorney fees generally apply only in cases involving court-appointed fiduciaries.  There will be instances, however, when a federal fiduciary will be authorized to pay fees for an attorney’s services that are required to represent a beneficiary in a civil or criminal matter.  

Fees charged must be reviewed to ensure that they are equitable in relation to the services performed and that activities that do not require a licensed attorney are not charged at attorney rates.  

Immediately upon detection of cases involving apparent illegal or excessive attorney fees, the LIE must refer the matter to the Regional Counsel to take any action that may be appropriate to effect the reduction or recovery of the amount in question, as per 38 CFR 13.100c.


19.  Reviewing Investments, Bonds, and Estate Administration

 PRIVATE INFOTYPE="OTHER" 
	Introduction
	This topic contains information on the responsibilities of the LIE for 

· examining

· investments

· surety bonds, and

· verification of assets, and

· reviewing various aspects of estate administration.


	Change Date
	July 13, 2005


	a.  Examining Investments
	The LIE must examine the accounting for any indication that the beneficiary’s VA funds have been used to make investments.  Where investments are made, the LIE must take action to determine the legality and prudence of the investment.


	Note:  The case must be referred to the Regional Counsel if there is any question as to the legality of an investment, per 38 CFR 13.106.


Continued on next page

19.  Reviewing Investments, Bonds, and Estate Administration, Continued

	b.  Verification of Assets
	The LIE must ensure that all funds on deposit in financial institutions are state or federally insured and are verified.  U.S. Savings Bonds and other securities purchased with VA funds must also be verified.  This review should include, but not be limited to

· verifying the existence of all funds reported 

· ensuring that bank verifications contain the bank’s seal or stamp and do not have signs of alteration

· verifying that accounts are properly titled to reflect ownership by the beneficiary, per 38 CFR 13.103  

· ensuring that funds held in individual institutions do not exceed the amount which the insuring agency or entity will insure

· verifying that all investments reported in the previous accounting or inventory are accounted for by checking such items as serial numbers on savings bonds to make sure they are the same as those previously reported, and

· ensuring that investments comply with requirements set out in 38 CFR 13.103 and 38 CFR 13.106.

Note:  If all investments reported on previous accountings are not accounted for, determine if the accounting reflects interest received at the time of redemption.

Any discrepancies must be clarified and/or resolved prior to approval of an accounting. 


	c.  Surety Bonds
	In all cases where a surety bond is in effect, the LIE must examine the bond and determine whether the amount is appropriate.  If any bond is found to be insufficient or excessive, the LIE must notify the fiduciary or the fiduciary’s attorney to make necessary adjustments.  Follow-up must be maintained for receipt of an increased or decreased bond.

Although the initial decision to require a surety bond lies with the FE, the LIE must re-evaluate the situation at the time of each accounting review.  The LIE must determine whether the situation has changed sufficiently to establish a need for protection of the estate and must take all appropriate action.


	Reference:  For more information on surety bonds, see M21-1MR, Part XI, 3.E.


Continued on next page

19.  Reviewing Investments, Bonds, and Estate Administration, Continued

	d.  Overall Review of Estate Administration 
	All aspects of estate administration must be reviewed and necessary action taken in conjunction with the analysis of the accounting.  This includes

· being alert to “Red Flag” indicators

· aggressively pursuing receipt of accountings from fiduciaries as they become due

· taking prompt action on indications of misuse received by mail, telephone, or as a result of a personal interview

· adjusting fund allowances for the beneficiary with any changes confirmed in writing,

· protecting insurance and other VA benefit rights, and

· advising fiduciaries of other Federal and State benefits. 


	Reference:  For information on other estate administration duties, see M21-1MR, Part XI, 4.C.


20.  Independent Verification of Deposits

 PRIVATE INFOTYPE="OTHER"  

	Introduction
	This topic contains information on circumstances in which VA may independently request that a financial institution verify information furnished by a fiduciary.  It includes information on

· the applicability of the independent verification policy

· when to request independent verification

· issues regarding the need for the authorization of the fiduciary in order for the financial institution to provide information to VA

· procedures for requesting independent verification. 


	Change Date
	July 13, 2005


	a.  Applicability of Independent Verification Policy to Fiduciaries
	VA may independently request that financial institutions verify information on a VA Form 21-4718a, Certificate of Funds on Deposit and Authorization to Disclose Financial Records furnished by a fiduciary.

All fiduciaries that are required to file accountings, with the exception of corporate fiduciaries (financial institutions), are subject to independent verification.


	b.  When to Request Independent Verification
	Requests for independent verification should not be used routinely.  These requests should only be submitted when

· a certificate of balance on deposit

· is part of a fiduciary accounting, and

· does not appear to be authentic

· information on a certificate does not appear to be correct, and/or

· financial information on a certificate does not correspond with information on the accounting being audited.


Continued on next page

20.  Independent Verification of Deposits, Continued

	c.  Fiduciary Authorization Is Required
	A fiduciary authorization is required in order for the financial institution to provide financial information directly to VA.

VA Form 21-4718a includes information for the fiduciary about independent verification, along with an area for the fiduciary’s authorization. 

Financial institutions will not honor authorizations that are over 90 days old.  For this reason, it is essential that accountings be audited, certifications be reviewed, and action taken in a timely manner in order to implement independent verification in questionable cases.


	Note:  Use only April 2000 or subsequent versions of VA Form 21-4718a.


	d.  When Fiduciary Authorization Is Not Received
	When an accounting and certificate is received and the fiduciary has failed to sign the authorization portion

· contact the fiduciary, and 

· ask for the authorization.


	e.  When a Fiduciary Refuses to Provide Authorization
	If a fiduciary refuses to furnish the requested authorization, take the following actions:

· do not make further attempts to secure the authorization, as VA cannot require a fiduciary to sign the authorization.

· annotate the authorization part of the certificate to reflect the attempts made and the reason for non-receipt, and

· process any questionable certifications using the tools available prior to implementation of independent verification, such as correspondence or a field examination request.


Continued on next page

20.  Independent Verification of Deposits, Continued

	f.  Significance of a Fiduciary’s Authorization
	Do not object to an accounting or decline appointment of a potential fiduciary solely because of the absence of an authorization. 

The absence of an authorization should be viewed as

· a “Red Flag” in the overall analysis, particularly when it strengthens another “Red Flag,” or 

· not relevant if there is no basis for questions or objections.


	Reference:  For more information on “Red Flags,” see M21-1MR, Part XI, 3.D.21.


	g.  Procedure for Requesting an Independent Verification
	Follow the steps in the table below to request an independent verification of questionable information on a VA Form 21-4718a.


	Step
	Action

	1
	Request, by letter, that the financial institution verify the financial information.

Note:  The letter must specify the information in question so as to minimize the burden to the financial institution. 

	2
	· Attach the original VA Form 21-4718a to the letter, and

· retain a copy of VA Form 21-4718a in the PGF. 

	3
	Establish an appropriate diary, utilizing the Miscellaneous Due List in FBS, or other documented means, for receipt of the requested verification.


	h.  Review of Independent Verification Responses
	When there are discrepancies between information originally supplied by a fiduciary and information from independent verification of deposits, the case must be referred to the Fiduciary supervisor.  The Fiduciary supervisor will make a determination as to whether further investigation is indicated.


21.  “Red Flag” Indicators

 PRIVATE INFOTYPE="OTHER" 
	Introduction 
	This topic contains

· a definition of the term “Red Flag,” and

· a listing of questions to which a positive response should raise concern regarding the conduct of the fiduciary, and

· information regarding the fiduciary/victim profile.


	Change Date
	February 2, 2005


	a.  Definition: “Red Flag”
	A “Red Flag” is an indicator of possible impropriety by a fiduciary.  Standing alone, a single “Red Flag” may be of no significance.  Multiple “Red Flags,” however, form a basis for concern and must be closely scrutinized.  Fiduciary personnel should be alert to these “Red Flags” at all times.


	b.  Questions that Should Raise “Red Flag” Indicators 
	A positive answer to any of the questions listed below should raise concern that a fiduciary may be improperly managing or illegally using a beneficiary’s funds.

· Did the fiduciary charge

· fiduciary fees not authorized by VA?

· higher fiduciary fees than authorized by VA?

· for unauthorized services, such as counseling or representation in a disability claim?

· additional fees for services already included in the basic fiduciary fee? 


Continued on next page

21.  “Red Flag” Indicators, Continued

	b.  Questions that Should Raise “Red Flag” Indicators (continued)
	· Is there an indication that the fiduciary

· is writing checks on the beneficiary’s account to third parties to pay the fiduciary’s bills?

· has convinced bank officials to add the names of individuals who do not appear on the account as additional signatories and to process withdrawals of funds by those individuals?

· writes checks payable to the beneficiary or to cash and processes them without the beneficiary’s signature?

· writes an inordinate number of checks payable to cash? 

· makes frequent ATM withdrawals?

· has removed funds from the beneficiary’s burial trust?

· is writing numerous or routine checks to himself/herself or to his/her spouse? 

· Does review of the PGF or results of a field examination reflect

· numerous complaints that bills are not being paid?

· that a current accounting is seriously delinquent without justification?

· Does review of the accounting reflect

· the absence of necessary bank certification?

· bank certifications submitted without seals or stamps?

· bank certifications with signs of alteration?

· serial numbers on savings bonds that are different from those reported on the last accounting?

· the fiduciary’s inability to account for fund usage? 


Continued on next page

21.  “Red Flag” Indicators, Continued

	b.  Questions that Should Raise “Red Flag” Indicators (continued)
	· Does review of the accounting reflect

· reported expenses rising much faster than normal inflation when a beneficiary’s circumstances have not changed?

· frequent cash payments to the beneficiary in addition to routine periodic payments with no explanations provided?

· payments of substantial amounts of spending money to a beneficiary who is hospitalized?

· continued payment of room and board or nursing home care for a beneficiary who has been a long-term hospital patient?

· establishment of burial trusts with multiple funeral homes for the same beneficiary?

· major purchases made without prior authorization?

· purchases of items obviously not for the beneficiary?

· large “gifts” made from the estate with no prior authorization?

· a legal custodian’s refusal to account for non-VA funds upon request?

· a legal custodian’s refusal to furnish copies of U.S. Savings Bonds upon request?

· Did the fiduciary continue to accept payments for a beneficiary later found to be deceased?

· In the case of a first accounting by a court fiduciary, who previously served a temporary appointment as a federal fiduciary, did the fiduciary report estate funds held at the end of such temporary appointment in his/her inventory filed with the court?

· In addition to the questions asked above, did the fiduciary fail or refuse to sign the Independent Verification of Deposit part of VA Form 21-4718a?  


	c.  Fiduciary/ Victim Profile
	There is no indication that fiduciaries who commit fraud against VA beneficiaries share any common characteristics.  The victim of fiduciary fraud could be any beneficiary.  The LIE must be alert to possible irregularities with all accountings.
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