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. RESPA - Introduction

m RESPA places limits on the amount a lender or servicer
may require a mortgagor to keep in his or her escrow
account to cover the payment of taxes, insurance or other
disbursements
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e AT RESPA - Introduction

RESPA governs servicer's obligations to provide annual
escrow account statement (i.e., escrow analysis) and
notice “not less than annually” of any shortage in the
escrow account

RESPA regulation: 24 CFR § 3500

B Sometimes referred to as Regulation X
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///(/17 ) Escrow Account —
e Definition(s)

Any account servicer establishes or controls on behalf of
borrower to pay taxes, insurance premiums (including flood
insurance), or other charges with respect to a federally related
mortgage loan
m Including charges borrower and servicer have voluntarily agreed
servicer should collect and pay
B Definition encompasses any account established for this purpose,
including a "trust account", "reserve account", "impound account",

or other term in different localities
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//é_ Escrow Account —
McCal I: 7F(uym|:;./'\l { Deﬁ n ition (S)

“Escrow Account" includes any arrangement where servicer
adds a portion of the borrower's payments to principal and
subsequently deducts from principal the disbursements for
escrow account items

The term “Escrow Account" does not include any account that is
under the borrower's total control
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O ncr. . Escrow Statements

A servicer who establishes an escrow account in
connection with a “federally related mortgage” must
provide borrower a statement which clearly itemizes the
estimated taxes, insurance premiums, and other charges
that are reasonably anticipated to be paid from the escrow
account during the first twelve months after the escrow
account is created.
W This statement must be provided to borrower either at
closing, or within 45 days after creation of escrow account
| If loan documents do not specifically establish an escrow
account, whether a servicer may establish an escrow
account for the loan is determined by State law
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R v 11 Escrow Statements

A servicer who has established or continued an escrow

account must provide the borrower with statement at least

once for each 12-month period

B Otherwise known as the “escrow account computation year”
Regulation X defines the term “escrow account computation
year” as a 12-month period that a servicer establishes for the
escrow account beginning with the borrower's initial payment
date. The term includes each 12-month period thereafter,
unless a servicer chooses to issue a short year statement under
the conditions stated in § 3500.17(i)(4).
L —
ACADEMY

FOR CONSUMER BANKRUPTCY EDUGATION

ConsiderChapter13.org

‘Copyright 2012 McCala Raymer, LLC. AN Rights Reserved,

e Escrow Statements

An escrow statement should clearly itemize:
amount of borrower’s current monthly payment
portion of monthly payment being placed in escrow account
total amount paid into escrow account during the period
total amount paid out of escrow account during the period for taxes,
insurance premiums and other charges (as separately identified)
the balance in the escrow account at the end of the period
an explanation of how any surplus is being handled by the servicer
an explanation of how any shortage or deficiency is to be paid by the
borrower; and

if applicable, the reason(s) why the estimated low monthly balance
was not reached, as indicated Jl noting differences between the
most recent account history and last year’s projection
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Escrow Analysis Definition

An escrow analysis is the accounting servicer conducts in the
form of a trial running balance for an escrow account to:
= Determine appropriate target balances
= Compute borrower's monthly payments for the next
escrow account computation year and any deposits
needed to establish or maintain the account; and
= Determine whether shortages, surpluses or deficiencies
exist
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Escrow Analysis

There are five steps to complete an escrow analysis:
Steps 1-3

Ll Servicer projects a trial balance for the account as a
whole over the next computation year (a trial running
balance).

L In doing so servicer assumes that it will make
estimated disbursements on or before the earlier of the
deadline to take advantage of discounts (if available)
or the deadline to avoid a penalty.

L1 Servicer also assumes borrower will make monthly
payments equal to one-twelfth of the estimated total
annual escrow account disbursements.
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Escrow Analysis
.
Step 4 - _ . /zz oy A Y
[ Servicer examines monthly trial o '_lj
balances

O Adds to the first monthly
balance an amount just
sufficient to bring the lowest
monthly trial balance to zero

Q Adjusts all other monthly

=3
R
e
balances accordingly. 3
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Escrow Analysis
Step 5

Servicer adds to the monthly balances the permissible
cushion.
Q Cushion is:

Two months of borrower's escrow payments to servicer
Or a lesser amount specified by State law
Or a lesser amount specified by the mortgage document

. Escrow Analysis — Step 1

The first step in the analysis is to list all anticipated
disbursements to be paid out of escrow account over the
next 12 months

Example assumes $1200 for property taxes ($500 paid
July 25 and $700 paid December 10) and $360 for hazard
insurance on September 20.

County Taxes $1,200.00
Homeowner’s Insurance $ 360.00
Total $1,560.00
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\flu('e\\ll;;iftuymu:;.'\H. Escrow AnaIYSiS = Step 1

How does a servicer estimate disbursements for next year?
If servicer knows the charge for an escrow item in the next
computation year, then servicer uses that amount in
estimating disbursement amounts
If the charge is unknown to servicer, servicer may base the
estimate on:

B Preceding year's charge

m Or preceding year's charge as modified by an amount not
exceeding the most recent year's change in the national
Consumer Price Index for all urban consumers (CPI, all items)
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Escrow Analysis — Step 2

Second step in analysis is to calculate the regular monthly
escrow component (i.e., what is needed on a monthly basis to
cover the anticipated disbursements over the next 12 months)

® This is done by dividing the total from Step 1 by twelve (12)
monthly payments

= In our example:

$1,560 / 12 = $130
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MeCals Raymen, i Escrow Analysis — Step 3

Third step in escrow analysis requires servicer to create trial
running balance for the next twelve (12) months
®  This requires listing:
= All payments into escrow account
= All payments out of account
= When the anticipated disbursements from Step 1 are
expected to be paid
In preparing the statement, servicer may assume scheduled
payments/disbursements will be made for the final 2 months of

escrow account computation year (the operative word is
“may”)
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Escrow Analysis — Step 4

Step 4 requires servicer to increase all monthly balances to
bring the lowest point in the account up to zero

= This is sometimes referred to as the “theoretical low point”

m Usually low point comes in the month property taxes have
been paid

= In our example, the low point comes in December (-780)
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payment | disbursement| 3) palance | 4) balance

Jun - - 0 780

Jul 130 500 -370 410

Aug 130 0 -240 540

Sep 130 360 -470 310

Oct 130 0 -340 440

Nov 130 0 -210 570

Dec 130 700 *-780 0

Jan 130 0 -650 130

Feb 130 0 -520 260

Mar 130 0 -390 390

Apr 130 0 -260 520

May 130 0 -130 650

g’:;ag]a“ Jun 130 0 0 780

Escrow Analysis — Step 5

Step 5 directs servicer to add any cushion lender requires
to the monthly balances

 The cushion may be a maximum of one-sixth of the
total escrow charges anticipated over the next 12
months
= If loan documents provide for lower cushion limits than
under the Regulation, then the terms of the loan
documents apply

e
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Escrow Analysis — Step 5

If loan document is silent on escrow
account limits, and servicer
establishes an escrow account under
State law, then the limitations under
the Regulation apply unless State law
provides for a lower amount.
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s Escrow Analysis — Step 5

If the loan documents provide for escrow accounts up to the
RESPA limits, then the servicer may require the maximum
amounts consistent with the Regulation, unless an applicable
State law sets a lower amount

In our example, 1/6 of $1,560 = $260.00

Following the RESPA / HUD guidelines, the maximum the

servicer could require in the escrow account is $1,040

W. Jeffrey
Collier

Michael J.
McCormick
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payment | disbursement balance

Jun - - 1040

Jul 130 500 670

Aug 130 0 800

Sep 130 360 570

Oct 130 0 700

Nov 130 0 830

DEC 130 700 *260

Jan 130 0 390

Feb 130 0 520

Mar 130 [} 650

Apr 130 0 780

May 130 0 910

Fﬁ%”:ﬂ&“‘ Jun 130 0 1040

A
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i Escrow Analysis — Step 5

Is servicer required to have borrower maintain a reserve or
cushion?
NO. See Reg. X Section (c)(1)(ii).
Throughout the life of an escrow account, the servicer may
charge the borrower a monthly sum equal to one-twelfth (1/12 )
of the total annual escrow payments which the servicer
reasonably anticipates paying from the account. In addition,
the servicer may add an amount to maintain a cushion no
greater than one-sixth (1/6 ) of the estimated total annual
payments from the account

The operative word in this paragraph is “may”
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McCalla Raymer, 11¢ Escrow Analysis — Surpluses

Surpluses
After analysis is performed, servicer then compares “required”
amount (otherwise known as the “target balance”) to the
actual account at the time the escrow analysis was being
performed
If the amount in the escrow account exceeds required
amount, then there is a “surplus” in the escrow account
| If surplus is less than $50, servicer may:
Apply surplus to reduce amount of escrow payment
Or may choose to return surplus to borrower

e
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Gl IR ymerlLLc Escrow Analysis — Surpluses

Surpluses

If surplus is more than $50, servicer must return surplus to
borrower within 30 days of performing escrow analysis
These rules for handling a surplus only apply if borrower is
current at the time of the escrow analysis
B Borrower is considered current if servicer receives borrower's
payments within 30 days of payment due date
If servicer does not receive borrower's payment within 30
days of payment due date, then servicer may retain surplus
in the escrow account pursuant to terms of the I(&_
documents ACADEMY
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B g Escrow Analysis —Shortages

Shortages

If amount in escrow account is positive, but less than the

required amount, there is an escrow shortage
If amount of escrow shortage is less than one month’s
escrow payment, servicer may ask borrower to pay
shortage within 30 days, or servicer may spread it out
over 12 months
If shortage is greater than one month’s escrow payment,
servicer must spread the shortage out over at least 12
months
Servicer may also do nothing and allow an escrow
shortage to exist
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McCalla Raymer, LLC Escrow Analysis -Deficiencies

Deficiencies
If amount in escrow account not only falls below the required
amount, but is negative, then there is an escrow deficiency
If amount of deficiency is less than one monthly escrow
payment, servicer may require borrower to pay deficiency
within 30 days
If amount of deficiency is equal to or greater than one
monthly escrow payment, servicer may require borrower
to repay amount over 2-12 months
Servicer also has the option to allow the deficiency to
exist and do nothing to change it.
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P (R (G Escrow Analysis — Deficiencies

Deficiencies
The provisions regarding deficiencies apply only if borrower is
current at the time servicer is performing escrow account
analysis
Borrower is considered current under the Regulation if
servicer receives borrower's payments within 30 days of
payment due date
If servicer does not receive borrower's payment within 30
days of payment due date, servicer may recover deficiency
pursuant to terms in loan documents
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/% Escrow Analyses

i g During A Bankruptcy Case

Section (f)(5) requires servicer to provide borrower notice of
any shortage or deficiency in escrow account on at least an
annual basis
Therefore, any exception or exemption from having to
provide an annual escrow statement, such as delinquency of
loan or bankruptcy of borrower, does not excuse servicer
from obligation to provide notice of escrow shortage or
deficiency on at least an annual basis
The Regulation also provides that if servicer advances funds
for borrower, then servicer must perform an escrow account
analysis before seeking repayment of deficiency
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RESPA and Regulation X

/////” 7 Escrow Analyses
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EC AR e L During A Bankruptcy Case

Traditionally (i.e., since the mid-90s), Servicers have included only
escrow deficiency in Proofs of Claim

This practice resulted from several cases* which vaguely
required servicers to bring escrow account up to zero
Bringing escrow account to zero is only half the
battle — still need to fund next year’s
disbursements/required cushions

Now, the trend is to include at least part ".’
of shortage in the claim. o

*In re Davideit, 1995 WL 912451 (Bkrtcy. D.N.H)
*In re McCormack, 1996 WL 753938 (D.N.H.)
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and notice of ew mortgage paymeat

[r—
Next yayment due dote: 01208
Now payment effoctive date:  June 03203
New prymant amsmt - o
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Each yea: w yout escrow s hedaled mongage pays

annual taxss end/or ineara:

property taxes andjor newrasce preeni

s your mongage payment amo he detaill of ynr most recert aserow

New escTow and MOTLGage payment amount

New payment effective date Curre
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Aring balante \shem
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escrowbalune

For informational purposes

The following information covers your eserow account history aetivity from Jul 2012 to May z013

Payments to escrow (§) Payments from escrow (5) Escrow balance ($)
Date Projected  Actual Projected  Actual Deseription ojected  Aetual

oh

A GROUP

219

COBB COUNTY

000
Dec 2012 000
Jan 000
Feb 2o
Mar 2013
Bprani3

2,078.17

Totals

Lln
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Second Example
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Escrow: Taxes and Insurance Statement

L=n
Staterert Dt DF2013
Review Perod C2013 10 052013
Escrow Shoriage so00
Important Message Monthly Home Loan Payment
H yous awe in barkauptoy or have been given a dischange for your Cusrent Payment oW Payment
beninpucy, - Ettoctive 00012013
coliocta debr, It okt Prirvipal & inseat $1,3873 s1aa7
et ey, W herbrupboy st s ki yoar peyments fo you,
oo ghve o Gapy of this statomont 10 o trustos. Facwow Account e sem
Your $138875 s10m
e Fe Amaunt
Summary,
escrow account is balanced,
inyour yeur oo Koep tis
tateament o yeur recors, You db et nessd o o erything e,
“Vour monthy paymentwil be $1.70480 Stang 0SQ1/13.
Balancing Your Escrow Account
There needs b be enouch monsy in your escrow account 1o pay your property taxes andfor insurance, To do that, lederdl lew allows s 1o require that
L ik iny: ' any i L insurance. Sub imits, your
your escrow pay montha.
from your year help predict ity for next year. This year's acthly
what your lowest amnunt babinoe is kel to be. '
benext year with your mini i Fihere
- your
eV Yeur mivierur recpired babrvs.
$264.28 Your estimated kwest acoount baknos for 2013
$0.00 Your escrow account s balanced
Tseetre C
Escrow Account History
The chart is year's acthty on y estimates. i your
u Yor 388,75, Your i i 388, ey
002
B Atetmeof yux esiew, your your
belanos vas S787.94.
Hote: i taxes or chart An'E"inthe chart
that hasnt et
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This Year: March 2013 to May 2013

Estimated Estimated Actual
Date Acthvity “Amount Amount Escrow Balance  Escrow Bakance
‘Starting Balanoe 128435 SR8
02015 Deposit $at6.07 s - $1560.80 78754
2013 Deprsit aisa7 S S1A%.4T $1316.40
201 Deposit 1607 000 * 221254 $1316.10
0E2013  Deposit e o E LEBE SiEEL
072013 Deposit 3607 wm " 0B 5000
092013 Deprsi 31807 xm " 21075 000
02013 Deposit 31807 E S34TER2 5000
102013 Deposit 31607 w0m - sa7eeEe 5000
112013 Deposit S316.07 w0 *
- HOMEGWNER IN SLTIT.00 ano * 2.391.96 000
1z201s i S316.07 0m -
Wiithdrawal - COUNTY TAX $2075.89 00 * %14 000
01201 i S16.07 w0m * sa46.21 5000
Q04 Deposit Satea7 00 ¢ §1,264.28 000
‘Total Deposts AT RL )
Tetal Wizl sa7sg Sm
Aooount Balanoe 25 of 052013 s1316.2
s s

T
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[ AWAL TCROW ACCOUNT
BNCLOAD AT
PRGOS PR GMING iA

Aprt 13,2013

S v 1 | Adjord e
IR

T e
[iTaEy E1EZE)

o Estpwie D ERTRy

e i
[ s o
I

e el e T o o

Thie sty proa o acri s htoge of 51,1147, 11470

Frusin. o o g s
PASE KEEP 1115 STATEMENT FOR COMPARISON WITI 715 AGTUAL ACHVIEY 1N YOUR ACCOUNT AT THE
Y1 T NIOK T LA CHOW ACCOUNTING COMEUTATION YEAR.

Your mornhly mortaags pryment o the comag yonr Wil o 31,316 40
and 319530l gt

P S0 wisch $981.86 i b s PRINCIPAL AN [NTRRUST,
a0 Ik yous PRCHOW ACCOURT. i

et o et 1414 4nY 3580 et fof BOrAgE
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et
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oAl

IR 7,303, %¢
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e

Fourth Example
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ANNUAL ESCROW ACCOUNT DISCLOSURE
STATEMENT AND NEW MORTGAGE
PAYMENT NOTFICATION

Oschmure Simost ok O3

N Doyt Efective Cwt: 03892813

Tl

Payment Informaton

oty mcrigaze o oy #35 change * ot an

Curren Mortly New My
Payeact | Pupeart | |borce

77 | e otowing secten méecs B anbcoaid s achvsy o e e 12 e Soe o e
1 [atbr acid gure e S c o L & P ety o
ey ey

Escrow Account Projections

vt ae ckion wt b chanaed e ey [ Mo [ )
Bognning Btance
Asticipated Escrow Disbursemerts

Hazars i e

Nonesy Excrow Oupont

ISCLOSURE STATEMENT

ow of your escrow account activity. % also compares the projections from your last review with the actual payments made
unt

s a difference be!

Payments from Escrow Escrow Balance
Projected Actual

Month Description Actual  Description o

Beginning Balance

439.00 Hazard Ins 499.00 *Hazard Ins

197685 County Tax 246895 *County Tax

/7] Escrow Analyses
y During A Bankruptcy Case

McCalla Raymer, LLC

Trustees should expect servicers to run an escrow analysis
each year while the case is pending and raise/decrease the
payment* as necessary because of shortages or changes in
the disbursement amounts.

W. Jeffrey Collier

Attorney Representing

Chapter 13 Trustee for the
Northern District of Mississippi
Locke D. Barkley (Jackson, MS)

*1In re Hosley, 2008 WL 5169552 (N.D.N.Y.)
*1In re Cole, 202 B.R. 375 (Bankr. E.D. Pa. 1996)
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Demystifying Mortgage Escrow

This and other resources can be found at
ConsiderChapter13.org

Thank you for joining the webinar.
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