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Demystifying Mortgage Escrow 



RESPA - Introduction 
 

 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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 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 

 Sometimes referred to as Regulation X 
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RESPA - Introduction 



 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 

 Including charges borrower and servicer have voluntarily agreed 
servicer should collect and pay 

 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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Escrow Account – 
 Definition(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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Escrow Account – 
 Definition(s)  



 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.   

 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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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 

 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). 
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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 by noting differences between the 
most recent account history and last year’s projection 
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Escrow Statements  



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 Definition  



There are five steps to complete an escrow analysis: 

Steps 1-3 

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

 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.  

 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 

 Servicer examines monthly trial 
balances 

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

 Adjusts all other monthly 
balances accordingly. 
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Escrow Analysis  



Step 5 

 Servicer adds to the monthly balances the permissible 
cushion.  

 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  
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Escrow Analysis  

Mike McCormick 

Jeff Collier 



 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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Escrow Analysis – 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: 

 Preceding year's charge 

 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 1  



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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Escrow Analysis – Step 2  



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 3  



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” 

 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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Escrow Analysis – Step 4  



From Page 8 of 
Escrow 101 



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 
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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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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 
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Escrow Analysis – Step 5  
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From Page 9 of 
Escrow 101 



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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Escrow Analysis – Step 5  



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 
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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 

 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 loan 
documents 

Copyright 2012. McCalla Raymer, LLC.  All Rights Reserved. 

Escrow Analysis – Surpluses 



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 

Copyright 2012. McCalla Raymer, LLC.  All Rights Reserved. 

Escrow Analysis –Shortages 



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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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 Analysis – Deficiencies  



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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Escrow Analyses 

 During A Bankruptcy Case  



RESPA and Regulation X 
vs. 

 The United States 
Bankruptcy Code 



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. 

 
*In re Davideit, 1995 WL 912451 (Bkrtcy. D.N.H) 

*In re McCormack,  1996 WL 753938 (D.N.H.) 
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Escrow Analyses  

During A Bankruptcy Case  



First Example 









Second Example 









   $315.07 
$2,075.89 -$264.28 



Third Example 







Fourth Example 







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. 
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Escrow Analyses  

During A Bankruptcy Case  

W. Jeffrey Collier 
Attorney Representing 
Chapter 13 Trustee for the 
Northern District of Mississippi 
Locke D. Barkley (Jackson, MS) 

*In re Hosley, 2008 WL 5169552 (N.D.N.Y.) 
*In 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. 


