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Escrow Shortage Explanation 

 
A normal, but very confusing part of having a mortgage is dealing with changes in your monthly payment 
caused by Escrow Shortages.  You’ll be notified when it happens by an Escrow Analysis Letter. 
 
We receive a lot of calls concerning this issue!  Because this is such a common concern, we thought it would be 
a great service to our clients to put an explanation in writing. 
 
First, what is an Escrow Analysis Letter?  It’s a projection for the next 12 months on how much you’ll be 
paying into your Escrow Account and how much will have to be paid out for property taxes & home insurance. 
 
Second, it’s important to understand that your payments into your Escrow Account are actually saved up to pay 
a future tax bill or insurance invoice.  The only bill paid immediately is PMI (Private Mortgage Insurance) or 
the government’s equivalent, MIP (Mortgage Insurance Premium).  The rest of your monthly escrow payment is 
placed in your Escrow Account. 
 
Third, you have to realize that property taxes in Michigan are paid in advance.  The tax bills that come in July 
and December are collecting for future taxes, not past taxes!  This type of billing is very similar to how most of 
us pay ahead for our car insurance. 
 
Lastly, you will receive an Escrow Analysis Letter for the following reasons: 

1. Annually, typically in January. 
2. Whenever the servicing of your loan is transferred from one company to another. 

 
Now comes the hard part, understanding how it all comes together!  The escrow payments you’ve been making 
for the past several months, were based on last year’s property taxes.  If the new tax bill comes in with an 
amount different than last year’s, an adjustment in your escrow payment will be needed to account for it.  If the 
property taxes have decreased, your escrow payment will go down and you’ll receive a refund of the excess 
monies in your escrow account.  If there’s been an increase, 2 things occur: 

1. Your escrow payment increases to cover your future taxes as they’re unlikely to go down! 
2. Because the current balance (based on last year’s taxes) in your escrow account is insufficient to pay 

the higher current taxes, Federal regulations allow a lender 2 options to collect this shortage: 
a. An upfront payment from you equal to the shortage. 
b. An additional temporary increase in your monthly escrow payment equal to the shortage/12 

months.  This will only be for the next 12 months and is basically an interest-free loan to you! 

Please see the attached illustration for a visual explanation. 
 
We hope this explanation was helpful and answered most of your questions.  As always, feel free to contact us 
with any concerns or questions! 



 
 

 
 
 
 

2301 W Big Beaver Rd Ste 525 Troy, MI 48084 ● Phone: (248) 356-3739 ● Fax: (866) 215-3755 ● dsygit@TheLendingEdge.com 

 

If you know anyone looking to purchase a home, sell an existing home, consolidate debt, or lower 
their monthly payment – please call us with their name and number.  Remember, 

A Referral is sending someone you Care about to someone you Trust!

Senior Problem Solver DREW SYGIT 
CMPS, CMRS, CMC, CMLO, CALO, MBA 

 
 
  

Ta
xe

s $
18

00
 

ES
C

R
O

W
 A

C
C

O
U

N
T 

Ju
ly

 
A

ug
 

Se
p 

O
ct

 
N

ov
 

D
ec

 
Ja

n 
Fe

b 
M

ar
 

A
pr

 
M

ay
 

Ju
ne

 
Ju

ly
 

Se
p 

A
ug

 

Pr
op

er
ty

 T
ax

es
 $

12
00

 A
nn

ua
lly

 

$1
00

 
$1

00
 

$1
00

 
$1

00
 

$1
00

 
$1

00
 

$1
00

 
$1

00
 

$1
00

 
$1

00
 

$1
00

 
$1

00
 

$1
00

 
$1

50
 o

r 
$2

00
 

$1
50

 o
r 

$2
00

 

Pr
op

er
ty

 T
ax

es
 to

 b
e 

Pa
id

 $
18

00
 

B
ec

au
se

 th
e 

pr
op

er
ty

 ta
xe

s w
en

t u
p 

to
 $

18
00

, t
he

 e
sc

ro
w

 a
cc

ou
nt

 p
ay

m
en

t h
as

 to
 b

e 
ra

is
ed

 to
 $

15
0/

m
on

th
 fo

r n
ex

t y
ea

r’
s p

ro
pe

rty
 ta

xe
s. 

 U
nf

or
tu

na
te

ly
, t

hi
s s

til
l l

ea
ve

s a
 

sh
or

ta
ge

 b
ec

au
se

 th
e 

es
cr

ow
 a

cc
ou

nt
 o

nl
y 

ha
s $

12
00

 in
 it

.  
Th

e 
$6

00
 sh

or
ta

ge
 c

an
 b

e 
pa

id
 in

 a
 lu

m
p 

su
m

 o
r t

he
 e

sc
ro

w
 p

ay
m

en
t c

an
 b

e 
te

m
po

ra
ril

y 
ra

is
ed

 a
no

th
er

 $
50

 
($

60
0/

12
 m

on
th

s)
 to

 a
 to

ta
l o

f $
20

0/
m

on
th

 fo
r t

he
 n

ex
t 1

2 
pa

ym
en

ts
. 


