
FHA SETS TEMPORARY EXEMPTION TO "FLIPPING RULE"

FHA's one-year shift is no blank check for fraudsters 




 




You may have read recently that the Federal Housing Administration (FHA) has announced a temporary and partial
exemption to their rule prohibiting FHA insurance for "flipped" properties.  FHA is not suddenly unconcerned about the
predatory practice of flipping mortgage fraud.  It is still very much concerned about flipping mortgage fraud.   




 


So, you ask, what is "flipping," in the context of mortgage fraud? 




 


Flipping is a type of mortgage fraud that happens when a property is purchased and quickly resold for a huge profit after
the first buyer makes some minor cosmetic improvements to the property and obtains an inflated appraisal from a
cooperative real estate appraiser and sells the property to a new buyer for much more than the property is really worth. 
Sometimes it also involves a cooperative lender who qualifies the new buyer by exaggerating income or other assets. 
Down the road, the new buyer, who may not be truly able to afford to make the mortgage payments, discovers that the
home is not worth anywhere near what he/she paid for it, and foreclosure becomes more likely. That's the ultimate worse
case scenario, but it has become a contributor to the foreclosure epidemic in many distressed communities.   




 


FHA recently announced that it is waiving portions of its regulations that prohibit HUD-owned or bank-owned FHA-
insured properties from being sold if the homes have been owned by the seller for less than 90 days.  Because of  FHA
anti-flipping rules, foreclosed properties had to remain in the hands of the seller (e.g., the bank) for at least 90 days,
because the agency prohibits sale of FHA-insured properties for at least 90 days.  By waiving the 90-day requirement,
HUD is trying to eliminate one impediment to the resale of the stock of foreclosed properties.   




 


The waiver is only temporary (expiring on Feb. 1, 2011), and there are certain conditions to guard against flipping fraud,
such as:   




 


1. Requirement that the sale be at arms length, with no identity of interest between the buyer and seller, or other parties
participating in the sales transaction. 




 


2.  High margin restrictions. Additional restrictions on the transaction if the sales price is 20% or more above the seller's
acquisition cost. 




 


3.  No home equity conversion mortgages.     




If the property's sale price is 20% or more above the seller's acquisition cost, the lender would have to justify that sale
price with adequate documentation, such as a second appraisal and an inspection of the quality of any improvements.   
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Despite the waiver under FHA rules, mortgage flipping that is conducted in a fraudulent manner to the detriment of the
consumer and the community is still a predatory lending practice and not acceptable, with or without FHA insurance. 
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Community Bank Compliance Officers: Be sure to check out our other compliance blog, "AML, Fraud,  and Other Things."
BSA expert John Byrne blogs on money-laundering and related matters with a definite point of view. Check it out    




 




For ABA Member Banks Only: Get regular compliance news updates with ABA's Compliance Source E-Letter


ABA member-bank employees have access to almost three dozen ABA news and information e-bulletins on important
industry topics.  One e-bulletin, THE Compliance Source, is dedicated to becoming your source for compliance
information in the electronic world. Compliance Source is published each Monday throughout the year.  In this changing
regulatory environment, every compliance professional should subscribe THE Compliance Source.  It will link you to
recent compliance developments and alert you to upcoming compliance events.  In addition to regular sections on
"What's New in Review" and "On the Compliance Horizon," THE Compliance Source will have rotating sections including
analysis of compliance issues by ABA staff in the "ABA Reports" section.    




For a sample newsletter, click here.    




To subscribe, click here  
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