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"Flopping" is what law enforcement is calling the latest real estate scam.

The FBI, Freddie Mac and state real estate departments are all probing flopping. Think of it as flipping without a fix-up, but with a fraud.

Flopping scams prey on underwater homeowners and their lenders. A perpetrator may use a faulty appraisal or broker price opinion to try to buy a home at below market price, in a short sale negotiated with the lender. The scammer will already have secretly found a subsequent buyer for the home, who'll pay a higher price .
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By doing this, the perp — perhaps an investor, real estate agent or mortgage broker — hurts property values, rips off lenders and saddles short-selling homeowners with larger-than-necessary mortgage deficiencies at sale. These can result in tax liabilities or personal debt obligations. It's all so floppers can skim a profit.

Schemes Seen Booming
Flopping and other fraud losses could hit $310 million in '10, affecting one in each 53 short sales, says CoreLogic (CLGX), which provides research and software to lenders.

"We expect short sales to go up this year," said Frank McKenna, vice president of fraud strategies at the firm. "There's going to be a flood of opportunists, and that's going to make the rate of fraud go up too."

CoreLogic expects 400,000 short sales of single-family homes in the U.S. this year, up from 162,577 in '09.

Eric Spingler is acting supervisor of the FBI's mortgage fraud task force in Phoenix, where many homeowners are headed toward foreclosure. His group works with government loan giant Freddie Mac's (FMCC) fraud group and other financial institutions to investigate flopping. 

Spingler says the scam can be prosecuted under the federal crime of bank fraud, and wire fraud. Perpetrators "could be fined up to $1 million or receive a sentence of 30 years in prison or both," he said.

Investors who let a negotiator buy a short sale on their behalf using a flop scheme could get caught up in a crime investigation or civil suit.

Freddie Mac calls "short payoff fraud" any misrepresentation or deliberate omission of fact that would induce the lender, investor or insurer to agree to the terms of a short payoff that would not have been approved had all facts been known. Lenders have much to lose in short sales, which by definition are sales for less than the loan balance owed.

So who are the short-sale opportunists? According to Jenny Brawley, Freddie Mac's associate director of mortgage fraud investigations, "investors, real estate agents, mortgage originators and title agents" are taking part in these scams.

Freddie Mac's fraud investigations group says scammers may use reverse staging to make a home look like it's worth less. They spread trash, pull out appliances and fixtures, and even spray animal urine.

Junior or second lien holders also are taking part in scams, says June Babiracki Barlow, general counsel for the California Association of Realtors. She says they'll ask for payment outside escrow to "get more money than the first lien holder is going to give them," in a normal short sale.

The California Department of Real Estate is probing over 100 short-sale cases. Spokesman Tom Pool calls fraud a "growing problem."



Mortgage fraud takes many forms. Emilio Carrasquillo, head of a nonprofit Chicago lending office, checks neighborhood sale transactions for signs of... View Enlarged Image
"Six months ago we were talking about loan modification fraud, now it's short-sale fraud," said broker Bob Hertzog, owner of Summit Home Consultants in Phoenix.

Hertzog says he's gotten numerous calls from people trying to work scams. He says they offer double commissions and other incentives to get real estate agents to let them negotiate a short sale for a selling client. He says scammers often set up a limited-liability company or string of them, to disguise their identities.

Freddie Mac, its sister Fannie Mae (FNMA) and many loan originators are instituting practices to try to prevent flopping. Freddie Mac now recommends that lenders closing a short sale draft a payoff affidavit/disclosure notice for all parties in the sale to sign. It would state "there are no agreements, understandings or contracts relating to the current sale or a subsequent sale that have not been disclosed," Brawley said.

Freddie Mac's 1-800-4FRAUD8 begin_of_the_skype_highlighting              1-800-4FRAUD8      end_of_the_skype_highlighting hotline lets homeowners and others anonymously report scams. And the outfit keeps an "exclusionary list" for servicers to review.

"It's individuals that for whatever reason we don't want to do business with," Brawley said.

Hertzog says that all parties involved in a short sale should make sure that any buyer puts up earnest money — floppers try to avoid it.

Lenders Band Together
Aided by CoreLogic, lenders are working together to fight flopping. In CoreLogic's Mortgage Fraud Consortium, 35 to 40 of the largest lenders exchange information to catch scams, McKenna says. A lender about to close a $100,000 property sale can have CoreLogic check its member database to see if anyone has applied for a loan on that property with a sale price above $100,000.

Judy Lowe, commissioner for the Arizona Department of Real Estate, says her agency is investigating flopping complaints, but it's hard to get homeowners and others to report the problem. They've been through so much heartache, they just want to sell the house and clear the debt.

Federal investigators are making headway. In the first successful prosecution for a flop in Connecticut, two real estate agents pleaded guilty to bank fraud and await sentencing.

