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REPORTS of appraisal fraud have 
declined in recent years, but 
unfortunately, this is not cause for 
celebration. Many industry insiders 
believe appraisal fraud is actually 
escalating, but it’s diffi cult to gauge 
fraudulent activity. Appraisers are 
hesitant to blow the whistle on their 
peers, and most lenders do not report 
problem appraisers even after they 
discontinue a relationship. 

Today, appraisal fraud comes in 
several forms. Property fl ipping, the 
art of buying property at low cost 
and subsequently selling it for much 
more, can be legal if a property 
was truly undervalued when fi rst 
purchased, or if the interim owner 
made improvements that legitimately 
raised the property value. But there 
is a sinister side to fl ipping, where 
appraisals are fraudulently infl ated 
and little or no improvement is made to 
the property before the interim owner 
resells it, often to an unsuspecting 
buyer. The infl ated sale infl uences 
the value of the surrounding area, 
and surrounding property values may 
remain high temporarily. Eventually 
the neighborhood housing bubble 
bursts and owners are forced to sell 
properties below actual value for 
some time to compensate. This type 
of fl ipping continues today and many 
lenders, home buyers, and entire 
neighborhoods are damaged when an 
area’s property value falls. 

The evolution of fl ipping schemes. 
The traditional pattern of deception is 
evolving in disturbing ways and grows 
more complicated every day. U.S. 
Attorneys are particularly interested 

in scams where appraisers, home 
builders, mortgage brokers, home 
buyers and even attorneys are working 
in concert, in what is sometimes 
referred to as “assignment fee” fraud. 
Typically a builder agrees to accept a 
price for a home, an appraiser values it 
at a greatly infl ated price, a mortgage 
broker falsifi es a buyer’s application 
so that the buyer appears to qualify for 
the loan, and, in the more sophisticated 
schemes, an attorney is also enlisted 
to falsify documents showing a non–
existent down payment from the buyer. 
A buyer is recruited who usually does 
not qualify for the infl ated purchase 
price, but is willing to assume the loan 
in exchange for cash after the sale and 
the potential to rent the property to pay 
the unaffordable mortgage. The profi t 
resulting from the gap between the 
builder’s price and the loan amount is 
split amongst the co–conspirators. The 
new owner usually defaults on the loan 
quickly, after fi nding that the property 
cannot be rented for enough to pay 
the mortgage. Even the new owner has 
been duped, despite being complicit 
in the scheme. 

Spotting a troubled deal. 
Flips are often easy to spot, since the 
two (or occasionally more) sales occur 
very close together in time. With 
illegitimate fl ips, these subsequent 
sales may even happen on the same 
day. The FBI monitors fl ips for fraud, as 
mortgage fraud is punishable by up to 
thirty years imprisonment and 
$1 million in fi nes. In North Carolina, 
a joint federal and state task force 
investigates growing claims of 
mortgage fraud, and the Charlotte area 
alone has seen more than its share 

in the last year. Memphis, Las Vegas, 
Dallas-Ft. Worth, Salt Lake City, and 
Atlanta have also seen high incidences 
of fraud.

Seven ways to protect yourself 
and your fi rm. 
The Department of Housing and Urban 
Development (HUD) and the Federal 
Housing Authority (FHA) have 
established a program called 
Appraiser Watch to monitor sales and 
the agents involved in federally funded 
and insured loans, searching for 
fraudulent patterns of behavior. 

If you work with private lenders, there 
may not be a system like Appraiser 
Watch in place, and even if your deal 
involves a federal loan, you should 
make every effort to prevent your 
involvement in fraud. Be proactive. 
Vigilance goes a long way to ensure 
that you are not implicated in any 
schemes. If you work with appraisers, 
consider doing the following to protect 
your company:

Require criminal background 1. 
checks for appraisers and brokers 
whom you employ.

Have appraisers research 2. 
several sales in a neighborhood, 
not just the most recent, to 
uncover potential fl ipping in the 
neighborhood before valuing 
property. Even an innocent 
appraiser can contribute to the 
demise of an area by basing 
valuation on the most recent (and 
convenient) sales if they were 
fraudulent fl ips.
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Use review appraisers to check 3. 
the work of initial appraisers for 
mistakes or fraud. To be effective, 
review appraisers must perform 
independent fact–checking, 
which can be time–consuming 
but necessary.

Search for fl ips in property records 4. 
and note the parties involved. Be 
cautious when two sales occur 
within six months; it’s hard to turn 
a profi t on a resale that quickly. 
Property that is bought and sold 
on the same day is extremely 
suspicious. Make every effort 
to work with only trustworthy 
appraisers and brokers.

Record appraisers, lenders, and 5. 
mortgage brokers whose loans 
default at above–average rates, 
as they are likely to be involved 
in scams. Monitor areas with high 
foreclosure rates, as they may 
indicate mortgage fraud, and 

investigate to determine the parties 
involved in the sales.
Observe appraisers or brokers who 6. 
work with the same people for the 
majority of their business. While 
many ethical people work together 
repeatedly for entirely legitimate 
reasons, a close–knit group can 
also indicate a conspiracy like 
assignment fee fraud.

Look for appraisers who 7. 
receive much of their business 
from high–risk loans. Some 
mortgage programs typically 
have high default rates, including 
rehabilitation loans and loans for 
multi–unit and real estate–owned 
properties. HUD also notes 
appraisers who have a high 
volume of appraisals related to 
such programs, and believes this 
to be another important risk factor. 
Consider this when choosing    
your associates.

 Additional Information.
If you suspect fraud, you can make 
a difference by reporting it to the 
appropriate agency. Visit 
www.stopmortgagefraud.com for help 
in fi nding out who handles your state’s 
complaints. You can also contact the 
Federal Trade Commission at 
www.ftc.gov/ftc/consumer.htm, the 
U.S. Department of Housing and Urban 
Development at 
www.hud.gov/complaints/landsales.
cfm, and the Federal Reserve Board of 
Governors (to lodge a complaint about 
a fi nancial institution) at 
www.federalreserve.gov/pubs/
complaints.
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