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6.1-L Property (cont’d) 

6.1-L7 Property Flipping  

To address the issue of property flipping, FHA has placed certain time restrictions and additional 
documentation requirements on purchase transactions involving the resale of an existing property. 
Property eligibility is dependent upon the time that has elapsed between the date the seller acquired 
the property (based on the settlement date) and the date the buyer signed the sales contract or 
purchase offer (the resale date).  With certain exceptions, FHA has prohibited insuring a mortgage on a 
home owned by the seller for less than 90 days. This restriction was imposed in 2003 to prevent 
property flipping. On January 15, 2010, HUD announced a temporary waiver of the prohibition with 
strict conditions to insure against predatory practices.  This temporary waiver will expire on 12/31/2012. 

Properties owned < 90 days  

SecurityNational Mortgage will allow the current HUD Waiver of Requirements of 24 CFR 203.37  a(b)(2) 
as per HUD guidelines. The Waiver of Requirements of 24 CFR 203.37 a(b)(2) takes effect with all 
properties with purchase contracts signed by the seller and buyer on or after February 1, 2010 and is 
limited to those sales meeting the following conditions: 

 All transactions must be arms-length, with no identity of interest between buyer and seller or other 
parties participating in the sales transactions.  Some ways that the lender can ensure that there is no 
inappropriate collusion or agreements between parties is to assess and determine the following: 

o The seller holds title to the property; 
o LLCs, corporations, or trusts that are serving as sellers were established and are operated in 

accordance with applicable state and Federal law. 
o No pattern of previous flipping activity exists for the subject property, as evidenced by 

multiple title transfers within a 12-month period time frame (chain of title information for the 
subject property can be found on the appraisal report) 

o The property was marketed openly and fairly, via MLS, auction, For Sale by Owner offering, or 
developer marketing (any sales contracts that refer to an “assignment of contract of sale”, 
which represents a special arrangement between seller and buyer may be a red flag). 

 
 Transactions in which the sales price of the subject property is 20% or more above the seller’s 

acquisition cost. ¹ In addition to compliance with HUD’s requirements when applying the waiver, 
SNMC will require the following: 

o A full second appraisal ordered from Rels Valuation 
 Second appraisal must be completed by an approved FHA roster appraiser 
 Second appraisal to be compliant with all FHA appraisal reporting requirements 

o The lower of the two appraisals must be used to determine LTV 
o All health and safety items noted in the appraisal and/or home inspection must be 

completed prior to closing. 
o Final Inspection to be provided showing repairs completed 
o  SNMC cannot charge the cost of the second appraisal to the borrower 

 
¹ The property seller’s acquisition costs is defined as what the seller paid to acquire the property.  It does 
not include any repairs or improvements made by the seller. 
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6.1-L Property (cont’d) 

6.1-L7 Property Flipping (cont’d) 

As a reminder, as stated in the original waiver the following HUD requirements apply to increases ≥ 20%: 
 

 Justify the increase in value by retaining in the loan file supporting documentation which verifies 
the seller has completed sufficient legitimate renovation, repair, and rehabilitation work on the 
subject property to substantiate the increase in value, or in cases where no such work is 
performed, the appraiser provides appropriate explanation of the increase in value since the 
prior title transfer; 
And 

 Order a property inspection and provide the inspection report to the borrower before closing. 
The inspector must have no interest in the property or relationship with the seller, and must not 
receive compensation for the inspection from any party other than the mortgagee. Additionally, 
the inspector may not compensate anyone for referral of the inspection; receive any  
compensation for referring or recommending contractors to perform any repairs recommended, 
or to be involved with performing any repairs recommended by the inspection. At a minimum 
the inspection must include: 

o The property structure, including the foundation, floor, ceiling, walls, and roof 
o The exterior, including siding doors, windows, appurtenant structures such as decks and 

balconies, walkways, and driveways 
o The roofing, plumbing systems, electrical systems, heating and air conditioning systems 
o All interiors 
o All insulation and ventilation systems, as well as fireplaces and solid fuel‐burning 

appliances 
  SNMC may charge the borrower for the property inspection 

 
Any loan that does not meet the above conditions will be subject the 90 day flipping rule as per the original 
FHA guidelines.   

 
As per SNMC current policy on all loans, any increase in value from the original purchase price of the 
transaction within a 12 month period will need to be justified by the underwriter.  Any loans in which you have 
questions or concerns should be reviewed with either Credit Committee or your Regional Operations 
Manager.  

This temporary waiver will expire on 12/31/2012.  

HUD has since confirmed that the list of regulatory exemptions is still applicable, therefore exempt sales 
do not have limitations or documentation requirements based on the sales price increase over seller’s 
acquisition cost.   The following exemptions are not restricted to the less than 20% increase in value:  

 
 FHA REO properties sold by FHA.  
 Resales of properties purchased by an employer or relocation agency in connection with 

employee relocation. What FHA intends to exempt is bona fide relocation agencies that contract 
with employers to handle relocations of their employees. A relocation agency DOES NOT include 
individual real estate agents that advertise themselves as relocation experts and who purchase 
properties from persons who are relocating from the area.  
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6.1-L Property (cont’d) 

6.1-L7 Property Flipping (cont’d) 

 
 Property inherited by the seller. The seller will not be required to hold title to that property for 

90 days before he/she can sell it with FHA insured financing. The seller must still be the owner of 
record but the 90 day ownership period will not be required. Further, since there was no 
previous sale of the property because it was inherited, there is no previous sales price that 
might trigger the second appraisal requirement set forth in the flipping rules. The underwriter 
must include the documentation evidencing the inheritance in the case binder when submitting 
the case for insurance.  

 Sale by other U.S. Government Agencies of single family properties pursuant to programs 
operated by these agencies.  

 Sale of properties by nonprofits approved to purchase HUD-owned single family properties at a 
discount with resale restrictions.  

 Sale of properties by state and federally charted financial institutions and Government 
Sponsored Enterprises (e.g. Fannie Mae and Freddie Mac). (Note: Mortgage Insurance (MI) 
companies are not considered a state or federally charted financial institution and are not 
qualified as a government sponsored enterprise.)  

 Sale of properties by local and state government agencies  
 Sale of properties within Presidentially-Declared Disaster Areas (upon FHA’s announcement of 

eligibility in a mortgagee letter specific to said disaster).  

Properties owned with Resale dates Greater than 90 days to 180 days 

Loans with resale dates greater than 90 days and up to 180 days may require supplemental 
documentation. If the home is selling between 91-180 days and the sales price exceeds the previous 
sales price by 100% or more, FHA will require a 2nd appraisal.  For additional information, please see 
4155.2 Chapter 4.7. 
 
A second appraisal will be required when: 
 

 Resale of property greater than 90 days and up to 180 days if the resale price is greater than or 
equal to 100% over the property seller’s acquisition price. 

 If the second appraisal has an estimated value more than 5% lower than the original appraisal, 
the maximum mortgage must be predicated upon the lower of the two appraised values. 

 
Guidelines for additional appraisal: 
 

 Both appraisals need to be completed by FHA approved appraisers 
 Only the first appraisal you order will have the FHA case number 
 If the property is a one unit detached property the second appraisal may be an exterior-only 

using Form 2055 
 
 
 
 
 
 
 

http://www.fhaoutreach.gov/FHAHandbook/prod/infomap.asp?address=4155-2.4.7

