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Issue of Concern: Increased Risk Weight for “High Volatility Commercial Real Estate”
Under the proposed rules, “High Volatility Commercial Real Estate” (HVCRE) was defined as
all acquisition, development and construction (ADC) commercial real estate loans except:
1) One- to- four family residential ADC loans; or
2) Commercial real estate ADC loans that:
a) meet applicable regulatory LTV requirements;
b) the borrower has contributed cash to the project of at least 15 percent of the
real estate’s “appraised as completed” value prior to the advancement of funds by
the bank; and
c) the borrower contributed capital is contractually required to remain in the
project until the credit facility is converted to permanent financing, sold or paid in
full.
Each HVCRE loan meeting the definition in a bank’s portfolio would be assigned a 150 percent
risk weight under the proposed rule. Under current rules, these loans are risk-weighted at 100
percent.

Why this is an issue:


Under the proposal, HVCRE would include, assuming the exceptions described above are
not applicable, to all ADC loans including commercial owner-occupied properties,
borrowers with debt service coverage well above 1.0, income-earning loans and
potentially agricultural loans. Each HVCRE loan meeting the definition in a bank’s
portfolio would be assigned a 150 percent risk weight under the proposed rule. Under
current rules, these loans are risk-weighted at 100 percent.

Final Rule
The final rule clarifies that the definition of HVCRE does not apply to the purchase or
development of agricultural land if the valuation of the land is limited to the value of the land for
agricultural purposes or to ADC loans that otherwise qualify as community development
investments. Loans permanently financing owner occupied commercial real estate are not
considered HVCRE under the final rule. No other changes were made to the HVCRE definition
and HVCRE loans are risk-weighted at 150% under the final rule. This increased risk weighting
goes into effect on January 1, 2015.
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