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Construction Loans Will Be HMDA Reportable Under New Rules

A major change in the reporting of construction financing is coming with the revised HMDA rules going
into effect January 1, 2018.

Under current (pre-2018) HMDA rules, construction only loans such as loans to builders and developers
are exempt from reporting.

The current regulation treats these loans as temporary financing and therefore excluded from HMDA
reporting.

1003.4(d) “A financial institution shall not report:

3. Temporary financing (such as bridge or construction loans)”

The exemption is not discussed in the Commentary; however, the current HMDA Getting It Right
Guide clearly states the construction exclusion on page 9 of the guide.

“Transactions Not to be Reported

The following transactions are excluded from reporting under HMDA:

Construction loans and other temporary financing (but construction permanent loans must be reported)”

2018 Revised HMDA Rule and Construction Financing

The upcoming revised HMDA regulation changes this, stating that temporary financing is only financing
that is designed to be replaced by permanent financing. That has been one type of temporary financing
under current rules, but not the only type.

1003.3(c) Exempt institutions and excluded transactions

(c) Excluded transactions. The requirements of this part do not apply to:

(3) Temporary financing;

There is no statement in the revised commentary or elsewhere that exempts “construction only” loans.
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A construction loan to a builder/developer is never designed to be replaced by permanent financing.
When such a loan is converted to longer term financing, it means that the loan did not work out as
anticipated since construction loans to builders and developers are expected to be repaid as homes are
sold.

Make sure that you are including departments and divisions that handle construction lending in your
HMDA rollout. Unless the revised rule is changed, these product areas must be prepared to report
construction loans for HMDA for the first time. This includes loans to both small and large home
builders.

EDITED TO ADD:

The evidence that construction only loans will be covered beginning in 2018 is in the definition of
excluded land loans:

The rule states, at 1003.4(c), Excluded Transactions:

(2) A closed-end mortgage loan or open-end line of credit secured by a lien on unimproved land;

Loans on unimproved land are also excluded under the current rule, but the construction only loans are
exempt as temporary financing as explained above and the new revised Commentary limits the
unimproved land exclusion when there are plans to construct a dwelling.

The revised commentary at 1003.3(c)(2) states:

1. Loan or line of credit secured by a lien on unimproved land. Section 1003.3(c)(2) provides that a
closed-end mortgage loan or an open-end line of credit secured by a lien on unimproved land is an
excluded transaction. A loan or line of credit is secured by a lien on unimproved land if the loan or
line of credit is secured by vacant or unimproved property, unless the institution knows, based on
information that it receives from the applicant or borrower at the time the application is received
or the credit decision is made, that the proceeds of that loan or credit line will be used within two
years after closing or account opening to construct a dwelling on, or to purchase a dwelling to be
placed on, the land. A loan or line of credit that is not excludable under § 1003.3(c)(2) nevertheless may
be excluded, for example, as temporary financing under § 1003.3(c)(3).

Therefore, because financing is temporary only if it is to be replaced by longer term financing,
construction only loans are not excluded transactions.

Reach out to us if you need assistance with HMDA. 
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