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A BILL FOR

ACt to require the disclosure of finance charges in connec-
tion with extensions of credit.
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Tt Eracted by the Ceneral lssembly cf the State of Iowa:

Section 1. As used in this Act, unless the context other-
wise requires:

]. '"Base amount' means the amount in a credit transaction
in dollars of which the debtor will have the actual use, or
which will be or is paid to the debtor or to another person
on behalf of the debtor or from which additional costs,
charges, and fees are computed.

Lo
G o~ W W B

2. '"Closed end credit' means a credit for a specified
2 amount which constitutes a combination of the base amount,
10 permitted charges which are charged to the debtor, and the
11 precomputed finance charge, and is payable in installments.
12 The term does not include home mortgage or other credits in
13 which the finance charge is not precomputed and stated as a
14 dollar amount but is determined by the periodic application
15 of a rate of finance charge to outstanding balances of the

16 credit.
17 3. "Superintendent” means the superintendent of banking.
18 4. "Credit transaction'" means an extension of credit or a

19 loan evidenced by an agreement, promissory note or other in-

20 strument, whether secured or not, under the terms of which a
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debtor undertakes or agrees to pay the debt at a stated time

J 22 or over a period of time and for which the debtor pavs or
.23 agrees to pay a finance, carrying, or other charge.
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5. '"Creditoer" means the person who extends credit ir a
credit transaction cither as principal or as agent and who re-
quires, as an incident to the cxtcnsion of credit, thc payment
of a finance charge.

6. "Debtor" mcans a person to whom or on behalf of whom
credit is primarily granted or who is primarily obligated to
pay debt.

7. "Finance charge' means a charge made by a creditor,
other than permitted charges, paid or payable directly or in-
directly by the debtor to or for the account of the creditor
and incurred solely because the transaction is a credit trans-
action and includes:

a. All charges which are not permitted charges and which
are designed primarily tc increase the gross yield to a credi-
tor in a credit transaction,

bh. Charges for investigating the c¢redit or collateral and
for commissions or brokerage for obtaining the credit paid or
payable by the debtor irrespective of thc pcrson to whom they
are paid or payable.

¢. Charges for the cost of a credit transaction including
interest, discount, or add-on, however such charges may be
designated.

8. "Official fces" mean the {ees and charges prescribed by
law for perfecting, releasing, or satisfying a sccurity in-
terest in property related to a credit transaction which will
actually be paid to public officials.

9. "Organization' means a corporation, business trust,
estate, trust, partnership or association or any other legal
entity but not a natural person.

10. '"Percent per annum rate disclosure” means the disclo-
sure required or made under the provisions of this Act.

11. "Permitted charges' mean charges for scrvices, expenses

or the like related to a credit transaction, not in excess of

amounts permitted by applicable law, if any, which are requested,

agrecd to or approved by the debtor fer official fees or taxes:
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for insurance; for delinquency or collection or which otherwise

arise by reason of action or default of the debtor:; in homc
mortgage credits, customary brokers' fees and reasonable charges
incurred for appraisal of the property, examination of title

and the marketability of security, drafting of sccurity instru-
ments or documents and other customary closing costs; or which
are of value to the debtor separate and apart from the granting
of credit, are reasonable in relation to benefits to the debtor
and constitutc a type of charge or actual charges which have
hecn filed with the superintendent and as to which the superin-
tendcent has failed to notify the creditor in writing of objec-
tion within sixty (60) days after the filing. If paid, incurred,
or financed by the creditor and not otherwise charged to or

paid by the debtor, permitted charges may be added to or in-
cluded in the principal of the debt.

12, "Principal balance' means the sum of the base amount
and permitted charges, if any, charged to the debtor.

13. "Revolving credit" means credit granted pursuant to
an agreemeént related to a loan of money in which the debtor
incurs from time to time debt which may be payable in install-
ments and in which the debts are debited to a running account.

14, "Total loan balance' means the sum of the base amount,
permitted charges charged to the debtor, if any, and the
finance charge.

Sec. 2. Exccpt as otherwise provided in section three (3)
of this Act, this Act applics to any c¢redit transaction in
which:

1. The debt incurred or to be incurred arises from a loan
of money or the rewriting or refinancing of a loan or loans.

2. A finance charge is or may be payable.

3. The principal balance of the debt at the inception of
the transaction 1s twenty-five thousand (25,000) dollars or
less,

4. The creditor is in the business or makes a practice of

extending credit.
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12 5. The debter 1s a natural perscon and net an organization.

Sec. 5. Netwithstanding the preovisions of section twe (2)
of this Act, the provisions ¢f this Act shall not apply to
¢redit transactions with respect to which the debt 1s sccured
by ccllateral consisting of accounts receivable, business
cquipment eor inventery and the value of the collateral is caual
to a substontia) part of the anount of the debr zecurcd.

Sec. 4. Unlecss the context ctherwise reaguires, information

required te be given to the debtor shall he in writing. Irn

a loan transactien in which there is more than one (1) dcbtor,
the obligation of the creditor te (urnish information to the
debtor shall be satisfied if the informatien is supplied to
only onc (1} of the debtors. The crediter may give the debtor

the information required bv this Act in a sequence other than
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thar stated. 1f information to be given under secticn five
g9 (53) ¢of this Act is not z2vaitlable te the ¢rediter at the time

10 of the consummation of the transaction, the creditor shall

11 give to the debtor:
12 1. Prior tc or as part of the consummation of the trans- .

13 action, the information that is availakle and a reascrable
14 estimate of the percent per annum ratc disclosure and either
15 & reasonable estimate of the dollar amcunt of the finznce charge
16 or a simple statement of the method by which the amocunt of the
17 tinance charge will be calculated ard a rcasonable estimate of
18 the amount of the tinince charge produced by that method on
19 tyvpical principal balances.
20 2, On cr befcore the Juce date of the first instaellment, all
21 of such inferm<tion.

Sece. 5. In 4 ¢lesed ond ¢red’ T transgaction in which & Jloon
15 rade or is to be made, the crediter skall Toaymicsh 1o the
debtor prior to or as a part of the consummation o tho trans
action, a clear statcement In writing setting forih, 1o the
exteont applicable and »n o accordance wath auch alddrtiora!l tules

snd segulaticons as may b prescribed by the supcrintendent)

the ollowing infermation:
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. 10 1. The base armocunt.

The aggregatc charge te the debtor for insurance with
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11
12 4 description of the tyvpe or tyvpes cf covcrage in simple terms,

The amourt of cofficial fees.
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14 . The amount of other perrmitted charges, if anv, added
15 to or included an (he principal of +he debt with an iteriva-
16 tion of each.

17 5. The principal balance owed which is the sum of items
18 ¢ne (1), two (2), three (3}, and four (4).

19 6. The total finance charge.

20 “. The percentage that the finance charge bears to the

21 principal balance, computed in accordance with the annual

22 Yinance charge formula or a formula aprroved by the superin-

23 terdert upen application of & creditor.

24 8. The total loan balance owed by the debtor to the credi-

25 tor which is the sum of items five (5) and six (6}, the number
" 26 and amount of weekly, monthly or other installment pavments

27 and the time of each pavment, in which infermation the amount

28 and times of installment payments nced not be separately

29 stated 1f amounts cf and time between payments arc substan-

30 tially equal and the amount of the scheduled final installment

31 paymcat may be stated as the remairing unpaid balance,

1 5e¢¢. 6. The printed material explaining tie percent per
annum rate cisclosure required to he given to the debter by
the provisicns of section five (5), subsection seven (7)Y of
this Act shall be printed in twelve (12) point bold face type.

1. Ir a cleosed end credit transaction in which the due
datc of all or part of onc (1) or mere instaliments is do-
ferred or extended or in which the unpaid installments are
restated cr rescheduled te reduce or rearrange the install-
ment payents, the ¢reditor shall cive the debtor the following

inforimation at or before the time the cxtensicon or deferment

(o)
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1s made:

a. Tho amount of the deferment or extension charge, if anv.

1
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b, Aodescription of the additionat permitted chavegces:, if
any, incident therote and an 1temizaticen of such charges.

¢. The yevisad installment pavment dates, if any, and the
revised amcunt, if any, of each iastallement.

Sec. T.  Ir any revelving credit transaction in which a

1
!

loan 1s made ¢r (s to »e made, 1f during a2 billing cvelie debt

s itncurred, pavrent is made by the debtor, or liahility te
pay a firance or other charge 1s incurred, the crediter shall
furnish to the debteor within a reasorable time after the cond
of the billing cycle and in accordance with such additicnal
rules and regulations as may be prescribed by the supcrinten-

dent, the following informaticn

1. The cutstanding bhalance at the heginning of the billing
cvele.,

Z, Futries during the hilling cvcle, exclusive cf firnonce
charge or other charges.

3. A brief description of the transacticns giving rise to

accounting entrics in a statement or 1n accempanving sales
ships, cancelled checks or the like.
4. The amount of finance charge and cther charges dehited
duringz the billing cvcle.

5. The outstanding balance at the cond of the billing cvcle.
6. The amount which zust currently be paid by the debtor
arnd when the amount must be pald in order tec avoid delinaucrcy,
Scec. 8. In a revolving credit transaction involving a loan
of money under this Act, there shall appear in twelive (12) peint
beldface tvpe on the agreement and cvery statement eof acceount
a recitaticn of the simplc interest per annum rate that approxi-
mates most closelv any finance charge rate or rates imposed.
Such perceontage rate shali be computed either by multipiving
the pericdic rate of charge by the number of payment periods

vear or by a formuls appreved hy the superintendent upon

o)

in
appijcatien by a2 <rediter.  In the case of any agrecmentl in

oxistence on the offcctive date of this Act the percent per




-7- S.F. 430

annum rate disclosure required as to agrecments by this scction
may be made Iin a separate notice mailed or delivered to the
debtor,

Sec. 9. If a credit transaction subiect to this Act is
neither a closed end nor a revolving credit transaction, the
crediter shall furnish to the debtor prior te or as a part of
the consummation of the transaction a disclosure of the finance
charge rate in terms of a simple annual interest ratc. [f the
creditor states or calculates the finance charge by a method
other than a simple annual interest rate, the simplc annual
interest ratc shall be conmputed either in accordance with the
annual finarce charge formula, or by multiplying the periodic
rate of charge by the number of payment periods in a year, or
by a formula approved by the superintcndent upon application
Dv a crecitor.

Scc. 10, No crediter shall in any advertisement, publica-
ticn, display, broadcast, solicitation, or representation,

make any false, misleading cr deceptive statement concerning

any finance, dclinquency, or extension charge, or rate, or the

securlty interest, collateral, terms, or conditions upon which
it will make anv credit agreement or finance the same. Any
advertisement, publicatien, displav, solicitation or represen-
tation containing a statement of a ratc or rates of a finance
charge, with respect to transactions subject to section nine
(9) of this Act as well as closed end and revolving credits,
shall be expressed in terms of a simple annual interest ratc.
The simple annual interest rate shall bc computed:

1. Ir the casc of a closed end credit, in accordance with
the annual finance charge formula,.

2. In the casc of a2 revclving ¢redit, by multiplying the
periodic rate of charge by the number of payment periods in
a vear.

5. In cither case, by a formula approved by the superinten-

dent upon applicatien by a creditor.
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Sec. 11. The superintendent may prescribe from time to time .
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such rules and regulations as may be necessary or proper In
carrving out the provisions of this Act. JTn prescrihing rules
and regulations with respect to any particular tvpe of credit
transaction, the superintendent shall consider whether in such
transactions compliance with the disclosurc requirements of
this Act is bheing achieved under any other law,

Sec. 12. The failure of any creditor to disclose the in-
{ormation rtequired by this Act shall bar his recovery of any
finance, delingquency, collection or refinancing charge, but
shall not bar his right to recover from the debtor an amount
equal to the unpaid principal balance or to realize upon the
security and recover from the debtor an amount equal to the
unpaid principal balance less the net proceeds of any disposi-
tion of such security.

The provisions of this section shall nct apply to any vio-

lation which any creditor shall establish by a preponderance

of the evidcnce to be the result of accident or bona fide
error 1in:

1. Any mathematical computation.

2. The layout or format, size of type or order of clauses
contained in any credit agrccment,

3. The faiiure to furnish to the debtor any statcment re-
quired by this Act.

Scc. 13, Any person who violates any provision of this
Act shall, upon conviction, be subject to a finc of not more
than five hundred (500) deollars or impriseonment for not morc

than six (6) months, or both such fine and imprisonment.
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5157 " ~5..- Amend Section six (6) by strikiig frou line two (2)

Amend Senate File 430 as follows:

1. Amend Section four (4) by striking from line fourteen
51&? the word "and" and inserting in lieu thereof the word

or".

2. Amend section five (5) by inserting in line nineteen
(19) afrer the word "charge" the words "or the percentage that.
the finance charge bears to the principal balance, computed in
accordance with the annual fipnance charge formula or a formula °
approved by the superintendent upon application of a creditor"; ij
10 3. Amend section five (5) by striking all of subsection
11 seven (7).,

12 4. Amend section five (5) by striking the figure eight
{ 0 r (24) and-inserting in lieu thereof
the fiegure.geven (7). L el s -
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16 “the words "required to be" and inserting in lieu thereof the
17 word "when". ' 0
18 6. By striking section eight (8). e

19 7. Amend section nine (9) by insexting in line five (5) e
20 after the word "charxge" the words '"or the finance charge". s
21 8. Amend section nine (9) by stxiking from line six (6) -
22 the woxds "states or', g
23 9. Further amend by renumbering the remaining sections '

24 in conformity with this amendment,

Filed
March 15, 1967 By REPPERT

Amend Senate File 430 as follows:

; 1. By striking from line fourteen (l4) of section”four (4) the

3 word "and" and inserting in lieu thereof the word "or .

4 2. By inserting in line ninteen (19) of section five $5) after ?
5 the word "charge'" the words "or the percentage that the finance ;
6 charge bears to the principal balance, computed in accordancg with :
7 the annual finance charge formula or a formula approved by the ;
8 superintendent upon application of a creditor"”. . ;
9 3. By striking all of subsection seven (7) of section five (5}, 5
i0 and renumbering the remaining subsection. H
11 4, By striking from line two (2) of section six (6) Ehe wﬁrds §
12 "required to be" and inserting in lieu thereof the woxrd "when”. i
13 5. By striking section eight (8). ' 5
14 6. By inserting in line five (5} of sectioa nine (9) after the ﬁ
15 word "charge" the words ’or the finance charge”.

16 7. By striking from line six (6) of section nine (9) the words

17 "states or". ' _

18 8. By renumbering the sectioms in conformity with this amendment.
Filed

April 25, 1967 By REPPERT




Amend Senate File 430 as follows:

1. Strike all of Section 1, subsection 2, and substitute
in lieu thereof the follow:

"2. "Closed end credit" means a credit transaction
in which the base amount and the maturity of the debt are
determined at the time of the extension of credit and the
debt is payable in installments."

2. Amend Secticn 1 by adding the following additional
subsection: ‘
" ."15. *anncal finance charge formula" means the oy
‘11 :"method for converting a dollar finance charge into 'a percentage
rate. . The formula assumes that (a) all scheduled installments 5%
of a ecredit transaction are equal, payable at equal intervals,
and fall on due dates which are the same day of each month or
other payment period as that on which the agreement is entered
into and (b) the debtor makes all payments at the times and
in the amounts scheduled. Based upon these assumptions, the

"annual finance charge formula" is: 2 PC
R =
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A (N + 1)
R equals the percentage rate. P equals the number of payment
periods in one year (always twelve if monthly payments, four if
quarterly payments, and fifty-two if weekly payments). C equals
the finance charge. A equals the principal balance to be paid
by the debtor. N equals the pumber of installments. Except as
otherwise provided, a variance tolerance of one percent per
annum in the percentage rate is hereby authorized in computa-
tions under this formula."

3. Strike all of Section 5, subsection 6, and substitute
in lieu thereof the following: "6. The total finance charge
or planned finance charge."

4. Amend Section 5, subsection 8, by inserting the fol-
lowing after the word "balance" in line 24: 'or planned total
loan balance".

5. Amend Section 9 by striking the words "or by multiplying
the periodic rate of charge by the number of payment pericds in
a year,”" in lines 9 and 10.

Filed
April 26, 1967 By COMMERCE COMMITTEE




