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A BILL FOR 
1 An Act establishing definitions and rules of construction to 

2 be applied in connection with the interpretation of laws 

3 relating to real property loans. 

4 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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1 section 1. section 535.10, subsection 1, Code 1981, ~s 

2 amended to read as follows: 

3 1. The following persons may agree in writing to pay any 

4 rate of interest, and a person so agreeing in writing shall 

5 not plead or interpose the claim or defense of usury in any 

6 action or proceeding, and the person agreeing to receive such 

7 rate of interest shall not be subject to any penalty or 

8 forfeiture for agreeing to receive or receiving such interest: 

9 a. A person borrowing money 

1 0 e f .::f.;:o"'r'--t:::h:.:e:::.... .. p;,::u:.:rp=o:::.s=e-=o:.:f:....:a:::.c=qu=i:.:r:.,:l.:;,,:· n:.:,g::z, 

~e-f~RaRee-~Re-ae~~e~~~eH 

real propertY7-±He~~a~fi~-~Re 

11 or refinancing ef a contract for deed7-aRa-~He±Ha~H~-~e 

12 fef~HaRe±R~-ef-aee~~~~eR-ef-a-~~±ef-±eaR-By-a-Rew-eeffewef 

13 ~f-~Re-±eHaef-Fe±eaees-~Re-ef±~~Ra±-eeFFeweF-fFeM-a±±-~e~seRa± 

14 ±~aB~~~~y-w±~-~ee~ee~-~e-~Re-±eaR; 

15 b. A person borrowing money or obtaining credit in an 

16 amount which exceeds thirty-five thousand dollars, eXClusive 

17 of interest, for the purpose of constructing improvements 

18 on real property, whether or not the real property is owned 

19 by that person; 

20 c. A vendee under a contract for deed to real property; 

21 e:t: 

22 d. A person described ~n section 535.2, subsection 2; 

23 or 

24 e. A person borrowing money or obtaining credit for 

25 business or agricultural purposes, or a person borrowing money 

26 or obtaining credit in an amount which exceeds thirty-five 

27 thousand dollars for personal, family or household purposes. 

28 As used l.n this paragraph, "agricultural purpose" means as 

29 defined ~n section 535.13; and "business purpose" includes 

30 but is not limited to a commercial, service or industrial 

31 enterprise carried on for profit, and any investment activity. 

32 f. In determining which loans are exempt under this 

33 subsection, the rules of construction stated in this paragraph 

34 shall apply: 

35 (1) The pUrpose for which money is borrowed is the purpose 
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to which a majority of the loan proceeds are applied or are 

designated in the agreement to be applied. 

(2) Loan proceeds used to refinance or pay a prior loan 

owed by the same borrower are applied for the same purposes 

and in the same proportion as the original principal of the 

loan that is refinanced or paid. 

(3) If the lender releases the original borrower from 

all personal liability with respect to the loan, loan proceeds 

used to pay a prior loan by a different borrower are applied 

for the new borrower's purposes in agreeing to pay the prior 

loan. 

(4) If the lender releases the original borrower from 

all personal liability with respect to the loan, the assumption 

of a loan by a new borrower is treated as if the new borrower 

had obtained a new loan and had used all of the proceeds to 

pay the loan assumed. 

17 (5) The provisions of this paragraph shall not be construed 

18 to modify or limit the prov~s~ons of section 535.8, subsection 

19 2, paragraphs c or e. 

20 Sec. 2. Section 535.10, subsection 3, Code 1981, ~s amended 

21 to read as follows: 

22 3. A lender may collect, in connection with any loan made 

23 pursuant to a written agreement executed by the borrower on 

24 or after May 10, 1980, or in connection with any loan made 

25 pursuant to a written commitment by the lender mailed or 

26 delivered to the borrower on or after that date, a loan 

27 processing fee which does not exceed two percent of an amount 

28 which is equal to the loan principal,; except that ~H-~fte 

29 eve~~ to the extent of an assumption ef-fe£~~a~e~H~-e£ EY 
30 a new borrower of the obligation to make payments under a 

31 prior loan, or to the extent that the loan principal is used 

32 to refinance a prior loan between the same borrower and the 

33 same lender, the lender may collect a loan processing fee 

34 which does not exceed an amount which is a reasonable estimate 

35 of the expenses of process~ng the loan assumption or 
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1 refinancing but which does not exceed one percent of the 

2 ame~R~ unpaid balance of the loan that is assumed or 

3 refinanced. As used in this subsection, the term "loan" means 

4 as defined in section 535.8, subsection 1. The provisions 

5 of this subsection supersede conflicting provisions of section 

6 535.8, subsection 2, paragraph "a", but no other provision 

7 of this section is intended to affect any other subsection 

8 or paragraph of section 535.8. 

9 Sec. 3. Section 537.1301, subsection 14, Code 1981, ~s 

10 amended to read as follows: 

11 14. CONSUMER LOAN. 

12 a. Except as provided ~n paragraph "b", a "consumer loan" 

13 is a loan in whiCh all of the following are applicable: 

14 (1) The person is regularly engaged in the business of 

15 making loans. 

16 (2) The debtor is a person other than an organization. 

17 (3) The debt is incurred primarily for a personal, family 

18 or household purpose. 

19 (4) Either the debt is payable in installments or a finance 

20 charge is made. 

21 (5) Either the amount financed does not exceed thirty-

22 five thousand dollars, or the debt is secured by an interest 

23 in land. 

24 b. A "consumer loan" does not include: 

25 (1) A sale or lease in which the seller or lessor allows 

26 the buyer or lessee to purchase or lease pursuant to a seller 

27 credit card. 

28 (2) A :eaR-8ee~~ea-By-a-£~F9~-:~eR-eR-:aRa-~~veR-~e-£~RaRee 

29 ~fie-ae~~9~t~eR-e£-~at-±aRa debt which is incurred primarily 

30 for the purpose of acguiring real property or refinancing 

31 a contract for deed to real property and which is secured 

32 by a first lien on that real property. 

33 c. In determining which loans are consumer loans under 

34 this SUbsection the rules of construction stated in this para-

35 graoh shall be applied: 
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1 (1) A debt is incurred primarily for the purpose to which 

2 a majority of the loan proceeds are applied or are designated 

3 by the debtor to be applied. 

4 (2) Loan proceeds used to refinance or pay a prior loan 

5 owed by the same borrower are incurred for the same purposes 

6 and in the same proportion as the principal of the loan 

7 refinanced or paid. 

8 Pl Loan proceeds used to pay a prior loan by a different 

9 borrower are incurred for the new borrower's pu~oses in 

10 agreeing to pay the prior loan. 

11 (4) The assumption of a loan by a different borrower lS 

12 treated as if the new borrower had obtained a new loan and 

13 had used all of the proceeds to pay the loan assumed. 

14 (5) The provisions of this paragraph shall not be construed 

15 to modify or limit the provisions of section 535.8, subsection 

16 2, paragraph c or e. 

17 Sec. 4. 

18 restate the 

It LS the purpose of this Act to clarify and 

existing law. In the event that a provision of 

19 this Act is construed to amend the substance of prior law, 

20 the provision shall not apply to a contract, note or agreement 

21 executed prior to the effective date of this Act. 

22 EXPLANATION 

23 This bill amends Code sections 535.10 and 537.1301(14) 

24 for purposes of defining, or creating rules of construction 

25 to be used in interpreting, the applicability of laws governlng 

26 the maximum rate of interest payable on real property loans. 

27 Section 1 defines the term "business purpose". section 

28 1 also creates rules that determine what the purpose of a 

29 loan is and when an assumption is treated as a new loan. 

30 Section 2 clarifies the meaning of "assumption" and 

31 "refinancing" as used in the provision that limits the amount 

32 of loan processing fee that may be collected in such a 

33 transaction. 

34 section 3 amends a section of the consumer credit code 

35 to clarify the exclusion from that code of loans that are 
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1 made to purchase real property or to refinance purchase-money 

2 loans. 

3 section 4 states that the intent of the bill is for 

4 clarification only, and that if any change is construed as 

5 a substantive change in the law it shall not apply to 

6 pree.xisting agreements. 

7 The bill takes effect July 1 following enactment. 
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AN ACT 

ESTABLISHING DEfINITIONS AND RtITI.S OF CONSTRUCTION TO BE 

APPI.UW IN CONlfBCTION WlTIJ THE INTERPRETATION OF LAWS 

RELATING TO REAL PROPERTY LOANS. 

BE IT ENACTED BY TH£ Gf.'NERAL ASSEMBLY OF THE STATE OF 10101A: 

section 1. Section 535.10. subsection 1, Code 1981. is 
amended to read as follows: 

1. The following persons may aqree in writing to pay any 
rate of interer.t, and a person so agreeing in wdtinq shall 

not plead or i.nterpose the clAim or defense of USU1"y in any 

action or proceeding. and the person Agreeing to receive such 
rate of interest shall not be subject to any penalty or 
forfeiture for agreeing to receive or receiving 6uch interest: 

a. A person borrowing money ~-f.R&M.e-~fte-•• ~ ••• tie~ 
e~ for the purpose of acquirinq real proportyy-tftel~4iR'-~fte 

£! l'efinancing ei' a contract for deed.,.-eft4-iftet'lllik"!-ttke 

reE.fta"6.ft!-e.-a8~~l~eft-ef-a-'~~8~-18aft-.y-a-Rew-.er.ewer 

~f-tfte-left4e*-retee,e.-tfte-epi'.ftal-~e.*eye~-E~eM-all-,erae"al 

tia.~t~tty-w~'ft-.e&pee'-'e-ahe-.eafti 

b. A person borrowing money or obtaining credit in an 
amount which E:xceeds thirty-five thouaand dollars. exclusive 
of interl!st, for the purpose of constructing ir.'lprove.Jttents 

on real property, .... hether or not t.he real pt"operty is owned 

by that pet'son; 
c" ;.. vendee un~er a cont.ract for deed to real property; 

•• 

fI -
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d. A person df'lscribcd in section 535.2, subsection 2; 

Ot" 

e. A person borrolJing money 01" obtaining credit for 

bUsiness or agrlcultural purposes, or a person borrowing money 

or obtaining credit in an &mount which exceeds thirty-five 
thousand dollars for personal. family or household purposes. 

As used in this paragraph. "aqricultut'al put"pose" meaDe as 
defined if} section 535.13 i and "business purpose" includes 

but is not limited to a commercial, service or inc!ustri~ 
enterprise cart'ied on for proiit. and any investment activ~. 

f. In determining which loans are exempt under this 
subsection. the rules of construction stated "in this paragraph 

shall apply: 

{l} The .. .l?~~~_ ior which money is bO!£.Q~ed is the purpose 
to which oil majority of the loan proc~eds are applied or aloe 

designated in the agreement to be applied. 

e2l Loan proceeds used to refinance or pay a prior loan 
oIJed by the s&me borrower are applied for the same purposes 
and in the same proportion a& the original principal of the 
loan that is refinanced or paid. 

(3) If the lender releases the ori~nal borrOlJer from 
all personal liability with respect to the loan, loan proceeds 
used to pay a prior loan by a different bort'olJer are applied 

for the ne .... borro .... er's purposes in agreeing to pay the peloor 
loan. 

{4} ]f the lender releases the original borrower (rom 

all personal liability .... ith respect t.o "~~~.£~the "8sswnptton 
ot: a loan by oil new borrower is tl"eated as if t.he new borrower 

had obtained a new loan and had \lsed_ all ot: the proceeds to 
pay the loan assumed. 

~e provisions of this paraqr!p~. shall not. b~ construed 

to modi fy or lLm"i_t the provisloons of section 535.8, sub"~.ecti..£9. 

2. paragraphs c_ or e . 

" _. 
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Sec. 2. Section 535.10, subsection 3, Code 1981. 1$ il.mended 

to read as follows: 

3. A lender may collect. in connection WiUl any loan l'IIade 

pursuant to a .... xitten a9reement executed by the bOl"COWer on 

or after May 10, 19BQ, or in cOJmectlon with any loan made 

pursuant to a written cOlliJ'llitJrl,ent by the lender mailed or 

delivered to the borl·o .... er on 01" after that date, a loan 

pl"OCe6sing fee which does not e)Cceed t .... o percent of' an amount 

which is equal to the loan principalY L except that t~-~ke 

eveRt. !:.Q.. .. t::he extell...!: of an <!6swt'.ption er-l"e£tlulJ\e.tl~-81 ~ 

!.. ~.~~w borrolJcr of the obligation to make payments unde!" a 

poor loan. or to the extent that the lO!.!L..E..;incl~.~_e.4 
to refinance a pt'ior loan bet\oleen the same borrower;_.~.n~.Y!.~ 

same lender, the lender nay collect a loan prOCp.6s1ng fec 

\oIhich does not exceed an amount which 15 a reasonable est.imate 

of the expenses of processing the loan assumption or 

refinancing but .... hich does not exceed one percent of the 

4J1118YMt. unpaid balance of the loan that is assumed at· 

refinanced. At.« used in this subsection. the term "loan" means 

as defined in section 535.8, subsection 1. The provisions 

of this subsection super5ede conflictin9 provlslons of section 

535.8, subsection 2, paragraph "a", but no other provlsion 

of thls sect10n is intended to affect any other subsection 

at" paragraph of section 535.B. 

Sec. 3. Section 537.1301, subsection 14. Code lQ8J, 1., 

amended t.o read illS !ollo\ols: 

14. CONSUMER LOAN. 

a. Except as provided in paragraph "b", a "consumer loan" 

18 a loan in .... hich all of ~e follo .... ing are applicable: 

(l) The persall 1S regularly engaged in !.he business of 

mak.ing loans. 

(2) The debt.or is 11 person other than an orga.nu:'atlon. 

(3) The debt. lS incurred pl'imuily for a personal. family 

01' household purpose. 

~>'~II,H·.,~ Fllt..' "2,), 1'. 

(4) Either t.he debt. is payable i.n lOstal1acnt.s 01' ,1 finance 

charge is made. 

(5) Either the arnount financed does not exceed thirty

five t.housand dollars, or the debt is secured by an interest 

in land. 

b. A "consumer loan" does not include: 

(1) A sale o~ lease in which the seller or lessor allow8 

the buyer or lessee to purchase or lease pursuant to a seller 

credit card. 

(2) A leftft~8eewwed-~y-a-f •• 8~-lleft-eft-l.ft~-"veft-~8-f.M.Me~ 

~e-.elflli,8theJll-ef-~hal-l.ftti debt. .... h.ich is incurred primarily 

for the purpose of acquiring real property or refinanCing 

a contl'act for deed to real property and which is secured 

~y_~~ !irst lien on that_real property. 
c. ]n determining which loans arc consumer loans ~~de~ 

this SUbsection the rules of construction stated in this par~~ 

9!!Ph shall be applied: 

i!J A debt is incurred primarily for the purpose to which 

a maiority of the loan proceeds are applied or al'e designAted 

~the q~~tor to be applied. 
(2) LOAn pl'oceeds used to refinance or pay a pn.or loan 

owed by the s~e borro\oler are incurred for the same purposes 

~l}.c!.An the Satn6 proportion aa the pl'iTlcipal of the loan 

refinanced or paid. 

(3) Loan~oceeds used to pay a~p!ior loan by a different 

borrower . ..l!.!e incurred for the new borrower's purposos in 
agreeing to pay the prior loan. 

iii- The assumption of a loan by a different borrower 1S 

t.reated as if the new bOl'rower had obtained a I)Cw loan and 

had used~ all of the proceeds to pay the loan assumed. 

(5) The provisions of this paragraph shall not be construed 

!-o modify or.limit the pr.c?vi.~i~.of section 535.8. s~..!ection 

L~~~9raph c 01 e:.. 
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Sec. 4. It is the purpose of this Act to clarify and 

restate the existing law. In the event that a provision of 

this Act is construed to amend the substance of prior law, 

the provision shall not apply to a contract, note or agreement 

executed prior to the effective date of this Act. 
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