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A BILL FOR

1 An Act establishing definitions and rules of construction to

be applied in connection with the interpretation of laws
relating o real property loans.
BE IT ENACTED BY THE GENERAL ASSEMBLY OF TEE STATE OF IOWA:

cPB-16191 12/72
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Section 1. Section 535.10, subsection 1, Code 1981, is
amended to read as follows: 7

1. The following persons may agree in writing to pay any
rate of interest, and a person so agreeing in writing shall
not plead or interpose the claim or defense of usury in any
action or proceeding, and the person agreeing to receive such
rate of 1interest shall not be subject to any penalty or
forfeiture for agreeing to receive or receiving such interest:

a. A person borrowing money te-f:ranee-the-aequisitien

of for the purpose of acquiring real property;-:reiudzng-the

or refinancing e£f a contract for deedr-ard-ineiuding-the
refinaneing-ox-assumpéion-ef-a-priex-ltean-by-a-new-berrowesr

i f-the-lender-releaseg-the-originat-berrower-£from-all-pexsonaz
trabrirEy-with-respeet-to~-the-102nR;

b. A person borrowing money or obtaining credit in an
amount which exceeds thirty-five thousand dollars, exclusive
of interest, for the purpose of constructing improvements
on real property, whether or not the real property is owned
by that person;

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

d. A person described in section 535.2, subsection 2;

e. A person borrowing money or obtaining credit for
business cor agricultural purposes, or a person borrowing money
or obtaining credit in an amount which exceeds thirty-five
thousand dollars for personal, family or household purposes.
As used in this paragraph, "agricultural purpose' means as
defined in section 535.13; and "business purpose" includes

but is not limited to a commercial, service or industrial

enterprise carried on for profit, and any investment activity.

f. In determining which loans are exempt under this

subsection, the rules of construction stated in this paragraph

shall apply:
(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 lcan, 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.

{5) The provisions of this paragraph shall not be constxrued

to modify or limit the provisions of section 535.8, subsection

2, paragraphs c or e,
Sec. 2. Section 535.10, subsection 3, Code 1981, 1is amended
to read as follows:

3. A lender may collect, in connection with any loan made
pursuant to a written agreement executed by the borrower on
or after May 10, 1980, or in connection with any locan made
pursuant to a written commitment by the lender mailed or
delivered to the borrower on or after that date, a loan
processing fee which does not exceed two percent of an amount
which is equal to the loan principalsy; except that za-&he

event to the extent of an assumption er-refinaneing-ef by

a new borrower of the obligation to make payments under a

pricr loan, or to the extent that the lcocan principal 1s used

to refinance a prior loan between the same borrower and the

same lender, the lender may collect a loan processing fee

which does not exceed an amount which is a reasonable estimate

of the expenses of processing the locan assumption or
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refinancing but which does not exceed one percent of the
ameunt unpaid balance of the locan that is assumed or

refinanced. As used in this subsection, the term "loan" means
as defined in section 535.8, subsection 1. The provisions

of this subsection supersede conflicting provisions of section
535.8, subsection 2, paragraph "a', but no other provision

of this section is intended to affect any other subsection

or paragraph of section 535.8.

Sec. 3. Section 537.1301, subsection 14, Code 1981, 1is
amended to read as follows:

14. CONSUMER LOAN.

a. Except as provided in paragraph "b'", a "consumer loan"
is a loan in which all of the following are applicable:

il) The person is regularly engagedrin the business of
making loans. .

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

(3) The debt is incurred primarily for a personal, family
or household purpose.

(4) Either the debt is payable in installments or a finance
charge 1is made. .

(5) Either the amount financed does not exceed thirty-
five thousand dollars, or the debt is secured by an interest
in land.

b. A "consumer loan" does not include:

(1) A sale or lease in which the seller or lessor allows
the buyer or lessee to purchase or lease pursuant to a seller
credit card.

(2) A lean-seeured-by-a-firat-liien-en-iand-given-te-£finanpee

the-aegquiaztion-ef-that-1and debt which is incurred primarily

for the purpose of acquiring real property or refinancing

a contract for deed to real property and which i1s secured

by a first lien on that real property.

¢. In determining which loans are consumer loans under

this subsection the rules of construction stated in this para-

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

a majority of the loan proceeds are applied or are designated

by the debtor to be applied.

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

owed by the same borrower are incurred for the same purposes

and in the same proportion as the principal of the loan

refinanced or paid.

(3) Loan proceeds used to pay a prior loan by a different

borrower are incurred for the new borrower's purposes in

agreeing to pay the prior loan.

(4) The assumption of a loan by a different 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.

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

to modify or limit the provisions of section 535.8, subsection

2, paragraph ¢ or e,

Sec. 4. 1t 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.

EXPLANATION

This bill amends Code sections 535.10 and $37.1301(14)
for purposes of defining, or creating rules of construction
to be used in interpreting, the applicability of laws governing
the maximum rate of interest payable on real property loans.

Section 1 defines the term "business purpose". Section
1 also creates rules that determine what the purpose of a
loan i1s and when an assumption is treated as a new loan.

Section 2 clarifies the meaning of "assumption and
*refinancing"” as used in the provision that limits the amount
of loan processing fee that may be collected in such a
transaction.

Section 3 amends a section of the consumer credit code

to clarify the exclusion from that code of locans that are

-g=




5.F. EZ; 2 H.F.

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
> a substantive change in the law it shall not apply to
6 preexisting agreements.
7 The bill takes effect July 1 following enactment.
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AN ACT
ESTABLISHING DEFINITIONS AND RULES OF CONSTRUCTION TO BE
APPLIED IN CONNEBCTION WITH THE INTERPRETATION OF LAWS
RELATING TO REAL PROPERTY LOANS.

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA:

Section 1. Saection 535.10, subsection 1, Code 1981, is
amendad to read as follows:

1. The following persons may agree in writing to pay any
rate of interest, and a person s8¢0 agreeing in writing shall
not plead or interpose the claim or defense of usury ih 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 such interest:

a. A person borrowing mohey te-finanse-the-asguieitisn
ef for the purpoee of acquiring real propertyr-imeivding-the

or refinancing ef a contract for deedy-and-imneiuding-the
refinanving-or-assumption-of-a-prior-tean-by-a-new-borrever
df-the-tender-retcaveo-the-original-herrover-£fron-ali-personal
2hapiitEy-with-reppeet~to~gha-oan;

b. A person borrowing money or obtaining credit in an
amount which exceeds thirty-five thousand dollars, exclusive
of interest, for the purpose of constructing improvements
on real property, whether or not the real property 1s owned
by that person;

¢. A vendee under a contract for deed to real property;
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d. A person described in section 5$35.2, subsection 2;

&. A person borrowing money or obtaining credit for

business or agricultural purposes, or a pergon borrowing money
or obtaining ¢redit in an amount which exceeds thirty-five

thousand dollars for personal, family or household purposes.
As used in this paragraph, "agricultural purpose“ means as
defined in section %$3%.13; and “businessg purpose" includes

but is not limited to a commercial, service ox industrial
enterprise carried on for profit, and any investment activity.

£. In determining which loans are exempt under this
subgsection, the rules of constructicn etated in this paragraph
shall apply:

{1) The purpose for which money is borrowed is the purpose
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 gsame purposes

and in the same proportion as the oriqinel priancipal 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 purpogses in agreeing to pay the prior
loan.

{(4) 1f the lender releases the original borrower from
all personal liability with respect to _the loan, the assumption
of a loan by a new borrower ig treated as if the new borrower
had obtained a new loan and had used all of the proceeds to
pay the loan assumed.

(5) 1The provisions of this paragraph shall not be construed g:

to modify or limit the provisions of section 5$35.8, subsection
2, paraqraphs ¢ or e.
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Sec. 2. Section 535.10, subsection 3, Code 198l, 1s amended
to rcad as follows:

3. A lender may collect, in connection with any loan made
pursuant to a written agreement executed by the borrower on
or after May 10, 1980, or in connection with any lean made
pursuant to a written commitment by the lender mailed or
delivered to the borrower on or after that date., a lean
proceesing fee which does not exceed two percent of an amount
which is egual to the loan principaly; except that $n-the
event Lo the extent of an assumption er-reftnanexng-of by
a_new borrovwer of the obligation to make payments under a
prior loan, or to the extent that the loan principal is used
to refinance a prior loan between the same borrower and the
same lender, the lender may collect a loan processing fee
which does not exceed an amount which is a reasonable smstimate
of the expensesa of processing the loan assumption or
refinancing but which does not exceed one parcent of the
ameunk unvaid balance of the loan that is assumed or
refinanced. As used in this subsection, the term "loan" means
as defined in section 535.8, subsection L. The provisions

of this subsection supersede conflicting provisions of section
535.8, subsection 2, paragraph "a", but no other provision
of this section ie& intended to affect any cother subsection
or paragraph of secticn 535.8.

Sec. 3. Section 537.130%t, subsection 14, Code 1981, is
amended to read as follows:

14, CONSUMER LOAN,

a. Except as provided in paragraph "b", a "consumer loan"
is a loan in which all of the following are applicable:

(1) The person is regularly engaged in the business of
making loans.

(2) The debler is a person other than an organlzation.

[(2) The debt 1s incurred primarily for a personal, family
or houschold purpose.
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(4) Either the debt is payable in 1nstallments or a finance
charge is made.

{51 Either the amount financed does not exceed thirty-
five thousand dollars, or the debt is secured by an interest
in tand.

b. A "consumer locan' does not include:

(1} A sale or lease in which the seller or lessor allows
the buyer or lessee to purchase or lease pursuant to a seller
credit card.

(2) A tean-secured-by-a-firpgt-~tien-en-iand-given-to-£inanoe
the-aaquisition-af-that-land debt which is incurred primarily
for the purpose of acquiring real property or refinancing
a contract for deed to real property and which is secured
by a firsgt lien on that real property.

¢. In determining which loans are consumer loans under
this subsection the rules of construction stated in this para-

qraph shall be applied:

{1) A debt is incurred primarily for the purpose to which
a majority of the loan proceeds are applied or are designated
by the debtor to be applied.

{2) Loan proceeds used to refinance or pay a prior loan
owed by the same borrower are incurred for the same purpoees
and in the same proportion as the principal of the loan
refinanced or paid.

(3} Loan proceeds used to pay a prior loan by a different
borrower are incurred for the new borrower's purposes in
agreeing to pay the prior loan.

(4) The assumption of a loan by a different borrower is
treated as if the new borrower had cbtained a new loan and

had used all of the proceeds to pay the lcan assumed.

(5) The provisicns of this paragraph shall net be construed
to modify or limit the provisions of section 535.8, subsection
2, patagraph ¢ or 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.

TERRY E. BRANSTAD
President of the Senate

DELWYN STROMER
Speaker of the House

I hereby certify that this bill originated in the Senate and
is known as Senate File 423, Sixty-ninth General Assembly.

LINDA HOWARTH MACKAY
Secretary of the Senate

Approved /ﬂ\m \} ., 1981

ROBERT D. RAY

Governorx




