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1 An Act to authorize real property loans secured by 

2 alternative mortgage instruments. 

3 BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 
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S.F. H.F. /p 61 ---

1 section 1. Title twenty-three (XXIII), Code 1979, is 
2 amended by adding sections two (2) through six (6) of this 
3 Act as a new chapter. 
4 Sec. 2. NEW SECTION. DEFINITIONS. As used in this 
5 chapter, unless the context otherwise requires: 
6 1. "Lender ll means a bank, savings and loan association 
7 or credit union which is organized under the laws of this 

8 state or of the united States and which is authorized to en-
9 gage in business in this state. 
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2. IIMortgage instruments" means and includes all docu­
ments which are evidence of the existence of a loan and of 
the obligations of the lender and the borrower. 

3. IIRegulatory agency II means as follows: 
a. with respect to banks, the superintendent of banking. 
b. with respect to savings and loan associations, the 

supervisor of savings and loan associations. 
c. with respect to credit unions, the administrator of 

the credit union department. 

Sec. 3. NEW SECTION. ALTERNATIVE MORTGAGE INSTRUMENTS. 
1. A lender may make permanent loans or combined construc­

tion and permanent loans secured by first liens on real prop­
erty which are graduated payment mortgages, variable rate 
mortgages or reverse annuity mortgages, provided that these 
loans shall be subject to the provisions of this chapter and 
to rules issued by the regulatory agency. The provisions 

of this chapter supersede any conflicting provisions of 
chapters five hundred twenty-four (524), five hundred thirty­
three (533) and five hundred thirty-four (534) of the Code 
with respect to repayment and amortization of real property 
loans. Loans which are made under this chapter are subject 
to other laws of this state which are applicable to a lender, 
except to the extent the provisions of this chapter conflict 

with those laws, in which event the provisions of this chapter 
shall govern. 

,-:;41_'_ 35 2. A IIgraduated payment mortgage" is a mortgage which 
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1 secures a loan having scheduled payments which begin at a 

2 level lower than that necessary to fully amortize the loan 

3 within its term, and which gradually increase to a 
4 predetermined level after which the amount of each payment 
5 remains constant. The period during which the payments may 

6 increase, the rate of increase and the interest rate shall 
7 be fixed for the entire term of the loan at the time of its 

8 origination. The period during which the payments may increase 

9 shall not exceed ten years, the rate of increase shall not 

10 exceed three percent annually over a ten-year period, three 
11 and one-half percent annually over a nine-year period, four 
12 and one-half percent annually over an eight-year period, five 
13 and one-half percent annually over a seven-year period, six 
14 and one-half percent annually over a six-year period or seven 

15 and one-half percent annually over a period of five years 

16 or less, and the amount of each payment shall not be changed 

17 more often than once each year with the first change to occur 

18 not less than twelve months after the due date of the first 
19 scheduled payment on the loan. 
20 3. A "variable rate mortgage" 1S a mortgage which secures 
21 a loan bearing an interest rate which fluctuates in direct 
22 relation to a reference index, resulting in future payments 

23 which may be of an amount not known at the time the loan is 

24 made. Interest rate adjustments may not be made more 

25 frequently than once each year, on fixed dates specified in 

26 the loan agreement and commencing not less than twelve months 
27 after the due date of the first scheduled payment on the loan. 
28 The borrower shall receive not less than sixty days notice 
29 prior to the effective date of any rate change. The notice 

30 shall specify the new interest rate and, after giving effect 

31 to the interest rate adjustment, the new dollar amount of 

32 each periodic payment or the new term of the loan should the 

33 borrower elect to extend the loan. Upon receipt of a notice 

34 of an interest rate increase, a borrower shall be entitled, 

35 by notifying the lender not less than thirty days prior to 
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the effective date of the increase, to requlre that in lieu 

of an increase in the amount of any scheduled periodic payment 
on the loan the term of the loan be extended by a period 
sufficient to eliminate or reduce the increase in the periodic 

payment amount, provided that the cumulative net effect of 

all such extensions shall be a maximum of one-third of the 
original term of the loan. A decrease in the interest rate 

_~, -r5- 11 

of the loan shall be applied by the lender first to a reduction 

of any previously extended loan maturity and then to a 
reduction of periodic payment amounts. The smallest adjustment 
which may be made in the rate shall be one-twentieth of one 
percent and the greatest adjustment in the rate which may 
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be made at anyone time shall be one-half of one percent. 

Changes in the reference index which are not reflected in 

the loan interest rate, either at the option of the lender 

in the case of increases or because the change exceeds the 
smallest or greatest adjustment permitted by this paragraph, 
may be accumulated by the lender in the case of increases 
and shall be accumulated by the lender in the case of decreases 
and may, in the case of increases, or shall, in the case of 

decreases, be taken at a later time or used to offset other 
changes. The maximum net increase in the interest rate over 

the life of the loan shall be two and one-half percent. The 

reference index to which the interest rate is tied shall be 
an index published by the united states government and approved 

for use under this subsection by the regulatory agency. 
4. A "reverse annuity mortgage" is a mortgage on one­

family or two-family residential real property which secures 

a loan having no periodic principal payments due the lender, 

and the proceeds of which are either paid to the borrower 

on a periodic basis or used by the lender to purchase an 

annuity having periodic payments to the borrower. The loan 

may become due either on a specific date or upon the occurrence 

of a specific event, provided that the lender shall refinance, 
35 at the request of an original borrower and at a then-current 
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market interest rate, any loan secured by a reverse annuity 

mortgage which comes due on a specific date prior to the sale 

or gift of an interest in the real property. Loans secured 

by reverse annuity mortgages may be made only upon the real 

property described in this subsection, and only upon compliance 

by the lender with sections three (3), four (4) and five (5) 

of 

to 

this Act. 
5. A regulatory agency may promulgate rules necessary 

administer or enforce this chapter. 

Sec. 4. NEW SECTION. REVERSE ANNUITY MORTGAGE LOANS. 

1. A lender may make reverse annuity mortgage loans upon 

the executiop by borrowers of mortgage instruments that meet 

the requirements of this chapter. The aggregate outstanding 

balances of all loans evidenced by these instruments shall 

not exceed one-fourth of the maximum amount which the lender 

is permitted by law to invest in conventional home purchase­

money mortgages, and, in addition, shall be considered to 

be conventional home mortgages for purposes of that limitation. 

2. Mortgage instruments evidencing a reverse annuity 

mortgage loan shall not be used by a lender unless the 

instruments have been approved by the regulatory agency. 

3. The instruments submitted for approval under this sec­

tion must satisfy the requirements of section five (5) of 

this Act. The instruments may include provisions not re­

quired by this chapter, but the regulatory agency may 

disapprove a provision which is inconsistent with the 

provisions of this chapter or with the intents and purposes 

of this chapter. 

4. A sUbstantive revision of an approved form shall not 

be made except upon the prior written approval of the 

regulatory agency. 
Sec. 5. NEW SECTION. CONDITIONS. Mortgage instruments 

evidencing a reverse annuity mortgage loan shall contain 

prOV1Slons to ensure all of the following: 

1. The unpaid balance of the loan, whether inclusive or 
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1 exclusive of interest, will be unamortized and repayable in 

2 full upon the borrower's death, or upon the prior sale of 
3 the property securing the loan, subject to the obligation 
4 of the lender to refinance under section three (3), sUbsection 

four (4) of this Act. The unpaid balance of the loan shall 
not exceed ninety-five percent of the value of the property 
given as security. If the loan is made to joint borrowers, 

5 

6 
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it may be repayable upon the death of the last surviving bor­

rower, or upon the prior sale of the property. 
10 2. If the lender is to act as agent for the borrower in 
11 the purchase of an annuity for the borrower from a life 
12 1nsurance company, the lender must be expressly authorized 

;;.4'1-:" -13 by the borrower to act as the borrower's agent. 

,3:ffS, 

14 3. Annuities paid to borrowers may be either for life 
15 or for a specified term. Annuity contracts with life insurance 
16 companies may call for immediate payment or may defer payment 
17 for a specified number of years. If deferred, the lender 
18 may make payments on an annuity to the borrower as loan ad-
19 
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vances during the deferral period, provided that the maximum 
loan balance reached at the end of the deferral period does 
not exceed ninety-five percent of the property value at the 
end of the deferral period. 

4. If an annuity is purchased from an insurance company, 
the annuity contract must provide that the insurance company 
make interest payments on the loan directly to the lender. 

5. Full disclosure must be made to the borrower regard­

ing the gross and net annuity to be received, and the amount 
of the debt that will be collected on death or on the prior 

29 sale of the property. Where the debt rises over time, the 
30 borrower must be given the complete monthly debt schedule. 
31 6. The loan may be prepaid, and the mortgage released, 

32 at any time without penalty. 
33 7. The interest rate payable by the borrower shall not 

'4tfS 
~ 34 vary during the term of the loan. 

35 Sec. 6. NEW SECTION. DISCLOSURE. A lender shall not 
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1 offer to make reverse annuity mortgage loans until the lender 

2 has complied with all of the following: 
3 1. The lender shall cause to be prepared a pamphlet con-
4 taining the following information: 

5 a. The nature and effect of the loan. 
6 b. An example, using a typical loan situation, which de-

7 scribes the gross and net annuity the borrower would receive, 

8 and the amount of debt to be collected on death or a prior 

9 sale of the property. 

317'<--·10 c. The obligations of the borrower, should the term of 
11 the loan expire prior to the death of the borrower. 
12 The lender shall not make the pamphlet available to the 
13 general public until it has been approved by the regulatory 
14 agency. The regulatory agency shall not approve a pamphlet 

15 unless it provides full and accurate disclosure of the In-

16 formation required by this SUbsection. 

17 2. The lender shall make available to a prospective bor-

18 rower the pamphlet required by subsection one (1) of this 
19 section, and shall discuss the information contained in the 
20 pamphlet with the prospective borrower before giving the 
21 borrower a loan application form. 

3,!.s,· --

31-1 S-::. 

22 Sec. 7. NEW SECTION. ENFORCEMENT. An agency of this 

23 

24 

25 
26 
27 
28 
29 
30 

31 
32 

33 
34 
35 

state which is required by the laws of this state to regulate 

a lender shall enforce the provisions of this chapter with 
respect to the lender. The regulatory agency may petition 

the district court for Polk county in an action in equity 
to obtain such relief as may be necessary to obtain compliance 
with this chapter. 

Sec. 8. This Act takes effect January first following 

its enactment. 

EXPLANATION 
This bill would enable banks, savings and loan associations 

and credit unions doing business in this state to make loans 

which are secured by what are becoming known as alternative 

mortgage instruments. This bill contains authority for the 
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1 use of three types of mortgages: graduated payment mortgages, 

2 variable rate mortgages, and reverse annuity mortgages. 

3 Conventional mortgages which have been used in this state 

4 require the borrower to repay the loan principal plus interest 

5 in a series of equal periodic payments over the term of the 

6 loan, and the interest rate is fixed during the entire term 

7 of the mortgage. The alternative mortgage instruments which 

8 would be authorized by this Act contain variations from the 

9 conventional mortgage. 

10 A graduated payment mortgage contains a schedule under 

11 which the borrower's periodic payment increases in amount 

12 from time to time. This bill would authorize these contracts, 

13 but section 3, subsection 2 limits the amount of increase 

14 in payment which may be required and the frequency of the 

15 change in payment amount. 

16 A variable rate mortgage is a contract whereby the interest 

17 rate is changed from time to time according to some reference 

18 index, such as is done under the temporary Iowa usury law. 

19 section 3, subsection 3 would regulate the terms of variable 

20 rate mortgages as follows: 

21 1. Interest adjustments could not be made more often than 

22 once a year. 

23 2. The borrower must be given 60 days advance notice of 

24 the increase in the loan payment amount. 

25 3. The borrower must have the option to extend the term 

26 of the loan to as much as one-third the original loan term 

27 in lieu of having the periodic payment increase. 

28 4. The maximum change at anyone time would be one-half 

29 of one percent, and the maximum over the life of the loan 

30 would be two and one-half percent. 

31 A reverse annuity mortgage loan is, generally speaking, 

32 a loan according to which the lender makes periodic payments 

33 of principal to the borrower, and the borrower is obligated 

34 to repay the loan in a lump sum at the end of the term of 

35 the loan. The effect of this type of loan is, generally 
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1 speaking, that it enables a person who owns a home to use 
2 the equity in that home as security for a contract which 
3 provides the homeowner with a monthly income. At the end 

4 of the contract term, the homeowner either repays to the 
5 lender the principal advanced in the form of monthly payments 

6 to the borrower, plus interest, or the home given as security 
7 is sold and the loan plus interest is paid for out of the 
8 proceeds of sale. 
9 This bill would permit reverse annuity mortgage loans, 

10 but the following conditions would exist: 
11 1. The state agency which regulates the particular type 

12 of lender is required to approve all instruments which would 
13 be used in the loan transaction. 
14 2. The aggregate outstanding balances of all reverse loans 
15 which the lender has made could not exceed 25 percent of the 
16 maximum amount the lender is permitted by law to invest in 
17 conventional mortgage loans. 
18 3. The lender may purchase annuity contracts from life 
19 insurance companies for the purpose of providing the periodic 
20 payments to the borrower. 
21 4. The loan would be repayable upon the death of the 
22 borrower or upon a prior sale of the property given as 
23 security. 
24 5. The lender, prior to offering reverse annuity loans, 
25 must prepare and obtain approval of a pamphlet which fully 
26 discloses the nature of a reverse annuity loan and its ef-
27 fects. In addition, at the time of discussing a reverse an-
28 niuty loan with a prospective borrower the lender must fully 
29 discuss with the person the nature and effects of a reverse 
30 annuity loan. 
31 Graduated payment mortgages and variable rate mortgages 
32 could be used for any loan secured by a first lien on real 
33 property. Reverse annuity loans could be made only on one-

34 family or two-family residential property. 
35 
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-1ARCH 16, 1979 
PAGE TWENTY EIGHT 

HOUSE FILE 658 

Amend House File 658 as follows: 
. 1. Page 1, by inserting after line 18 the follow-
1ng: 

a-3445 
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"4. "Standard mortgage instrument" means a mortgage 
which contains a fixed interest rate, and which 
provides for equal pa}!~ents and full amortization. 

S. "Graduated payment mortgage II means the "type 
of mortgage described in section four (4) of this 
Act. 
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6. "Variable rate mortgage" means the type of 
mortgage described in section seven (7) of this Act. 

7. IlReverse annuity mortgage II means the type of 
mortgage described in section eleven (11) of this 
Act. " 

2. Page 1, by striking line 35 and iI'lserting 1n 
lieu thereof the following: 

"2. Each prospective borrower who is: offered an 
alternative mortgage instrument by a lender must also 
be off"ered a standard mortgage ins"trumer,tt by the 
lende:c. 

3. A lender off~ring to make a loan secured by 
an alternative mortgage instrument shall obtain and 
retain in the loan application file a c"ertification 
signed by the prospective borrOHer t.hat the borrower 
received the disclosure materials specified in this 
chapter for the type of mortgage instrilment used, 
and that the disclosure was made prior to the time 
the bcrrovler made the election to accept the al-
ternative mortgage instrument. " 

Sec. 4. NEVI SECTION. GR1\DUI~TF~D PAYMENT MORTGAGE-
-TEID1S. A graduated payment mortgage" is a mortgage 
vlhich lf 

• 

3. Page 2, by inserting after line 19 the follow­
ing: 

"Sec. 5. NEvI SECTION. CO:t\1VERSION OF GRADUATED 
PAY11ENT r·iORTGAGE. The borrower under a 9Taduated 
payment mortgage has the right to ccnvert at any time 
to a standard mortgage instrument, if at the time 
of ex"ercising the option to convert the borrOiver 
qualifies for the standard mortgage instrument under 
the lender I s ordinary underHri ting st;:w"dards. 
Penalties or fees otherwise permitted by law upon 
prepayl11ent of a loan shall not be assessed by the 
lender upon conversion of a graduated pa}'Tllen-t mortgage 
if the borrOVler chooses to convert the graduat,ed 
pClyment mortgage at the interest rate specified,in 
the graduated payment mortgage ano. for the remalnder 
of the term of the graduated payment mortg2.ge. 

Sec. 6. NEW SECTION. DISCLOSURE FOR GRl\DUATED 
PAYHENT 1'10RTGAGE. Prior to the closing of a loan 
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1 secured by a graduated payment mortgage, the lender 
2 shall deliver to the prospective borrower written 
3 materials which explain in reasonably simple terms 
4 the graduated payment mortgage offered and a standard 
5 mortgage instrument for the same principal amount. 
6 These materials shall include all of the following: 
7 a. A side-by-side comparison of differing interest 
8 rates and other terms. 
9 b. Payment schedules for both the graduated payment 

10 mortgage and the standard mortgage, and the total 
11 payment in dollars over the full term of each type 
12 of loan. 
13 c. A description of the conversion option which 
14 is available to the borrower under section three (3) 
15 of this Act. 
16 d. A statement prominently displayed that the 
17 borrower has the option to elect a standard mortgage 
18 instrument rather than a graduated payment mortgage. II 
19 4. Page 2, by striking line 20 and inserting in 
20 lieu thereof the following: 
21 "Sec. 7. NEW SECTION. VARIABLE RATE MORTGAGE-
22 -TERMS. A variable rate mortgage is a mortgage which 
23 secures". 
24 5. Page 3, line 11, by striking the word "one-
25 twentieth ll and inserting in lieu thereof the word 
26 "one-tenth ll • 

27 6. Page 3, by striking lines 25 and 26 and 
28 inserting in lieu thereof the following: "the 
29 reference index which is used under section five 
30 hundred thirty-five point t\'lO (535.2), subsection 
31 three (3), of the Code for purposes of determining 
32 the usury rate for this state." 
33 7. Page 3, by inserting after line 26 the follow-
34 ing: 
35 "Sec. 8. NEW SECTION. PREPAYMENT OF VARIABLE 
36 RATE MORTGAGE. wi thin sixty days after the borrOVler 
37 is given notice of a change in the interest rate under 
38 a variable rate mortgage, the borrower is entitled, 
39 if the change is an increase in the interest rate, 
40 to prepay the loan, either in full or in part, without 
41 penalty. If the borroVler elects to prepay under this 
42 section, the borrower waives for the year the right 
43 under section seven (7) of this Act to extend the 
44 maturity date of the loan. 
45 Sec. 9. NEW SECTION. RATE CHANGE NOTICE FOR 
46 VARIABLE RATE MORTG}l."GE. The notice of interest rate 
47 change given by the lender under section seven (7) 
48 of t.his Act shall include all of the folloVling 
49 information: 
50 1. The current interest rate and new interest 
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1 rate under the loan. 
2 2. The old and new index rates. 
3 3. The amount of accumulated but unused rate 
4 changes, if any. 
5 4. The current monthly payment, the new monthly 
6 payment if the rate change is placed into effect, 
7 and the remaining maturity of the loan. 
a 5. If the rate change is an increase, a description 
9 of the options ",hich the borrower has upon receipt 

10 of the notice, including the new payment and the new 
11 maturity date of the loan if the borrower elects to 
12 extend the loan to the maximum period permitted under 
13 section seven (7) of this Act.' 
14 6. If the rate change is a decrease, a description 
15 of the manner in which the decrease is to be applied. 
16 Sec. 10. NEW SECTION. DISCLOSURES FOR VARIABLE 
17 RATE MORTGAGE. Prior to the closing of a'loansecured 
18 by a variable rate mortgage, the lender shall deliver 
19 to the prospective borrower written materials which 
20 explain in reasonably simple terms the variable rate 
21 mortgage offered and a comparable standard mortgage 
22 instrument. These written materials shall include 
23 all of the following: 
24 1. A side-by-side comparison of differing interes·t 
25 rates and other terms. 
26 2. Payment schedules for both types of instruments, 
27 including a "worst case ll schedule for the variable 
28 rate mortg~ge vlhich shows every maximum increase at 
29 the time it could first ocbur, the highest possible' 
30 payment during the loan term, and the total payment 
31 in dollars over the full term of each loan, with a 
32 statement that the total payment for the variable 
33 rate mortgage would be greater in the event of election. 
34 of the borrower to extend the loan. 
35 3. Information regarding the index used. 
36 4. A description of the borrower's options l.n 
37 the event of an increase in the interest rate. 
38 5. A statement, prominently displayed, that 
39 borrowers have the option to elect a standard mortgage 
40 instrument. 
41 6. F, statement that if the prospective borrO\'ler 
42 has questions regarding the disclosures, the borrower 
43 may contuct the regulatory agency of this 'state which 
44 regulates the lender. Each lender shall also disclose 
45 the name and address and telephone number of the 
46 particular individual who is designated by the 
47 regulatory agency of this state to respond to inquiries 
48 under this paragraph for the type of lender making 
49 the disclosure." 
50 8. Page 3, by striking line 27 and inserting in 
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1 lic.u ·thereof the following: 
2 "Sec. 11. NEW SECTION. REVERSE }\.NNUI1'Y MORTGAGES. 
3 A reverse annuity mor.-tgage is a mortgage on one-". 
4 9. By striking page 3, line 34 through page 4, 
~ line 3, and inserting in lieu thereof the following: 
6 1I0f a specific event. Loans secured". 
7 10. Page 4, line 6, by striking the words and 
8 figures "three (3), four (4) and five (5)" and 
9 inserting in lieu thereof the words and figures "twelve 

10 (12), thirteen (13) and fourteen (14)". 
11 . 11. Page 4, by striking lines 8 through 10 and 
12 inserting in lieu thereof the following: 
13 "Sec. 12. NEW SECTION. QUALIFICATIONS FOR REVERSE 
14 ANNUITY MORTGAGE PLANS." 
15 12. Page 4, by inserting after line 31 the 
16 following: 
17 "5. Loan applicants shall not be bound for seven 
18 days after the loan commitment is made." 
19 13. Page 4, by striking line 32 and insertir~ , 
20 in lieu thereof the following: . ~ 
21 "Sec. 13. NEW SECTION. TERMS AND CONDITIONS OF 
22 REVERSE ANNUITY MORTGAGES. Mortgage instruments". 
23 14. Page 5, lines 4 and 5, by striking the words 
24 and figures "section thre~ (3), subsection four (4) 
25 of this Act" and inserting in lieu thereof the words 
26 "this section". 
27 15. Page 5, line 13, by inserting after the word 
28 "agent" the words "and the annuity must be purchaseq. 
29 from a l{fe insurance company which is authorized 
30 to isslJe annuities in this state". 
31 16. Page 5, by striking lines 26 through 30. 
32 17. Page 5, line 33, by inserting after the word 
33 "borrower" the words "shall be fixed at the time of 
34 loan origination and". 
35 18. Page 5, by inserting after line 34 the 
36 following: 
37 II • The loan may become due either on a specific 
38 date or upon the occurrence of a specific event, 
39 provided that the lender shall refinance, at the 
40 request of the borrower and at a market interest rate 
41 which is current as of the date the loan becomes due, 
42 a loan secured by a reverse annuity mortgage which 
43 becomes due prior to a sale or gift of an interest 
44 in the real property." 
45 19. Page 5, by striking line 35 and inserting 
46 in lieu the~eof the following: . 
47 "Sec. 14. NEW SECTION. DISCLOSURE FOR REVERSE 
48 ANNUITY MORTGAGES. A lender shall not". 
49 20. Page 6, ~ine 10, by inserting after the word 
50 "The" the words "rights and". 
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1 21. Page 6, by inserting after line 21 the 
2 following: 
3 "3. At the time of loan commitment, the lender 
4 shall deliver to the borrower written materials 
5 explaining in reasonably simple language the terms 
6 of the loan being offered. These materials shall 
7 include all of the following: 
8 a. The schedule and an explanation of payments 
9 to. be received by borrower, and whether or not property 

10 taxes and insurance are to be deducted from the 
11 payments. 
12 b. A schedule of the outstanding debt which would, 
13 exist during the term of the loan. 
14 c. The repaym~nt d~te of the loan, if the loan 
15 is a fixed-term loan, and a description of any event 
16 which causes the loan to become due, including but 
17 not limited to a sale of the property or the death 
18 of one or more of the mortgagors. 
19 d. The method of repayment, and the repayment 
20 schedule, if any. 
21 e. All contractual contingencies, including but 
22 not limited to lack of home maintenance and other 
23 default provisions, which may result in a forced sale 
24 of the property .. 
25 f. The interest rate and the total amount of 
26 interest payable on the loan. 
27 g. The effective interest rate and the amount 
28 of interest earned or expected to be earned on.' 
29 purchased annuities, based on standard mortality 
30 tables. 
31 h. The name and address of the insurance company' 
32 from which the annuity is to be purchClsed r if any. 
33 i. The initial loan fees and charges. 
34 j. A description of the prepayment and refinancing 
35 features Df the loan. . 
36 k. _A statement that the mortgage may have tax 
37 and estate-planning consequences and may effect levels 
38 of or eligibility for certain governmental benefits, 
39 grants or pensions, Clnd that the borroHer is advised 
40 to explore these matters with appropriate authorities 
41 or v7i th an attorney. .' . 
42 4. The lender shall obtain a statement signed 
43 by the borrO\"er which acknm,'ledges receipt 'of the 
44 disclosure required by subsection three (3), paragraph 
45 e I of this section." . 
46. . 22. Page 6, by in~erting after line 28 the 
47 following: 
48 IIA regulatory agency may promulgate rules as 
49 necessary to administer or enforce this chapter." 
50 23. By renumbering sections and subSections und 

-5-



.-lARCH 16, 1979 
PAGE THIRTY THREE 

Page Six 
H-3445 

1 correcting internal references in the bill. 

H-3445 FILED ~ ~k( 't. //9'1) BY CHIODO of Polk 
MARCH 15, 1979 

• 

• 

I' 
I 

1. 



!. 

HOUSE FILE 

By COMMITTEE ON COMHERCE 

(As Amended and Passed by the House) 

Passed House, Date S--IO_79(rr.::--:rl)passed Senate, Date_'.L-,,_7 9(1·/·Z 'l'i") 

Vote: Ayes q~ Nays. ?? _ Vote: Ayes ;{-5 Nays __ ~o;;;;;.,-. __ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

An 

SE 

Approved ~~ ... 10, /97CJ' . j 

, ~l~~:; 2~~~~~M 
A EIIJL FOR' tJS_I;_:9~(tp.)10SJ 

Act to authorize real property loans secured by 

alternative mortgage instruments. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IO~lA: 

House Amendments 

~ Stricken Language 

CPB-16200 2/13 



S.F. __ H.F. 1,58 

1 section 1. Title twenty-three (XXIII), Code 1979, is 
.3"111 - 2 amended by adding sections two (2) through six (6) of this 

3 Act as a new chapter. 
4 Sec. 2. NEW SECTION. DEFINITIONS. As used in this 
5 chapter, unless the context otherwise requires: 
6 1. "Lender" means a bank, savings and loan association 
7 or credit union which is organized under the laws of this 
8 state or of the united States and which is authorized to en­
g gage in business in this state. 

10 2. "Mortgage instruments tl means and includes all docu-
11 ments which are evidence of the existence of a loan and of 
12 the obligations of the lender and the borrower. 
13 3. "Regulatory agencytl means as follows: 
14 a. with respect to banks, the superintendent of banking. 
15 b. with respect to savings and loan associations, the 
16 supervisor of savings and loan associations. 
17 c. with respect to credit unions, the administrator of 
18 the credit union department. 
19 4. tlStandard mortgage instrument" means a mortgage which 
20 contains a fixed interest rate, and which provides for equal 
21 payments and full amortization. 
22 5. tlGraduated payment mortgage" means the type of mort-
23 gage described in section four (4) of this Act. 
24 6. "Variable rate mortgage tl means the type of mortgage 
25 described in section seven (7) of this Act. 
26 7. "Reverse annuity mortgage" means the type of mortgage 
27 described in section eleven (11) of this Act. 
28 Sec. 3. NEW SECTION. ALTERNATIVE MORTGAGE INSTRUMENTS. 
29 1. A lender may make permanent loans or combined construc-
30 tion and permanent loans secured by first liens on real prop-
31 erty which are graduated payment mortgages, variable rate 
32 mortgages or reverse annuity mortgages, provided that these 
33 loans shall be subject to the provisions of this chapter and 
34 to rules issued by the regulatory agency. The provisions 
35 of this chapter supersede any conflicting provisions of 
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chapters five hundred twenty-four (524), five hundred thirty­
three (533) and five hundred thirty-four (534) of the Code 
with respect to repayment and amortization of real property 
loans. Loans which are made under this chapter are subject 
to other laws of this state which are applicable to a lender, 
except to the extent the provisions of this chapter conflict 
with those laws, in which event the provisions of this chapter 
shall govern. 

2. Each prospective borrower who 1S offered an alterna­
tive mortgage instrument by a lender must also be offered 
a standard mortgage instrument by the lender. 

3. A lender offering to make a loan secured by an al­
ternative mortgage instrument shall obtain and retain in the 
loan application file a certification signed by the prospec­
tive borrower that the borrower received the disclosure ma­
terials specified in this chapter for the type of mortgage 
instrument used, and that the disclosure was made prior to 
the time the borrower made the election to accept the al­
ternative mortgage instrument. 

Sec. 4. NEW SECTION. GRADUATED PAYMENT MORTGAGE--TERMS. 
A graduated payment mortgage is a mortgage which secures a 
loan having scheduled payments which begin at a level lower 
than that necessary to fully amortize the loan within its 
term, and which gradually increase to a predetermined level 
after which the amount of each payment remains constant. 
The period during which the payments may increase, the rate 
of increase and the interest rate shall be fixed for the 
entire term of the loan at the time of its origination. The 
period during which the payments may increase shall not exceed 
ten years, the rate of increase shall not exceed three percent 
annually over a ten-year period, three and one-half percent 
annually over a nine-year period, four and one-half percent 
annually over an eight-year period, five and one-half percent 
annually over a seven-year period, six and one-half percent 
annually over a six-year period or seven and one-half percent 
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1 

2 

3 

4 

5 
> 
6 

---

annually over a period of five years or less" and the amount 
of each payment shall not be changed more often than once 
each year with the first change to occur not less than twelve 
months after the due date of the first scheduled payment on 

the loan. 
Sec. 5. NEW SECTION. CONVERSION OF GRADUATED PAYMENT 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

7 MORTGAGE. The borrower under a graduated payment mortgage 
has the right to convert at any time to a standard mortgage 
instrument, i·f at the time of exercising the option to con­
vert the borrower qualifies for the standard mortgage in­
strument under the lender's ordinary underwriting standards. 
Penalties or fees otherwise permitted by law upon prepayment 
of a loan shall not be assessed by the lender upon conver­
sion of a graduated payment mortgage if the borrower chooses 
to convert the graduated payment mortgage at the interest 
rate specified in the graduated payment mortgage and for the 
remainder of the term of the graduated payment mortgage. 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 
" 
30 

Sec. 6. NEW SECTION. DISCLOSURE FOR GRADUATED PAYMENT 
MORTGAGE. Prior to the closing of a loan secured by a 
graduated payment mortgage, the lender shall deliver to the 
prospective borrower written materials which explain in rea­
sonably simple terms the graduated payment mortgage offered 
and a standard mortgage instrument for the same principal 
amount. These materials shall include all of the following: 

a. A side-by-side comparison of differing interest rates 
and other terms. 

b. Payment schedules for both the graduated payment mort­
gage and the standard mortgage, and the total payment in dol­
lars over the full term of each type of loan. 

~'-/// - 31 

c. A description of the conversion option which is avail­
able to the borrower under section three (3) of this Act. 

32 

33 

d. A statement prominently displayed that the borrower 
has the option to elect a standard mortgage instrument rather 

34 than a graduated payment mortgage. 
35 Sec. 7. NEW SECTION. VARIABLE RATE MORTGAGE--TERMS. 
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A variable rate mortgage is a mortgage which secures a loan 
bearing an interest rate which fluctuates in direct relation 
to a reference index, resulting in future payments which may 
be of an amount not known at the time the loan is made. 
Interest rate adjustments may not be made more frequently 
than once each year, on fixed dates specified in the loan 
agreement and commencing not less than twelve months after 
the due date of the first scheduled payment on the loan. 
The borrower shall receive not less than sixty days notice 
prior to the effective date of any rate change. The notice 
shall specify the new interest rate and, after giving effect 
to the interest rate adjustment, the new dollar amount of 
each periodic payment or the new term of the loan should the 
borrower elect to extend the loan. Upon receipt of a notice 
of an interest rate increase, a borrower shall be entitled, 
by notifying the lender not less than thirty days prior to 
the effective date of the increase, to require that in lieu 
of an increase in the amount of any scheduled periodic payment 
on the loan the term of the loan be extended by a period 
sufficient to eliminate or reduce the increase in the periodic 
payment amount, provided that the cumulative net effect of 
all such extensions shall be a maximum of one-third of the 
original term of the loan. A decrease in the interest rate 
of the loan shall be applied by the lender first to a reduction 
of any previously extended loan maturity and then to a 
reduction of periodic payment amounts. The smallest adjustment 
which may be made in the rate shall be one-tenth of one percent 
and the greatest adjustment in the rate which may be made 
at anyone time shall be one-half of one percent. Changes 
in the reference index which are not reflected in the loan 
interest rate, either at the option of the lender in the case 
of increases or because the change exceeds the smallest or 
greatest adjustment permitted by this paragraph, may be 
accumulated by the lender in the case of increases and shall 

35 be accumulated by the lender in the case of decreases and 
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may, ln the case of lncreases, or shall, in the case of 
decreases, be taken at a later time or used to offset other 
changes. The maximum net increase in the interest rate over 
the life of the loan shall be two and one-half percent. The 
reference index to which the interest rate is tied shall be 
the reference index which is used under section five hundred 
thirty-five point two (535.2), sUbsection three (3), of the 
Code for purposes of determining the usury rate for this 
state. 

Sec. 8. NEW SECTION. PREPAYMENT OF VARIABLE RATE MORT­
GAGE. within sixty days after the borrower is given notice 
of a change in the interest rate under a variable rate mort­
gage, the borrower is entitled, if the change is an increase 
in the interest rate, to prepay the loan, either in full or 
in part, without penalty. If the borrower elects to pre­
pay under this section, the borrower waives for the year the 
right under section seven (7) of this Act to extend the 
maturity date of the loan. 

Sec. 9. NEW SECTION. RATE CHANGE NOTICE FOR VARIABLE 
20 RATE MORTGAGE. The notice of interest rate change given by 
21 the lender under section seven (7) of this Act shall include 
22 all of the following information: 
23 1. The current interest rate and new interest rate un-
24 der the loan. 
25 2. The old and new index rates. 
26 3. The amount of accumulated but unused rate changes, 
27 if any. 
28 4. The current monthly payment, the new monthly payment 
29 if the rate change is placed into effect, and the remaining 
30 maturity of the loan. 
31 5. If the rate change is an lncrease, a description of 
32 the options which the borrower has upon receipt of the notice, 
33 including the new payment and the new maturity date of the 
34 loan if the borrower elects to extend the loan to the maXlmum 
35 period permitted under section seven (7) of this Act. 
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6. If the'rate change is a decrease, a description of 
the manner in which the decrease is to be applied. 

.3111-7 

Sec. 10. NEW SECTION. DISCLOSURES FOR VARIABLE RATE 
MORTGAGE. Prior to the closing of a loan secured by a variable 
rate mortgage, the lender shall deliver to the prospective 
borrower written materials which explain in reasonably simple 
terms the variable rate mortgage offered and a comparable 
standard mortgage instrument. These written materials shall 
include all of the following: 

8 

9 

10 
11 

1. A side-by-side comparison of differing interest rates 
and other terms. 

12 2. Payment schedules for both types of instruments, in-
13 cluding a "worst case" schedule for the variable rate mort-
14 gage which shows every maximum increase at the time it could 
15 first occur, the highest possible payment during the loan 
16 term, and the total payment in dollars over the full term 
17 of each loan, with a statement that the total payment for 
18 the variable rate mortgage would be greater in the event of 
19 election of the borrower to extend the loan. 
20 3. Information regarding the index used. 
21 4. A description of the borrower's options in the event 
22 of an increase in the interest rate. 
(23 5. A statement, prominently displayed, that borrowers 

".31./.. 11"-

!24 have the option to elect a standard mortgage instrument. 
\.. 

25 6. A statement that if the prospective borrower has 
26 questions regarding the disclosures, the borrower may contact 
27 the regulatory agency of this state which regulates the lender. 
28 Each lender shall also disclose the name and address and 
29 telephone number of the particular individual who is designated 
30 by the regulatory agency of this state to respond to inquiries 
31 under this paragraph for the type of lender making the 
32 disclosure. 
33 Sec. 11. NEW SECTION. REVERSE ANNUITY MORTGAGES. A 
34 reverse annuity mortgage is a mortgage on one-family or two-
35 family residential real property which secures a loan having 
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1 no periodic principal payments due the lender, and the proceeds 
2 of which are either paid to the borrower on a periodic basis 
3 or used by the lender to purchase an annuity having periodic 
4 payments to the borrower. The loan may become due either 
5 on a specific date or upon the occurrence of a specific event. 
6 Loans secured by reverse annuity mortgages may be made only 
7 upon the real property described in this subsection, and only 
8 upon compliance by the lender with sections twelve (12), 
9 thirteen (13) and fourteen (14) of this Act. 

10 Sec. 12. NEW SECTION. QUALIFICATIONS FOR REVERSE ANNUITY 
11 MORTGAGE PLANS. 
12 1. A lender may make reverse annuity mortgage loans upon 
13 the execution by borrowers of mortgage instruments that meet 
14 the requirements of this chapter. The aggregate outstanding 
15 balances of all loans evidenced by these instruments shall 
16 not exceed one-fourth of the maximum amount which the lender 
17 is permitted by law to invest in conventional home purchase-
18 money mortgages, and, in addition, shall be considered to 
19 be conventional home mortgages for purposes of that limitation. 
20 2. Mortgage instruments evidencing a reverse annuity 
21 mortgage loan shall not be used by a lender unless the 
22 instruments have been approved by the regulatory agency. 
23 3. The instruments submitted for approval under this sec-

3~//-24 tion must satisfy the requirements of section five (5) of 
25 this Act. The instruments may include provisions not re-
26 quired by this chapter, but the regulatory agency may 
27 disapprove a provision which is inconsistent with the 
28 provisions of this chapter or with the intents and purposes 
29 of this chapter. 
30 4. A substantive revision of an approved form shall not 
31 be made except upon the prior written approval of the 
32 regulatory agency. 
33 5. Loan applicants shall not be bound for seven days after 
34 the loan commitment is made. 
35 Sec. 13. NEW SECTION. TERMS AND CONDITIONS OF REVERSE 
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1 ANNUITY MORTGAGES. Mortgage instruments evidencing a reverse 
2 annuity mortgage loan shall contain provisions to ensure all 
3 of the following: 
4 1. The unpaid balance of the loan, whether inclusive or 
5 exclusive of interest, will be unamortized and repayable ln 
6 full upon the borrower's death, or upon the prior sale of 
7 the property securing the loan, subject to the obligation 

3f/ I -8 of the lender to refinance under this section. The'unpaid 
9 balance of the loan shall not exceed ninety-five percent of 

10 the value of the property given as security. If the loan 
11 is made to joint borrowers, it may be repayable upon the death 
12 of the last surviving borrower, or upon the prior sale of 
13 the property. 
14 2. If the lender is to act as agent for the borrower in 
15 the purchase of an annuity for the borrower from a life 
16 insurance company, the lender must be expressly authorized 
17 by the borrower to act as the borrower's agent and the annuity 
18 must be purchased from a life insurance company which is 
19 authorized to issue annuities in this state. 
20 3. Annuities paid to borrowers may be either for life 
21 or for a specified term. Annuity contracts with life insurance 
22 companies may call for immediate payment or may defer payment 
23 for a specified number of years. If deferred, the lender 
24 may make payments on an annuity to the borrower as loan ad-
25 vances during the deferral period, provided that the maximum 
26 loan balance reached at the end of the deferral period does 
27 not exceed ninety-five percent of the property value at the 
28 end of the deferral period. 
29 4. If an annuity is purchased from an insurance company, 
30 the annuity contract must provide that the insurance company 

~31 make interest payments on the loan directly to the lender. 
32 5. The loan may be prepaid, and the mortgage released, 
33 at any time without penalty. 
34 6. The interest rate payable by the borrower shall be 
35 fixed at the time of loan origination and shall not vary 
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1 during the term of the loan. 
2 7. The loan may become due either on a specific date or 
3 upon the occurrence of a specific event, provided that the 
4 lender shall refinance, at the request of the borrower and 
5 at a market interest rate which is current as of the date 
6 the loan becomes due, a loan secured by a reverse annuity 
7 mortgage which becomes due prior to a sale or gift of an 
8 interest in the real property. 
9 Sec. 14. NEW SECTION. DISCLOSURE FOR REVERSE ANNUITY 

10 MORTGAGES. A lender shall not offer to make reverse annuity 
11 mortgage loans until the lender has complied with all of the 
12 following: 
13 1. The lender shall cause to be prepared a pamphlet con-
14 taining the following information: 
15 a. The nature and effect of the loan. 
16 b. An example, using a typical loan situation, which de-
17 scribes the gross and net annuity the borrower would recelve, 
18 and the amount of debt to be collected on death or a prl0r 
19 sale of the property. 
20 c. The rights and obligations of the borrower, should 
21 the term of the loan expire prior to the death of the borrower. 
22 The lender shall not make the pamphlet available to the 
23 general public until it has been approved by the regulatory 
24 agency_ The regulatory agency shall not approve a pamphlet 
25 unless it provides full and accurate disclosure of the in-
26 formation required by this subsection. 
27 2. The lender shall make available to a prospective bor-
28 rower the pamphlet required by subsection one (1) of this 
29 section, and shall discuss the information contained in the 
30 pamphlet with the prospective borrower before giving the 
31 borrower a loan application form. 
32 3. At the time of loan commitment, the lender shall deliver 
33 to the borrower written materials explaining in reasonably 
34 simple language the terms of the loan being offered. These 
35 materials shall include all of the following: 
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1 a. The schedule and an explanation of payments to be 
2 received by borrower, and whether or not property taxes and 
3 insurance are to be deducted from the payments. 
4 b. A schedule of the outstanding debt which would exist 
5 during the term of the loan. 
6 c. The repayment date of the loan, if the loan is a fixed-
7 term loan, and a description of any event which causes the 
8 loan to become due, including but not limited to a sale of 
9 the property or the death of one or more of the mortgagors. 

10 d. The method of repayment, and the repayment schedule, 
11 if any. 
12 e. All contractual contingencies, including but not limited 
13 to lack of home maintenance and other default provisions, 
14 which may result in a forced sale of the property. 
15 f. The interest rate and the total amount of interest 
16 payable on the loan. 
17 g. The effective interest rate and the amount of interest 
18 earned or expected to be earned on purchased annuities, based 
19 on standard mortality tables. 
20 h. The name and address of the 1nsurance company from 
21 which the annuity is to be purchased, if any. 
22 1. The initial loan fees and charges. 

-23 ~ A description of the prepayment and refinancing features 
24 of the loan. 
25 k. A statement that the mortgage may have tax and estate-

" 26 planning consequences and may effect levels of or eligibility . 
27 for certain governmental benefits, grants or pensions, and 
28 that the borrower is advised to explore these matters with 
29 appropriate authorities or with an attorney. 

----------------------------------------------30 4. The lender shall obtain a statement signed by the bor-
31 rower which ack~owledges receipt of the disclosur: required 
32 by sUbsection three (3), paragraph e, of this section. 
33 Sec. 15. NEW SECTION. ENFORCEMENT. An agency of this 
34 state which is required by the laws of this state to regulate 
35 a lender shall enforce the prov1s10ns of this chapter with 

-10-

----------------------------------------------~~----



S.F. __ H.F. "'58 

1 respect to the lender. The regulatory agency may petition 
2 the district court for Polk county in an action in equity 
3 to obtain such relief as may be necessary to obtain compliance 
4 with this chapter. 
5 A regulatory agency may promulgate rules as necessary to 
6 administer or enforce this chapter. 
7 Sec. 16. This Act takes effect January first following 
8 its enactment. 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
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22 
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24 
25 
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35 
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HOUSE FILE 658 

1 
2 

e~ 
5 
6 
7 
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10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 e28 
29 
30 
31 
32 
33 

-34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Amend House File 658 as amended, passed and 
reprinted by the House as follows: 

1. Page 1, line 2, by striking the word and figure 
"six (6)" and inserting in lieu thereof the word and 
figure "fifteen (15)". 

2. Page 2, line 22, by inserting after the word 
"payments" the words "to be made directly by the 
borrower" . 

3. Page 3, by inserting after line 5 the following: 
"In connection with a loan which is secured by 

a graduated payment mortgage, the borrower may pledge 
funds held in a savings account owned by the borrower 
as additional security for the loan; Portions of 
the principal and earnings of the pledged savings 
account shall be subject to withdrawal by and payment 
to the lender on a periodic basis as supplements to 
loan payments made directly by the borrower. In the 
event of default by the borrower, a portion of the 
balance of the pledged savings account may be used 
for the purpose of curing the default if so provided 
in the loan agreement, but in any event the balance 
of the pledged savings account shall be used to reduce 
the outstanding balance due on the loan upon 
foreclosure." 

4. Page 3, by inserting after line 29 the 
follm'ling: 

"If the loan agreement which is offered provides 
for a pledged savings account as additional security 
for the loan, then the disclosure under this paragraph 
also shall include a schedule of the withdrawals to 
be made from the savings account as supplemental 
mortgage payments, the interest rate applicable to 
the pledged savings account, and a description of 
the contractual rights of the lender and the borrower 
with respect to the pledged savings account." 

5. Page 3, line 31, by striking the word and 
figure "three (3)" and inserting in lieu thereof the 
word and figure "five (5)". 

6. Page 5, line 6, by striking the words "the 
reference index which" and inserting in lieu thereof 
the words "the same reference index as that which". 

7. Page 6, line 7, by inserting after the word 
"mortgage" the words "which is". 

8. Page 6, lines 23 and 24, by striking the words 
"borrowers have" and inserting in lieu thereof the 
words "the borrovler has". 

9. Page 7, line 24, by striking the word and 
figure "five (5)" and inserting in lieu thereof the 
word and figure "thirteen (13)". 

10. Page 8, line 8, by striking the words "under 
PAGE 2 

e~ 
3 

this section" and inserting in lieu thereof the words 
and figure "as provided in subsection seven (7) of 
this section". 

S-3411 FILED::£~ .:j;;~ 
APRIL 5, 1979 (if· /,:2"1-<) 

BY COMMITTEE ON COMMERCE 
EDGAR H.HOLDEN, CHAIRPERSON 



APRIL 24, 1979 
·PAGE FOUR 

SENATE AMENDMENT TO 
HOUSE FILE 658 

1 Amend House File 65U as amended, passed and 
2 reprinted by til.e Eouse as follmJs: 
3 1. Page 1, line 2, DY striking tlle word ana figure 
4 "six (6)" and inserting in lieu thereof the word and 
5 figure "fifteen (15)". 
6 2. Page 2, line 22, by inserting after Ule word 
7 "payments" the worus "to De r:1ade directly by the 
8 borro'der". 
9 3. Page 3, by inserting after line 5 t:l.e follow ing: 

10 "In connection wi t:l. a loan whicn is secured DY 
11 a graduated payment mortgagE=, tile DOrrOWE::r may pledge 
12 funds held in a savings account owned DY tile borrower 
13 as adCii tional security for t~ne loan. Portions of 

21 
22 
23 

14 tile principal and earnings of tlle pledged savings 
account s~l.all De subject to witildrawal by and payment 
to tile lender on a periodic basis as supplements to 
loan payments made directly by the borrower. In tne 
event of default by the borro~er, a portion of the 
balance of the pleugeci 3Civings account may be used 
for the purpose of curing ble uE::fault if so Vrovided 
in the loan Cigreement, but in any event the balance 

15 
16 
17 
18 
19 
20 

of the pledged savin3s account s~all ~e used to reduce 
tile outstanding Dala:lce due on t:ne loan upon 
foreclosure." « 4. Page 3, ~y inserting after linE:: 29 the 

26 fOllowing: 
27 "I f tne loan agreelJent wIdcll. is of fered l:Jrovides 

for a pledged savings account as additional security 
for the loan, then t~e disclosure under this paragrapn 
also shall include a schedule of tne witndrawals to 

29 
30 
31 be K,aae froT,1 the savings account as supplemental 
32 mortgage paYr:1ents, the interest rate applicable to 
33 tne pledged savings account, and a description of 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

ble contractual rights of the lender and t:ne borrower 
with respect to t:ne pledged savings account." 

5. Page 3, line 31, by striking the word and 
figure "tilree (3)" and inserting in lieu thereof the 
-Nord and figure "fivE:: (5)". 

G. Page 5, line G, by striking the words "tile 
reference inciex whic'::l" and inserting in lieu thereof 
the words "the same reference index as tnat which". 

7. Page 6, line 7, by inserting after tne word 
"mortgage" the worcis "'Nhicll is". 

8. Page 6, lines 23 and 24, by striking the words 
"borro',vers ;lave" and inserting in lieu Llereof the 
words "til.e borrower :ilas". 

9. Page 7, line 24, by striking the word and 
48 figure "five (:.i)" and inserting in lieu thereof the 

.. ",ord and figure "t~lirteen (13)" • • ~ !J 10. Page 3, line 3, by striking the words "under 
Page Two 

1 this section" and inserting in lieu thereof the words 
2 and figure "as provided in subsection seven (7) of 
3 this section". 

H-4061 FILED APRIL 23, 1979 RECEIVED FROM THE SE~AT~ 
tb7~+'~ 'IS LA.~~ ~ I~ fa .LJ...' 
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HOUSE FILE 658 

Amend amendment H-4062 to House File 658 as 
amended, passed and reprinted by the House as follows: 

1. Page 2, by inserting after line 3 the 
following: . 

" • Page 11, by striking lines 7 and 8 and 
inserting in lieu thereof the following: 

"Sec. 16. Acts of the Sixty-seventh General 
Assembly, 1978 Session, chapter one thousand one 
hundred ninety (1190), section twelve (12), sub­
section two (2), paragraph c, as amended effective 
July 1, 1979, by Senate File 158, 1979 Session, 
section twenty-two (22), is further amended effective 
July 1, 1979, to read as follows: 

c. If the purpose of the loan is to enable the 
borrower to purchase a single-family or two-family 
dwelling - for his or her residence, the any provision 
of a loan agreement shali-ne~-een~a~n-any-prevf~±on 
which prohibits the bon;ower from transferring his or 
her interest in the property to a third party for use 
by the third party as his or her residence, and-shall 
He~-ee~~a±n or any provision which requires or permits 
the lender to-make a change in the interest rate, the 
repayment schedule or the term of the loan as a result 
of a trans~er by the borrower of his or her interest 
in the pro?erty to a third party for use by the third 
party as h~s or her residence shall. not be enforceable 
except as p::-ovided in the follm."ing sentence. IT the 
lends::- en ::-easonable grounds believes that its securitx 
':'::-+':8::-2.3::' c ~ ::.he likeIThOocl of repayment is impaired I 
'::asec. 2::-2..e:..·.- on criteria which is not more restricti ve 
t5an -+':~aL ~~2j to evaluate a new 80rtgage loan appli­
catic~, L~e lender may accelerate the loan, or to 
c~~se::. any ~~ch impairment, may adjust the interest 
ra::.s, ::'~2 =e?ayment schedule or the term of t~e loan. 
A prov~slon of a loan agreement which violates this 
?aragraph is void. 

H-4389 FILED, ADOPTED (t . ..:?..2.g-!) 
MAY 10, 1979 

BY CHIODO of Polk 
SCHROEDER of Pottawattamie 
EVANS of Grundy 
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Amend Senate amendment H-4062 to House File 658 
as amended, passed and reprinted by the House as 
follows: 

1. Page 2, by inserting after line 3 the following: 
" Page 11, by striking lines 7 and 8 and 

inserting in lieu thereof the following:-
"Sec. 16. Acts of the Sixty-seventh General 

Assembly, 1978 Session, chapter one thousand one 
hundred ninety (1190), section twelve (12), subsection 
two (2), paragraph c, as amended effective July 1, 
1979, by Senate File 158, 1979 Session, section twenty­
two (22), is further amended effective July 1, 1979, 
to read as follows: 

c. If the purpose of the loan is to enable the 
borrower to purchase a single-family or two-family 
dwelling, for his or her residence, ~Re any provision 
of a loan agreement SR~~~-fte~-eeft~~~ft-afty-pfe~~S~eft 
which prohibits the borrower from transferring his 
or her interest in the property to a third party for 
use by the third party as his or her residence, aftd 
SRa%%-fte~-eeft~a~ft or any provision which requires 
or permits the lender to make a change in the interest 
rate, the repayment schedule or the term of the loan 
as a result of a transfer by the borrower of his or 
her interest in the property to a third party for 
use by the third party as his or her residence shall 
not be enforceable except as provided in the following 
se~~ence. If the lender on reasonable grounds believes 
tl:a-:. its sec1.:.::-ity interest or the likelihood of 
repa:y:nent is i:npaired, based solely on cri ter ia which 
is not more restrictive than that used to evaluate 
Co ::ew- ::lortcc;:e loan application, the lender may 
a::::::elerate t::e loan, or to offset any such impairment, 
r.:ay adjust the interest rate, the repayment schedule 
or ~~e te~ 0= the loan. A provision of a loan 
agreemen~ which violates this paragraph is void. 

S-3798 FILED 
MAY 10, 1979 

RECEIVED FROM THE HOUSE 

~~ v~'L/~ 0,/1 (~_i70S-) 
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AN ACT 

TO AUTHORIZE REAL PROPERTY LOANS SECURED BY ALTERNATIVE MORT­

GAGE INSTRUMENTS. 

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

section 1. Title twenty-three (XXIII), Code 1979, is 

amended by adding sections two (2) through fifteen (15) of 

this Act as a new chapter. 

Sec. 2. NEW SECTION. DEFINITIONS. As used in this 

chapter, unless the context otherwise requires: 

1. "Lender" means a bank, savings and loan association 

or credit union which is organized under the laws of this 

state or of the united States and which is authorized to en­

gage in business in this state. 

2. "Mortgage instruments" means and includes all docu-

ments which are evidence of the existence of a loan and of 

the obligations of the lender and the borrower. 

3. "Regulatory agency" means as follows: 

a. with respect to banks, the superintendent of banklng. 

b. with respect to savings and loan associations, the 

supervisor of savings and loan associations. 

c. with respect to credit unions, the administrator of 

the credit union department. 

4. "Standard mortgage instrument" means a mortgage which 

contains a fixed interest rate, and which provides for equal 

payments and full amortizatlon. 

5. "Graduated payment mortgage" means the type of mort­

gage described in section four (4) of this Act. 

6. "Variable rate mortgage" means the type of mortgage 

described in section seven (7) of this Act. 

.,., 
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7. "Revel'se annUl ty mortgage" means the type of mortgage 

described ln section eleven (11) of this Act. 

Sec. 3. NEW SECTION. ALTERNATIVE MORTGAGE INSTRUMENTS. 

1. A lender may make permanent loans or combined construc­

tion and permanent loans secured by first liens on real prop­

erty which are graduated payment mortgages, variable rate 

mortgages or reverse annuity mortgages, provided that these 

loans shall be subject to the provisions of this chapter and 

to rules issued by the regulatory agency. The provisions 

of this chapter supersede any conflicting provisions of 

chapters five hundred twenty-four (524), five hundred thirty­

three (533) and five hundred thirty-four (534) of the Code 

with respect to repayment and amortization of real property 

loans. Loans which are made under this chapter are subject 

to other laws of this state which are applicable tO,a lender, 

except to the extent the provisions of this chapter conflict 

with those laws, in which event the provisions of this chapter 

shall govern. 

2. Each prospective borrower who is offered an alterna­

tive mortgage instrument by a lender must also be offered 

a standard mortgage instrument by the lender. 

3. A lender offering to make a loan secured by an al­

ternative mortgage instrument shall obtain and retain in the 

loan application file a certification signed by the prospec­

tive borrower that the borrower received the disclosure ma­

terials speclfied in this chapter for the type of mortgage 

instrument used, and that the disclosure was made prior to 

the time the borrower made the election to accept the al­

ternative mortgage instrument. 

Sec. 4. NEW SECTION. GRADUATED PAYMENT MORTGAGE--TERMS. 

A graduated payment mortgage is a mortgage which secures a 

loan having scheduled payments to be made directly by the 

borrower which begln at a level lower than that necessary 

to fully amortize the loan within its term, and which gradually 

". 
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increase to a predetermined level after WhlCh the amount of 

each payment remains constant. The perlod during which the 

payments may increase, the rate of increase and the interest 

rate shall be fixed for the entire term of the loan at the 

time of its origination. The period during which the payments 

may increase shall not exceed ten years, the rate of increase 

shall not exceed three percent annually over a ten-year period, 

three and one-half percent annually over a nine-year period, 

four and one-half percent annually over an eight-year period, 

five and one-half percent annually over a seven-year period, 

six and one-half percent annually over a six-year period or 

seven and one-half percent annually over a period of five 

years or less, and the amount of each payment shall not be 

changed more often than once each year with the first change 

to occur not less than twelve months after the due date of 

the first scheduled payment on the loan. 

In connection with a loan which is secured by a graduated 

payment mortgage, the borrower may pledge funds held in a 

savings account owned by the borrower as additional security 

for the loan. Portions of the principal and earnings of the 

pledged savings account shall be subject to withdrawal by 

and payment to the lender on a periodic basis as supplements 

to loan payments made directly by the borrower. In the event 

of default by the borrower, a portion of the balance of the 

pledged savings account may be used for the purpose of curing 

the default if so provided in the loan agreement, but in any 

event the balance of the pledged savings account shall be 

used to reduce the outstanding balance due on the loan upon 

foreclosure. 

Sec. 5. NEW SECTION. CONVERSION OF GRADUATED PAYMENT 

MORTGAGE. The borrower under a graduated payment mortgage 

has the right to convert at any time to a standard mortgage 

instrument, if at the time of exercising the option to con­

vert the borrower qualifies for the standard mortgage in-

House File 658, P. 4 

strument under the lender's ordinary underwriting standards. 

Penalties or fees otherwise permitted by law upon prepayment 

of a loan shall not be assessed by the lender upon conver­

sion of a graduated payment mortgage if the borrower chooses 

to convert the graduated payment mortgage at the interest 

rate specified in the graduated payment mortgage and for the 

remainder of the term of the graduated payment mortgage. 

Sec. 6. NEW SECTION. DISCLOSURE FOR GRADUATED PAYMENT 

MORTGAGE. Prior to the closing of a loan secured by a 

graduated payment mortgage, the lender shall deliver to the 

prospective borrower written materials which explain in rea­

sonably simple terms the graduated payment mortgage offered 

and a standard mortgage instrument for the same principal 

amount. These materials shall include all of the following: 

a. A side-by-side comparison of differing interest rates 

and other terms. 

b. Payment schedules for both the graduated payment mort­

gage and the standard mortgage, and the total payment in dol­

lars over the full term of each type of loan. 

If the loan agreement which is offered provides for a 

pledged savings account as additional security for the loan, 

then the disclosure under this paragraph also shall include 

a schedule of the withdrawals to be made from the savings 

account as supplemental mortgage payments, the interest rate 

applicable to the pledged savings account, and a description 

of the contractual rights of the lender and the borrower with 

respect to the pledged savings account. 

c. A description of the conversion option which is avail­

able to the borrower under section five (5) of this Act. 

d. A statement prominently displayed that the borrower 

has the option to elect a standard mortgage instrument rather 

than a graduated payment mortgage. 

Sec. 7. NEW SECTION. VARIABLE RATE MORTGAGE--TERMS. 

A variable rate mortgage is a mortgage which secures a loan 

. . #' 
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bearing an interest rate which fluctuates in direct relatlon 

to a reference index, resulting in future payments which may 

be of an amount not known at the time the loan is made. 

Interest rate adjustments may not be made more frequently 

than once each year, on fixed dates specified in the loan 

agreement and commencing not less than twelve months after 

the due date of the first scheduled payment on the loan. 

The borrower shall receive not less than sixty days notice 

prior to the effective date of any rate change. The notice 

shall specify the new interest rate and, after giving effect 

to the interest rate adjustment, the new dollar amount of 

each periodic payment or the new term of the loan should the 

borrower elect to extend the loan. Upon receipt of a notice 

of an interest rate increase, a borrower shall be entitled, 

by notifying the lender not less than thirty days prior to 

the effective date of the increase, to require that in lieu 

of an increase in the amount of any scheduled periodic payment 

on the loan the term of the loan be extended by a period 

sufficient to eliminate or reduce the increase in the periodic 

payment amount, provided that the cumulative net effect of 

all such extensions shall be a maximum of one-third of the 

original term of the loan. A decrease in the interest rate 

of the loan shall be applied by the lender first to a reduction 

of any previously extended loan maturity and then to a 

reduction of periodic payment amounts. The smallest adjustment 

which may be made in the rate shall be one-tenth of one percent 

and the greatest adjustment in the rate which may be made 

at anyone time shall be one-half of one percent. Changes 

in the reference index which are not reflected in the loan 

interest rate, either at the option of the lender in the case 

of increases or because the change exceeds the smallest or 

greatest adjustment permitted by this paragraph, may be 

accumulated by the lender in the case of increases and shall 

be accumulated by the lender in the case of decreases and 
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may, ln the case of lncreases, or shall, in the case of 

decreases, be taken at a later time or used to offset other 

changes. The maximum net increase in the interest rate over 

the life of the loan shall be two and one-half percent. The 

reference index to which the interest rate is tied shall be 

the same reference index as that which is used under section 

five hundred thirty-five point two (535.2), subsection three 

(3), of the Code for purposes of determining the usury rate 

for this state. 

Sec. 8. NEW SECTION. PREPAYMENT OF VARIABLE RATE MORT­

GAGE. Within sixty days after the borrower is given notice 

of a change in the interest rate under a variable rate mort­

gage, the borrower is entitled, if the change is an increase 

in the interest rate, to prepay the loan, either in full or 

in part, without penalty. If the borrower elects to pre­

pay under this section, the borrower waives for the year the 

right under section seven (7) of this Act to extend the 

maturity date of the loan. 

Sec. 9. NEW SECTION. RATE CHANGE NOTICE FOR VARIABLE 

RATE MORTGAGE. The notice of interest rate change given by 

the lender under section seven (7) of this Act shall include 

all of the following information: 

1. The current interest rate and new interest rate un­

der the loan. 

2. The old and new index rates. 

3. The amount of accumulated but unused rate changes, 

if any. 

4. The current monthly payment, the new monthly payment 

if the rate change is placed into effect, and the remaining 

maturity of the loan. 

5. If the rate change is an increase, a description of 

the options which the borrower has upon receipt of the notice, 

including the new payment and the new maturity date of the 

loan if the borrower elects to extend the loan to the maximum 

period permitted under section seven (7) of this Act. 
:I: 
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6. I f the rate change is a decrease, a descn.ption of 

the manner in which the decrease is to be applied. 

Sec. 10. NEW SECTION. DISCLOSURES FOR VARIABLE RATE 

MORTGAGE. Prior to the closing of a loan secured by a variable 

rate mortgage, the lender shall deliver to the prospective 

borrower written materials which explain in reasonably simple 

terms the variable rate mortgage which is offered and a 

comparable standard mortgage instrument. These written 

materials shall include all of the following: 

1. A side-by-side comparison of differing interest rates 

and other terms. 

2. Payment schedules for both types of instruments, in­

cluding a "worst case" schedule for the variable rate mort­

gage which shows every maximum increase at the time it could 

first occur, the highest possible payment during the loan 

term, and the total payment in dollars over the full term 

of each loan, with a statement that the total payment for 

the variable rate mortgage would be greater in the event of 

election of the borrower to extend the loan. 

3. Information regarding the index used. 

4. A description of the borrower's options in the event 

of an increase in the interest rate. 

5. A statement, prominently displayed, that the borrower 

has the option to elect a standard mortgage instrument. 

6. A statement that if the prospective borrower has 

questions regarding the disclosures, the borrower may contact 

the regulatory agency of this state which regulates the lender. 

Each lender shall also disclose the name and address and 

telephone number of the particular individual who is designated 

by the regulatory agency of this state to respond to inquiries 

under this paragraph for the type of lender making the 

disclosure. 

Sec. 11. NEW SECTION. REVERSE ANNUITY MORTGAGES. A 

reverse annuity mortgage is a mortgage on one-family or two-

House File 658, P. 8 

family resldential real property which secures a loan having 

no periodic principal payments due the lender, and the proceeds 

of which are either paid to the borrower on a periodic basis 

or used by the lender to purchase an annuity having periodic 

payments to the borrower. The loan may become due either 

on a specific date or upon the occurrence of a specific event. 

Loans secured by reverse annuity mortgages may be made only 

upon the real property described in this section, and only 

upon compliance by the lender with sections twelve (12), 

thirteen (13) and fourteen (14) of this Act. 

Sec. 12. NEW SECTION. QUALIFICATIONS FOR REVERSE ANNUITY 

MORTGAGE PLANS. 

1. A lender may make reverse annuity mortgage loans upon 

the execution by borrowers of mortgage instruments that meet 

the requirements of this chapter. The aggregate outstanding 

balances of all loans evidenced by these instruments shall 

not exceed one-fourth of the maximum amount which the lender 

is permitted by law to invest in conventional home purchase­

money mortgages, and, in addition, shall be considered to 

be conventional home mortgages for purposes of that limitation. 

2. Mortgage instruments evidencing a reverse annuity 

mortgage loan shall not be used by a lender unless the 

instruments have been approved by the regulatory agency. 

3. The instruments submitted for approval under this sec­

tion must satisfy the requirements of section thirteen (13) 

of this Act. The instruments may include provisions not re­

quired by this chapter, but the regulatory agency may 

disapprove a provision which is inconsistent with the 

provisions of this chapter or with the intents and purposes 

of this chapter. 

4. A substantive revision of an approved form shall not 

be made except upon the prior written approval of the 

regulatory agency. 

._ -;;l 
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5. Loan applicants shall not be bound for seven days after 

the loan commitment is made. 

Sec. 13. NEW SECTION. TERMS AND CONDITIONS OF REVERSE 

ANNUITY MORTGAGES. Mortgage instruments evidencing a reverse 

annuity mortgage loan shall contain provisions to ensure all 

of the following: 

1. The unpaid balance of the loan, whether inclusive or 

exclusive of interest, will be unamortized and repayable in 

full upon the borrower's death, or upon the prior sale of 

the property securing the loan, subject to the obligation 

of the lender to refinance as provided in subsection seven 

(7) of this section. The unpaid balance of the loan shall 

not exceed ninety-five percent of the value of the property 

given as security. If the loan is made to joint borrowers, 

it may be repayable upon the death of the last surviving 

borrower, or upon the prior sale of the property. 

2. If the lender is to act as agent for the borrower in 

the purchase of an annuity for the borrower from a life 

insurance company, the lender must be expressly authorized 

by the borrower to act as the borrower's agent and the annuity 

must be purchased from a life lnsurance company which is 

authorized to issue annuities in this state. 

3. Annuities paid to borrowers may be either fOI' life 

or for a specified term. Annuity contracts with life insurance 

companies may call for immediate payment or may defer payment 

for a specified number of years. If deferred, the lender 

may make payments on an annuity to the borrower as loan ad­

vances during the deferral period, provided that the maximum 

loan balance reached at the end of the deferral period does 

not exceed ninety-five percent of the property value at the 

end of the deferral period. 

4. If an annuity is purchased from an insurance company, 

the annuity contract must provide that the insurance company 

make interest payments on the loan directly to the lender. 

5. The loan may be prepaid, and the mortgage released, 
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at any tlme wlthout penalty. 

6. The interest rate payable by the borrower shall be 

fixed at the time of loan origination and shall not vary 

during the term of the loan. 

7. The loan may become due either on a specific date or 

upon the occurrence of a specific event, provided that the 

lender shall refinance, at the request of the borrower and 

at a market interest rate which is current as of the date 

the loan becomes due, a loan secured by a reverse annuity 

mortgage which becomes due prior to a sale or gift of an 

interest in the real property. 

Sec. 14. NEW SECTION. DISCLOSURE FOR REVERSE ANNUITY 

MORTGAGES. A lender shall not offer to make reverse annuity 

mortgage loans until the lender has complied with all of the 

following: 

1. The lender shall cause to be prepared a pamphlet con­

taining the following information: 

a. The nature and effect of the loan. 

b. An example, using a typical loan situation, which de­

scribes the gross and net annuity the borrower would receive, 

and the amount of debt to be collected on death or a prior 

sale of the property. 

c. The rights and obligations of the borrower, should 

the term of the loan expire prior to the death of the borrower. 

The lender shall not make the pamphlet available to the 

general publlc until it has been approved by the regulatory 

agency. The regulatory agency shall not approve a pamphlet 

unless it provides full and accurate disclosure of the in­

formation required by this SUbsection. 

2. The lender shall make available to a prospective bor­

rower the pamphlet required by subsection one (1) of this 

section, and shall discuss the information contained in the 

pamphlet with the prospective borrower before giving the 

borrower a loan application form. 
% 
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3. At the time of loan commitment, the lender shall dellVer 

to the borrower written materials explaining in reasonably 

simple language the terms of the loan being offered. These 

materials shall include all of the following: 

a. The schedule and an explanation of payments to be 

received by borrower, and whether or not property taxes and 

insurance are to be deducted from the payments. 

b. A schedule of the outstanding debt which would exist 

during the term of the loan. 

c. The repayment date of the loan, if the loan is a fixed­

term loan, and a description of any event which causes the 

loan to become due, including but not limited to a sale of 

the property or the death of one or more of the mortgagors. 

d. The method of repayment, and the repayment schedule, 

if any. 

e. All contractual contingencies, including but not limited 

to lack of home maintenance and other default provisions, 

which may result in a forced sale of the property. 

f. The interest rate and the total amount of interest 

payable on the loan. 

g. The effective interest rate and the amount of interest 

earned or expected to be earned on purchased annuities, based 

on standard mortality tables. 

h. The name and address of the insurance company from 

which the annuity is to be purchased, if any. 

i. The initial loan fees and charges. 

j. A description of the prepayment and refinancing features 

of the loan. 

k. A statement that the mortgage may have tax and estate­

planning consequences and may effect levels of or eligibility 

for certain governmental benefits, grants or pensions, and 

that the borrower is advised to explore these matters with 

appropriate authorities or with an attorney. 
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4. The lender shall obtain a statement signed by the bor­

rower whlch acknowledges receipt of the disclosure required 

by subsection three (3), paragraph e, of this section. 

Sec. 15. NEW SECTION. ENFORCEMENT. An agency of this 

state which is required by the laws of this state to regulate 

a lender shall enforce the provisions of this chapter with 

respect to the lender. The regulatory agency may petition 

the district court for Polk county in an action in equity 

to obtain such relief as may be necessary to obtain compliance 

with this chapter. 

A regulatory agency may promulgate rules as necessary to 

administer or enforce this chapter. 

Sec. 16. Acts of the Sixty-seventh General Assembly, 1978 

Session, chapter one thousand one hundred ninety (1190), 

section twelve (12), subsection two (2), paragraph c, as 

amended effective July 1, 1979, by Senate File 158, 1979 

Session, section twenty-two (22), is further amended effective 

July 1, 1979, to read as follows: 

c. If the purpose of the loan is to enable the borrower 

to purchase a slngle-family or two-family dwelling, for his 

or her residence, ~Re any provision of a loan agreement BRa~~ 

Ra~-eaR~a~R-aRY-~fav~B~aR which prohibits the borrower from 

transferring his or her interest in the property to a third 

party for use by the third party as his or her residence, 

aRa-BRa~~-Ra~-eaR~a~R or any provision which requires or 

permits the lender to make a change in the interest rate, 

the repayment schedule or the term of the loan as a result 

of a transfer by the borrower of his or her interest in the 

property to a third party for use by the third party as his 

or her residence shall not be enforceable except as provided 

in the following sentence. If the lender on reasonable grounds 

believes that its security interest or the likelihood of 

repayment is impaired, based solely on criteria which is not 

more restrictive than that used to evaluate a new mortgage 

v 
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loan application, the lender may accelerate the loan, or to 

offset any such impairment, may adjust the interest rate, 

the repayment schedule or the term of the loan. A provision 

of a loan agreement which violates this paragraph is void. 
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