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Iowa Consumer Credit Code InformalAdvisory # 92 
GAP Products: 06-24-03: 

Financing GAP products in the sale of motor vehicles: 
Iowa Code 5 322.19, as amended by SF 97 ,s  22 (2003 General Assembly), 
and the Iowa Consumer Credit Code 5 5 537.2510,537.4104 

On July 1,2003, SF 97, $ 22 (2003) will become effective, which provides that GAP products 
sold in connection with kotor vehicles may be excluded from the calculation of the finance 
charge. The law amended Chapter 322, "Motor Vehicle Manufacturers, Distributors and 
Dealers." It did not amend the Iowa Consumer Credit Code. Questions have arisen with respect 
to how the new provisions of Iowa Code $ 322.19 interact with the Iowa Consumer Credit Code. 
This Informal Advisory provides guidance with respect to the interaction of the new law with 
certain provisions of the Iowa Consumer Credit Code. 

I. THE 2003 AMENDMENT TO CHAPTER 322, THE MOTOR VEHICLE CODE: 

Iowa Code $ 322.19 prescribes the maximum finance charge permitted in a motor vehicle 
retail installment transaction.' (The 2003 amendment is underlined.) 

' A "retail installment transaction" is defined as "any sale evidenced by a retail installment contract 
between a retail buyer and a retail seller wherein the retail buyer buys a motor vehicle from a retail seller at a time 
price payable in one or more installments. Iowa Code 5 322.2(17). See also: 

Iowa Code 5 322.2(15) ("retail buyer" means a person who buys a motor vehicle from a retail seller.) 
Iowa Code 5 322.2(16) ("retail installment contract" means an agreement, entered into in this state, 

pursuant to which the title to, the property in or a lien upon the motor vehicle, which is the subject 



322.19 Finance charges -- amount. 

Notwithstanding the provisions of any other existing law, a retail installment 
transaction may include afinance charge not in excess of the following rates: 

Class 1. Any new motor vehicle designated by the manufacturer by a year model 
not earlier than the year in which the sale is made, an amount equivalent to one 
and threefourths percentper month simple interest on the declining balance of 
the amount financed. 

Class 2. Any new motor vehicle not in Class I and any used motor vehicle 
designated by the manufacturer by a year model of the same or not more than two 
years prior to the year in which the sale is made, an amount equivalent to two 
percentper month simple interest on the declining balance of the amount 
financed. 

Class 3. Any used motor vehicle not in Class 2 and designated by the 
manufacturer by a year model more than two years prior to the year in which the 
sale is made, an amount equivalent to two and one fourth percentper month 
simple interest on the declining balance of the amountfinanced 

Amountjnanced shall be as defined in section 537.1301. However; 
notwithstanding. section 322.33, subsection 3, the amount financed mav also 
include additional charges for the following, which shall not be included in the 
finance charge: 

I .  A motor vehicle service contract as defined in section 
516E.l. 

2. Voluntarv debt cancellation coverage, whether insurance 
or debt waiver, which mav be excluded fiom the finance charge 

matter of a retail installment transaction, is retained or taken by a retail seller from a retail buyer as 
security, in whole or in part, for the buyer's obligation. The term includes a chattel mortgage, a 
conditional sales contract and a contract for the bailment or leasing of a motor vehicle by which the 
bailee or lessee contracts to pay as compensation for its use a sum substantially equivalent to or in 
excess of its value and by which it is agreed that the bailee or lessee is bound to become, or has the 
option of becoming, the owner of the motor vehicle upon full compliance with the provisions of the 
contract. ) 

Iowa Code $ 322.2(18) ("retail seller" mans a person who sells a motor vehicle to a retail buyer.) 
Iowa Code $ 322.2(20) ("selling" includes bartering, exchanging, delivering, or otherwise dealing in.) 

See also Iowa Consumer Credit Code $ 537.1301(36) (definition of "sale of goods.") 



under the federal Truth in Lending Act as defined in section 
53 7.1302. 

Iowa Code Section 322.33, subsection 3, referred to in the new amendment, provides: 

322.33 Applicability of the Iowa consumer credit code. 

1. The provisions of the Iowa consumer credit code shall apply to a consumer 
credit sale in which a licensed motor vehicle dealer participates or engages, and 
any violation of that code shall be a violation of this chapter. 

2. Article 2, parts 5 and 6,  and article 3, sections 537.3203,537.3206,537.3209, 
537.3304,537.3305, and 537.3306 shall apply to any credit transaction as defined 
in section 537.1301, that is a retail installment transaction. For the purpose of 
applying provisions of the consumer credit code in those transactions, "consumer 
credit sale" shall include a sale for a business purpose. 

3. A provision of the Iowa consumer credit code shall supersede a conflicting 
provision of this chapter. 

11. QUESTIONS PRESENTED REGARDING SF 97 6 22 AND THE ICCC 

In anticipation of the effective date of the new legislation, our office received an inquiry 
presenting four questions from an indirect auto lender. 

1. Is it the position of the [AdministratorI2 that GAP may be financed in an installment sales 
contract pertaining to the installment sale of a motor vehicle? If so, does the 
[Administrator] make any distinctions between GAP products sold as insurance policies 
and those that take the form of non-insurance debt waiver agreements? 

2. Assuming that GAP may be financed in an installment sale contract after July 1,2003, is 
it a requirement that before any Iowa dealer adds the charge for a GAP product to the 
amount financed under an installment sale transaction and excludes such charge from the 
finance charge amount, the [Administrator] must adopt a rule pursuant to Iowa Code 
Section 537.2501(1)(h) before such charges are added to the contract? Does the form of 
the GAP product (i.e., insurance product or debt waiver agreement) cause the need for 
any distinction in the answer to this question? 

The inquiry came to the Division of Banking, and refers to the Division throughout the letter. The 
Banking Division referred the inquiry to the Office of the Attorney General, which is responsible for the 
interpretation of the Iowa Consumer Credit Code. Iowa Code $5 537.1301(2); 537.6103; Iowa Administrative Code 
61-10.1 
















