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customer’s obligation to repay an ex-
tension of credit from that bank upon
the occurrence of a specified event. The
agreement may be separate from or a
part of other loan documents.

(g) Debt suspension agreement means a
loan term or contractual arrangement
modifying loan terms under which a
bank agrees to suspend all or part of a
customer’s obligation to repay an ex-
tension of credit from that bank upon
the occurrence of a specified event. The
agreement may be separate from or a
part of other loan documents. The term
debt suspension agreement does not in-
clude loan payment deferral arrange-
ments in which the triggering event is
the borrower’s unilateral election to
defer repayment, or the bank’s unilat-
eral decision to allow a deferral of re-
payment.

(h) Open-end credit means consumer
credit extended by a bank under a plan
in which:

(1) The bank reasonably
templates repeated transactions;

(2) The bank may impose a finance
charge from time to time on an out-
standing unpaid balance; and

(3) The amount of credit that may be
extended to the customer during the
term of the plan (up to any limit set by
the bank) is generally made available
to the extent that any outstanding bal-
ance is repaid.

(1) Residential mortgage loan means a
loan secured by 1-4 family, residential
real property.
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§37.3 Prohibited practices.

(a) Anti-tying. A national bank may
not extend credit nor alter the terms
or conditions of an extension of credit
conditioned upon the customer enter-
ing into a debt cancellation contract or
debt suspension agreement with the
bank.

(b) Misrepresentations generally. A na-
tional bank may not engage in any
practice or use any advertisement that
could mislead or otherwise cause a rea-
sonable person to reach an erroneous
belief with respect to information that
must be disclosed under this part.

(c) Prohibited contract terms. A na-
tional bank may not offer debt can-
cellation contracts or debt suspension
agreements that contain terms:

§37.6

(1) Giving the bank the right unilat-
erally to modify the contract unless:

(i) The modification is favorable to
the customer and is made without ad-
ditional charge to the customer; or

(ii) The customer is notified of any
proposed change and is provided a rea-
sonable opportunity to cancel the con-
tract without penalty Dbefore the
change goes into effect; or

(2) Requiring a lump sum, single pay-
ment for the contract payable at the
outset of the contract, where the debt
subject to the contract is a residential
mortgage loan.

§37.4 Refunds of fees in the event of
termination or prepayment of the
covered loan.

(a) Refunds. If a debt cancellation
contract or debt suspension agreement
is terminated (including, for example,
when the customer prepays the covered
loan), the bank shall refund to the cus-
tomer any unearned fees paid for the
contract unless the contract provides
otherwise. A bank may offer a cus-
tomer a contract that does not provide
for a refund only if the bank also offers
that customer a bona fide option to
purchase a comparable contract that
provides for a refund.

(b) Method of calculating refund. The
bank shall calculate the amount of a
refund using a method at least as fa-
vorable to the customer as the actu-
arial method.

§37.5 Method of payment of fees.

Except as provided in §37.3(c)(2), a
bank may offer a customer the option
of paying the fee for a contract in a
single payment, provided the bank also
offers the customer a bona fide option
of paying the fee for that contract in
monthly or other periodic payments. If
the bank offers the customer the op-
tion to finance the single payment by
adding it to the amount the customer
is borrowing, the bank must also dis-
close to the customer, in accordance
with §37.6, whether and, if so, the time
period during which, the customer may
cancel the agreement and receive a re-
fund.

§87.6 Disclosures.

(a) Content of short form of disclosures.
The short form of disclosures required

361



