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Amendment to Regulation Z —  Truth in Lending

The Board of Governors of the Federal Reserve System 
has adopted an amendment, e f fe c t iv e  December 31, 1984, 
to i t s  Regulation Z in order to c l a r i f y  th a t  aV[ 
c r e d i t  cards are subjec t  to the provisions of the 
regula tion regarding the issuance of c r e d i t  cards and 
the l i a b i l i t y  for  unauthorized use. The majority of 
the c r e d i t  cards af fec ted  by th i s  amendment are 
telephone c a l l in g  cards.

Board's press re lease  and the amendment as published 
in the Federal Register

Legal Department, Extension 6171

Public Affa i rs  Department, Extension 6289

Banks and others are encouraged to use the following incoming WATS numbers in contacting this Bank: 1-800-442-7140 
(intrastate) and 1-800-527-9200 (interstate). For calls plaped locally, please use 651 plus the extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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For immediate re lease  November 28, 1984

The Federal Reserve Board today announced the  adoption of an amendment 

to  Regulation Z - -  Truth in Lending - -  c l a r i fy in g  t h a t  a l 1 c r e d i t  cards are 

subject  to  the provisions of the regulat ion regarding the issuance of c r e d i t  cards 

and the l i a b i l i t y  for  unauthorized use.

The amendment becomes e f fe c t iv e  December 31, 1984.

The amendment appl ies  to c r e d i t  cards issued for  use in t ransac t ions  

th a t  are exempt from al l  other provisions of Regulation Z. The amendment s t a te s  

t h a t  nonetheless such cards are subject  to the provisions of Regulation Z th a t  

l im i t  cardholder l i a b i l i t y  for unauthorized use of the card to  $50, and th a t  pro

h i b i t  issuance of c r e d i t  cards th a t  have not been requested.

The amendment p r inc ipa l ly  a f fe c ts  c r e d i t  cards issued for  use in ce r ta in  

extensions of c r e d i t  of more than $25,000, and for  extensions of c r e d i t  for public 

u t i l i t y  s e rv ices .  Such extensions of c r e d i t  are generally exempt from the provisions 

of Regulation Z. The vast  majority of c r e d i t  cards af fec ted  by the amendment are 

telephone ca l l in g  cards.  The amendment will not a f fe c t  the appl icat ion  of the 

exemptions noted above to  other  provisions of Regulation Z.

The Board's not ice  i s  a t tached.

Attachment

- 0 -
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Rules and Regulations Federal Register

Vol. 49, No. 232 

Friday, November 30, 1984

FEDERAL RESERVE SYSTEM

12CFR Part 226

[Reg. Z; Doc. No. R-0501]

Truth in Lending; Credit Cards; 
Issuance and Liability

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: Final rule.

SUMMARY: The Board is publishing a 
final amendment to Regulation Z (Truth 
in Lending). The amendment specifically 
provides that credit cards issued for use 
with transactions that are exempt from 
all other provisions of the regulation are 
subject to the Regulation Z provisions 
governing the issuance of credit cards 
and the liability for unauthorized use. 
The amendment resolves any 
uncertainty that the issuance and 
liability protections apply to all credit 
cards regardless of use or cardholder 
status.
EFFECTIVE d a t e :  December 31,1984.
FOR FURTHER INFORMATION CONTACT:
Regarding the regulation: Ruth R. 
Amberg, Senior Attorney, or Lynn C. 
Goldfaden or Richard S. Garabedian, 
Staff Attorneys, in the Division of 
Consumer and Community Affairs, 
Board of Governors of the Federal 
Reserve System, Washington, D.C.
20551, at (202) 452-3667 or (202) 452- 
3867. Regarding the regulatory flexibility 
analysis: Robert Kurtz, Economist, 
Division of Research and Statistics, 
Board of Governors of the Federal 
Reserve System, Washington, D.C.
20551, a t (202) 452-2915.
SUPPLEMENTARY INFORMATION:

(1) General

Section 226.3 of Regulation Z (12 CFR 
Part 226) is amended to clarify that the 
restriction on unsolicited issuance of 
credit cards in § 226.12(a) and the 
provision in § 226.12(b) limiting a 
cardholder’s liability for unauthorized 
use of a credit card to a maximum of $50 
(both based on the 1970 credit card 
amendments to the Truth in Lending 
Act) apply to credit cards issued for use 
in transactions that are exempt from 
other sections of the regulation. Action 
on this issue was undertaken in 
response to questions about the 
applicability of these two credit card 
provisions from both the public and
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private sectors. The amendment 
resolves any remaining uncertainty that 
the issuance and liability protections 
apply to all credit cards, regardless of 
use or cardholder status. The exempt 
status of a transaction with regard to all 
of the other provisions of the regulation 
is not affected by the amendment, 
therefore, the exemptions continue to 
apply to the cost disclosure, error 
resolution, rescission, and advertising 
requirements.

The Board published this amendment 
for public comment on January 18,1984 
(49 FR 2210) and solicited information 
on questions such as how to minimize 
creditors’ compliance burdens and costs, 
and what other laws exist that provide 
protections against unsolicited issuance 
and liability for unauthorized use of 
credit cards. The Board received 
approximately 60 comments on the 
proposed amendment, including 
comments from 11 Federal Reserve 
Banks. Approximately two-thirds of the 
commenters supported the proposal.

(2) Scope

The Regulation Z exemptions most 
likely to be affected are those for: (1) 
Credit extended by a regulated public 
utility for utility services, including 
credit extended by telecommunications 
companies, and (2) extensions of credit 
for more than $25,000 (if unsecured by 
real estate or by the consumer’s 
principal dwelling). Business credit 
transactions also are generally exempt 
from the regulation; however, the 
regulation presently makes clear that 
the credit card provisions on unsolicited 
issuance and liability for unauthorized 
use apply to cards issued for obtaining 
business-purpose credit. Although the 
types of exempt transactions most 
commonly made with credit cards are 
business transactions and telephone 
calls, the amendment makes clear that 
all credit cards are covered by the 
provisions on issuance and liability for 
unauthorized use, so that the 
amendment also generally applies to 
credit cards issued for use with other 
types of transactions that are exempt 
under Regulation Z. (The regulation also 
exempts credit extended by registered 
broker-dealers for the purchase of 
securities and commodities, certain 
student loans, and home fuel budget 
plans.)

The vast majority of the credit cards 
that are affected by this amendment are 
telephone calling cards. Other than a 
number of the credit cards issued for use 
in consumer asset management 
accounts, there appear to be 
comparatively few cards issued for 
consumer use with fixed credit lines 
over $25,000 that are not secured by real

estate or a principal dwelling.
(Regulation E, Electronic Fund 
Transfers—12 CFR Part 205—governs 
the issuance and liability for 
unauthorized use of virtually all of the 
cards in these consumer asset 
management accounts, as they involve 
access to asset accounts prior to 
accessing credit lines.) For these 
reasons, this discussion will focus on 
telephone credit cards.

(3) Telephone Credit Cards
The questions regarding the 

applicability of the credit card 
amendments to telephone cards take on 
particular importance because of the 
millions of telephone credit cards that 
have been issued in recent years; the 
fact that many paper telephone cards 
are being replaced by plastic cards 
which resemble and function much like 
retail and bank credit cards; and the 
legal changes in the telecommunications 
industry that even further expand the 
number of companies issuing cards. 
Furthermore, because of the wide 
spectrum of cards through which 
telephone serv ices are becoming 
available, ranging from cards issued by 
traditional telephone companies to bank 
credit cards and travel-and- 
entertainment cards, both consumers 
and industry may have difficulty 
distinguishing situations in which the 
credit card protections apply.

The Board is concerned that, unless 
the credit card provisions apply to these 
cards, consumers who use credit cards 
in connection with credit programs 
involving exempt transactions will not 
have any federal protections restricting 
unsolicited issuance of such cards and 
limiting their liability for the 
unauthorized use of the card. Although 
there is no evidence of a pattern of 
abuse at this time, the lack of uniform, 
established legal protection may have a 
serious impact in the future in light of 
the scope of these programs and the 
indications of their continued growth. 
The Board received information 
indicating that only a few other laws 
provide protections against 
unauthorized telephone card charges, 
and these laws are of limited 
application.

The number of telephone credit cards 
issued by AT&T Communications, Inc. 
(AT&T), local Bell operating companies, 
and the independent 
telecommunications companies (not 
including other long-distance 
competitors) as of January 1984 was 
approximately 50 million. The number of 
outstanding cards has increased 
substantially over the last ten months as 
a result of AT&T’s card distribution. The 
use of telephone credit cards is now

being encouraged as the companies seek 
to control fraud losses and other costs 
associated with operator-assisted calls 
billed to third parties, as well as to 
provide consumers with easier access to 
telephone services. Presently, the Board 
understands that the major card issuers' 
stated policies include the issuance of 
cards to new customers only upon 
request and not imposing liability on a 
consumer for unauthorized charges 
made on a card. However, unless the 
credit card protections in Truth in 
Lending apply to these cards, it is 
unknown what policies will be set by 
these companies in the future. It is 
possible that the companies will reverse 
their past policies and seek to impose 
liability on the cardholder whose card is 
used for unauthorized calls.

Unsolicited issuance of credit cards is 
a different type of problem. Among the 
congressional findings leading to the 
ban on unsolicited issuance was that 
unsolicited cards were annoying and 
intrusive and that unsolicited issuance 
may increase the risk of extensive 
unauthorized use when cards are stolen 
before reaching the consumer. Because 
the vast majority of the telephone cards 
contain all of the information necessary 
for immediate use, unauthorized calls 
are relatively easy to make. Even if, 
ultimately, no liability were imposed on 
the consumer, the consumer not only 
would be subjected to the burden of 
proving that the card was never 
received, but also to the inconvenience 
of resolving the unauthorized billings.

The Board also believes that since 
credit cards used by businesses and for 
business purposes are subject to the 
protections, it is reasonable for credit 
cards used by consumers for personal 
credit transactions to be subject to the 
same protections. In addition, the 
amendment gives holders of telephone 
credit cards protections that are 
comparable to those available to 
consumers using other credit cards or 
debit cards to pay for the calls. 
Consumers now have the choice of a 
wide spectrum of cards with which to 
make telephone calls. Consumers who 
use any of these cards are in an equally 
difficult position to protect themselves 
against the risks of their cards being 
used fraudulently.

(4) Effective date; transition provisions

The amendment is generally effective 
on December 31,1984. However, a 
limited delayed compliance date has 
been provided for the unsolicited 
issuance prohibition set forth in 
§ 226.12(a) to minimize initial 
compliance costs associated with the
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amendment while still assuring 
consumer protections.

In regard to the unsolicited issuance 
prohibition, the Board has set a 
compliance date of January 29,1985, in 
order to give issuers sufficient time to 
communicate the issuance rules 
throughout their organizations and to 
stop all procedures that might not 
comply, thereby avoiding inadvertent 
violations. The Board had solicited 
comment on waiving the unsolicited 
issuance prohibition as the AT&T 
Communications, Inc.’s one-time card 
distribution to all consumers who have 
either a Bell system card or a card 
issued by an independent company used 
for service over AT&T facilities; 
however, as distribution of the new card 
is substantially complete, that issue is 
now moot.

In its proposal, the Board solicited 
public comment on possible actions to 
minimize initial compliance costs. One 
issue involved outstanding cards or 
agreements containing language that is 
inconsistent with the liability limitation 
rules. The Board solicited comment on 
whether it should stipulate that card 
issuers not be required to replace 
existing cards or agreements merely to 
change misleading language (such as 
language on the card indicating that the 
cardholder is responsible for all charges 
made with the card), even though the 
liability limitations of Regulation Z 
already would be effective. Then, as 
new cards are issued or new agreements 
printed, the language would have to be 
modified to accurately reflect the limits. 
The commenters overwhelmingly 
indicated their support for correction of 
inconsistent language on credit cards 
and in agreements according to normal 
replacement schedules rather than 
immediate replacement. The Board 
agrees that this approach should help to 
minimize creditors’ transitional costs. 
Card issuers electing to impose any 
liability for unauthorized use on the 
cardholder would, of course, need to 
comply with the conditions of liability 
set forth in § 226.12(b).
(5) Regulatory Flexibility Analysis

The Board’s Division of Research and 
Statistics has prepared a regulatory 
flexibility analysis. A copy of the 
analysis may be obtained from 
Publications Services, Board of 
Governors of the Federal Reserve 
System, Washington, D.C. 20551, at (202) 
452-3245'.
List of Subjects in 12 CFR Part 226

Advertising, Banks—banking, 
Consumer protection, Credit, Federal 
Reserve System, Finance, Penalties, 
Truth in lending.

(6) Text of Revision
Pursuant to the authority granted in 

section 105 of the Truth in Lending Act 
(15 U.S.C. 1604 as amended), Regulation 
Z, 12 CFR Part 226, is amended by 
adding an Office of Management and 
Budget control number to §226.1, 
removing footnote 4 to § 226.3(a) and 
adding a new footnote 4 to § 226.3 to 
read as follows:
S 226.1 Authority, purpose, coverage, 
organization, enforcement and liability. 
* * * * *

(Information collection requirements 
contained in this section have been approved 
by the Office of Management and Budget 
under OMB Control No. 7100-0199.) 
* * * * *

§ 226.3 Exempt transactions.

This regulation does not apply to the 
following:4 * * *

4The provisions in |  226.12 (a) and (b) 
governing the issuance of credit cards and 
the liability for their unauthorized use apply 
to all credit cards, even if the credit cards are 
issued for use in connection with extensions 
of credit that otherwise are exempt under this 
section.
* * * * *

By order of the Board of Governors of the 
Federal Reserve System, November 27.1984. 
William W. Wiles,
Secretary of the Board.
[FR Doc. 84-31493 Filed 11-29-64; 8:45 am]
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