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To A ll State Member Banks, and Others Concerned, in the Second Federal Reserve D istrict:

Following is the text of a statement issued January 20 by the Board of Governors of 
the Federal Reserve System:

The Board of Governors of the Federal Reserve System today amended its regulations to imple
ment legislation enacted by Congress that bans unsolicited issuance of credit cards and generally limits 
to $50 a cardholder’s liability for unauthorized use of a credit card.

The amendments add a new section to the Board’s Truth in Lending Regulation Z and incorporate 
references to credit cards in an existing section outlining the scope and purposes of the regulation. 
The amendments also permit States to apply for exemption from the Federal credit card law and 
regulations where they have substantially similar laws and regulations and adequate provision for 
enforcement.

i

Under the law, if a card issuer wishes to hold a cardholder liable for unauthorized use, he can 
do so only if :

1. the card has been accepted;
2. the liability does not exceed $50;
3. adequate notice of potential liability was furnished to the cardholder;
4. the card issuer has provided an addressed notification statement which the cardholder may 

return in the event of loss or theft of a credit ca rd ; and
5. the unauthorized use occurs before the cardholder has notified the card issuer of the loss, 

theft or other occurrence.
In addition, for cards issued after January 24, 1971—and after January 24, 1972 for all cards no 

matter when issued—a cardholder is liable for unauthorized use only if the card issuer has provided 
a method by which the user of a card can be identified as the person authorized to use it.

Major provisions of the regulatory amendments:
—Define a credit card as “any card, plate, coupon book, or other single credit device existing for 

the purpose of being used from time to time upon presentation to obtain money, property, labor or 
services on credit.” Such instruments as notes, checks, drafts and gift certificates are not covered by 
this definition and consequently are not subject to the $50 liability limit for unauthorized use.

— Specify the information to be provided by the card issuer in advising cardholders of their 
potential liability for unauthorized use. This information is to be provided on the credit card or at 
two year intervals.

— Specify a method of identification of the user of the credit card such as by signature, photo
graph, or fingerprint on the card, or electronic or mechanical confirmation.
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Regulation Z, in its provisions covering rescission and disclosure of the terms of a credit trans
action, requires creditors to preserve for two years evidence that they met those requirements of 
Truth in Lending. No such provision is included in the regulatory amendments relating to credit 
cards and no record retention requirements are applicable.

Enclosed are copies of the amendments referred to in the above statement and of 
Supplement IV to Regulation Z, which contains the procedures and criteria under which 
States may apply for exemption from the provisions of the Federal credit card law. 

Additional copies of this circular and its enclosures will be furnished upon request.

A l f r e d  H a y e s ,
President.

— Specify that the cardholder's notice of loss, theft, or possible unauthorized use will be con
sidered given at the time of receipt or at the expiration of the time ordinarily required for
transmission.
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