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AMENDMENT TO REGULATION E — ELECTRONIC FUND TRANSFERS 

Disclosure of Consumers’ Liability For Unauthorized Use of EFT Cards

']

To All Banking Institutions, and Others Concerned, 
in the Second Federal Reserve District:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve System:
The Federal Reserve Board has adopted as part of its Regulation E — electronic transfer of funds — a rule 

requiring:

That issuers of EFT cards make certain disclosures to card holders regarding the consumer’s liability for the 
use of lost or stolen cards as a precondition to imposing any liability on EFT card holders.

The Electronic Fund Transfer Act of 1978 (Title XX of the Financial Institutions Regulatory and Interest 
Rate Control Act of 1978) directs the Board to issue implementing regulations. The Act protects consumers in 
their use of electronic fund transfer services. Electronic fund transfer services permit customers to transfer funds 
without the use of checks. One way of doing so is by the use of an EFT card. EFT cards can be used by con
sumers to withdraw cash from their accounts at automated teller machines, or to debit the consumer’s account at 
the point of sale for purchases of goods or services.

The Board earlier this year issued a set of final rules implementing sections of the Act that became effective 
February 8, 1979. Other sections of the Act do not become effective until May 1980. In March, together with its 
final rules, the Board proposed further rules regarding disclosure of consumer liability for unauthorized use of 
EFT cards. It adopted a modified version of one of the proposed alternatives.

Under the further final rule as adopted, effective August 1, 1979, consumers will have no financial respon
sibility for unauthorized use of EFT cards if the card issuer has not made the following disclosures:

a. What the consumer’s liability will be for unauthorized use of the card;
b. The telephone number and address for reporting a lost or stolen card, and
c. The days when an institution can be notified of loss or theft of a card.

Financial institutions may make these disclosures at a time of their own choosing. However, until the 
disclosures are made, a consumer could not be held liable for unauthorized use of the EFT access device.

Until August 1, the consumer’s liability will be determined by the provisions of the EFT Act that went into 
effect February 8. Namely, consumers could be held liable for unauthorized use of their cards as provided in the 
Act whether or not they were advised of their potential liability.

In May 1980 financial institutions will be required, by provisions of the Act, to make the above disclosures, 
and others, to all consumers who use EFT services.

The EFT Act provides that consumers who report loss or theft of a card within two business days of learn
ing of such loss or theft are liable for up to $50 of unauthorized use. Liability rises to a limit of $500 if this time 
limit is passed and the financial institution shows that losses would not have occurred but for the consumer’s 
failure to report. If the consumer fails to report unauthorized use of a card within 60 days after issuance of a 
periodic statement showing unauthorized use, the Act provides that the consumer’s loss may be unlimited with 
respect to transfers made after the 60 days.

Printed on the following pages is the text of the Regulation E amendment, effective August 1, 1979. 
The amendment will be incorporated in the new Regulation E pamphlet, which will be sent to you when 
available. Questions regarding Regulation E may be directed to our Consumer Affiars Division (Tel. No. 
212-791-5919).

PAUL A. VOLCKER,
President.
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Board of Governors of the Federal Reserve System 

ELECTRONIC FUND TRANSFERS

AMENDMENT TO REGULATION E

(effective August 1, 1979)

FEDERAL RESERVE SYSTEM

12 CFR Part 205

[Reg. E; Docket No. R-0212]

Electronic Fund Transfers; Disclosure 
of Consumers’ Liability for 
Unauthorized Transfers

AGENCY: Board of Governors of the 
Federal Reserve System. 
a c t io n : Final rule.

s u m m a r y : Section 909 of the Electronic 
Fund Transfer Act, which relates to 
consum ers' liability for unauthorized 
transfers, becam e effective on February 
8,1879. The Board is adopting an 
am endm ent to Regulation E, which 
implements the EFT Act. The 
am endment requires financial 
institutions to give certain disclosures 
before imposing any liability for 
unauthorized use of an access device. 
The am endm ent generally corresponds 
to Proposal B, one of two proposals that 
w as published for comment on M arch 
28, 1979 (44 FR 18514). Unlike Proposal 
B, however, the am endm ent does not set 
a deadline for making disclosures. 
Rather, it permits an institution to make 
the disclosures if and when the 
institution chooses to do so. Until 
disclosures are made, however, a 
consumer cannot be held liable for 
unauthorized use of the access device.

This am endm ent becomes effective 
August 1,1979. Unauthorized transfers 
initiated betw een February 8 and July 
31,1979, are governed by the statutory 
provisions and by the regulations 
adopted by the Board in M arch (44 FR 
18408). Since, under those provisions, 
liability disclosures w ere required only 
in the case of unsolicited access devices, 
consumers could be held liable for 
transfers initiated during this period 
even if liability disclosures were not 
m ade before the transfer occurred.
EFFECTIVE DATE: August 1,1979.
FOR FURTHER INFORMATION C O N TA C T
Regarding the regulation: Dolores S. 
Smith, Section Chief, Division of 
Consum er Affairs, Board of Governors 
of the Federal Reserve System. 
W ashington, D.C. 20551 (202-452-2412).

Regarding the economic impact analysis: 
Frederick J. Schroeder, Economist, 
Division of Research and Statistics. 
Board of Governors of the Federal 
Reserve System, W ashington, D.C. 20551 
(202-452-2584).
SUPPLEMENTARY INFORMATION: (1) On
M arch 28,1979, the Board published 
final regulations implementing sections 
909 and 911 of the Electronic Fund 
Transfer Act, the two sections that 
becam e effective on February 8,1979. 
Under those regulations, only consumers 
who receive an unsolicited access 
device for making electronic fund 
transfers need be given notice of their 
potential liability for unauthorized 
transfers. The vast majority of users of 
EFT devices, however, might not learn 
of their liability until the remaining 
provisions of the Act and regulation go 
into effect in May 1980.

The Board believes it is important for 
all consumers to be informed about the 
rules ihat govern liability for 
unauthorized transfers. Accordingly, the 
Board published two alternative 
proposals regarding disclosure of 
liability (44 FR 18514, March 28,1979). 
The proposals, labelled Proposals A and 
B, would have required Financial 
institutions that hold consumers liable 
for unauthorized use to disclose no later 
than August 1,1979: the consum er's 
liability for unauthorized transfers, the 
address and telephone number to be 
used for reporting the loss or theft of an 
access device, and the Financial 
institution's business days. For access 
devices issued after August 1, 
disclosures would have been required 
before the First electronic fund transfer 
w as initiated. Proposal B would have 
m ade delivery of the three disclosures a 
precondition to the institution’s 
imposing liability on the consumer. 
Under either proposal, an institution 
that imposed no liability on consumers 
would have been exempt from making 
th^ disclosures.

Both proposals would have required 
disclosures to be m ade by August 1,
1979, for accounts that can be accessed 
by an EFT device. Many com menters 
did not understand this. They thought 
that under Proposal B disclosures could 
be m ade at any time before May 1980, so

long as the consumer w as not held liable 
until the disclosures were made.

The Board received 55 comments. 
Twenty-five supported Proposal B, and a 
number of com menters endorsed both 
proposals. Twenty-one objected to the 
Board’s adopting any disclosure 
requirement; of this number, 8 preferred 
Proposal B provided the Board gave 
institutions the right to decide when to 
make disclosures and to whom.

The commenters who supported 
Proposal B (or a modified version of it) 
believe it would give financial 
institutions greater flexibility to decide 
for themselves whether and when to 
m ake the liability disclosures. They note 
that under Proposal B consumers would 
be protected w hether or not an 
institution chose to make the 
disclosures. They also believe that 
consumers must be told the rules for 
limiting their liability if the Act's 
provisions limiting liability are to have 
any meaningful effect.

Commenters who oppose a disclosure 
requirem ent say that the proposed 
disclosures would mean added costs, 
since other disclosures still have to be 
given in May 1980. Having to make 
disclosures now may require a 
reallocation of resources, and some also 
feel that they need more time to resolve 
apparent conflicts betw een Federal and 
State EFT laws.

Sixteen commenters questioned the 
Board’s authority to require disclosures 
and to make their delivery a 
precondition to an institution's being 
able to impose liability on consumers. 
They believe that Congress, in making 
the liability lim itations effective in 
February 1979, consciously decided to 
postpone disclosure of these provisions 
until May 1980 (except in the case of 
access devices issued on an unsolicited 
basis). Similarly, they believe that 
Congress did not intend to precondition 
liability on disclosures until the general 
disclosure requirem ents go into effect in 
May 1980.

Some argued that, as a practical 
matter, disclosure is not necessary to 
protect consumers. This opinion is 
based on the fact that consumers who 
previously had potentially greater 
liability than the Act now allows will 
autom atically have that liability reduced 
to conform to the Act's limits. This
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reduction of potential liability will take 
place even if consumers are not 
personally notified of their more limited 
liability. In addition, these commenters 
noted, consumers who previously had 
less liability than the Act allows will not 
be affected, because the Act does not 
override agreements or State laws that 
impose lesser liability.

These arguments fail to address, 
however, the need for consumers to 
know that liability standards require 
prompt reporting of the loss or theft of 
an access device to insure minimum 
liability. M any consumers may not 
know, for example, that their potential 
liability will increase from $50 to $500 if 
they fail to report the loss or theft of an 
access device within two business days 
of learning of the loss or theft. Similarly, 
they may not know that they must report 
an unauthorized transfer that appears 
on a periodic statem ent within 60 days, 
in order to avoid unlimited liability for 
subsequent transfers. W ithout 
knowledge of these rules, consumers' 
legal right to limit their liability may be 
meaningless.

In the Board's judgment, based on the 
comments and its own analysts, 
disclosure of consum ers’ liability is 
necessary to carry out the purposes of 
§ 909 of the Act, which is now in effect. 
The primary purpose of the EFT Act is 
to provide protection to consumers who 
use EFT services. The Board believes 
consumers will be protected only if they 
are advised of the rules that govern their 
liability for unauthorized transfers.

Accordingly, the Board is adopting an 
am endm ent to § 205.5(a) of Regulation E. 
The am endm ent adds a third condition 
to the general rule regarding consumer 
liability for unauthorized transfers, by 
requiring the issuer of an access device 
to disclose: the consum er’s liability for 
unauthorized transfers, the telephone 
num ber and address for reporting a lost 
or stolen access device, and the 
institution’s business days. Financial 
institutions must make these disclosures 
before they can hold consumers liable 
for the unauthorized use of an access 
device. Institutions are not required to 
m ake new  disclosures to comply with 
§ 205.5(a) as am ended if they have 
already told customers of their potential 
liability for unauthorized use under 
S tate or Federal law  or an agreement 
with the institution.

This amendment will become 
effective on August 1,1979, and applies 
to any transfer initiated on or after that 
date. It should be noted that the Board 
has not set a deadline for making 
disclosures. The amendment permits an 
institution to make the liability 
disclosures if and when the institution 
chooses to do so. Until disclosures are

made, however, a consumer cannot be 
held liable for unauthorized use of the 
access device.

Financial institutions may elect to 
send disclosures to some accounts and 
not others. For example, they m ay send 
disclosures to active accounts 
accessible by an EFT device, and not 
send disclosures (absorbing any losses) 
for inactive accounts. Similarly, an 
institution may decide to send 
disclosures to customers with an EFT 
card usable at cash dispensing 
machines, but not to customers whose 
sole accefss device is a code used in a 
telephone bill-paying service.

Unauthorized transfers initiated 
betw een February 8 and July 31,1979, 
rem ain subject to the statutory and 
regulatory disclosure requirem ents now 
in effect. Since these requirem ents 
m andate disclosures only in connection 
w ith unsolicited access devices, a 
consumer could be held liable for 
transfers initiated during this period 
even if disclosures had not been given.

The am endm ent contains an 
exception regarding disclosure of an 
institution’s business days (item 3 of the 
required disclosures). The business day 
disclosure is intended to let consumers 
know w hat days will count tow ard 
determining w hether the consumer has 
notified the institution "within 2 
business days” of learning of the loss or 
theft of an access device. After 2 
business days, the consumer’s potential 
liability increases from $50 to $500 
under the Federal EFT Act. W isconsin 
institutions requested an exception to 
the business-day requirem ent on the 
grounds that under W isconsin law, 
consumers can only be held liable for up 
to $50. whether or not they report a loss 
w ithin 2 business days. They believe 
that institutions which have already 
disclosed the first two items to 
consumers should not have to make new 
disclosures because of a remaining 
undisclosed item that-is largely 
irrelevant.

The exception in § 205.5(a)(3)(iii) will 
be available in instances where a 
consum er's liability, under applicable 
S tate law  or an agreement with the 
institution, cannot exceed $50 and, thus, 
is not contingent on notification within a 
specified number of business days.

(2) Economic im pact analysis. Section 
904(a)(2) of the Act requires the Board to 
prepare an analysis of the economic 
impact of regulations issued by the 
Board to implement the A ct.'T he

'The analysis must consider the costs and 
benefits of the proposed regulation to suppliers and 
users of EFT services, the effects of the proposed 
regulation on competition in the provision of 
electronic fund transfer services among large and 
small Financial institutions, and the effects of the 
proposed regulation on the availability of EFT

following economic analysis 
accom panies am ended § 205.5(a) of the 
regulation, which implements in part 
§ 909 of the Act.

The am endment adopted by the board 
makes disclosures before May 1980 
optional but provides that a financial 
institution can hold a consumer liable 
for unauthorized transfers from the 
consum er’s account only after 
disclosures have been made. The 
am endment shifts to the institution all 
liability for unauthorized transfers after 
July 31.1979, unless disclosures are 
made. Institutions thus face potentially 
large losses associated with lost or 
stolen access devices or unauthorized 
transactions not reported by consumers.

Institutions may regard this increased 
liability exposure as an incentive to 
make disclosures, which would induce 
consumers to handle access devices 
more carefully and to scrutinize periodic 
statem ents for unauthorized transfers. 
Making disclosures for all existing 
accounts—or, alternatively, for all 
active accounts—would provide more 
consumers with information and give 
them the incentive for quickly reporting 
loss or theft of a card or unauthorized 
transfers from an account. Both system- 
wide and average individual losses 
would be diminished. Interim liability 
disclosures would also provide 
consumers with information that 
improves their ability to decide w hether 
to use EFT services. Another potential 
benefit to institutions is greater 
consumer acceptance of EFT stemming 
from increased certainty about the 
liability rules applicable to unauthorized 
transfers.

Against these potential benefits 
financial institutions would have to 
weigh costs that would be incurred for 
disclosure statem ent drafting, legal 
advice, printing and distribution. Costs 
associated with the disclosure program 
would be passed on to consum ers to 
some degree. Commenters offered no 
empirical estim ates of expected per- 
account costs associated with disclosure 
programs, although several com menters 
sta ted  that they expected costs to 
exceed all possible benefits. The 
am endment would permit institutions to 
choose optimal disclosure programs 
after weighing the expected costs and 
benefits associated with making the 
disclosures to all or some of their 
account holders. A more efficient 
allocation of resources would result 
with no loss of consumer protection

services to different classes of consumers, 
particularly low-income consumers. The analysis 
presented here is to be read in conjunction with the 
economic impact analysis that accompanied the 
Board's Regulation E at 44 FR 18474. March 28.1979. 
and 44 FR 25858. May 3. 1979.

3

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



relative to the liability provisions 
established by the Act.

It is not apparent w hether small 
financial institutions or low-income 
consum ers are likely to be placed at 
significant cost or other disadvantage. 
The am endm ent will, however, allow 
institutions flexibility to adapt to the 
ultim ate disclosure requirem ents 
m andated by the Act for May 1980, so 
that small institutions should be better 
able (than under a m andatory disclosure 
requirem ent) to schedule the relatively 
larger fixed-cost expenditures 
associated  with their disclosure 
programs.

(3) Pursuant to the authority granted 
in Pub. L. 95-630 (to be codified in 15 
U.S.C. 1693b), the Board revises 12 CFR 
205.5(a) as follows:

§ 205.5 Liability of consumer for 
unauthorized transfers.

(a) General rule. A consumer is liable, 
within the limitations described in 
paragraph (b) of this section, for 
unauthorized electronic fund transfers 
involving the consumer's account only if:

(1) The access device used for the 
unauthorized transfers is an accepted 
access device;

(2) The financial institution has 
provided a m eans (such as by signature, 
photograph, fingerprint, or electronic or 
mechanical confirmation) to identify the 
consumer to whom the access device 
w as issued; and

(3) The financial institution has 
provided the following information, in 
writing, to the consumer;

(i) The consum er’s liability under 
§ 205.5, or under other applicable law  or 
agreement, for unauthorized electronic

fund transfers and, at the financial 
institution’s option, notice of the 
advisability of prompt reporting of any 
loss, theft, or unauthorized transfers.

(ii) The telephone number and 
address of the person or office to be 
notified in the event the consumer 
believes that an unauthorized electronic 
fund transfer has been or may be made.

(iii) The financial institution's 
business days, as determined under
§ 205.2(d), unless applicable State law  or 
an agreem ent betw een the consumer 
and the financial institution sets a 
liability limit not greater than $50. 
* * * * *

By order of the Board of Governors, June 7, 
1979.
Theodore E. Allison,
Secretary of the Board.
|FR Doc. 79-18458 Filed 6-12-79 8:45 em|
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