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ELECTRONIC FUND TRANSFERS 

Amendments to Regulation E

To All Depository 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 announcing final amendments to its Regulation E  effective in most respects on November 
15, 1987, that would eliminate the requirement for periodic statements for certain providers of 
Electronic Fund Transfers services:

The Federal Reserve Board has approved amendments to Regulation E , Electronic Fund Transfers 
(EFT), which eliminate the periodic statement requirement for providers of EFT services that do not hold 
consumer accounts. The amendments apply, for example, to retailers that offer point-of-sale EFT serv­
ices to consumers and clear the transactions through the automated clearing house system.

Elimination of the periodic statement requirement is subject to the following conditions:

° the debit card issued to consumers must include an address or telephone number to be used to 
contact the service provider,

° the information needed to identify the transaction in accordance with Regulation E, including a 
terminal’s location, must be sent to the account-holding financial institution (AHFI), and

° the time periods available to the consumer for notice of errors and lost or stolen debit cards must 
be extended and certain additional disclosures must be provided.

The amendments also will require AHFIs to include a description of these EFT transactions on peri­
odic statements provided to their customers. To facilitate compliance for AFIFIs, disclosure of a termin­
al’s location will not be required until July 1, 1990. In addition, financial institutions with assets of $25 
million or less will not be required to comply with any aspect of the regulation as to these EFT transac­
tions (except to cooperate with the service provider in the investigation of errors) until July 1, 1990.

Enclosed —  for depository institutions and others that maintain sets of the Board’s regulations 
—  is the complete text of the amendment, which has been reprinted from the Federal Register of 
August 18; copies will be furnished to others upon request directed to the Circulars Division of this 
Bank. Questions regarding Regulation E  may be directed to our Compliance Examinations Depart­
ment (Tel. No. 212-720-8136).

E. Ger a ld  C o rrig an , 

President.



Board of Governors of the Federal Reserve System

ELECTRONIC FUND TRANSFERS

AMENDMENTS TO REGULATION E

(effective November 15, 1987)

FEDERAL RESERVE SYSTEM

12CFR PART 205

[Reg. E; Docket No. R-0578]

Electrons© Fund Transfers

AGENCY: B oard  of G overn ors of the 
F ed eral R eserve System . 

a c t io n : Final rule. * 1

SUMMARY: T he B o ard  has am ended  the 
requirem ents applicable under 
R egulation E  to e lectron ic  fund tran sfer  
(EFT ) se rv ice s  in itiated  by n o n -acco u n t­
holding fin an cial institutions (a t point of 
sale , for exam p le) and p ro cessed  
through the au tom ated  clearing house  
system  for debiting to a  co n su m er’s 
acco u n t. The am en d m en ts elim inate the 
periodic sta tem en t requirem ent for 
p erson s that provide E F T  se rv ice s  to 
con su m ers, but do not hold con su m er  
a cco u n ts , if they

(1) Issue a debit ca rd  to the consum er 
th at includes an  ad d ress  or telephone  
num ber to be used  by the con su m er to 
c o n ta c t the serv ice  provider:

(2) Send inform ation  n eeded  to 
identify the tra n sa ctio n  in a c co rd a n c e  
w ith R egulation E  (including the 
term inal location ) to the account-holding  
fin an cial institution: and

(3) E x te n d  the tim e periods availab le  
to the con su m er for n otice  of errors and  
lost or stolen  debit ca rd s, an d  give  
certa in  ad ditional d isclosu res.

The am en d m en ts will also  require  
accoun t-holdin g fin an cial institutions to

include a descrip tion  of these E FT  
tra n sactio n s on period ic statem en ts  
provided to their cu stom ers.

T h ese am en d m en ts w ere m ade in 
resp on se  to req u ests from  financial 
institutions an d  from service  providers, 
cu rrent and poten tial. C hanges to the 
regulation  w ere  p roposed  by the B oard  
last A ugust (51 FR 28589, A ugust 8,
1986). The am en d m en ts should facilita te  
the developm ent of point-of-sale E F T  
services  that m ake use of the au tom ated  
clearing house system  for processing, 
w ithout im posing substantial 
com p lian ce co sts  on financial 
institutions or significantly reducing  
consum er protections.

d a t e s : Effective D ate:  N ovem ber 15, 
1987.

H ow ever, to facilita te  com p lian ce for 
account-holding institutions, d isclosu re  
of the term inal location  will not be 
required until July 1 ,1 9 9 0 . In addition, 
account-holding institutions with a sse ts  
of $25 million or less will not be required  
to com ply with any asp ect of the 
regulation as to these tran sactio n s  
(excep t to co o p erate  w ith the service  
provider in the investigation of errors) 
until July 1, 1990.

FOR FURTHER INFORMATION CONTACT:
Regarding the regu latory  changes, 
co n tact: G erald  P. H urst or John C.
W ood  (Senior A ttorn eys), Division of 
C onsum er and Com m unity A ffairs,
Board  of G overnors of the Fed eral  
R eserve System , W ashington , DC 20551,

(202) 4 5 2 -3 6 6 7 . Regarding the regulatory  
an alysis, co n ta ct F red erick  J. S ch roeder  
(Econom ist), Division of R esearch  and  
S tatistics, B oard  of G overnors of the 
F ed eral R eserve System , W ashington, 
DC 20551, (202) 452-2 5 8 4 . F or  
T elecom m un ications D evice for the D eaf 
(TDD) users only, co n tact: E a m estin e  
Hill or D orothea Thom pson, (202) 4 5 2 -  
3544.
SUPPLEMENTARY INFORMATION:

(1) Background
The E lectron ic  Fund T ran sfer A ct  

(E FT A ) (15 U .S.C . 1693 et seq.), 
im plem ented by R egulation E  (12 CFR  
P art 205), estab lish es the b asic  rights, 
liabilities, and responsibilities of 
con su m ers w ho use e lectron ic  fund 
tran sfer (EFT ) serv ices  and of financial 
institutions that offer such services.

The prim ary ob jectiv e  of the a ct is to 
provide individual con su m er rights. The  
a ct and the B o a rd ’s R egulation E  require  
financial institutions, for exam p le , to 
give initial d isclosures con cernin g their 
E F T  serv ices  and to provide receip ts  
and periodic acco u n t s tatem en ts . The  
a ct and regulation  also  limit con su m er  
liability for unauthorized E F T s and  
require institutions prom ptly to 
in vestigate and resolv e  con su m ers  
claim s of E F T  errors. In part, C ongress  
had in mind that providing th ese and  
oth er safegu ard s w as  im portant to build 
public con fid en ce in E F T  system s (and  
thus help en su re their developm ent).

A t the sam e time, the sta tu te  requires  
the Board , in prescribing regulations, to

For this Regulation to be complete, retain:
1) Regulation E pamphlet, effective April 16, 1985.
2) Technical amendment effective March 4, 1985.
3) This slip sheet.

See also Official Staff Commentary on Regulation E 
(available on request).

[Enc. Cir. No. 10188]
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take into acco u n t and allow  for the 
continuing evolution of e lectro n ic  
banking serv ices  and the technology  
utilized in such serv ices : and to an aly ze  
the effects of the B o ard ’s regulations on 
com petition  in the provision  of 
electro n ic banking serv ices  am ong large  
and sm all financial institutions, and on 
the availab ility  of such serv ices  to 
different c la sse s  of con su m ers. The  
B oard  is also  d irected , to the ex ten t  
p racticab le , to d em o n strate  that the 
co n su m er p rotection s outw eigh the 
com p lian ce  co sts . (Section  904(a ) of the 
E F T  A .)

T he E F T A  applies to all types of E F T  
services  provided to con sum ers. T h ese  
include debits and cred its  to con sum ers  
a cco u n ts  through the au to m ated  clearing  
house (A C H ) system : telephone bill- 
paym ent and hom e banking serv ices : 
au tom ated  teller m achine tran sactio n s; 
and d eb it-card  tran sa ctio n s  m ade at 
point of sale  (PO S). The E F T A  applies 
principally to accou nt-h old ing financial 
institutions (A H FIs), but S ection  904(d) 
of the a c t  also  d irects the B o ard  to co v e r  
in its regulations o th er provid ers of E FT  
services. The regulation  ca rrie s  out this 
statu tory  d irective by a lso  covering  "a n y  
person  w ho issues an a c c e s s  d ev ice  and  
ag rees w ith a co n su m er to provide  
electro n ic fund tran sfer s e rv ic e s .” 
(Section  2 06 .2(i) of R egulation  E.)

O ften the p erson  providing the 
serv ice — the serv ice  provid er— an d  the 
A H FI join together to offer an  E FT  
service . In such c a s e s  the p arties will 
usually co n tra c t b etw een  th em selves to 
ensure that the obligations im posed by 
the act and regulation  are  carrie d  out.
But if there is no agreem ent, the 
regulation a llo ca te s  the responsibilities  
b etw een  the service  p rovid er and the 
A H FI. B asically , the regulation  requires  
serv ice  providers to com p ly w ith all the 
requirem ents of the a c t  and regulation  
that re la te  to the E F T  service .

In recen t y e ars , there h as been  
grow ing in terest in an altern ativ e  to 
d irect debit, on-line sy stem s for 
p rocessing  p oin t-of-sale  tran sactio n s, 
one that m akes use of the au to m ated  
clearing house system . U se of the A C H  
en ables a serv ice  p rovid er to a c c e s s  
con sum er acco u n ts  a t different financial 
institutions w ithout having to en ter into  
a sp ecific agreem ent w ith each  A H FI on  
w hich it m ay be collecting funds.

T yp ically , a P O S /A C H  service  will 
involve a reta iler and a traditional  
financial institution such as a bank. The  
retailer, o r a bank on the re ta ile r’s 
behalf, will issue the con su m er a debit 
card  and p erson al identification  num ber 
(PIN). T he con sum er, in turn, furnishes  
the re ta iler w ith the ch eck in g -acco u n t  
num ber and the A H F I’s routing num ber. 
In the P O S /A C H  system , w hen the

con sum er uses the debit card  to m ake a 
tran sactio n  at point o f sale, the 
tran sactio n  is not im m ediately posted  to 
the con su m er’s acco u n t, as is often the 
ca se  in d irect debit, on-line system s. 
Instead, the tran sactio n  d ata  are  
initially stored  by the re ta iler (or the 
retailer's bank) and b atch ed  with other 
tran sactio n s: later, the tran sactio n  d ata  
are sent through the A C H  for collection .

In the p ast sev era l y ears , the Board  
h as received  inquiries about the 
R egulation E responsibilities of serv ice  
providers offering P O S /A C H  services. 
The inquiries h ave focused  prim arily on 
the requirem ent governing periodic  
statem ents.

The regulation  requires service  
providers to give con sum ers a periodic  
statem ent at least m onthly if E FT s h ave  
been m ade by the con su m er and  
quarterly  if no E F T  has o ccu rred . 
Typically , the statem en t given by the 
service p rovid er will con tain  the 
following inform ation regarding  
tran sfers m ad e w ith the debit card  
issued by the serv ice  provider:

0 The co n su m er’s acco u n t number.
° Inform ation about each  transfer  

m ade during the cy cle — the am ount of 
the transfer, the d ate  the tran sfer w as  
m ade by the consum er, the type of 
transfer, the location  of the electron ic  
term inal, and the nam e of the p ayee.

0 The am ount of any fees or ch arges  
for transfers.

° The ad d ress  and telephone num ber 
to be used for inquiries or notice of 
errors.

(2) The Board’s August 1986 Proposal
S ervice p rovid ers and financial 

institutions in terested  in developing  
P O S /A C H  sy stem s ask ed  the B oard  to 
elim inate the p eriodic statem en t  
requirem ent. T hey believed  that, 
b ecau se  of the co sts  involved, the 
n ecessity  of sending periodic sta tem en ts  
im pedes the grow th of P O S /A C H  
system s. T hey said  that the requirem ent 
is p articu larly  onerous for an institution  
such as a g ro cery  sto re  or other re ta iler  
that does not cu stom arily  send  
cu stom ers a periodic statem en t. T hey  
also believed  such a statem en t is 
u n n ecessary , and claim ed  that its co st  
e x ce e d s  the con su m er benefits. M uch of 
the inform ation, they noted, also  
ap pears on the period ic statem en t 
receiv ed  by the con sum er from the 
A H FI.

In A ugust 1986. the Board  published  
for public com m ent a proposal to am end  
R egulation E  (51 FR 28589, A ugust 8, 
1986) to elim inate the period ic statem en t  
requirem ent for serv ice  p rovid ers if they  
m et certa in  conditions. The Board  also  
proposed to require A H FIs to include

descrip tion s of the P O S /A C H  
tran sactio n s  on their periodic  
statem en ts  to con su m ers. (B ecau se  
R egulation E, until now , h as im posed no 
docum entation  requirem ents on A H FIs  
for P O S /A C H  tran sactio n s , A H FIs  
curren tly  m ay show  only the am ount of 
the debit and the posting d a te  on  
periodic s tatem en ts .) The B oard  
prop osed  to require A H FIs to identify  
the serv ice  provider as the recip ien t of 
the funds debited  and to give the 
term inal location — inform ation th at  
w ould be receiv ed  through the A C H .

In publishing the p rop osal for public  
com m ent, the B o ard  suggested  th at the 
p roposed  chan ges w ould:

0 Elim inate a requirem ent that m ay  
pose a b arrier to the develop m en t an d  
use of P O S /A C H  system s (thus limiting 
new  E F T  serv ices  to con su m ers).

0 Provide continued con su m er  
p rotection  by ensuring that con su m ers  
rece iv e  certain  inform ation from  serv ice  
providers on receip ts  or in periodic  
n otices, and  by ensuring th at the 
d etailed  tran sactio n  id entification  is on  
the A H FI’s periodic s tatem en ts .

° R esult in benefits to consum ers, 
serv ice  providers, and financial 
institutions, w ithout im posing  
sub stan tial com p lian ce co sts  on A H FIs. 
The B oard  ex p re sse d  sp ecial interest, 
h ow ever, in hearing from com m enters  
about the effects that the p roposed  
chan ges might h ave on A H FIs, 
p articu larly  sm all institutions. The  
B o a rd ’s n otice specifically  solicited  
com m ent on com p lian ce co sts.

The B oard  receiv ed  ap p roxim ately  350  
com m ents on the p roposal; ab ou t 65  
p ercen t of them opposed  the ch anges.
But although the m ajority  of fin an cial 
institutions and alm ost all of the 
fin an cial institution trad e a sso cia tio n s  
opposed  the chan ges, m any banks and  
oth er fin an cial institutions supported  
them . E ven  am ong institutions of sim ilar 
size, there w ere  those that opposed  and  
those that favored  the p roposal.

The institutions opposing the 
p roposed  am en d m en ts b elieved  that 
they w ould result in in cre a se d  co s ts  to 
A H FIs and w ould red u ce  con su m er  
p rotection s. T h ey also  suggested  th at the 
prop osal w as  unfair since it w ould  
rem ove a co s t of offering E F T  se rv ice s  
for serv ice  p roviders, w hile in creasin g  
the co st for som e A H FIs. In addition, 
som e institutions w ere co n cern ed  th at 
facilitating P O S /A C H  d evelopm ent 
w ould limit their opportunities to 
in crease  usage of the d irect debit, on ­
line system s— in w hich  the institutions  
h ave in vested  larg e  sum s of m oney— for 
p rocessin g PO S tran sfers.

O th er com m en ters w ere  of an  
opposite view . T h ey believed  the
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p roposed  ch an ges w ould benefit 
d evelopm ent of E FT  serv ices , 
p articu larly  at the point of sale . Som e  
co m m enters also  e x p re sse d  the opinion  
that encouraging P O S /A C H  system s  
w ould benefit sm aller institutions that 
ca n  not afford to d evelop  or join a d irect 
debit, on-line program .

M any institutions had difficulty  
determ ining the position  that w ould be  
in their best in terest. This w as due in 
p art to the fact that the effects of the 
p roposed  ch an g es are  difficult to p red ict 
w ith any degree of certa in ty . Som e  
institutions w ere  divided on the 
p roposal since their retail and w holesale  
divisions took  different positions. The  
retail d ivisions of fin ancial institutions  
op erate  m ost of the E F T  sy stem s that 
provide con sum er services— including  
the d irect debit, on-line sy stem s that 
support au tom ated  teller m achine  
program s. T hey w ere  generally  
co n cern ed  that the p roposed  ch anges  
w ould result in their sy stem s not being  
used for E F T s at the point of sale . The  
w h olesale  divisions, on the oth er hand, 
offer E F T  serv ices  to co m m ercial  
entities, including au to m ated  clearing  
house serv ices . T h ey v iew ed  the  
proposed  ch an ges as m aking it ea sie r to 
develop P O S /A C H  sy stem s that they  
could offer to co rp o ra te  cu sto m ers, som e  
of w hom  h ave e x p re sse d  an  in terest in 
this area .

(3) D iscussion o f C om m ents and  
A nalysis

A fter a rev iew  of the com m ents and  
further an aly sis  of the issues, the B oard  
h as am en d ed  R egulation  E  to m ake the 
ch an g es th at w ere  p roposed . Though it 
is difficult to p red ict w h eth er  
elim ination of the service-p ro vid er  
period ic s ta tem en t req u irem en t will in 
fac t lead  to w id esp read  ad op tion  of 
e lectro n ic  p aym en ts by co n su m er’s, the 
B oard  b elieves that keeping the  
requirem ent is clearly  in con sisten t w ith  
this goal. The B o ard  con tinu es to b elieve  
that the poten tial co sts  to service  
providers of sending period ic statem en ts  
is a significant im pedim ent to the 
d evelopm ent and .offering of P O S /A C H  
serv ices  by som e en tities (such as  
g ro cers and o th er re ta ilers  that do not 
cu rrently  provide period ic sta tem en ts].

The inform ation given on the service  
p rovid er’s sta tem en t is, to a g reat  
exten t, d uplicative of inform ation on the 
statem en t the con su m er re ce iv e s  from  
the A H FI. The B o ard  b elieves that the 
inform ation that is not d uplicative (in 
p articu lar, the ad d ress  an d  telephone  
num ber to be used for reporting  
problem s] ca n  be given to the con sum er  
by the service  provider effectively, and  
at a m uch low er cost, through additional 
d isclosu res on debit ca rd s  and on

tra n sa ctio n  receip ts . W ith  th ese  
in cre a se d  d isclosu res, there should be  
no significant red u ction  in the 
p ro tectio n s n ow  afford ed  con sum ers  
under the E F T A  and R egulation E.

T he co m p lian ce  co sts  to A H FIs for 
capturing and furnishing the required  
inform ation to con su m ers ca n  be 
m inim ized by providing a long transition  
period  in w hich  institutions ca n  m ake  
the op eration al ch an ges needed  to 
provide the tran sactio n  d ata  on p eriodic  
statem en ts.

The am en d m en ts that the B o ard  has  
ad op ted  include m od ifications to the 
A ugust 1986 p roposal. T h ese  
m odifications respond to som e of the 
co n cern s raised  in the com m ents; they  
are  intended to m inim ize further the 
poten tial co sts  to A H FIs and the 
possibility  of con su m er confusion. The  
m od ifications are  d iscu ssed  in the 
m aterial that follow s. H ow ever, other  
co n cern s ra ised  in the com m en ts— such  
as  the in creased  co sts  from returned  
A C H  item s and the m onitoring of 
a cco u n ts  w ith tran sa ctio n  lim itations—  
do not result from the proposed  changes  
to R egulation E. In the B o ard 's opinion, 
th ese co n cern s are  b est ad d ressed  by 
the industry and m arket forces, and not 
by regulation.

1. Periodic Statement Costs
U nder the am endm ents, all A H FIs will 

h ave to identify P O S /A C H  tra n sactio n s  
on their period ic statem en ts in 
a cco rd a n ce  w ith Regulation E.
C urrently, they h ave no such obligation  
under R egulation E, although som e  
institutions h ave the cap ab ility  and do 
so. A s a p ra ctica l m atter, all fin ancial 
institutions p robably  p ost the am ount 
and  the d ate  on w hich  they debit the 
co n su m er’s acco u n t, just as  they do for 
ch eck s. U nd er the am en d m en ts. A H FIs  
will h ave  to identify the tran sfer by  
show ing (in addition  to the am ount and  
d ate] the n am e of the p ay ee  and the 
term inal location .

Som e co m m enters suggested  that any  
in cre a se d  op eratio n al co sts  resulting  
from the p roposed  ch an ges w ould be 
sm all. T h ey m ain tained  that m ost 
financial institutions cu rrently  offer E F T  
serv ices  and, as  a result, a lread y  h ave  
sy stem s in p lace  that a re  cap ab le  of 
capturing and furnishing tran sactio n  
d ata  to the con sum er in a cco rd a n ce  w ith  
R egulation E.

M an y oth er com m enters, h ow ever, 
claim ed  th at the required ch an ges to 
p eriodic sta tem en ts  w ould result in 
su b stan tial co s ts  to A H FIs. Frequently  
m entioned  w ere  co s ts  related  to 
op eratio n al ch an ges n eed ed  for A H FIs  
to furnish tra n sa ctio n  identification  
inform ation. T h ese  co m m en ter’s

m aintained  that fin ancial institutions  
that handle their d a ta  p rocessing in- 
house will incur e xp en ses in modifying  
their system s to p ro ce ss  the Regulation  
E tran sactio n  inform ation. O perational  
ch anges m ay be n e ce ssa ry , for exam ple, 
to enable institutions to cap tu re  the 
d ata , to retain  it for the length of the 
cy cle , and to print it on the consum er's  
p eriodic statem en t. Finan cial 
institutions that use a serv ice  bureau for 
tran sactio n  p rocessing  m ay not incur 
co sts  for system s changes, but m ay be 
ch arged  higher fees by their service  
bureau.

A num ber of com m enters ad d ressed  
the im p act that the proposal might have  
on sm all institutions. M ost of these  
com m enters believed that the proposal 
would h ave a d isproportionately  
ad verse  im p act on sm all institutions due 
to their lim ited ability to ab sorb  the 
ad ded  com p lian ce co sts . Som e  
com m enters singled out certain  sm all 
institutions, that do not currently  h ave  
to com ply with the regulation, as  
p articu larly  d isad van taged  by the 
proposal. Regulation E  now  provides an  
exem p tion  for preauthorized  tran sfers to 
or from an acco u n t held by a financial 
institution w ith a sse ts  of $25 million or 
less. (Preauthorized  tran sfers include, 
for exam p le, debits such as insu ran ce  
prem ium s to an insu ran ce com pany, and  
cred its such as sa la ry  paym ents  
d eposited  by an em ployer). Thus, if the 
institution’s involvem ent in E F T  is 
lim ited to accep tin g  preau th orized  A C H  
item s, it is not cu rrently  su bject to 
Regulation E.

B ased  on the com m ents and the issues  
raised , the B oard  n otes that the im pact 
on individual institutions probably  
depends on the e x ten t to w hich  the 
institution is now  p articip ating in E FT  
program s. M any institutions currently  
give periodic sta tem en ts  that com ply  
w ith Regulation E ’s tran sactio n  
d escription  requirem ents.

In addition, b eca u se  of recen t  
developm ents, p articip an ts  in the A C H  
netw ork  are  a lread y  su bject to 
identification  req u irem en ts parallel to 
those that will be im posed by the 
am en d m en ts to Regulation E. The  
N ational A u tom ated  C learing H ouse  
A sso cia tio n  (N A C H A )1 last y e a r

1 NACHA is the national rule-making 
organization for the automated clearing house 
network. Through member ACH associations, 
thousands of financial institutions and corporations 
have contractually agreed to be bound by the 
SACHA Operating Rules and Guidelines, in 
addition, the SACHA Operating Rules are 
incorporated into each Federal Reserve Bank's 
Uniform Operating Circular on Automated Clearing 
1 louse Items.
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am ended  the rules governing P O S /A C H  
tran sfers, effective A pril 6 ,1 9 8 7 . The  
revised  N A C H A  rules call for financial 
institutions that originate P O S /A C H  
tran sfers  to provide to account-holding  
institutions all of the inform ation that 
will be required by the B o ard ’s ch anges  
to Regulation E. (T h at is, the originating  
institutions m ust send d etailed  
inform ation through the A C H  so  that 
receiving institutions ca n  d escrib e  
tra n sactio n s in a c c o rd a n c e  w ith  
R egulation E.) T he rules a lso  call for the 
receiving institutions to provide  
con sum ers w ith the tran sa ctio n  
d escrip tions required by R egulation E, 
including the term inal location , on 
period ic sta tem en ts .

It is also  c le a r  that m an y financial 
institutions are  not n ow  capturing the 
term inal locatio n  for inclusion on  
p eriodic s ta tem en ts . A lthough these  
institutions h ave b een  receiving A C H  
tra n sactio n s for som e tim e (for exam p le, 
direct deposit of payroll] they h ave not 
had to cap tu re  an y  d a ta  carrie d  in the 
A C H  "ad d e n d a  re c o rd ”—  the additional 
d ata  that a cco m p a n y  the p aym ent  
record  portion  of the A C H  tran sactio n . 
(The ad d en d a re co rd  co n ta in s, am ong  
oth er things, the term inal loca tio n  for 
P O S /A C H  tra n sa ctio n s .) A m ong them , 
som e institutions n ow  h ave the 
o p eration al cap ab ility  to do so, o thers  
do not.

M od ifica tio ns  to Proposal. Although  
m any fin ancial institu tions a lre a d y  
provide o th er E F T  serv ice s  th at require  
them  to com ply w ith R egulation  E, 
listing the term inal locatio n  for P O S / 
A C H  tran sfers could  be a problem  for 
som e of them . T he com m ents an d  the 
results of a su rvey carried  out b y  the  
F ed eral R eserve  B anks e arlier this y e a r  
support this con clu sion . C onsequently, 
the B oard  h as m odified the p rop osal to 
m inim ize the im p act o f the regu latory  
ch an ges for A H FIs.

The B o ard  believes th at an y  problem s  
and co sts  a sso cia te d  w ith com p lian ce  
will be significantly red u ced  if A H FIs  
h ave a sufficiently long period of tim e to 
im plem ent the ch anges. T h erefore, the 
B oard  is giving account-holding  
financial institutions until July 1 ,1 9 9 0 , to 
cap tu re and  print the term inal locatio n  
on periodic sta tem en ts . G iven the speed  
w ith w hich techn ological d evelopm ents  
are  occurring, m any institutions will be  
m aking a significant num ber of oth er  
ch an ges to their com p u ter sy stem s o v er  
the n ext sev era l y ears . The d elayed  
effective d ate  for d isclosu re of the 
term inal locatio n  will en able them  to 
im plem ent the op eration al m odifications  
as they m ake these oth er system s  
ch anges.

In addition, b e cau se  the regulatory  
ch anges could h ave a d isp rop ortion s tely  
g reater ad v e rse  im p act on very  sm all 
financial institu tions, the B oard  is 
exem pting institutions w ith a sse ts  of $25  
million or less from  com p lian ce  w ith a i l  
regulatory requirem ents for P O S /A C H  
tran sactio n s until July 1 ,1 9 9 0 . A s noted  
earlier, Regulation E cu rrently  exem p ts  
from co v erag e  preau th orized  cred its and  
debits receiv ed  by these institutions. 
Extending this exem p tion  to P O S /A C H  
tran sfers on a tem p orary  b asis will 
ensure that m an y sm all institutions  
w hose E F T  involvem ent is limited to the 
a cce p ta n ce  of item s through the A C H —  
will continue to h ave no com p lian ce  
responsibility  under the regulation  for 
the n e x t three y e ars . A gain, this action  
will m ake it possible for institutions to 
develop a com p lian ce  program  and  
m ake w h atev er o perational ch anges  
need to be m ad e, eith er in their internal 
program s or those of an  outside  
p ro cesso r, o v er an exten d ed  period.

S ervice provid ers h ave not been given  
a co m p arab le  d elay  for com plying with  
the revised  regulation. S ervice providers  
will h ave  to tran sm it the term inal 
identification  for PO S tran sfers in ord er  
to take a d v an tag e  of the excep tio n  from  
the period ic statem en t requirem ent. This  
tran sm ittal will benefit both A H FIs and  
consum ers. It will allow  A H FIs that are  
now  cap ab le  of capturing the 
inform ation and printing it on periodic  
statem en ts to do so, thereby possibly  
avoiding som e questions about 
tran sactio n s. A nd even  if an  A H FI 
ch o oses not to print the location  on the 
statem en ts during the transition  period, 
it will h ave  the inform ation for referen ce  
purposes in c a s e  o f inquiries.

The B o ard  b elieves that m odifying the 
periodic sta tem en t requirem ents and  
providing long lead  tim es for A H FIs to 
com ply fully w ith the regulation  will not 
significantly red u ce con sum er  
p rotections. T he num ber of P O S /A C H  
program s that a re  cu rrently  in p lace, and  
likely to be in p lace  in the n e x t few  
y ears, is sm all.

2. E rro r Resolution Concerns

A  periodic sta tem en t given to an E F T  
cu stom er serv es multiple p urposes. It 
sum m arizes the electro n ic  tran sfers  that 
have taken  p lace  during the sta tem en t  
period, and allow s the con su m er to 
verify the a c c u ra c y  of the entries. T he  
statem en t a lso  co n tain s the ad d ress  and  
telephone num ber to be used if the  
con sum er h as a question, finds an  error, 
or n eeds to rep ort unauthorized  
tran sfers or the loss or theft of a debit 
card . In m an y ca s e s , the statem en t also  
m ay con tain  a brief description  of the

erro r resolution p roced u res av ailab le  
under the E FT A .

W ith  the adoption  of these  
am en d m en ts to R egulation E, con sum ers  
will receiv e  period ic statem en ts, 
identifying the recip ien t of a P O S /A C H  
transfer, from the A H FI ra th er than the 
service  provider. T hey will not, 
h ow ever, be receiving a m onthly  
rem inder of the telephone num ber and  
ad d ress to be used for inquiries, erro r  
allegation s, or rep orts of lost or stolen  
card s.

The B o ard ’s A ugust 1986 p roposal 
sought to avoid  poten tial con sum er  
problem s by requiring serv ice  provid ers  
that did not issue period ic s ta tem en ts  to  
m ake in creased  d isclosu res to 
con sum ers— both in their initial 
disclosu re sta tem en ts  an d  on rece ip ts  or 
q u arterly  n otices. In addition, the 
p roposal called  for ex ten d ed  tim e 
periods for con sum ers to give service  
providers notice of erro rs or lost or 
stolen  debit card s. (W ithou t an  
exten sio n  of the time p eriods, 
con sum ers w ho m istaken ly  notified  the 
A H FI of a problem  could  face  in cre a se d  
liability for unauthorized E F T s an d  the 
risk of losing certa in  erro r resolution  
rights.)

N on etheless, som e industry  
com m enters e xp ressed  co n cern  that the 
p roposed  ch anges might lead  to 
con sum er confusion about error  
resolution  responsibility . (No com m ents  
w ere receiv ed  from  any con sum er  
groups or individual con sum ers.) T h ey  
suggested  that this could result in 
frustration  for con sum ers w hen A H FIs  
are  unable to resolv e  an alleged  error  
that b egan  w ith the service  provider. 
T h ey thought it w ould also  im pose a  
burden on the A H FI, w hich could  face  
su bstantially  in creased  co sts  for 
responding to con su m er inquiries and  
erro r allegation s about the service  
p rovid er’s E F T  serv ice . M any also  
suggested  that, w ithout a period ic  
statem en t from the service  provider, 
con sum ers might find it m ore difficult to 
verify or audit P O S /A C H  tra n sactio n s. 
O ther com m enters believed  that even  
though the serv ice  p rovid er h as the sole  
responsibility  to resolv e  P O S /A C H  
tran sactio n  erro rs, A H FIs w ould  
probably also, as a p ra ctic a l m atter, 
b ecom e involved  in the dispute  
resolution p ro ce ss . S ince the A H F I’s 
telephone num ber, not the se rv ice  
p rovid er’s, w ould ap p e a r on the periodic  
sta tem en t being given, it w a s  co n sid ered  
likely that the con su m er w ould ad d ress  
inquiries to the A H FI. In addition, 
b eca u se  A H FIs will w an t to m ain tain  
good cu sto m er relation s, th ey  will likely  
attem p t to resolv e  p roblem s for their 
cu sto m ers.
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In analyzing the p otential im pact of 
the p roposed  ch an ges in R egulation E, it 
is n e ce s sa ry  to se p a ra te  problem s and  
co n cern s that might be cau sed  by 
elim ination of the periodic statem en t 
from  those th at will ex is t in an y event. 
The fact is th at any debit tran sactio n , 
w h ether by ch eck  or P Q S /A C H , will 
result in funds being tak en  from  an  
acco u n t held by the A H FI. A s a result, 
con su m ers are  likely to call the financial 
institution holding their acco u n t if an  
error occu rs, w h ether or not the service  
p rovider h as given a p eriodic statem en t.

M odifications to P rop osal

The B o ard  believes that, in the 
in terest of A H FIs and con su m ers, it is 
im portant to minim ize the possibility  
that con sum ers look to the A H FI as the 
p arty  responsible for the P O S /A C H  
service. The prop osal sought to do so  
through in creased  initial d isclosures and  
rem inders from the serv ice  provider on  
receip ts or quarterly  n otices. T he B oard  
h as m ade tw o m odifications to the 
prop osal to further en su re th at the 
con su m er will know  w hom  to notify in 
c a s e  of a problem .

The first m odification  is to require the  
serv ice  p rov id er to issue its ow n debit 
ca rd  to con su m ers, and to include on the 
card  its n am e an d  an  a d d ress  or  
telephone num ber th at m ay  be used  to 
c o n ta ct the se rv ice  p rovider. T he fact  
that the P O S /A C H  serv ice  u ses a  card  
issued  by the serv ice  p rovider, n ot the  
A H FI, will avo id  the p ercep tio n  of A H FI  
responsibility  th at m ight resu lt if a  
serv ice  p rov id er could  offer a  serv ice  
using a  ca rd  issued  by the A H FI. In 
addition, the con su m er will h av e  read ily  
a v a ila b le  an  a d d ress  or telephone  
num ber for co n tactin g  the s e rv ic e  
provider.

T h e seco n d  chan ge also  re la te s  to the 
telephone num ber an d  ad d ress . The  
p rop osal w ould  h av e  given  serv ice  
p roviders the option o f  putting this  
inform ation on receip ts  or in a  quarterly  
notice . T h e B o ard  h as am en d ed  the  
regulation  to require th at the  
inform ation be given on e a c h  receip t. 
(The a c t  and regulation  a lre a d y  require  
all financial institutions th at offer E F T  
serv ices  to give con su m ers an  annual 
notice  of erro r resolu tion  rights, unless a  
sum m ary n otice  is included on each  
periodic s ta tem en t.)

The ad ditional inform ation  on the  
debit card , on receip ts , an d  in  initial 
disclosures should c le a rly  an d  
ad eq u ately  inform  the co n su m er th at th® 
serv ice  provider is resp on sib le  for the 
P O S /A C H  se rv ice  and is to  be notified  
in the even t of a problem . A s a re s u lt  
the possibility  th at co n su m ers will be  
con fu sed  w hen an  erro r o ccu rs  an d  will 
m istakenly look to the A H FI for

resolution  should not be a significant 
problem .

3. Other AHFI Costs
A  few  com m en ters m ain tained  that 

significant co sts  could result in other 
a re a s . S everal com m enters in dicated  
that institutions w ould incur ad ditional 
co sts  to return  A C H  item s that o v erd raw  
acco u n ts , and suggested  that the num ber 
of returns w ould prob ab ly  in crease . A  
num ber of com m enters said  that it 
w ould be exp en sive  to m onitor acco u n ts  
to ensure that tran sactio n  lim itations  
under R egulation D are  not ex ce e d e d .

The B o ard  agrees that if P O S /A C H  
system s b eco m e w id esp read  and  
tra n sa ctio n  volum e in creases , the 
potential ex is ts  for in creased  problem s  
of the types cited  by the com m enters. 
H ow ever, since a few  retailers  are  
curren tly  offering p oint-of-sale services  
using the A C H . A H FIs a lread y  face  
som e co sts  for returning A C H  item s, 
m onitoring acco u n ts  that h ave  
tran sactio n  lim itations, and responding  
to con su m er inquiries and error  
resolution  req u ests. A lso , it is not the 
issu an ce  or n on issu an ce  of a periodic  
sta tem en t b y the serv ice  provider that 
gives rise to these co sts; the co s ts  result 
prim arily from  the fact that A H FIs hold  
the con su m ers acco u n ts  being debited  
for P O S /A C H  tran sfers.

M oreover, if the industry a c ts  to 
ensure th at sy stem s are  set up properly, 
w hile P O S /A C H  system s are  still in 
their infancy, the difficulties ca n  be 
m inim ized. F o r exam p le, if the 
originating fin an cial institution (the one  
setting up a P O S /A C H  system  for a 
retailer) m ak es sure th at the retailer  
gives cu stom ers a c c e s s  only to a 
checking or oth er tra n sa ctio n  acco u n t, 
A H FIs will not e x p erien ce  the problem  
of receivin g P O S /A C H  tran sfers  on non- 
tra n sa ctio n  acco u n ts .

In the end, A H FIs an d  other 
p articip an ts  in the system  are  free to  
ch arge  for the se rv ice s  that they provide  
an d  to re co v e r the co sts  they incur. T h e  
B o ard  b elieves th at continuing to require  
th at a serv ice  provider give a  p eriodic  
sta tem en t is not the an sw e r to these  
potential problem s.

4. Other Concerns
Security. Som e of the com m en ters  

e x p re sse d  co n cern  about ad ded  risk  to 
the secu rity  of E F T  system s and  
individual a c c e s s  d evices  if R egulation  E  
w ere am ended. T h ey believed  th e  
prop osal cou ld  in directly  resu lt in a  
lessening of con su m er con fid en ce  in E F T  
system s, in gen eral, if problem s w e re  to  
arise . The re a s o n  m o st often given for 
th ese co n cern s  w a s  th at serv ice  
p roviders might perm it con su m ers to use

an a c c e s s  device issued by the A H FI to 
a c c e s s  a cco u n ts  through the P O S /A C H  
system . T h ese  com m en ters feared  that, 
in such a c a se , the serv ice  providers  
might fail to im plem ent ad equ ate  
safegu ard s in the system — for exam ple, 
en cryp tion  of person al identification  
num bers.

T he B o a rd ’s requirem ent that serv ice  
providers issue their ow n debit card s, as  
a condition  to not giving periodic  
statem en ts , should a lleviate  som e of 
these co n cern s. A s a p ra c tica l m atter, 
b ecau se  the co n su m er’s liability for 
unauthorized tran sfers is lim ited and the 
A H FI h as none in this c a se , it is the 
serv ice  provider that b ears  the risk of 
loss for unauthorized P O S /A C H  
tran sfers. Thus, there is a substan tial 
basis for believing that serv ice  providers  
will a c t in their ow n in terest to develop  
secu re  system s.

Consumer Liability and Costs. U nder 
the E F T A  and R egulation E, the 
con su m er s liability for unauthorized use  
of an a c ce s s  d evice  is determ ined  by the 
prom ptness w ith w hich  the con su m er  
rep orts the loss or theft of th e d evice. 
Liability is lim ited to $50  if the con su m er  
rep orts w ithin 2 business d ays after  
learning of the loss or theft. It can  
in crease  to $500  for unauthorized  
tran sfers  that take p lace  after 2 business  
d ays if the con su m er d elays reporting  
(and m ay be unlim ited for unauthorized  
tran sfers  taking p lace  m ore than 60 d ays  
after unauthorized tran sfers  ap p ear on a 
statem en t). Som e com m enters suggested  
th at the p roposed  regulatory  chan ges  
could  resu lt in in creased  losses for 
con su m ers. If a con su m er is confused  
ab ou t w ho is responsible for the P O S /  
A C H  service , the con su m er might 
initially notify the w rong p arty  about the 
loss or theft. S ub stan tially  higher dollar 
lo sses  could  o ccu r as a result, b e ca u se  
the con su m er could easily  m iss the 2- 
business d ay deadline.

The B o ard  b elieves th at the actio n s  
tak en  to ensure th at the con su m er  
know s w hom  to notify in ca se  of e rro rs  
will be equally effective in ensuring that 
the con su m er will notify the serv ice  
p rovider w hen a debit ca rd  is lost or 
stolen . In addition, the am endm ents  
provide for longer tim e p eriods for 
notification  of a lost or stolen  card  for 
th ese P O S /A C H  tran sactio n s. 
C onsum ers should not be exp o sed  to 
in creased  liability for unauthorized  
E F T s under the am endm ents.

A n o th er co n cern  raised  w as  that the 
p roposal w ould lead  to in creased  co sts  
for con su m ers, as A H FIs p assed  on  
co sts  incurred  a s  a resu lt of the 
regulatory  ch an ges. Supporters of the 
prop osal, on the oth er hand, felt th at the 
p roposed  chan ges w ould benefit 
con su m ers, since the co st of paym ent

5



p rocessin g  should fall as P O S /A C H  
arran g em en ts b eco m e m ore w id esp read . 
T h ese savin gs w ould be p assed  on to 
con su m ers in the form  of low er priced  
goods and serv ices , for in stan ce .

A H FIs do of cou rse  h ave the option of  
passing on co s ts  re la ted  to P O S /A C H  
tran sfers  by im posing fees for acco u n t  
serv ices . A  con su m er w ould then have  
variou s ch o ices : p ay  the n ew  
tra n sa ctio n  fees im posed by the A H FI, 
d iscontinue use of the P O S /A C H  
serv ice , or, if fees v aried  am ong  
institutions, chan ge A H FIs. T h ere  is also  
evid en ce  to suggest th at the availab ility  
of the P O S /A C H  p aym en t altern ativ e  
m ay offer con su m ers the ch a n ce  to p ay  
a low er p rice  for p u rch ases  w hen  using 
this p aym en t option. F o r exam p le , a t  
least one gasolin e com p an y p lans to  
give cu stom ers the ca sh  d iscou nt price  
w hen th ey p ay  w ith a debit card .

Fair Competition. M an y com m en ters  
com p lain ed  th at the p rop osed  ch an ges  
w ould give serv ice  p roviders an  unfair 
com p etitive ad v an tag e  o v e r A H FIs in 
the offering of E F T  se rv ice s  by reducing  
co sts  for se rv ice  p rov id ers  w hile  
in creasin g  c o s ts  for A H FIs. A  large  
num ber of them  b elieved  th at the  
p rop osal w ould  not p rovide an y  benefits  
to A H FIs, and  only a  few  suggested  th at 
the p rop osal m ight result in in cre a se d  
com petition .

By facilitating the develop m en t and  
im p lem entation  of P O S /A C H  system s  
by serv ice  p rov id ers, the reg u lato ry  
ch an ges could  in cre a se  com p etition  in 
the offering of E F T  se rv ice s . O n b alan ce , 
it is not c le a r  th at th ey will significantly  
in cre a se  existin g  burden s fo r A H FIs.
N or is it c le a r  th at the ch an g es will 
c re a te  no benefits for A H FIs. In the long 
run, the substitu tion  of E F T  tran sactio n s  
for ch eck  tra n sa ctio n s  should result in 
lo w er c o s ts  to fin an cial institutions.

(4) Summary. In con clu sion , the B o ard  
is adopting in final form  the p rop osed  
ch an g es to  R egulation  E  th at w ere  
published in A ugust 1980. T o ad d ress  
som e of the co n ce rn s  e x p re sse d  by the  
com m en ters, the B o ard  is m odifying  
certa in  req u irem en ts and im posing  
ad ditional con ditions on serv ice  
p roviders. T he B o ard  is delaying  
im p lem entation  of ce rta in  a sp e cts  of the 
p rop osal in o rd er to m inim ize the 
com p lian ce  co s ts  to A H FIs.

The follow ing is a sum m ary of the 
am en d m en ts to R egulation  E  ad op ted  by  
the B o ard :

(1) A  serv ice  provider— a p erson  that 
issues an a c c e s s  d evice  and ag rees to 
provide E F T  serv ices  to a con su m er, but 
h as no agreem en t w ith the co n su m er’s 
accoun t-holdin g fin an cial institution—  
will not be required  to issu e a p eriodic  
statem en t sum m arizing the tran sactio n s  
m ad e if it:

(1) Issues a debit card  that b ears  the  
nam e of the sen d ee provider and an  
ad d ress  or telephone num ber th at can  
be used by the con su m er to c o n ta ct the 
serv ice  provider, and

(ii) P rovides d etailed  tran sactio n  d a ta  
to the A H FI in the form at p rescrib ed  by  
the A C H  system , so th at the A H FI ca n  
com ply w ith the tran sactio n  
identification  requirem ents of 
R egulation E.

(2) T o take ad v an tag e  of the excep tio n  
from the p eriod ic sta tem en t  
requirem ent, the serv ice  provider will 
also be required  to  do the following:

(i) Provide the con su m er w ith certa in  
ad ditional inform ation in initial 
d isclosure s tatem en ts ,

(ii) Include the telephone num ber and  
ad d ress  for reporting errors an d  n otice  
of lost or stolen  ca rd s  on or w ith  
term inal receip ts , and

(iii) E x te n d  the tim e period for 
reporting a lost or stolen  debit card  
under | 205 .6(b )(1) from  2 b usiness d ays  
to 4 b usiness d ays, and exten d  the time 
periods under § 205.6(b )(2) and
§ 205.11(b )(1) from  60 d ays to 90 days.

(3) A H FIs will be required to d escrib e  
P O S /A C H  tra n sa ctio n s  on consum er  
periodic sta tem en ts  in a cco rd a n ce  w ith  
the tra n sa ctio n  identification  
req uirem ents of R egulation R, ex ce p t  
that the term inal identification  need not 
be given until July 1 ,1 9 9 0 . In addition, 
financial institutions w ith a sse ts  of $25  
million or less will not be required to 
com ply w ith an y requirem ents as  to 
P O S /A C H  tra n sa ctio n s  until July 1,
1990.

5. Regulatory Analysis
T he am en d m en ts to R egulation E  are  

prim arily in tended  to facilita te  the long­
term  d evelopm ent of e lectro n ic  fund  
tran sfer sy stem s by elim inating  
duplication  of certa in  d ocum entation  
curren tly  p rovided  to con su m ers. By 
elim inating the p eriod ic s ta tem en t  
requirem ent for service-providin g  
institutions (such as  sup erm ark ets, 
gasoline re ta ilers , and  oth er m erch an ts) 
that a re  not the holders of con su m er  
tran sactio n  a cco u n ts , the am en d m en ts  
will elim inate som e duplication  of  
inform ation. B e ca u se  con su m ers will 
continue to re ce iv e  p eriodic sta tem en ts  
reflecting e lectro n ic  fund tran sfers  to 
and from  their acco u n ts , they will 
exp erien ce  no loss of inform ation or 
required  d ocum entation . C onsequently, 
there will be no elim ination of con su m er  
benefits a s so cia te d  w ith  the period ic  
sta tem en t req u irem en ts of the ac t. 
P oten tial co s t savin gs to n o n -acco u n t-  
holding se rv ice  providers and to the 
p aym en ts system  a s  a  w hole a re  likely  
to be su b stan tial.

1. Effect on Account-Holding Financial 
Institutions

The co st burden of providing the 
additional inform ation is not likely to be 
great for A H FIs as a group. M ost PQ S  
tran sactio n s will involve acco u n ts  at 
financial institutions th at a lread y  a re  
ab le to com ply w ith the periodic  
statem en t requirem ents of the a c t  and  
regulation. A vailab le  evid en ce  in d icates  
that 79 p ercen t of all com m ercial b anks  
alread y  offer a t le a st one E F T  serv ice  
that requires com p lian ce  w ith  
R egulation E, and larger b ank s, w hich  
hold m ost con su m er a s se t and  
tran sactio n  acco u n ts , are  even  m ore  
likely to offer E F T  s e rv ic e s .2

The am endm ents a re  not e x p e cte d  to 
lead  to a significant in cre a se  in the 
num ber of periodic s ta tem en ts  th at  
A H FIs will h ave  to d eliver to 
con su m ers. M ost d ep o sito ry  institutions  
a lread y  provide m onthly periodic  
statem en ts  for tran sactio n  acco u n ts . The  
econ om ic burden for each  institution  
wall depend, in part, on its ability to 
disclose the required  inform ation on  
those s tatem en ts . Som e institutions will 
also  h ave to d evote ad ditional reso u rces  
to d ata  processing, error resolution, and  
other functions. The aggregate  
in crem en tal econ om ic burden on A H FIs  
as a group is e x p e cte d  to be sm all in 
com p arison  to oth er com p lian ce co s ts  
a sso cia te d  w ith R egulation E .3 
N on etheless, certa in  A H FIs m ay incur 
sub stan tially  in creased  co s ts  from  
having to include ad ditional inform ation  
in periodic s tatem en ts , an d  som e  
institutions will h ave  to issue periodic  
statem en ts  m ore often.

F in an cial institutions m ay  be able to  
re co v e r som e of the in creased  
com p lian ce co s ts  d irectly  from  
con su m ers. A ccou n t-h old in g institutions  
m ay ch o ose  to a s se s s  ch arges on 
con su m ers w ho use debit ca rd s  issued  
by serv ice  p ro v id ers.4 * * W h e th e r such

2 As of December 31,1989, banks with assets of 
$100 million or more held over 84 percent of all U.S. 
banking assets. More than S8 percent of those banks 
already offer at least one EFT service that requires 
compliance with Regulation E.

3 Board staff conducted a survey of financial 
institutions in 1981-82 to determine the magnitude 
of Regulation E compliance costs. The survey 
revealed that postage and printing or purchase of 
statements accounted for 27 percent of total ongoing 
compliance costs, and that development of 
statement forms and disclosure documents 
accounted for 11 percent of otart-up compliance 
costs. See Frederick J. Schroeder, Compliance Costs 
and Consumer Benefits of the Electronic Fund 
Transfer Act Recent Survey Evidence, Staff Study 
no. 143, Washington. DC: Board of Governors of the 
Federal Reserve System, April 1985.

4 Similar charges are already commonly assessed
when a consumer uses an ATM not owned or
operated by his or her Financial institution. The 
average service charges per transaction for various 
kinds of ATM transactions performed on other
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charges will be a s se s se d  is not know n  
b ecau se  pricing actio n s will u ltim ately  
reflect com petitive m ark et conditions.

C o n cern s ab ou t the ability of paym ent 
system  p articip an ts  to send, rece iv e , and  
p ro cess  the required  disclosure  
inform ation are  m itigated  by recen t  
d evelop m en ts in E F T  m essage  
in terchange s tan d ard s. Significant 
progress has been m ad e tow ard  
stan d ard ization  of e lectro n ic  debit and  
cred it item s. In early  1987, the N ational 
A u to m ated  C learing H ouse A sso cia tio n  
(N A C H A ) in trod u ced  n ew  rules that 
require all fin an cial institutions that 
p articip ate  in the A C H  to identify point- 
of-sale tran sactio n s  in a c c o rd a n c e  with  
the requirem ents of R egulation E. This 
developm ent en su res that e lectron ic  
item s originated  through the A C H  
include all inform ation required  for 
account-holding institutions to m ake  
periodic statem en t d isclosu res in 
com p lian ce w ith R egulation E.

2. Effect on Small Financial Institutions
It does not ap p ear th at sm all fin an cial 

institutions as a group will be unduly 
d isad van taged  by the am en d m en ts. 
M any sm all institutions, b e ca u se  they  
alread y  p articip ate  in a u to m ated  teller 
m achine netw ork s, cu rren tly  a re  able to 
com ply w ith the period ic s ta tem en t  
requirem ents of the a c t  and regulation.
In any c a se , sm all institutions not 
curren tly  able to d isclo se  the required  
inform ation w ith their p eriodic  
sta tem en ts  a re  likely to be ab le  to get 
a s sis ta n ce  a t re a so n a b le  c o s t from  their 
corresp on d en t b ank s or from  serv ice  
bureaus th at sp ecialize  in d a ta  
p rocessin g  ap p lication s for sm all 
fin an cial institutions.

Furtherm ore, to m itigate  the  
com p lian ce burden th at m ight a rise , the  
B o ard  is exem p tin g all sm all institutions  
(those w ith a s s e ts  of $25  million or less) 
until July 1 ,1 8 9 0 , from  providing an y  
n ew  d ocum entation  req u ired  by the  
ch a n g e s .5 Sim ilarly , all institutions, 
reg ard less  of size, a re  exem p ted  until 
July 1 ,1 8 8 0 , from  the requirem ent to 
d isclose  the p h y sical lo ca tio n  of point- 
of-sale  term inals in volved  in E F T  
tran sactio n s ; am ong the ch an ges, that 
disclosure requirem ent ap p ears  to  * 8

institutions ATMs are detailed in the 1966 Retail 
Deposit Services Report. Washington. DC,
American Bankers Association, March 1988. tabte 
128.

8 As of December 31,1988. 4,697 commercial 
banks (34 percent), 8 mutual savings banks (2 
percent). 572 savings and loan associations (17 
percent), and 14,773 credit unions (92 percent) had 
total assets of $25 million or less. While large in 
number, those small institutions together controlled 
only 3 percent of the total assets of U.S. financial 
institutions and, consequently, a small share of total 
consumer transaction accounts that might be 
affected by Regulation E.

present the most burdensome 
implementation problem to financial 
institutions in general. The exemptions 
give institutions approximately three 
years to come into full compliance with 
the changes.

3. Effect on Service Providers
For service-providing institutions 

(such as supermarkets, gasoline 
retailers, and other merchants) that 
issue debit cards but do not hold 
consumer accounts, the cost savings 
resulting from the amendments are 
expected to be substantial. Service 
providers will be able to offer point-of- 
sale services to consumers without 
having to enter into agreements with 
each financial institution holding 
consumers accounts. In addition, to the 
extent that payments cleared through 
the ACH are less costly than other 
methods of payment, service providers 
will be better able to convert 
transactions from cash, check, and 
credit card payments to electronic point- 
of-sale payments.®

The greatest economic benefit of the 
amendments is expected to arise in the 
future as the volume of POS 
transactions increases. More potential 
service providers are likely to be able to 
justify offering consumers POS services 
as a result of the amendments. It is 
expected that the amendments will have 
a salutary effect on the evolution of the 
payments system by reducing the 
average system-wide compliance cost 
per POS transaction.

By eliminating periodic statements for 
service providers, the amendments are 
expected to provide a substantial 
economic benefit through cost savings to 
service providers and to the payments 
system as a whole. The amendments 
will standardize the way in which 
documentation of EFT point-of-sale 
transactions is provided to consumers 
by requiring that AHFIs disclose all the 
required information. To ensure that 
their customers are informed about 
procedures for error resolution, service 
providers are required to inform 
consumers, in expanded disclosures, of 
the telephone number and address 
consumers should use to report 
transaction errors or lost or stolen debit 
cards.

8 For a discussion of the costs of ACH and other 
means of payment, see David B. Humphrey, The 
U.S. Payments System: Costs. Pricing. Competition 
and Risk. Monograph Series in Finance and 
Economics, no. 1984 Ve, New York: Salomon Brothers 
Center for the Study-of Financial Institutions, 
Graduate School of Business. New York University, 
1984.

4. Effect on Competition
Som e com m enters alleged that the 

am endm ents w ould give service  
providers an unfair com p etitive  
ad v an tag e  ov er financial institutions in 
the provision of p oint-of-sale E F T  
services. W hile s tatem en t issu an ce  co sts  
for serv ice  providers will be elim inated, 
and com p lian ce  co sts  for financial 
institutions as a group are  likely to 
in crease , the overall effect on  
com petition  is not c lear. F in an cial 
institutions currently  provide to 
con su m ers b asic  docum entation  of 
tran sactio n s from their a cco u n ts  th at are  
initiated e lectron ically  at point of sale  
and sent by A CH ; the ad ditional 
d ocum entation  required by the 
am endm ents m ay be view ed  as  a 
service  enhan cem ent, and con sum ers  
m ay be willing to pay for it through fees  
or other accoun t-pricin g m ech anism s. To  
the ex ten t that such A C H  item s  
substitute for and are  ch eap er to c le a r  
than p aper ch eck s, financial institutions  
m ay enjoy a long-term  reduction  in the 
co st of clearing con su m er p aym ents. 
Furtherm ore, m any financial institutions  
m ay be able to profit from  the w h olesale  
provision of A C H  clearing to service  
providers that issue PO S debit card s. It 
is e x p e cte d  that m arket fo rces  will guide 
both serv ice  providers and  financial 
institutions to the optim al supply and  
pricing of various consum er paym ent 
altern ativ es. H ow ev er, an  im m ediate  
effect of the am endm ents m ay be to 
p lace  som e financial in stitu tions at a 
co st d isad van tage  in their com petition  
w ith service  providers.

5. Effect on Consumers
A vailab le  evid en ce suggests that 

con su m ers a re  satisfied  w ith their E F T  
acco u n ts. B o ard -sp on so red  con su m er  
surveys con du cted  in 1981 and 1983  
show ed that the num ber of acco u n t  
errors and unauthorized tran sfers is 
negligible both  in ab so lute  term s and  
relativ e  to the volum e of E F T  
tran sactio n s  occurrin g in the paym en ts  
system .

D ata from the B o ard 's  C onsum er 
C om plaint C ontrol S ystem  offer further 
evid en ce that con su m ers h ave no 
serious problem s w ith EFT . O f the 2,400  
com p lain ts p ro cessed  in 1988, 94  
involved e lectron ic  fund tran sfers. The  
F ed eral R eserv e  S ystem  fo rw ard ed  32 of 
those com plaints to oth er ag en cies  for 
resolution; of the rem aining 82, only 2 
involved a possible violation  o f  
R egulation E.

B ecau se  the am en d m en ts en sure that 
con su m ers will continue to re ce iv e  all 
the d isclosures required by R egulation  
E, con su m ers will exp erien ce  no loss of 
inform ation and, consequently, no
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6. Conclusion
On b alan ce , the am en d m en ts are  

exp e cte d  to ratio n alize  the w a y  in w hich  
con su m ers rece iv e  the periodic  
sta tem en t d isclosures required  by  
R egulation E. W ith  the am en d m en ts, the 
paym en ts sy stem  a s  a w hole is likely to  
realize significant co s t savings as  
electro n ic  poin t-of-sale  tra n sa ctio n s  
in crease  in volum e and relativ e  
im p ortance. C onsum ers are  likely to 
benefit from  low er tra n sa ctio n  co sts  and  
in creased  efficiency in the p aym en ts  
system  as the volum e of e lectron ic  
p oint-of-sale tra n sa ctio n s  in cre a se s . 
M oreover, w ith the am en d m en ts, th ere  
will likely be n o loss of th e co n su m er  
p rotection s provided  b y  the a c t .

List o f S ub jects i s  12  CFM P art 2 0 5

B an ks, Banking, C o n su m er p rotection . 
E le ctro n ic  fund tran sfers . F e d e ra l  
R eserv e  S ystem , P enalties.

R egu latory  T e x t

P ursu ant to the au th o rity  granted) in  
section  904 of the E le ctro n ic  Fun d  
T ran sfer A ct, 15  U .S .C . 10@3b, the B o ard  
am en d s R egulation  E , 12  C FR  P a rt 205, 
a s  follow s:

PART 20S—IAKJEMD1E0)

1. T h e authority  cita tio n  for P a rt SB3 
con tin u es to  read  a s  follow s:

Authority: Pub. L. 95-630, 92 StaL 3730 (15 
U.S.C. 1693b).

2. S ectio n  205 .14  is am en d ed  by  
revising p aragrap h s (a)(2) and  (b ) a s  
follow s:

§205.14 Sendees Rrarasfet
JnsSttottofis t*5©2 Irfeldtof Consumer's 
Account.

(a) Compliance by service-providing 
institution. * * *

(2) S ections 205.7, 205.8, and  205.9  
shall require the service-providin g  
institution to  provide th ose  d isclo su res  
and docum entation  th at a re  w ithin its  
know ledge and the purview  of its  
relationship  w ith the consum er. T h e  
service-providin g institution n eed  not 
furnish a p eriodic s ta tem en t to the  
con su m er under § 205.9(b ), if the 
service-providin g institution:

(i) Issues a debit card , to b e used  by  
the co n su m er to in itiate  e lectro n ic  fund 
tran sfers, th at b e a rs  the n am e of the  
service-providin g institution an d  an  
ad d ress  or telep hone num ber that can  
be used to  co n ta c t the service-providin g  
institution;

reduction in the benefits intended by the
act.

(ii) T ran sm its  the ap p licab le  
tran sactio n  identification  inform ation  
specified  by § 205.9(b )(1) to the 
con su m er’s accoun t-holdin g institution, 
in the form at p rescrib ed  by the  
au tom ated  clearing house system  used  
to c le a r  the fund tran sfers ;

(iii) D iscloses to the consum er, in 
addition to the inform ation required by  
§ 205.7, that the service-providing  
institution (not the accoun t-holdin g  
institution) is resp on sib le for all 
electron ic  fund tran sfers  m ade w ith the 
debit card , and that all inquiries and  
error n otices  related  to such tran sfers  
should be d irected  to  the se rv ice ­
providing institution; that the serv ice-  
providing institution will not issue a 
periodic statem en t, an d  that the  
consum er should retain  all term inal 
receip ts to verify tran sactio n s ; an d  th at  
the con su m er m ust notify the se rv ice ­
providing institution con cernin g loss or  
theft of the debit card ;

(iv) P rovides on or w ith the receip ts  
required by 1 205 .9 (a ) the ad d ress  and  
telephone num ber to be used for 
inquiries and error n o tices  and for 
reporting the lo ss  or theft of the debit 
card ; and

(v) E xte n d s  th e tim e period set forth in 
§ 205 .6(b )(1) for n o tice  of loss or theft of 
a debit card , from 2 business d ay s  to 4 
business d ays after the con su m er learns  
of the loss or theft; and  exten d s the tim e  
periods set forth in §§  205 .5(b )(2) and  
205.11(b )(1) for reporting u nauthorized  
tran sfers  or alleged  errors, from  6 0  d a y s  
to 90 d ays follow ing th e tran sm ittal of a 
periodic statem en t.
* * * * *

(b) Compliance by account-holding 
institution. A n account-holding  
institution d escrib ed  in p aragraph  (a )  of 
this sectio n  need  not com ply w ith the  
requirem ents of the a c t  and  this 
regulation w ith re sp e ct to e lectro n ic  
fund tran sfers  to or from  the co n su m er’s  
acco u n t m ad e by the service-providin g  
institution, e x c e p t th at th e acco u n t-  
holding institution shall:

(1) C om ply w ith § 2 05 .9  b y  providing a 
periodic s tatem en t and describ ing each  
tran sactio n  from the service-providin g  
institution that is debited  or cred ited  to 
the co n su m er’s acco u n t in a c co rd a n c e  
with § 2 0 5 .9 (b ):13 but the acco u n t- * 25

13 Acarant-hoklifig teratifiEitioras shat) not be
required to furnish the terminal location as part of 
the transaction description until July 1. 1990. In 
addition, account-holding institutions with assets of
S25 million or less shall not be required to comply 
with section 205.9(b) until July 1. 1990.

holding institution h as no liab ility  for 
failure to provide this inform ation if the 
failure is due to its not having rece iv ed  
the n e ce s sa ry  inform ation from the 
service-providin g institution in the 
p rescrib ed  form at: and

(2) Com ply w ith § 205.11 by prom ptly  
providing to the service-providing  
institution, upon its request, inform ation  
or copies of d ocum ents required  for the 
purpose of investigating alleged  errors  
or for furnishing copies of d ocum ents to 
the consum er; and by honoring debits to 
the acco u n t in a c co rd a n c e  with  
§ 205.11(f)(2).
★  * * * *

3. A ppendix A  is am en d ed  by revising  
the introductory language and by adding  
section  A ( l l )  as follow s:

APPENDIX A—Model Disclosure Clauses
This appendix contains model disclosure 

clauses for optional use by financial 
institutions to facilitate compliance with the 
disclosure requirements of §§ 205.5 (a)(3), 
(b)(2), and (b)(3), 205.6(a)(3), 205.7, and 
205.14(a)(2).

* * * * *

SECTION A (ll)—Disclosure From Service- 
Providing Institution That Does Not Send 
Periodic Statements (§ 205.14(a)(2))

ALL QUESTIONS ABOUT 
TRANSACTIONS MADE WITH YOUR 
(NAME OF CARD) CARD MUST BE 
DIRECTED TO US (NAME OF SERVICE 
PROVIDER), AND NOT TO THE BANK OR 
OTHER FINANCIAL INSTITUTION WHERE 
YOU HAVE YOUR ACCOUNT. We are 
responsible for the (name of service) service 
and for resolving any errors in transactions 
made with your (name of card) card.

We will not send you a periodic statement 
listing transactions that you make using your 
(name of card) card. The transactions will 
appear only on the statement issued by your 
bank or other financial institution. SAVE 
THE RECEIPTS YOU ARE GIVEN WHEN 
YOU USE YOUR (NAME OF CARD) CARD. 
AND CHECK THEM AGAINST THE 
ACCOUNT STATEMENT YOU RECEIVE 
FROM YOUR BANK OR OTHER 
FINANCIAL INSTITUTION. If you have any 
questions about one of these transactions, 
call or write us at (telephone number and 
address) (the telephone number and address 
indicated below).

IF YOUR (NAME OF CARD) CARD IS 
LOST OR STOLEN. NOTIFY US AT ONCE 
by calling or writing to us at (telephone 
number and address).

By order of the Board of Governors of the 
Federal Reserve System, August 12.1987. 
William W. Wiles,
Secretary of the Board.
(FR Doc. 87-18788 Filed 8-17-87; 8:45 am) 
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