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(c) Make a good faith effort to refund
to the consumer by cash, check, or
money order, or credit to a deposit ac-
count of the consumer, any part of the
credit balance remaining in the ac-
count for more than 6 months. No fur-
ther action is required if the con-
sumer’s current location is not known
to the creditor and cannot be traced
through the consumer’s last known ad-
dress or telephone number.

EFFECTIVE DATE NOTE: At 74 FR 5416, Jan.
29, 2009, §226.11 was revised, effective July 1,
2010. For the convenience of the user, the re-
vised text is set forth as follows:

§226.11 Treatment of credit balances; ac-
count termination.

(a) Credit balances. When a credit balance
in excess of $1 is created on a credit account
(through transmittal of funds to a creditor
in excess of the total balance due on an ac-
count, through rebates of unearned finance
charges or insurance premiums, or through
amounts otherwise owed to or held for the
benefit of the consumer), the creditor shall—

(1) Credit the amount of the credit balance
to the consumer’s account;

(2) Refund any part of the remaining credit
balance within seven business days from re-
ceipt of a written request from the con-
sumer;

(3) Make a good faith effort to refund to
the consumer by cash, check, or money
order, or credit to a deposit account of the
consumer, any part of the credit balance re-
maining in the account for more than six
months. No further action is required if the
consumer’s current location is not known to
the creditor and cannot be traced through
the consumer’s last known address or tele-
phone number.

(b) Account termination. (1) A creditor shall
not terminate an account prior to its expira-
tion date solely because the consumer does
not incur a finance charge.

(2) Nothing in paragraph (b)(1) of this sec-
tion prohibits a creditor from terminating
an account that is inactive for three or more
consecutive months. An account is inactive
for purposes of this paragraph if no credit
has been extended (such as by purchase, cash
advance or balance transfer) and if the ac-
count has no outstanding balance.

§226.12 Special credit card provisions.

(a) Issuance of credit cards. Regardless
of the purpose for which a credit card
is to be used, including business, com-
mercial, or agricultural use, no credit
card shall be issued to any person ex-
cept:

(1) In response to an oral or written
request or application for the card; or

§226.12

(2) As a renewal of, or substitute for,
an accepted credit card. 2!

(b) Liability of cardholder for unau-
thorized use—(1) Limitation on amount.
The liability of a cardholder for unau-
thorized use 22 of a credit card shall not
exceed the lesser of $50 or the amount
of money, property, labor, or services
obtained by the unauthorized use be-
fore notification to the card issuer
under paragraph (b)(3) of this section.

(2) Conditions of liability. A cardholder
shall be liable for unauthorized use of a
credit card only if:

(i) The credit card is an accepted
credit card;

(ii) The card issuer has provided ade-
quate notice 23 of the cardholder’s max-
imum potential liability and of means
by which the card issuer may be noti-
fied of loss or theft of the card. The no-
tice shall state that the cardholder’s li-
ability shall not exceed $50 (or any
lesser amount) and that the cardholder
may give oral or written notification,
and shall describe a means of notifica-
tion (for example, a telephone number,
an address, or both); and

(iii) The card issuer has provided a
means to identify the cardholder on
the account or the authorized user of
the card.

(3) Notification to card issuer. Notifica-
tion to a card issuer is given when
steps have been taken as may be rea-
sonably required in the ordinary course
of business to provide the card issuer
with the pertinent information about
the loss, theft, or possible unauthorized

21For purposes of this section, accepted
credit card means any credit card that a card-
holder has requested or applied for and re-
ceived, or has signed, used, or authorized an-
other person to use to obtain credit. Any
credit card issued as a renewal or substitute
in accordance with this paragraph becomes
an accepted credit card when received by the
cardholder.

22Unauthorized use means the use of a cred-
it card by a person, other than the card-
holder, who does not have actual, implied, or
apparent authority for such use, and from
which the cardholder receives no benefit.

23 Adequate notice means a printed notice to
a cardholder that sets forth clearly the perti-
nent facts so that the cardholder may rea-
sonably be expected to have noticed it and
understood its meaning. The notice may be
given by any means reasonably assuring re-
ceipt by the cardholder.
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use of a credit card, regardless of
whether any particular officer, em-
ployee, or agent of the card issuer does,
in fact, receive the information. Notifi-
cation may be given, at the option of
the person giving it, in person, by tele-
phone, or in writing. Notification in
writing is considered given at the time
of receipt or, whether or not received,
at the expiration of the time ordinarily
required for transmission, whichever is
earlier.

(4) Effect of other applicable law or
agreement. If state law or an agreement
between a cardholder and the card
issuer imposes lesser liability than
that provided in this paragraph, the
lesser liability shall govern.

(5) Business use of credit cards. If 10 or
more credit cards are issued by one
card issuer for use by the employees of
an organization, this section does not
prohibit the card issuer and the organi-
zation from agreeing to liability for
unauthorized use without regard to
this section. However, liability for un-
authorized use may be imposed on an
employee of the organization, by either
the card issuer or the organization,
only in accordance with this section.

(c) Right of cardholder to assert claims
or defenses against card issuer 24—(1) Gen-
eral rule. When a person who honors a
credit card fails to resolve satisfac-
torily a dispute as to property or serv-
ices purchased with the credit card in a
consumer credit transaction, the card-
holder may assert against the card
issuer all claims (other than tort
claims) and defenses arising out of the
transaction and relating to the failure
to resolve the dispute. The cardholder
may withhold payment up to the
amount of credit outstanding for the
property or services that gave rise to
the dispute and any finance or other
charges imposed on that amount. 25

24This paragraph does not apply to the use
of a check guarantee card or a debit card in
connection with an overdraft credit plan, or
to a check guarantee card used in connection
with cash advance checks.

25The amount of the claim or defense that
the cardholder may assert shall not exceed
the amount of credit outstanding for the dis-
puted transaction at the time the cardholder
first notifies the card issuer or the person
honoring the credit card of the existence of
the claim or defense. To determine the

12 CFR Ch. Il (1-1-10 Edition)

(2) Adverse credit reports prohibited. If,
in accordance with paragraph (c)(1) of
this section, the cardholder withholds
payment of the amount of credit out-
standing for the disputed transaction,
the card issuer shall not report that
amount as delinquent until the dispute
is settled or judgment is rendered.

(3) Limitations. The rights stated in
paragraphs (c)(1) and (2) of this section
apply only if:

(i) The cardholder has made a good
faith attempt to resolve the dispute
with the person honoring the credit
card; and

(ii) The amount of credit extended to
obtain the property or services that re-
sult in the assertion of the claim or de-
fense by the cardholder exceeds $50,
and the disputed transaction occurred
in the same state as the cardholder’s
current designated address or, if not
within the same state, within 100 miles
from that address. 26

(d) Offsets by card issuer prohibited. (1)
A card issuer may not take any action,
either before or after termination of
credit card privileges, to offset a card-
holder’s indebtedness arising from a
consumer credit transaction under the
relevant credit card plan against funds
of the cardholder held on deposit with
the card issuer.

(2) This paragraph does not alter or
affect the right of a card issuer acting
under state or Federal law to do any of
the following with regard to funds of a

amount of credit outstanding for purposes of
this section, payments and other credits
shall be applied to: (1) Late charges in the
order of entry to the account; then to (2) fi-
nance charges in the order of entry to the ac-
count; and then to (3) any other debits in the
order of entry to the account. If more than
one item is included in a single extension of
credit, credits are to be distributed pro rata
according to prices and applicable taxes.

26The limitations stated in paragraph
(c)(3)(ii) of this section shall not apply when
the person honoring the credit card: (1) Is
the same person as the card issuer; (2) is con-
trolled by the card issuer directly or indi-
rectly; (3) is under the direct or indirect con-
trol of a third person that also directly or in-
directly controls the card issuer; (4) controls
the card issuer directly or indirectly; (5) is a
franchised dealer in the card issuer’s prod-
ucts or services; or (6) has obtained the order
for the disputed transaction through a mail
solicitation made or participated in by the
card issuer.
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cardholder held on deposit with the
card issuer if the same procedure is
constitutionally available to creditors
generally: obtain or enforce a consen-
sual security interest in the funds; at-
tach or otherwise levy upon the funds;
or obtain or enforce a court order re-
lating to the funds.

(3) This paragraph does not prohibit a
plan, if authorized in writing by the
cardholder, under which the card issuer
may periodically deduct all or part of
the cardholder’s credit card debt from
a deposit account held with the card
issuer (subject to the limitations in
§226.13(d)(1)).

(e) Prompt notification of returns and
crediting of refunds. (1) When a creditor
other than the card issuer accepts the
return of property or forgives a debt
for services that is to be reflected as a
credit to the consumer’s credit card ac-
count, that creditor shall, within 7
business days from accepting the re-
turn or forgiving the debt, transmit a
credit statement to the card issuer
through the card issuer’s normal chan-
nels for credit statements.

(2) The card issuer shall, within 3
business days from receipt of a credit
statement, credit the consumer’s ac-
count with the amount of the refund.

(3) If a creditor other than a card
issuer routinely gives cash refunds to
consumers paying in cash, the creditor
shall also give credit or cash refunds to
consumers using credit cards, unless it
discloses at the time the transaction is
consummated that credit or cash re-
funds for returns are not given. This
section does not require refunds for re-
turns nor does it prohibit refunds in
kind.

(f) Discounts; tie-in arrangements. No
card issuer may, by contract or other-
wise:

(1) Prohibit any person who honors a
credit card from offering a discount to
a consumer to induce the consumer to
pay by cash, check, or similar means
rather than by use of a credit card or
its underlying account for the purchase
of property or services; or

(2) Require any person who honors
the card issuer’s credit card to open or
maintain any account or obtain any
other service not essential to the oper-
ation of the credit card plan from the
card issuer or any other person, as a
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condition of participation in a credit
card plan. If maintenance of an ac-
count for clearing purposes is deter-
mined to be essential to the operation
of the credit card plan, it may be re-
quired only if no service charges or
minimum balance requirements are
imposed.

(9) Relation to Electronic Fund Trans-
fer Act and Regulation E. For guidance
on whether Regulation Z (12 CFR part
226) or Regulation E (12 CFR part 205)
applies in instances involving both
credit and electronic fund transfer as-
pects, refer to Regulation E, 12 CFR
205.12(a) regarding issuance and liabil-
ity for unauthorized use. On matters
other than issuance and liability, this
section applies to the credit aspects of
combined credit/electronic fund trans-
fer transactions, as applicable.

[Reg. Z, 46 FR 20892, Apr. 7, 1981, as amended
at 65 FR 17131, Mar. 31, 2000]

EFFECTIVE DATE NOTE: At 74 FR 5416, Jan.
29, 2009, §226.12 was revised, effective July 1,
2010. For the convenience of the user, the re-
vised text is set forth as follows:

§226.12 Special credit card provisions.

(a) Issuance of credit cards. Regardless of
the purpose for which a credit card is to be
used, including business, commercial, or ag-
ricultural use, no credit card shall be issued
to any person except—

(1) In response to an oral or written re-
quest or application for the card; or

(2) As a renewal of, or substitute for, an ac-
cepted credit card. 2t

(b) Liability of cardholder for unauthorized
use—(1)(i) Definition of unauthorized use. For
purposes of this section, the term ‘‘unau-
thorized use’”” means the use of a credit card
by a person, other than the cardholder, who
does not have actual, implied, or apparent
authority for such use, and from which the
cardholder receives no benefit.

(i) Limitation on amount. The liability of a
cardholder for unauthorized use?2? of a credit
card shall not exceed the lesser of $50 or the
amount of money, property, labor, or serv-
ices obtained by the unauthorized use before
notification to the card issuer under para-
graph (b)(3) of this section.

(2) Conditions of liability. A cardholder shall
be liable for unauthorized use of a credit
card only if:

(i) The credit card is an accepted credit
card;

21[Reserved]
22[Reserved]
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(ii) The card issuer has provided adequate
notice 23 of the cardholder’s maximum poten-
tial liability and of means by which the card
issuer may be notified of loss or theft of the
card. The notice shall state that the card-
holder’s liability shall not exceed $50 (or any
lesser amount) and that the cardholder may
give oral or written notification, and shall
describe a means of notification (for exam-
ple, a telephone number, an address, or
both); and

(iii) The card issuer has provided a means
to identify the cardholder on the account or
the authorized user of the card.

(3) Notification to card issuer. Notification
to a card issuer is given when steps have
been taken as may be reasonably required in
the ordinary course of business to provide
the card issuer with the pertinent informa-
tion about the loss, theft, or possible unau-
thorized use of a credit card, regardless of
whether any particular officer, employee, or
agent of the card issuer does, in fact, receive
the information. Notification may be given,
at the option of the person giving it, in per-
son, by telephone, or in writing. Notification
in writing is considered given at the time of
receipt or, whether or not received, at the
expiration of the time ordinarily required for
transmission, whichever is earlier.

(4) Effect of other applicable law or agree-
ment. If state law or an agreement between a
cardholder and the card issuer imposes lesser
liability than that provided in this para-
graph, the lesser liability shall govern.

(5) Business use of credit cards. If 10 or more
credit cards are issued by one card issuer for
use by the employees of an organization, this
section does not prohibit the card issuer and
the organization from agreeing to liability
for unauthorized use without regard to this
section. However, liability for unauthorized
use may be imposed on an employee of the
organization, by either the card issuer or the
organization, only in accordance with this
section.

(c) Right of cardholder to assert claims or de-
fenses against card issuer2*—(1) General rule.
When a person who honors a credit card fails
to resolve satisfactorily a dispute as to prop-
erty or services purchased with the credit
card in a consumer credit transaction, the
cardholder may assert against the card
issuer all claims (other than tort claims) and
defenses arising out of the transaction and
relating to the failure to resolve the dispute.
The cardholder may withhold payment up to
the amount of credit outstanding for the
property or services that gave rise to the dis-
pute and any finance or other charges im-
posed on that amount. 25

23[Reserved]
24[Reserved]
25[Reserved]

12 CFR Ch. Il (1-1-10 Edition)

(2) Adverse credit reports prohibited. If, in ac-
cordance with paragraph (c)(1) of this sec-
tion, the cardholder withholds payment of
the amount of credit outstanding for the dis-
puted transaction, the card issuer shall not
report that amount as delinquent until the
dispute is settled or judgment is rendered.

(3) Limitations—(i) General. The rights stat-
ed in paragraphs (c)(1) and (c)(2) of this sec-
tion apply only if:

(A) The cardholder has made a good faith
attempt to resolve the dispute with the per-
son honoring the credit card; and

(B) The amount of credit extended to ob-
tain the property or services that result in
the assertion of the claim or defense by the
cardholder exceeds $50, and the disputed
transaction occurred in the same state as
the cardholder’s current designated address
or, if not within the same state, within 100
miles from that address. 26

(ii) Exclusion. The limitations stated in
paragraph (c)(3)(i)(B) of this section shall not
apply when the person honoring the credit
card:

(A) Is the same person as the card issuer;

(B) Is controlled by the card issuer directly
or indirectly;

(C) Is under the direct or indirect control
of a third person that also directly or indi-
rectly controls the card issuer;

(D) Controls the card issuer directly or in-
directly;

(E) Is a franchised dealer
issuer’s products or services; or

(F) Has obtained the order for the disputed
transaction through a mail solicitation made
or participated in by the card issuer.

(d) Offsets by card issuer prohibited. (1) A
card issuer may not take any action, either
before or after termination of credit card
privileges, to offset a cardholder’s indebted-
ness arising from a consumer credit trans-
action under the relevant credit card plan
against funds of the cardholder held on de-
posit with the card issuer.

(2) This paragraph does not alter or affect
the right of a card issuer acting under state
or federal law to do any of the following with
regard to funds of a cardholder held on de-
posit with the card issuer if the same proce-
dure is constitutionally available to credi-
tors generally: Obtain or enforce a consen-
sual security interest in the funds; attach or
otherwise levy upon the funds; or obtain or
enforce a court order relating to the funds.

(3) This paragraph does not prohibit a plan,
if authorized in writing by the cardholder,
under which the card issuer may periodically
deduct all or part of the cardholder’s credit
card debt from a deposit account held with
the card issuer (subject to the limitations in
§226.13(d)(1)).

(e) Prompt notification of returns and cred-
iting of refunds. (1) When a creditor other

in the card

26[Reserved]
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than the card issuer accepts the return of
property or forgives a debt for services that
is to be reflected as a credit to the con-
sumer’s credit card account, that creditor
shall, within 7 business days from accepting
the return or forgiving the debt, transmit a
credit statement to the card issuer through
the card issuer’s normal channels for credit
statements.

(2) The card issuer shall, within 3 business
days from receipt of a credit statement,
credit the consumer’s account with the
amount of the refund.

(3) If a creditor other than a card issuer
routinely gives cash refunds to consumers
paying in cash, the creditor shall also give
credit or cash refunds to consumers using
credit cards, unless it discloses at the time
the transaction is consummated that credit
or cash refunds for returns are not given.
This section does not require refunds for re-
turns nor does it prohibit refunds in kind.

() Discounts; tie-in arrangements. No card
issuer may, by contract or otherwise:

(1) Prohibit any person who honors a credit
card from offering a discount to a consumer
to induce the consumer to pay by cash,
check, or similar means rather than by use
of a credit card or its underlying account for
the purchase of property or services; or

(2) Require any person who honors the card
issuer’s credit card to open or maintain any
account or obtain any other service not es-
sential to the operation of the credit card
plan from the card issuer or any other per-
son, as a condition of participation in a cred-
it card plan. If maintenance of an account
for clearing purposes is determined to be es-
sential to the operation of the credit card
plan, it may be required only if no service
charges or minimum balance requirements
are imposed.

(9) Relation to Electronic Fund Transfer Act
and Regulation E. For guidance on whether
Regulation Z (12 CFR part 226) or Regulation
E (12 CFR part 205) applies in instances in-
volving both credit and electronic fund
transfer aspects, refer to Regulation E, 12
CFR 205.12(a) regarding issuance and liabil-
ity for unauthorized use. On matters other
than issuance and liability, this section ap-
plies to the credit aspects of combined cred-
itlelectronic fund transfer transactions, as
applicable.

§226.13 Billing error resolution. 27

(a) Definition of billing error. For pur-
poses of this section, the term billing
error means:

27 A creditor shall not accelerate any part
of the consumer’s indebtedness or restrict or
close a consumer’s account solely because
the consumer has exercised in good faith
rights provided by this section. A creditor
may be subject to the forfeiture penalty

§226.13

(1) A reflection on or with a periodic
statement of an extension of credit
that is not made to the consumer or to
a person who has actual, implied, or
apparent authority to use the con-
sumer’s credit card or open-end credit
plan.

(2) A reflection on or with a periodic
statement of an extension of credit
that is not identified in accordance
with the requirements of §§226.7(b) and
226.8.

(3) A reflection on or with a periodic
statement of an extension of credit for
property or services not accepted by
the consumer or the consumer’s des-
ignee, or not delivered to the consumer
or the consumer’s designee as agreed.

(4) A reflection on a periodic state-
ment of the creditor’s failure to credit
properly a payment or other credit
issued to the consumer’s account.

(5) A reflection on a periodic state-
ment of a computational or similar
error of an accounting nature that is
made by the creditor.

(6) A reflection on a periodic state-
ment of an extension of credit for
which the consumer requests addi-
tional clarification, including docu-
mentary evidence.

(7) The creditor’s failure to mail or
deliver a periodic statement to the
consumer’s last known address if that
address was received by the creditor, in
writing, at least 20 days before the end
of the billing cycle for which the state-
ment was required.

(b) Billing error notice.22 A billing
error notice is a written notice?® from
a consumer that:

(1) Is received by a creditor at the ad-
dress disclosed under §226.7(k) no later
than 60 days after the creditor trans-
mitted the first periodic statement
that reflects the alleged billing error;

under section 161(e) of the Act for failure to
comply with any of the requirements of this
section.

28The creditor need not comply with the
requirements of paragraphs (c) through (g) of
this section if the consumer concludes that
no billing error occurred and voluntarily
withdraws the billing error notice.

29The creditor may require that the writ-
ten notice not be made on the payment me-
dium or other material accompanying the
periodic statement if the creditor so stipu-
lates in the billing rights statement required
by 8§226.6(d) and 226.9(a).
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