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Summary 

The issues 

At the time of the Cruickshank Report in 2000, only a tiny proportion of cash machines 
involved a direct charge. The proportion now is 37%. Cash machines are the most 
important method of cash withdrawal in the UK, used by millions every week. Concerns 
arise about: 

 the principle of charging and the  increasing prevalence of charging machines; 

 the clarity of presentation of these charges to the consumer; 

 the impact that the spread of charging may have on financial exclusion. 

The principle of charging and the prospects for the free ATM network 

Cash machines which charge consumers are a legitimate business model. However, their 
spread gives rise to a public policy issue: how far is such a trend desirable? Although 
charging machines only account for around 3.6% of total cash withdrawals in October 
2004, it is estimated that over the past twelve months consumers have paid around £140 
million in charges. At the same time, the number of free machines is also increasing. 

The increase in the number of free machines, alongside the increase in charging machines, 
should represent an increase in non-charging sites. However, because of their location and  
increased concentration in machines, there is a question how far this growth has actually 
increased the number of generally available and  genuinely different sites. 

Provided the LINK agreement remains in force and banks continue to offer free banking 
for personal customers, at present there seems little threat to continued free access to all 
cash machines located in bank and building society branches. 

The independent charging operators’ expansion of their business will result in cash 
machines in previously unserved locations, but will also result in a trend of free machines 
being forced out of sites and replaced with charging machines. Banks and building societies 
have incentives to sell some of their non-branch machines to independent operators: there 
could accordingly be conversion of a large number of free ATMs to charging. 

The attitude of the site owner is very important in determining whether a cash machine on 
their premises is free of charging. The public sector has a particular responsibility and 
public sector managers will wish to take into account the extent to which their employees 
and other site users may find it difficult  to access free cash elsewhere. 

Overall, opinion differs as to how far the trend of free machines converting to charging, in 
locations away from bank branches, will go. A great deal will depend on the attitude taken 
by banks to the provision of free machines in these areas. It is therefore important that the 
Government monitors the situation very closely, and is ready to respond. 
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Transparency of charges 

The industry has a duty to provide consumers with sufficient information to allow an 
informed choice about whether to use a charging machine. Poor standards of transparency  
are detrimental to consumers, and hinder competition. The arrangements put in place by 
LINK since April 2004 are inadequate. The improvements agreed in December 2004, to 
take effect from July 2005, are welcome but do not go far enough. 

We recommend: clear indication of the amount of surcharge on external signage; larger 
minimum font sizes; standardised labelling for all free and charging machines; no use of 
the word ‘free’ in connection with other services available from a charging machine; timely 
and prominent warnings where a machine previously free is to be replaced. There is also a 
need for evidence of greater effectiveness in LINK’s enforcement procedures. 

Regulation 

LINK needs to improve consumer representation and to develop greater openness. The 
present LINK approach to enforcement is inadequate. The Banking Code should be 
extended before the end of the year to cover all charging cash machine operators 
(including Code subscribers’ subsidiaries) and to incorporate LINK transparency rules. 

Financial exclusion & the Post Office 

Vulnerable consumers should not be subject to disproportionate costs as a result of  ATM 
charges. A substantial reduction in the availability of free machines could exacerbate 
existing financial exclusion. The Government needs to keep developments under review. 

The Post Office has a unique role. Most post office ATMs charge, with sub-postmasters 
having no control over the decision. This is not in the best interests of sub-postmasters, 
benefit recipients or local communities. Government should ensure that the switch to 
direct payment of benefits does not disadvantage recipients in their access to cash. 

Key areas for action from Government, regulators and the industry: 

 Growth of charging machines: There would be important public policy concerns if, away 
from existing branches, free access to cash withdrawals declines. The Government 
needs to keep developments under review. 

 Better transparency: Improvements have been made in the requirements set down by 
LINK, but more needs to be done. 

 Regulation and the Banking Code: Charging cash machines need to be brought within 
the Banking Code. 

 Financial exclusion: Cash machine charges may have a disproportionate impact on low-
income consumers. If free machines are withdrawn from areas without bank branches 
then this may exacerbate existing financial exclusion. The Post Office has a particular 
role and there is a need for a fundamental change of strategy. 
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1 Introduction 

The issue and this inquiry 

1. Aspects of the operation of the cash machine market were reviewed in the Cruickshank 
Report on Competition in UK Banking in March 2000. At that time, only a tiny proportion 
of the cash machines—also known as ATMs (Automatic Teller Machines)—in the UK 
involved a direct charge for the user. The proportion now is 37%. In 2004 consumers spent 
£140m accessing cash at cash machines. The time is ripe for a review of the issue of cash 
machine charges. 

2. We planned to include questioning on this during evidence sessions in October last year 
with bank chief executives, as part of our work on credit card charges. But, in recognition 
of the significance of the subject and the fact that the underlying issues were somewhat 
different, we decided instead to conduct a separate short inquiry.1  

3. We announced that we would look at, in particular: 

 The principle of charging and the  trend towards charging: the principle of charging for 
access to funds through cash machines; and the increasing prevalence of machines at 
which a charge is levied …; 

 Transparency: the clarity of presentation of these charges to the consumer …; 

 Financial exclusion and location: concerns over the impact that the spread of charging 
may have on financial exclusion and low-income households. 

4. We took oral evidence on 21 December 2004 from consumer groups2 and from LINK 
(the body responsible for controlling the participation of banks and other organisations in 
the ATM network),3 on 1 February 2005 from Royal Bank of Scotland and HBOS (both 
banks which had made recent commercial decisions significantly affecting the ATM 
market place) and from leading operators of charging cash machines,4 and on 10 February 
2005 from Nationwide Building Society, from the Post Office and from the Financial 
Secretary, Mr Stephen Timms MP (the responsible Treasury Minister). We also received 
written submissions from a wide range of other relevant bodies and from individuals, 
including individual ATM site owners and members of the public. Most of these 
submissions are printed as written evidence, together with the oral evidence, with this 
report. We are extremely grateful to all those who have helped with this inquiry. 

 
1 See Second Report, Session 2004-05, Credit card charges and marketing, HC 274, Q 297 

2 Citizens Advice, Which?, and National Consumer Council 

3 LINK is thus a member-based body, comprising banks, building societies and other organisations; we discuss the role 
of LINK further below at paras 93-95 

4 Bank Machine Ltd, Cardpoint plc, Moneybox plc, TRM 
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The operation of cash machines (ATMs) in the UK 

How ATMs work 

5. The UK’s first cash machine, also known as an Automated Teller Machine (ATM), was 
installed by Barclays in their Enfield branch in 1967.5 An ATM is, in essence, a computer 
attached to a safe with a communications link to a computer system which holds customer 
account details. The original and core function of ATMs is to distribute cash, although the 
underlying infrastructure allows a wider range of services to be supplied such as balance 
inquiries, mini-statements and bill payments. A number of ATMs also provide non-
banking services such as pre-pay mobile phone top-ups. The withdrawal of cash involves 
the machine sending the transaction details6 to the card issuer, who authorises or rejects 
the cash withdrawal. As we discuss below, if a direct charge is to be levied, the customer 
will then be informed of the size of the charge and given the opportunity to cancel. If the 
transaction is authorised (and the customer does not cancel) then the cash is dispensed to 
the customer. Their account is then debited by their card issuer, by the value of the cash 
withdrawn plus any associated charges. 

6. There are two different types of charges that can be applied to customers using ATMs. 
The first type of charges is referred to as an ‘acquirer’ charge, ‘convenience’ charge or 
‘surcharge’—these charges are levied by the ATM owner. The second type of charge is 
known as an ‘issuer’ charge or ‘disloyalty fee’—these are levied by the card-holder’s bank 
for using an ATM owned by another bank or building society. As discussed below, 
following the Cruickshank report in 2000, banks agreed to abolish issuer charges for all UK 
debit and cash cards. For credit and charge cards, banks typically levy an issuer charge 
(referred to as a cash handling fee) of around 1.5%, with a minimum of £1.50. LINK rules 
forbid double charging—if a bank levies an issuer charge then the ATM owner is prevented 
from levying an acquirer charge.  

7. Separate from these retail charges are the “wholesale” charges, which are levied between 
the different banks and ATM owners. The most important of these is the ‘interchange fee’7 
which is paid by the card issuer to the ATM owner on shared transactions, to cover the cost 
of the services provided. Essentially, it is the fee that one bank agrees to pay another for 
letting its cardholders use another bank’s ATM. For example, if a customer of Barclays 
bank uses a cash machine owned by Lloyds TSB to make a free cash withdrawal, then 
Barclays will pay Lloyds an ‘interchange fee’ for this service (currently set at 20p for an 
ATM at a branch and 30p for a remote or non-branch ATM). Interchange fees differ for 
cash withdrawals and non-financial transactions (balance enquiries and rejected 
transactions). 8  A default level for interchange fees is agreed and set centrally by the LINK 
network, based on an independent study of ATM costs undertaken by KPMG. 9  LINK 
rules—arrived at after discussions with the OFT—mean that ATM owners levying a 

 
5 Ev 95 

6 The details of the account (contained on a microchip) from which the withdrawal is to be made, the customer’s 
confidential number (‘PIN number’) and the service required. 

7 Technically, this is the ‘Multilateral Interchange Fee’ or MIF 

8 These also depend on whether it is a branch or a non-branch machine 

9 The study is regularly updated 
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surcharge to the consumer do not receive the interchange fee from the consumer’s bank 
for the cash withdrawal (although they will receive interchange fees for any balance 
enquiries and rejected transactions). 

Cash acquisition by individuals 

8. Measured by number of transactions, cash is still the main method of making payments 
in the UK.10 As table 1 shows, ATM withdrawal is the most important method of cash 
acquisition by consumers. The number of transactions and value of cash withdrawn from 
ATMs has continued to grow despite the increasing use of plastic cards to make payments 
in retail locations. APACS (the Association for Payment Clearing Services) told us 
“Relatively high daily allowances for cash machine withdrawal, greater convenience of their 
siting and wider availability of cashback are inducing customers to shift away from using 
cheques and passbooks as the means by which they withdraw cash from their accounts”.11 
APACS expects these trends to continue, projecting that “In 2013 cash machines will 
dispense £189 billion in 2003 money, including 75% of all cash acquired by individuals”.12 

Table 1: Cash acquisition by individuals (Millions of transactions) 

Year 
Method 

1998 1999 2000 2001 2002 2003 
Percentage change 
(1998-2003) 

Cheque encashment 187 174 148 141 124 123 -34.2% 
Plastic card at counter 67 57 65 76 74 84 25.4% 
ATM withdrawal 1,841 1,959 2,015 2,158 2,252 2,357 28.0% 
Cashback 143 164 201 223 233 256 79.0% 
Passbook withdrawal 174 151 124 101 77 72 -58.6% 
Business/employer  194 189 168 139 137 127 -34.5% 
State benefits 898 856 802 734 651 558 -37.9% 
Other 41 34 34 34 33 34 -17.1% 
Total 3,545 3,585 3,556 3,607 3,581 3,609 1.8% 

Source: APACS 

9. In terms of usage, APACS told us that “nearly two-thirds of adults are regular cash 
machine users, with the proportion rising to 90% in the 25-to-34 age band. Usage is lower 
as one moves up the age range and along the socio-economic spectrum. This reflects the 
fact that direct receipt of cash in state benefits and pensions is a higher proportion of 
income for the over-65s and for adults in socio-economic groups D and E, and hence there 
is less need to get cash from a cash machine.”13 However, usage by these groups is likely to 
increase over future years due to the Government’s programme of ‘Direct Payment’ of 
benefits into bank accounts, replacing the benefit book system. By May 2004, 65 per cent of 
the Department of Work and Pensions’ customers were being paid all their benefit 
entitlements by direct payment and the department is aiming to raise this figure to 85 per 
cent by December 2005. APACS told us: “The Direct Payment programme is expected to 
have a significant impact upon cash machine use. Some of the customers who previously 
went to the Post Office to receive their state benefits or pensions in cash will switch to cash 

 
10 This is when payments are measured by volume, given the importance of low value payments in cash usage; when 

measured by value, less than half of payments are by cash. 

11 Ev 87 para 5.2  

12 ibid. 

13 ibid. 
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machines once these payments are made directly to their bank account giving the 
Government considerable cost savings.”14 We discuss the impact that this may have on 
benefit recipients in the section of this report discussing financial exclusion. Cash 
machines are the most important method of cash withdrawal in the UK and are used by 
millions of consumers every week. Projections from APACS indicate that cash 
machines will continue to be an important source of cash for many people for the 
foreseeable future. The move to Direct Payment of benefits will result in many benefit 
recipients using cash machines to access their benefits. 

The Cruickshank review 

10. In November 1998, the Government set up the Banking Review, an independent 
investigation of banking services in the UK led by Mr Don Cruickshank.15 The review 
looked at levels of innovation, competition, and efficiency in the industry and how well it 
served the needs of business, other consumers and the UK economy.  Its final report was 
published on 20 March 2000. The Treasury told us that “the Cruickshank report noted that 
there was very little relationship between prices charged in the ATM industry and 
underlying costs. Interchange fees were heavily weighted against smaller players, especially 
firms who might want to specialize in [operating ATMs], and issuer charges were both 
discriminatory and opaque”.16 For example, Cruickshank noted that the large banks were 
charging their customers either £1 or £1.50 for making withdrawals from certain ATMs,  
and that this was around “five to six times above the price they are paying as an 
interchange fee to the ATM owner”.17 To avoid these inflated issuer charges, customers 
were also face with increased transaction costs in terms of time spent searching for and 
travelling to the right ATM.  

11. Another concern raised by Cruickshank was that the rules operated by the LINK 
network acted as a substantial entry barrier to the ATM industry. In particular he 
highlighted the fact that firms wishing to supply ATMs without also issuing cards were 
prevented from becoming members of LINK. This, in practice, meant that only large banks 
and building societies could operate cash machines. In February 2000 the LINK board 
made the decision to open up membership to non-card issuers, a change which allowed the 
independent ATM operators to become members.18 Several witnesses noted that this rule 
change had been an important factor leading to the growth in charging cash machines over 
the last four years.19 

12. There were also concerns that allowing both card issuers and ATM owners to make 
charges could result in customers being effectively charged twice for the same transaction. 
At that time a small number of banks were charging their own customers a fee (an issuer 
fee) for using machines that were not owned by the customer’s bank. Other banks levied a 

 
14 Ev 88 

15 Competition in UK Banking: a Report to the Chancellor of the Exchequer, Mr Don Cruickshank, March 2000 (TSO) 

16 Ev 112 para 2.2 

17 Cruickshank report, para D 4.82, page 293 

18 Although before that date it was possible for operators to gain access to the LINK network by obtaining sponsorship 
from an existing member. 

19 Qq 426, 429-430, 257 
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surcharge fee to non-customers using their machines. In some cases, it was possible that 
the customer could have been charged twice for one transaction. From July 2000 LINK 
members agreed to ban double charging so that an ATM user could not be charged by both 
their card issuer and the ATM operator. In late 2000, following a great deal of public 
scrutiny, including pressure from Parliament, consumer groups, and Nationwide Building 
Society, virtually all high street banks agreed not to levy a charge on any customers 
withdrawing cash from another bank’s machine.  

13. The cumulative effect of the changes made as a result of the Cruickshank review 
resulted in the ATM market developing with a recognisable split. There is generally no 
charge for a cardholder withdrawing cash from their bank account at a cash machine 
operated by the major bank or building societies. Opening up the cash machine market to 
non-banks allowed the Independent ATM Deployers (IADs) to enter the market and 
provide cash machines which typically levy a surcharge to the consumer. 

The costs of ATM provision 

14. There are costs involved in running the number of cash machines across the UK, with a 
range of different elements. Witnesses20 told us that these included the purchase and 
installation costs of the machine, site rental, repairs and maintenance, cleaning, 
communication costs,  cash delivery and replenishment, insurance and security, rates, and 
the opportunity cost of the cash in the machine. LINK told us that “the typical cost of 
operating a free [i.e. non-charging] machine is £19,000 per annum at a branch and £33,000 
at other locations. The typical annual cost of operation of an ATM installed by an 
independent deployer is £9,500”.21 These figures are averages, and the individual cost of a 
cash machine can vary widely, depending on location and transaction volume. Also, a 
through-the-wall machine would be more expensive to install than a free-standing 
machine. Mr Higgins, of RBS, told us that the annual running cost of a free-standing ATM 
was “about £25,000”.22 

15. The provision of cash through an ATM is considerably cheaper to the bank or building 
society which holds the account than if a customer makes a withdrawal from a branch by 
using a pass-book or cashing a cheque. The Cruickshank report noted that the cost to a 
bank of a branch-based withdrawal undertaken over the counter was over three times as 
much as an ATM withdrawal,23 using figures taken from a 1996 APACS report on The cost 
of Money Transmission. Although APACS indicated that they had not updated the work in 
the interim, HBOS and RBS confirmed that the estimate was still about right for their 
banks.24 The figures are shown in the chart below. Cash machines are not a service from 
which only the consumer is the beneficiary. They also help banks by providing a 
cheaper alternative to bank counters or branches for the provision of access by 
customers to their accounts. 

 
20 Ev 89 and Ev 120  

21 Ev 121 

22 Q 355 

23 Cruickshank Report, para D 4.34, page 283  

24 Q 322 
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Chart 1 : Unit costs of cash withdrawal 
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Source: APACS, The Costs of Money Transmission, 1996 
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2 The principle of charging 

Approaches to the funding of ATM provision 

16. The provision of cash machines has a cost that needs to be funded through some 
mechanism. A number of different approaches to funding have been suggested: 

a) by the banks as part of the provision of banking services (with universal free access 
sustained by the interchange fees); 

b) through direct payment by consumers, in the form of surcharging; 

c) by the site owner (at least in respect of capital and operating costs), as a means of 
attracting custom to their business; 

d) through advertising on the machine, both for the services provided by the banks and 
through the sale of advertising space to third parties; 

e) through the savings which banks make from any reduction in bank branches and 
cashiers; 

f) by spreading the large fixed costs of the cash machine through the provision of other 
services such as mobile phone top-ups. 

17. Each of these methods of funding ATMs will have advantages and disadvantages, for 
banks, consumers and site owners, with different implications for efficiency and fairness. 
Different models may be appropriate for different locations. Mr Crosby, of HBOS, told us 
that it was important to emphasise that “there are two business models. There are high 
volume, low margin machines which are the traditional free machines…and there are the 
more convenience orientated low volume charge based machines.”25 

18. One of the key arguments put forward by charging machine operators was that the 
introduction of charging has allowed cash machines to be installed in places that, due to 
their low footfall, would not have justified a free machine. This introduction of charging 
machines has increased the overall ability of the public to access cash. TRM, one of the 
independent operator companies, told us that they “had been deploying cash machines in 
many locations where there had previously not been a machine. These deployments are 
driven by consumer demand and simply offer consumers an additional convenient choice 
of access to cash”.26 When the independent charging operators began the installation of 
charging cash machines in 2000 and 2001, LINK noted that “The new machines will be 
situated in ‘convenience’ sites that have not previously justified a cash machine”.27 
Nationwide were concerned that in practice what observers understood by the word 
‘convenience’ may have changed in the intervening years. They told us: “The locations 
where charging machines are found have multiplied, and they are now in busy motorway 
service stations, shopping centres, petrol stations, bars, Post Offices, railway stations, 

 
25 Q 257 

26 Ev 153 

27 LINK press release, 2 March 2001 
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hospitals and cinemas. In some locations charging machines may even be found alongside 
free ones. Charging operators will describe these locations too as ‘convenience’, but in such 
busy areas as a motorway service station or a main shopping centre it would be difficult to 
argue that a free machine would be unprofitable.”28 Mr McNamara of Moneybox believed 
that convenience was probably the wrong word, telling us “there is a high degree of 
consumer choice. In some cases there may be a long way to go to a free machine: in other 
cases the physical distance may not be great, but the consumer is prepared to pay the cost 
of the charge rather than travelling a small distance”.29 

19. Mr Cullum of the National Consumer Council told us that he was concerned about the 
term ‘convenience’. He told us that there are high streets in London which have lots of 
banks that are free and if the consumer “is in a shop or a pub or a shopping centre and 
[they think] ‘Do I want to pay £1.50 and use the machine that is nearby or do I want to 
walk a couple of hundred metres down the road?’ – that is clearly a matter of convenience 
and that is a useful option for consumers to have”. He thought that “when we are talking 
about areas where there are not any banks and the charging machines are the only ones 
which are there, whether that is a low-income area or a rural area, there are much more 
severe issues, and I think it is unhelpful to talk about those as being convenience; this is 
about access”.30 We examine the financial inclusion aspects of this in more detail below, in 
a separate section. 

20. Even witnesses with concerns regarding the growth of charging machines recognised 
that there was a place for them in certain locations. The Campaign for Community 
Banking Services told us that in principle it had no objection to charging machines in 
“super convenience locations such as pubs, clubs, hotels and neighbourhood stores”, 
provided free access was maintained in other places.31 Which? told us that their general 
view was that “surcharging ATMs are an acceptable way of delivering cash to consumers in 
certain circumstances, on the condition that: they do not encroach on the free ATM estate, 
endangering consumers’ free access to their money; the surcharge is fair and reasonable; 
and [the cash machines] are suitably labelled”.32 However they did not believe that these 
three conditions were being met currently.  

21. There are a number of different ways of funding cash machine provision and it is 
appropriate for a variety of models to exist in a transparent, fair and competitive 
market. We recognise that cash machines which charge consumers are a legitimate 
business model. Their introduction has increased the overall availability of cash 
withdrawals and helped sustain small businesses. However, while these machines do 
increase provision of “convenience” locations that had not previously justified a cash 
machine, there is evidence that they are now spreading—appearing alongside, and in 
some cases displacing, machines that were previously free to the consumer. This gives 
rise to an issue of public policy, namely whether this trend is desirable and what  
response to it there needs to be. In a world of increasing numbers of charging machines, it 

 
28 Ev 137 

29 Q 436 

30 Q 1 

31 Ev 103 para 5.1 

32 Ev 160 para 4.2 
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is also vital that consumers are equipped with clear information concerning whether a 
machine charges and the amount of the charge, so that they can make an informed choice 
about which cash machines to use. We discuss this issue in section 3 below. 

The growth of charging cash machines 

22. The strong growth of charging cash machines has occurred since the year 2000, with 
growth rates of over 25% in each of the past four years. LINK told us that the number of 
charging cash machines reached 19,569 in October 2004. Charging cash machines now 
account for 37% of the total number of cash machines in the UK, and over 60% of the cash 
machines that are not located in bank branches. Chart 2 below shows how the number of 
charging and free cash machines has changed since 2000, distinguishing in respect of free 
machines between those located in bank/building society branches and non-branch (or 
‘remote’) machines.  

Chart 2 : Number of cash machines in the UK 
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Source: based on figures from APACS, ATM Survey 2004 & LINK, Ev119 

23. However, charging cash machines have a much lower volume of transactions than the 
typical free machine. In October 2004, 8.8 million cash withdrawals were made at charging 
machines—3.6% of total cash withdrawals. Despite being a low proportion of the total 
number of withdrawals, the amount consumers are paying in charges is already significant: 
Nationwide estimate that in the 12 months to October 2004 consumers paid charges of 
around £140 million.33  Chart 3 below shows estimates of how much consumers have paid 
in cash machine charges over each of the past five years. 

 

 

 
33 Own calculations, based on LINK data 
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Chart 3 : Cash machine charges incurred by the public (£ million) 
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Source: Committee calculations, based on LINK data 

24. Many of our witnesses repeatedly made the point that alongside the strong growth of 
charging machines since 2000 the number of free machines had also risen. Alliance and 
Leicester told us: “The increase in the number of surcharging ATMs in the market over 
recent years has not been at the expense of [free] machines. Most surcharging ATMs are 
new ATMs and the number of ‘free’ ATMs installed has increased significantly over recent 
years.”34 

25. However, while there has been an increase in the number of free machines, it does not 
automatically follow that there has been a commensurate increase in the number of 
different sites at which the general public can access free cash. One reason for this is that 
some of the new machines are in locations—such as casinos, betting shops, amusement 
arcades and bingo halls—which do not have general public access. The number of such 
machines is not clear but is not insubstantial and may account for over one seventh of the 
growth in the number of free machines since 2000.35 

26. Potentially even more significant, extra free machines do not translate into an increase 
in access to free cash withdrawals if they are all concentrated in the same locations. Busy 
locations such as major transport interchanges will attract a large number of machines.36 
For example, a free machine in London’s Victoria station may be undertaking around 

 
34 Ev 79 

35 The LINK database indicates that there are currently around 700 free machines in such locations operated by the 
independent deployers rather than the banks; this makes it highly likely that they have been installed since 
1999/2000. 

36 The Cruickshank report pointed out that using methods of average costs to work out the interchange fee “provides 
only a weak mechanism for efficient suppliers to drive out inefficient suppliers. It also creates a source of economic 
rents for relatively efficient suppliers. This can lead to over supply of ATMs in particular geographic areas as 
suppliers chase these rents”. (Cruickshank report, para D4.77) 
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15,000 cash withdrawals every month,37 which at the current level of interchange fee could 
generate up to £70,000 each month for the ATM owner. Even though the machine may be 
serving adequately the needs of the public, another operator would have a strong incentive 
to place another ATM alongside the existing machine. If the transactions were split equally 
between them, each ATM owner would generate around £35,000 in revenue, which would 
still be in excess of the average cost of operating a non-branch machine.  

27. We asked banks to what extent the growth in the number of free machines had been 
driven by the increased concentration of free machines. Mr Crosby, for HBOS, did not 
know but stated that, while increased concentration was “obviously a factor”, “whenever 
we put another machine in it is always because the first one is too busy in practice.”38 Some 
increased concentration may be taking place at bank machine branches themselves: the 
total number of branch machines has risen slightly, despite closures of  branches over the 
intervening period. There is other anecdotal evidence of increased concentration of free 
machines. To take another station as an example, while London Underground’s 
Westminster station used to contain one free cash machine, three additional free machines 
have been installed in recent years. While provision of extra machines at existing sites 
represents an increase in the total number of free machines, it is difficult to argue that it is 
extending access to free cash withdrawals. 

28. The number of charging cash machines has grown strongly in recent years, reaching  
37% of the total number of cash machines in the UK. Although only accounting for 
around 3.6% of total cash withdrawals in October 2004, it is estimated that over the 
past twelve months consumers have paid around £140 million in cash machine charges. 
The number of free machines has also increased in recent years. But while this should 
represent an increase in consumer choice of non-charging locations for cash 
withdrawals, there is some question—because of such factors as increased 
concentration of machines—of how far this is actually the case. There is a need for 
LINK to conduct research to assess the extent to which the growth in free machines has  
increased access to free machines in terms of the number of generally available and  
genuinely different sites. 

Prospects for the future of the free estate of ATMs 

29. There are a range of factors affecting the way the ATM market is developing. Some of 
these place potential pressures on the extent of the estate of free machines. We examine  
some of the main factors in the paragraphs which follow. 

Machines in bank branches 

30. Many bank and building society branches contain either free-standing machines inside 
the branch in the lobby or customer area, or machines mounted on the outside of the 
building in a ‘hole in the wall’ and accessible by customers 24 hours a day. There are 
around 19,500 machines located at branches, with virtually all of these being free to use to 
all cardholders of UK accounts. Branch-based machines have a number of advantages for 
 
37 Mr Higgins told us that some free machines undertake as many as 30,000 transactions per month. The busiest ATM 

in the country is in London’s Liverpool Street Station 

38 Q 343 
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the banks compared to non-branch machines. They are significantly cheaper to operate 
than non-branch machines: as already noted, the average branch based machine has 
operating costs of £19,000 a year, compared to £33,000 for a non-branch machine. Branch 
machines can be protected by the bank’s existing security arrangements and can be filled 
by the bank’s staff without the need for separate cash deliveries. There is also little space 
rental cost associated with the machine and no need for contract negotiations with any 
third party site owner. Finally, it is cheaper for the bank if its own customers use the ATM 
rather than undertaking a withdrawal at the counter, allowing the bank to save on staff 
costs or free staff to sell other financial products. 

31. The chart below indicates that the number of branch-based cash machines has 
remained broadly constant in recent years. There has been some shift from indoor 
machines in the lobby area to through-the-wall machines. As already noted, there are 
indications of increased concentration of free cash machines within branches: analysis of 
the LINK database indicates that almost 3,000 of the free cash machines are concentrated 
in around 650 branches that contain 4 or more free ATMs.  

Chart 4 : Number of cash machines in bank and building society branches 
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32. Which? told us that they “have not observed any incidence of branches removing all 
their free ATMs or replacing them with surcharging ones”. They believed that it was 
“unlikely at this time that banks and building societies will start removing free ATMs from 
their branches. We think that, although the overall number of branch-mounted ATMs will 
continue to decline, the free branch ATM network is assured as long as the branches 
themselves continue to exist and there remains a sizeable non-branch free ATM 
network”.39 Many of the individual banks that responded to our inquiry told us that they 
were committed to the provision of free cash machines within their own branch estate. 
Indeed due to the economics of a branch machine there would seem little incentive for the 
 
39 Ev 157 
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banks to introduce charges as this would cause more customers to conduct the transaction 
within the branch, costing the banks more. The number of free cash machines located in 
bank and building society branches has remained broadly constant in recent years. 
Given the continuing numbers of branch closures, it is likely that this has resulted in an 
increased concentration of the remaining free machines inside a lower number of 
branches. Provided the LINK agreement remains in force and banks continue to offer 
free banking for personal customers, at present there seems little threat to continued 
free access to all cash machines located in bank and building society branches. 

Conversion of non-branch sites to charging by independent  operators 

33. We heard evidence that charging operators were seeking to take over sites where 
machines had previously been free, in order to install charging machines. Nationwide told 
us that they were concerned by the “aggressive approach of charging operators who seek to 
expand their networks by taking over sites where banks and building societies currently 
operate free cash machines profitably. Charging operators offer the site owner financial 
inducements to replace free cash machines with charging ones.”40 Other banks agreed with 
this analysis. RBS told us that “Providers of free ATMs are already being forced out of sites 
and these converted to charging units by the retailers”.41 Barclays told us that it was 
“increasingly difficult to compete with the new independent ATM firms when tendering 
for new non-branch sites. Prime locations, such as motorway service stations, attract very 
high tender prices and we expect this to continue. Often only independent operators, who 
raise income from charging consumers for using their ATMs can economically justify 
paying these higher prices for prime sites”.42 An example of this process is the removal by 
Welcome Break of 14 Natwest ATMs and their  replacement with charging machines in 
early 2004;43 Nationwide also told us that at 30 sites their free machines had been replaced 
by charging machines since early 2004.44 

34. We sought to examine the extent to which the trend of free machines being replaced by 
charging machines would continue. Mr McNamara of Moneybox told us that he did “not 
think it will accelerate indefinitely, because markets seldom work that way, they usually 
peak out at some point in the future where the economics no longer reward the prices 
being paid… As a trend it will continue for a time”.45 Mr Higgins, for RBS, told us that “So 
far it has been relatively isolated” but “There will be more of it because it is a free market 
and market pressures will create that”.46 

35. Which? believed that “although free ATMs in busy central public spaces seem fairly 
assured at this time…it is possible that free ATMs in quieter low volume places are under 
threat.” 47  As an illustration they gave a simple example using two ATMs, one located in a 

 
40 Ev 136 

41 Ev 149 

42 Ev 96 

43 Ev 150 

44 Ev 174 para 10 

45 Q 499 

46 Qq 274-275 

47 Ev 165-166 paras 7.2, 7.8 
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“busy mainline station where there are two other free ATMs and considerable footfall”, the 
other “in a quieter service station outside a small village with only surcharging ATMs 
within a 2km radius”. They saw the perspectives in such a situation as follows: 

 Charging operator: The quieter service station is more attractive because competition 
against free ATMs for the potential footfall is limited. In the case of the mainline 
station, footfall is greater, but there is competition with free ATMs. 

 Bank: The quieter service station will be a less attractive site. Although the rent will be 
cheaper, the lower volume will mean less revenue from the interchange fee. The remote 
location will mean higher costs of cash supply. The mainline station will have a higher 
rent, but significant footfall and revenue from the interchange fee. 

36. During our evidence session there was some discussion about the type of sites that may 
be transferred to the charging operators. Mr Delnevo, of Bank Machine, pointed out that 
for a bank “3,000 transactions a month is a low transacting ATM for one of their free 
ATMs…low for a charging machine is 200-300 transactions every month”.48 Mr Dean of 
TRM indicated that “it is probably realistic” that there would be a trend for sites with low 
usage by bank standards over time to shift to independents.49 Mr Delnevo, however, 
regarded it as a “marginal issue” as the “banks have very few ATMs in that category at the 
moment”.50 

37. The independent charging operators are engaged in a commercial attempt to 
expand their business. While this will result in cash machines in previously unserved or 
“greenfield” locations, it will also result in a trend of free machines being forced out of 
sites and replaced with charging machines. There was a consensus that the trend of free 
machines being forced out by charging ATMs would continue, although there were 
different views as to how far. Quieter low volume locations, with no other free ATMs or 
bank branches nearby, may be at particular risk of conversion to charging. 

Pressure on banks to sell off free machines to charging operators 

38. There are commercial pressures which can arise for banks to sell off non-branch 
machines to charging operators. Two examples of this happening are the sale of 816 non-
branch machines by HBOS to Cardpoint, and the sale by Abbey of 50 machines located on 
Shell petrol station forecourts to Moneybox. Table 2 below shows the available information 
indicating the prices paid for these machines: 

Table 2: recent sales of ATMs by banks to independent operators 

Transaction Date Number of 
machines Price Price per 

machine 

HBOS to Cardpoint 
May 
2004 

816 £50,600,000 £61,500 

Abbey National to 
Moneybox 

2002/03 50 £1,100,000 £22,000 

Source: Moneybox Ev 127; Cardpoint 2004  annual report, page 8. Note that the exact amount payable by 
Cardpoint to HBOS will depend on how many of the 816 cash machines are converted from free to charging 

 
48 Q 572 

49 Q 576 

50 ibid. 
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39. HBOS told us that they “carefully scrutinised the sale of our remote ATM network…In 
doing so we were very mindful of our broader responsibilities to the communities we serve. 
As a result, cash machines in hospitals and public spaces like museums and galleries were 
excluded from the sale. We also retained ATMs in communities where there is no other 
free banking service available. It is worth noting that, of the machines that were bought by 
Cardpoint, 73% are within 1.6km of a free ATM and 92% are within 3km”.51 We note that 
this means that for around 220 of the machines there is no other free machine within one 
mile, and that for 65 of the machines there is no other free machine within approximately 
two miles. 

40. Which? noted that the free machines sold amounted to 83.1% of HBOS’s non-branch 
network. They told us that “The sale also follows a period of consistent decline: between 
2001 and 2003 [HBOS] shed nearly a third of its remote network prior to the sale”.52 Table 
3 below shows the number of non-branch machines operated by HBOS and how it has 
changed over the past four years. Consumer groups regarded the sale by HBOS of free 
machines and their conversion to charging as a worrying development. Mr Cullum, for the 
National Consumer Council, asked “What does that say about the mindset of the banks?”53 

Table 3: HBOS non-branch ATMs (number of machines) 

 
 2002 2003 2004 2005 

HBOS–Remote cash machines 1440 1368 982 166 
Percentage change (on 
previous year) 

-- -5.0% -28.2% -83.1% 

Source: Which?, Ev 170, based on figures from APACS 

41. Some of the dynamics at work in the market are well illustrated by the 
HBOS/Cardpoint deal. We have therefore looked at some of the economics of the 
machines that had been transferred to Cardpoint and how they would alter if the machines 
were converted to charging. Cardpoint indicate that the average number of transactions at 
the machines sold by HBOS was around 9,400 a month prior to the sale.54 Assuming a 
breakdown of transactions of around 6,700 LINK cash withdrawals, 2,400 balance 
enquiries and 330 rejected transactions (which we understand to be fairly typical in the 
industry) and applying the relevant LINK interchange fees gives an estimated possible 
annual revenue of around £30,000 for each of the free machines.55 It should be noted that 
HBOS would have received less than this, as it only receives interchange fee income when 
non-HBOS customers use the machine. As there are no figures for how many of the 
transactions were undertaken by HBOS customers, it is not possible to calculate how much 
revenue each of these cash machines was generating for HBOS. However, HBOS is a major 
bank with around 11% of the current account market, and if we assume that around 20% 
of the transactions were undertaken by HBOS cardholders then the average revenue per 
free machine that was received by HBOS in the year before the free machines were sold 
would have been around £24,000. While these figures indicate that, prior to the sale to 
 
51 Ev 108 para 2.2 

52 Ev 165 para7.5 

53 Q 2 

54 Cardpoint plc HBOS remote acquisition press release 26th May 2004, page 6, www.cardpointplc.com 

55 One industry estimate (by Evolution Beeson Gregory) was an average revenue of £32,000 
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Cardpoint, the free machines would on average not be supremely profitable for HBOS, 
they could have been commercially viable if run by a lower cost provider. HBOS would 
have had a number of alternatives to selling them to a charging provider. They could have 
explored an out-sourcing agreement in an attempt to reduce costs, and indeed this was a 
route taken by Bradford & Bingley building society, when it out-sourced the running of its 
cash machine network to Moneybox. These machines could then have remained free. 
Alternatively it could have explored an outright sale of the machines to another provider, 
with guarantees that the vast majority would remain free. 

42. At the time of our hearing Cardpoint indicated that they planned to introduce charges 
at around 250 of the 816 cash machines. We asked Mr Mills, Cardpoint’s Group Chief 
Executive, whether it was likely that more of these machines would be converted to 
charging. Mr Mills told us that “If I were to hazard a guess, I would say that probably more 
will—that was the point of doing the deal”.56 He told us that Cardpoint “will convert as 
many of them as we can subject to the fact that we will leave free machines where the 
consumer demand is such that it is viable to operate one profitably”, although he added the 
caveat that “free machines which are profitable are not as profitable as charging 
machines”.57 Mr Mills indicated that, when the machines were converted to charging, the 
number of withdrawals went down by around 50%. If we assume that the 250 machines 
that will be converted to charging are lower volume machines with perhaps an average of 
3,000 to 4,000 withdrawals prior to charging, then after conversion the number of 
withdrawals would be between 1,500 and 2,000 per machine. At £1.50 per withdrawal, the 
total charges paid by consumers would be between £27,000 and £36,000 per machine. For 
250 machines this totals between £7 million and £9 million each year; if around 400 of the 
machines are in due course converted, then the total fees paid by the consumer could reach 
£14 million each year. 

43. When asked whether he was happy that 250 of the previously free machines had 
already been converted to charging, Mr Crosby, HBOS’s Chief Executive, told us that it was 
“fundamentally a matter for Cardpoint, but I think that [was] in line with our 
expectations”.58 However, Mr Crosby pointed out that “well over 80% of the 816 machines 
were under a contract that was going to come up for renewal by 2006... it is unlikely that in 
the face of competition we would have sustained the position in an open tender because 
the dynamics of those machines, particularly those 250, would have changed at that 
stage.”59 Mr Crosby believed that even if HBOS had not sold these machines their 
conversion to charging would “almost certainly have happened within a relatively short 
space of time”.60 

44. The available information indicates that the deal was profitable to HBOS. As noted 
above, the average selling price per machine was around £60,000, which compares 
favourably to a cost of purchasing and installing a new machine of around £30,000. Mr 
Mills indicated that the amount payable to HBOS would be greater, the more machines 

 
56 Q 476 

57 Q 492 

58 Q 305 

59 Q 306 

60 Q 308 
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were converted to charging.61 The HBOS results for 2004 stated: “Profit on Sale of Fixed 
Assets: The £23m profit on sale of fixed assets represents the gain arising in the period to 
31 December 2004 on the disposal of cash machines situated in locations remote from the 
Group's bank branches”.62 

45. The sale of 816 free machines by HBOS and the conversion of around 250 of them 
to charging is a noteworthy development. Banks and building societies, as with HBOS 
in this case, will have an incentive in terms of profit-generation to go down this route, 
with the consequences in terms of higher charges being picked up by the consumer. If 
others follow suit, there could be conversion of a large number of free ATMs to 
charging and significantly lower access to free cash withdrawals for many consumers. 
There may be alternatives to such deals which would result in the continuing 
availability of free cash withdrawals at some of these locations, although we note 
comments from Mr Crosby that if HBOS had not sold many of these machines, they 
would have been forced out of the sites anyway over the next two years. 

Effects of the interchange fee 

46. The interchange fee paid by the card issuer to the ATM owner to cover the cost of the 
services provided is currently set at around 30p for cash withdrawals (with different fees for 
balance enquiries and rejected transactions). LINK rules mean that, for a cash withdrawal,  
ATM owners levying a surcharge to the consumer do not receive the interchange fee. 
Moneybox made a detailed submission regarding the effect of the interchange fee, which 
they believed was producing “unforeseen distortions and negative anti-competitive 
consequences”. They believed that the interchange fee arrangement had the effect of 
“setting payments to owners of remote ATMs at a level which make it totally uneconomic 
to operate a portfolio of remote ATMs with low transaction volumes.” They noted that the 
LINK rules—under which ATM operators either receive the interchange fee or make a 
direct charge to consumers but not both—mean that, in respect of low footfall machines, 
“since all these machines are therefore forced to use a charging model, the card-issuing 
banks get an extra benefit—they pay no interchange fee at all to the ATM owner. Banks 
therefore profit from the fact that their customers use ATMs [which] charge”.63  

47. The OFT gave us an overview of their consideration of the LINK agreement. They 
considered that the interchange fee agreements fell within the scope of Chapter 1 of the 
Competition Act 1998 prohibiting agreements between undertakings which prevent, 
restrict or distort competition, unless the OFT considers the arrangements might benefit 
from an individual exemption. An exemption could apply to any agreement which 
“contributes to improving production or promoting technical or economic progress, while 
allowing consumers a fair share of the resulting benefit; but does not impose on the 
undertakings concerned restrictions which are not indispensable to the attainment of those 
objectives; or afford the undertakings concerned the possibility of eliminating competition 
in respect of a substantial part of the products in question.” In relation to the first test, the 
OFT considered that a universal network of ATMs may not have been workable without 

 
61 Q 498 

62 HBOS, Preliminary results 2004, 2 March 2005, page 18 

63 Ev 124 para 2.21 
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the use of interchange fees because of free rider and technical efficiency effects. In relation 
to the second test, the OFT considered that “LINK members were able to spread the costs 
of the provision of ATM services across a larger number of users by providing universal 
access to cardholders.  This meant that they were able to increase the number of ATMs that 
could be used by cardholders without incurring significant investment costs.”64 The OFT 
accordingly allowed an exemption for the LINK agreement. 

48. Moneybox told us that they believed “the consequence of these agreements has 
paradoxically been to encourage the major banks and building societies to reduce their 
ongoing investment in remote ATMs, as there is no longer any commercial benefit in 
deploying and maintaining machines which generate low transaction volumes. And 
equally perversely, the methodology of calculating the [interchange fee] has indeed 
encouraged efficiency savings, but by incentivising banks to prune the numbers of low 
revenue generating ATM machines, most of them in remote locations.” They believed that 
the current arrangements should be reviewed to “allow interchange fees to be paid to 
owners of charging machines, subject to the proviso that the total charge to the consumer 
should be reduced pro rata; and to allow interchange fees to be calculated on a basis which 
reflects the nature of the location used for withdrawal and, potentially, the circumstances of 
the individual making the withdrawal.” 65 

49. Which? noted that a consequence of the interchange fee arrangement was that, when a 
free machine was sold by a bank to an independent operator, it was in the bank’s interest 
that the machine was converted to charging. If the machine remained free then the bank 
would have to pay the interchange fee every time its cardholders used the machine. They 
noted that “Over time this can amount to a false economy for the seller, eclipsing any gain 
on the sale. So it’s in the seller’s interest to ensure that the machines sold are most likely to 
be converted.”66 Although Mr Crosby, for HBOS, acknowledged this point, he believed that 
it was “a marginal difference and it is small in relation to the fees that are being charged to 
make these remote locations sustainable”.67 As it is both a major bank and owner of Hanco 
(the largest charging machine operator), RBS is uniquely placed to comment on whether 
charging operators should be allowed both to receive the interchange fee and to impose a 
surcharge. Mr Higgins told us that “Hanco has not put forward that view.  Needless to say, 
it is a dynamic market, as we have seen over the last few years, so things could change.  As 
it stands today Hanco is not putting that forward”.68 Mr Crosby told us that  “I do not think 
we would support it in practice…”69 

50. There is a legitimate concern that if the charging operators were allowed to keep both 
the interchange fee and the customer surcharge, then there would simply be an expansion 
in their profits. The OFT observed that if ATM owners were able to benefit from both fees 
then “this could lead to over-recovery of costs and would be detrimental to transparency.”70 

 
64 Ev 117 

65 Ev 125 para 2.24 

66 Ev 166 para 7.7 
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Such fears might be addressed in part through a system by which, instead of the 
interchange fee going to the operator, it was rebated by the bank (in whole or part) to the 
customer as the withdrawal was made. Such an approach might not, however, be the most 
efficient way of encouraging the provision of free machines in low-footfall locations—for 
example, because implementing a blanket requirement for banks to pay the interchange fee 
(whether to the charging machine operator or the customer) would result in banks paying 
for transactions undertaken in many areas where there was an existing network of free 
machines. 

51.  The mechanism by which the interchange fee is calculated may give banks an 
incentive to pursue efficiency savings by reducing the availability of free cash machines 
in low footfall areas, although there were differences of opinion amongst witnesses 
about the significance of this incentive. We are not, however, persuaded that allowing 
the charging operators to receive the interchange fee, in addition to the surcharge, 
would be an efficient way of addressing the  issue. 

The role of the site owner 

52. It became apparent during the inquiry that the attitude of the site owner was very 
important in determining whether a machine was free or charging. Lloyds TSB told us that 
“there is a market for non-branch based cash machine sites, and cash machine providers 
compete for these sites. The interests of the site owner are central to this market and should 
be factored in to any review towards charging. A site owner’s decision to remove a [free] 
cash machine and replace it with a charging one, possibly benefiting from a share of the 
income from charges and higher rent, usually is outside the control of the cash machine 
provider.”71 

53. Looking at the decision from the site owner’s perspective, there will be a number of 
factors to consider in deciding whether to install a free or charging machine, illustrated in 
the box below: 

Free Machine Charging machine 
The site owner will receive some rental income 
and a small amount of money per transaction. 
The free cash machine will act as a strong 
driver of customer footfall and increase the 
catchment area of the site. Customers will 
spend some of the money they withdraw 
within the site owner's business. 

The site owner could receive more money in 
rental income and will receive a proportion of 
the revenue from the charge. The machine will 
be less of a footfall driver and if less money is 
withdrawn less may be spent in the business. 
There may also be some negative customer 
reaction to charges. 

 
54. Cash-reliant businesses (such as casinos, betting shops, bingo halls and amusement 
arcades) may also have a strong incentive to introduce a machine, as a consequence of the 
way the clearing system works. If customers use credit or debit cards to obtain cash from 
these businesses then the business pays a charge to the bank. If, instead, the business 
acquires a cash machine (which they keep stocked with cash) then the bank will pay them 
the interchange fee each time a customer uses the machine. If it is a charging machine then 
the site owner and the operator will share in any surcharge revenue, to the extent specified 
by the terms of the contract between them. 

 
71 Ev 122 
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55. Illustrating the significance of the role of the site owner, Barclays observed “It is 
noticeable that on sites belonging to… Network Rail and London Underground non-
charging ATMs are found, whereas other organisations, including the Post Office, have 
charging ATMs on their premises”.72 Mr Higgins told us that RBS “were very keen to have 
our remote machines in high footfall sites, we do not want to have them removed. The 
reason they have been removed is not at our request”, but at the decision of site owners 
arising from their negotiations.73 The attitude of the site owner is very important in 
determining whether a cash machine on their premises is free of charging. In some 
circumstances site owners will identify a financial advantage in introducing charging 
rather than free machines. This adds a further concern over the long-term 
sustainability of a comprehensive free network. 

56. A great many ATM machines are on sites owned by the public sector (or quasi-public 
sector). During the inquiry, the example of Doncaster mainline station was raised. 
According to the LINK database, the station contains two cash machines which levy a 
charge of £1.35 per withdrawal. Mr Crosby told us that “it is unusual to see multiple 
charging ATMs on the same site. What you see there is very clearly the power of the owner 
of the site”.74 In respect of contracts for the installation of charging ATMs at stations, the 
Secretary of State for Transport has stated “The negotiation of contracts for the installation 
of ATMs is a commercial matter for Network Rail, the train operating companies who 
lease all but 17 of the stations on the national rail network and the companies wishing to 
install the machine at the stations.”75 In regard to NHS trusts, the Secretary of State for 
Health has indicated “National Health  Service trusts are free to enter into contracts for the 
installation of ATMs on their premises. Whether users of ATMs are charged for doing so 
will depend on the policy of the financial institution providing the ATM”.76 In respect of 
the Ministry of Defence, out of 268 machines on military bases in Great Britain, Northern 
Ireland and Germany “257 levy a surcharge, leaving 11 machines that are free to use. The 
free machines are mainly located where troops are confined to base in some way, either for 
training or security reasons.”77 

57.  The public sector has a particular responsibility as site owner in respect of 
negotiation of contracts for the installation of machines. Public sector managers and 
employers will wish to take into account the extent to which their employees (including 
those on night shifts in hospital for example) and other site users may find it difficult  
to access free cash elsewhere. This does not preclude them from making financially 
advantageous arrangements with independent operators to install a free machine, 
though in some cases where there are not enough transactions to support a free 
machine a charging machine may be appropriate. Public sector site owners should 
consider their charging policy, and monitor the amount of any charges closely.  
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Conclusions on prospects for the free estate 

58. An important part of our inquiry has been to examine the dynamics of the cash 
machine market and try to assess what the future provision of cash machines might look 
like. Consumer groups were concerned as to where the trend in the number of charging 
cash machines would lead. Mr Baxter of Which? told us that it was “not inconceivable to 
see a situation in the future where virtually all the cash machines in the non-branch 
network are dominated by these charging independent providers.”78 Ms Perchard from 
Citizens Advice told us that there were public policy concerns where there is “a collision of 
a social policy interest with market forces and how do you get a balance between that, 
when you have consumers [with] different choices open to them and different abilities to 
pay, and a different experience of the charge proportionate to their transaction? We are 
perfectly legitimate in raising a concern that this might hit most heavily those people on the 
lowest incomes”;79 this comment illustrates the linkage between the general question of the 
case for free access, which we have looked at in this section, and the particular issue of 
those on low incomes, which we examine more fully in the section of this report on 
financial iexclusion. 

59. In respect of the overall trend, Mr Crosby of HBOS emphasised that, as noted earlier, 
while 37% of cash machines currently charge, only 3.6% of total withdrawals are made at 
these charging machines. He told us that the number of charging machines “could be 50 
per cent and if it were 50 per cent it would still be less than five per cent of volume… going 
through it.  Arguably that would be more choice for still very little volume.  There must be 
limits to how far it goes beyond that given the number of sites”.80  He believed that “It 
seems to us that provided the major banks sustain fee free ATM networks you are still 
going to get, in perpetuity, a very high percentage [of withdrawals from free machines].  It 
is the flip side of the concern that customers have that they do not want to be charged for it 
and provided there is sufficient access to the fee-free estate and there is adequate disclosure 
at the charging [machine] site they will be used purely for convenience.” 

60. Mr Delnevo, of Bank Machine, agreed that the percentage of withdrawals from 
charging machines would not go beyond 5% of the total number of withdrawals.81 Mr 
Dean, for TRM, told us that “the short answer to the question ‘Would you expect the 
[around 3%] to increase?’ is yes, I think it probably will. To what point it is really difficult 
to say”.82 We asked independent charging operators whether they could envisage a 
situation developing where the free machines were largely in bank branches and there 
would be a move to a charging regime elsewhere. Mr McNamara, of Moneybox, told us 
that “Yes, in a quick word, I would imagine that still the vast majority of transactions at 
ATMs will remain free, as we have said, around 95%. I imagine there will be a growth of 
charged ATMs at low footfall locations, because of the economics of our type of 
deployment.”83  
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61. Other witnesses disagreed. Mr Bernau, for Nationwide, noted the evidence suggesting a 
5% ceiling, but believed it was a mis-conception and that “as the number of the so-called 
convenience machines increase you will see that 5% figure breached quite rapidly”.84 
Nationwide told us that they were “reassured to hear competitors such as HBOS and RBS 
Group state so firmly their commitment to keep their own ATMs free. However, we 
believe that for a free network to remain viable, that commitment needs to extend beyond 
the promise to keep branch-based machines free. If more banks followed the lead of HBOS 
and Abbey in selling off some or all of their remote ATMs to charging operators, then 
ultimately free ATMs could be restricted almost entirely to bank branches. It could become 
the norm for non-branch ATMs to charge a fee, something which could have a serious 
impact on those living in communities without a bank branch, particularly those who are 
less mobile.”85 

62. The Minister told us that it was “very important that people should be able to obtain 
cash free of charge. I would be very seriously concerned if there was evidence that people, 
particularly those on low incomes, had no choice but to obtain their cash by paying for it. 
That is a very important public policy concern”.86 We asked the Minister if there was any 
point at which the proportion of charging machines would worry the Government. He 
replied that, as things presently stood, “it does seem to me that the market is working 
satisfactorily” but that “I think it is possible to envisage a scenario from here where, in a 
few years time there might be some problems”. He noted: “In terms of the share of 
withdrawals that will come from charging machines, the latest figure is 3.6%. The figure is 
continuing to grow, although the rate at which it is growing seems to be tailing off 
somewhat. I am told by people in the industry that they would expect the proportion to 
stabilise at somewhere between 5 and 10%. I do not know exactly where it is going to be. 
That figure seems to me to be not inconsistent with a satisfactory state of affairs, but we will 
need to keep an eye on developments”.87 He told us that his “central concern continues to 
be whether people on low incomes have free access to their cash. If we saw that being 
placed in jeopardy as a result of large numbers of free ATMs becoming ATMs that are 
charged for, that would give me cause for concern.”88 

63. The large network of free cash machines in the UK provides considerable benefits 
both to consumers and to the banks. We welcome continued commitments from major 
banks that they will not introduce charges for any of their machines. Currently, the 
availability of free machines at bank branches seems assured, although the overall 
number of bank branches may decline. However, we have concerns that, away from 
existing branches, free access to cash withdrawals could decline as banks sell or close 
their existing network and remaining machines become concentrated in fewer 
locations. 

64. The evidence we have received indicates that the dynamics of the market will 
continue to lead to some conversion of free machines to charging machines in locations 
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away from bank branches. All witnesses agreed that the number of charging cash 
machines and the number of withdrawals made from them will continue to grow, 
although opinion differed as to how far this trend would go. Where such machines are 
additional provision, in areas served by free machines, then this will be beneficial to 
consumers.89 If they displace free machines and reduce access overall to free cash 
withdrawals, particularly in areas where there are no bank branches, then they would 
have a detrimental effect on consumers. This will lead to public policy concerns if areas 
of the country are left without adequate access to free cash withdrawals—particularly if 
this exacerbates existing financial exclusion (which we consider later). Whether this 
happens will to a large extent depend on the attitude taken by the banks to the 
provision of free cash machines in these areas. It is therefore important that the 
Government monitors the situation very closely to ensure a fair and competitive 
market, and to be ready to respond if necessary. 

65. Close monitoring will require access to accurate and up-to-date information on the 
number of free and charging cash machines. However, obtaining such information can be 
difficult. The central source of information is the LINK database, but there is a need for 
LINK to take steps to improve the quality of information. The database sometimes 
contains a number of inaccuracies concerning the location and status of cash machines, 
although more reliable figures can be provided by LINK using transaction data. Looking at 
how the pattern of cash machine provision has changed over recent years is not possible as 
LINK does not keep historic copies of its database. Information provided by LINK of the 
number of cash machines that have been converted from free to charging  has occasionally 
contradicted that provided by the major banks. We have already noted above that it is not 
possible to assess the extent to which increased numbers of free machines were 
concentrated in fewer locations. It would also be useful to assess the extent to which  
undersupply in poorer and rural areas90 has been met through an extension of free 
provision and to what extent it has been met by the introduction of charging cash 
machines. 

66. It would be extremely helpful, to enable government and others adequately to 
monitor trends in the cash machine market, for the quality of the LINK database to be 
improved. LINK should regularly publish on their web-site the number of free and 
charging machines and how the numbers have changed in recent years (indicating the 
numbers which have been converted from free to charging, and data on concentration 
of free machines), with information on the number of withdrawals that attract a 
charge. We also recommend that the OFT payments system taskforce should conduct 
research into the geographical distribution of cash machines as part of its work into the 
efficiency of payment systems. 

 
89 So long as transparency requirements are adequately complied with, an issue we discuss in the next section of this 

report 

90 An issue identified in the Cruickshank Report, para D 4.84, page 293 
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3 Transparency 

The principle of transparency in notification of charges 

67. A lack of transparency surrounding cash machine charges can harm consumers in a 
number of ways. Consumers might unwittingly pay charges when they could have used a 
free machine near by. A lack of clear information also means that it takes longer for 
consumers to shop around to determine which machines are free and which charge. A lack 
of transparency will also hinder competition in the market for charging machines. In some 
areas there are several charging machines within a very short distance. At present, for the 
consumer to find out which is cheapest they would have to insert their card into each 
machine, enter their PIN and select the amount of withdrawal before cancelling the 
transaction and after testing each machine would then have to go to the cheapest. 

68. Which? noted that “the charging machine industry had claimed that the ATM growth 
is driven by a clear demand from consumers who are prepared to pay the charge. In order 
for this to be truly the case, consumers would have to be aware that: the machine charges a 
fee, before they committed to investing time in the machine (queuing for example); the fee 
charged can be £1.50 to £1.75, amounting to upwards of 17% of the transaction if they are 
withdrawing £10; and that they have the option of using a bank or building society 
machine that levies no surcharge, but they have nevertheless chosen to use a surcharging 
machine.”91 In areas where there is sufficient access to free cash withdrawals, it is 
fundamentally a matter of choice whether a consumer uses a charging cash machine. 
The industry has a duty to provide consumers with sufficient information to enable 
them to make an informed choice. Poor standards of transparency surrounding ATM 
charges are detrimental to consumers, in that they result in charges being incurred 
unnecessarily and make the practice of shopping around to find the cheapest cash 
machine difficult. They also hinder competition in the cash machine industry. The 
importance of transparency becomes all the greater as the number of charging 
machines increases. 

69. The way the LINK interchange arrangements work affects the incentives on charging 
machine operators to display their charges clearly. Although charging cash machine 
operators do not receive the interchange fee for a completed cash withdrawal, they do 
receive an interchange fee of around 18 pence for each balance enquiry and rejected 
transaction. This may mean that charging operators have an incentive to delay making 
charges clear to the consumer until just before the transaction is about to be completed. 
For example, if a consumer approaches a cash machine, but sees a clear warning that 
charges will be made for cash withdrawals and walks away, then the operator will receive 
no revenue. If warnings displayed on the machine are unclear and this consumer inserts 
their card and makes a balance enquiry and then selects a withdrawal but when they find 
out the charge cancels the transaction, the charging operator will receive a total of 36 pence 
from the consumer’s bank. We asked LINK if this system meant that it was in the interests 
of cash machine operators to delay notification of the charge until the end of the 
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transaction. Mr Aiken told us that “You could construe that” but that the recent changes to 
the LINK rules would require them to give up-front notice.92  

70. LINK have indicated that for each 100 cash withdrawals made at charging machines 
there is an average of 17.5 cancelled transactions. This means that around one in every 
seven people using a charging cash machine cancel the transaction before completing it. 
The figure for free cash machines is that around one in every twenty transactions are 
cancelled. The way interchange fees are paid by a customer’s bank to the charging 
machine operator gives the charging machine operator an incentive to delay 
notification of charges until the last minute. This is clearly against the consumer’s 
interest. This increases the importance of clear and enforceable rules being applied by 
LINK to ensure that charging machines display clear and prominent warnings 
concerning the charge before the card is inserted, as we discuss below. 

The current requirements since April 2004 

71. Charging machines have always been subject to a requirement that they give the 
customer an option to pull out of the transaction before completing it. Additional 
requirements covering the transparency of charges were introduced in April 2004. LINK 
told us that “to ensure that customers would know whether they would be charged before 
they insert their card into a cash machine an additional rule was introduced that 
requires…that all cash machines that charge must also carry a sign (either on-screen or 
external) that is ‘clearly visible to cardholders before a card is inserted”. 93 This sign states 
that  

“This machine may charge you for LINK cash withdrawals”. 

The Building Societies Association told us that they believed the current LINK requirement 
was “vague”, “bland” and “non-specific”.94 Citizens Advice believed that the warning was 
“entirely ambiguous and unclear”.  

72. Which? told us that “some operators appear to be either disregarding or flouting the 
LINK guidelines by displaying warnings in a way that makes it difficult for [consumers] to 
spot”.95 The National Consumer Council noted that external labelling on charging ATMs 
was not always positioned where the service user is most likely to see it.96 Nationwide 
believed that “Some operators appear to be flouting the spirit of the agreement by 
displaying warnings in a way that makes them difficult to spot. For example, notices 
displayed in extremely small print, considerably smaller than any other print used in 
signage on the machine; warning stickers or signs that are of the same colour as the 
machines background; notices are ‘hidden’ on the side of the machine or low down below 
eye level.”97 From our own observations of how charging operators were implementing the 
current requirements for transparency, we noted that some charging cash machines 
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operated by Cardpoint displayed the warning at knee height, although Mr Mills noted that 
this was “compliant with the [current] LINK rules”.98 Other operators, including Bank 
Machine and Moneybox, displayed the warning in tiny letters, sometimes on difficult to 
read backgrounds. To provide information about charges at knee height or in hard to 
read small print is totally unacceptable. That such practices have been allowed to persist 
reflects badly on LINK and on the industry. 

73. There is also an issue about the wording of the message, which indicates only that the 
machine ‘may’ charge for the transaction. LINK told us that this was because “not all cards 
attract a charge from the cash machine operator”.99 Since LINK rules forbid the cash 
machine to apply a charge, if a cardholder’s bank is also levying a charge for the 
transaction, then if a consumer uses a credit card at a charging cash machine they will only 
be charged by the credit card issuer, not the charging cash machine. In practice however 
fewer than 2% of cash withdrawals are made on credit cards, and the vast majority of these 
charge a cash advance fee of 1.5%, with a minimum of £1.50. In the overwhelming 
majority of cases the consumer will be charged as a result of using a machine, whether 
that charge is levied by the machine or the card-issuer. The notice that the machine 
“may” charge is disingenuous and does little to inform consumers. 

74. Major high street banks agreed that there was room for improvement. Barclays told us 
they believed that “charging ATMs could be made more transparent” and that they would 
“support further changes to the LINK rules” to achieve this.100 HSBC considered that 
“some [charging machine operators] do not make the fact that they charge sufficiently 
clear to the customers as the stickers indicating that machines charge are not always 
prominent and a warning screen is not necessarily shown at the start of the transaction. 
[HSBC] would therefore welcome any action by LINK to improve clarity”.101 

75. Ms Perchard, for Citizens Advice, noted that the cash machines “are quite large bits of 
equipment standing on their own, and it ought to be possible to have [a warning of 
charges] very clearly on the outside of the machine, in very large, clear letters or 
numbers.”102 Nationwide believed that “improved transparency is in the interests both of 
consumers and of the industry. Consumers would clearly benefit from improved 
transparency and clearer information on charging machines, enabling them to make an 
informed decision about whether or not to use a charging machine. The industry would 
also benefit from giving consumers better information: it does the reputation of the 
financial services industry no good at all to be unclear about charges and fees.”103 They put 
forward a code of practice for charging cash machines which would build on the LINK 
agreement on early warnings” and would “help ensure consumer awareness and 
transparency and would promote fair practice among cash machine providers”.104 Mr 
Bernau believed that the consumer should have “absolute clarity in relation to the fact they 
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are going to be charged…it is really a question of getting transparency so that the 
consumer can make a clear, informed choice.”105   There was a broad consensus amongst 
consumer groups and the high street banks and building societies that the 
requirements currently applicable to LINK members for notification of charges were 
inadequate and that standards needed to improve. 

New requirements from July 2005 

76. Steps have already been taken by the industry to achieve this since (and possibly 
because of) the beginning of our inquiry. At our evidence session on 21 December 2004, 
Mr Hardy announced that the LINK Network Members Council had met on the 14 

December and agreed a new code of conduct in respect of transparency. They told us that 
with effect from 1 July 2005, all cash machines that charge will: 

 Have an initial on-screen message that shows the amount of the charge. This will be 
carried on all screens in the ‘idle’ sequence before a card is inserted, stating that “This 
machine will charge you up to £xx.xx for LINK cash withdrawals’. 

 Have external signage on the cash machine itself that says “This machine will charge 
you for LINK cash withdrawals”. The sign must be within the normal eye line close to 
the ATM screen, and use a font size that is consistent with that used for similar 
information and of at least font size 14, and of contrasting colour to the background. 

 Where there is signage away from a surcharging ATM that directs towards its presence 
and/or any other signage of A3 size or greater, the sign must include the words ‘This 
machine will charge you for LINK cash withdrawals’. The font size used and the colour 
and the background must be such that the message is clearly visible to anyone reading 
the sign. 

77. Not all of the LINK members supported the new transparency requirements. LINK told 
us that at the meeting on 14 December 2004, when the new requirements were passed, 
“five members voted against, presumably on the grounds that they thought the proposals 
were unnecessary and unduly onerous”. They were not able to supply us with the names of 
the members as “proceedings at LINK Network Members Council are confidential”.106 We 
asked witnesses whether they voted for or against the new transparency requirements. Mr 
Dean told us that TRM voted for the proposals as they “are very happy for things to be 
transparent and were keen, therefore to do and to support anything that allows us to move 
on from this issue”.107 Mr McNamara told us that Moneybox voted against the proposals. 
He told us that “all the Independent ATM deployers [despite] having nearly half the ATMs 
have a total voting power [in LINK] that does not amount to 1%, and, frankly, LINK, 
owned largely by the banks, is extraordinarily good at imposing transparency on other 
organisations and not on themselves…I do not believe that the LINK organisation, as 
presently operating, acts necessarily in the interests of consumers nor of effective 
competition in the industry”.108 Mr Mills told us that Cardpoint voted against “on the basis 
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that they did not seem particularly workable”.109 Mr Delnevo of Bank Machine told us that 
they voted against as “LINK was simply rushing to react to [the Treasury Select 
Committee] rather than spending time properly examining all the issues”.110 

78.  We welcome the new improvements to transparency agreed by LINK, which we 
believe show a welcome recognition by much of the industry of the need to improve 
standards. It is important, however, that the commitment to improved standards is 
held, and honoured, right across the industry. It was disappointing to learn that some 
of the independent charging cash machine operators voted against the limited new 
transparency requirements. We hope that this does not imply a lack of commitment on 
their part to the process of raising standards. Their degree of commitment to 
implementing the new arrangements will enable us to judge. 

Further improvements needed 

79. But there are questions about whether the new agreement goes far enough. We received 
evidence raising a number of areas in which further progress may be needed. Some of these 
deal with matters contained within the December 2004 agreement, and some raise other 
issues not covered in the agreement. 

Improving the terms of the LINK agreement of December 2004 

80. Mr Baxter of Which? told us that “labelling is a critical issue, not only on the screens 
themselves, but actually physically on the machines, so that consumers can see from a 
distance, before they start queuing”.111 There is a legitimate question about what size the 
warning needs to be and at what distance it is useful for consumers to be able to see the 
warning. Which? believed that the exact distance could be discussed, but they suggested 
“the vicinity of about 5-10 metres”.112 During our evidence session Mr Crosby of HBOS 
was unable to read the new warning using the 14 point minimum size, at a distance of a 
few metres across the Committee table. He told us that “we have all supported the 
transparency initiative with a view to it being effective, and after it is implemented in July it 
will be monitored and part of the test will be that it [is] actually getting across. So if it has to 
be bigger then it should be”.113 Mr Mills, of Cardpoint, initially claimed that he could read 
the sign in 14 point print, but was not able accurately to tell us what it said.114 Mr 
McNamara, of Moneybox, was in favour of setting a minimum size for the on-screen 
message, telling us that “the message should be a clear size”.115 He noted that “it is also 
important to have something in the right place, because frankly, you can put a sign saying 
‘£1.50’ round the side or on the bottom of the machine, but it is critical that any signage is 
where the card is used”.116 Mr Higgins of RBS was committed to a font size of 36 point for 
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Hanco machines.117 There was not a positive response from all charging operators to our 
calls for the signs to be made bigger. Mr Delnevo, of Bank Machine, submitted a note after 
the session claiming that “The Independents did NOT agree to the need for larger signs 
with the prices on. … there is currently excellent transparency in terms of ATM charges: in 
fact the finest in the world”.118 

81. The charging operator TRM originally119 told us: “There has been some suggestion that 
further clarity could be provided by also displaying the amount of the surcharge on the 
screen before the customer enters their card or displayed on the marketing materials that 
are present in the location, for example [Advertising] boards or window stickers. This 
would be problematic, as any changes to price would require expensive site visits and 
signage upgrades. Our view is that in a competitive market it is necessary to have minimal 
barriers to price change so that consumer benefits of reduced prices and innovation can 
develop. With fixed price display, competition between cash machine deployers in a 
particular locality could not readily result in reduced surcharge amounts, since the cost of 
performing these price changes would be prohibitive. Therefore the impact such 
requirements would in practice cause restriction on the competitive nature of the 
market”.120 However, it must be arguable whether competition between cash machine 
deployers in a locality could develop without giving the consumer clear information about 
the cost of the cash withdrawal.121 Also, the costs of price changes would not necessarily be 
prohibitive, since many cash machine providers will regularly visit the retailer to replenish 
the cash in the machine and any price change could be made then. For other operators who 
rely on the retailer to replenish the machine, it would be possible to send the retailer the 
sticker through the post with instructions to attach it. Mr Dean told us that “the large 
sticker probably does not cost very much, but the visit of a skilled and trained engineer to 
go and attach it does”.122 He told us that he had been very enthusiastic about supporting the 
changes to transparency: “All I am trying to maintain is a position where we can alter 
prices quite quickly. I just thought as a basic principle in any market being able to alter 
prices quickly is a good thing”.123 

82. Which?, commenting on the new LINK proposals, concluded “While some of these 
proposals are helpful we are concerned that they do not come near the steps that are 
needed to address the disclosure and transparency issues…identified in the hearings on 
cash machine charges”. They welcomed the inclusion of the amount of the surcharge in an 
initial on-screen message but concluded that this was “not sufficient unless accompanied 
by physical signage”, and believed that “the amount of the surcharge should be clearly 
labelled on the machine itself and visible from a distance”. We asked Nationwide to what 
extent the new LINK requirements met the objectives that they had put forward in their 
cash machine code of practice. Mr Bernau believed “The LINK agreement does go some 
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way. It will strengthen the notices not just on the machine when you are doing the 
transaction, but it will make sure that the warnings about charging are at the right level. It 
is laying down a set size. We do not believe that [the] size [of the warning] is large 
enough.”124 The Minister told us that “people should know what charge they are going to 
incur by using a given machine and that they should know it soon enough to decide 
sensibly whether or not to use that machine…it needs to be up-front as it sensibly can be.” 
He told us that “anything that can be done to make the [charging] information clearer and 
more legible I would very much welcome”.125 

83. The new improvements to transparency agreed by LINK do not go far enough to 
ensure that the amount of the charge is clearly visible to consumers before they begin to 
use the machine. We recommend that the amount of the surcharge should be clearly 
indicated on external signage and any signs that advertise the presence of the machine. 
A larger minimum font size should be set for these warnings so the sign is visible from 
a distance.  

Improvements in areas outside the December 2004 agreement 

84. If consumers are going to make an informed choice over whether to use a free or 
charging machine, then there may also be a need to improve the labelling of free machines. 
Some banks have already began to do this. Barclays submitted evidence indicating that 
their machines clearly indicated that “Barclays will not charge you for using this cash 
machine.”126 We welcome continuing moves by banks to indicate clearly that their cash 
machines do not impose a surcharge on consumers, and would encourage all ATM 
operators to do this for their non-charging machines. 

85. Going further still, Which? proposed that a type of standardised labelling system that 
could be adopted by the industry. They told us that “All cash machines in the UK could be 
equipped with a universal symbol that can be clearly seen and instantly understood”. They 
gave examples of how such labelling could look, suggesting a ‘£0’ within a traffic sign-style 
green circle to denote no surcharge, with surcharging machines having a red triangle 
encompassing the amount of the charge itself (as either an amount or, should a sliding 
scale be adopted, a percentage).127 We support the idea of standardised labelling for free 
(non-surcharging) and charging machines. We recommend that LINK and the 
consumer groups explore the feasibility of this idea, examining the costs and benefits. 

86. Many charging machines prominently advertise the ability of consumers to check their 
balance free of charge. This is typically displayed on the screen or on the machine itself and 
on external signage and advertising boards outside the shop. Wording such as “free balance 
enquiries”, “Obtain a free balance enquiry” or “Check your balance for free” are often used. 
It could be argued that these signs are sometimes displayed in an attempt to confuse 
consumers, for example by using larger lettering for the word free, or running phrases 
closely together (such as “Take your cash out here. Free balance enquiries”). We asked 
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consumer groups whether they believed that the use of the word ‘free’ was deliberately 
misleading. Mr Baxter of Which? told us this was “most definitely” the case.128 Mr Cullum 
of the National Consumer Council thought that displaying a sign saying ‘You can check 
your balance for free’ was a “slightly disingenuous way of putting it”.129 This view was also 
shared by several members of the public who responded to our inquiry. RBS agreed with 
the consumer groups, with Mr Higgins telling us that using the word ‘free’ “could be 
misleading”. When asked if there was a case for banning the word ‘free’ from charging 
machines, Mr Higgins answered “absolutely”.130 Prominently advertising ‘free’ balance 
enquiries can be a deliberate attempt to confuse consumers. We believe the word ‘free’ 
should not be permitted on any cash machine that levies a surcharge to the consumer. 
The word ‘free’ should also not be permitted on any marketing or advertising material 
informing consumers of the presence of the charging cash machine. 

87. The new version of the Banking Code requires banks to notify customers when they 
close the last bank branch within a one mile radius in an urban area and within a four mile 
radius in a rural area. We asked banks whether they would be in favour of bringing in 
similar requirements for notification when withdrawing the last free machine within a 
certain area, or changing the machine from free to charging. Mr Higgins told us that RBS 
“would be happy to go along with that”.131 We asked Mr Crosby if HBOS would be 
notifying customers living nearby if some of the 65 cash machines sold to Cardpoint that 
did not have another free cash machine within 2 miles were converted to charging. Mr 
Crosby told us that this should be included in the Code and they would be notifying 
customers if the machines were switched over to charging.132 There remains the question as 
to what form the notification should take. Requiring banks to contact customers when 
closing branches involves writing to customers with accounts registered at that branch. For 
a free cash machine, banks would only have the details of their own customers that had 
used the machine; they would not have details of any other bank’s customers that had used 
the machine. In many locations the majority of the customers using the machine would 
not be customers of the bank that owned the machine. 

88. In their proposed code of practice for cash machines, Nationwide called for operators 
to display “a clear and prominent warning at least 30 days in advance” where a machine 
which was previously free is to become charging so that consumers would be aware that a 
change was about to take place.133 This action was also supported by consumer groups. 
Giving such a notice period would enable consumers to locate the nearest free machine 
and to avoid incurring charges unnecessarily. HBOS wrote to us to tell us that they had 
listened to concerns that “insufficient notice is given to customers prior to bank owned 
machines changing hands and their new owners surcharging customers…[HBOS will be] 
placing notices on the machines that we transfer to Cardpoint. The notices will alert 
customers that cash withdrawals may no longer be free at that machine. From [18 January] 
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all the ATMs that are transferring to Cardpoint are being labelled; we are aiming to give 
thirty days notice to customers”.134 

89.  When a machine is converted from free to charging it is important to give 
consumers advance notice of the change. We recommend that the LINK rules should be 
amended to require a clear and prominent warning at least 30 days in advance where a 
machine which was previously free is to be replaced by a charging machine. We 
welcome the move by HBOS to place such notices on the machines that it is 
transferring to Cardpoint. We believe that such a notice should be required under the 
LINK rules. We note the requirements in the Banking Code for banks to notify 
customers when closing the last branch within a specified distance. We believe that 
similar requirements should be introduced when removing the last free cash machine 
within a specified distance. We ask the BCSB to develop proposals for this before the 
end of 2005. 

Enforcement 

90. To be effective, it is important that compliance with voluntary regulation is adequately 
monitored and enforced. It became apparent that LINK did not have any systematic 
programme of monitoring and enforcement in place. LINK told us that they “ask our staff 
and members of LINK to report to us any cash machine that they see that is not properly 
signed. In total thirteen such instances have been reported to us (and in every case we have 
taken action to ensure that the situation is corrected)”.135 The BCSB noted that “There is 
not the same monitoring and enforcement regime governing LINK rules that exists under 
the Banking Code and the Business Banking Code.” 136 We asked LINK whether they were 
confident that all of their members were compliant with the rule that had been introduced 
in April 2004. Mr Aiken told us that “I do not think they are, but we notice machines that 
are not properly labelled and we bring it to the attention of the member”.137 In a small 
survey conducted by Birmingham trading standards only 50% of the machines surveyed 
“actually had either a sticker or an initial on-screen warning that a charge would be 
made”.138 We are concerned that a small recent study suggested that amongst the 
charging machines surveyed there was only 50% compliance with the LINK 
requirements. If voluntary regulation is to be effective, it is essential that there is an 
adequate programme of monitoring and enforcement in place to identify failings. The 
LINK process of enforcement has been ad hoc and inadequate to protect consumer 
interests. 

91. Since we started our inquiry LINK have promised some improvement in the 
monitoring and enforcement process.  The meeting on 14 December 2004 committed 
LINK to “undertake periodic sample surveys of all ATM signage and idle screens in 
randomly selected geographical areas, and report incidences of non-compliance; such 
surveys be commenced as soon as is practicable to determine compliance with all the rules 
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on ATM signage (i.e. not limited to warnings about charging) applicable at the time; [and] 
in the case of a persistent non-compliance, sanctions such as fines, a refusal to allow the 
Member to install any more ATMs,  disconnection of the non-compliant ATMs, or all the 
Member’s ATMs to apply.”139 We welcome moves by LINK to strengthen its capability to 
monitor and enforce the requirements for transparency of cash machine charges. LINK 
should, before the end of this year, publish details of the way it has monitored and 
enforced its transparency rules, so that the effectiveness of these rules can be judged. 

Consumer awareness of charges 

92. We were provided with evidence concerning the awareness of consumers of which 
machines charge. Mr Baxter told us that “research that Which? conducted said that fewer 
than one in five consumers know which machines are charging and which are not, and that 
clearly indicates that labelling is not working.”140 Nationwide told us that of the people 
surveyed that had used a charging machine “a quarter of those (23.5%) had not seen any 
early warning before requesting their cash. 97% of those surveyed thought that the visibility 
of warnings should be improved”.141 The charging operators put forward a different view. 
Mr Delnevo told us that “the vast majority of these people using these [charging] machines 
use them week in week out… they are aware they are going to pay for it”.142 Different 
views were put forward concerning consumer awareness of charges. Independent 
research into consumer awareness of charges and the factors that drive consumer 
behaviour when deciding which cash machines to use would be beneficial. We 
recommend that this should be undertaken by LINK in conjunction with the consumer 
groups and published in full. The research should also examine the approaches taken 
by the charging cash machine operators to implementing the new LINK transparency 
requirements and make recommendations for change. 
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4 Regulation 

The LINK Network 

93. The cash machine network is subject to a form of voluntary regulation governed by the 
LINK network. LINK is divided into two parts: a commercial company which facilitates the 
technology and settlement of cash machine transactions and the ‘card scheme’ which sets 
the rules surrounding the cash machine network. Mr Hardy, the Chief Executive of LINK, 
told us the “card scheme…is essentially a member-owned organisation. It is an association, 
if you like, governed by a vast body called the Network Members Council, which I think at 
the moment has 53 members on it, and which debates the terms of trade, if you like, the 
rules applying [to cash machines].”143 Mr Aiken, Director of the LINK card scheme, 
confirmed that “the members write the rules” but that the Office of Fair Trading regulates 
the LINK card scheme under competition law.144 

94. LINK’s web-site notes that it has “vast experience and detailed understanding with 
regard to the establishment and growth of shared ATM networks by balancing the needs of 
consumers, acquirer banks and card issuers.” Asked how LINK took account of the 
interests of the consumer in its policy development, Mr Hardy confirmed that they did not 
have any consumer representation on their board and did not invite consumer groups 
along to the LINK meetings when they were discussing relevant consumer issues such as 
early warning of charges. He told us that LINK “had spoken to consumer groups on 
numerous occasions” and while he had no objection to inviting consumer representatives 
along to LINK meetings it would ultimately be up to the members of LINK to determine 
whether they were in favour of consumer representatives attending the meetings.145 Mr 
Crosby told us that while there may be questions about them attending all meetings, “it 
would not be unusual for a commercial organisation that wanted to get close to what its 
customers thought of its services to have [consumer representatives] present their opinions 
and I would certainly be keen to encourage LINK to do that.”146 Votes taken among LINK 
members on consumer issues (as for example with the new rules governing transparency 
agreed in December 2004) are not published. LINK should take steps to improve 
consumer representation within its organisation. Consumer groups could be invited to 
attend relevant meetings of LINK or invited to sit on working groups, so that their 
views can be taken into account. Openness would also be improved if the details of how 
member organisations had voted on consumer issues were made known. 

95. It is important if there is to be voluntary regulation that the rules set down are properly 
monitored and enforced. As noted earlier, LINK’s process for enforcement of its own 
requirements in respect of transparency has been inadequate to protect consumer interests. 
The approach by LINK to self-regulation in respect of enforcement, as illustrated by the 
absence of a systematic mechanism for enforcement of its transparency requirements 
(already discussed above), is totally inadequate for a part of the financial services 
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industry used by millions of consumers each year. An absence of effective self-
regulation beyond this year would not be acceptable. 

The Banking Code 

96. One approach to improving regulatory supervision of the ATM market and industry 
would be to bring it within the Banking Code. The Banking Code is a voluntary Code 
“followed by banks and building societies (‘subscribers’) in their dealings with personal and 
small business customers in the UK.  They set standards of good banking practice and aim 
to allow competition and market forces to operate and encourage higher standards of 
banking practice for the benefit of customers.”147 

97. The Banking Code Standards Board told us that operators of charging cash machines 
which are not banks or building societies are outside the Code. “Furthermore, a [charging] 
cash machine operator that is a subsidiary of a Code subscriber is not automatically subject 
to Code requirements”.148 This means that Hanco (the largest charging machine operator) 
is not subject to the requirements of the Code, even though it is owned by RBS. We asked 
RBS if they would support an amendment to the Banking Code so that subsidiaries such as 
Hanco were automatically subject to the requirements of the Code. Mr Higgins told us that 
“in principle” he would have no objection to that.149 We recommend that the Banking 
Code be amended to ensure that it applies automatically to any of the main subscribers’ 
subsidiaries which are engaged in banking-related businesses. 

98. There was widespread support amongst consumer groups for charging cash machine 
operators to be brought within the scope of the Banking Code. Mr Baxter told us that 
Which? would like to see the independent ATM operators signing up to the Banking Code 
because they are providing a banking service.150 Ms Perchard, of Citizens Advice, told us 
that the Banking Code was probably the best of its type and that if charging cash machines 
were brought within the scope of the Code then that “also brings with it the auditing 
system that is run by the Banking Code Standards Board, which has been incredibly helpful 
in highlighting issues about compliance with the Banking Code”.151 Major banks were also 
supportive of bringing cash machines within the scope of the Code. Mr Crosby told us that 
HBOS would support “ATMs and ATM-related services being brought within the Banking 
Code because it makes good sense”.152 Mr Higgins of RBS told us that he would have no 
objection to ATMs being brought under the Code.153  

99. The response of the charging cash machine operators was mixed. Mr Delnevo, of Bank 
Machine, said “he would support signing up to the Banking Code if it assisted 
transparency”, but that “this remained to be established”.154 Mr Mills, of Cardpoint, 
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claimed that the Banking Code would mean “less stringent” regulation than that provided 
by LINK155—though this of course would not be the case if the LINK requirements were 
incorporated into the Banking Code. Mr McNamara, of Moneybox, told us that he would 
have “no problem” signing up to the Banking Code and “would make requests for 
equivalent levels of transparency and a more equitable LINK arrangement about 
enforcement than presently exists”.156 

100. The Minister told us that he thought “the Banking Code is an excellent  example of 
self-regulation…The Banking Code is, of course, much broader than ATMs in its coverage, 
so there may well be some issues about what exactly it would mean for purely an ATM 
operator to sign up to the Banking Code, but in principle it sounds to me like a welcome 
step”.157 The Banking Code is a good model of self-regulation. It is independently 
reviewed taking into account the views of consumer groups, industry and government. 
The Banking Code Standards Board conducts a systematic programme of monitoring 
and enforcement. We believe that negotiations should begin immediately for the 
Banking Code to be extended to cover all charging cash machine operators, with a view 
to the negotiations being concluded before the end of the year. The Code should be 
amended to include the new transparency requirements agreed at the LINK meeting on 
14 December 2004. All charging cash machine operators should sign up to the Banking 
Code, and become subject to its processes of monitoring and enforcement. 

Governmental regulatory authorities 

101. There will always, however, be a need for government and statutory regulatory 
authorities to stand behind the industry’s self-regulatory bodies. We have already referred 
to the role of the OFT in the approval of the basic LINK agreements governing the 
interchange fee. 

102. One further specific issue brought to our attention158 concerns the length of the 
contracts between site owners and charging machine operators. In the case referred to us, a 
contract required the site owner (the owner of a small business) to give 7 years written 
notice of cancellation, while the charging machine operator had the right to remove the 
machine without notice. The owner wished to end the contract because he was receiving 
no commission as a result of the level of usage not reaching the required contract 
threshold. It is of course possible that contracts of this length may have been decided by the 
market and may be efficient. For example, where a charging machine operator incurs 
significant up-front installation costs (as perhaps with a through-the-wall machine 
requiring significant building work) such long term contracts would enable efficient risk-
sharing between the retailer and the charging machine operator. For a free standing or so 
called convenience machine with a far more simple and less permanent method of 
installation it may be more difficult to justify such a long contract length. Excessive notice 
periods for the removal of a free-standing charging machine and unduly long contracts 
could be hindering competition. We recommend that the OFT conduct a short 
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investigation into the length of contracts between small business owners and charging 
cash machine operators to determine whether they are ‘hindering, restricting or 
distorting’ competition.  
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5 Financial Exclusion 

Cash machine charges and financial exclusion 

103. Financial exclusion can refer to a general lack of access to a range of financial services 
or to more specific circumstances such as exclusion from a particular financial service, 
geographical exclusion, exclusion on grounds of prohibitive pricing, or exclusion from 
marketing efforts. These aspects are not mutually exclusive and will overlap and reinforce 
each other, resulting in individuals, households and communities having little or no 
connection to mainstream banking and financial services. Citizens Advice noted that 
“poverty and financial exclusion come together when people on the lowest incomes often 
pay more than they should to access goods and services”.159 

104. Two main concerns were expressed surrounding the effect of cash machine charges 
on financial exclusion. First, in low income and deprived areas there may be less 
availability of bank branches and free cash machines, or consumers may be limited to cash 
as they only have a basic bank account and do not have a debit or credit card. Secondly,  
the amount of any charge may be disproportionate for low income households and those 
on benefits who may only be making small value withdrawals. 

105. Citizens Advice told us that the spread of charging machines is “particularly 
significant to people on low incomes and those living in deprived areas.  For these people, 
affordable credit, bank counter and bank ATM withdrawal of cash and cash back facilities 
are often far less easily available, due to the recent programmes of bank branch and post 
office closures”.160 The National Consumer Council noted that “Government policies, 
including the move to Direct Payment of benefits and the push for greater financial 
inclusion, have resulted in many low-income and vulnerable consumers having access to 
cash machines for the first time. If these policies are to succeed it is important that these 
groups of consumers do not incur financial penalties as a result of being involved in the 
banking system.”161 Nationwide told us that “It seems intuitive that with the proportion of 
machines which charge growing so rapidly, the burden would fall most heavily on people 
without debit or credit cards, who are most reliant on cash and on using ATMs to access 
their cash. This would include young people aged 11-16 as well as individuals with poor 
credit scores who may only be eligible for a Basic Bank Account.”162 Mr Baxter told us that 
“people on lower incomes tend to use cash disproportionately more than other people. 
They tend to take out smaller denominations of cash, but they usually have no choice but 
to use cash because, for example, basic bank accounts do not have debit cards…and they 
do not qualify for credit cards”.163 

106.  We note the work being undertaken by the Government to tackle financial 
exclusion and to improve access to bank accounts, and the continued funding and 

 
159 Ev 105 para 1.4 

160 Ev 106 para 2.2 

161 Ev 132 

162 Ev 138 para 29 

163 Q 38 



Cash machine charges    43 

 

support from the financial services industry for this. As part of this strategy, it is 
important that vulnerable and low income consumers are not subject to 
disproportionate costs as a result of cash machine charges. We note that consumers 
with basic bank accounts may lack a debit or credit card, giving them less choice in 
relation to payment mechanism, and will be unable to obtain cashback from retailers. 

Areas with concentrated financial exclusion 

107. We asked banks whether they thought they had an obligation to provide free cash 
machines away from existing branches as part of a financial inclusion agenda. Mr Crosby  
of HBOS told us “Where we can in practical terms and economically we are committed to 
doing so…Clearly in certain sites it is just not practical in this environment because the 
retailer calls the shots. So there are limitations on that”.164 Mr Higgins of RBS told us that 
“if one ranks by socio-economic grouping or affluence the 3,500 postal districts in the UK, 
we find that in the bottom 20% we have a higher number of free to use ATMs per head 
than in the 80% above, so…we have a higher penetration of free to use ATMs in the most 
disadvantaged areas”.165 We note however that many disadvantaged areas are in city 
centres and commercial districts, which typically have large numbers of free cash 
machines. These areas would substantially pull up the ‘average’ number of cash machines 
across deprived areas as a whole, and the figures do not mean that there is sufficient access 
to free cash withdrawals in all deprived areas.  

108. Several examples of deprived areas with limited free cash machine provision were 
received. Ms Jenny Hickson, Financial Skills Tutor at Speke Citizens Advice Bureau, told 
us about the situation in an area of Speke (Liverpool) with a population of around 15,000, 
of which two-thirds would be on benefits.166 There were several charging cash machines 
within the Speke estate, charging between £1.25 and £1.50. The nearest free cash machine 
was in a bank branch, around one mile from the centre of the estate, and up to 1.5 miles 
from some sections of the estate. Bank Machine told us “The financial institutions ceased 
to provide a worthwhile service in many areas a long time ago. In the case of Speke the last 
bank (and it did not even have an ATM) closed during the 1990s”.167 Other examples of 
deprived areas provided to us included Batchley in Redditch (Worcestershire), where the 
nearest free machine was over 1 mile away and the local post office had recently closed. 

109. The Minister told us: “I think it is very important that people should be able to obtain 
cash free of charge. I would be seriously concerned if there was evidence that people, 
particularly on low incomes, had no choice but to obtain their cash by paying for it. That is 
a very important public policy concern”.168 As part of an agenda tackling financial 
exclusion, it is very important that those on low incomes have access to free cash 
withdrawals. We note evidence that the cash machines most likely to be converted to 
charging are those away from existing bank branches in low footfall locations. If there 
were to be a substantial reduction in the availability of free cash machines then that 
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could exacerbate existing financial exclusion and the Government needs to keep 
developments under review. As part of its work, the Government’s Financial Inclusion 
Task Force should examine the issue of access to free cash machines in low income 
areas. 

110. The Treasury document Promoting Financial Inclusion, issued alongside the 2004 Pre-
Budget Report, contained some analysis169 of the geographical distribution of financial 
exclusion, indicating its concentration in certain areas of the country: 

 68% of the financially excluded live in the 10% most financially excluded postcodes. 

 25% of the financially excluded live in the three per cent of post codes with the highest 
concentrations of financial exclusion. These postcodes are concentrated in areas 
including parts of East and South-East London, Middlesbrough, Manchester, Bradford, 
Birmingham, Glasgow and Liverpool. 

111. The Treasury indicated they were unable to send us a list of these postcodes so that we 
could examine whether people living in those areas had sufficient access to free cash 
withdrawals, telling us: “The terms of our contract with the company that provided the 
information mean that [we] are unable to share the raw data with any third party”.170 The 
Post Office—which, as we discuss below, has potentially a significant role to play in 
addressing financial exclusion—told us that “HM Treasury have not shared with us their 
list of postcodes where there is concentrated financial exclusion”.171 If the Treasury is 
going to spend public money identifying areas of concentrated financial exclusion, it 
seems unhelpful not to share this information with those organisations that might be 
able to make improvements in those areas. We recommend that the Treasury negotiate 
permission to share the list of postcodes where there is concentrated financial exclusion 
with the Post Office and other organisations that can help tackle the disadvantage that 
people living in those areas face.  

The level of ATM charges 

112. Concern was expressed that the level of some cash machine charges could impact 
disproportionately on those with low incomes. Which? told us that they thought “current 
fixed surcharges of £1.50-£1.75 (in some cases as much as £5), costing consumers as much 
as 17% of the money withdrawn is excessive and unfair”.172 Citizens Advice told us that 
“charges are often levied at £1.50 regardless of whether a transaction sum is £10 or £100. By 
definition the proportion of an individual’s money which is spent on the charges will be 
higher if they tend to take out smaller amounts of money”.173 Ms Hickson illustrated the 
impact of this in Speke where communities “are on very low incomes. They may only have 
£10 or £12 in their account, and they need £2 or £3 for the children’s dinner money, but 
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they have to take the whole £10 and use the ATM and they are losing £1.50 of their 
money”.174 

113.  Chart 5 below shows the different amounts charged by cash machines, by number,  
based on information from the LINK database. The average charge is just under £1.50. 
Over 58% of charging cash machines charge exactly £1.50, with a large number of 
machines charging £1.25 and £1.75. Over 250 machines charge £2.00 or more per 
withdrawal, and there are five machines that charge £5 per withdrawal. 

Chart 5 : Number of cash machines that charge different amounts 
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Source: LINK database. For simplicity we have rounded the small number of cash machines charging uneven 
amounts to the nearest pricing point (e.g machines charging £1.55 are included in the numbers charging £1.50). 

114. Which? called for “The surcharge to be calculated on a floating rather than a fixed 
basis so that the fee is proportional to the amount withdrawn”.175 Mr McNamara of 
Moneybox told us that there was “a very high fixed element in each transaction that takes 
place, and the question is how you cover the cost of that fixed component of the 
transaction.  Obviously one of our suggestions is the interchange fee would reduce that 
component, but there is no reason thereafter why you could not make a variable 
transaction to cover those outturns”.176 Mr Mills, for Cardpoint, told us: “It is technically 
feasible, but…the starting point is actually quite high, so how much of an advantage would 
there be?”.177 We note calls for the surcharge to be calculated on a variable rather than 
fixed basis. Although this might be fairer to consumers withdrawing small amounts, we 
note that due to the high fixed costs of a cash machine any sliding scale would start at a 
high level. We also note that a sliding scale (unless calculated on the same basis across 
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the industry) might reduce transparency as consumers would have difficulty knowing 
how much they were going to be charged before using the machine. The fact that fixed 
surcharges can impact disproportionately on those on low incomes enhances the 
importance of ensuring that such groups have sufficient access to free cash 
withdrawals. 

115. Consumer groups and Nationwide Building Society called for a cap on charges. 
Which? believed that a “surcharge cap of about 7% to a maximum of £1 is reasonable and 
should be set”.178 Nationwide called for a cap on charges of “£1.50” which could be index-
linked, so that it increased each year. The Treasury told us that “charges are a commercial 
matter for ATM operators. Direct regulation of retail prices should only ever be a last 
resort, implemented where it has been very clearly established that competition is not 
feasible, or where a monopoly supplier would be the most efficient option. There is good 
reason for this. Regulators face severe difficulties in assessing the correct level of prices, as 
those they regulate have an information advantage about, for example, their own costs. 
Also, price regulation can itself inhibit or prevent competition. For example, regulatory 
price caps can become a ‘focal point’ for pricing, assisting the formation and maintenance 
of cartels”.179 Competition between operators should ensure there is no need for a cap 
on pricing, provided there are sufficient numbers of free machines and there is clear 
signage concerning the level of charges. 

The Post Office 

The context 

116. The Post Office has an important role to play in tackling financial exclusion. The large 
network of branches gives the Post Office a unique opportunity to be at the forefront of 
tackling financial exclusion and of providing a method of free cash withdrawal where many 
people would otherwise have to use charging cash machines. The Post Office told us that 
“Over 93% of the population of the UK live within one mile of a Post Office branch. In 
urban areas this rises to 99% within one mile, and in rural areas 84% of the population live 
within a mile of a Post Office branch. Only 4% of villages have a bank or building society, 
yet 60% have a post office”180 Research conducted for us by LINK in one constituency 
indicated that “In terms of cash withdrawals at post offices…there is a clear pattern that 
shows that the more deprived an area is the greater the number of cash withdrawals”.181 
There has also been a significant increase in the number of post offices branches containing 
cash machines. The Post Office told us that “There are 2,493 ATMs within Post Office 
branches…of which 1,856 charge a fee direct to the consumer”.182 This means that 75% of 
the cash machines in Post Offices charge a fee to the consumer. 

117. Citizens Advice were concerned at “the number of fee-charging cash machines 
situated in the Post Office network…Although this provides additional income for the Post 
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Office network, significant costs are being displaced to Post Office users. We are concerned 
that the growth of convenience cash machines in Post Offices is contrary to the 
Government’s policy goal of free cash withdrawal from Post Offices”.183 The National 
Federation of Sub-Postmasters had “concerns about charging the public to use cash 
machines situated in post offices…Since most [benefit] claimants and a significant 
proportion of all post office customers are people with low incomes, charges on post office 
based cash machines are likely to hit those using them particularly hard”.184 

118. Ms Perchard summed up the choices faced by some benefit recipients – “[There is a 
charging cash machine] in the post office, and I have just been encouraged by the DWP to 
have my benefit paid into a bank account, and I can take cash out at the post office. There 
are huge queues, and it is of benefit to the post office for me to get my cash out from this 
machine, but I get quite a hit in the charge if I am taking out a small amount, as the DWP 
advocate ‘Don’t take it all out in one lump; take it out in two or three lumps a week because 
it will be safer, madam’ – and I am paying maybe £1.50, maybe £1.80 a time”.185 She told us 
that “From our perspective at Citizens Advice, we really think the DWP and the Post Office 
should sort something out about the charges on these machines so that people using them 
in post offices, who predominantly withdraw benefit, are not paying a charge to do so”.186 

119. The Prime Minister told the House of Commons on the 29 March 2000: 

 “We remain fully committed to the network of nationwide post offices and we want 
to see them thrive. For that very reason, we have worked with the Post Office to 
install some 3,000 cash machines nationally at post offices in smaller towns and 
villages. The first 400 will be installed this summer. We are also working with the 
Post Office for a longer-term strategy to make sure that we can carry on with the 
sensible changes to and modernisation of the Post Office that allows those post 
offices to remain central to local communities.”187  

We asked the Financial Secretary whether it was always expected that over 75% of the 
machines that were being installed would charge consumers (including benefit recipients) 
up to £1.50 to withdraw their money. The Minister told us: “I do not recall what the 
expectation was at that time.  I think the ability to get money free at the Post Office over the 
counter has always been an absolutely essential feature of the Direct Payment 
arrangements.  Being able to get it as well through an ATM, either a free one or a paying 
ATM, is an extra.  The key point is that you can get money free over the counter.”188 

120. We also asked the Post Office whether it was always intended that such a large 
number of the cash machines that the Prime Minister announced would be installed in 
Post Offices would charge consumers. Mr Halliday, the Post Office’s Director of Banking 
and Financial Services, told us: “When the Post Office was establishing its banking strategy 
one of the things it considered at the time was that it was desirable to have a network of 
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ATMs situated alongside the banking business that we do…The 3,000 figure was an 
aspiration…and the only way that the Post Office and the sub-postmasters were going to 
achieve that aspiration was to reflect what was happening in the industry”.189 An alternative 
to the Post Office seeking arrangements with independent ATM deployers would have 
been for the Post Office to purchase and operate its own machines. Mr Halliday told us 
that they had to make arrangements with independent operators as “on top of the money 
that [the Post Office] were investing in banking services, which we had to invest in to 
ensure that there was a service in all post offices, we quite simply did not have the capital to 
invest in the further network of ATMs across our network”.190 We ask the Government to 
indicate whether it was always envisaged that over 75% of the cash machines installed in 
Post Offices would charge the public up to £1.50 to make cash withdrawals; it would be 
helpful to know when the decision was taken by the Post Office, what other options 
were considered and why they were rejected. 

The relationship between the Post Office, subpostmasters, and ATM 
operators 

121. From the evidence, it became clear that it is the independent ATM deployers which 
decided whether to install a charging machine or a free machine in a particular post office. 
Mr Halliday told us that ATM deployers assessed the footfall and the potential in each 
location and “put in the machine with the sub-postmaster’s agreement that is most viable 
for that particular location. In a number of locations clearly they are charging machines”.191 
In their supplementary submission the Post Office confirmed that “The machine provider 
determines whether or not they are prepared to place an ATM in a branch, and if so 
whether this will be a free or surcharging machine … No subpostmaster is forced to have 
an ATM installed. We acknowledge subpostmasters do not have the option to request the 
removal of a machine if the supplier decides that it is no longer viable to continue to 
operate it on a free to customer basis”.192 We asked the Post Office if, when they were 
deciding whether to install a free machine or a charging machine, they took account of 
deprivation in a particular area. Mr Halliday reiterated that “We do not decide which type 
of ATM goes into a particular area”.193 

122. What is in the interests of the ATM suppliers may not always be in the interests of the 
individual sub-postmaster or indeed the local community. Cash machine suppliers will be 
interested in maximising the profit from the individual cash machine. Sub-postmasters will 
be more interested in the overall commercial viability of their business; they might be 
willing to make slightly less profit from the cash machine by keeping it free, benefiting  
instead from the additional footfall and customer spend that a free machine would 
generate. In addition to this, there may be some cases where it would be commercially 
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viable for a charging machine operator to install a free machine, but it would make the 
charging operator significantly higher profits to install a charging machine.194  

123. A key factor appears to be the contract between the sub-postmasters and the Post 
Office. Postmaster network told us: “The existing contract between Post Office Ltd and 
sub-postmasters restricts the ability of sub-postmasters from carrying out independently 
many types of business services that POL has reserved for itself…postmasters have no 
alternative in supply to that provided by POL”.195 For the Post Office, Mr Miller confirmed 
that cash machines were one of these products. He told us that the Post Office seeks “to 
ensure that we have a nationwide network of post offices. We would be concerned, if those 
restrictions were not there, [suppliers] would be able to cherry pick. I think we would find 
that a relatively small number of post offices would be favoured by suppliers and that we 
would have less post offices as a result”.196 Postmaster network told us that “with the 
freedom to choose a cash machine, sub-postmasters would be able to offer the appropriate 
cash service for their store and their community. The sub-postmaster would be able to 
determine whether there would be no charges for cash withdrawal or what level they would 
be depending on the needs of the local community”.197 

124. In recent months the example of a sub-postmaster near Garmouth (Inverness) has 
been reported in the press. A cash machine had been installed in his premises during 2002. 
For two years no charges were made for the machine as the sub-postmaster wanted to 
provide a customer service for the community and recognised the business benefits the 
customer flow generated. In August 2004, the sub-postmaster received a letter from the 
Post Office indicating that the ATM operator would be charging £1.50 per transaction 
from October 2004. In spite of the complete opposition of the sub-postmaster, the charge 
was imposed. The introduction of the charge generated negative customer reaction and 
reduced sales. While the charge levied by the machine was £1.50, the sub-postmaster 
received less than 5p. The nearest free cash machine was over 5 miles away. 
Postmasternetwork told us that the Post Office (in practice the charging cash machine 
operator) “centrally determines ATM charging policy for ATMs located in independent 
retailers’ stores, with no reference to the impact on those retailers’ business. We believe this 
is unfair and anti-competitive and puts at risk easy access for all to community services 
available from stores with sub-post offices. Without commercial freedom most sub-post 
offices have a very questionable future”.198 The Association of Convenience Stores believed 
the Post Office’s restrictions in their contract with sub-postmasters was “an unjustifiable 
restriction on retailer choice”.199 

125. The Post Office has given control over the terms on which ATMs are deployed in 
post offices to the independent ATM deployers. This is leading to greater numbers of 
charging machines in post offices than would otherwise be the case, exacerbating 
problems of financial inclusion. We are concerned that, where a machine is installed, 
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the Post Office negotiates and imposes the terms of the agreement without allowing 
sub-postmaster competitive freedom to negotiate either a viable contract for a non-
charging machine or the terms for a charging machine. 

126. The Post Office have indicated that there are around 600,000 withdrawals from 
charging cash machines in post offices every month, meaning there are around 7.2 million 
withdrawals made each year for which a charge is levied. The LINK database indicates that 
the average charge for a charging cash machine in the Post Office is around £1.40, so that 
over £10 million is being paid annually by customers to withdraw their money from 
charging cash machines in the Post Office. However, the Post Office told us that they “do 
not make a profit from charging ATMs”.200 When asked who was making money out of 
charging ATMs in Post Offices, Mr Halliday told us “that is a question that needs to be 
addressed to the deployers of the machines”.201 

127. Under the present arrangements, post office users are incurring significant costs 
(over £10m) in the form of ATM charges, thereby threatening efforts at addressing 
financial exclusion—with apparently little contribution being made to the viability of 
individual sub-post offices or the Post Office network. The Post Office could have 
entered into different arrangements to ensure cash machine provision, such as 
contracting out cash machines provision while keeping control over charging policy.  

Information for customers about free counter withdrawals 

128. Under the arrangements setting up universal banking services in 2003, the public can 
gain access to cash drawn from a current account held with most (but not all) of the major 
banks and building societies, and from any basic bank account, free of charge over a post 
office counter. If the alternative is a charging ATM, then in areas of financial exclusion this 
can be a valuable service. However, as the Minister told us, “people going into post offices 
do need to know that they can get their money free over the counter and they may have to 
pay at an ATM”.202 

129. We examined whether this was in fact the case, using information provided to us by 
LINK. This showed that at the post office in Speke in December 2004 there were 802 LINK 
cash withdrawals made over the counter and 323 cash withdrawals made at the charging 
ATM within the premises,203 so nearly 30% of the withdrawals were taken from the 
surcharging ATM. Presumably, people used the surcharging ATM instead of over-the-
counter services either because they were unaware that they could withdraw cash free from 
the counter or because there may have been a long queue. Analysis of these figures by 
LINK showed that at least 38% of the transactions, and possibly many more, could have 
been completed over the counter free of charge.204 We put this figure to the Minister, who 
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told us: “There does need to be more done to draw people’s attention to the facilities for 
free cash withdrawal over post office counters.”205 We asked the Post Office whether it 
would be possible to place a sign on the charging cash machines, informing customers 
clearly that many of them could get cash free over the post office counter. The Post Office 
told us that “they did not agree with the view expressed by some members of the 
Committee that we have failed to communicate adequately the message of access to free 
cash over the counter”.206 However, they said they would look at what further measures 
they could take “to ensure that all of our customers can get access to cash for free at the 
counter…However, as we do not own the ATMs we do not have the right to put any kind 
of label on the machine advertising cash withdrawals over the counter, although we are 
looking at whether we can put up signs near to machines”.207 

130. We note that at least 38% of people using a charging cash machine in one post 
office in a low income area could have made a free cash withdrawal over the counter. 
There is a need for the Post Office to make additional efforts, by placing signs next to 
the charging cash machines, to inform customers of some banks that they can make 
free cash withdrawals at the post office counter. 

131. We also looked at the basic rationale for including charging cash machines in post 
offices. As we noted earlier, no other bank or building society would consider installing a 
charging machine in a branch while keeping the transactions done over the counter free. 
This is because a transaction carried out over the counter is more costly for the bank and 
will require the customer to queue. Given that the Government is currently trying to 
enhance the efficiency and quality of public services, it seems strange that the policy of the 
Post Office is encouraging the public to undertake a transaction at the counter, which is 
less efficient than one carried out at a cash machine, and is providing a lower quality of 
service if the customer has to queue. While we recognise that it is a benefit that 
consumers (of some banks) can obtain cash free of charge over the counter,  members 
of the public may question why they may have to queue for a service that would be far 
more efficiently delivered through a free cash machine. We note evidence that no other 
financial institution would consider installing charging cash machines in their 
branches as this would result in increased queues and increased cost. No bank does this. 
We also note that requiring consumers to undertake a less convenient and less efficient 
transaction at the counter goes against attempts to improve the quality and efficiency 
of public services. 

Increasing access to current accounts at post office counters 

132. Under the universal banking arrangements, UK post offices provide the public with 
free access to their basic bank accounts and some current accounts over the counter. 
However, the National Federation of Sub-Postmasters were concerned that “post office 
access to bank accounts is in fact very limited”;208 this reflects the fact that while all basic 
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bank accounts provide free access at post offices, three major banking groups—HSBC, 
HBOS and RBS—do not offer any post office access to their current accounts. These three 
groups account for around 40% of the current account market. The Post Office told us that 
“our efforts [to provide universal banking services] are made harder by the difficulty of 
communicating to consumers the fact that not all banks have entered into agreements with 
us, and therefore we can provide cash only to customers of selected institutions”.209 For 
HBOS, Mr Crosby told us that the barrier to an agreement with the Post Office was “purely 
cost”, saying “in negotiations we have had in the past they have been asking to charge us 
significantly more per transaction than the same transaction would cost inside our 
branches…if customers told us that [they really want access through Post Offices], and/or 
the Post Offices gave us a more economic proposition, we would be there”.210 For RBS, Mr 
Higgins told us that “a basic issue here is that the Post Office is in competition with us”.211 
We believe this was referring to the agreement between Bank of Ireland and the Post Office 
for the supply of financial products through Post Office branches. 

133.  We note that some major banks have not yet signed up to allow their current 
account customers to withdraw cash free over post office counters, a state of affairs 
which does not help promote access by the financially excluded to their accounts. We  
also note that while some banks have problems regarding the cost of such access, which 
presumably can be overcome through negotiations, for others it is a fundamental 
principle that the Post Office is a competitor in the sale of financial products. We hope 
these problems can be overcome and that HSBC, RBS, and HBOS will soon allow their 
current account customers to withdraw cash over the post office counter. This would 
convince us of their commitment to tackling financial exclusion. 

The Direct Payment programme for benefits 

134. Under the ‘Direct Payment’ programme, the benefit book system is being replaced by 
the method of direct payment into recipients’ bank accounts. Recipients can choose to have 
payments made into their current or basic bank account, or open a Post Office Card 
Account (an account designed for the payment of benefits that can only be accessed at the 
post office). As noted by APACS, the system of direct payment will result in increased cash 
machine usage by those recipients who previously collected their benefits from the Post 
Office.212 

135. In response to a parliamentary question asking what assessment had been made of the 
impact of ATM charges on (a) financial inclusion and (b) low incomes, the Treasury stated 
“no such assessment had been made”.213 Following this, the Minister told us that “if there 
was to be a problem, the Department of Work and Pensions would be aware of it and then 
there would be a need for action”. When asked whether he would know if there was a 
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problem, if the Treasury had not made any assessment of the issue, he responded “if there 
was a problem we would be aware of it”.214  

136. In a subsequent letter the Minister made reference to research undertaken by the 
DWP and told us: “Customers were specifically asked to list the disadvantages of Direct 
Payment. Being charged to access their cash was not listed as a disadvantage, supporting 
DWP’s view that their customers are able to access their cash free of charge without having 
to pay ATM charges.”215 On examining the research we note that benefit recipients were 
not asked whether they had incurred cash machine charges when accessing their benefits. 
The research did ask consumers which methods they used to withdraw their benefit. The 
most common method was using a cash machine at the bank or building society (used by 
45% of customers). However, 27% of benefit recipients used cash machines at the 
supermarket or other shops and 8% used cash machines at the post office. Given the 
prevalence of charging cash machines in these locations, it is likely that some of those 
making these withdrawals will have been charged to access their benefits, though in the 
absence of more detailed information it is impossible to conclude what proportion of 
benefit recipients have paid charges or how much in total they have paid.   

137. The sort of problems that might be faced by benefit recipients with charging cash 
machines were illustrated by a letter we received from a pensioner. 216 There were no banks 
in his local area and his current account did not allow access at the Post Office. He was 
faced with the choice of having his pension paid into his bank account and paying to travel 
to the bank to get living expenses, or to pay £1.75 for each withdrawal at a local cash 
dispensing machine, from a pension of just over £80 a week. He could open a basic bank 
account or Post Office Card Account, but this would involve a lot of trouble and would be 
a downgrade in quality compared to his existing bank account. 

138. It is therefore likely that some benefit recipients, despite the alternatives theoretically 
available, will have found themselves using the charging cash machines located inside post 
offices to withdraw their benefits. The Minister did not know how many of the 600,000 
withdrawals from charging machines in Post Offices were undertaken by benefit 
recipients.217 When fully implemented, Direct Payment will save the government 
around £400 million each year. It will also result in many benefit recipients using cash 
machines to access their benefit. The benefits system aims to provide a minimum 
standard of living for recipients. If benefit recipients have problems getting free access 
to their money then they will have less benefit available for other essentials. Immediate 
government research into the effect of Direct Payment should specifically examine the 
issue of cash machine charges and the Government should ensure the switch to direct 
payment of benefits does not disadvantage recipients in the way they access their cash. 

139. We examined some of the guidance provided to benefit recipients when they are 
transferred to Direct Payment.218 Although the relevant DWP leaflet lists basic bank 
accounts and current accounts that “you can use at the Post Office without charge” and the 
 
214 Q 789 

215 Ev 171 

216 Memorandum not reported 

217 Qq 669-670 

218 A guide to Direct Payment, Department for Work and Pensions: www.dwp.gov.uk/directpayment/pdfs/direct.pdf 



54    Cash machine charges 

 

characteristics of certain accounts including “free cash withdrawal”, it does not contain any 
mention that some cash machines (including many in post offices) will make a charge for 
cash withdrawals. The Minister conceded that “it may well be” reasonable for some sort of 
information about the extent of charging cash machines to be included within the DWP 
guidance.219 The DWP leaflet informing benefit recipients about the move to Direct 
Payment does not contain any mention that some cash machines (including over 75% 
of those in post offices) will levy a charge to people accessing their benefit. We 
recommend that the DWP revises its guidance to make it clear to benefit recipients that 
they may be charged for using cash machines and provides them with clear information 
about how to withdraw their benefit free of charge. 

Post Office: general conclusion 

140.  The large network of the Post Office and its presence in many locations without a 
bank branch gives it a unique opportunity to tackle financial exclusion. The Post Office 
needs fundamentally to re-examine its policy concerning charging cash machines. 
Delegating all decisions regarding cash machine charges to the independent operators 
will not provide the result that is in the best interests of the local community or the sub-
postmaster. Given the role of the Post Office both in the delivery of benefits and in 
sustaining local communities, it has a particular responsibility to ensure that (if 
commercially viable) a free machine is installed in areas that lack access to free cash 
withdrawals. 
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6 Conclusions 
141. The evidence we have received has shown that there are significant issues arising from 
the current state of the ATM market. Our inquiry has been timely. We have made a range 
of recommendations about steps which need to be taken. The key areas in which action is 
required from Government, regulators and the industry are set out below. 

 Growth of charging machines: The number of charging cash machines has grown 
strongly in recent years. While these may have increased consumer choice in some 
areas, it is important they do not displace consumers’ free access to cash. All witnesses 
agreed that the number of charging machines will grow further, though opinion 
differed as to how far the trend would go. There would be important public policy 
concerns if, away from existing branches, free access to cash withdrawals declines as 
banks sell or close their existing network and the remaining machines are concentrated 
in fewer locations. The Government needs to keep developments under review. 

 Transparency and clear signage: To make an informed choice, consumers need a clear 
and prominent indication of whether machines charge, and the amounts charged, 
before they begin to use the machine. Improvements have been made in the 
requirements set down by LINK, but more needs to be done. In particular, LINK 
should set larger minimum font sizes for this information so that it is clear. Advertising 
‘FREE balance enquiries’ can be deliberately misleading and should not be permitted.  

 Regulation and the Banking Code: There is a lack of openness about the way LINK 
rules are decided and there is no comprehensive enforcement of the LINK rules on 
transparency. Charging cash machines need to be brought within the Banking Code so 
that the system of voluntary regulation is responsive to the needs of consumers and  is 
effectively enforced. 

 Financial exclusion: Cash machine charges may have a disproportionate impact on 
low-income consumers. If free machines are withdrawn from areas without bank 
branches then this may exacerbate existing financial exclusion. 

 The role of the Post Office: 75% of cash machines in post offices charge a fee, and 
consumers are paying over £10 million a year to use these machines. A number of 
factors may have been involved (including the Direct Payment programme). This runs 
counter to the Government’s policy goals of tackling financial exclusion and improving 
the quality and efficiency of public services. There is a need for a fundamental change 
of strategy: the current arrangements are not in the best interests of sub-postmasters, 
benefit recipients or the local community.  
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Conclusions and recommendations 

Cash machines in the UK  

1. Cash machines are the most important method of cash withdrawal in the UK and are 
used by millions of consumers every week. Projections from APACS indicate that 
cash machines will continue to be an important source of cash for many people for 
the foreseeable future. The move to Direct Payment of benefits will result in many 
benefit claimants using cash machines to access their benefits. (Paragraph 9) 

2. Cash machines are not a service from which only the consumer is the beneficiary. 
They also help banks by providing a cheaper alternative to bank counters or 
branches for the provision of access by customers to their accounts (Paragraph 15) 

The principle of charging 

3. There are a number of different ways of funding cash machine provision and it is 
appropriate for a variety of models to exist in a transparent, fair and competitive 
market. We recognise that cash machines which charge consumers are a legitimate 
business model. Their introduction has increased the overall availability of cash 
withdrawals and helped sustain small businesses. However, while these machines do 
increase provision of “convenience” locations that had not previously justified a cash 
machine, there is evidence that they are now spreading—appearing alongside, and in 
some cases displacing, machines that were previously free to the consumer. This 
gives rise to an issue of public policy, namely whether this trend is desirable and what 
response to it there needs to be. (Paragraph 21) 

Trends in the ATM network and prospects for the future 

4. The number of charging cash machines has grown strongly in recent years, reaching  
37% of the total number of cash machines in the UK. Although only accounting for 
around 3.6% of total cash withdrawals in October 2004, it is estimated that over the 
past twelve months consumers have paid around £140 million in cash machine 
charges. The number of free machines has also increased in recent years. But while 
this should represent an increase in consumer choice of non-charging locations for 
cash withdrawals, there is some question—because of such factors as increased 
concentration of machines—of how far this is actually the case. There is a need for 
LINK to conduct research to assess the extent to which the growth in free machines 
has  increased access to free machines in terms of the number of generally available 
and  genuinely different sites. (Paragraph 28) 

5. The number of free cash machines located in bank and building society branches has 
remained broadly constant in recent years. Given the continuing numbers of branch 
closures, it is likely that this has resulted in an increased concentration of the 
remaining free machines inside a lower number of branches. Provided the LINK 
agreement remains in force and banks continue to offer free banking for personal 
customers, at present there seems little threat to continued free access to all cash 
machines located in bank and building society branches. (Paragraph 32) 
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6. The independent charging operators are engaged in a commercial attempt to expand 
their business. While this will result in cash machines in previously unserved or 
“greenfield” locations, it will also result in a trend of free machines being forced out 
of sites and replaced with charging machines. There was a consensus that the trend 
of free machines being forced out by charging ATMs would continue, although there 
were different views as to how far. Quieter low volume locations, with no other free 
ATMs or bank branches nearby, may be at particular risk of conversion to charging. 
(Paragraph 37) 

7. The sale of 816 free machines by HBOS and the conversion of around 250 of them to 
charging is a noteworthy development. Banks and building societies, as with HBOS 
in this case, will have an incentive in terms of profit-generation to go down this 
route, with the consequences in terms of higher charges being picked up by the 
consumer. If others follow suit, there could be conversion of a large number of free 
ATMs to charging and significantly lower access to free cash withdrawals for many 
consumers. There may be alternatives to such deals which would result in the 
continuing availability of free cash withdrawals at some of these locations, although 
we note comments from Mr Crosby that if HBOS had not sold many of these 
machines, they would have been forced out of the sites anyway over the next two 
years. (Paragraph 45) 

8. The mechanism by which the interchange fee is calculated may give banks an 
incentive to pursue efficiency savings by reducing the availability of free cash 
machines in low footfall areas, although there were differences of opinion amongst 
witnesses about the significance of this incentive. We are not, however, persuaded 
that allowing the charging operators to receive the interchange fee, in addition to the 
surcharge, would be an efficient way of addressing the  issue. (Paragraph 51) 

9. The attitude of the site owner is very important in determining whether a cash 
machine on their premises is free of charging. In some circumstances site owners will 
identify a financial advantage in introducing charging rather than free machines. 
This adds a further concern over the long-term sustainability of a comprehensive 
free network. (Paragraph 55) 

10. The public sector has a particular responsibility as site owner in respect of 
negotiation of contracts for the installation of machines. Public sector managers and 
employers will wish to take into account the extent to which their employees 
(including those on night shifts in hospital for example) and other site users may find 
it difficult  to access free cash elsewhere. This does not preclude them from making 
financially advantageous arrangements with independent operators to install a free 
machine, though in some cases where there are not enough transactions to support a 
free machine a charging machine may be appropriate. Public sector site owners 
should consider their charging policy, and monitor the amount of any charges 
closely. (Paragraph 57) 

11. The large network of free cash machines in the UK provides considerable benefits 
both to consumers and to the banks. We welcome continued commitments from 
major banks that they will not introduce charges for any of their machines. 
Currently, the availability of free machines at bank branches seems assured, although 
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the overall number of bank branches may decline. However, we have concerns that, 
away from existing branches, free access to cash withdrawals could decline as banks 
sell or close their existing network and remaining machines become concentrated in 
fewer locations. (Paragraph 63) 

12. The evidence we have received indicates that the dynamics of the market will 
continue to lead to some conversion of free machines to charging machines in 
locations away from bank branches. All witnesses agreed that the number of 
charging cash machines and the number of withdrawals made from them will 
continue to grow, although opinion differed as to how far this trend would go. 
Where such machines are additional provision, in areas served by free machines, 
then this will be beneficial to consumers. If they displace free machines and reduce 
access overall to free cash withdrawals, particularly in areas where there are no bank 
branches, then they would have a detrimental effect on consumers. This will lead to 
public policy concerns if areas of the country are left without adequate access to free 
cash withdrawals—particularly if this exacerbates existing financial exclusion (which 
we consider later). Whether this happens will to a large extent depend on the attitude 
taken by the banks to the provision of free cash machines in these areas. It is 
therefore important that the Government monitors the situation very closely to 
ensure a fair and competitive market, and to be ready to respond if necessary. 
(Paragraph 64) 

13. It would be extremely helpful, to enable government and others adequately to 
monitor trends in the cash machine market, for the quality of the LINK database to 
be improved. LINK should regularly publish on their web-site the number of free 
and charging machines and how the numbers have changed in recent years 
(indicating the numbers which have been converted from free to charging, and data 
on concentration of free machines), with information on the number of withdrawals 
that attract a charge. We also recommend that the OFT payments system taskforce 
should conduct research into the geographical distribution of cash machines as part 
of its work into the efficiency of payment systems. (Paragraph 66) 

Transparency of charges: the present situation 

14.  In areas where there is sufficient access to free cash withdrawals, it is fundamentally 
a matter of choice whether a consumer uses a charging cash machine. The industry 
has a duty to provide consumers with sufficient information to enable them to make 
an informed choice. Poor standards of transparency surrounding ATM charges are 
detrimental to consumers, in that they result in charges being incurred unnecessarily 
and make the practice of shopping around to find the cheapest cash machine 
difficult. They also hinder competition in the cash machine industry. The 
importance of transparency becomes all the greater as the number of charging 
machines increases. (Paragraph 68) 

15. The way interchange fees are paid by a customer’s bank to the charging machine 
operator gives the charging machine operator an incentive to delay notification of 
charges until the last minute. This is clearly against the consumer’s interest. This 
increases the importance of clear and enforceable rules being applied by LINK to 
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ensure that charging machines display clear and prominent warnings concerning the 
charge before the card is inserted, as we discuss below. (Paragraph 70) 

16. To provide information about charges at knee height or in hard to read small print is 
totally unacceptable. That such practices have been allowed to persist reflects badly 
on LINK and on the industry. (Paragraph 72) 

17. In the overwhelming majority of cases the consumer will be charged as a result of 
using a [charging] machine, whether that charge is levied by the machine or by the 
card-issuer. The notice that the machine “may” charge is disingenuous and does little 
to inform consumers. (Paragraph 73) 

18. There was a broad consensus amongst consumer groups and the high street banks 
and building societies that the requirements currently applicable to LINK members 
for notification of charges were inadequate and that standards needed to improve. 
(Paragraph 75) 

Transparency of charges: improvements needed 

19. We welcome the new improvements to transparency agreed by LINK, which we 
believe show a welcome recognition by much of the industry of the need to improve 
standards. It is important, however, that the commitment to improved standards is 
held, and honoured, right across the industry. It was disappointing to learn that 
some of the independent charging cash machine operators voted against the limited 
new transparency requirements. We hope that this does not imply a lack of 
commitment on their part to the process of raising standards. Their degree of 
commitment to implementing the new arrangements will enable us to judge. 
(Paragraph 78) 

20. The new improvements to transparency agreed by LINK do not go far enough to 
ensure that the amount of the charge is clearly visible to consumers before they begin 
to use the machine. We recommend that the amount of the surcharge should be 
clearly indicated on external signage and any signs that advertise the presence of the 
machine. A larger minimum font size should be set for these warnings so the sign is 
visible from a distance.  (Paragraph 83) 

21. We welcome continuing moves by banks to indicate clearly that their cash machines 
do not impose a surcharge on consumers, and would encourage all ATM operators 
to do this for their non-charging machines. (Paragraph 84) 

22. We support the idea of standardised labelling for free (non-surcharging) and 
charging machines. We recommend that LINK and the consumer groups explore the 
feasibility of this idea, examining the costs and benefits. (Paragraph 85) 

23. Prominently advertising ‘free’ balance enquiries can be a deliberate attempt to 
confuse consumers. We believe the word ‘free’ should not be permitted on any cash 
machine that levies a surcharge to the consumer. The word ‘free’ should also not be 
permitted on any marketing or advertising material informing consumers of the 
presence of the charging cash machine. (Paragraph 86) 
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24. When a machine is converted from free to charging it is important to give 
consumers advance notice of the change. We recommend that the LINK rules should 
be amended to require a clear and prominent warning at least 30 days in advance 
where a machine which was previously free is to be replaced by a charging machine. 
We welcome the move by HBOS to place such notices on the machines that it is 
transferring to Cardpoint. We believe that such a notice should be required under 
the LINK rules. We note the requirements in the Banking Code for banks to notify 
customers when closing the last branch within a specified distance. We believe that 
similar requirements should be introduced when removing the last free cash 
machine within a specified distance. We ask the BCSB to develop proposals for this 
before the end of 2005. (Paragraph 89) 

25. We are concerned that a small recent study suggested that amongst the charging 
machines surveyed there was only 50% compliance with the LINK requirements. If 
voluntary regulation is to be effective, it is essential that there is an adequate 
programme of monitoring and enforcement in place to identify failings. The LINK 
process of enforcement has been ad hoc and inadequate to protect consumer 
interests. (Paragraph 90) 

26. We welcome moves by LINK to strengthen its capability to monitor and enforce the 
requirements for transparency of cash machine charges. LINK should, before the end 
of this year, publish details of the way it has monitored and enforced its transparency 
rules, so the effectiveness of these rules can be judged. (Paragraph 91) 

27. Different views were put forward concerning consumer awareness of charges. 
Independent research into consumer awareness of charges and the factors that drive 
consumer behaviour when deciding which cash machines to use would be beneficial. 
We recommend that this should be undertaken by LINK in conjunction with the 
consumer groups and published in full. The research should also examine the 
approaches taken by the charging cash machine operators to implementing the new 
LINK transparency requirements and make recommendations for change. 
(Paragraph 92) 

Regulation of the ATM industry 

28. LINK should take steps to improve consumer representation within its organisation. 
Consumer groups could be invited to attend relevant meetings of LINK or invited to 
sit on working groups, so that their views can be taken into account. Openness 
would also be improved if the details of how member organisations had voted on 
consumer issues were made known. (Paragraph 94) 

29. The approach by LINK to self-regulation in respect of enforcement, illustrated by the 
absence of a systematic mechanism for enforcement of its transparency requirements 
(already discussed above), is totally inadequate for a part of the financial services 
industry used by millions of consumers each year. An absence of effective self-
regulation beyond this year would not be acceptable. (Paragraph 95) 



Cash machine charges    61 

 

30. We recommend that the Banking Code be amended to ensure that it applies 
automatically to any of the main subscribers’ subsidiaries which are engaged in 
banking-related businesses. (Paragraph 97) 

31. The Banking Code is a good model of self-regulation. It is independently reviewed 
taking into account the views of consumer groups, industry and government. The 
Banking Code Standards Board conducts a systematic programme of monitoring 
and enforcement. We believe that negotiations should begin immediately for the 
Banking Code to be extended to cover all charging cash machine operators, with a 
view to the negotiations being concluded by the end of the year. The Code should be 
amended to include the new transparency requirements agreed at the LINK meeting 
on 14 December 2004. All charging cash machine operators should sign up to the 
Banking Code, and become subject to its processes of monitoring and enforcement. 
(Paragraph 100) 

32. Excessive notice periods for the removal of a free-standing charging machine and 
unduly long contracts could be hindering competition. We recommend that the 
OFT conduct a short investigation into the length of contracts between small 
business owners and charging cash machine operators to determine whether they are 
‘hindering, restricting or distorting’ competition.  (Paragraph 102) 

Financial exclusion: general 

33. We note the work being undertaken by the Government to tackle financial exclusion 
and to improve access to bank accounts, and the continued funding and support 
from the financial services industry for this. As part of this strategy, it is important 
that vulnerable and low income consumers are not subject to disproportionate costs 
as a result of cash machine charges. We note that consumers with basic bank 
accounts may lack a debit or credit card, giving them less choice in relation to 
payment mechanism, and will be unable to obtain cashback from retailers. 
(Paragraph 106) 

34. As part of an agenda tackling financial exclusion, it is very important that those on 
low incomes have access to free cash withdrawals. We note evidence that the cash 
machines most likely to be converted to charging are those away from existing bank 
branches in low footfall locations. If there were to be a substantial reduction in the 
availability of free cash machines then that could exacerbate existing financial 
exclusion and the Government needs to keep developments under review. As part of 
its work, the Government’s Financial Inclusion Task Force should examine the issue 
of access to free cash machines in low income areas. (Paragraph 109) 

35. If the Treasury is going to spend public money identifying areas of concentrated 
financial exclusion, it seems unhelpful not to share this information with those 
organisations that might be able to make improvements in those areas. We 
recommend that the Treasury negotiate permission to share the list of postcodes 
where there is concentrated financial exclusion with the Post Office and other 
organisations that can help tackle the disadvantage that people living in those areas 
face.  (Paragraph 111) 
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36. We note calls for the surcharge to be calculated on a variable rather than fixed basis. 
Although this might be fairer to consumers withdrawing small amounts, we note 
that due to the high fixed costs of a cash machine any sliding scale would start at a 
high level. We also note that a sliding scale (unless calculated on the same basis 
across the industry) might reduce transparency as consumers would have difficulty 
knowing how much they were going to be charged before using the machine. The 
fact that fixed surcharges can impact disproportionately on those on low incomes 
enhances the importance of ensuring that such groups have sufficient access to free 
cash withdrawals. (Paragraph 114) 

37. Competition between operators should ensure there is no need for a cap on pricing, 
provided there are sufficient numbers of free machines and there is clear signage 
concerning the level of charges. (Paragraph 115) 

Financial exclusion: the role of the Post Office 

38. We ask the Government to indicate whether it was always envisaged that over 75% of 
the cash machines installed in Post Offices would charge the public up to £1.50 to 
make cash withdrawals; it would be helpful to know when the decision was taken by 
the Post Office, what other options were considered and why they were rejected. 
(Paragraph 120) 

39. The Post Office has given control over the terms on which ATMs are deployed in 
post offices to the independent ATM deployers. This is leading to greater numbers of 
charging machines in post offices than would otherwise be the case, exacerbating 
problems of financial inclusion. We are concerned that, where a machine is installed, 
the Post Office negotiates and imposes the terms of the agreement without allowing 
sub-postmaster competitive freedom to negotiate either a viable contract for a non-
charging machine or the terms for a charging machine. (Paragraph 125) 

40. Under the present arrangements, post office users are incurring significant costs 
(over £10m) in the form of ATM charges, thereby threatening efforts at addressing 
financial exclusion—with apparently little contribution being made to the viability of 
individual sub-post offices or the Post Office network. The Post Office could have 
entered into different arrangements to ensure cash machine provision, such as 
contracting out cash machines provision while keeping control over charging policy. 
(Paragraph 127) 

41. We note that at least 38% of people using a charging cash machine in one post office 
in a low income area could have made a free cash withdrawal over the counter. There 
is a need for the Post Office to make additional efforts, by placing signs next to the 
charging cash machines, to inform customers of some banks that they can make free 
cash withdrawals at the post office counter. (Paragraph 130) 

42. While we recognise that it is a benefit that consumers (of some banks) can obtain 
cash free of charge over the counter,  members of the public may question why they 
may have to queue for a service that would be far more efficiently delivered through 
a free cash machine. We note evidence that no other financial institution would 
consider installing charging cash machines in their branches as this would result in 
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increased queues and increased cost. No bank does this. We also note that requiring 
consumers to undertake a less convenient and less efficient transaction at the counter 
goes against attempts to improve the quality and efficiency of public services. 
(Paragraph 131) 

43. We note that some major banks have not yet signed up to allow their current 
account customers to withdraw cash free over post office counters, a state of affairs 
which does not help promote access by the financially excluded to their accounts. 
We  also note that while some banks have problems regarding the cost of such access, 
which presumably can be overcome through negotiations, for others it is a 
fundamental principle that the Post Office is a competitor in the sale of financial 
products. We hope these problems can be overcome and that HSBC, RBS, and 
HBOS will soon allow their current account customers to withdraw cash over the 
post office counter. This would convince us of their commitment to tackling  
financial exclusion. (Paragraph 133) 

44. When fully implemented, Direct Payment will save the government around £400 
million each year. It will also result in many benefit recipients using cash machines to 
access their benefit. The benefits system aims to provide a minimum standard of 
living for recipients. If benefit recipients have problems getting free access to their 
money then they will have less benefit available for other essentials. Immediate 
government research into the effect of Direct Payment should specifically examine 
the issue of cash machine charges and the Government should ensure that the switch 
to direct payment of benefits does not disadvantage recipients in the way they  access 
their cash. (Paragraph 138) 

45. The DWP leaflet informing benefit recipients about the move to Direct Payment 
does not contain any mention that some cash machines (including over 75% of those 
in post offices) will levy a charge to people accessing their benefit. We recommend 
that the DWP revises its guidance to make it clear to benefit recipients that they may 
be charged for using cash machines and provides them with clear information about 
how to withdraw their benefit free of charge. (Paragraph 139) 

46. The large network of the Post Office and its presence in many locations without a 
bank branch gives it a unique opportunity to tackle financial exclusion. The Post 
Office needs fundamentally to re-examine its policy concerning charging cash 
machines. Delegating all decisions regarding cash machine charges to the 
independent operators will not provide the result that is in the best interests of the 
local community or the sub-postmaster. Given the role of the Post Office both in the 
delivery of benefits and in sustaining local communities, it has a particular 
responsibility to ensure that (if commercially viable) a free machine is installed in 
areas that lack access to free cash withdrawals. (Paragraph 140) 
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Formal minutes 

Tuesday 15 March 2005 

Members present: 
Mr John McFall, in the Chair 

Mr Nigel Beard 
Mr Jim Cousins 
Angela Eagle 
Mr David Heathcoat-Amory 

 John Mann 
Mr George Mudie 
Mr James Plaskitt 
 

The Committee deliberated. 

Draft Report (Cash machine charges), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 and 2 read, amended and agreed to. 

Paragraphs 3 and 4 read and agreed to. 

Paragraphs 5 to 7 read, amended and agreed to. 

Paragraphs 8 to 13 read and agreed to. 

Paragraph 14 read, amended and agreed to. 

Paragraphs 15 and 16 read and agreed to. 

Paragraphs 17 and 18 read, amended and agreed to. 

Paragraphs 19 and 20 read and agreed to. 

Paragraph 21 read, amended and agreed to. 

Paragraphs 22 to 31 read and agreed to. 

Paragraph 32 read, amended and agreed to. 

Paragraphs 33 to 54 read and agreed to. 

Paragraph  55 read, amended and agreed to. 

Paragraph 56 read and agreed to. 

Paragraph 57 read, amended and agreed to. 

Paragraphs 58 to 63 read and agreed to. 

Paragraph 64 read, amended and agreed to. 

Paragraphs 65 to 69 read and agreed to. 
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Paragraph 70 read, amended and agreed to. 

Paragraphs 71 and 72 read and agreed to. 

Paragraph 73 read, amended and agreed to. 

Paragraphs 74 to 77 read and agreed to. 

Paragraph 78 read, amended and agreed to. 

Paragraph 79 read and agreed to. 

Paragraphs 80 and 81 read, amended and agreed to. 

Paragraphs 82 to 84 read and agreed to. 

Paragraphs 85 and 86 read, amended and agreed to. 

Paragraphs 87 to 89 read and agreed to. 

Paragraphs 90 and 91 read, amended and agreed to. 

Paragraphs 92 to 94 read and agreed to. 

Paragraph 95 read, amended and agreed to. 

Paragraphs 96 to 99 read and agreed to. 

Paragraph 100 read, amended and agreed to. 

Paragraphs 101 to 114 read and agreed to. 

Paragraph 115 read, amended and agreed to. 

Paragraphs 116 to 132 read and agreed to. 

Paragraph 133 read, amended and agreed to. 

Paragraphs 134 to 137 read and agreed to. 

Paragraph 138 read, amended and agreed to. 

Paragraphs 139 to 140 read and agreed to. 

Paragraph 141 read, amended and agreed to. 

Summary read, amended and agreed to. 

Resolved, That the Report be the Fifth Report of the Committee to the House. 

Ordered, That the Chairman do make the Report to the House. 

Several papers were ordered to be appended to the Minutes of Evidence. 

Ordered, That the Appendices to the Minutes of Evidence taken before the Committee be 
reported to the House.  



66    Cash machine charges 

 

Several papers were ordered to be reported to the House. 

Ordered, That the provisions of Standing Order No. 134 (Select committees (reports)) be 
applied to the Report. 

 

[Adjourned till Monday 21 March at 3.00 pm 
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Oral evidence

Taken before the Treasury Committee

on Tuesday 21 December 2004

Members present:

Mr John McFall, in the Chair

Mr Nigel Beard Mr David Heathcoat-Amory
Angela Eagle John Mann
Mr Michael Fallon Mr James Plaskitt

Witnesses: MrLaurence Baxter, Senior Policy Adviser,Which?, MrPhilip Cullum,Deputy Chief Executive,
National Consumer Council,Ms Teresa Perchard, Policy Director, Citizens’ Advice Bureau, andMs Jenny
Hickson, Financial Skills Tutor, examined.

Q1 Chairman:Good morning. Welcome to this first whether that is a low-income area or a rural area,
there are much more severe issues, and I think it isevidence session on the cash machine charges
unhelpful to talk about those as being convenience;inquiry. What is your organisation’s position on the
that is about access. We are concerned about thestrong growth of charging cash machines that we
extent to which there is a kind of blurring of the freehave seen in 1999–2000, and has this development
machine market and the paid for machine market,been advantageous for the consumer given that there
particularlywith people likeRoyal Bank of Scotlandis a growth in areas where there is a convenience
owning Hanco, who provide a lot of the paid formachine and people have the opportunity to get a
machines. What does that say about the way somehand?
of the banks think about cash machines? Is it aboutMs Perchard: Looking at the evidence, particularly
service or is it just about trying to make money outthe evidence put forward byWhich?,which I think is
of a particular service?very helpful in giving us a factual context for some

of the views that we have put forward and the views
that NCC have put forward, I think overall mixed Q2 Chairman: Given the Royal Bank of Scotland
feelings on the impact for consumers of the growth situation andHanco, and also the 800 cashmachines
in these machines. On the one hand, they are owned by HBOS, are you worried about any trend
introducing a facility for access to cash in areas that that is building up here?
either have been left by the banks or where Mr Cullum: We are worried about it, and the
consumers did not have easy access to cash, perhaps question is what does that say about the mindset of
in a more secure environment, in a shop or a post the banks? Would that put them oV trying to extend
oYce, where people have become quite fearful in their network? We would argue that there are areas
some areas about using cash machines on the street, which are not well served at the moment that the
but on the other hand, where these machines are and banks should be trying to get into and provide a free
who may be using them or for whom they may be service. Clearly, if there is an imperative where they
intended carries a price, which people on low say, “Our other arm can provide this and we can
incomes will be ill able to aVord. So I think in terms earn money from it,” that would suggest that they

might not provide that sort of service.of overall views on the strong growth, they are
mixed, and I think worrying about where we might
end up with charging machines. Q3 Chairman: Laurence Baxter, you have given us
Mr Cullum: I absolutely share that view. I think the most detailed submission of all. Is there not a lot
there are some situations where it has been helpful; of brouhaha here for nothing? What are your main
it has extended people’s access and given them concerns regarding the growth of charging cash
choice in some circumstances. I think we are quite machines? Surely it must be good for the consumer?
concerned about this term “convenience”, which I Mr Baxter: In a sense, yes, but on the other hand, it
am not sure really captures the range of experience could be potentially bad for consumers. Which?’s
that people have. There are, I think, circumstances position on charging cash machines is that we think
where there are lots of high streets in London which all consumers should not be denied free access to
have lots of banks which are free. If you are in a shop their own money. It is that simple. We have no
or a pub or a shopping centre and you think, “Do I particular concern with the principle of convenience
want to pay £1.50 and use themachine that is nearby machines, provided they meet three conditions: first,
or do I want to walk a couple of hundred metres we think that all ATMs, both free and charging,
down the road?” that is clearly a matter of should be suitably labelled as such. This is not
convenience and that is a useful option for happening, and Which? has developed a solution to
consumers to have. I think when we are talking this which we would like to share with you this
about areas where there are not any banks and the morning. Second, we think that charging machines

should not threaten consumers’ free access to theirchargingmachines are the only ones which are there,
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own money, no matter how well labelled they are. Q8 Mr Fallon:Who are you to decide what the test
of convenience is? You began by saying youwere notWe are concerned that many consumers simply

cannot make the choice of using a free or charging sure that some of these locations really were
convenience locations. If they are inconvenient, andmachine, even if they want to, owing to the rather

aggressive growth of charging machines in the last the charges are clear, consumers will decide for
themselves whether to not to pay, will they not? Thefew years. Finally, we think the charge itself is

disproportionate to the actual cost of the test, surely, is transparency, whether the charges are
clear or not.transaction. This is not really reflective of a situation

that benefits consumers at all. Mr Cullum: You are right in identifying that one
issue. It feels like there is a groundswell of opinion,
both on the consumer side and increasingly in theQ4 Chairman: So you are looking for a sliding scale?
industry, that there does need to be clarity ofMr Baxter:We would like both a sliding scale and a
labelling. It is not very clear at the moment. “Youcap, and I would like to get on to that later this
can check your balance for free” is a slightlymorning. The growth of charging machines could
disingenuous way of putting it. It is a bit like foodconstitute a threat to consumers.We are seeing a fast
being 92% fat-free. But I think there are issues aboutgrowth in the last few years as charging machines
the location of the machines and whether people areright now, already, constitute the majority of all the
really getting a choice. To go back to the point I wasATMs away from branches. Yes, indeed, there is a
trying to make, it is fine if you are in an area where3% growth in free machines, and I am the first to say
there is a choice of free machines and not freethat, but charging machines have been growing
machines. If you are in an area where there is onlymuch faster and it is not inconceivable to see a
one that charges, that is not a choice and it is notsituation in the future where virtually all the cash
really a question of convenience. That is aboutmachines in the non-branch network are dominated
access and getting a service.by these charging, independent providers, and those

would threaten the free machines that do still exist.
Q9 Mr Fallon: It is also about central planning.
Have you written the same sort of paper tellingQ5 Chairman: If I can get the gist of your answers,
people where to put their petrol stations?are you concerned from a public policy point of view
Mr Cullum: What we have done is looked at areasregarding the future of free and charging cash
like—and there are rules on it—post oYces and themachines? Is that the issue here?
location of post oYces. There is a procedure. SomeMr Baxter: Absolutely.
of these services are essential. One of the points,
going back to the charging issue, is that arguably, weQ6 Mr Fallon: I am struck by the fact that it is the
have already paid for all of this. One could envisagesame consumers’ lobby that was fretting a few years
an entirely diVerent banking system in Britain whichago about bank branch closures that is now fretting
is more equivalent to other countries, where you payabout the fact that machines have popped up to take
per transaction, you pay for each direct debit, you dotheir place. Is it not a little naı̈ve to worry about
pay every time you withdraw money, and you haveconsumers having free access to their money when
a higher interest rate because you pay as you use thethe cost of them having access to that money
system. That was a perfectly imaginable system; it isthrough ineYcient bank branches was, of course,
just not the one we have, but it does feel like thegreater? There is no such thing as free access to your
institutions are increasingly trying to have their cakemoney, is there? There is a cost to running a branch,
and eat it. They are trying to run the service with aa banking network, whether it is a machine or
fairly low or often no interest rate on the premisewhether it is a branch.
that we then get everything thrown in for free, butMr Baxter: Of course, you have to consider the
then they are starting to charge for individual items.operating costs of bank branches or machines.
We are uncomfortable with that.

Q7 Mr Fallon: It cannot be free in any case; it is a
Q10 Mr Fallon: Processing individual items hasrather misleading term to use, is it not?
always had a cost to it. It cannot be free in any case.Mr Baxter: Non-surcharging. Free not to use, to
Mr Cullum: No, it cannot be, and that is whyactually withdraw your money. I must also
consumers are eVectively paying for it already, as Iemphasize that cash machines have become more
say, by the fact that they are foregoing the interesteYcient in the last few years. The LINK interchange
rate that they would get in another situation.fee, which is basically the cost of transactions

between the free cash machines operated by the
banks and building societies, was about 38–39p per Q11Mr Fallon:You have said this morning that this

is potentially bad; that it could constitute a problem.transaction about four years ago. It is down to 31p
now. This shows that the cost of the transactions is Are you here to actually present us with a problem

or not?actually coming down. The LINK interchange fee
seems to work very well for consumers, and it Ms Perchard: This issue really crystallises: here we

are in SW1. There is one of these machines in theencourages banks to be more eYcient about the way
they site their machines. What is skewing this QEII Centre, round the back, near the cloakroom,

but then there are some bank ATMs within a fewequation here is the entry of these chargingmachines
that are able to charge £1.50 or £1.75—basically hundred yards’ walk. If I do not want to use that

one, I can nip outside, go up Victoria Street, and trywhat they want—and threaten that free access.



9940729001 Page Type [O] 18-03-05 13:33:02 Pag Table: COENEW PPSysB Unit: PAG1

Treasury Committee: Evidence Ev 3

21 December 2004 Mr Laurence Baxter, Mr Philip Cullum, Ms Teresa Perchard and Ms Jenny Hickson

a series of ATMs for free. But if I live in North what you want. You want to interfere with the
market and make them all free, and transfer the costSpeke, which is where Jenny, my colleague, comes

from, all I have is convenience cash machines, and somewhere else. Is that your request?
Mr Baxter: I would like to answer that.they aremiles apart. One of them is in the post oYce,

and I have just been encouraged by theDWP to have Ms Perchard:We all have slightly diVerent views on
this issue. We all want very clear labelling on themy benefit paid into a bank account, and I can take

cash out at the post oYce. There are huge queues, outside, before you start, so you do not get sucked
in. Certainly, from our perspective at Citizensand it is of benefit to the Post OYce for me to get my

cash out from this machine, but I get quite a hit in Advice, we really think the DWP and the Post OYce
should sort something out about the charges onthe charge if I am taking out a small amount, as the

DWP advocate—“Don’t take it all out in one lump; these machines so that people using them in post
oYces, who predominantly withdraw benefit, aretake it out in two or three lumps a week because that

will be safer, madam”—and I am paying £1.50, not paying a charge to do so. That obviously
involves some kind of subsidy, or who is payingmaybe £1.80 a time. Coupled with that, this is often

presented in a way that you may see “Free balance basically is the issue. At the moment, the costs are
being displaced on to the consumer. Perhaps theyinquiry”, it is quite a way into the transaction, and

you have queued up to use the machine before should be met, if not in full, possibly in part by the
Government, which is promoting banking, and postyou realise what the charge is, and it is quite

embarrassing to pull away, and you do not have a oYces, which are getting a queue-busting device in
the post oYce. What Laurence’s evidence highlightsbank ATM that is not going to charge you within a

few hundred yards’ walk; you have got a bus ride. I is some good questions about whether the charges
are too high anyway, so how do you get the chargedo not know if Jenny would like to say any more

about that. to the lowest it could possibly be? There is no real
choice in some areas driving down price.

Q12 Chairman: Did you say there are no free
Q15 Mr Heathcoat-Amory: I want to be clear here.machines in Speke?
There is a cost, and you want that cost transferred.Ms Hickson: Our oYce is centrally based in the
I think you have to be specific about who is going toParade. The nearest one is a one and a half mile
pick up that cost—the Government, the Post OYce,walk. The second nearest one is three miles. There
the banks, the convenience stores. It is very easy toare two or three charging ones within the Speke
say it has got to be free. The diYcult thing—and I doestate. The Speke estate is actually quite isolated.
not think you have answered this yet—is what are
these costs that you want to transfer and who is

Q13 Mr Fallon: It follows from that that you would going to pay those costs?
like to see the banks obliged to provide free Mr Baxter: First of all, let us just get the facts of
machines by law in disadvantaged areas. That is what is actually happening clear here. We are seeing
what you want. the introduction of these charging convenience
Ms Hickson: I think it would make a vast machines. Most of them in the last four or so years
diVerence, yes. have been new installations in convenience stores,
MsPerchard: Johnwas right when he said this raises and this is good in some respects because they
a public policy concern. We have the collision of a provide consumers with access to money that they
social policy interest with a market, market forces, would not otherwise have, as my colleague says.
and how do you get the balance between that, when These machines have been growing considerably in
you have consumers and diVerent choices open to the last four years, quite aggressively, at a rate of
them and diVerent abilities to pay, and a diVerent about 3,500 new machines, or 10% of the entire
experience of the charge proportionate to their ATM network in the UK, per year. These machines
transaction? We are perfectly legitimate in raising a will keep growing, because the charging companies,
concern that thismight hit most heavily those people the IADs, are looking to further access this market.
on lowest incomes. They will only grow as far as there will be places to

put these new machines. Eventually, they will start
cutting into the free network, the existing freeQ14 Mr Heathcoat-Amory: I understand that
machines, and that is already starting to happen.consumer organisations always want everything to

be free, but these are real costs that have to be borne
by someone. It seems to me that it is a rather healthy Q16 Mr Heathcoat-Amory: I am going to stop you:

so it is a potential development you are worrieddevelopment that the independents, IADS, have
come into the market to provide charging machines about? I am trying to pin you down about what is

happening now.in the areas which the others have not reached. I
understand the free machines are still increasing in Mr Baxter: No, it is already happening. This worst

case scenario is already beginning to happen. HBOSnumber, though slowly, but what we have really seen
is the growth of these independent charging this year sold 82% of its non-branch network,

virtually all its machines away from branches, tomachines. Certainly in my area, in Somerset, the
convenience stores have come to rely on those as Cardpoint. Customers ofHBOSwill now be charged

for many of those machines, and Cardpoint isbringing customers in. I have not actually had any
complaints from either side about the charging. Are looking to make more charging; their CEO said that

in their annual report just a few weeks ago. This is ayou asking for a cross-subsidy here? Let us be clear
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problem, because a free machine is basically turned it would be great to shed some light on the clustering
into a charging one, and that is causing the other eVect and perhaps try to get some sort of mapping
banks to consider “Maybe we could get out of this of where the free machines are, where the charging
whole LINK interchange fee thing and cut our costs machines are, map that against socio-economic
here, possibly get rid of the rest of our non-branch indicators and geographic mapping, and just try and
machines.” tease it out. For all of us, our hypothesis, butwewere

not absolutely sure, is that a lot of the free machines
tend to be in the same places, or all on the same highQ17 Mr Heathcoat-Amory: You keep saying about
streets, and then the ones which charge are allthe future. This is Mr Fallon’s point. He asked you
clustered together as well, so, as Laurence says, thereabout this, because it is not the future we are worried
is not real choice for consumers.about; it is here and now. We hear in the evidence

that the number of free machines is still going up.
Mr Baxter: Very slightly though, but much less so

Q20 Chairman: So you are looking for a map?than the charging machines.
Mr Cullum: I think that would be really helpful.
Mr Baxter: We would also like to see some actualQ18 Mr Heathcoat-Amory: Is it not a good thing to
information from these charging providers as tohave competition coming in? Normally consumer
exactly how these cash machines work in terms ofgroups are afraid of big banks and big building
costs.societies dominating the market. I am very

influenced by my own rural area in Somerset, I have
to accept. I have seen the growth of this competition, Q21 Chairman: One point you made about the
which helps the convenience stores, helps keep them selling of machines by banks to the independent
open, which is my concern, and they do charge, but companies. Did you imply there is a double
people use them. They do not have to, but they do advantage there for the banks? If they have their
use them. It seems to me rather a dynamic own free machines, they will pay the LINK
development. interchange fee of 31p, but if they sell them, does thatMr Baxter: There are three issues related to mean that any customer taking money out will notcompetition. Competition is a situation where

be charged to the bank?consumers can actually make a choice an informed
MrBaxter:Yes, there is a sort of false economy if thechoice of a transaction before they get into it, and
machine remains free. You need to understand thehave a choice of using a charging machine or a free
LINK interchange fee in order to answer thatone. That is not happening. First of all, many
question.consumers simply cannotmake the choice; they have
Chairman:Donot worry about that.We have peopleto get their money out of a charging machine.
coming to deal with that. We will wait for them toSecondly, they are not even aware, in many cases,
come before we ask for your interpretation.that the machine is going to be charging until later

in the transaction. Research that Which? conducted
said that fewer than one in five consumers know Q22 Mr Beard: You have already said that thewhich machines are charging and which are not, and

current LINK code of practice requiring chargingthat clearly shows that the labelling is simply not
cash machines to display a notice is not reallyworking.
working. The normal form of words is “This
machine may charge you for LINK cash

Q19MrHeathcoat-Amory:Weare going to come on withdrawals.” “May” is wrong anyway, because if it
to that. I want you to answer the question I started is going to charge you, it will charge you. You have
with: what costs do you want to transfer on to other already said that this wording is not adequate, but
people? Have you quantified the costs and who is you have also said that it is not adequate that
actually going to pay them, if they all become free, customers are only warned about the actual amount
as you appear to want? they will pay when they have entered their PINMrBaxter:What we are trying to do is protect more number. When are you saying it would be proper toconsumers from having to pay this charge, which is,

warn people it is a paying cash machine?by and large, grossly disproportionate to the actual
Ms Perchard: They are quite large bits of equipmentcost of the transaction.
standing on their own, and it ought to be possible toMr Cullum: I think one of the issues is that you do
have this very clearly on the outside of the machine,not know what the costs are. Don Cruickshank
in very large, clear numbers or letters.looked at it in his review. He put it as 15–30p for
Mr Baxter: Labelling is a critical issue, not only onproviding it. We know that the typical charge for a
the screens themselves, but actually physically on thechargingATM is £1.50.What I thinkwould be really
machines, so that consumers can see from a distance,helpful when you are interviewing other people is to
before they start queuing, for example. We haveshed a bit of light on how much the costs are and
actually come up with a solution. We would like towhat is reasonable. Again, when Cruickshank did
propose, if wemay, that one solution to this could behis review, he talked about extremely high and
some sort of universal standardised labelling, somediscriminatory prices frommachines. He also talked
sort of clear indication such as this, (indicating) aabout ineYcient geographic distribution of ATMs,
standardised triangle with the charge on it, and if itand that is one of the issues that relates to your point,

what we think there is but we are not sure, and again, is free, it would look like that (indicating).
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Q23 Mr Beard: That would be a matter for Q30 Mr Beard: Is that a general view amongst all
of you?negotiation. You are actually saying that this is not

adequate and it ought to be something that you Mr Baxter: Yes.
Ms Perchard: It would be a very helpful way ofcould detect before you start queuing up. That is the

main principle. linking them into what is a network issue, and if it
was possible to bring them within the scope of theMs Perchard: Absolutely. Just to add to that, why

that might be needed, certainly for people who are Banking Code, that also brings with it the auditing
system that is run by the Banking Code Standardsjust transferring to using banking services, who rely

on benefits, perhaps people who are older and have Board, which has been incredibly helpful in
highlighting issues about compliance with thenot been used to using ATMs, andmight use the one

in the post oYce because it is a safe environment, Banking Code, and that is what would be essential,
to have a trusted system.they feel theymight be able to take their time or there

are people they can ask if it goes wrong, it is very
important to have clear information for them about Q31 Mr Beard: Your experience of working the
what their options are on getting cash out of a Banking Code in other respects is that that would be
machine. a way of making sure that they were properly

labelled and properly operated? Is that right?
Ms Perchard: It is probably fair to say the BankingQ24Mr Beard:Many cash machines at the moment
Code is probably the best of its type as a self-are misleading and they display a sign saying “Free
regulatory system. It is regularly reviewed by anbalance inquiry,” so that you are just enquiring
independent reviewer. There is a separate auditingabout your balance. Do you think that use of
system which publishes findings and helps to keepthe word “free” in that context is deliberately
people on their toes really.misleading?

Mr Baxter: Yes, most definitely.
MrCullum: It is marketing rather than information. Q32 Mr Beard: That is everybody’s view, is it?

Mr Cullum: Yes. It has responded quite well over
time and has gradually improved, and that is aQ25 Mr Beard: Did LINK actually consult
positive sign. I guess the point is from a consumerconsumer groups like yours when they introduced
perspective, why does the consumer need to knowtheir code of practice?
who owns the machine in order to know what theirMr Baxter: They did, and I must say they have
rights are and the standards it needs to meet? Fromcommunicated with us quite regularly on this sort of
a consumer perspective, it is just another cashthing. I think it is verymuch an issue of enforcement.
machine.The LINK code of practice was certainly quite
Ms Perchard: Particularly the fact that the LINKuseful in terms of improving labelling but in a lot of
logo is a universal logo that youwill see across all thecases it is simply not used.
machines is something that consumers might not be
ready for, the fact that they are diVerent. You thinkQ26MrBeard:Are you saying that LINK took your
you are part of the system, have the same protectionviews into account at the time that you were
and consumer rights.consulted?

Mr Baxter: Yes, they did indeed.
Q33 Angela Eagle: What worries me about the
growth of charging machines is that they seem to beQ27 Mr Beard: But it is not being practised?
over-represented in areas where there are no bankMr Baxter:Unfortunately not. What we would like
branches. Is that the impression that you get? Youto see is either LINK doing something about
talked about having a map earlier, but do you notimproving their enforcement and actually making
think there is a problem of real choice for people ifsure that banks and independentATMdeployers are
the branchless areas are over-represented in theactually labelling properly. If that does not work, we
charging machines, which is basically meaning thatwould like to see all the Independent ATM
deprived communities, where transactions are likelyDeployers brought under the Banking code, because
to be frequent and of low cost, are actually the onesthe Banking Code Standards Board seems to be
that are paying themost for access to their own cash?working quite well.
Mr Baxter: Absolutely. Mapping would be very
useful, and especially when free machines turn into

Q28 Mr Beard: Can we come to that now? If the charging ones, we would like to see some
voluntary arrangement is not working, what form of information as to where these machines are going to
regulation is required? be. I am talking post codes here. We did a very
Mr Baxter: Self-regulation in the first instance. rudimentary piece of research. We received a

random sample of about 58 communities which had
been identified by the Campaign for CommunityQ29 Mr Beard: Self-regulation through what? That

is a bit vague. Banking Services as branchless in the last few years,
and what we did was we used the LINK ATMMr Baxter: Through the Banking Code. We would

like to see the independent ATM deployers signing locator on their website to find out where the closest
free and charging machines were, and notup to the Banking Code because, after all, they are

providing a banking service, just like the banks and surprisingly, only four communities had no ATM in
the area, so ATMs are pretty much in allbuilding societies.
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communities, but for 24 of those communities, the children’s dinner money, but they have to take out
the whole £10 and use the ATM and they are losingclosest free ATM was 4 km away from the centre,

and that is very similar to other evidence you are £1.50 of their money because they have had to use a
cash machine because they have not managed tohearing at this table. It shows that when you look at

it from the economics of the whole thing, free ATMs make the previous withdrawal last the whole week
and you have to send the children to school withare all very well and good in busy areas, where they

will attract a lot of volume, but in quieter areas they some bus fare or some dinnermoney. There just is no
choice for them but to go and take that money outare less commercially viable and as a result, you will

see the very people who need free machines the most and pay that charge.
Mr Baxter: It is also worth pointing out that peopleare the very people who are targeted not to get them.
on lower incomes tend to use cash proportionally
more than other people. They will tend to take outQ34 Angela Eagle:We have a situation where there
smaller denominations of cash, but they usuallyis lots of competition: people will say you can get
have no choice but to use cash because, for example,cash free out of the supermarket, you can get it out
basic bank accounts do not have debit cards, whichof bank branches, but in areas like Speke, there is not
other people enjoy, and they do not qualify for credita supermarket, there is not an open branch of a bank
cards—and we all know the problems about creditand there is not a free cash machine. Is that right,
cards, do we not? So they are basically forced to useJenny?
cash, and they cannot use debit cards becauseMs Hickson: That is right.
they do not have them, so they tend to take out
smaller denominations, so they will use ATMsQ35 Angela Eagle: So what do people in Speke do to
proportionally more than other people would.try to get hold of their own money?

Ms Hickson: They have the choice of the post oYce
cash machine, which charges, or they join the queue Q39 Angela Eagle: Perhaps the solution here, if we
for the post oYce, or they have to walk a mile and a cannot have free machines—and I think there is a
half at least, or maybe three miles to the nearest case for having free machines in certain areas, even
supermarket/shop, but that is not 24-hour access; if you have to subsidise them—is that perhaps we
the car park will close and those free ones will be need to look at the charges and look at whether they
closed down. Even the free ones are not accessible all should be proportionate to the amounts taken out.
the time. Ms Perchard: Yes. Certainly that is something. We

have suggested a number of thoughts in our evidence
about proportionality between the value of theQ36 Angela Eagle: Is there an issue here for older
transaction, because you pay the same regardless ofpeople as well, who maybe do not have access to
the amount you are taking out. I understand thetheir own car?
reason for that may be the recovery of the highMs Hickson: Yes.
capital costs and the maintenance of the machine,
and those costs flow irrespective of the value of theQ37 Angela Eagle: How does that tie in with bus
transaction, but here we have what we see as really aroutes and costs?
social policy issue arising in some areas, where,Ms Hickson: The buses in Speke, for example, are
particularly with the post oYce machines, theOK between 7 o’clock in the morning until 5 o’clock
Government is accruing significant savings in benefitat night but at weekends and evenings it is not a
handling by transferring people on to banking, andreliable service, and you also have the cost of the bus
perhaps there should be a recognition that peoplefare. If it is going to be costing you 60p for the bus,
will need more support with being able to drawyou might as well pay the £1.50 and not have to go
money out through machines, which, as people useout. It is leaving people with very little choice about
machines more, will lead to a reduction in counterwhat to do.
staV as well. So helping people to use technology to
get their cash out by subsidising the price that theyQ38 Angela Eagle: Part of the evidence we have is
pay is something we think should be really seriouslythat 97% of cash transactions are free, and yet we
looked at by the Post OYce and DWP.also know that these new companies made £66

million of profit charging people to get their own
cash out last year. The only way I can understand Q40 Angela Eagle: Finally, can I ask this. There is a

dynamic that worries me going on in this market.those two figures, putting them together, is that
poorer people, who are using frequent but low There may be people watching this who have cars

and think, “It’s OK, I can get my own money outwithdrawals, are paying maybe 10–15% of each
withdrawal, and providing these companies with the free because I can go round to other machines that

are free,” but there is a dynamic here that worries mevast majority of their profit.
Ms Hickson: For elderly people, for example, they which could lead to the end of free access to cash for

everybody if this substitution of the existing freemay go to the post oYce three or four times a week
and use the cash machine, because they only want to networks continues to happen either because banks

decide to cut their costs even more—and remember,withdraw small amounts, and each of those trips is
going to cost them somemoney.You are also talking they cut their costs in the first place to get rid of

branches and introduce cashmachines free. They areabout people in communities like Speke that are on
very low incomes. They may only have £10 or £12 in now seeking to cut their costs further. If they do this,

there is a possibility, do you think, within a fewtheir account, and they need £2 or £3 for the
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years—because this has all happened from nothing Q43 Mr Plaskitt: Miss Hickson, you were talking
about the community in Speke. What sort ofin the last four years—that we might lose free access
population are you talking about? Roughly howto cash completely for everybody?
many people?Mr Baxter: That is very realistic. I think there is a
Ms Hickson: Roughly about 15,000.fast scenario and a slow scenario. The fast scenario

is the LINK interchange fee. That is up for renewal
in December of next year. This time next year the Q44Mr Plaskitt:Howmany of those would you say

are on benefit or very low income?LINK members will be deciding whether or not to
MsHickson: Two-thirds of the population would bekeep the LINK interchange fee, and if that does not
on benefit.survive past next year, that will be a disaster for

consumers. The slow scenario is basically the non-
branch network progressively becoming more and Q45 Mr Plaskitt: So about 10,000 people in the

Speke area.What is the withdrawal charge generallymore dominated by these charging ATM providers,
of the charging machines in the area?the Independent ATM Deployers will be buying
Ms Hickson: They are £1.25 and £1.50. I do notmore and more machines, and eventually the free
think they go above £1.50.branch ATMs will be literally surrounded on all

sides by a non-branch network, virtually controlled
by the Independent ATM Deployers, charging, Q46 Mr Plaskitt: You said that some people would

visit the machines two or three times a week to makebasically, what they want. It will simply no longer be
withdrawals. If mymaths are right, in the course of acommercially viable for anybody to hold a free
year, those 10,000 people on low income are handingmachine anywhere, and then you will start seeing the
over £250 in fees to access their own cash. So 10,000branch machines disappearing as well.
people handing over £250 a year to the charging
companies. They are drawing quite a lot of money
out of the Speke community are they not? That isQ41Angela Eagle:Once that happens, of course, the
£2.5 million a year from giving 10,000 people in thecharges could rocket.
Speke community access to their own cash. That isMr Baxter: Absolutely.
what is happening.MrCullum: I think we are already seeing signs of the
Ms Hickson: I would not know how accurate thebanks abiding by the letter rather than the spirit of
figures are.their promises not to charge, so if you put your card

into a Royal Bank of Scotland machine at the
Q47 Mr Plaskitt: What would £2.5million do if itmoment it says “We don’t charge.” Yes, that is true
were invested in the Speke community?if you are using a Royal Bank of Scotland branded
Ms Hickson: I think it would make a big diVerence.machine, but not if you are using themachineswhich
I do not know how to describe the community anythey own via Hanco, which do charge, so there is a
more. It is basically a post-war estate that has beenblurring, and I think it does betray the mindset, of
built on the south edge of Liverpool. The centre ofthem seeing this as a separate business which they
Speke is a parade of shops. The biggest name iscan earn money out of rather than as an overall
Iceland. There is a convenience shop, a little localservice. Just to go back to one point that you
shop, a post oYce and a credit union, and that ismentioned earlier and others have picked up on
basically all that exists in Speke, and around theabout subsidy, I think you are right. I have a lot of outskirts of that there may be another two or three

sympathy with Teresa’s arguments about post convenience stores, and you have to literally drive
oYces and subsidising them and where they are in out of the area or get a bus out of the area to access
rural areas they are the only. . . any kind of banking service. The nearest branch is

three miles away.
Mr Cullum: One of the things that is really

Q42 Angela Eagle: Or urban areas like Speke. This interesting is that there is a parallel universe. There is
is not a rural area issue necessarily. the one which has just been described, where people
Mr Cullum: I think they are two diVerent things. I have to pay to get access to their own cash, and then
was going to say there are the rural areas and there there are the ones we mentioned earlier, where
are areas where there are lots of people withdrawing people have debit cards, where people can easily pop
their benefits, but I think we need to be careful about into Tesco’s or Marks and Spencer’s or a whole
the use of the word “subsidy.” What these are are range of shops and they are desperate to give you
networks. We may have favourite machines that we money, and they want you to take cash back because
use regularly, but there will be machines which we they know that it costs them money to handle cash,
will use only once in our entire lives, but we depend and so they wouldmuch rather you took it away and
on the idea that they are located all over the place they got an electronic credit for it. So there is some
and that we can easily use them. So I am not sure it really odd dynamic going on where in one system, it

benefits people for you to take the money for free,is about subsidising the machines that lots of people
and in another system you have to pay to access it.use and the machines that not so many people use.

That is just a network benefit. We all contribute to
it. We are paying, and the costs are spread. So we Q48 Mr Plaskitt: Was there ever a point in the
should be careful about describing that too overtly middle of the community in Speke where there was

free access to cash?as a subsidy.
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Ms Hickson: The last bank closed in about 1998. to be tackled, but you could imagine a system where
you would take more advantage of that and, ratherThe post oYce obviously is free access if you do not

use the cash machine, and the credit union if you than just using cash machines, start to think a bit
more innovatively like that about trying to gethave your benefit or your wages paid directly into

the credit union. That is pretty much as open as a people to get access to their own money for free.
Mr Baxter: Also, if I may add to that, I think wepost oYce, but not outside of 9–5 hours, no.
must remember that there are other ways of making
a free cash machine viable. Some of the banks andQ49MrPlaskitt: So for five or six years there has not

been free at the point of access cash dispensing in building societies are beginning to explore new ways
of getting money out of these things, for example,that community?

Ms Hickson: The ATMs are new. They have only providing new services such as mobile phone top-up
and all that, and advertising on the actual machines.been there two or three years.
These are alternatives to selling the machines oV. I
am not telling banks how to run their businesses.Q50Mr Plaskitt: The ATMs have been there two or

three years? However, we must remember, following from
Teresa’s point, that banks have been given anMs Hickson: I would say about two years, yes. I am

not exactly sure of the timescale, but about two implicit social responsibility by having benefits and
pensions—and salaries and wages for that matter—years.
transferred directly into the current account. People
have got to be able to access these things. BanksQ51 Mr Plaskitt: So they have sucked about

£5million out of the community so far? have been eVectively given an implicit social
responsibility, and sowe have the commercial side ofMs Hickson: Possibly.
it and we have ways of mitigating the operating
costs, and on the other hand we have a socialQ52Chairman:On that issue of credit unions, would

there be any initiative whereby banks could work responsibility.
along with credit unions to put free cash machines
into credit unions? Q54 Chairman: If I could sum up the points that you

havemade, you still have an issue with transparency,Ms Perchard: In the context of the recently
announced financial inclusion fund, anything ought but you are not against charging machines per se. In

terms of convenience machines, it is a definition ofto be possible. People in the credit union movement
should know that the Government is very interested convenience that you are looking at there, and it is

good if the consumer has adequate information inin seeing a major investment take place to improve
the viability and services provided by credit unions. order to exercise an informed choice. In terms of a

map, you would like a map from LINK to look atWe would be very pleased to see that sort of thing
take place. the issue of equity and help establish if there were

free machines in poorer areas. The selling oV aspect
with the banks and others you have suggested to usQ53 John Mann: Mr Cullum said about

supermarkets reducing their overhead costs by not would be doubly advantageous in that there would
be a charge for the IADs but there would be nohaving to handle cash. Presumably that is the same

for a convenience store, where they would have to go payment for the banks to LINK, so that trend is
something worth watching. In terms of financialgreater distances to transport the cash. Presumably

there is a comparable relative saving there for a inclusion, you are suggesting to us that at a time
when the Government is encouraging people intoconvenience store owner or chain of convenience

stores owner. the financial community, this establishment and this
increase in charging machines could have aMr Cullum: That is right. Going back to Teresa’s

point, I think the spirit of this is that there clearly are regressive eVect on that, and particularly in relation
to the DWP and the Post OYce. Lastly, on theissues about access to machines full stop, and to free

machines in particular. There is lots of innovative charges, you consider them arbitrary and something
should be done to look at that. Is that a fairthinking going on. There is a real opportunity to

think a bit diVerently about it. There are issues with summary of what you have told us this morning?
Mr Baxter: That is a very good summary.people on low incomes less likely to have debit cards,

so that would clearly be something that would need Chairman: Thank you very much.

Witnesses: Mr John Hardy, Chief Executive, andMr Howard Aiken, Director, LINK card scheme, LINK
Interchange Network Limited, examined.

Q55 Chairman: Good morning and welcome to our the various parties. LINKhas existed since 1986 and
has grown to the point where there are 54,000 cashsecond session. For background, could you briefly

explain the structure and purpose of the LINK machines in the UK, and all but seven of them are
embraced in the LINK system. The fundamentalorganisation.

MrHardy:Yes, indeed. LINK is eVectively the body operating rule is that any LINK card should be
usable in any LINK ATM. The system is highlywhich sits in the middle of the banks and the

independent deployers and card issuers and dependent on the interchange fee which was referred
to earlier.facilitates the universality of interchange between
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Q56 Chairman: How much is that? Mr Hardy: I think that is obviously a very high
amount.Mr Hardy: The interchange fee is at the moment

divided into two categories: a fee for non-branch
machines, which is about 31p, and a fee for a cash Q63 Chairman: That is it?
withdrawal at a branch-based machine, which are Mr Hardy: Yes.
cheaper to operate, which is just over 19p. There are Mr Aiken: The point is that under competition law,
also separate fees for non-cash transactions such as we are not allowed to determine the amount of the
balance inquiries and rejected transactions. surcharge. We are forbidden by law.

Q57 Chairman:How much is it for a balance check? Q64 Mr Beard: What amount do the charging
MrHardy: For a balance check at a branch machine companies pay to you when they use your facility?
it is about 9.5p and at a non-branch machine it is Mr Hardy: To facilitate the transaction?
about 19p. The fees are reviewed on an annual basis
and they are actually on a cost basis, so we mandate Q65 Mr Beard: Yes.
all members who are part of the interchange system MrHardy:We have a thing called the switching fee,
to tell us what their costs are and work out an which is paid to us, and on average it is less than a
average cost, so that by definition, those members penny.
which are less eYcient are actually acquiring Mr Aiken: But the point is, that is paid by the bank
transactions at a fee which is below the reward they that issues the card. That is not paid by the
are gaining. In 1999, following the Cruickshank independent deployer.
review, we encouraged the development of
independent deployers, and it is worth saying at this

Q66 Mr Beard: So the people who charge pay youstage, I think, that it is fairly unusual in shared ATM
less than a penny?systems throughout the world for independent
Mr Hardy: No, they do not pay us anything. Thedeployer type companies to be full members of the
card issuer pays us less than a penny.network. We made them full members of the

network, and the current operating rule, encouraged
Q67MrBeard:But the banks, the freemachines, payby the OFT, is if they raise a surcharge, they do not
you 31p?get the interchange fee, since the interchange fee is
Mr Hardy:No, it is the same fee. There are two feesdesigned to pay the full cost of operating the ATM
to look at, in a sense. There is the interchange fee,system.
which is paid by the card issuer to the ATM owner,
and that is the 19p or 31p. The card issuer paysQ58 Chairman: You do not have any control over
LINK something less than a penny on average towhat level of surcharge they make?
facilitate that transaction.Mr Hardy: Absolutely none, and it would be illegal

for us to do so. The number of surchargingmachines
Q68 Chairman: What is the relationship betweenis growing fairly rapidly, because obviously it is an
LINK and the banks and building societies andimmature market; it only started in 1999. Currently
charging companies, and how independent of yourabout 38% of the cash machines in the country do
members are you?raise charges, but it is important to realise that they
MrHardy: There are essentially two parts to LINK.only actually aVect about 3% of the transactions. So
There is the commercial company, if you like,the number of surcharging machines is, without a
which sits in the middle and which facilitates thedoubt, increasing rapidly because it is an immature
technology and the finances, and then there is the bitmarket.
whichHoward runs, which is the card scheme, which
is essentially a member-owned organisation. It is an

Q59Chairman:Have you any concerns about that at association, if you like, governed by a vast body
all, or are you quite happy with it? called theNetworkMembers’ Council, which I think
Mr Hardy: No, I really do not. The market is at the moment has 53 members on it, and which
actually free. It is a very competitive market, and the debates the terms of trade, if you like, the rules
surcharging machines are actually additional applying between them.
facilities. The number of free machines is still
increasing.

Q69 Chairman: Your website notes that you have
“vast experience and detailed understanding with

Q60 Chairman:What if somebody came to you and regard to the establishment and growth of shared
said “In Speke the operators are charging £10 for ATM networks by balancing the needs of
each withdrawal”? consumers, acquirer banks and card issuers.”
Mr Hardy: I do not think they are charging £10. Mr Hardy: Yes.

Q61Chairman:No, butwhat if they said that to you? Q70 Chairman: How do you take account of the
What would go through your mind? needs of consumers in your policy development?
MrHardy: There is no evidence that I can see that— Mr Hardy: We seek to encourage openness and

transparency from all of the members, and we have
strict rules about transparency and aboutQ62 Chairman: I am just asking you that question.

At £10, what would go through your mind? notification.
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Q71 Chairman: Do you have any consumer Q80 Mr Plaskitt: By means of a vote did you say?
Mr Aiken: Yes.representatives on your board?

Mr Hardy: No, we do not. We do talk to them.
Q81 Mr Plaskitt: How is the voting arranged?
Mr Hardy: The percentage of votes each member

Q72 Chairman: Do you invite consumer groups to has is dictated by the volume of transactions they put
your members’ meetings when you are discussing through the system.
relevant issues such as providing clear warning of
charges? Q82 Mr Plaskitt: So it is weighted voting?
Mr Hardy: We have never done that, but we have Mr Hardy: Yes.
spoken to the consumer groups on numerous
occasions. Q83 Mr Plaskitt: So who has got the heaviest votes

in the LINK organisation?
Mr Aiken: It is the big banks because they bothQ73 Chairman: It would not be a bad idea, would it,
issue more cards and their customers do moreif you further engaged with consumers?
transactions and they tend to have more ATMs orMr Hardy: I have no objection at all to it.
more transactions out of ATMs, so they have the
biggest votes.

Q74Chairman:Noobjection indicates that you have
Q84MrPlaskitt: So when a proposition is put to theno objection, but you are not going to do anything
LINK Board, if it is not supported by two or threeabout it.
of your largest members, it cannot get support?Mr Hardy: It does not mean that at all.
Mr Aiken: No, there is a cap on voting, so no
member has more than 15% of the vote.

Q75 Chairman: So what do you mean?
Mr Hardy: I mean I am quite happy for them to Q85Mr Plaskitt: So just tell us, who has the biggest
come along if they want to come along. Essentially block vote then?

Mr Aiken: The Royal Bank of Scotland, Barclays,the NetworkMembers’ Council is a member-owned
Lloyds, HSBC, HBoS. They are the largest ones.organisation and if the members are happy to have

consumer aVairs people coming along, that is fine
by me. Q86 Mr Plaskitt: So between them they will have

about 50% of the vote then?
Mr Aiken: Yes, about that.

Q76 Chairman: So if a consumer phoned up and
asked when the next members’ meeting was and Q87 Mr Plaskitt: So the four or five biggest
invited himself along, you would have no problem operators can basically carry the organisation or
with that? determine its direction?
Mr Hardy: I think inviting themselves along is Mr Hardy: No, that is not so. If there are
diVerent. fundamental changes to the rules, it requires

an 80% supermajority in the Network Members’
Council, so it has to be pretty well unanimous.

Q77 Mr Plaskitt:Who writes the rules of the LINK
organisation?

Q88Mr Plaskitt:When a proposition was put to theMr Aiken: Essentially it is the members, the Board a couple of years ago that all the charging
members write the rules, but our rules have been, ATM machines should have external signage, do
and were, submitted to the OYce of Fair Trading you recall that?
back in 2000. They spent 14 months looking at those Mr Aiken: Yes.
and gave us an individual exemption in respect of
interchange fees, but what we do in terms of Q89 Mr Plaskitt: What was the outcome of the
interchange fees and all our other rules is very closely deliberation on that?
regulated by the OYce of Fair Trading under Mr Aiken: That was almost unanimous. Only one
competition law. member voted against that.

Q90 Mr Plaskitt: Against?Q78Mr Plaskitt: So it is the members of LINKwho
Mr Aiken: Against having external signage.write the rules of the organisation?

Mr Aiken: Yes.
Q91 Mr Plaskitt: No, when it was first put to the
Board.

Q79 Mr Plaskitt: When decisions are made within Mr Aiken:Yes, a rule came into eVect from April of
this year—the organisation about those rules or any changes to

those rules, how does that actually happen?
Mr Aiken: That happens by means of a vote and, Q92 Mr Plaskitt: Yes, but a couple of years before
depending what the issue is, there are various that, the idea was put to your Board. What decision

was made then?majorities that have to be achieved.
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Mr Aiken: I do not recall that. The decision machines almost adjacent to charging machines in
some areas of the country? Does that not suggest tointroduced in April was made about nine months

previously to that. you that there is a problem with the concept of
convenience machines?Mr Hardy: I am uncertain as to which decision you

are talking about. Mr Hardy: I do not think it does actually.
Mr Aiken: I do not recall a vote prior to that.

Q102 Mr Plaskitt:Why not?
Q93 Mr Plaskitt: I will drop you a note about that. Mr Hardy: For a start, LINK has no ability to
Can I ask whether LINK has a consultancy arm? determine where the machines are. That is a decision
Mr Hardy: Yes, we have a small number of people, which is entirely down to the machine-owner. I
two or three, who are capable of doing market would suggest that in normal circumstances, if there
research and statistical analysis. is a charging machine adjacent to a free machine,

and remember there are labels on all machines and
Q94 Mr Plaskitt:Who do they do that for? you cannot complete a transaction at a charging
Mr Hardy:Members or non-members who want to machine without specifically agreeing to pay the fee,
take advantage of it. then the free machine is either going to be very

inconvenient for some reason, ie, it is across the road
Q95 Mr Plaskitt: Is it a sizeable part of LINK’s and you do not want to cross the road, or it is going
business? to go out of business.
Mr Hardy: No, it is not.

Q103 Mr Plaskitt: Does LINK have a policy
Q96 Mr Plaskitt: What is LINK’s definition of decision on external signage on cash machines?
“convenience” when we are talking about a MrAiken:Yes, we do. Aswe said earlier, a rule came
“convenient location”? into force six months ago that required surcharging
Mr Aiken: We do not have a definition of ATMs to have, in addition to what has always been
“convenience”. there and has already been mentioned, that in the

transaction you are told the precise amount of the
Q97 Mr Plaskitt: No definition? charge and you have to specifically accept it or reject
Mr Aiken: No, because in our rules we have branch the charge. Because of the concern that was
and non-branch and those were definitions which expressed that people might start to use the machine
the OYce of Fair Trading have looked at and have and, in essence, waste their time and suVer
agreed to, so we have branch and non-branch and inconvenience through not being told before they
there is no definition of “convenience”. insert their card, we introduced the rule which said

that there had to be an up-front sign which warned
Q98MrPlaskitt: So, as far as you are concerned, the that themachinewill charge and that had to be either
term “convenience” in this context does not actually bymeans of an on-screenmessage or labelling on the
have a meaning? machine which was clearly visible. That came into
Mr Aiken:Well, I think it has a generally accepted eVect six months ago. We have recently, just a week
meaning— ago, reviewed how that is working and in fact the

NetworkMembers’ Council of LINK has voted and
with eVect from June of next year, all machines mustQ99 Mr Plaskitt:Which is what?
have an on-screen message which says, “ThisMr Aiken:—but it has no place in the LINK rules.
machine will charge you”, and then it will give the
amount of that charge and it will probably say up toQ100 Mr Plaskitt: What do you think its generally
the amount because in terms of the charges that theaccepted meaning is?
members levy, they can levy those in any way theyMr Hardy: I think the general meaning is that there
like. It can be an ad valorem charge or it can be aare machines which are in sites which are convenient
fixed charge and the rules of theOFT require that weto some consumers and where the volume of
cannot dictate the method in which people levy thetransactions we would anticipate is relatively low. A
charge.full, through-the-wall cash machine typically

operated by a bank would cost about £26–27,000 a
year to run. Providing it achieves a certain Q104 Mr Plaskitt: Are all of your members
throughput of transactionsmeasured in the scores of compliant with the rule that you established from
thousands of transactions per year, thatmachine can April of this year about signage?
operate sensibly on an interchange fee basis. There Mr Aiken: I do not think they are, but we notice
are only so many sites which will generate that kind machines that are not properly labelled and we bring
of traYc from a cash machine. Most convenient it to the attention of the member. In other cases
machines operate on perhaps 8,000 or 10,000 other members of LINK notify us and indeed I
transactions per year. They have very much lower noticed that in your invitation for evidence to this
traYc levels and generally that is what we Committee, you did ask members of the public to
understand by a “convenience machine”. submit information of machines and we would be

very happy to receive such returns as you have got.
Mr Hardy: It is worth mentioning that two nationalQ101 Mr Plaskitt: How do you respond to the

situation which we heard described in evidence newspapers ran articles suggesting that members of
the public notify us when they saw machines whichearlier this morning that you can find non-charging
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were not properly labelled and over a period of six Q112 Mr Fallon: If I can just be clear about the
market itself, if you add LINK members to themonths we had 15 individual notifications and one

of those was actually about a machine in Cyprus, independents, what share have you got of the total?
Mr Hardy: The total cash machine operators?which had nothing to do with LINK at all.

Q113 Mr Fallon:What share have LINK got of theQ105 Chairman: Yes, but I think the thing is that it
total market?sounds as if there is an ad hoc element to this rather
Mr Hardy: In terms of the number of machinesthan a systematic approach. For example, I have just
deployed, it is so near 100% that it does not matter.got an email which says, “An interesting example is
There are 54,000 cash machines in the country andthe northbound service area atWarwick on theM40.
all but seven of them are in LINK. In terms of theThis service station long had a free NatWest ATM
volume of transactions which properly—on an outside wall. Two machines then appeared

inside, both requiring payment to withdraw money.
Q114Mr Plaskitt:You are misunderstanding me. IfRecently a third has appeared, and the freeATMhas
you put the LINK members against the newbeen removed. The new machines now carry small
independent deployed machines, what percentagestickers saying, disingenuously, that the user ‘may’
has LINK got?be charged.” Now, here you are, I am not involved
Mr Aiken: But the independents are part of LINK.in the LINK network, but just sitting as the

Chairman of the Treasury Select Committee and
people email me, so it is an ad hoc approach rather Q115MrPlaskitt: I know, but what percentage have
than being systematic. the original members got who are not independent?
Mr Aiken: That rule has been in eVect for six Mr Hardy: Perhaps I can readdress the question
months, just over sixmonths.We have reviewed that because you are confusing us with the terminology, I
and we had decided a number of things. One is— suspect. Are you asking what percentage of the total

network do the large banks, building societies and
financial institutions have?Q106 Chairman: Well, this email was dated the

beginning of December.
Q116 Mr Plaskitt: Yes, what percentage have youMrAiken: I understand, but theNetworkMembers’
got?Council agreed at a meeting last week that there
MrHardy:About 60%. It is not us, it is them.We arewould be a number of changes to that which take
the network sitting in the middle. There is noeVect from June of next year. One of them is that
diVerence between the independent deployers andthere will be an up-front screen which says the
the banks.amount of the charge.

Q117 Mr Plaskitt: But had the cartel not beenQ107 Chairman: Well, I would suggest on the way broken up earlier, there might have been. We mightback home if you are passing Warwick on the M40 in fact have had lower charging machines, mightthat you get it sorted tonight. Okay? we not?Mr Aiken:Well, thank you for telling us about one, Mr Hardy: I am not quite sure which cartel you arebut, to continue, in addition there will be signage on talking about.the machine which will say, “This machine will
charge you for cash withdrawals”.

Q118 Mr Plaskitt: Well, Cruickshank presumably
wanted the LINK arrangements loosened and

Q108 Mr Plaskitt: As an organisation, do you have liberalised, which is what has happened.
any sanction over any member who is non- Mr Hardy: And we were entirely in favour of that.
compliant?
Mr Aiken: Indeed we do. Q119Mr Plaskitt:Well, you were then when he told

you to do it, but if it had been done earlier,
presumably we would have had more independentsQ109 Mr Plaskitt:What is it?
and probably a freer and more rational market,MrAiken:That is a part of the agreements that were
would we not?reached last week.
MrHardy: I think that is probably unlikely actually.
Independents as a concept only really started to

Q110 Mr Plaskitt: At the moment what sanction emerge in America in 1996 or thereabouts. It is a
have you got over a member who is non-compliant relatively recent idea that non-banks should put out
with the rules? cash machines and charge for access to them.
Mr Aiken: In the extreme, we can expel them from
the network.

Q120 Mr Heathcoat-Amory: As I understand it,
almost all the IADs, the independents, use the LINK
network.Q111 Mr Plaskitt: How many have you expelled?

Mr Hardy:We have not expelled any. Mr Hardy: Yes. By definition, they have to because
they do not issue cards themselves, so in order to getMr Aiken: None, but the point is that in every case

where we have brought this to the attention of the access to customers, as it were, they have to be part
of the network.member, they have redressed the matter.
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Q121 Mr Heathcoat-Amory: To what extent are the decision to say that as an act of social policy, the
collective of LINK or whatever are required toIADs a rising source of competition for the banks

and building societies? Do you see them in those provide X, Y or Zmachines in A, B and C areas. It is
not entirely impossible, but it would be very diYcult.terms?

Mr Hardy: No. In essence, the banks and building
societies have two roles in LINK as both issuers of Q126 Mr Heathcoat-Amory: Could LINK do that,
cards, so their customers use the network, and and you know more about this network, or would
providers of service and they have other ATMs that there have to be a separate regulator called ‘Ofcash’
other customers can use. The independent deployers or something to do it for you?
essentially only act as suppliers, so they do not make Mr Hardy: I think given direction, LINK would be
the cards, but they only supply machines. They are the logical organisation to do it. It would probably
paid, in essence, to provide a service to the other breach competition laws, so there would need to be
members of the network. some OYce of CashRegulation or whatever, Ofcash

perhaps or Oflink.
Q122 Mr Heathcoat-Amory: But although the
number of free machines run by the banks and big Q127 John Mann: Mr Hardy, you, like me, are not
building societies is increasing, there is this very large very keen on competition. To help me make a
increase in the independents. rational choice, can you tell me, you said that one of
Mr Hardy: Yes. your members voted against improved signage, so

which one was it?
Mr Aiken: I think that is confidential to the LINKQ123MrHeathcoat-Amory:Doyou see that the free
meeting.machines will in time actually start to decrease in
Mr Hardy: To be honest, I cannot actuallynumber and switch over to the charge-type
remember.machines?

Mr Hardy: I see no evidence of that. In the last year
Q128 JohnMann: Perhaps you could send us a note.about 100 machines which were free became
It might be my bank and I would be keen to take itcharging machines, but, equally, about 100
up with them if it was the case. Do you not think Imachines which were charging became free.
should have the right to know?
MrAiken: I think it would be a breach of confidenceQ124 Mr Heathcoat-Amory: Now, if there was
for us to discuss it here.1intervention by government or by agreement in the

market to try and ensure the further spread of free
Q129 Chairman: You cannot speak on behalf ofmachines, do you think this would be workable or
other people, can you?would we be the victim of unintended consequences,
Mr Hardy: No.heavy-handed, bureaucratic control mechanisms
Chairman: That is the diplomatic way out!which might have curious side-eVects? What is your

general attitude towards being told to cross-
Q130 John Mann: Perhaps you could put it to yoursubsidise, in other words?
committee that they should send us the minutes soMr Hardy: I think it would be very diYcult to put
we can see who voted against because if it was myinto eVect. There are approximately 41 or 42
bank, I would like to know. What arguments didorganisations which supply cash machines in the
that unnamed bank put against improved signage?UK and, in essence, there are 41 or 42 competing
MrHardy: I genuinely cannot remember who it was,institutions, all of which are looking for the best
but you are in a sense jumping to a conclusion andsites. The result of that is that at a micro level, ie,
assuming it was a bank. It may not have been.from the point of view of one of the supplier

institutions, they are eVectively optimising their
delivery system. From the point of view of the Q131 John Mann: What argument did this
system as a whole, the macro view, the system is institution of whatever kind put against improved
probably not optimised, to be honest, because too signage?
many people are trying to gain transactions in the Mr Aiken: I cannot remember. I think it could have
same place, so you do get a relatively high level of been along the lines that it did not go far enough.
over-supply in town centres and in big shopping
areas and you get a relative under-supply in other Q132 John Mann: Perhaps you could take back a
areas where there actually are not enough two-tier option, one being that you send us the full
transactions to justify free machines. minutes and the second being to send us the full

minutes with the institution’s name blanked out, a
kind of partial disclosure, so we can see what theQ125 Mr Heathcoat-Amory: So you do not think it
arguments were against improved signage.is workable that some central authority should deem
Mr Aiken: It could be death by boredom!that a certain area is under-provided by free

machines and should direct this or do you think you
could bolt that on to the system you run? Q133 JohnMann:We are patient people, so perhaps
Mr Hardy: I think it is not beyond the bounds of you could take that back to your committee and let
possibility that you could do that, but it would have us know their response on that.
to be a decision which existed at amacro level, if you
see what I mean. It would have to be a deliberate 1 Ev 120
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Mr Aiken: I think the point on signage is that that Mr Aiken: I think it is two things actually.
has now been superseded. We have now moved on
from that to this additional signage which has now Q137 John Mann: Is that what you are saying?
been agreed and what I did not get a chance to MrAiken:You could look on the LINKwebsite and
complete was that also we are going to commission that would tell you.
mystery shopper-type exercises where we will choose
an area. Q138 JohnMann:No, hang on aminute, look on the

LINK website? Where I am staying I suspect does
not have Internet access and I will not be taking myQ134 John Mann: I was coming on to that and
laptop with me, so, as a fairly average consumer, Iobviously I want to oVer to assist you in that, but we
would suggest, therefore, who does not have, visitingwould be keen to get those minutes, so perhaps you
an area that I do not live in, a computer readilycould take that back. I am taking a little break and
available, am I going to have to stick my card intoI am going to Snowdonia. I have not been there for
these two or more diVerent machines to work outa long time, so I have no idea where the cashpoint
which is the cheapest or the free one?machines are. I will be going on Thursday, so when
Mr Aiken: Well, the answer is that at the momentI go to try to draw out cash, how am I going to find
you do and from June of next year you will notout which machines are free and, of those which
because the up-front screen on the ATM before youcharge, which are the cheapest for me to draw cash
put your card in will tell youwhat the amount of thatout from?
charge is likely to be.Mr Aiken: At the moment you will have to do that

by using the machine and then seeing what the
Q139 JohnMann: So the improvement which one ofamount of the charge is.
you was against, but the rest were in favour of was
for the screen before I put my card in?

Q135 Angela Eagle: Right at the end of the Mr Hardy:With eVect from next June, the machine
transaction. will say, “This machine will charge you up to—”
Mr Hardy: Yes, there is an important reason for
that. In an eVort to be transparent, we actually built Q140 John Mann:Will charge you or may charge?
a system which is unique. I am sorry, I need to be a Mr Hardy:Will charge.
bit technical here, but, in essence, there is the John Mann: You said, “may charge”.
potential for two types of retail charge. The cash
machine can raise a surcharge, ie, which goes to the Q141 Chairman: And “up to”—up to what? Could
ATM-owner, or the card-issuer can also raise a you finish that?
charge and in the case of credit cards, which are used Mr Hardy:Whatever the charge is.
in the LINK system too, they will because they are
advancing cash. We agreed with the Government in Q142 Chairman: So you do not even know the
1999 that there would never be a case where two precise charge.
charges, two retail charges, were applied to the same Mr Aiken: Well, you cannot know because the
transaction. Now, in order to do that, that implies mechanism exists within LINK for the issuing bank
thatwhen the card is put into a surchargingmachine, to actually contribute something towards that
themachine knows it is going to charge £1, but it has surcharge.
to determine whether the card-issuer is also raising Chairman: But Mr Mann is asking you something
a charge, so as part of the message, asking for specific here.
authorisation, the card-issuer is asked, “Are you
going to raise a charge?”. Then because of internal Q143 John Mann: Well, how will it be clear, theLINK rules, one of the charges is disabled, so it is situation? Let’s say I go back in June. We will giveactually because the machine has to communicate the benefit of the doubt and we know it is rather awith the card-issuer before it knows the full picture. mess at the moment and I will not be able to find out

until a long way into the transaction, so we come to
June and I am in the same village in Snowdonia thatQ136 John Mann: But I am looking at a much
I do not know, or I will know it then of course, butsimpler scenario because I am a rational consumer,
I will go somewhere else because I have visitedI am not going to drawmoney out onmy credit card
Snowdonia, so I am somewhere else in the wilds ofbecause I know the charges, well, I do not know the
England, let’s say, I am in the Lake District and I gocharges, but I know there will be charges, although
into a village and I do not know what the banks arethey will not tell me what the charges are overall, but
or the machines and there are two or three there.I know there will be charges, so I can make a
What exactly will happen? I will have to put my cardpartially informed decision that Iwill not be drawing
into the machine, will I?money out on my credit card, but I will be using my
Mr Aiken:No, the screen, before you put your carddebit card. So what you are saying is that if there are
into themachine, will say, “This machine will chargein the village I am staying in, let’s say, twomachines,
you up to”, whatever the value of the surcharge is.one at one end of the village and one a mile down the

other end of the village, what I have to do is go and
put my card into both machines to determine which Q144 John Mann: Up to? Up to what?

MrAiken:Well, if the machine levies a £1.50 charge,of the two machines I should use to be an informed
consumer? it will say, “up to £1.50”.
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Mr Hardy: Or if it levies a £1 charge, it will say, “up Esso garage and get 50 litres of petrol at 2 pence a
litre less. I cannot do that with charging machinesto £1”. The reason for that Howard was explaining

earlier. because I have got to go to them to understand.Why
can you not have them up loud and clear, like they
have for petrol stations? Why is it not as simple asQ145 Chairman: But this is confusing because you
that?could have four machines which each say, “This
MrHardy: Because the charges may vary. As I keepcould charge you up to £2”, but when you put your
saying, we actually built a system so that the card-card in each machine, you could maybe be charged
issuer could, if they so desired, subsidise the50 pence on the one card, £1 on the other and £1.50.
surcharge.Would it not be better just to put on the machine,

“This machine charges X amount?”
Q151 Chairman: But you are not as fair to theMr Hardy: No, because that would actually reduce
customer as petrol stations are, and that is the wholethe transparency in a funny sort of way because it
point about this, that there is a lack of transparencythen denies the card-issuer the ability to contribute
here and I think that is the point Mr Mann isto that surcharge. We built that system precisely—
pushing.
MrAiken: But once again from June that sign whichQ146 John Mann: So it is against my interests to
says, “LINK cash machine here” will also say on it,know?
“This machine will charge you”.Mr Hardy: No, it is not. What we are saying is that

it is very, very diYcult to tell you the exact amount.
Q152 JohnMann:But it will not say howmuch it willWe built a system which was designed to be as
charge and we do not know how big the sign will be.transparent as possible and to give the card-issuer—
Is there a minimum and a maximum font size on
the sign?Q147 Angela Eagle: But it is not transparent.
Mr Aiken: Yes, there is because what we said onMr Hardy:We built a system so that the card-issuer
those signs is that it must be of a font size that iscould contribute towards subsidising the surcharge
commensurate with other wording on the sign and itif he wanted to do so.
cannot be less than 14 point as a minimum.

Q148 John Mann: It seems to me that the attempt is
Q153 John Mann: And you will be advertisingto give the maximum amount of information in the
widely who is charging and who is not?most diYcult way. Why not have a big sign stamped
Mr Aiken:Well, the sign on the ATM will say—on the machine which says, “A charging machine”,

and then I will not even have to go and look at the
Q154 John Mann: In addition to the ATMs.screen, never mind put my card in and I will be able
MrAiken:Youmentioned the signage outsidewhichto see, as I am in Snowdonia this week, a big red sign
says, “LINK cash machine here” and that sign itselfwhich says, “Charging machine”, and perhaps a big
from June must say, “This machine will charge” ifgreen sign on another one which says, “Free
it applies.machine”, and I then would make a rational

decision.
Mr Hardy: But that is another part of the rules that Q155 John Mann: What is your estimate in five
come in in June, that as well as all the late message years’ time of the number, the percentage of the
in the transaction, the early message which says the machines compared to now which will be charging?
amount of the surcharge, therewill be a physical sign Mr Hardy: I would have said that we probably will
on the machine and, incidentally, on any external see about 50% of the machines will be surcharging at
signage that directs the customers towards the that point in time.
machine, saying, “This machine will charge you for
LINK cash withdrawals”. Q156 John Mann:What is the percentage now?

Mr Hardy: It is about 37–38%. I think there is
Q149 John Mann: And how big will that sign be? probably a relatively large amount of growth left in
MrHardy:Well, there are somany diVerent styles of the marketplace for machines which operate on a
ATMs that it is diYcult to say. very low number of transactions.

Q157 John Mann: I personally seem to be in theQ150 Chairman: You have got us mixed up actually
because there is no clarity here. Let me give you an minority because I disagree with the Consumers’

Association and the National Consumer Council,example. I was going home to my constituency last
week, thinking about cash machine charges, and I and my constituents agree with me. My view is that

there should not be charges for me to get my moneywas passing along the dual carriageway and on the
left-hand side of the dual carriageway there was a out of a machine. Do you not think that the British

public are of the view that they ought to be able togarage with a sign saying, “LINK machine and
Little Chef”, and on the right-hand side there was get hold of their money for free, particularly

considering the record profits of the banks andanother one saying, “LINK machine” and another
restaurant, but the Esso garage on the left-hand side financial institutions at the moment?

MrHardy: I think that is a question to be addressedfor unleaded petrol was 80.9 pence and the BP
garage on the right-hand side was 82.9 pence, so a to the banks, not to the network. I am not supposed

to comment on retail charges.rational choice by me would be to divert into the
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MrAiken:One of the conditions of our exemption is Mr Hardy: I would probably go to a free machine.
specifically that we must permit surcharging, we
must permit charging. Q163 Chairman: All the time?
John Mann: Well, can I make a suggestion because Mr Hardy: Yes.
you know how we politicians like to keep in touch
with trends in society. I have noted that themachines Q164 Chairman: The opaqueness of information
in this building are all currently free.Would it not be that is provided and will continue to be provided
a good idea also to include a charging machine here after June, fromwhat you are telling us, helps people
to give us a proper consumer choice? Perhaps we can to be driven down the road of charging because,
have the freemachines in theHouse of Lords and the unlike the petrol stations where you see immediately
charging machines in the Commons— what it is and you are able to make an instant
Mr Fallon: The other way round! decision and that is the utmost transparency, I

wonder if we are going to get that.
Mr Hardy: I think I do need to emphasise that the

Q158 JohnMann:—or vice versa, and then we could organisation is very keen to ensure the maximum
make rational or irrational consumer decisions. amount of transparency. As an organisation, we
Mr Hardy: Would you like me to convey your are—
request for a charging machine to the independent Chairman: Well, I tell you what you can take back
deployers? from us. You can take back the suggestion of the
JohnMann: That would be very kind of you because petrol stations and just write us a letter back as to
I think that might concentrate the minds of policy- why it is not convenient for you to do that. Okay?
makers. That would be good and you will be able to explain
Chairman: I say what it would do. It would give to the whole world then.2
us an understanding of the mindset of these
independent machine operators and see if it is Q165 Mr Beard:What type of costs are involved in
worthwhile putting one in here. That is the only running cash machines?
reason for it. Mr Hardy: It basically depends on the size of the

machine, how heavily armoured it is and whether it
is through the wall. A typical bank machine in aQ159 JohnMann:You see, I am all for assisting your through-the-wall location might cost about

research, butwhat research are you carrying out into £26–27,000 per year to run. A small machine—
the views of consumers or are you carrying any out
into the views of consumers on this slow trend in the

Q166 Mr Beard: Just the running costs, not themarket towards charging them to take out their capital costs.
own money? Mr Hardy: That will include depreciation.
MrHardy: I do not think there is a slow trend in the Depreciation is probably 20% of that. The costs of
marketplace. I think there is a growth in the number running a relatively small machine inside a grocery
of surcharging machines fuelled by a willingness on store or a pub might be £7/8,000 a year, I would
the part of a percentage of customers to pay for guess. Cashmachines are relatively highly fixed cost,
convenience. so it is the cost of the machine, the depreciation, the

telecommunication lines and the computer systems
needed to run them which exist whether there areQ160 John Mann: A willingness or a compulsion,
transactions or not.in essence?

MrHardy: I think in the vast majority of cases there
Q167 Mr Beard: Why is there a big diVerenceis a willingness. I think in some cases there
between those two in that way?undoubtedly is compulsion, but that is a matter of
Mr Hardy: It is just the nature of the machine. Theeconomic question and a social policy question, is
costs of making a hole in the wall, which in someit not?
cases is quite expensive, a through-the-wall machineJohnMann:Well, it is economic and social policy. It
will be very heavily armoured, will have a lot moreis also one which consumers might view in the light cash in it, for example, and be more comprehensive,

of bank profits. whereas a simple machine inside a grocery store will
be relatively small, will have a relatively modest
amount of cash in it and be lightly armoured.Q161 Chairman: Mr Hardy, if you had the

opportunity to takemoney out of a freemachine and
Q168 Mr Beard: How much does the average cashout of a charging machine which was 50 yards away,
machine cost to purchase and install?out of 100 times you went to it, how many times do
MrHardy:Again it is very diYcult to give an answeryou think you would go to the charging machine?
to that. A through-the-wall machine probably isMrHardy: It would depend if it was across the other
anything between £20–35,000, depending on theside of the road and it was raining or not.
functionality and how heavily armoured it is. An
interior machine is probably in the region of

Q162 Chairman: No, just alongside it, say, just the £4–8,000.
other side of this room, how many times would you
go to the charging machine? 2 Ev 121
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Q169 Mr Beard: Could you explain to us how this Mr Hardy: They could do.
MrAiken:There is nothing in the LINK rules and ininterchange fee system operates? How is the fee

calculated and what have been the recent trends in fact the LINK rules are forbidden by the OYce of
Fair Trading from determining that the charge isthis level of fee?

Mr Hardy: When we set up the current system, we always calculated. It is perfectly feasible to have an
ad valorem or some other.discussed it heavily with the OYce of Fair Trading

and we agreed that the fee should be cost based, on
a fully allocated cost basis. In order to get that level Q178Mr Beard:We have heard earlier this morning
of fee, we had mandated all of the members who that the fixed fee has great penalties for people on
participate in the interchange system to give us on an low incomes or benefits because they pay the fee on
annual basis their full costs of operating the system. probably withdrawals of £10, £15 or £20, so is the
We aggregate all of those together, all the high cost industry not sensitive to this at all?
ones and all the low cost ones, and we come to an Mr Hardy: I think there is absolutely nothing to
average fee in the middle and that is used to prevent that happening, but, as I said earlier, cash
determine the interchange fee. Over the past four machines are relatively highly fixed cost, so the
years that that system has been in operation, the net actual cost of the transaction does not very
eVect of that has been to reduce the level of materially change from dispensing £20 to
interchange fee by about 20–25%. dispensing £100.

Q179 Mr Beard: But you could vary the way inQ170 Mr Beard: Over a period of what—five years?
which it is raised?Mr Hardy: Four years.
Mr Hardy: Yes.

Q171MrBeard: So howmuch does it cost to operate
Q180 Mr Beard: When these ATMs were firstthe network of free ATMs throughout the United
brought in, they replaced the bank cashier whoKingdom which are funded by the LINK
cashed cheques for people in the bank, so the bankinterchange fee?
must have had some sort of allowance really for theMr Hardy: Probably about £1 billion.
costs of that operation.
Mr Hardy: Yes.

Q172 Mr Beard: What determines the diVerence
between the interchange fee paid when withdrawals Q181 Mr Beard:Why is that not used as a discount
are made at branch machines and non-branch on this?
machines? MrHardy: I do not think there is any evidence at all
Mr Hardy: It is largely the additional cost of to suggest that banks actually substantially reduced
servicing the cash-in-transit people and of course the the number of cashiers.
site rental.

Q182 Mr Beard: But they closed a lot of banks.
Q173 Mr Beard: And the capital costs will make a Mr Hardy: They closed a lot of banks, that is true,
diVerence? but I do not think those were necessarily directly the
Mr Hardy: The capital costs would probably be result of introducing cash machines. When ATMs
more or less the same. were first introduced, which is quite a long time ago

now, banking life was considerably simpler than it is
now. People use banksmuchmore and for a lotmoreQ174MrBeard:Would a higher diVerential between
services, so it is very diYcult to actually draw a directthe branch and non-branch interchange fees
comparison.encourage the development of more non-branch

machines in areas that are not well served by bank
Q183 Mr Beard: But it is not diYcult to infer thatbranches?
what is happening with this trend towards banksMr Hardy: Well, it might, but of course remember
selling oV their network of free machines is thatthat the system at the moment is based on the actual
when this started, the justification for it was that theycosts and that is by agreement with the OFT.
wanted to have a cheaper way of people gathering
their cash than the bank clerk cashing cheques, andQ175 Mr Beard: Has any work been done to
they got that.determine whether there is any sensitivity to these
Mr Hardy: I think in fact the original justificationcosts?
was a more convenient way.Mr Hardy: Yes.

Q184 Mr Beard: Well, now they are going to
Q176 Mr Beard:What is the answer? abandon those costs altogether if they have passed
Mr Hardy: The answer is that the costs are actually the cashmachines on and the net eVect of this change
extremely sensitive to site rentals. is that instead of them paying the costs out of their

own fees, instead of them paying it, they are already
passing it to the customer.Q177 Mr Beard:Why is it that you have to charge a

fixed fee or a fixed fee has to be charged by the MrHardy: I think that is a view that you could take.
I think that only one example has occurred, onecharging machines? Why could they not operate on

a percentage fee? significant example has occurred of a bank selling
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machines oV. The machine industry is quite than others, that is certainly not part of the
exemption that we got from the OYce of Fairdynamic. Machines are put in and machines are

taken out all the time because a lot of installers Trading.
actually manage machines individually by profit,
and in some cases they are taken out because they are Q190 Mr Beard:Well, that may be, but just dealing
simply not used. with the technicality andwhether it is feasible or not,

how are you going to know? Say, it is someone on
Q185 Mr Beard: If operators were to receive the benefits, just for the sake of argument, how are you
interchange fee back from the LINK, they could going to know that the person who is withdrawing
knock that oV the charge that they are making from cash is on benefit?
the customer, could they not? Mr Aiken: Because in that circumstance the bank
Mr Hardy: They could. that issued the card would have to send a message to

us to say, “This is perhaps someone who is a lower
interchange”.Q186 Mr Beard:Why can that not be done?

Mr Hardy: The current LINK arrangements were
agreed with the OYce of Fair Trading and in fact at Q191 Mr Beard: So it is entirely do-able?
that stage it was agreed with the OYce of Fair Mr Hardy: It is do-able. It would probably be quite
Trading that where a surcharge was raised, the complicated.
interchange fee would not also be applied. The
primary reason for that was that the interchange fee

Q192Mr Beard: But it is quite complicated if peoplewas specifically designed to cover the costs of
only withdrawing £10 are being charged £1.50 threeoperating the machine. To introduce a partial
times a week, is it not?recovery, ie, a surcharging machine, would produce
Mr Aiken: Sorry, complicated for them? That is aan incredible amount of complexity and would
diVerent issue. If you are talking about theprobably upset the whole system.
surcharge, the surcharge can be varied now. It does
not have to be a fixed amount.

Q187 Mr Beard: Well, it is complexity, but it does
not have to be electronic complexity and it can be

Q193 Mr Beard: Why do charging cash machinejust in the accounting, can it not?
operators receive a payment of 20 pence from theMr Hardy: It is much more complex than that. It is
consumer’s bank for each balance enquiry?all about how the costs are charged. I think another
Mr Aiken: Because the agreement we have with thepoint is that, as we said earlier, the mechanism
OFT says that on a surcharged transaction there willalready exists where if the bank that issued the card
be no interchange fee. There is no surcharge on awants to refund part or all of the surcharge, it can do
balance enquiry, therefore, they get the interchangethat and the mechanisms are in place, so that could
fee.be done now.

Q194 Mr Beard: Does that fee of 20 pence equateQ188Mr Beard: But the agreement is stopping it? Is
with the cost of the enquiry or what?that what you are saying?
Mr Aiken: Yes, it does because we spend enormousMrHardy:No, that can be done now and we cannot
sums of money each year having a veryregulate those prices, but I think the fact that there
comprehensive study done of the costs of operatingis no interchange fee when a surcharge applies is part
ATMs and in order to arrive at the interchange fee,of the conditions under which we have got an
we are obliged to do that by the OYce of Fairindividual exemption. I think the OYce of Fair
Trading.Trading like the surcharge in the sense that it is a

charge that customers are aware of when they incur
it. The interchange fee is a hidden charge because Q195 Mr Plaskitt: You say you study each year?
customers, I guess, in the end have to pay it one way Mr Aiken: Yes.
or the other. I do not think that they would like to
have the issue confused, to have, if you like, a

Q196 Mr Plaskitt:Why do you have to restudy it?transparent charge and a hidden charge on the same
MrAiken: Because the costs change during the year.transaction.
That is the whole principle upon which I believe the
OYce of Fair Trading gave us an exemption, that the

Q189 Mr Beard: One charging cash machine interchange fee is cost-reflective and—
operator has suggested that it may be possible to
vary the interchange fee between customers of

Q197 Mr Plaskitt: But your answer to Mr Beard’sdiVerent types, say, customers on benefits and other
question was that it was cost-reflective because youcustomers. In your opinion, is this technologically
were recovering the cost of studying what the costpossible? Is it a feasible thing to do?
was.MrAiken: I think the answer is that it is feasible, but
Mr Hardy:No, it is the cost of the operation we areit would be in contravention of our current
looking at.exemption were we to do so because it is predicated

on it being a cost recovery basis and if we are saying
that we are going to recover the costs in an Q198 Mr Plaskitt: But you said you have to study it

each year.asymmetric way, recovermore from some customers
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Mr Aiken:We do, yes. We have to do a cost study. Q206 Angela Eagle: Yes, but there are benefits to
that which is presumably the balance that we areWe are obliged by the OFT to do a comprehensive

cost study every year because the costs change and, talking about here.
Mr Aiken: Yes, but the regulation of the OFTas we said, the costs have come down and that is one

of the eVects that the OYce of Fair Trading expected applies to the interchange fees that flow between
members and we cannot, as a group of banks andto see, that it would encourage eYciency and

reduce costs. others, get together to fix the price of the customer
charge in any way whatsoever.

Q199 Mr Beard: If a consumer selects to withdraw,
Q207 Angela Eagle:No, I understand that, but I ambut then cancels when they realise there will be a
asking whether you have an opinion on the highest.charge, does the cash machine operator receive a fee
It is an interesting coincidence, shall we put it thatfrom the consumer’s bank?
way, that in this system that is so untransparent withMr Aiken: They do. That is the same fee as for a
charging that the highest fees that we have comebalance enquiry.
across are actually charged in pubs where people are
perhaps even less likely than usual to be clear aboutQ200 Mr Beard: So their interest is to make these
what the charges are likely to be, and £5 quite oftenthings as obscure as possible there, is it not?
for the machines in pubs.MrAiken:You could construe that, but the changes
Mr Hardy: There is nothing we can do about it. It isthat we havemade and the changewe have justmade
entirely up to the cash machine operator.are addressing precisely that issue.

Q208 Chairman: So that is outwith yourQ201 Mr Beard: Do you think this provides a
responsibility?disincentive for operators to clearly communicate it?
Mr Hardy: Absolutely.There is no real reason why they should put these

signs on at all, is there?
Q209 Angela Eagle: But you are saying the OFTMr Aiken: Well, there are because now they are
demand that you do not take a view on that becausemandated to under the LINK rules.
it is the law?
Mr Hardy: We cannot, as a group, regulate theQ202 Mr Beard: You mentioned several times your
charges.restriction by the arrangements with the OYce of

Fair Trading, so your suggestion is that if these
Q210 Angela Eagle: I think that there is a very, veryquestions that we are posing today were to be
interesting figure here and one of you, I think Johnproperly addressed, any solution would have to be
Hardy, quoted it earlier, that 97%of transactions arenegotiated with the OYce of Fair Trading? Is that
free in cash terms and yet £66 million of profit wasright?
made last year, charging people to have access toMr Aiken: I think if you are going to interfere with
their own money.the charging, yes.
MrAiken: I do not knowwhere the £66million cameMr Hardy: I think it depends on the nature of what
from. It is not profit. That presumably was anyou suggest, but potentially yes.
estimate that someone has made of the surcharges
paid, so that is income, I assume. I do not knowQ203 Angela Eagle: Some of the biggest fees that we
where that figure came from.have come across on these cash machines are in fact,
Angela Eagle:Nationwide, and they said profit, theyI think rather unsurprisingly myself, found in pubs
did not say income.which often charge up to £5. Does that worry you

at all?
Q211 Chairman: I think the latest one wasMr Hardy:We do not have a view on it because we
£140 million.are not supposed to have a view on it. It is a retail
Mr Hardy: But that is revenue. It is not profit.charge.
Angela Eagle: Well, £66 million profit is what IMr Aiken: We cannot say if a particular location
have heard.shall or shall not surcharge and we cannot say what

the amount of the surcharge is. We are forbidden
from doing so by law. Q212 Chairman: I think it went £60-odd million in

2003 and up to £140 million revenue in 2004.
Mr Hardy: I do not know where the £66 millionQ204 Angela Eagle: It does reflect on your LINK
came from. I cannot verify it.system though, does it not?

Mr Aiken: But we have to comply with the law.
Q213 Angela Eagle: Even if it is revenue, that means
that 3% of transactions are making the vast majorityQ205 Angela Eagle:What is the justification? Is this
of the revenue for these charging and surchargingthe OFT that is telling you that you cannot have an
machines.opinion on price?
Mr Hardy: Yes.Mr Hardy: Well, we are trying to avoid the

operation of a cartel. By definition, a payment
system is quite like a cartel because you have got Q214 Angela Eagle: And we have heard from

evidence earlier today that quite a lot of fees, and wecompetitors who have to co-operate in order to
operate the system. will wait to have a look at the map, are actually in
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the most deprived areas in the country which means Mr Hardy: Well, I think the lady from Speke was
pointing out that there are no supermarkets in thethat profits are beingmade out of the people that can

least aVord to give them over in conditions where same area and there are very few facilities indeed.
they have no real choice, as you or I would express
the meaning of that word. Is that not true? Q219 Angela Eagle:Well, lack of choices tend to pile
Mr Hardy: I think there are undoubtedly a number up on one another.
of areas of social depravation where there are very Mr Hardy: I entirely agree with you and I am very
few facilities and where the machines which sympathetic to it, but I think it would be unfair
have been installed are operating on very few to expect the independent deployers to have a
transactions, and really that is the whole point, that social conscience when you are not expecting
the average surcharging machine operates on a very supermarkets to.
small number of transactions per year. As I said
earlier, the cash machines are largely fixed cost and Q220Angela Eagle: Just stop the sentence there. I do
if there are only a few transactions, by definition, the not think they do have a social conscience! The
cost per transaction is significantly higher. threat to the rest of the free cash system is real

though, is it not, with the dynamics of the growth of
this market?Q215Angela Eagle: So JohnMannwants a charging Mr Hardy: No, I do not think it is.machine here, but is it not true that if we had a

charging machine here where there are lots of free
Q221 Angela Eagle: Do you not think it ismachines already available, it would make virtually
conceivable that free cash machines will beno money? The charging machine in Speke makes a
unavailable for the rest of us potentially in the nextvast profit because, as we heard earlier from the
few years because of the dynamics of this market?evidence, those who have no real practical access to
Mr Hardy: I think that is extremely unlikely.free cashmachines andwhohave to paymaybe a bus

fare or go miles to get access to cash, whose bank
Q222 Angela Eagle:Why?branch has closed down a long time ago and who
Mr Hardy: The number of free machines hasmay have to go to the machine more than once a
actually increased.week because they cannot aVord to take out large

amounts of cash at a time, they are the people who
Q223 Angela Eagle: Very, very slowly though.are being squeezed by the charging system as it is
Mr Hardy: But we have already indicated that thenow, are they not?
free machine market is essentially mature and thatMr Hardy: I think they are, although I strongly
the charging machine market is immature and issuspect that the figures that were quoted are
growing and is providing convenience.probably somewhat spurious. I have no doubt that

the charge per transaction is £1.50. Frankly, if a
Q224 Angela Eagle: So what do you think aboutmachine in an area like that that was doing
HBoS which just sold oV most of its free network tothousands of transactions per month, every other
a charging operator?independent deployer would be rushing in to put
Mr Hardy: That is entirely a decision for HBoS andmachines in to charge the same amount. The fact
whoever bought the machines.that there is only one machine indicates that there

probably is not a great deal of traYc.
Q225 Angela Eagle:Does this not show the dynamic
of the market that is now being created and is that

Q216 Angela Eagle: There are two machines. not a threat to free cash machines?
Mr Hardy: Well, it would be interesting to look at Mr Hardy: It shows the market dynamic.
that machine and determine what the level of traYc
is, but I suspect that the volume is nowhere near Q226 Chairman: But it is outwith your remit.
what you were suggesting. Mr Aiken:We cannot insist people put machines in

at all, let alone free machines, and we cannot
regulate the charge.Q217 Angela Eagle: But are you not worried that

that is the shape that the system is taking and that
Q227 Angela Eagle: You said earlier that you havethe rational thing for these charging companies to do
40 or 41 organisations and they were all competingis to place their machines in areas where people have
institutions but you failed to mention that certainlyno choice but to use them and people are being
Hanco is mainly owned by a bank, so there is somecharged a very high percentage of the cost in charges
overlap there, is there not?for the size of their transactions? It is not fair by any
Mr Hardy: Hanco was an independent deployer indefinition that I can think of.
the sense it was owned by Hanco until earlier thisMr Hardy: But the independent deployers are
year—April or May I think, I cannot remember—economic entities. They are supposed to make a
when it was bought by the Royal Bank of Scotland,profit.
and that is for the Royal Bank of Scotland to
answer.

Q218 Angela Eagle: Out of those who are the
poorest, so the poor have to pay for access to their Q228 Mr Beard: Who have sold oV their machines

to it.cash while people who have more choices do not?
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Mr Hardy: No, they have not. Q236 Chairman: Thank you, John. The Banking
Code is a voluntary code and all your members areMr Aiken: I am not aware of any machines—
included in that but subsidiaries of companies are
not included. Is that correct?Q229 Chairman:—That is HBoS.
Mr Aiken: In LINK terms, we have a set of LINKMr Aiken: That was their decision but I am not
rules and these things that we talked about onaware that any have moved.
signage are rules, they are not a Code of Practice, so
anyone who participates in LINK is bound byQ230Angela Eagle: So it is certainly possible and we
those rules.have got one example there whereby some of the

members of your board actually have a big interest
Q237 Chairman:We will maybe come back to that.in the independent deployers as well as having
Mr Hardy, on this issue of transparency and thetheir own networks, so it is not 40 organisations
petrol stations with machines, are there anycompeting against each other, is it, some
technological or systems barriers that would stoporganisations are owning each other?
issuers clearly indicating the amount of charge in theMr Hardy: There is only one example of that.
way that consumers can see before inserting their
cards?Q231 Angela Eagle: So far.
Mr Aiken: There are no real systems barriers toMr Hardy: Yes.
that other than that the charge may in some
circumstances be variable if for example membersQ232 Angela Eagle: But that is conceivably
went to an ad valorem charge.something that could increase?

Mr Aiken: I think that is something you would have
Q238 Chairman: You have said it is diYcult toto ask the institutions concerned. It is not for us to
provide up-front notice of the charge of the cardanswer what their opinions might be.
issuer—for example, the credit card company may
issue a charge—but is it ever likely to be below £1.50?Q233 Angela Eagle: Just one final question. If we
What I am getting at is this: would it not be possiblewanted to look at how all of this worked for
to put a sign on the machine saying you will not beregulation, it is the OFT that we would have to talk
charged less than so-and-so for using this machine,to, is it, because they are your regulator eVectively?
in other words a minimum payment, and that wouldMr Aiken: Competition law is our regulator, yes,
make it easy for everyone?and the OYce of Fair Trading decision is a public
Mr Aiken: You would not know—document. It is on theOYce of Fair Tradingweb site

which is obviously available to anyone to examine.
Q239 Chairman: Mr Hardy is indicating you could
do that.Q234 John Mann: Just one question. I was just
MrHardy:You could do that. There might be somereflecting on your 14 point print size on machines. I
circumstances in which there might be issues withwonder how easy you could read 14 point.
that.Mr Aiken:We said that is a minimum.

John Mann: I wondered whether you could read the
Q240 Chairman: What we did with the banks is we14 point. I have made it easier and crossed oV

asked them to putminimum repayment scenarios oneverything else and I have put a big star rather larger
their accounts and Barclays and Lloyds have movedthan 14 point. That is the 14 point.
on that and that is a really big advance forChairman:What one? Let me try again!
consumers because if they are making a minimumJohn Mann: The one I have not crossed out is 14
repayment it could take 25 or 30 years or maybepoint. I wondered whether it might be necessary to
forever if they are not paying the capital oV. Onceactually go rather close up to the screen, perhaps get
that is there in front of everyone saying “this willin the queue at the cash point to queue up to check
take you x amount of years to pay oV” it focuses thewhether one could work out where the 14 point print
mind. It is the same here. If we had that transparencywas and whether something a bit larger might be an
in a minimum payment that would focus people’sappropriate size?
minds, the same as for the petrol station.Mr Plaskitt: How about making that font the
Mr Aiken: I think it is impossible for the ATM tominimum?
know what the minimum payment is because in the
event—Q235 John Mann: So the consumer could make a

competitive choice rather than be struggling up at
the screen to find this small print saying we will be Q241 Chairman: But Mr Hardy is it not agreeing

with you, he is saying it could be done, you couldcharging you.
Mr Aiken: As I said, that is an absolute minimum have a minimum payment.

Mr Aiken: I think the point there is if it is a chargesize. What we have said is that the font size must be
commensurate with other— card or a credit card the ATM owner cannot impose

a surcharge and the issuing bank has to decide howJohn Mann:—Perhaps you could take that back to
your board as well and they might want to reflect on much it is going to charge their customer. The ATM

owner cannot possibly know up-front before theywhether the 14 point size is quite large enough or
whether something rather bigger might actually got the message back from the issuer the amount of

that charge.encourage competition.
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Q242 Chairman:There should be a code here surely? Q248 Chairman: It would be good if you could do
that. Regarding the Code of Practice, the currentIf you are making investigations every year on
Code of Practice is inadequate and we welcome themachines, in answer to James’s question, then banks
review announced today on that. If you could keepcould provide information that this will be the
in touch with us on that area I think that would becharge over the next year and that can be
very helpful. Regarding the Banking Codeincorporated and you could have the minimum
Standards Board and law enforcement, I havecharge.
described it as ad hoc. Is there a way you couldMr Hardy: It depends on the transaction. If it is a
discuss that with the Banking Code Standardsdebit card—
Board to produce a more systematic approach to
that?

Q243 Chairman: Let me tell you that what we want Mr Aiken:We already have done.
is for you to look at that very seriously and write

Q249 Chairman:My friend on the M40 in Warwickback to us on it because that is a fundamental aspect
does not think that because he brought that to myof our inquiry and we will be looking at that in great
personal attention. So we are looking for adetail. If you could do a memo for us on that, that
systematic approach, not an ad hoc approach.would be terrific. On the issue of transparency I note
Mr Aiken: That is right and we are going to do thesethe Building Societies Association are still saying
mystery shopper exercises.that it is vague, bland and non-specific so those are

people within the industry that are saying that, and
Q250 Chairman: It is not just mystery shoppersI think there is something to be taken up there. If I
because the mystery shopper takes place the weekcan get a summing up with you before you leave, it
before Christmas and then everybody forgets that inis the case that consumers still cannot shop around
the new year. It is the systematic approach that weat the moment because they do not know what
are looking at.charge will be levied until they have almost Mr Aiken: If we are talking about signage oncompleted the transaction. That is the situation? individual machines you have to visit the individual

Mr Aiken: But, as I say, from June before they put machine.
the card in the machine there will be something on
the screen which tells them what the charge is.3 Q251 Chairman: I will give you that challenge as to

how systematic you can be and you can come back
to us on that particular issue. Regarding the sellingQ244 Chairman: Even if there are four machines at
oV, the point was made that banks are selling oV. Iseach corner of this room, after June you would still there what we term a “double” incentive to sell oVhave to go to each machine— for banks because if they have their free cash

Mr Aiken:—And you have to look at the screen of machines in their bank branches or at Victoria
each machine. Station then customers come along and the banks

pays LINK the 31 pence or whatever—
MrAiken:No, it does not pay LINK. The bank thatQ245 Chairman: Exactly, so therefore they cannot
issued the card will pay LINK on average .8 of astand in the middle of the room and say A, B, C or
penny. The interchange fee goes to the ATM owner.D. They cannotmake that single decision. They have

got to go to all these machines. Is that correct? Q252 Chairman: They are paying some amount of
Mr Aiken: Yes. money.

Mr Hardy: To the ATM owner.
Q246 Chairman:They have still got to do that, right.

Q253Chairman:But if the bank or the company sellsRegarding the points that my colleagues brought up
to an IAD, then if any customer comes to thatabout financial inclusion, it would indicate that machine later on there is no charge at all for themore research needs to be carried out into access to bank?

free machines, particularly in poorer areas. Is there Mr Hardy: As long as there are no surcharges
any help that you can give us on that, particularly because some independents do have machines which
producing a map of where the machines are? Could are free.
you do that?
Mr Hardy:We can do that. Q254 Chairman: But it does not cost the bank for
MrAiken: I think you need to identify to us what are every transaction because it is then the responsibility
the postcodes of the poor areas. of the IAD. Is that correct?

Mr Hardy: It does not pay any interchange fee.
Chairman:That is an issue that wewould like to look

Q247 Chairman: But you could do that? at. Do my colleagues have anything else? Can I
Mr Aiken: Indeed. thank you for your time this morning. It has been

very helpful indeed and we look forward to the
submissions that you are going to make.3 Ev 121
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Members present:

Mr John McFall, in the Chair

Mr Nigel Beard Angela Eagle
Mr Jim Cousins Mr James Plaskitt

Witnesses: Mr Benny Higgins, Chief Executive, Retail Banking, RBS, and Mr James Crosby, Chief
Executive, HBOS, examined.

Q255 Chairman: Good morning, Mr Higgins and where hitherto there was no access to cash and as a
Mr Crosby. Welcome to the Committee and our consequence there has been rapid growth and now
hearing on cash machine charges. Please identify 40% of machines are convenient cash machines, but
yourselves for the record. it still remains under 4% of the volume of
Mr Higgins: My name is Benny Higgins, Royal withdrawals. Even if the number of convenient cash
Bank of Scotland Group. machines was to increase by a factor of two we

would still expect the proportion of totalMr Crosby: James Crosby, HBOS.
withdrawals to be under 10%. We welcome this
development in that there is now much greater

Q256 Chairman: Mr Higgins is the Chief Executive choice for customers. The Royal Bank of Scotland
of Retail Banking at RBS and Mr Crosby is the Group has 6,000 ATMs all free to use. That network
Chief Executive of HBOS. In this inquiry we are is the largest in the UK. Last year we added
looking at three particular areas. The first is what the 470 machines in terms of installations. We are
future of cash machine provision is. Convenient committed to the provision to customers and indeed
Cash Dispensers have grown rapidly since a non-customers today for those free machines.
standing start in 1999. We are looking at what the
causes of this increase are and if we are going to
move to a situation where the only free machines are Q257 Chairman: The Cruickshank report is a thread
in bank branches with banks selling or closing their running through our inquiries as it came up in ournon-branch machines. We are also interested in the inquiry into credit cards.issue of transparency. Evidence given by consumer

Mr Higgins: It was the recommendations ofgroups identified concerns that charges were not
Cruickshank which triggered this situation.communicated clearly. What improvements could
Mr Crosby: I think one should emphasise that thebe put in place, if any, for consumers to see the
UK enjoys one of the most extensive free ATMcharges before they sign up? Thirdly, we are
networks in the Western developed world and youinterested in the issue of financial inclusion.
should recognise that was not always the case and toConcerns have been expressed, particularly by the
a very large extent it was competitive forces andCitizens’ Advice Bureau, over the impact that the
behaviours within the industry that made thatspread of charging may have on financial inclusion
happen. At HBOS, as one of, if not the, fastestand low income households. We are currently
growing providers of current account and relatedexamining whether there is evidence of very limited
services we have a deep interest in the preservationaccess to freemachines on high streets, in post oYces
of charge free ATMs. I think it is true to say that theor other sites and areas. That is the basis for our
advent of charging ATMs has both sustained andinquiry. Given your dominant position in this
developed customer choice. It is important tomarket in that, Mr Higgins, you have a subsidiary,
emphasise that there are two business models there.Hanco, and, Mr Crosby, you sold machines to
There are high volume low margin machines, whichCardpoint, your evidence to us this morning will be
are the traditional charge free machines, whichvery relevant on that. What is your organisation’s
account for 97% of turnover, and there are the moreposition on the strong growth of charging cash
convenience orientated low volume charge basedmachines that we have seen since 1999–2000, and are
machines. I think it is important to emphasise thatyou still committed to the provision of free machines
the high volumemachines account for little under 20to your customers?
times the turnover per machine of the convenienceMr Higgins: Perhaps I could put the situation in
ones and that seems very likely to continue. Evencontext first. In 2004 the total withdrawals from the
very significant future growth in charge basedcombination of free to use ATMs and Convenient
machines is unlikely to move the percentage ofCash Dispensers was £155 billion, of which
transactions that are represented by charging£6 billionwas through the convenient cashmachines
machines up very markedly whilst providing thatwhich were charging, that is under 4%. Perhaps we
choice. The key to that is what the major banks docould just reflect on howwe have got to this position.
in terms of our policy and we are completelyIn 2000 the Cruickshank report recommended that
committed to charge free machines on our estate ofLINK opened up its membership to non-banks and
machines and I expect our competitors to take thesuggested that a consequence of this would be the

emergence of convenient cash machines in locations same stance.
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Q258 Chairman: It appears that the LINKmeetings Mr Higgins: That is a question for LINK.
deciding these issues are conducted in private and
are confidential. Could you enlighten us as to why

Q268 Chairman: What about yourselves asthat happens? What are the rules governing the
individuals?clarity of the charges? Are these meetings
Mr Crosby: To be absolutely fair and frank, I thinkconfidential? Are votes taken in secret?
it would be unusual for a commercial organisationMr Higgins: Yes.
with a board, even a member based organisation, to
have them attending on all items. It would not be

Q259 Chairman:Why is that the case? unusual for a commercial organisation that wanted
Mr Higgins: It is a legal entity with a constitution. to get close to what its customers thought of its

services to have them present their opinions and I
would certainly be keen to encourage LINK to doQ260 Chairman: But in terms of clarity and
that.transparency?

MrHiggins:What is the clarity that you are seeking?
Q269 Chairman: The Banking Code has just been
produced. I was at a meeting of the British BankersQ261 Chairman:DiVerent companies have diVerent
Association along with Seymour Fortescue andpolicies and diVerent approaches.
others on that and I was praising the Banking Code,MrHiggins:Our position is absolutely unequivocal:
I think it is a very good initiative. Would you be inwe are committed to the free to use ATM estate.
favour of delegating the task of proposing the rules
in LINK to an independent reviewer, as is done in

Q262 Chairman: If they are conducted in secret and the Banking Code? Would that not be a step
it is confidential it does not tell us what the policies forward?
of diVerent banks and institutions are. Mr Crosby:We have got the transparency initiative
Mr Higgins: I suggest you ask each of the banks for which is a very important part of the development
their views. I can give you our view unequivocally. and very central to the subject of your investigation

as you described it at the start, that LINK and
Q263 Chairman: I think it would be helpful, if we LINK’s members are committed to implementing
have the LINK network and LINK representatives that. Looking further forward, we would be
here telling us things are transparent and open, if the supportive of ATMs and ATM related services
minutes of meetings were available with the being brought within the Banking Code because it
decisions that have been taken by certain institutions makes good sense.
made known. Do you not think that is a reasonable
request, Mr Crosby?

Q270 Chairman:What about you, Mr Higgins?Mr Crosby: I am not saying whether it is reasonable
Mr Higgins: I would have no objection to ATMsor unreasonable. It is something that LINK should
being brought under the Banking Code. As itconsider. LINK is amember based organisation and
happens, the guidelines that LINK have in place arethey ultimately follow the wishes of their members.
more stringent than those that currently would
apply under the Banking Code.We fully support the

Q264 Chairman: Yes, but you are a member. enforcement of the transparency as is in the
Mr Crosby: It is fair to say that the key issue that proposals set out by LINK.
LINK have discussed in recent times, which was the
transparency initiative, was supported by 90% of the

Q271 Chairman: In your submission you told us thatmembership.
“RBS will be fully compliant with the proposed
revisions to the BankingCode in relation to charging

Q265Chairman: It would be handy to knowwho the transparency . . . ” I wonder if that applies to both
10% were who did not support it. RBS and your subsidiary, Hanco, because the
Mr Crosby: I think it is fair to say you do not get to Banking and Standards Code have noted that
90% in that voting without including all the major convenience cash machine operators that are
banks. subsidiaries of main subscribers are not

automatically subject to the Code requirements.
Would you support an amendment to the Code soQ266 Chairman: If you are very keen on that then
that subsidiaries, such as Hanco, are automaticallyyour reputation could suVer as a result of people
subject to the requirements of the Code?saying they do not want to go ahead on that because
MrHiggins: I would have no diYcultywith that. Theof the secrecy element of the meetings.
LINK proposals which we will adhere to for HancoMrHiggins:That was the outcome.Wewere equally
are more stringent.totally supportive of transparency.

Q267 Chairman: I think you should take that Q272 Chairman: On the point I made to you about
an amendment to the Code, would you support thatmessage back to LINK and say that it is very

important for it to be public. Would your banks be so that subsidiaries are brought into the Code? That
would be a good message to come out of thisin favour of allowing consumer representatives to

attend and contribute to these meetings? committee hearing from you as a big organisation.



9940729002 Page Type [O] 18-03-05 13:33:18 Pag Table: COENEW PPSysB Unit: PAG2

Treasury Committee: Evidence Ev 25

1 February 2005 Mr Benny Higgins and Mr James Crosby

Mr Higgins: In principle I would have no objection only so many motorway service stations in practice
and many of these convenience sites, so I think thereto that. There would not be any direct implications

for transparency because the rules that will be is a limit.
eVective from 1 July under the LINK proposals and
to be enforced by LINK are more stringent than Q278 Chairman: Some of the submissions we have
others that exist at the moment. had have asked for all ATM operators to sign up to

the relevant provisions of the Banking Code. Would
you support that?Q273 Chairman: That is a matter of debate.
Mr Crosby: Yes.Mr Higgins: It is a matter of fact.

Q279 Angela Eagle: I am interested in the dynamics
Q274 Chairman: The Banking Code people would of this market because I think people recognise that
tell you otherwise. I spent a lunch time with them there might be some instances where paying a small
discussing that issue. The providers of free ATMs, charge for convenience is acceptable. Is it not the
according to RBS, are already being forced out of case that there is going to be continued pressure on
sites as these are converted to charging units by the all of those remote cash machines that you own that
retailers and in your submission, Mr Higgins, you are free, and is not the prospect that they will
quote as an example Welcome Break who removed continue to be switching from free provision to
14 NatWest ATMs and replaced them with CCDs charging provision as the dynamics of the market
earlier this year. Barclays said to us in their continue and you are essentially going to end upwith
submissions, “It is however increasingly diYcult to what Mr Crosby said, which is being completely
compete with the new independent ATMfirms when committed to charge free machines on your estate,
tendering for new non-branch sites. Prime locations, but actually remotely they are going to disappear?
such as motorway service stations, attract very high Mr Crosby: I think there is going to be a reduction,
tender prices and we expect this to continue.” Do but to a large extent that reduction has taken place.
you see this drive towards competition with CCDs
putting in bigger bids for sites and forcing the banks Q280 Angela Eagle: So you do not think there is
out of these areas continuing? going to be much more switching between charging
Mr Higgins: So far it has been relatively isolated. If machines and free machines because people are
we are to put one of our free to use ATMs in a increasingly coming across machines that used to be
particular remote site, that is to say a non-branch free that now charge?
site, we have to pay rental. We have to come to some Mr Crosby: There are still today many more
sort of contractual agreement with the retailer. It is numerically bank owned machines than charge
the retailer who has the choice to take the rental ones.
from us or, as an alternative, to put in one of the cash
convenience machines from which there is a Q281 Angela Eagle: It is 60% to 40%.
revenue stream. Mr Crosby: It is all about the volume that goes

through them. When you have got approaching 20
times asmuch volume going through thesemachinesQ275 Chairman: Do you see that trend continuing?
for very, very good reasons, one of which is that theyMr Higgins: There will be more of it because it is a
are free, then I think that is what sustains that split.free market and market pressures will create that.
I think it is very important to major banks and it is
very important to my bank in particular that charge

Q276 Chairman:What about yourselves? free ATMs remain very much the norm in the UK.
Mr Crosby: Yes. What makes so many of those
machines very poor performers in practical terms is Q282 Angela Eagle: You sold machines to
a mixture of things, but one of the things is the low Cardpoint. Why did you do that?
turnover, no more than one-twentieth of the Mr Crosby: We did that because they were very
turnover of a bank based machine and it is all about poorly performing, they are unsustainable
those two diVerent business models.What we do not economically, they had not performed anywhere
see evidence of yet is that when a machine switches near expectations and it was fundamentally because
from being charge free in that environment to although we knew they were going to cost us twice
charging the volume changes. With proper as much to sustain in terms of running costs as our
disclosures customers do seem to make the right own, they performed dramatically less well in terms
choice. of volume and it was a factor that our customers and

other banks’ customers were not using them in
anything like the numbers we expected.Q277 Chairman: LINK notes that only 3.6% of all

withdrawals attracted a surcharge in September
2004. However, APACS indicated to us that this Q283Angela Eagle:TheRoyal Bank of Scotland has

taken a slightly diVerent route and decided to ownfigure is rising fast. It rose by over 48% in 2003. It
would seem as though this strong growth will Hanco, which has got another foot in the charging

market. Why did you decide to do that?continue.
Mr Crosby: I think this is a function of the growth Mr Higgins: I need to put one thing in perspective.

The rapid growth in the Convenience Cashin 2003 and 2004 in the number of machines that are
fee charging. Thatwould have to continue. There are Dispensers is not being driven by the switch from
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existing free machines to charging machines, it is the machine in a pub in Renfield Street in Glasgow that
has around 385 transactions a month. There are 13rapid growth in the smaller, very low volume

machines that are typically in pubs, post oYces and Royal Bank owned free to use ATMs within a few
hundred yards.convenience stores.

Q284 Angela Eagle: They usually charge more in Q291 Chairman: That begs a definition of what is
pubs, maybe even £5. convenience. A lot of people have said they have
Mr Higgins: They are typically £1.50. been installed because they are convenient, but this

is not convenient if they are a few hundred yards
apart.Q285 Angela Eagle: I have seen £5 being charged.
Mr Higgins: I think it is the best illustration ofMr Higgins: I can only speak for Hanco.
convenience. Customers have a choice.

Q286 Angela Eagle: There was even a report at the
weekend of £10 being charged in one pub. Q292 Chairman: The line given in terms of
Mr Higgins: I think that is a unique case. convenience was that there is not a free machine

within a certain distance, but this seems to be an
inversion of the argument that was used at first.Q287 Angela Eagle:What do you think of that?
Mr Higgins: It is customer choice.Mr Higgins: The fee that Hanco receives is fixed

regardless of the price. It is the retailer who sets the
price, fills the machine and chooses where to put the Q293 Chairman: Could you write to us with a
machine for the convenience of their customers definition of what you think convenience is?
because it is good for them as a business in that Mr Higgins: Less eVort or less diYculty. I have not
because it attracts customers, it is a stream of income looked it up in the dictionary, but I think that would
for them, but more than anything else, it is the be the definition I would use.
convenience to the customers.

Q294 Chairman: It is an interesting point for LINK
Q288 Angela Eagle: So it is convenient if you charge because some people try to debate this issue on a
£10 to get money out of a convenient cash machine, pinhead.
is it? It is convenient for somebody but I am not sure MrHiggins: That would be my definition. The point
it is convenient for the customer. here is an extension of customer choice.
Mr Higgins: Convenience is less eVort or less
diYculty to get to the cash. There is nobody in the Q295 Angela Eagle: You have just suggested it is a
UK that cannot access cash freely either through the safety premium, have you not?
large free estate or indeed cash back. MrHiggins:No, I have not. I have said that there are

reasons why customers make choices.
Q289 Angela Eagle: I do not agree with you about
that, but we will be coming on to that later. Q296 Angela Eagle: So it is easier to get money in aMr Crosby: Prior to the emergence of these kinds of pub than risk going outside and getting it.machines there was no access to cash in these MrHiggins: It is a possible reason, although it is notlocations. likely to be a common reason for making the choice.

Angela Eagle: It was quite an interesting suggestion
Q290Angela Eagle: I understand that, but I thinkwe you made.
are looking at the dynamics of the market here and
it was something that was mentioned earlier by Mr

Q297 Mr Plaskitt:Mr Crosby, I want to come backCrosby. You have got a free estate that largely exists
to your decision to sell. You said to Angela that thebecause the major banks are committed to it at the
reason you sold the 800 was because they weremoment. You have then got a very rapidly growing
“poorly performing”. Can you say what else theyestate of so-called convenience machines which
had in common?charge and it is not always completely clear how
Mr Crosby: They were remote and they were mostlymuch they charge, when they charge and in what
convenience related sites, petrol stations, late shopscircumstance they charge, certainly not for
or motorway service stations, mostly but notcustomers. Why in a market that is dynamic is there
entirely.not going to be over time the gradual replacement of

the free machines by the charging machines? I think
Q298 Mr Plaskitt: Have you any left that are inthat is what people are worried about.
similar locations?Mr Higgins: I can speak for The Royal Bank. We
Mr Crosby: Yes, we do.have increased last year our free estate by 351 (net of

machines removed at request of site owner). 49%, of
Hanco machines, for example, are in pubs and the Q299 Mr Plaskitt: How many have you got left?

Mr Crosby: Less than 100. We quite deliberatelymajority of those pubs are in the city centres. In
almost every case free ATMs are available, but held some back because we would have been

potentially removing the last free ATM in a town orpeople choose the convenience, whether it is the
closeness of the machine or it could be at a time of because they were in public places like hospitals and

we looked at a group like that and decidedthe day or evening where they think it is safer to use
that machine. For example, there is a Hanco deliberately to keep those back.
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Q300 Mr Plaskitt: Was there any element of cross- Mr Crosby: Yes.
subsidization when you owned them? Were you
using the profitability of the high volume ones to Q308 Mr Plaskitt: So that is a consequence of your
support those parts of the network that were not decision to sell them. You are saying it might have
wiping their own face as it were? Were you doing happened in the future, but it has already happened.
that? Mr Crosby: It almost certainly would have
Mr Crosby: It is very diYcult to segment one part of happened within a relatively short space of time
the organisation like that and say it is necessarily anyway. I accept it is an inevitable consequence, but
cross-subsidizing the other. To the extent that the it would have happened anyway.
larger network was more viable then inevitably that
could be the case. The fact of the matter is that the Q309 Mr Plaskitt: Do you think the 250 number
money we took out of that was partly what enabled will rise?
us to invest much more heavily in front edge MrCrosby: I do not think I should speculate because
customer service last year.We recruited 2,000 people it is a share sensitive speculation for the company
in the front end in customer service. It was one of the concerned.
largest recruitment exercises of the year.

Q310 Mr Plaskitt: I can tell you that they think it
will.Q301 Mr Plaskitt: In your submission you said to

us you were “very mindful of your broader Mr Crosby: They are better placed to make that
judgment than I am.responsibilities to the communities you serve”.

Mr Crosby: That is my reference to the point of
being caught withdrawing the last free ATM in a Q311 Mr Plaskitt: So you would not be surprised if
locality and being mindful of one or two public their prediction is right and the numbers that switch
areas. I am not saying we have got it right in every from free to charging goes on increasing?
instance but I think we were mindful of it. Mr Crosby:What I would say to you is that the 250

was in line with our expectations. I am not going to
speculate further than that.Q302 Mr Plaskitt: Can we take it you are not

planning to get rid of the 100 or so that are left?
Q312MrPlaskitt:Howmuch did you get for the saleMr Crosby:We have no plans to do that.
of them?
Mr Crosby:We got £50 million.Q303 Mr Plaskitt: You are going to keep those and

keep them free?
Q313 Mr Plaskitt: Initially you expected a bit more,Mr Crosby: Yes. They are our machines and our
did you not?machines are free and we are totally committed to
Mr Crosby: I think there was a possibility that itthem being free.
might have been more, but I think that is what we
would expect to get.Q304 Mr Plaskitt: So when you said you wanted to

keep them charge free on your estate, by that you
Q314 Mr Plaskitt: Why did it come in a bit lowermeant the entire network, did you?
than you anticipated?Mr Crosby: That means our machines. It is not on a
Mr Crosby: I think it was a mixture of the terms andpiece of land we own in that sense. It just means the
the specific transfers. It is a question of howmany ofcollective machines that are branded either Halifax
the owners sign up to move across. We did not haveor Bank of Scotland.
total power to sell all of them without the owners’
consent and that was the key variable.

Q305Mr Plaskitt:Of the 816 you sold to Cardpoint,
250 have now converted to charging from having Q315 Mr Plaskitt: Cardpoint did not have
been free. Are you happy about that? £40 million or £50 million in the bank when they
Mr Crosby: I think that is fundamentally a matter bought your network, they did not have it in the cash
for Cardpoint, but I think that is in line with our till as it were. How did they raise the money to
expectations. purchase your network?

Mr Crosby: It was a mixture of sources. Some of it
Q306 Mr Plaskitt: Did you expect that to happen? was lent by us under normal commercial arm’s
MrCrosby: Broadly. Well over 80% of this 816 were length arrangements. We have been bankers to that
under a contract that was going to come up for business for many years.
renewal by 2006 anyway. Going back to an
observation that was made earlier, it is unlikely that Q316Mr Plaskitt: So you lent Cardpoint the money
in the face of competition we would have sustained to enable them to buy your machines and then
the position in an open tender because the dynamics convert them from free to charging. Was that the
of those machines, particularly those 250, would deal?
have changed at that stage. Mr Crosby: We lent them part of the money as

bankers, quite independently, we have been bankers
to that business for a substantial time and all aspectsQ307 Mr Plaskitt: But it is a fact that 250 machines

that you used to run and which did not charge their of that transaction were fully disclosed some
months ago.customers now do charge.
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Q317MrPlaskitt: Is it not curious that your bankers Q322 Chairman: At the time of the Cruickshank
lend them themoney to purchase yourmachines and report in 2000 a branch based withdrawal at the
they aremaking themoney on the deal by converting counter cost over three times as much as an ATM
them from free to charging? withdrawal. Are these figures still accurate for both
MrCrosby:Looked at from another perspective, the your banks?
sale was the result of an open option and there were Mr Higgins: We do not allocate costs in that
a range of bidders. As it happened, we ended upwith manner. Clearly that order of magnitude would be
the winning tender bid coming from an organisation about right.
to which we were the banker. That was always a Mr Crosby: It is about right.
possibility given our market size.

Q323 Chairman: Mr Higgins, how separate is the
management of governing policy for RBS’s own free
ATM network from that of the Hanco network?

Q318 Mr Plaskitt: But the result is you have funded Mr Higgins: It is quite independent, but it does
the operation which is leading to the conversion of report to me as it falls within my area of
machines from free to charging. This is a fact, is it responsibility. I should stress that our reason for
not? buying Hanco was that it was an emerging channel,
Mr Crosby: Yes. as this inquiry has set out very clearly, and as such it

was important for us to be represented. More
importantly, in terms of increasing customer choice,
it is the retailers who are typically our small business
customers and who are providing that service, so it

Q319 Chairman:Mr Crosby, in your submission to was very important to us.
us, in paragraph 2.2, you say, “The Committee may
also be interested in how the proceeds of the sale to
Cardpoint were allocated within the HBOS Group. Q324 Chairman: In terms of the governing policy, it
As a matter of fact, the sale proceeds have been is integrated with RBS, is it?
reinvested in improving our customer service across MrHiggins:Yes.We are growing our free estate and
the UK.” If you lent them the money, just explain we intend to continue to do so. The only places
the consistency of those two statements for us. where we have taken machines out have been where
Mr Crosby: There is a fundamental diVerence in the we have failed to reach an agreement, which are the
sense that we do not own those machines anymore, 14 machines referred to earlier. Hanco is growing a
we do not own any equity in the business to which quite diVerent estate. A typical ATMwhich is free to
we sold the machines. use has 7,000 withdrawals a month and it can go

up as high as 30,000. The typical number of
withdrawals in a Hanco machine is less than 300.
These are quite separate markets.

Q320 Chairman: The ordinary person in the street
would think if you sold people something you would Q325 Chairman: In terms of the strategy of RBS,
get the money back and your submission says to us there will be empathy between Hanco and the RBS
that you got that money and you invested it, but in approach for ATMs, will there not?
fact you lent it. How does it square up? Mr Higgins: The same values in terms of running a
Mr Crosby: First of all, the proceeds are free and business, but they are quite separate in terms of the
unencumbered and are generally used for investing strategy.
in the future of that business. As it happens, the
major thing we did in that business last year was the
largest recruitment exercise in retail financial Q326 Chairman: Could you give us a note on that?
services in 2004, it was 2,000 people which we felt Mr Higgins: Absolutely.2
we needed to strengthen our customer service.
Secondly, we have lent an increased facility to the

Q327 Mr Cousins: Do you have any specialcompany, not uniquely related to this transaction,
arrangements, either Halifax with Cardpoint oragainst all its operations and ultimately on terms
RBS with Hanco, about the revenue derived fromthat have been agreed on an arm’s length basis, so

that money will be repaid to us, that is a charging?
commercial loan. MrCrosby:No, I do not think so, not in terms of my

understanding of your question.

Q328 Mr Cousins: I thought my question was
perfectly clear.Q321Chairman: It would be useful if you couldwrite
Mr Crosby: We have sold the machines and we doto us on that to explain it.

Mr Crosby: I am very happy to do so.1 not get any revenue from them.

1 Ev 175 2 Ev 173
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Q329 Mr Cousins: And you have no special interchange that we would have received.
Interchanges flow in both directions if you are anarrangements with Cardpoint about sharing a

revenue? issuer and an acquirer. 3

Mr Crosby: No.

Q335 Mr Cousins:What is your attitude to this?
Mr Crosby: I think I see the point you are making.Q330 Mr Cousins: So it is a straightforward case,
The fact of the matter is, however, that the fee freeyou have lent them the money, and they pay the
ATMs in theUKhave also grown. Over the last fourmoney back?
or five years they have grown from 27,000 to 33,000Mr Crosby: Yes.
and with a much higher volume, so there is
continued growth in that area and the predominant

Q331 Mr Cousins: What about your relations with transactions continue to be there. I do not think one
Hanco, do you have any special internal can argue against that background that the addition
arrangements about the charging income? of fee charging is necessarily a saving for the banks,
Mr Higgins: It is very clear in our case, Hanco is it is an addition of choice if you view it from the
wholly owned by The Royal Bank. The pricing that perspective of saying there is no interchange fee.
is set for a particularmachine in a particular location
is set by the retailer independent of the amount that

Q336 Mr Cousins: And the fee system is diVerent inHanco receives. Hanco receives roughly a third of
the case of machines that are owned by the banksthe typical fee of £1.50, but in a casewhere the charge
from machines that are free standing in remotewas higher what Hanco would receive would still be
locations. The fee you save as the charged forthe same, and Hanco is wholly owned by The Royal
network grows is at its greatest for remotely placedBank, so that is the income less the costs in delivering machines. That is correct, is it not? So you have athat service. financial incentive to see the growth of machines in
remote locations that are charged for.
Mr Crosby: I think it is a marginal diVerence and itQ332 Mr Cousins: The arrangements that exist
is small in relation to the fees that are being chargedbetween people providing customers with cards and
to make these remote locations sustainable in thethe cash machine operators are fairly clearly set
eyes of either the retailer or the provider who ownsdown. For remote machines there might be a
them.financial incentive to having a charged for system

because you would save the fees that you would
otherwise have to pay the cash machine operator for Q337MrCousins:When the competition authorities
a free machine. were looking at these arrangements that were being
Mr Higgins: That is true. However, let us put our made between banks and cash machine operators
credentials on the table. TheRoyal Bank of Scotland they allowed a higher fee to be paid for freestanding
has never charged customers or non-customers for machines because of the extra costs involved and
the use of ATMs. When we acquired NatWest in there was a clear steer that that was intended to
March 2000 we very quickly abolished a decision to encourage cash machine operators to reduce those
charge customers. We have never done so and we costs gradually, but in fact what you both have
have no plans to do so notwithstanding that the chosen to do in slightly diVerent ways is to see the
economic dynamics of ATMs would be more expansion of the charged for network saving you the
favourable if there were charges. fees. Is that not quite what the competition

authorities intended when they allowed this system
to be created?Q333 Mr Cousins: You would agree that there is a
Mr Higgins: Can I just state some facts about whatgeneral financial cost saving for you in the expansion
has happened? In 2004, throughout our 6,000 free toof the charged for network.
use ATMs, both branch and non branch, we had 576Mr Higgins: It has no impact on the situation as far million transactions compared with 538 million

as we are concerned. We have a situation at the transactions in 2003. There was also an increase in
moment where running our 6,000 free to use ATMs the number of ATMs we had available. So the free
comes at some considerable cost. The machines to use ATM estate of The Royal Bank of Scotland
which Hanco are putting in place are quite separate Group is growing both in terms of number and in
and in quite diVerent locations, locations that would usage.
not be served under any reasonable circumstances
by a machine that was free. The cost of these

Q338 Mr Cousins: What about the growth of themachines is of quite a diVerent order.
Bank of Scotland’s free machine network oV bank
sites, is that growing?

Q334 Mr Cousins: The point I am making to you is
that if one of your customers uses a charged for 3 Note from the Witness: Even where there is a surcharge the
machine you do not pay a fee to the cash machine card issuer still has to pay interchange to theATMowner for

balance enquiries and rejected transactions. This isoperator.
substantial (the current rate in LiNK for balance enquiriesMr Higgins: That is right. It is equally true that if a is 18.2p or nearly two-thirds the rate fir cash withdrawals).

customer of another bank was to use one of them There is no real incentive for banks to encourage conversion
of sites to charging.instead of using one of ours we would forego the
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MrHiggins:TheRoyal Bank of Scotland’s network? chargingmachines put in then the banks do not need
to pay the interchange fee of 31 pence, so with every
transaction that is a saving.Q339 Mr Cousins: Yes.
Mr Higgins: I do not think that is the right analysis.Mr Higgins: Both our branch and non branch
First of all, we are very keen to have our remotenetworks are growing at a fairly healthy rate.
machines in high footfall sites, we do not want to
have them removed. The reason they have been

Q340 Mr Cousins: Could you give us the figures on removed is not at our request, it is not because it is
that? in our strategy or our direction, it is that those who
Mr Higgins: I could give you them, but I only have own the site are choosing to take the negotiation on
the aggregate figures in my head. 4 the rental value to a place that makes it worthwhile.

Q341 Mr Cousins: Some of the independent Q345 Chairman: It is advantageous to the banks
operators of charged for cash machine networks are because you do not need to pay an interchange fee
saying that they also ought to be able to charge an there at all. The dynamics of the market would
interchange fee on top of the fees they charge to indicate that there is an incentive to move that way.
customers or get charged. Do you agree with that? Mr Higgins: That is misrepresentative.
Mr Higgins: Hanco has not put forward that view.
Needless to say, it is a dynamic market, as we have Q346 Chairman: Tell me how it is misrepresentative
seen over the last few years, so things could change. because I cannot understand it.
As it stands today Hanco is not putting that Mr Higgins: Interchanges flow in both directions. I
forward. cannot talk for Doncaster railway station.

Q347 Chairman:Neither can I. There is a lack of realQ342 Mr Cousins: What about your own attitude
information here. That is why we are gathering asto this?
much as we can here.Mr Crosby: I do not think we would support it in
Mr Higgins: Let us assume we were the only free topractice. I do not think it is a big shift anyway. The
use ATMmachine in Doncaster railway station as ainterchange fee is modest in relation to the fees that
working hypothesis. If it was one of our customersare charged. It is not pivotal to the viability of those
who used that machine we would not pay anybodyremote locations in the eyes of either the retailer or
anything, but if it was somebody else’s customer wethe owner of the machine.
would receive interchanges. So it is in our interest to
be the only machine in such a location, this is ideal.Q343 Chairman: On the point about the growth of

free machines, there has been anecdotal evidence
Q348 Chairman: In a low footfall area there is anprovided to us of an increased concentration of free
incentive for the banks.machines and so there may be relatively little
Mr Crosby: It is marginal because the volume ofincrease in the total number of sites where free
transactions that goes through these charging areasmachines are available. For example, Westminster
is very small in relation to the total. When youtube station used to have only one free machine and
multiply that by the interchange fee being muchnow it has 4 free machines and some bank branches
smaller than the fee that is charged you see it isnow have 4 or more machines available outside. To
very modest.what extent do these developments account for the

growth of free cash machines over the years?
Q349 Chairman: We have got to define what theMrCrosby: I will try to answer that but probably fail
margin is.because I do not know the answer to that. We can
Mr Crosby:What is unusual about Doncaster—look at it and it is obviously a factor, but it is driven

by the demand for those fee freemachines.Wherewe
Q350 Chairman: I have never visited it by the way.put another machine in it is always because the first
Mr Crosby: I know it quite well. It does seem that itone is too busy in practice, it is for a good reason, but
is unusual to see multiple charging ATMs on theI cannot comment on the trade oV.
same site. What you see there is very clearly the
power of the owner of the site.Q344 Chairman: This morning before I came to the

Committee one of my colleagues mentioned that
Q351 Chairman: It is back to the Barclays point.Doncaster railway station has been refurbished and
That is an issue for us as well.she was telling me there used to be free cash
Mr Crosby: That will be whoever owns Doncastermachines there but that every one is now a charging
railway station.machine. Given that is a high footfall area, it just

seems odd there are no free machines available. I am
Q352 Angela Eagle: Two or 3 years ago whentaking the anecdotal evidence from her. That would
Barclays announced that they were going to chargetend to lead us towards the conclusion that the trend
other customers and potentially even dissolve thein this market is towards charging because if the
LINK structure there was a huge public outcrybanks oVset their free machines and there are
which forced them to recommit to their free
machines and then everything went quite and all of4 Note from Witness:Of the RBSG net growth of 351 in 2004,

28 were at branches and the other 323 were at remote sites. a sudden we realised that there had been a 40%
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increase in charging machines albeit in what you not they put a machine on the premises or not. The
retailer then will deal with Hanco. 60% of the newdescribe as low footfall areas. Do you not

understand how worried people are that this is just ones have gone into pubs and in terms of stock it is
about 50%. Another 20% of newmachines are goingthe banks trying to achieve what Barclays tried to

achieve a couple of years ago behind everybody’s into post oYces and 10% are going into convenience
stores. The retailer makes a decision to put thebacks by stealth?

Mr Crosby: I do recognise that concern. At the time machine there and the retailer then decides what the
fee is going to be, that is the model.of that event we were the lead player who stepped

back and said we were not going to charge at all. I
am not saying that was entirely altruistic. It was in Q356 Mr Cousins: But the eVect of that is that the
the interests of our customers but it is also in the country will be divided up into high transaction
interests of our strategy as a rapidly growing bank. locations and areas and low transaction locations
We are completely committed and I honestly believe and areas. Once the operators of sites, whether they
that all the major banks are. I do not think there is are railway stations or shopping centres or anything
any suggestion of stealth or any change of heart here else, spot what is going on they will say, “We are
at all. operating in the middle of a low transaction area.

We are going to shift all our machines on our sites
onto a paid for basis and make £1 per transaction inQ353 Angela Eagle: Do you not understand, Mr
the process.” That is how markets work.Higgins, that that is what people are worried about?
Mr Higgins: That is how markets work. That isPeople do not like having to pay to have access to
exactly the consequence of LINK being opening uptheir own cash and they especially do not like having
and the emergence of these machines. The decisionfees that vary. They do not like being told that they
to put charging machines in high footfall locationsmay have to pay but not really knowing until the
is not the banks’ decision. We have no control oververy end and then not always knowing how much
someone taking us out.they are going to be charged.

Mr Higgins: This is a direct consequence of LINK
being opened up on the back of the Cruickshank Q357 Chairman: We are interested in the public
report. It was predicted then that what would policy aspect here. MoneyBox gave us a submission
happen is there would be machines on locations where it spoke about the Competition Act strictures
where hitherto there had been nomachines.We have and I will quote it to you because it is supporting
expanded our free to use ATMnetwork during these what Mr Cousins and others are saying. They are
years. There is more opportunity to get at your cash saying to us, “However, the consequence of these
through a free ATM. What has happened through agreements has paradoxically been to encourage the
the development of Convenient Cash Dispensers is major banks and building societies to reduce their
there is an opportunity to get at cash where there on-going investment in remote ATMs as there is no
would be no alternative, this is greater choice and longer any commercial benefit in deploying
this is greater access. That has clearly been the and maintaining machines which generate low
development. transaction volumes. And equally perversely, the

methodology of calculating the multilateral
interchange fee has indeed encouraged eYciencyQ354 Mr Cousins: You have been talking about the
savings but by incentivising banks to prune theexpansion of your network. Before you take a
numbers of low revenue generating ATMmachines,decision to use a new location presumably you do a
most of them in remote locations.” It looks as ifbusiness study to determine whether this is likely to
there could be a divide in the future in the country.be a low volume location or a high volume location.
Mr Higgins:We have grown our number of remoteMr Higgins: Are we talking about our free to use
and we have—ATMs?

Q358 Chairman: We are talking about the publicQ355Mr Cousins: I am talking about your network,
policy aspect here. We know the great things RBSwhether it is your network you are operating
has been doing there. You get a gold star for that.through your subsidiary or whether it is your free
We are looking at the trend. There seems to be anetwork.
pretty persuasive argument there. Is that right, MrMr Higgins:We cannot talk about them together, it
Crosby?would be confusing. With the free to use ATM
Mr Crosby: I think the issue is how far it goes.network a machine will cost about £25,000. The

annual running cost, including the depreciation of
the cost, is about £25,000. What we have to do is Q359 Chairman: That is the nub of it.

Mr Crosby: It seems to us that provided the majorestablish what the likely usage of the machine is
based on footfall, we have to look at the rental where banks sustain fee free ATM networks you are still

going to get, in perpetuity, a very high percentage. Itit is not at a branch and go through quite a detailed
economic model of whether or not it is viable. That is the flip side of the concern that customers have

that they do not want to be charged for it andis what we do for the free to use ATMs and by
adopting that process last year we introduced a provided there is suYcient access to the fee free

estate and there is adequate disclosure at thefurther 480 to our free to use ATM network. Hanco
is a quite diVerent model. Hanco deals with charging site they will be used purely for

convenience.businesses. It is the retailer who decides whether or
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Q360 Chairman: We are coming on to that. Given Q365 Mr Beard: Has not the growth of charging
that the free standing started in 1999 when there machines reduced the incentives of banks like yours
were no charging machines and it moved to a to provide free access in deprived areas, because you
landscape where in terms of the state 40% are can always turn round to say any cash machines can
charging, one of the things that is occupying us as a be provided by charging operators and we do not
Committee is what the future landscape is. need to bother about that, or, if that is not you, then
Mr Crosby: It could be 50% and if it were 50% it your subsidiary Hanco could be doing it?
would still be less than 5% of volume was going Mr Higgins: Just remember that the convenience
through it. Arguably that would be more choice for cashmachines are going into areaswhere the footfall
still very little volume. There must be limits to how is so low. Remember in Hanco’s case it is less than
far it goes beyond that given the number of sites. 300 withdrawals per month compared to an average

for a fully functional ATM of 7,000 per month, so
the ATMs are almost very, very much going intoQ361 Angela Eagle: The dynamics of the market
areas where there was no machine, it is not aboutpush it that way as well. The only thing that stopped
replacement, but, as I say, sticking to the facts, wethe dynamics of the market getting rid of free
have more free to use ATMs in the bottom 20% ofcharging machines at all is your commitment as big
the country by postal code, postal district.banks to maintain your free machines when all the

dynamics are pushing you the other way. I am just
wondering how robust you are all going to be over Q366 Mr Beard: The point I am making is those
the next few years. areas, so low in footfall are very often the deprived
Mr Higgins: You can judge us by our track record. areas. We have had evidence, for instance, from

Speke in Liverpool.
MrHiggins: Speke in Liverpool is an interesting oneQ362Mr Plaskitt: Is it not intricately linked to your
because NatWest, which is obviously part of ourdecisions in the future about your branch network?
group, has a branch there, and an ATM there. WeIt is all very well you saying you will commit to

keeping free ATMs on your estate if the estate is are the only bank represented in Speke.
defined as branches, but what if you prune the
branch network as we have seen in the past?

Q367Mr Beard: But they are all charging machines.MrCrosby: In our case the pressure is to increase the
Mr Higgins: No, it is a free to use NatWest ATMbranch network rather than reduce it, it is the same
and a branch in Speke. That is beyond any question.volume issue. I do not think the pressures generally

on branch networks to reduce them are the same as
they were five or 10 years ago for all sorts of reasons. Q368 Mr Beard: There is a wide area which is not
Mr Higgins: For some time we have had an covered by free machines.
unequivocal commitment to maintaining the Mr Higgins: All I would suggest is that we are the
existing branch network. From 1999 we have had a bankers in Speke and we are the bank that has an
formal promise not to close branches. ATM that is free to use in Speke.

Q363 Mr Beard: Let us move on to this question of Q369 Mr Beard: But it does not change the pointfinancial inclusion. To what extent do you regard
that I was making. Mr Crosby, is it not the case thatyour banks as under an obligation to provide free
whilst you have got these chargingmachines you cancash machines away from existing branches as part
abdicate from responsibility for deprived areas byof this concern for financial inclusion of all the
saying those were, as Liverpool, for low demand, wepopulation?
can leave that to the charging people.Mr Crosby: Where we can in practical terms and
Mr Crosby: No, I do not think it is aseconomically we are committed to doing so. Our
straightforward as that.We have a half to two thirdscommitment to financial inclusion is evidenced
of basic bank accounts in theUK. That costs us a lotmostly through a very high market share of basic
of money, it costs us 25 to 30 million pounds a year,bank accounts and is in excess of a half to two-thirds
and it is important that we encourage such basicof basic bank accounts in the UK. Clearly in certain
bank account customers to use ATMs wherever it issites it just is not practical in this environment
suitable and appropriate, and we would not have abecause the retailer calls the shots. So there are
half to two-thirds of basic bank account customers iflimitations on that.
our branches were not conveniently situated for that
market. If our branches and ATM distribution

Q364 Mr Beard:Mr Higgins? network was inconveniently situated for that
Mr Higgins: In keeping with the way we run our market, we would not have more basic bank
business our obligations are to look after our accounts than the rest of the industry put together.
customers. If one ranks by socio-economic grouping
or aZuence the 3,500 postal districts in the UK, we

Q370 Mr Beard: Have your banks conducted anyfind that in the bottom 20%we have a higher number
research into cash machine provision to see whatof free to use ATMs per head than in the 80% above,
sort of spread of free ATMs there are and whetherso as a matter of fact we have a higher penetration of

free to use ATMs in the most disadvantaged areas. they are adequately available to all the population?
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Mr Higgins: No, we have not, but I think it is that somehow or other the costs are very low and the
£1.50 is generating a huge amount of revenue. So thesomething that as an industry we should do very

much in the interests of understanding some of the nature of the fixed cost of the transaction means that
whether it is £10.00 or £100.00 the actual cost of thedynamics behind your questions, which are

probably policy questions. provision is very similar. It is not unlike many other
things which happen in every day life. If you get a
taxi, the standing charge in a taxi is the same and theQ371 Mr Beard: Because certainly one independent
cost of the taxi is the same regardless of where youATM before us has noted that banks abandoned
might be.5deprived areas like Speke and they have only been

covered because they have moved in?
Mr Higgins: I have already mentioned our position Q377 Chairman: There is a big reason for telling you
with Speke, but the question— exactly when you have been charged?

Mr Higgins: That is right, and we are absolutely for
that transparency.Q372 Mr Beard: Do not concentrate too much on

Speke, it is just an example.
MrHiggins:Absolutely, but your question was have Q378 Mr Beard: The new Banking Code is going to
we conducted research to understand the spread of require banks to notify customers when they close
our ATMs with respect to disadvantaged areas. We the last bank branch within amile radius in an urban
have indeed. We have spent a great deal of time area within a 4 mile radius in a rural area. Do you
analysing that very question, and that is why I can think similar proposals should be brought in for
report that the bottom 20% of postal districts have a banks changing from free to paying cash machines?
higher representation of ATMs than the top 80%. Mr Higgins: We would be very happy to go along
We have conducted that. with that. We are totally committed to both the

branches and the ATMs.
Q373 Mr Beard: Free ATMs?
Mr Crosby: This is free ATMs. The bottom 20% by Q379 Mr Beard:Mr Crosby, your submission notes
postal district have got a higher representation. that around 65 of the machines that HBOS sold did

not have another free ATM machine within two
miles. Will you be notifying your customers livingQ374 Chairman: One of the things that interests us
nearby if these machines are converted to charging?is exactly where the free ATMs are located, where all
Mr Crosby: Yes, we will very much comply withthe ATMs are located, because we could have a
the Code.small town with a high street where the free ATMs

are and the records show that that is in a deprived
area, but everybody comes in to shop and it is a high Q380 Mr Beard: I am sorry?
footfall. We would like as much information as Mr Crosby: We will obviously be complying with
possible as to the location of these. You mentioned the Code.
Speke as well. The CAB response to us said that
there was nothing in Speke; so if you could give us Q381 Mr Beard: The code is not there yet. I am
information as to that we will compare that with the suggesting it might be.
evidence we have received from CAB perhaps. Mr Crosby: I am leaping ahead. I agree it should be
Mr Higgins: I would be delighted. and we would.

Q375 Mr Beard: One of the issues in this is the Q382 Mr Beard: Consumer groups have called for a
number of people now with the basic bank account cap on the charges and I presume that you would
who use cash machines, but very often they just take both object to a cap on charges.What would be your
out what they want for their shopping expedition, grounds for objecting?
which maybe as low as £10.00 and they are charged MrHiggins: I think market forces mean that you do
£1.50 for it, so they have been disproportionately not need caps. Again, in fact referring back to the
charged. Is there any way in which the cards could Cruickshank Report, it was stated there—I cannot
diVerentiate between people on benefits who could quote it absolutely word for word—that your price
be charged less than those who are not? controls are a last resort. I think they are beyond
Mr Crosby: I think it is unlikely. The data is there, that. Market forces are very good at determining at
but it is really amatter for those, it has to be amatter what level charges should be.
for those companies that are charging, I am afraid,
but in principle I think it would be quite diYcult Q383 Mr Beard: How would market forcesbecause the data would not be there to drive that. determine that everybody is charging £1.50 and

some £5.00?
Q376Mr Beard:MrHiggins, have you got anything
to add to that? 5 Note from Witness: All holders of basic bank accounts
Mr Higgins: I would just say that the charges for (including 662,000 RBSG customers) can obtain cash free at

Post OYce counters such as the Post OYces in Speke. Otherswithdrawals are typically fixed and typically £1.50.
choose to use the Post OYce Card Account free of charge.Just bear in mind that the total cost incurred in our
Both these services are designed to accommodate the needscase by Hanco and the retailer when you combine of those on low incomes. RBS is providing £30 million over

them are actually more than two-thirds of that; so I five years towards the cost of this Universal Banking
Services Scheme.think that sometimes there is this misunderstanding
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Mr Higgins: Very few are charging £5.00. The Q387Mr Beard:We are really talking about fairness
across the whole range of incomes, and theseretailer who is charging £5.00 has obviously
standard charges bite more on the people with lowdetermined that customers are happy to pay it. If
incomes than the larger incomes. That is whatcustomers do not pay it, it will not stay £5.00 for
proposal is intended to make it fairer, so why is it tolong.
be dismissed so out of hand?
Mr Crosby: I think if those who are charging for the

Q384MrBeard:MrCrosby, the question of the cap? machines can make that work, can make it
Mr Crosby: In practical terms I do not have any commercially viable, then I can see the argument
objection to a cap on the charges, but I suspect it that it gives an outcome which is pro financial
probably would not be legal. I think there are some inclusion and therefore to be supported.
concerns as to whether it would be legal. I am sure I
have seen that. It is also a question of whether it

Q388MrBeard:Why should it not work? It is boundwould actually change very much in practice,
to work. If you have got your costs, you just have tobecause across the broad breadth of charging
work out what the percentages are?machines I suspect youwill find thatmore than £1.50
MrCrosby: There are some practical issues, but, likeis not sustainable anyway. These machines cost
all these things, if it is commercially sustainable ittwice as much to maintain, they attract many fewer
can be made to work.transactions, and in that environment it seems to me

that there will be a natural ceiling, and it may be that
we are seeing that already. The fact of the matter is Q389 Chairman: The new LINK rules require a
that in principle I do not object, I just think that the message to be displayed on the screen saying that
law will stand in the way if there were to be an this machine will charge up to a certain amount for
industry move in that direction. LINK cash withdrawals. Would you be in favour of

setting a minimum size for this message? The reason
I ask that is that I have the 14 point size. Mr Crosby,

Q385 Mr Beard: But the counter argument to what you are screwing your eyes up, and may well you
you have said is that there are significant numbers of screw your eyes up—
machines that are charging £5.00? Mr Crosby: I have got bad eyesight, as I said before
MrCrosby:Yes, but whether that is sustainable.We
are in the early stages and we are seeing how this

Q390 Chairman:—because what I am going to showsettles down and I am suggesting that in the longer
you is the samemessage that you cannot read here interm the sustainable charging level will not be £5.00
96 point. Would you not fancy it being in legiblein today’s money terms.
form on the machines in bigger print so that people
can understand? We went downstairs to the Post
OYce just now. Remarkably, the Alliance andQ386 Mr Beard: Going back to this question of
Leicester machine says, “This is a free machine.financial inclusion and the use of these cards and
There is no charge for this”, and it is in huge bigthese machines by people on benefits, some
print. On your way out go down and have a look atconsumer groups have suggested to us that a sliding
it. I will take you down and you can see it. Why is itscale of charges would be fairer where the charge is
in the House of Commons they have put that in? Ibased on a percentage of what is withdrawn. That
just wonder, but there we are.sounds reasonable, does it not? Why is it not
Mr Crosby: The fact of the matter is that we have allappropriate to bring that in?
supported the transparency initiative with a view toMrHiggins: I think I go back to an earlier comment.
it being eVective, and after it is implemented in JulyThe actual underlying cost when you aggregate the
it will be monitored and part of the test will be thatcost to Hanco in Hanco’s case, and I can only speak
it actually is getting across. So if it has to be bigger,to Hanco in this sphere, if you aggregate Hanco’s
then it should be.costs and the retailer’s costs you get to two-thirds of

the £1.50, roughly speaking. So this idea that
somehow the sliding scale could go from a very low Q391 Angela Eagle:Why has it taken so long for this
number to a much higher number, what you would agreement to come about? It is welcome that there is
have is a scale that went from £1.00 plus something going to be an agreement, and clearly we have got to
to whatever the highest rate was, so it would not look at some issues about how large and in what
make that big a diVerence. The second point would form the messages are, but why has it taken two
be that it would be much harder to be as transparent years since the big growth of these machines to bring
as I think we all want to be, and a subject we will be any transparency at all to charges? These machines
coming to, I presume. Finally, it could have a rather say “free” in big letters quite often, and then in tiny
odd impact on customers’ behaviour, where instead letters “balance statements”, which I think is
of just taking out a single transaction they break it deliberately misleading in terms of the message it
down into smaller ones if that seemed to be viable, gives to potential users. Is this not damaging to the
depending on what the sliding scale was, and all that whole ATM industry?
would do is drive up costs—the two-thirds of £1.50 Mr Crosby:Yes, I agree with that—I think it should
would rise as the basic cost—so I do not think it have been done earlier—but we are doing it and we

are going to do it properly.would take us to a better place.
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Q392MrPlaskitt:And you said it will bemonitored. Q400 Chairman: So you are going to do that?
Mr Higgins: We are doing 36 point; that has beenMr Crosby: Yes.
agreed after looking at it from the customer’s
perspective.Q393 Mr Plaskitt: By whom?

Mr Crosby: It will be monitored by LINK.
Q401 Chairman: The reason I ask that is that when I
asked, I think it was LINK the last time, “I am goingQ394 Chairman: Can I just interrupt you? We had
home to my constituency on a Thursday night and ILINK in front of us and they said, “Look, we
go down the main A22 road and on the left-handdepend on people phoning in.
side there is a garage with Esso petrol at 78.9. On theMr Crosby: Can I move on from that, because I
right-hand side there is BP at 81.9.” So I say, “Whatthink it relates to the observation wemade earlier on
am I going to do?” Being awise guy I go theEsso andabout us being keen to get this under the Banking
save £1.50 on 50 litres. We have got cash machinesCode Standards Board who actually have the
in front of us here and, as I mentioned, we have gotcapacity to monitor these things. We have not
4 cash machines in this room in each corner. What Isupported this transparency initiative with a view to
have got to do with my card is pop it into the cashit not being implemented in a way that works.
machine, gives me every transaction, and then the
penultimate message says, “Oh, it is going to cost

Q395 Mr Plaskitt: But when we had LINK with us you that.” Then I go to the next one, the next one
I asked them what sanctions they had to use against and the next one and then I go back to the middle of
members who were not compliant with that the room and I say, “What was the one that was the
agreement, and essentially they have not got any cheapest?” That to me seems nonsense in today’s
apart from expelling people, and they have never environment.Why canwe not have a set-upwhereby
expelled anyone. we have things in large print that, “This machine will
Mr Crosby: There is a first time for everything, and charge”, and also tell what the charge is going to be.
we are committed to this and I am sure the other That seems to be fairness above all. If petrol stations
major banks are, and we will definitively make sure can do it surely cash machines can do it.
it happens either through LINK or through the Mr Higgins: Can I, first of all, say we are absolutely
Banking Code Standard Board. It has to happen. committed to transparency and it will be—

Chairman: No, no, I am asking you a question, Mr
Higgins. You have mentioned transparency endlessQ396 Mr Plaskitt: I think it is rather important to
times this morning and I am delighted.determine who does it, because we have established
Mr Higgins: It is importantthe constitution of LINK, and we know who runs it

and who controls it and their representatives have
admitted to us that they have no sanctions to use Q402 Chairman: On you go. I am trying to pin you
against people who are not compliant with its rules; down on this one.
so what is it worth? Mr Higgins: But it is a mere increase and we will
MrCrosby:Can I oVer to take that away, go back to continue to look at the diVerent ways we can do it.
LINK and come back to you on this issue with Mr Specifically to that point, we will have to look at
Hayes? We will come back to you together on customer research to determine whether that would
exactly how we are going to make sure it is be better or not. You talk about petrol stations here,
implemented. in every day life there are many—
MrHiggins: I would just like to make two points on
transparency. Number one, Hanco is already

Q403 Chairman: Look at me. I am one of yourextremely transparent. There is already amessage on
customers, I have got one of your bank accounts,the ATM screen which says, “Youmay be charged.”
and I am telling you, as a longstanding RBSIt says “may” because it is not—
customer, I want you to put that on your machines.
If you value my custom, go and do it.

Q397 Chairman: We want to move onto that one. Mr Higgins: We always look at customer research;
Can we just take you on that one? The first thing is we are constantly doing it. We have been absolutely
that on 14 point, as I say, both of you screwed your committed to doing the right thing all along, but in
eyes up, so therefore I think in terms of the font size everyday life there are many examples. You choose
it is important to look at that. petrol stations, but youwalk past a few pubswithout
Mr Higgins:We are already completely— knowing how much it is for a pint of lager.

Q398 Chairman: Would you go back and look at Q404 Chairman: But you go in and you ask them
that? what it is for a pint of lager. You do not need to put
Mr Higgins: We have already looked at it. We are something in a machine that waits 5 minutes to tell
already committed to a 36 point. you your perfectly foreign Guinness will be £1.00. It

does not happen that way. Therefore, why can you
not act in this transparent way, and when you sayQ399 Chairman: But when are you going to

introduce that? you are committed to transparency I am not letting
you oV with that. Will you take that back and lookMr Higgins: We are doing it. That is what we are

implementing for the deadline. at that so you can get signs on that?
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Mr Higgins: Yes, absolutely. not in force, and if you looked at the evidence last
time from LINK, they were telling us that theyMr Crosby: I am getting it.
depended on people phoning in and that does not
seem satisfactory; so if you looked at that aspect thatQ405 Chairman: Again, a lot of consumer groups
would be important. Also the Banking Code, ifhave mentioned to us many cash machines currently
ATM operators could be signed up to the Bankingdisplay a sign saying, “free”, and it is a big “free”,
Code that would be very helpful, as I say, because I“balance inquiry”. They suggest that is misleading.
and my colleagues have made complimentaryFor the record what is your opinion?
comments regarding the Banking Code; and, whilstMr Higgins: There is a charge. It is free to the
there has been an increase in free ATM machines,customer but there is an interchange takes place, but
the anecdotal evidence to us is that the concentrationwe fully support that it could be misleading and it
of them could mean that is at the expense of spread,takes you to the sense of fairness; so we would fully
and I think that is an important point that we wantsupport that and, in fact, we are determined to make
to look at and to place large signs on cash machinessure that there is no other alternative to that.
showing the charges away from the 14 point, I think
that is a step forward which you could take away.Q406Chairman: So there is a case for looking at that
Mr Crosby, you wrote to me last week saying thatagain and maybe banning the word “free” on that.
the machines that you sold to Cardpoint provided aMr Higgins: Absolutely.
prominent sticker providing a list telling people,
“This is now going to be charging in 30 days”, whichQ407 Chairman: Lastly, if consumers are going to
is helpful and I think you also promised to notifyhave a clear choice between free and charging cash
customers living near free machines that they weremachines, do you not think there is a need for
converted to charging. So that has been helpful to usimproved signage to make it clear that the machine
in terms of our inquiry. It is a public policy issue, notis free. So if people say it is a free machine, I am
only that, it is the future of thesemachines, and yourstanding in the middle of the room and, hey presto,
submissions and your oral evidence thismorning hasI jump across to the corner because that is free.
been extremely valuable. Thank you very much.Fair enough?
(Short pause)Mr Higgins, Mr Crosby, can I just askMr Higgins: Yes.
you to sit down again. Therewas a question Iwanted
to ask you; it was important. We are having the PostQ408 Chairman: Good. Which?—which is maybe
OYce in I think in the next couple of weeks and wenot your favourite organisation—submitted a pretty
want to ask about the Post OYce, because what theycomprehensive submission to us and they suggested
are saying to us is that you are not allowing yourthere could be some sort of standardised labelling,
current account customers to withdraw cash freesuch as a large triangle for a charging machine and
over Post OYce Counters. What is the reason fora large circle containing the word “free” for free
that, because we want to be ready for them comingmachines. What do you make of that?
in? Is it a cost issue or is it a reaction to the PostMr Higgins: Just having a logo?
OYce continuing to extend its oVering of financial
products such as personal loans? Mr Crosby?

Q409 Chairman: Yes. Mr Crosby: Purely cost.
MrHiggins: I think what is important is that there is
enough information. A single logo would be applied

Q412 Chairman: Cost.to a variety of diVerent kinds of charging machines;
Mr Crosby: In negotiations we have had in the pastso we prefer to look at it, but I do not think it is as
they have been seeking to charge us significantlystraightforward as it might seem at first sight
more per transaction than the same transactionbecause it would be deemed tomean a lot of diVerent
would cost inside our branches; and the fact of thethings potentially, but we would look at it.
matter is that we are not, amongst our customers,
getting very significant responses encouraging us toQ410 Chairman: In terms of improved clarity and
provide that service. If customers told us, “We reallytransparency it could be better?
want access through Post OYces; it is reallyMr Higgins: Yes.
important to us”, and/or the Post OYces gave us a
more economic proposition, we would be there.

Q411 Chairman: This session has been very helpful MrHiggins:Our basic bank customers, of which we
to us. What I and my colleagues have taken out of have got more than 662,000, have access to the Post
this session this morning is that we have expressed OYces, but beyond that they do not, and a basic
our concern about the LINK rules regarding issue here is that the Post OYce is in competition
transparency of charges which have been decided at with us.
confidential meetings and I think it would help the
industry itself, and particularly customers, because

Q413 Chairman: Is that a cost issue then?you are all competing with one another. You are
Mr Higgins: Competition is more of an issue thancompeting like mad with Mr Crosby. You are
cost.smiling at each other this morning, but for the rest

of the time you do not smile at each other, and I
know that. Therefore, if you could put your point of Q414 Chairman: That would indicate that whilst Mr

Crosby will go back and maybe look at this issue,view across it would be very helpful and the
confidentiality thing go. In terms of the rules that are you are absolutely determined not to take them on.
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Mr Higgins: We are not absolutely determined Q415 Chairman: It is competition. It is nothing to do
with cost then. Even if they reduced the cost, youabout many things. Time will tell what we do. We

react to the circumstances we find ourselves in. It is want to act on your own. Is that what it is?
Mr Higgins: That is what we are set to do.an area of competition.
Chairman: Thank you very much.

Witnesses: Mr Peter McNamara, Chairman, MoneyBox plc,Mr Ashley Dean,Managing Director, TRM,
Mr Ron Delnevo, Managing Director, Bank Machine Ltd, and Mr Mark Mills, Group Chief Executive,
Cardpoint plc, examined.

Q416 Chairman:Good morning and welcome. I am Q420 Chairman:Mr Mills?
sorry the first session ran over, but you were all Mr Mills: I was not present personally, but on the
present and you heard my outline at the beginning day apparently there were lots of iterations of the
on this being a public policy issue andwe are looking transparency vote, but overall we voted against them
at the future of the market. I think Mr Delnevo, on the basis that they did not seem particularly
Bank Machine Ltd, has written to us and said that workable. To take your example of petrol stations,
in terms of the development of cash machines it has it would possibly be distracting to put too much
been a “win-win” situation already, so I do not think information about a charge within a petrol station at
I will go along the table and ask you that. I presume the roadside.
you all agree with Mr Delnevo that this market is a
win-win one? Okay; thank you. For the shorthand-

Q421 Chairman: I am not talking about petrolwriter could you introduce yourselves?
stations. I have passed petrol stations and cashMr McNamara: Peter McNamara, Chairman at
machines are away from petrol stations, so it isMoneyBox.
nothing to do with petrol stations. You choseMr Mills: Mark Mills, Chief Executive of
whether you think of going for petrol and thenCardpoint.
drawing money at the same time, so it is nothing toMr Dean: Ashley Dean, Managing Director of
dowith that, but you voted against.MrMcNamara?TRM.
Mr McNamara: We voted against, and letMr Delnevo: Ron Delnevo, Managing Director of
me explain why very quickly. The NetworkBank Machine.
Management Committee, a sub-committee of LINK
that the ATM owners go to, all the combined IADs,

Q417 Chairman: We will come on to discuss the although, as we know, having nearly half the ATMs,
details and the rules of transparency charges later in have a total voting power that does not amount to
this session, but LINK told us that five members 1%, and, frankly, LINK, owned largely by the
voted against the new requirement for approved banks, is extraordinarily good at imposing
transparency at themeeting on 14December, and, as transparency on other organisations and not on
you heard earlier, LINK were unable to supply us themselves; and while we are very committed to
with the names of the companies that voted against transparency, indeed I would argue it is probably the
the new requirement because of what they said were most transparency service transaction you ever do,
“confidentiality agreements”. Can you each tell us this is not reciprocated by all the banks’ activities in
whether your companies voted for or against the terms of transparency at ATMs themselves, and, for
requirements for improved transparency and, if you the reasons I have outlined and that voting structure,
did, give your reasons for your decision? I do not believe that the LINK organisation, as
Mr Delnevo: Against, because LINK was simply presently operating, acts necessarily in the interests
rushing to react to the fact that there was a Treasury of consumers nor of eVective competition in the
Select Committee rather than spending time industry.
properly examining all the issues.

Q422 Chairman: Maybe the ordinary person in the
Q418 Chairman: So LINK are opportunists, are street would draw the conclusion that three of you
they? are not in favour of giving customers clearer
Mr Delnevo: You used those words. I am not using information?
them. I have given my position. MrMills:Not at all. Mr Chairman, our business has

been based from inception on the process whereby
we explain to the customer that it is us that is makingQ419 Chairman:Okay, we will maybe come back to
the charge and we give them the free choice to saythat. Mr Dean?
whether they accept the charge or not. In addition toMr Dean: As it happens TRM voted for the
that, our machines, in our case andmy competitors’,proposal, and I think that was on the basis that
are invariably brightly coloured and do notprimarily we would like to get on and run our
display particularly bank names. Therefore, whenbusiness and are very happy for things to be
somebody approaches one of our machines, we aretransparent and were keen, therefore, to do and to
not coercing them in any way; we are providing asupport anything that allows us to move on from

this issue and get on with our business. service.
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Q423 Chairman: No, the bank’s, for example— provide a service and we say to people, “There was
not a machine there before”, if it is a newmaybe Mr McNamara has got something against

the banks, but I showed them the 14 point sign on the installation, “If you wish to use it, there is a charge.
If you do not wish to use it, then please carry onmachine when you make withdrawals—nobody

could see it at that distance—and they are saying using whatever existing arrangement you had with
your bank, with your Post OYce with cash-back atthat they are going to take it back and look an

increase the signage. Whilst you voted against it, supermarkets.” There is no degradation in service.
Our business is purely to complement and providewould you be willing to increase the size of print, for

example? an additional service to the general public.
Mr McNamara: Completely. Let me make it quite
clear. I have no objection to the transparency of our Q427 Mr Beard: Mr Dean, is there anything you
charge, or, indeed, the charges displayed on the would like to add to that?
resting screen. It is displayed where you put the card. Mr Dean: No, I think Mark sums it up about right.

It is broadly, in fact entirely, consumer led. It could
not really operate on any other basis, I do not think.Q424 Chairman:No, that is further on because there

is progress to be made on that. It just seems
disappointing that the 3 of you voted against that. Q428 Mr Beard:Mr Delnevo?
By the way, would you not prefer the rules to be Mr Delnevo: The fact is that the first bank ATM
public so that everybody knows what is happening? went in in this country in 1967 and the banks had a
Mr Delnevo: Absolutely. There is no problem with 30-year window of opportunity to provide the ideal
that, but it is interesting that the people at the service for the British public. They did not take it,
Nationwide themselves submitted— and the fact that the number of ATMs has almost

doubled in the last 6 years indicates that there was a
gap in the market, as Mark has referred to, andQ425 Chairman: No, hold on.
independents have filled that.Mr Delnevo: Can I just say something?

Chairman: So you are interested in that. We will get
on, we will have a sensible discussion here, Mr Q429Mr Beard: The question is why has it grown in
Delnevo, and you will get your say just as much as the last 6 years?
everybody else. There are 4 people and I am trying Mr Delnevo: Because independents were allowed to
to balance it out. Okay. exist from 1998 onwards.

Q426 Mr Beard: What factors have led to this Q430 Mr Beard: So it is this access to the LINK
dramatic growth in charging cash machines over the arrangement that has caused it?
past 4 years? Mr Delnevo: Initially it was sponsorship through
MrMcNamara: Shall I start on that one? One factor LINK members and then independents were
which is quite significant has been, of course, allowed to becomemembers in their own right in the
the admission of non-banks into the LINK year 2000.
organisation, essential to move the transactions
around. The second one, quite straightforwardly, as Q431 Mr Beard:Many of the submissions you have
we said in our submission, in part has been that the made refer to the fact that withdrawals from
average costs are all the recovery that banks make charging machines are currently only at 3.6% but by
from having a remote machine. Average cost means 2003 the growth rate was 48%, which is huge? Do
by definition half the machines you install will make you expect that growth rate to go on?
a profit and half will not at a location, so the Mr Delnevo: No, I would not necessarily think so.
locations for banks only work where there is that The bank said earlier that they did not think that the
very high footfall for a free machine that Mr Crosby percentage would go beyond 5%, and I would tend
referred to, and, in eVect, it is the gap in the market to agree with that.
that is created for low transacting machines,
typically a tenth or a twentieth of that of a free bank

Q432 Mr Beard:When is it said to be another 5%?remote machine, coupled with, if you like, the
Mr Delnevo: Over the next few years.capacity to charge that have made more ATMs

economic.
Q433 Mr Beard:What is the other view?MrMills: It is purely consumer led.We installed our
Mr Mills:With respect, 48% to take us to 3.6 of thefirst machine when there were just under 30,000 free
market in overall terms is very—machines. One would argue at the time that the

country was well served and the banks were
providing adequate service; there did not seem to be Q434 Mr Beard: It is actually 3.6 now.

Mr Mills: Sorry, if we got to 3.6 with an increase ofpeople protesting that there was an inadequate
number of machines. We installed our machines on 48%, then we must have been at 2.4 presumably. So

in the overall scheme of things we have only moveda pure service basis, providing, we believe, better
availability than the banks, and the customers have 1.2% of the whole landscape of transactions towards

charging, but given than in our own business thecome and repeatedly come to our service; so I speak
for all of my peers here when I say that the vast underlying growth on our machines is about 70%,

that would indicate that people are not just happy tomajority of our customers repeat use our service
month in month out, and that is in any area. We use them the first time but probably the fiftieth time
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because they are either saving time or saving on the arrangements, and, as I say, at least a couple
of hundred sites in my case, it is perfectly possible tosomething, convenience, by using one of our

machines. run those profitably based on that 31 pence
interchange.Mr McNamara: I would say that the importance to

banks of having free ATMs for their customers and
their service is so important that the banks will Q438Mr Beard:MrDelnevo, the question was what
always take actions to make sure that there are a is your definition of “convenient”?
very large number of free machines available for a Mr Delnevo:We would echo what MoneyBox says,
very large number of their customers. it is the public who choose to use the machines. If

they decide it is convenient for them to use an ATM,
that is their choice.Q435 Mr Beard: So you are not expecting that sort

of growth rate?
Q439 Mr Beard: That is skipping the question.MrMcNamara: So Iwould anticipate the growth, as
Mr Delnevo: No.you say, topping out at probably around 5% of all

transactions in due course.
Q440 Mr Beard: Choice is not an answer to what is
convenient. What is convenient is that it is near, orQ436Mr Beard:When LINK admitted a number of
it is a better quality service, or it is cheaper orcharging operators back in 2001 they noted that,
something?“The new machines will be situated in ‘convenience’
Mr Delnevo: Convenience is not something that hassites that have not previously justified a cash
a standard definition for every human being.machine”. How do you define “convenience” in

this context?
Q441 Mr Beard: That is the definition that has beenMr McNamara: I think convenience is probably a
given by LINK. That is why I am asking you.wrong word. I would say there is a high degree of
Mr Delnevo: You are asking me for my definition.choice. In some cases there may be a long way to go

to a freemachine; in other cases the physical distance
Q442 Mr Beard: I am asking you what is yourmay not be great, but the consumer is prepared to
definition of convenience?Why do people go to yourpay the cost of the charge rather than travelling a
machines if they have to pay, rather than going to asmall distance; and given both the existing and
free one?forthcoming clarity of that charge, I think that is just
Mr Delnevo: Because it suits them to do so in theira consumer choice preference.
own individual circumstances. It is aboutMr Mills: I think “convenience” is defined by the
individual choice.individual. For some people it is more convenient to

remain where you are than to walk 10 feet to use
Q443 Mr Beard: But that is bucking the question.another machine which may be free, and at the end
Mr Delnevo: No, it is not. It is answering theof the day we present the choice to the consumer.
question.The consumer’s choice has not been reduced in any

way, shape or form because there are more free
machines andmore free access to cash than there has Q444 Mr Beard: What, in your view, are the
ever been. circumstances which influence that choice?
Mr Dean: The key word, as you have already heard, Mr Delnevo: The circumstances vary. If I am in a
is choice. It can be a machine that is in a pub or a pub and it is nice and warm and I am having a drink,
club, for example, where next-door or outside there I may not choose to walk 100 yards in the cold
is a free machine, but if it is convenient enough in the because I do not want to do it. That is my choice. It
eye of the beholder, as it were, to use that machine is convenient for me to use the ATM in the pub.
there, then that is whatwill happen. Imight also add, Equally, it could be about a half-mile walk. I do not
I think there is an underlying assumption that want to walk that distance and back to save £1.50.
independent machines equals charging machines; As I said in my submission to the Committee, the
and while that is for the most part true, it is not fact is it is not worthwhile for the average person
exclusively true and, therefore, will not necessarily spending more than a few minutes searching for a
remain in the case in the market. For example TRM free ATM or queuing up because the fact is £1.50 is
have an estate of something like 4,000machines over not a high percentage of somebody’s hourly pay.
200 of them are already free, and that is merely
a product of the economic and commercial Q445 Mr Beard: By and large convenience equates
arrangement around those particular sites. It may be to how near they are?
that we see more sites that are free to use and yet run Mr Delnevo: How near and the proximity, yes.
by independents because they believe, and I think we
probably do believe, that we can run them in a more Q446 Mr Beard: If you have got this sort of growth
economic and eYcient way. and you are pushing to expand your estates, is this

going to push the rents up? Is this happening? Are
you finding that the rents where you want to placeQ437 Mr Beard: If they are free, how are you going

to make anything out of them? your machines are going up now?
Mr McNamara: Yes, it is. It is a competitiveMr Dean: The revenue would simply come from the

LINK interchange which you talked about in the environment to acquire sites or ATMs that attract a
good number of customers to use those sites. Quiteprevious session. In some circumstances, depending
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clearly, this is not particularly new; it has always Q453 Chairman: LINK have given us a submission
and they have never mentioned that there are rules?been the case that banks, before the existence of

IADs, would pay to have a good site for their ATM, Mr McNamara: I do not think that is right.
MrDelnevo:No, it is not right. I do not believe therebecause clearly the more transactions anATMdoes,

whatever the basis of its charging, broadly speaking, is a cap in pricing.
the better the economics of that ATM siting.

Q454 Chairman: I think one of you ruled against a
Q447 Mr Beard: Do you all agree with that? Your cap in prices in your submission. It was so red hot I
expansion is now pushing the rents up on possible had to put it down halfway through reading it.
sites? MrDelnevo: I think the bank’s have a cap on interest
Mr Dean: I can perhaps put a slightly diVerent rates and credit card charges. Maybe we can look at
flavour on it, but, as I see it, I think what is capping ATM charges, but the truth is that the
happening from the retailers’ perspective is that they industry is not exploiting. Nobody at this table has
are certainly becoming more educated, I suppose, in admitted having an ATM over £2.00 charge. The
understanding the potential of the market, but I Royal Bank of Scotland admitted that Hanco had a
think what that is leading to is perhaps more machine that was £10.00 this morning in that club
customisation of commercial oVerings. That may be that was referred to, but that is probably one
a fixed rent, it may be a percentage of the surcharge, machine in the whole country. You would have to
it may be nothing at all, depending on what is the ask the Royal Bank of Scotland about that. We
priority for that particular retailer. It might be that would not know because we do not charge that kind
just want people in the shop because of the of price.
additional spend that that might generate; it might
be the income or rent, as you put it, from Q455 Mr Beard: During this phase where you are
the machine itself. So I see a more complex aggressively expanding, as it appears to be the case,
customisation developing. you must also be competing very strongly to take

over the free cash machines. Is that right?
Q448Mr Beard:How much is the pressure from the Mr Delnevo: The fact is that expansion has not been
retailer for higher rents going to influence the level through taking over the sites that banks have. Less
of charges you are making? than 4% of the independent ATM network is old
Mr Dean: I guess, like everything, there is an bank sites taken over by the independents. Most of
optimum point, and part of our placement process is those sites are green-field sites where there were
around trying to decide what that optimum point is. never ATMs before.
If one charges too much, frankly people will not use
it. If one charges too little, then there is not enough Q456 Mr Beard: That may be the case but I ampotentially to make the machine viable. It is more a

saying is that not likely to be a consequence of yourquestion of picking the right point in a situation.
aggressive expansion if you are going to go on even
for two or 3 years expanding to around 50%, thatQ449MrBeard:What is the diVerence between a site you will be pushing aggressively to takeover thewhere you charge £1.50 and, say, £5.00? free sites?Mr Delnevo: Excuse me, can I just say that the Mr Delnevo:We are finding that the banks are nownumber of ATMs charging more than £2.00 in this competing aggressively as well to hang on to freecountry is incredibly small. My own company does sites. It is a free market and everybody must decide.not have a single ATM charging more than £2.00,

and it is not just a case of retailer pressure, site
Q457 Mr Beard: Can we have remarks from the restpressure; we would refuse to put in an ATM at more
of the panel?than £2.00.
Mr McNamara: I would be surprised if the banks
would sell many of their free site machines becauseQ450 Mr Beard: Is that true of all of you? Who here
of the importance of them maintaining theirhas got machines that are operating at £5.00?6
relationship with their current account customersMr Mills:We have not, and I think that the—
that are the cornerstone of their profitability, so I
would judge it to be a rather foolish move by a bankQ451 Chairman: What is the highest charge you
to sell oV those free sites, but, quite clearly, we as amake then?
business are keen to obtain more ATM sites that areMr Mills:My highest is £2.00. May I just add that
useful. I do not think they are going to be at thethe alleged story about the £10.00 one probably is
expense of bank ones and, indeed, almost all the sitesnot true, because I think there is a LINK rule that
we have deployed, 99% of the 2,800MoneyBox has,says you cannot charge more than £5.00 anyway; so
are in locations where there were no ATMsI would like to know—
previously.
Mr Mills: If I may add that the retailer drives this,Q452 Mr Beard:Whose rule is that?
because we can say to the retailer all day long thatMr Mills: It is a LINK rule.
“If you install one of our machines we will pay youAngela Eagle: Does it help though?
X”, but the banks can also say, “If you install our
machine, there is no charge payable.Wewill pay you6 Note from The Royal Bank of Scotland: Hanco have one
Y”, so the retailer decides. Our retailers are verymachine charging £10, the retailer determines this fee.

Hanco does not set the fee. happy with our business model and we have
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shown them other attributes other than just a Q461 Mr Plaskitt: No. I think you might recognise
this.straightforward economic equation that they might
Mr Mills: I do indeed.profit more from a supply and a charge, ie better

availability and better service, but the retailer can
always say, “I do not wish to have charging Q462 Mr Plaskitt: That is one of your machines. It
machines. I am prepared to have free machines that is actually the one that is in themotorway services on
take less income from that piece of business, but theM40 at Oxford. Whereabouts on that machine is
perhaps see more customers.” the sign that tells the customer he or she is going to

be charged for using it?
MrMills: I think it is in two places, if not 3, becauseQ458 Chairman:MrMcNamara, the point that you
I can see a sticker where the dispenser of cash is, butmade earlier about the major banks almost having
also I think that we may display it on the screen asabandoned installation of remote machines—this is
well, and lastly we ask the question at thein your submission—and the banks, you say, have
appropriate time whether the customer accepts thesought by various means in the course of disposal to
charge and how much the charge is.divest themselves of existing portfolios of low

volume ATMs. The submission we received from
Barclays indicated that they are finding it diYcult to Q463 Mr Plaskitt: It is there?
compete with the new independent ATM firms. In Mr Mills: Yes, near the dispensing mechanism.
terms of the landscape in the future do you see a
landscape where you will have free ATMs with the

Q464 Mr Plaskitt: Down there?banks largely on their estates and youwill bemoving
Mr Mills: That’s it.to a charging regime elsewhere, so you will have that

situation developing?
Mr McNamara: Yes, in a quick word, I would Q465 Mr Plaskitt: That is where it says it? How
imagine that still the vast what majority of many of your customers operate the machine when
transactions at ATMs will remain free, as we have they are standing that far away from it? How many

customers have 4-foot long arms?said, around 95%. I imagine that there will be a
Mr Mills: Not many, I would imagine, but I wouldgrowth of charged ATMs at low footfall locations,
add that that signage is when— The rule or the codebecause that is the economics of our type of
regarding eye-level was not necessarily in place then.deployment.
We have been telling people since inception that
there is a charge and, given the new rulings, we are

Q459 Chairman: I understand. From a public policy upgrading howwe tell them by displaying it on all of
viewpoint, from our perspective you could have a the front screens, and we are going to put it on the
situation where you have the non-charging signage in accordance with the LINK rules.
environment, which covers a large percentage of the
estate, and you can have companies increasing their

Q466Mr Plaskitt: I took this picture last Thursday?charges because there is not any competition in these
MrMills: It is not in place yet, Mr Plaskitt, is it? Weareas from free ATMs because you have admitted
are compliant with the LINK rules.that there would be a free ATM environment and a

charging environment in diVerent places. There
would not be any incentive to keep prices down? Q467Mr Plaskitt:At any rate, your customers have
Mr McNamara: I think there are two points there. not got 4-foot arms, so they tend to get closer to the
Customers do have a resistance to paying a charge machine before they operate it?
which they have deemed to be unreasonable, and for Mr Mills: They get very close to our bright orange
that reason the market automatically keeps charges machines, which do not display any banks’ names,
within a certain limit. I think that is very clearly the which ask them the question if they are prepared to
case. I would also say, as we have said in our accept the charge, and we clearly state that

Cardpoint makes a charge. They are welcome tosubmission, that that charge is, in my view,
withdraw and not be charged. Yes, they have to getunnecessarily high because no part of those costs in
quite close to our machines to use them, but theyremote locations are being borne, where they
seem delighted, Mr Plaskitt, because they return, onbelong, by the current account or the card issuing
average, every 3 weeks in two-thirds of the cases.organisation, as was alluded to earlier today.

Chairman: I think maybe we will get Jim to develop
this later on. James. Q468 Mr Plaskitt: When they get closer to the

machine that it what they see, is it not? That is the
samemachine when I was standing in the position toQ460 Mr Plaskitt: Mr Mills, have you had any
operate it.communications from the LINK system by way of
Mr Mills: Sure.complaint about any of the signage on your

machines?
Mr Mills: I think we may have had one some time Q469 Mr Plaskitt:Now where is the warning that it
ago, but nothing specifically that I am aware of, Mr is going to charge me?
Plaskitt, but no doubt you will be able to quote one Mr Mills: That is where we are loading the warning

on that says on every idle screen—to me.
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Q470 Mr Plaskitt: It is not there now, is it? closed, and, despite what anybody might guess, it is
unlikely that many or any of the banks would rushMrMills:No, because we do not have to be there at

the moment, do we? We are compliant with the in behind if we withdrew those machines and install
another free one because they are just notLINK rules as they stand.
economically viable.

Q471 Mr Plaskitt: How long has this machine been
at Oxford services? Q477Mr Plaskitt: In which case, can I ask you a few
MrMills: Probably three years, but we are happy to questions about statements you made in your
comply with all the LINK rules and will, and Executive OYcer’s Report to your shareholders
currently do. As the new rules come in place it does where you have got quite a lengthy discussion about
take some time to load the new software on to 2,800 this deal. I will quote what you said: “The principal
machines. challenge for the company”—that is you—“was

to persuade retailers to accept new terms and
conditions encouraging as many as possible to moveQ472Mr Plaskitt: But for three years you have been
from a free to cardholders’ business model to onehappy to warn people’s knees?
where the cardholder pays a charge.” So you areMr Mills: No. With complete accuracy, that
actually actively out there encouraging retailers towarning was not on until probably 6, 12, 18
switch them from free to charging?months ago.
Mr Mills: Yes, because otherwise we have to
withdraw the machine, which to me does not seemQ473 Mr Plaskitt: No warning, and, if you did put
very good customer service to anybody. Whenone on, down at knee level?
asked, and if you do ask the consumers, “Would youMr Mills:With respect to how the Committee may
rather have a machine which charges and you areview our customers, our customers are fully aware
free to walk past it and never use it, so hopefully itthat this is a bright orange machine that does not
will not degrade your standard of living”, or “Wouldbelong to their bank, and as they approach our
you rather have a machine there that charges butmachine and are duly asked the question, and
you can use it or not, or not have a machine at all”,millions of times we have asked this question, over a
the vast majority of people say, “I may never use it,million times every month we ask the question,
but I would certainly rather have the service shouldpeople invariably say, “Yes”, and withdraw money
I elect to use it.”and seem very happy with it. We do not get

complaints from people about the machines in that
respect, so we are not sure that the customer is Q478 Mr Plaskitt: But you are out there trying to

incentivise the retailer to switch these things fromanything other than perfectly aware of what is
happening and perfectly happy to accept the charge. free to charging, are you not?

Mr Mills: Correct; that is our business model. WeIn our exit interviews people say they are delighted
with the service on the basis that they save time. built our business on charging people openly and

transparently asking them the question, and ourThey are prepared to balance the time saved against
the costs of the machine. customers, of which there are millions every month,

seem delighted to pay.
Q474Mr Plaskitt: This is going to change by July, is
it not, with the new code? Q479 Mr Plaskitt: It is interesting to read what you
Mr Mills: Absolutely. We are delighted to tell go on to say: “It was always anticipated that not all
people, wherever we are required to, that there is a of these machines would be immediately converted
charge, because it is nothing diVerent from anything to the charging model, and, once the non-charging
we have ever done anyway. We have always told machines are operating profitably, there is a further
people about the charge. opportunity to convert these machines to the

charging model with the benefit of further improved
profitability”?Q475Mr Plaskitt: I want tomove on now to the deal
Mr Mills: Correct.you did with HBOS to buy their machines. Two

hundred and fifty of them you have converted to
chargingmachines. Are you planning to convert any Q480 Mr Plaskitt: So what you are saying there is
more of them? you may well get to a point where the non-charging
MrMills: It is purely down to the economics.We are machines are profitable, but you are still going to
happy to run them for free where it is viable to rely convert them to charging?
on the bank interchange; where it is not viable to rely MrMills:The point is that themachine then remains
on the bank interchange, where the retailer elects to in situ and, therefore, we can still continue to discuss
put the charge on, depending on our negotiations with the retailer whether we can apply the charge. It
with them, we will apply the charge and keep the may be more profitable for us and the retailer, but if
machine in service rather than be forced withdraw it. it at least gets to profitability and remains there, at

least we can keep the machine open. Our argument
is that it is better to have a machine there that isQ476 Mr Plaskitt: So you are not sure whether any

more will convert or not? open, that is sustainable because it is profitable
working on the interchange fees, than it not be thereMr Mills: If I were to hazard a guess, I would say

that probablymorewill—thatwas the point of doing to start with. What it does mean is that I have got a
continued customer with whom I may have normalthe deal—but those machines would have been
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commercial negotiations, bearing in mind our competitors and I to ignore the fact that 97% of the
current usage is elected to be transacted at no charge,businesses are not doing anything wrong by oVering

a service which is paid for which is a pure consumer and therefore that is a valid market for us. So we
have looked at it and said, “Okay, if we can makechoice on the part of the customers and the

population of the UK. So we are quite happy to this work on a free basis, why would we not?” Our
response would be that if there is a free businessdiscuss this and say we want to run machines

profitably. If we can run them profitably without model that is viable and it is in response to consumer
demand, then we can stay with that.charging, then that is excellent. If we cannot run

them without charging profitably, then we either
need to charge or withdraw the machine. Q490 Mr Plaskitt: But with you incentivising the

retailers to switch them over, you are going to make
Q481Mr Plaskitt: But you will make more money if more profit if they actually charge and here you are
you switch them into charging machines, will you telling your shareholders, quite candidly, you are
not? going to hang on to just a few free ones because of
Mr Mills: If we get the economics right. press comment?

Mr Mills: We did not say “a few”. What we are
saying is due to customer demand, so we are quiteQ482MrPlaskitt:You justmakemoremoney if you
happy—switch them to charging machines?

MrMills: If we get the economics right, because you
do see attrition, you do see a reduction in the number Q491 Mr Plaskitt: Do you not think the customer
of customers when you convert from non-charging would prefer them to be free and not charging?
to charging. Mr Mills: My argument would be that every

customer would like everything for free, but
Q483 Mr Plaskitt: Are you incentivised to get them unfortunately the world is not like that. Where our
from free to charging? service is charged for, people are happy to pay for it
Mr Mills: By whom? rather than not have the service at all, and that is

evidence by our repeat usage.
Q484 Mr Plaskitt: By your shareholders?
Mr Mills: Incentivised; no. Q492 Mr Plaskitt: I am sorry. You are telling your

shareholders that you can operate non-charging
machines profitably. You said it in your report?Q485 Mr Plaskitt: You picked up a £150,000 bonus
Mr Mills: Yes, and now I add a caveat to that byfor getting this deal. Are you going to pick up any
saying that free machines which are profitable aremore if you get more converted to charging?
not as profitable as a charging machine.Mr Mills: No.

Q486 Mr Plaskitt: You are not? Q493 Mr Plaskitt: Exactly.
Mr Mills:What I would also add is that on the free MrMills: That is fine. That is our business. We have
machines we are trying to engineer costs out of the built a business on charging.
equation so that we move the bar as to where we can
operate a free machine, because, as has been Q494MrPlaskitt: So youwill try to convert asmany
mentioned by Mr Dean, we can see that there is a of them as possible.
market for free machines but operated by MrMills:Wewill convert asmany of them aswe can
independents: because if they can be done profitably subject to the fact that we will leave free machines
why would we not provide that service? where the consumer demand is such that it is viable

to operate one profitably. It is a volume business. If
Q487 Mr Plaskitt: I think you gave away your we have got a machine doing 30,000 transactions a
strategy in the next paragraph of your report. month that is nicely profitable, we would like to see
MrMills: I hope so. That is why you put a statement those 30,000 customers if that is a profitable
in your annual report, is it not? machine.

Q488 Mr Plaskitt: You have given away quite a lot. Q495Mr Cousins:Can I ask, because you are one of
You conclude by saying this: “In response to recent the few examples of switching from free to charging
press comment, your company will retain some rather than this wonderful phrase “Greenfield
machines as free.” It seems to me that you have got charging”, and you referred to a loss of transactions
no intention whatsoever to maintain the free when you switch from free to charging. Can you give
network other than a few for PR purposes? us some idea of what the transaction loss is?
Mr Mills: No, not at all, Mr Plaskitt. MrMills:With pleasure. Initially we estimated that

we would lose about 57% of the transactions and
retain 43. We have found that we do not loseQ489 Mr Plaskitt: What does that statement mean

then? “Driven by press comment to hang on too few anything like that number. We have exit-surveyed
people and have found that that is because it is stillfree machines”?

MrMills:Does consumer thinking drive the press or a machine that saves them time and they are
prepared to pay a small premium to maintain thedoes the press drive consumer thinking? One way or

another there is a market there which accounts for service, as it were, as opposed to seeing the service
withdrawn because it simply is not viable.97% of the usage, and it would be folly for my
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Q496 Mr Cousins:What is the actual fall oV? Mr McNamara: I do not think it will accelerate
indefinitely, because the markets seldom work thatMr Mills: It is currently running at about 50%.
way, they usually peak out at some point where the
economics no longer reward the prices being paid,

Q497 Mr Cousins: Fifty as opposed to the 57 but undoubtedly that has happened to date. What I
predicted? would stress is that many of our machines are
Mr Mills: That is right. What we are finding, Mr located into what are undoubtedly convenience
Cousins, perhaps is that those people who have stores and the site owners’ income and the value they
decided that they do not wish to pay, and we are get from that site is an important contributor to their
perfectly relaxed about that because that is their income and their continued existence.
prerogative, are then obviously being displaced to
other machines which are presumably free which

Q500 Chairman: But just as a trend?fortuitously, in response to Mr Plaskitt’s question,
MrMcNamara:As a trend it will continue for a timemeans that they could be coming to one or our free
until the price exceeds the economic value.machines, which then increases in volume which
Mr Delnevo:My view of the situation is as follows.makes that viable and we can retain that machine on
Nobody would possibly put forward the contentiona non-charging basis.
that the independents are as strong as the high street
banks or the Nationwide Building Society

Q498 Mr Cousins: You recall me asking HBOS financially. It is quite possible for the banks and the
earlier about the cost of this transaction. Can you Nationwide to compete for sites.
comment on Mr Gregson, your Finance Director’s
comment in his report to the shareholders, because Q501 Chairman: You do not come up against the
he was discussing with them what that transaction Nationwide, do you?
will eventually cost and how much of the loan the MrDelnevo: I think they cause a lot of bad publicity.
bank gave you to use youwill use up presumably?He
said, “The balance of the purchase consideration is

Q502 Chairman: You are obsessed by them.contingent and will be determined by the number of
Mr Delnevo: No, they are obsessed with this issue.hosts to contracts which are transferred to

Cardpoint from HBOS and also by the proportion
of transferred contracts which allow charging for Q503 Chairman: Oh, is that it, because you have
cash withdrawals.” Do I interpret that correctly as mentioned them so many times.
meaning that the more you switch to charging the Mr Delnevo: Yes, absolutely, and I will go on
cheaper the deal will be for you with HBOS? mentioning them.
Mr Mills: No, the more we switch to charging the
dearer the deal will be from us to HBOS. It is Q504 Chairman: You mentioned Nationwide asobviously commercially confidential and we are a well—listed business, but the broad deal is that the 816 sites MrDelnevo: That is right, yes, and the Nationwide’swere not all immediately transferable to Cardpoint. issue every three months is transparency. Are weWe had to work with the retailers and withHBOS to finished with transparency or are we going to talknegotiatewith the customers new terms for either the some more about it?machine to charge or remain free, and there was a
consideration payable per machine whether it was

Q505 Chairman:No, we are going on about that. Dofree and converted or charging and converted, and
not worry about that.it was more if it was charging and converted,
Mr Delnevo: Okay; that is good. The fact is theconverted into a new contract with Cardpoint.
banks are quite capable of paying high rentals for
sites if they choose to do so.

Q499 Chairman: On the issue of the growth of
charging machines, again just to get the trend

Q506 Chairman: I am looking here at the trend, Mrestablished in our minds here, Nationwide has
Delnevo. Mr McNamara I think has cogentlysubmitted a memorandum to us which said that in
summed that up for us, but do you agree with him?terms of the charging environment inducements
That is really the point.from IADs can be as much 10 times the rental
Mr Delnevo: No, I do not. The Royal Bank ofincome plus an increased margin on each
Scotland outlined that they have put in nearly 500withdrawal. RBS made the point too that in their
more free ATMs in the last year. They competed forsubmission providers of free ATMs have already
some of those sites against independents and won.been forced out of sites as these are converted to
The banks can compete if they chose to do so.7charging units for the retailers, and it gave the

example of 14 NatWest machines that have been 7 Note from the Witness: Nationwide have approximatelyreplaced, and Barclays have also said this. For 1,400 OV-Branch ATMs. If they chose to increase their
clarity’s sake, there is an aggressive campaign going ATM rental payments by £10k a year, the cost would be

£14 million per annum. Such a measure would almoston here, and this is not to say it is wrong or right, but
certainly be enough to not only guarantee they could keepthere is an aggressive campaign going on here in the
their existing sites but also allow Nationwide to have anymarket between the IADs and free cash machines new sites they wanted. £14 million has to be seen in the

and that will continue. We can see that trend context of Nationwide’s profits/members benefits which
amounted to close to £1,000 million in 2004.accelerating. Is that correct, Mr McNamara?
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Q507 Chairman: So that is really what they are Mr Mills: If I may just elaborate slightly, the 5% is
of a market of a given size. When we started thesaying, that this is a load of waZe?

Mr Delnevo:Who is saying what? businesses four or five years ago there were roughly
100 million transactions per month hitting the
LINK network. That is now over 200 million and it

Q508 Chairman: RBS, because they say they have has grown insofar as the percentage which are not at
been forced out? banks’ own machines has grown, so people are
Mr Delnevo: They have already admitted they have becoming, as they call it, more promiscuous, ie using
put in 500 new sites. How does that show they have more diVerent banks than their own. So even though
been forced out? the 3.6 is a% of a cake, the cake is getting bigger

because cash machines are ever more the popular
and people are cashing less cheques, etcetera.Q509 Chairman: Mr McNamara, I think, was very

reasonable in responding to what I said. RBS said
that competition has put them out and that their Q513 Chairman: The new LINK rules require a

message to be displayed on the screen saying, “Thismachines have been replaced. All I am really asking
is rather than go downNationwide paths and cul-de- machine will charge you up to so much for LINK

cash withdrawals. I asked our friends from thesacs, I am asking if the trend is the one that has been
established. Mr Mills? Royal Bank of Scotland and HBOS if they were in

favour of setting a minimum size for this message,Mr Mills:Mr Chairman, I think that the trend may
continue but it is more than just economics at work, and I demonstrated to them a 14 point size message,

which they could not read from this distance.Wouldbecause all of our businesses rely virtually wholly,
and I say that because we have got a slightly diVerent you be in favour of a minimum size for this message

for people? Mr McNamara.subsidiary, but our cash machine business relies
purely on people using our machines and the service MrMcNamara:Yes, I think that themessage should

be in a clear size. The message itself is a complexbeing available. The banks make profits from
thousands of other facets of their business; therefore issue, though, because if you do mention a fixed

price it makes it very diYcult to go down the routethe independents have consistently proven that their
availability is better and the service is better. Most of variable charging which we presently have a

number of experiments on.retailers select us not just on the economics.

Q514 Chairman: Maybe not a fixed price, but say,Q510 Chairman: It is an aggressive campaign.
“This machine will charge a minimum or aMr Mills: Yes. It is because the machines are there
maximum of”, whatever, so therefore that helps?and working when the people need them.
Mr McNamara: Yes, subject to that.

Q511 Angela Eagle: Can I ask on that, do you have Q515 Chairman:Youwould not object to something
ambitions to take your business beyond the 5% that that size, would you?
has been banded around thismorning as the possible Mr McNamara: I think size, as you indicated very
ceiling for independent control of transactions? Do clearly, is not the only criteria to be quite
you have ambitions to do that? straightforward about transparency.
Mr Dean: The short answer would be, I guess, yes,
of course. Any business would have ambitions to Q516 Angela Eagle: But size maybe important?
expand as much as it can, but I think there is a Mr McNamara: Size is important, maybe, but it is
flavour of there is independents and there is banks, also important to have something in the right place.
and one charges and one does not, and I think the
way the market will develop will blur those edges. Q517Chairman:MrMills, when someone’s knees go

to your machine, we want an instant message to
the knees!Q512 Angela Eagle: Do you think the banks will
Mr Mills: I can see that. I would like to appeal tostart charging or do you think they will do the RBS
people’s toes as well!thing and buy a company that charges for them?

Mr Dean: I guess the diVerent scenarios that you
Q518 Chairman:MrMcNamara, are you finished, Ihave talked about thismorningwithHBOSandwith
am sorry?RBS show some level of completely diVerent
Mr McNamara: I was going to say it is alsostrategies, but they do show a market developing.
important, as indicated, to have it in the right place:The short answer to the question: would you expect
because, frankly, you can put a sign saying “£1.50”the 3% to increase? Is yes, I think it probably will. To
round the side or on the bottom of the machine, butwhat point it is really diYcult to say. I do think
it is critical that any signage is where the card is used.though in the exchange when you talked about the

HBOS deal, it was assumed that it is happening in
isolation. We may sit here this morning reasonably Q519 Chairman: If you go down to the Post OYce,

this fabled place down here with the Alliance andgood chums, but this is a fiercely competitive market
that we are operating in, so of course we will be Leicester cash machine, it is right beside the buttons

and it is dead easy. You do not need to approach thelooking at these HBOS sites to see whether we can
oVer some better proposition, and that is how I machine in prayer to find out where the sign is. So

something like that; would you agree?suspect the market will develop.
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Mr McNamara: Yes, that is no problem. Mr Delnevo: I did not say that.

Q530 Chairman:Well, more or less.Q520 Chairman:Mr Mills, you would agree?
Mr Delnevo: No, I did not. Sorry.MrMills: It is a physical thing, because the size that

you are indicating there as an example would not fit
on the screens of most of the machines. Q531Chairman:Would you support the proposition

that we increase the size?
Mr Delnevo: If I am allowed to make one point, aQ521 Chairman: No, but down there it fits. It is no
survey last year showed that nearly 77% of peopleproblem. I understand. I am not getting to 96 point,
using a charging ATM actually were aware of earlybut I am trying to get to the situation where people
warning signs already.can read it without their glasses.

Mr Mills:Why would we object? Two-thirds of our
Q532 Chairman: Mr Delnevo, we just want tousers come back within 3 weeks.
concentrate on the question. Make life easy for me
and you. Will you support the view that we shouldQ522 Chairman: No, no, keep to this point.
have increased signage?Mr Mills: I can read that perfectly.
MrDelnevo:Our sticker is already beside the screen.

Q523 Chairman: You can read this perfectly. What
Q533 Chairman: No, I am asking you—does it say?
Mr Delnevo: I know what you are asking me, but IMrMills:Hold it again. It says, “This machine may
will not answer yes, no.charge up to £1.50”.

Q534 Chairman: So you are not going to answer.Q524 Chairman: No, it says, “This machine will Mr Delnevo: I will not answer yes, no, because thatcharge.” You are wrong, Mr Mills. You are is too simplistic a view of it.absolutely wrong. You make my case completely.
There you are.

Q535 Chairman: You will not cooperate forMrMills:Mr Chairman, that is possibly because we
increased signage then?do not charge every user. That is one of the big issues
Mr Delnevo:We will co-operate fully with LINK inthat we keep skirting over.
implementing any necessary changes to signage. We
do not accept that there is any lack of transparency

Q525 Chairman: We need extra signage, increased now.
signage. I am looking for you to sign up to this.
Mr Mills: Let us get accurate signage, because the

Q536 Chairman: That is fine. That is a great answer.fact is American Express is a member LINK—
I take that as a “No”.
Mr Delnevo: So there you are. You can take it as

Q526 Chairman: No, no, no. There is no American you like.
Express here. I am asking you—just settle on my
question—will you be of assistance to us in Q537 Chairman:For the fixed notice on the machinesupporting the view that we need increased size in that will say, “This machine will charge you forsignage? LINK cash withdrawals”— I am sorry, I think IMr Mills:We are happy to have clear signage. have asked that particular point. What I want to ask

is would you support the amount of any charge
Q527 Chairman: No, I asked you the question, will being included on this sign, this large sign?
you support the proposition?Yea or nay.Dead easy. Mr Mills: There is a technical diYculty which, as I
Mr Mills: Yes. mentioned, has been slightly skirted over: because

there are some members of LINK to whom we
cannot charge the customer; so the cash machineQ528 Chairman: Good. Mr Dean, will you support
operator does not levy a charge but the card issuerthe proposition?
does; so we do not charge the customer. It wouldMr Dean: Of course. However, can I just point out
confusing, you would have to admit, if we said tothat that is not actually what the LINK rules are.We
somebody, “This machine will charge you for aare concentrating on the font size 14. It is only a
withdrawal”, or a LINK withdrawal, because theyshort sentence, if I may. What it says is: “Use a font
are a member of—size that is consistent with that used for similar

information and at least a font size 14.” The point
behind this was (do bear in mind some of these are a Q538 Chairman: That is why we said earlier a
lot smaller machines than the one downstairs) some maximum or minimum charge.
of these are sold machines that are going in quite Mr Mills: Or “may” charge you.
exclusive, trendy sort of places and the retailers are
very particular about the signage. Q539 Chairman: No, they will all the time. I have

never seen a machine that says “may” that has
never charged.Q529Chairman:All we are interested in is increasing

the size. You referred to LINK. Mr Delnevo has Mr Mills: Well, you have never put the right card
in then.already said it is a waste of time.
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Q540Chairman:No, I have never seen “may”. Quite Mr Dean: No, but then remember we are looking
frankly, I have not. Therefore, will you go for a at this in the context of LINK carrying out
maximum or a minimum so that it tells people what enforcements, so it is not good enough, I do not
they are going to be charged? As I mentioned earlier, think, to send it in the post, is it?What if they do not
having to go to 4 corners of a room if we had these attach it? Retailers get piles of post saying “Attach
machines there to find out exactly what is the this that and the other”.
cheapest, that is not really transparent. Mr
McNamara, you have the reasonable voice and face

Q546 Chairman: Yes, but I think an importanthere, tell us?
message would be, here is the sticker, here is the sign.Mr McNamara: You are broadly right. I would
They do it with petrol stations. If they have priceagree with you that you can put a range in place, but,
changes they are able to do that, and you get regularit is quite true, there are some cards that operate free
visits. It actually comes over as disingenuous.even on surcharging machines.
Mr Dean: It is absolutely not meant to be that at all.MrDelnevo:MrMcFall, you keep making the point
In fact, I am a little disappointed you see it that way,about people going round four ATMs. You have
because I thinkwe have been very enthusiastic aboutnever acknowledged the point that Mark Mills has
supporting the charging. All I am trying to maintainmade that the vast majority of people using these
is a position where we can alter prices quite quickly.machines use them week in week out. The signage is
I just thought as a basic principle in any marketa minor issue because they are aware they are going
being able to alter prices quickly is a good thing.to pay for it and they go back knowing it is

convenient to them. That is the beginning and the
end of it.

Q547 Chairman: Then again, the idea of expensive
visits and signage, I do not think that is an

Q541 Chairman: We are interested in the public impediment to letting people know exactly what
policy viewpoint, and if people approach your they should be paying or roughly what they should
machines and come away with big smiles, then I am be paying?
delighted. The happier the world is the better. Mr Delnevo: This is a low margin business, Mr
Mr Delnevo: But they are working, so they do smile. McFall. It is not a high margin business. That is

what you are missing here. Every time you put the
cost up, you put the cost up to the consumer as wellQ542 Chairman: Mr Dean, your submission noted
because that has to be passed on.that having the amount of the surcharge on the

screen and displayed on marketing materials, such
as window stickers, would be problematic. As you Q548 Chairman: You are going out to visit these
say in your submission, “Any changes to pricewould machines to replenish them. Mr McNamara, can
require expensive site visits and signage upgrades”? you try and explain for me what your colleagues are
Mr Dean: Yes. on about here?

Mr McNamara: The concern, of course, and it is a
genuine concern, is something that the labellingQ543 Chairman:Could you tell us howmuch a large
requirements are consistently carried out by thesticker costs?
retailer or the site owner. To that extent we makeMr Dean: The large sticker probably does not cost
sure the engineers check that signage is in place forvery much, but the visit of a skilled trained engineer

to go and attach it does. They go when the machine advice. There is no way of avoiding that
breaks down. The serious point behind this requirement. The ability to suddenly put in place
unenthusiasm for putting prices all round new signs clearly does incur a cost, because
everything, is that the eVect that that will have will hopefully our machines do not need—
sort of fix the price, and whatever it is, it will tend to
stay that way. We talked about some of the

Q549 Chairman: You see, it could be perceived thatcompetition between independent companies. What
the answer that is given here is that the lessif I want to put one near one of Mark’s HBOS
information the better for yourselves, the lessarrangements at £1.00, let us say? Surely that would
information to the consumer.be a good thing for competition, and that is
Mr McNamara: I would stress, and I think it isabsolutely the way this company thinks.
worth stressing because people can get too far
carried away with this, this is one of the most

Q544 Chairman: Let me try and go on and ask that. transparent charges that there is, and clearly it will
How much would a site visit cost? Since you may be, with the increased signage, a very visible charge
either visit the site on a regular basis to replenish in terms of what you incur in banking. Other charges
the cash. associated with a card transaction are completely
Mr Dean: I do not do that. non-transparent.

Chairman: There you are.
Angela Eagle: We have been talking to them aboutQ545 Chairman: Or if a replacement is provided by
that.the retailer you could send them the sticker or sign
Chairman: I think posting a sticker is not tooin the post, so it does not seem to add up to much,

Mr Dean? expensive a measure, Mr Dean.
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Q550 Angela Eagle: Do you expect that if you put Q557 Chairman: That is fine. That is a very clear
answer. Voluntary regulation is only eVectivethese signs on and transparency will increase by July

that your usage will go down? if there are eVective monitoring enforcement
procedures in place. Can you guarantee that all yourMr McNamara: No.
cash machines are complying with the existing Code
of Practice?Q551 Chairman: Could I move on to the suggestion
Mr McNamara: We checked them regularly withwe had from Which?, which asked if there could be
our engineers to make sure that they do comply, andsome of sort of standardised labelling such as a large
it is our intention to carry on doing that.triangle for a charging machine and a large circle

containing the word “free” for the free machines.
Would you consider implementing this suggestion in Q558 Chairman: They do comply?
order to make it easier for informed choice? Mr McNamara: As far as we are aware, they all
Mr McNamara: I think it is not necessarily the best comply.
answer. I think very clearly everybody understands Mr Mills: We check them regularly, but,
that broadly speaking building society and bank unfortunately, if someone were to peel one of the
machines so branded are nearly always free. Any stickers oV then you are left in a fairly invidious
machine that is not so branded, clearly there is a position; so to mitigate that we are putting it on the
warning on it of some type of charge that may be screen. They all comply, as our engineers leave the
levied. Where it could be limiting, and I would stress premises, and they will all comply when it is on the
it could be limiting, is that certain cards that do screens.
operate are free, even on charging machines, as has Mr Dean: Yes, subject to them being checked
been alluded to, and there is every potential that in whenever we arrive.
future deals and transactions that enable cards to Mr Delnevo: The same answer.
operate free at our machines will come about. There
is no reason, for example, that the banks or other Q559 Chairman: If the rules were changed to enable
card issuers have to pass on the surcharge. That convenience cash machine operators to join, would
surcharge travels in a quite separate field technically your companies be willing formally to sign up to the
speaking, and the amount of that surcharge that is relevant provisions of the Banking Code and be
passed on to the customer is entirely discretionary to subject to the procedures of monitoring and
the card issuer. enforcement?

Mr Mills: Given that that would give us less
Q552 Chairman: The concept of labelling machines stringent regulation—
free of charging; is that not a reasonable idea?
Mr McNamara: Yes. Q560 Chairman: Less stringent?

Mr Mills: Yes.
Q553 Chairman: It is something we could work on?
Mr McNamara: Yes. Q561 Chairman: I do not think it is.Mr Mills: We made our machines bright orange Mr Mills: That is what the consensus is.from the beginning to diVerentiate ourselves from
the bank and then have asked every single customer

Q562 Chairman: The Banking Code it is very opento accept the charges. To put a red cross or a green
and has an independent assessor that consults withtick on, I do not know whether it would add
the bank, so it is a bit absurd to say it is less stringent.anything, butwe are happywith the principle, but by
I cannot let you away with that. Professor Elainethe same token you have to look at the—
Kempson would take great exception to that.
Mr Mills: If you compared it to the LINKQ554 Chairman: Are you happy with the principle,
constitution.Mr Dean?

Mr Dean: Yes, of course, and voted for it.
Q563Chairman:With the BankingCode, would you
be willing to signing up to that. Mr McNamara?Q555 Chairman: Mr Delnevo, are you happy with
Mr McNamara: Yes, I have no problem with thatthe principle?
all. My only caveat would be that we would makeMr Delnevo: The principle of having improved
requests for equivalent levels of transparency andsignage we are always happy to look at. The fact is
a more equitable LINK arrangement aboutthat noATM is truly free in this country, so it is very
enforcement than presently exists.dangerous to suggest you could put “free” on any

ATM.
Q564 Chairman: For the banks.
Mr McNamara: For the banks as well.Q556Chairman: So you are against putting “free” or

“non-charging” on?
Mr Delnevo: I am against putting free on any ATM Q565 Chairman: Excellent; no problem with that.

Mr Dean, the Banking Code?because you get charged for credit card transactions
at ATMs and there are a host of other things that Mr Dean: Without understanding fully the

implications, but in terms of the context of how youyou get charged for. It is not as simple as free or not
free, unfortunately. are putting it, yes, I am sure it would be fine.
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Mr Delnevo: We are totally in favour of maximum enjoy the business, we are trying to make a profit,
transparency. If that is what the Banking Code but we make only small profits. It is not exploitative
brings, that is great. and we do not make super profits.

Q566 Mr Cousins: We have heard evidence this Q572 Mr Cousins: This is a question I put to the
morning from the banks that were here that it costs banks. Given the arrangements for charging
them roughly £25,000 to install a cash machine and between cash machine operators and the card
that out of the £1.50 charge there were two various suppliers, if you are right about the level of costs of
accounts of it: one is that two-thirds were costs and operating a site, there is clearly a built-in advantage
the other was that the bank got 50p from that for the low transaction locations presently free to gotransaction and the retailer, or the person operating over to a charging basis? That is the logic of the costthe site, got the other pound.Why do you think your

structure you have just set out?costs are so much lower?
MrDelnevo:But bear inmindwhat the banks regardMr Delnevo: Are so much lower?
as a low transacting ATM. For a bank 3,000
transactions a month is a low transacting ATM for

Q567 Mr Cousins: Than theirs to enable to you one of their free ATMs. In the circumstances you are
operate in this market? talking about, low for a surcharge or a charging
Mr McNamara: Can I clarify a little bit of that? ATM is two or 300 transactions a month, so a

diVerence in scale entirely. The last time the
Q568 Mr Cousins: I am only going on the basis of Consumers Association talked a lot about the fact—
what we heard?
Mr McNamara: Yes, I think that £25,000 machine

Q573 Mr Cousins: Yes, but consider what thethat they were referring to was a typical bank
implications of that are. Your concept of a lowthrough the wall machine rather than the type that
transaction site is very diVerent to a banks’?we would more commonly install in convenience
Mr Delnevo: Absolutely.shops, which is far less expensive than that.

Q569 Mr Cousins: How much less expensive? Q574 Mr Cousins: A banks’ might be 3,000
MrMcNamara:Up to 2 and a half to 3 thousand for transactions and yours is 300. As the banks
the cheapest model. So a very diVerent price, withdraw from the low transaction locations, you
because it is not in an environment that requires it to will gain access to much more profitable locations
have it built into a wall and to have a strong safe given your structure from your point of view.
round it, etcetera, etcetera. There is a big diVerence Mr Delnevo: There will be some movement there,
in those economics. Very broadly speaking though, but you already heard the Royal Bank of Scotland
the economics you then describe would be roughly talking this morning about the fact that they have
right for amachine that a retailer is filling themselves put in maybe 500 new free machines in the last year.
with cash, so 75 pence to one pound would go to the This is a marginal eVect that you are talking about. I
retailer, about 30 or 40 pence would cover the know you laughed at the word “Greenfield”, but the
maintenance and processing costs that we as IADs main eVect is new ATMs in new sites, not the
have and 20 pence would be our gross profit, out of transference of sites between banks and
which we would have to deduct our overheads independents, is a marginal issue.
before wemade a profit. Very broadly speaking, that
is the economics of the one pound fifty’ish charge
that is levied at most ATM positions. Q575 Mr Cousins: But given the information the

Committee has had in the last 5 minutes or so, is it
not absolutely plain that this ceiling of 5% ofQ570 Mr Cousins: Is that comparable with you all?
transactions for charging is one that is to keep all theMrDelnevo:Our situation is that we do not go in for
boys and girls happy right now; because given themachine replenishment very often because we do not
cost structures you have set out, it is absolutelybelieve it gives a proper level of service to the end
obvious there is a massive incentive on lowcustomer, so we generally deliver cash to our ATMs.
transaction locations to go over to charging andIn those circumstances, before we pay any site
there is a powerful market drive towards that?rentals, a transaction normally costs us around

about 70 pence in terms of the costs of delivering the Mr Delnevo: But there are very few sites in that
transaction. category operated by banks. The truth is that if

20,000 new surcharging ATMs are installed doing
300 transactions a month, you are talking about 50Q571 Mr Cousins: Seventy?
or 60 million transactions a year out of the total ofMr Delnevo: Seventy pence, yes, before we pay any
2.4 billion done last year, 20,000 ATMs adding thatrental to the site owner, and that has to be paid out
smaller number. That is marginal. The vast majorityof the £1.50 that we are talking about today. That is
of ATM transactions are free now and will continuewhy we said earlier that this is not a high margin
to be free. It is only 3% now, not 5%. You are sayingbusiness. We only make small profits. My company
the ceiling that we imagine for the foreseeable futuremade a profit before tax of £175,000 in 2003 running
is about 5%. That is what we are saying, and we stick800 ATMs. That compares very unfavourably with

the profits that banks make. We are in business, we to that forecast.
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Q576 Mr Cousins: Is not it also the case that low Mr McNamara: I would make one point. We
operate a very large number of free ATMs fortransaction locations at the moment may be these
building societies where in some cases we processlocations on the A82 or the innermost recesses of
transactions and in some cases we own their ATMs,pubs where people prefer to pay rather than to walk
and there is no view ever than those transactions willout of the pub and go somewhere else and reap some
become charging from those building societies; andsocial advantage that they are on the point of
that is partly a reflection of the fact that we are lowerachieving by so doing—convenience comes in many
costs providers of transactions because we have toforms—but we are moving away from that. We are
operate at very low volumes than the banks.moving away from that, we are moving away to a
MrDelnevo:Wewent to three building societies andsituation in which the cost pressures and the cost
oVered to operate free ATMs for them and theystructures we are talking about will lead to most of
turned us down. They were not interested inthe low transaction locations, according to the
providing the service. This is not all of us trying tobanks’ definition, ie the 3,000 transaction spots, not
profiteer. We are trying to go out there and make athe 300 transaction spots, going over to charging.
business for ourselves, but even when we haveMr Delnevo: The banks have very few ATMs in that
oVered free ATMs to certain building societies, theycategory at themoment, so there are very fewATMs
would not let us put in free ATMs. That is theto switch over. It is a marginal issue. It is not a big
situation.issue. The Abbey National sold 50 ATMs to
Mr Dean: That is more likely to be the trend, and IMoneyBox. Those were the 50 that were not
hesitate to use the term, but there is a third way fromprofitable. There is no sign that the Abbey National
here, which is that the independents will grow estateis going to get rid of rest of their ATMs. Fifty out of but will increasingly manage the banks’ estates, ortheir whole portfolio they thought were marginal ex-banks’ estates, or parts of, but that does not

enough to dispose of. That is the kind of order of necessarilymean to say that it is £1.50 all of a sudden
things we are looking at, a very small number. that is going to crop up on the transactions. As Ron
MrMcNamara:There are very few bankATMs that just said, that is often not the case.
have been so badly sited, if you like, from the banks’
point of view that they do that lower number of Q577Mr Cousins: Leaving the banks to one side for
transactions; so I agree with your analysis that there a moment and the switching that has gone on
are not very many machines in that category. between the banks and the independents, and Mr
Mr Dean: Typically our companies are operating at Mills and I had a run on that one a little while ago,
something like a tenth of the transaction volume, nevertheless, you are all out there actively trying to
and therefore cost is far more important than it grow this market, are you not?
might be for the banks and far more important than Mr Dean: Yes; absolutely.
perhaps is seen, but this is how we operate. This is
how we do what we do, by squeezing the cost out. I Q578 Mr Cousins: So a lot of the growth in the
think to the general question: is there likely to be independent side is going to come from you
some trend from low sites by bank standards (which persuading people to take up these machines, and
is probably 10-fold where we might typically be) to you are doing that very aggressively, are you not?
over time shift towards the independents? Yes, it is Mr Delnevo, your promotion to retailers says, “By
probably realistic that that will be. I think we are locating an ATM on your premises you can create
assessing 5%on the basis that is almost doublewhere profit for your businesses”?
we have been in the last couple of years. Mr Delnevo: Absolutely.
Mr Delnevo:We also run the ATMs better than the
banks did. We are focused entirely on running Q579Mr Cousins: “Cash withdrawn from the ATM
ATMs. The banks treat it as a very peripheral issue, will end up in your tills”?
so basically our ATMs have to be up, we make Mr Delnevo: Absolutely, and that is very important
nothing if they are not up, so we make sure they are because independent retailers—
up, which is not something the banks focus on at all.
We have taken over free sites from banks, kept them Q580 Mr Cousins: This is how it is going to go on
free, installed an additional ATM and added 50% to growing, is it not?
the free transactions on that site. It is not black and Mr Delnevo:—independent retailers in this country
white about charging and free; it is about service and are being squeezed by the multiple retailers and this
it is what is viable in a particular location. Speke in gives an opportunity for in the independents tomake
Liverpool has beenmentioned. The banks pulled out some money, and they need that money to stay in

business. That is about choice.of Speke in Liverpool 10 years ago. I heard about
that branch. It is the first time I heard about that
branch that was still open, but when I looked at the Q581 Chairman: Is that not a cap on your
map this morning there was one free ATM about ambitions?
half a mile from the centre of Speke and there were Mr Delnevo: I have very realistic ambitions. I would

love to get to a position where 5% of thea couple of others at Liverpool Airport, but the
transactions—reality is that the banks pulled out and we are

providing a service for those people there and they
are grateful for that service. They are not angry Q582 Chairman: We do not want caps on your

ambitions.about it; they are grateful.
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Mr Delnevo:What we are prepared to say, you have Q590 Mr Plaskitt: You have told your shareholders
raised the issue £10.00 charging ATMs. I think to be that you are slowing down deployment of the in-
honest with you the Royal Bank were disingenuous store fully managed ATMs and instead you want to
this morning. grow the higher yielding kiosk resources. It is

nothing through with convenience; it is where you
can get them, where you can get a high footfall andQ583 Chairman: To be fair, I do not think so.

Mr Delnevo: Can I finish my point? where you can collect more charges?
Mr McNamara: No, part of the reason for that is
that all of us have been around now for about 4Q584 Chairman: I do not recollect the Royal Bank
years, so there has been a very extensive deploymentsaying that they charged £10.00.
into convenience stores and so many of those sitesMr Delnevo: There was one machine that was

charging £10,00. are now occupied by ATMs where they are viable.
Clearly we are looking for other sites that are viable
to put in place charging machines, and that includesQ585 Chairman: I do not recollect that, so to be fair
high visibility kiosks in high footfall areas, many ofto them—
which will be attractive to tourists and other peopleMr Delnevo: Okay, that is fine, but there was one
in that area.machine that was quoted at £10.00. I do not think it

is necessary for ATMs to charge £10.00. We have
already made that point. The fact is that ATMs in

Q591 Mr Plaskitt: And you have got universitythis country that are provided by the independents
students in your mind?are providing a very useful service, and we are not
Mr McNamara: I think the university studentgoing to apologise for that.
comment is misleading. We also have a completely
separate business, nothing to do with ATMs, whichQ586 Mr Plaskitt: You are all trying to grow the
charge for cash.network though, are you not? Mr McNamara, you

are going after university students?
Mr McNamara: We do deploy in universities, yes. Q592 Mr Plaskitt: What are you referring to when
We have free machines in universities very you use the word “campuses” in your Chairman’s
frequently. Statement?

Mr McNamara:We install machines that are to do
Q587 Mr Plaskitt: I have been reading your with pre-payment for food, meals, tuition, and so
statement to your shareholders. Tell us a bit about on, in university; nothing to do with ATMs. We do
your 24-hour kiosk unit which you are targeting at not think there is great economics in charging
pedestrian zones and campuses where you expect students £1.50 to withdraw cash. It is an unlikely
high volume. What is the strategy there? business model.
MrMcNamara: These are basically aimed at tourist
locations that attract higher footfall for people who
wish to do fee paying transactions. Q593 Mr Plaskitt: So your 24-hour MoneyBox

kiosk units are not targeted—
Mr McNamara: Not to campuses in the sense ofQ588 Mr Plaskitt: No wonder you were not very
campuses in universities.sure about accepting the word convenience earlier

on in the exchanges. If you could put one into
Leicester Square you would do it, would you?

Q594 Mr Plaskitt: They are not universityMr McNamara: Yes, oh yes.
campuses?
Mr McNamara: Not for free charging ATMs, I amQ589 Mr Plaskitt: This is what blows apart the
stressing. I think that is misleading.whole convenience discussion, because if you go to

Leicester Square now there are 3 free cash machines
on the south side of the square and Travelex has got Q595Mr Plaskitt:You chose the word “campuses”?
a charging machine on the north side of the square. Mr McNamara: I apologise. Then I am misleading
If NatWest can run 3 free machines, where is the you.
argument for convenience that says there has to be a
charging machine in Leicester Square?
MrMcNamara:Clearly, to be quite straightforward Q596 Mr Plaskitt: No, it is your shareholders I am
about it, we are very thoughtful about how close worried about. Explain it to them, not to me?
they are to free machines because it damages our MrMcNamara: I will have a careful look at that and
economic model of a charging machine. We would come back to you.
obviously try and put them as far away as we can Mr Cousins: I think you should.
from a free machine because that makes for better
economics for our kiosk site which will charge

Q597Chairman:Why is it not economically viable tocustomers. I think our argument would be one of
charge students?there is a very clear visibility that that is going to be
MrMcNamara: I do not think there would be manya charging machine in terms of the labelling on the
models that would make a suYcient expenditure formachine and the process that we have gone on some

time today about. an ATM site on student locations.
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Q598 Chairman: Do not students need cash? is how you get your average. We are faced with a
fixed cost transaction and we have no way ofMr McNamara: Absolutely, and they are usually
determining somebody’s choice to withdraw awell provided with free machines, which we are
small amount.delighted to have and operate, and banks operate on

most campuses.

Q601 Angela Eagle: I understand that. I suppose the
worry from a public policy point of view is thatQ599 Angela Eagle: I wonder why you all
banks, as Mr Delnevo has already observed, haveacknowledge that charging a fixed fee for
pulled out of quite a few deprived areas and have notwithdrawing cash, particularly on low income
been present there, branch closures, etcetera, thatcustomers. Often they make very small withdrawals.
there is no other way for people to get hold of theirWe had evidence from the Citizens Advice Bureau
cashwithout paying a charge; and if, say, they are onand various other consumer-based organisations
benefits or they are on a basic bank account, £1.50that were worried about the percentage fee in terms
out of £10.00 or £20.00 is a big fee to pay.of low withdrawals that your fixed fees have when
Mr Mills: You say that, but, with respect, thelow income customers use your machines?
retailer is perfectly entitled to do cash-back, theMr McNamara: I think that is a quite valid
supermarkets give cash-back.comment. What I would stress is that we as ATM

owners do not know the financial circumstances
obviously of the user of the machine. Quite clearly Q602 Angela Eagle: But many of the areas we are
the bank or the card issuer does know about the talking about, if you do not have a car, and there are
circumstances and there are mechanisms to enable still people who do not, access to supermarkets is not
people to access machines at lower cost that are easy either, so your option is either to pay a high bus
perfectly possible. One of the points we have made fare to go somewhere where you can get cash-back

or pay your charges perhaps for convenience?in our submission, as you are aware, is that we feel
Mr Mills: But that does not change if our machinesthat some of that cost of remote sites and
are there though, does it, because the banks have notdisadvantaged areas should be borne by the
got amachine there.We put amachine in. People areinterchange fee being available to machines that
still perfectly entitled to take the bus at a higher costpresently surcharge to enable a lower cost to the
and get a free withdrawal, but when you give peopleconsumer, but that is only one answer. There are
the choice, they then decide possibly to use ourmany others that are possible.
machine. The unfortunate thing, which is a question
presumably you are actually levelling to the banks

Q600 Angela Eagle: If you change that arrangement not to the independents, is that the banks’ public
so that you could double dip, I think they call it, policy should include putting machines into
what would be to stop you keeping both of these? deprived areas.
Mr Delnevo:We have a screen on our ATM waiting Mr McNamara: Could I make a suggestion which
to show refunds from Banks and it shows exactly you could explore, which is that it is perfectly
what that refund is.We are still waiting after all these possible, because only the banks themselves know
years because there has been no refund of it, but it is the circumstance of the customer, for there to be an
there on the screen, the customers would see it: “This advantageous cost recovery for a basic bank account
what we charge, this is the refund from the bank and customer withdrawing a small sum of money. That
that is your net payment”, but we have never had is technically perfectly feasible.
any of these refunds, have we? No.
Mr McNamara: Can I add one quick comment on Q603 Angela Eagle:Technically it might be possible,that? It is worth a bit of thought as to how such for example, if you are a basic bank accountprocesses could be put in place, because quite clearly customer on benefits, because that is probably why
we as deployers always seek to get the best equation you would have a basic bank account, that it could
in terms of volume and fee that we generate from be free?
each transaction, and clearly it would be in our MrMcNamara: Somebody has to pay for the cost of
interests to have a lower fee if economically we the transaction at some point in time—
can make that make sense and that is very
straightforward. It has been under-utilised—shall

Q604 Angela Eagle: The transaction to that personwe put it that way—the technology that is capable of
could be free?achieving that type of aim.
Mr McNamara:—but clearly the card issuer knowsMr Mills: If I may add, the issue of somebody
who their customer is and is able to recognise thatwithdrawing a small amount that we face is that it is
customer and recompense accordingly the cost ofa fixed cost relatively apart from the very last part,
the transaction. The system is designed to workwhich is the physical number of notes. So we have
that way.got the same fixed cost pretty much whether it is
Mr Delnevo: You have also mentioned Post OYces.£10.00 or £250, but in all of our businesses—I am

generalising slightly—the average withdrawal is
about £50.00. The average bank withdrawal is about Q605 Angela Eagle: There is another issue with
£60. By definition, if somebody does come and them, yes?
withdraw £10.00 from one of our machines, Mr Delnevo: The fact is that there are often Post

OYces around and you can withdraw with manysomebody else has withdrawn £90 to £100,000, that
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banks money free of charge at the Post OYce of money, so the percentage of money they are
counter, but there might also be an ATM that paying for the charges could be quite considerable.
charges. People go into the Post OYce, they see a If we had a sliding-scale, a certain percentage for a
queue of 20 to 25 people standing at the counter and £20 withdrawal but much more for a £200
they opt to use their choice to use the ATM even withdrawal?
though it charges, even though they know if they MrMcNamara: There is, as I said, a very high fixed
stand in a big queue they can get a free transaction, element in each transaction that take place, and the
so we do come back to the choices. Whether it is in question is how you cover the cost of that fixed
housing estates or rich villages, the fact is that there component of the transaction. Obviously one of our
is a choice operating there. suggestions is the interchange would reduce that

component, but there is no reason thereafter why
you could not make a variable transaction to coverQ606 Chairman: Mr McNamara, your submission
those outturns.noted that the independent ATM deployers are

either allowed to receive the LINK interchange fee
or to charge the consumer but not both. What are

Q610 Chairman: Mr Mills, would you agree withthe drawbacks of this approach for the consumer?
that?Mr McNamara: That approach was put in place
Mr Mills: It is technically feasible, but I think Mrwhen the ATMs and the card issuers were all owned
Higgins rehearsed the point this morning that theby the banks, and clearly it was to stop the consumer
starting point is actually quite high, so how much ofbeing charged twice, and that was the mechanism
an advantage would there be?that was then put in place. In our point of view, that
Mr Dean: I think it is of interest generally, becausescheme that now exists causes the charge that we levy
it may be an interesting competitive tool. When youon our surcharging machines at low footfall

locations to be higher that in needs to be, because, in combine with some potential on the inclusion of the
eVect, the bank, as was pointed out this morning, is interchange, or removal of the interchange from that
paying nothing for those transactions at remote fee, between the two things, may make a significant
locations, convenience stores or, in eVect, where diVerence to what somebody on a low income
there is a surcharge. Therefore they have, as you might pay.
indicated this morning, every incentive not to cover MrDelnevo: I know you are fond of yes, no answers,
those sites. Mr McFall, so I will tell you.

Q607 Chairman: But your submission goes on to
Q611 Chairman: Because we have been here threenote that if independent ATM deployers were
hours, that is why.allowed to receive the interchange fee of 30, 31
Mr Delnevo: Yes, it is time to go then. You werepence, as it does at the moment, then the charge to
asking about the interchange. I will make athe customer could be reduced.
commitment. Anything the banks will refund to usMr McNamara: Yes.
in terms of that interchange we will pass that on
100% to the customer and we will not increase the

Q608 Chairman: How can you convince us that this prices on that ATM for a year, so the customers will
would be the case? Is it not more than likely that one see the benefit. That is our commitment.
would use the additional revenue to enhance profits
rather than reducing the charges to the consumer?
Mr McNamara: We have every incentive to make Q612 Chairman: I will ask you one question, Mr
sure that the volume of our transactions is as high as Delnevo, and you can flour your answer. You have
possible, and clearly there is a price sensitivity. We mentioned this morning that it is not worthwhile for
have talked about that. People are obviously somebody spending a few minutes searching around
reluctant to pay increasing sums of money to for a free ATM. If you make the process more
withdraw cash, so the less they have to charge the diYcult by being less transparent, not displaying
less sensitivity there is to paying a fee. Therefore clear notices in the amount of money you are
smaller fees mean more transactions for us, which is making, you are not making the market as eYcient.
why we do not charge any more than we need to. It I think your idea would be for consumers to shop
is as straightforward as that. We obviously always around, would it not be?
seek to get the best mix of volume and margin for MrDelnevo:No.MrMcFall, letmemake clear, I am
each transaction, and volume is very important to not accepting that there is a serious lack of
us. transparency. I am not buying into this fact that

people use those ATMs in the pubs because they are
fooled into thinking they are free and they could useQ609 Chairman: Some consumer groups have
the free ones outside. They use them because theysuggested to us in the area of financial exclusion that
choose to.a sliding-scale of charges may be fairer for

consumers. Would such a sliding-scale be feasible
and technology possible in your views? One of the

Q613 Chairman: That is fine in the market as far asthings we have been told is that people on lower
incomes more regularly withdraw smaller amounts you are concerned?
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Mr Delnevo: I believe that the transparency in this was the view I got from you this morning8. Also the
issue of enforcement being inadequate, and that is amarket is better than in any other country in the

world at this moment. factor that needs to change as well.9 None of you
seem to have any objections to all companies signing
up to the Banking Code and being subject to theQ614 Chairman: Mr Mills, your knee-high
provision of monitoring and enforcement, which isconsumers, can you see it going up the body in terms
helpful to us. 10We accept that there is an issue ofof the information they get?
consumer choice whether an individual uses a freeMr Mills: Again, you have to look at—
machine or whether they use a charging machine,
but consumers need to be provided with clearQ615 Chairman: We have had diVerent views on
information regarding the charges so that they cantransparency here this morning.
make an informed choice, and it is that informedMrMills:Wehave got the back-drop of having built
choice that is very important. Also what has comebusinesses where every transaction was free and all
out this morning is that generally the industry arethe machines were free, and we have all got high
not fulfilling the responsibilities totally in this regardrepeat usages, so I think it cannot be brushed away
and there is progress that can still be made on that.that our customers are voting with their feet by
I know you signed up to the LINK agreement oncoming to us rather than going away from us.
12 December, but progress can still be made in that
area. There is still a need for clear signs showing theQ616Chairman:MrMcNamara—the rational voice
amount of charging, larger signs, and on that pointof the IADs—you wish more transparency. Is that
you have all agreedwith the principle thismorning.11correct? You could do better?
Is that correct? Can I thank you for your attendanceMr McNamara: I think the right to have the
this morning. It has been very helpful. It has been atransparency is good. I just believe it has to be
mammoth session, but I think we were getting moreuniversally applied.
than yes, no answers fromMr Delnevo whenever he
had the opportunity. Thank you.Q617 Chairman: Mr Dean, you and your stickers,

you could go a wee bit further forward on
8 Note from Bank machine: In Q618, the Chairman attemptedtransparency as well, could you not? Use the Royal
to use the opportunity to sum up the outcome of theMail and give them a break. discussions with the Independent ATM Operators. Bank

Mr Dean: Yes, although I would ask you not to Machine wishes to make the following points :None of the
Independents actually agreed this in the meeting. Bankquestion mymotives or question our enthusiasm for
Machine certainly did not.maintaining our low cost base.

9 Note from Bankmachine:None of the Independents actually
agreed this in the meeting. Bank Machine certainly did not.

Q618 Chairman: I am just quoting from your 10 Note from Bankmachine: Mr Delnevo said in the meeting
submission. I am treating you fairly. Could I sum-up that he would support signing up with the Banking Code if

it assisted in transparency. This remains to be established.some of the points you have made to us this
11 Note from Bankmachine: The Independents did NOT agreemorning. The LINK the rules regarding the
to the need for larger signs with prices on. In particular Mrtransparency of charges you have mentioned you Delnevo told theCommittee that there is currently excellent

have decided at a confidential meeting for secret transparency in terms of ATM charges: in fact the finest in
the world.votes, and I think you could improve on that. That
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Q619Chairman:Goodmorning, andwelcome to the examples, which we put in our submission. If you
Committee. Can you identify yourself, please, for take aButlins site, which has a very high foot-fall, we
the shorthand writer? have previously had free ATMs which have been
Mr Bernau: I am Stuart Bernau, an Executive profitable to ourselves, but they have been switched
Director of Nationwide Building Society. across to charging machines because people have

been prepared to pay a higher rental, and that rental
is obviously being paid for by the charges that areQ620Chairman:Thank you verymuch for attending

and for your submissions on the cash machine made by the charging operators.
inquiry that we are undertaking. While everybody
accepts that the number of cash charging machines
is growing, and may reach half the total number of Q622 Chairman: Is there any information available
machines quite soon, nevertheless the overall as to the extent to which free machines are
number of free machines is also increasing. Is there increasingly concentrated in terms of site, so that
in practice any danger of a reduction in the number even if the number of free machines does not
of free machines? decrease, the number of places people can access free
Mr Bernau: I think there probably is. If you look at machines go down? There is an argument put
the figures, the free machines have really stayed forward that there are more free machines in areas
reasonably neutral. As you know, there are of deprivation, but in a number of the commercial
something in the region of 54,000machines, and that centres, they can be labelled as areas of deprivation,
is broken down to 19,000 that are in bank and where there are more machines. I believe that
building society branches, which are free. They are Canary Wharf is designated as an area of
increasing very slightly, the bank and building deprivation, but you only need to get the Tube down
society, because they are adding additional to Canary Wharf to see that there are not many
machines to existing locations; but it is the so-called people in that whose salaries are less than five or six
remote machines, where there are in the region of figures maybe. Is that type of thing happening
34,000 machines, that you are seeing the figures throughout the country?
change. Obviously, some banks have been selling Mr Bernau: Out of the 34,000 machines that are
their remote machines, and although organisations remote, 21,000 of them charge already, and that is
like ourselves are trying to increase their numbers of where we have seen the biggest increase over the lastsites, for every one that we put in place, we are in

two years. It has been fuelled by the fact that somedanger of losing one, because we find that site
banks have sold their remote machines, so that hasowners have been oVering inducements to switch
boosted up the numbers; and by the fact that, as youacross into a charging machine.
said earlier, site owners are being oVered higher
rental payments and inducements to switch across. IQ621 Chairman:On that aspect, would you say that
would say that, yes, you have 21,000 out of 34,000operatives like yourself come under pressure to sell
that are currently charging, and I think you will seeyour sites, or where the machines are located the site
that percentage increase over a period of time.owners come under pressure?
Looking at the previous evidence, there has been thisMr Bernau: It is not us who are under pressure. The
talk about a 5% ceiling, and I just think that that issite owners are being quite aggressively marketed to,
a misconception. If you look at what has happenedespecially those sites that are high foot-fall sites. We
in the US, which we often mirror, 40% of thehave quite a number of locations, but it is something
transactions in the US are through charginglike 60% of our own cash machines that are in these
machines. If you applied that percentage to the UK,remote locations—andwe have doubled our number
the £140 million worth of charges that were madein the last five years. But we know from the
last year would be £800 million worth of charges;correspondence and from contracts that get
and unless you have this focus—this is a publiccancelled that these people are obviously being
interest area—youwill find that over a period of timeoVered more inducement than we are paying to
we would have just moved to the same sort ofswitch across to a chargingmachine. The reason that
percentages, and therefore the amount thatpeople can oVer a higher rental than we can is
consumers were paying to access their own moneybecause it is eVectively being paid for by the

consumer, so we have got quite a number of would go up very significantly.
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Q623 Chairman: So you would not accept a 5% Q626 Chairman: The day of the knee-high signs on
cash machines should be over!figure, which was bandied about here last week; that

you will never see cash charging machines exceed Mr Bernau: That should be over from 1 July, but we
have concerns, as the Committee has I believe, aboutthat percentage?
the size of some of the notices around it. We reallyMr Bernau: I think that is a misconception. I think
believe that under the banking code, where we areit will rise above 5%. It is only because of a number
dealing with banking products, if we want toof groups—ourselves, consumer bodies, the media
introduce a new charge, or change a charge, we haveand the fact that there is this Committee—that the
to give 30 days’ notice. You will know from ourprofile is being raised of what is a public interest
submission that we would like to see the same thing;issue. That might slow it down, but I think that the
that where you are getting a change in a freemachine5% figure is very much a historical figure. As the
to a charging machine, there should be a clear noticenumber of the so-called convenience machines
period; so if you are using a regular machine on yourincrease, you will see that 5% figure breached quite
way to work or on the way home, if it is going torapidly. It has happened elsewhere, and there are
change, you can get absolute clarity that it is goingexamples you can look at, where it has gone right
to change. If you want to make alternativethrough 5% and up as high as 40%.
arrangements, you can then do so. We believe that
the steps that have been taken are in the right

Q624 Chairman: It has been suggested to the direction, but that they could go further.
Committee that Nationwide’s interest in
campaigning for free machines is basically

Q627 Mr Beard: A moment ago you said that somecommercial self-interest. Is that the case?
of your machines had been usurped because theMr Bernau:We are owned by our customers. I have
landlord was taking the bid from someone runningseen that we have been accused of being obsessive. a payingmachine.Howmany of yourmachines haveMy view is that if we are obsessive about looking had to go like that, and what proportion is that ofafter consumers’ interests, then I am quite happy to your total?be labelled “obsessive”. If it had not been for a Mr Bernau: We would have to give you the figures

number of people raising this issue, I think you separately.
would have seen a movement across into more
chargingmachines at amuchmore rapid rate than at

Q628 Mr Beard: Perhaps you could write to us.1the moment. We are a member-owned organisation
MrBernau:Yes.All the time, we are looking for sitesand we are obviously trying to look after the
to put in convenience remote machines. We haveinterests of our members, and we are pleased to do
doubled the size of our remote network in the lastso.
five years, and we are always looking to negotiate, to
put machines into locations that meet our

Q625 Chairman: Charging machines can only requirements and our members’ requirements.
survive if the market allows, that is where in some However, for each machine we put in, obviously we
way consumers find it convenient to use them. Apart are suVering because some of our site owners are
from the issues of financial exclusion and switching across.We have had some site owners who
transparency, which we will turn to shortly, what is have switched across to charging machines and they
the problemwith this?What is the public policy issue have subsequently found that the volume of their
involved here? business within their convenience location has gone

down, and they would like to switch back again,Mr Bernau: We do not have any problem with
because when they had a free machine it attractedpeople who have charging machines. As an
machine it attractedmore people into their premises.organisation, we are committed to free machines;
Not everyone finds that it works in their favour.that is where we come from, and that is what we
Mr Beard: It would be interesting to see the figures.believe is best practice. If there is a place in the

market for people to charge, we believe that you
have to have transparency around the charging. Q629 Chairman: Your submission proposed a code
Through the pressure and the media interest and of practice for charging cash machines. LINK
campaigning, you have seen over the last year, introduced new requirements for transparency at the
starting in April and then further changes this year, meeting of 14 December. Incidentally, we have
that there are going to be various areas around received a letter from one of the independent
transparency, so if there are going to be charging developers, thatwhen they voted against the changes
machines, at least let the consumer have absolute to the rules, their objection was to the passing with
clarity in relation to the fact that they are going to be minimal notice and no proper discussion about the
charged. That has been a very positive thing that has significant expense of additional signage in charging
come out of the debate already, but I would like to machines only. By the open admission of LINK
make it clear from our point of view that we are oYcials, its main purpose was to head oV expected
committed to free machines, but if there is a market criticism of LINK in the Treasury Select Committee
for charging machines it is really a question of hearing of 21 December! LINK have been very
getting transparency so that the consumer can make helpful to us, by the way, so that is not a criticism
a clear, informed choice.We believe that the changes of LINK.
that are going through are in the right direction, but
we do not believe that they go far enough. 1 Ev 173.
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Mr Bernau: We are only where we are with these dynamics of this market. First, do you agree with
that, and, second, how do you think the LINKchanges coming through, not because the industry

itself has voluntarily put in place these changes to organisation could be structured to ensure that we
do not wake up one morning and find not that weincrease transparency; but because there has been

campaigning by Nationwide, by the media and have 5% of transactions being charged but that it is
the norm for consumers to have to pay to haveconsumer bodies in seeking to do this. Our belief is

that if there had not been that focus, you would have access to their own cash?
Mr Bernau: I agree with your first point, that thereseen charges coming in much quicker. I am

absolutely delighted with the changes that have been would have been charges coming by stealth.Wewere
very much involved with the issue around Barclays,brought in. As I said before, I think that they could

go further, but the only reasonwe are in this position where theywanted to charge their non-customers for
using their machines. They backed down that fromis actually because of the focus. We have had a

certain amount of disagreement with other members the media interest and publicity that came through.
Subsequent to that, we have seen people looking toof LINK around our campaigning, but we believe

that it has highlighted the issue, and at least we have sell oV their remote machines. You talked to people
last week who have sold oV their machines. I have togot into a situation where there is going to be more

transparency and consumer information that will say that, following that, we received a letter fromone
of the charging machine operators inviting us tomake it fairer for the consumer.
consider the same route. I thought that they had not
done as much research as they possibly could haveQ630 Mr Plaskitt: You say you would like to go
done, butwewere invited to go down the same route.further. You have already suggested the 30-day
I can only imagine that if we were receiving lettersnotice; is there anything else you think should be
like that, that all the main card operators weredone to deal with the issues?
receiving letters inviting them to consider selling partMr Bernau: We believe there should be a cap on
of their remote network. If I go back to the Unitedcharges. I know that there are areas that have been
States again, that is where it started. You get araised about being anti-competitive, but the
double-whammy in the United States to a certaininterchange fee itself has eVectively been agreed with
extent. The original charges started with banksthe OYce of Fair Trading. We know that the Post
charging their customers who used somebody else’sOYce has put in place a cap on its charges, so we do
machine—a disloyalty charge. The bank that hadnot believe it can be beyond the wit of the industry
the machine was then charging the same customers,to agree that there should be a maximum charge and
who were their non-customers, for using theirthat increases in that charge should be linked to
machine. In theUnited States you do not just get oneinflation of the consumer index, because at the
charge, you can suVer two charges. Our view is thatmoment there is nothing to stop someone saying
if there was not the focus on this, that is the way, bythey will increase charges from £1.50 to £2.
stealth, that we would go eventually.Although in theory there is an anti-competitive

issue, I cannot believe that within the industry you
could not have something that would be agreed by Q633 Angela Eagle: How can the dynamics of this
the OYce of Fair Trading that would be in the market be stopped so that we do not wake up one
consumers’ interest. At the moment the charging morning, after all of this aggressive campaigning to
takes place within a financial transaction, but I think acquire people’s networks of ATMs that is going on,
you will know that quite often other financial and discover that this is a big public policy problem,
services are advertised, and we would obviously like and that without that much warning consumers
to see a commitment that there are not going to be suddenly wake up and discover that they have to pay
charges for non-financial transactions. People to access their own cash?
already get an element of interchange fee for a non- Mr Bernau: I think it is the glare of media publicity,
financial transaction, and we believe that that is the glare that comes from having a committee such
suYcient. as this, and the points that aremade by the consumer

bodies that highlight these all the time. We are in a
market where there is nothing wrong with peopleQ631MrPlaskitt:Do you have a viewwhere the cap
setting up a business proposition to chargeshould be?
customers; they can do that. We would like to getMr Bernau:Wewould put the cap in at £1.50, which
absolute clarity, so that at least people are notis what we would say is probably the average charge
paying a charge by default and not realising whatat the moment.
they are doing.

Q632 Angela Eagle: I was interested in your view of
the dynamics of this market, because a few years ago Q634 Chairman: On that aspect of clarity, to what

extent does the latest LINK agreement meet yourBarclays tried to introduce charges on their home
machines, and there was such an outcry and objectives, and what further improvements would

you like to see in that transparency?objection from various other members of the LINK
organisation that they withdrew.What we have seen Mr Bernau: We believe that the LINK agreement

does go some way. It will strengthen the notices notsince then is this growth of so-called convenience
chargingmachines, and there are worries, which you just on the machine when you are doing the

transaction, but it will make sure that the warningsseem to agree with, that there is a kind of stealthy,
slippery slope to ATM charging happening in the about charging are at the right level. It is laying
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down a set size. We do not believe that size is large organisation? Do you find it is an appropriate
enough. It will make sure that on any advertising vehicle to push the agenda for the consumer, or is it
machine it will be there. That is very, very positive. a block to that?
Our belief is that it does not go far enough because MrBernau: I think it is much better thanwhat was in
we would like to see machines that are changing place before, because before LINK was in existence
from free to charging having a very clear notice there was a series of bilateral agreements between
period so that consumers get warning. We would individual lenders on what wewould do between our
like to see 30-day notices around any change in machines, so having a network that covers the
charges that take place, and we would like to see a providers is by far the best thing to do. LINK itself
commitment that there will not be any charges for is chairing that meeting and representing it, so I
non-financial transactions. So we believe it can be think it is the right forum. I know that there has been
strengthened and at least from the consumer’s point some discussion around it. Maybe there should be
of view, they are perfectly able to make a decision, consumer representation, or maybe the minutes
because they have the information and the clarity in should be made public. We would support those
front of them. things. I think it is the right body, and to be perfectly

honest LINKhas tried to put some of these things in
place. We would like it to go further from our pointQ635 Chairman: On enforcement, I believe that
of view, but it is dependent on the voting that takesLINK depends on the suppliers saying where the
place at these meetings. If there were more publiccash machines are. Our staV looked at some of these
scrutiny or more openness about that, my viewlocations andwhether they had cashmachines or not
would be that the media pressure that would comeon the LINK network. Where it is on the LINK

network, there are no machines there now at all. through would very much start to push more of a
There seems to be something more that needs to be consumer agenda.
done in terms of enforcement.
Mr Bernau:We certainly through our own research
have found that following from the original decision Q639 Chairman: It is clear that those on lower
from 1April last year, let us say some operators were incomes suVer most from charges, partly because
just a little bit slow in getting compliant signage. they often withdraw small amounts. Arguably, it is
Obviously, there are new rules coming in from 1 only where, as for example in much of Speke, which
July. Maybe there should be some sort of sanction, has been mentioned earlier to us, that people
and if people find that they are not providing these particularly had access in a locality and now no
that there should be a sanction against people if they longer do, that the situation has worsened. Do you
have had due warning. I think that is for LINK to have any concrete examples of where this has
decide. As I said before, I welcome the changes that happened?
are being made; but I just do not believe that they go Mr Bernau: Speke, I suppose, is a good example. I
far enough. have to say that we have tried to look at whether we

could put a cash machine into Speke; but you first
have to find a site, and some of the sites that haveQ636 Chairman: You have asked for the Banking
had cash machines in the past have had attacks andCode to be incorporated here, in terms of better
so site owners are saying they do not want anothertransparency. What sort of opposition are you
cash machine in. From our point of view, we wouldreceiving from others in the industry for this
always look at sites like that. We need theproposition?
combination of someone who has a site and aMr Bernau: I think there is probably a fair amount
security around that site; and if we can find those, weof support from the clearing bankers.
are obviously always looking to put machines in
place. Coming back to your point about more

Q637 Chairman: We had HBOS here before us last vulnerable areas, we are concerned that in some
week, and both their representatives agreed that they locations it might be young people who are drawing
would support inclusion of the Banking Code. out money. I certainly know from my own children
Mr Bernau: I think the clearing banks very much that they prefer to draw out £15 or £20 rather than
would be in support. They are used to complying a larger amount, and if they are being charged £1.50,
with the Banking Code, and I think that existing relatively that is quite an amount. If they are
banking players in the market would be quite drawing out £10 or £20 every other night, it is quite
comfortable with the Banking Code being applied to a big charge in a month. I am not saying that is not
this. I could not speak, obviously, for the charging a convenience location, because a pub might be a
operators, but we would certainly support it, and I convenience location, but it is more vulnerablethink the main clearing banks would be in exactly people who have low incomes that might be payingthe same position.

the charges.

Q638MrPlaskitt:Doyou consider that LINK is the
Q640 Chairman: What about the Post OYce andright organisation to force change in this business,
Speke, putting them on your cashmachines? Do yougiven that it is dominated by the big boys themselves,
enter into a deal with the Post OYce to supply freewho are ultimately seen to control the votes and

eVectively have vetoes over what is decided in the cash machines?
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Mr Bernau:We do enter into a deal. We have— wanted people to have access to their money 24
hours a day, but also to take them away from the
bank branches, because it was much more expensiveQ641 Chairman: They have got an exclusive deal
to give out money in bank branches. There seems towith Alliance & Leicester.
be a big public policy issue here, as far as I amMr Bernau: We have 160 machines with the Post
concerned. Do you agree with that?OYce and they are all free machines. I know you are
Mr Bernau: That is why we are obsessive about it!obviously speaking to the Post OYce later. They
We are committed to a free network. There ishave a considerable number of machines, and we are
another misconception; you cannot run a free ATMin discussions with them all the time. We would like
network and make a contribution, a profit. We haveto increase our 160 machines to a higher number. As
2,333 machines, 60% of which are in remoteyou know, we do not deal with site owners at the
locations, and we have a positive contribution thatPost OYce; you are dealing with the Post OYce
comes to us from the interchange fees. Our view iscentrally. We are in discussions with the Post OYce
that you are perfectly able to run this, and you canall the time to increase our number ofmachines from
also do advertising through thesemachines. You canthe current 160 up to a larger number. There is not
do mobile top-ups and you can supplement youranything that says a free machine does not work in
income.the Post OYce. We would like to have more.

Q643 Angela Eagle:On the 5% limit we are told that
Q642 Chairman: I have looked at my own although 40% of machines charge, it is only 5% of
constituency regarding the composition of free and transactions, but the presence of charging machines
charging cash machines. There are 35 free, and in deprived areas, where people are less able to
21 surcharging ATMs in my constituency that aVord the charge, must mean that they are bearing
transacted during December 2004. There are also 27 the brunt of what is eVectively a charge to get your
post oYces, and the research indicates that there is a own money out, surely?
clear pattern showing that the more deprived an Mr Bernau: That might very well be the case. Our
area, the greater number of cash withdrawals and view of the 5% is that you have a lead and lag here;
the greater number of post oYces in that area. That you have seen an enormous increase in charging
is 83 in total. If we assume that all the post oYces are machines last year—and of course that is what is
charging, that gives us almost 60% of machines in going to break through the 5% because the
my constituency that are charging, and 40% that are machines, to be perfectly honest, are not being
free. If I assume that only half the post oYces are located generally in rural areas; they are being quite
charging, then I end up with a 50/50 situation. It aggressively marketed to high foot-fall areas. If they
would appear to me from those figures and the are located in a high foot-fall areas, obviously the
anecdotal evidence I have that we could be on our percentage of usage will go up through 5% very
way towards an environment in which there is free quickly.
machines located mainly in the commercial centres Chairman:Mr Bernau, thank you for your evidence
and the high streets, but everywhere else has this morning.
charging machines. If we get to that situation, then
that will not be a very good situation for the
customer, particularly if we go back to the original
concept of holes in the wall, which is that banks

Witnesses: Sir Mike Hodgkinson, Chairman, Mr Dave Miller, Chief Operating OYcer, and Mr Graham
Halliday CBE, Director of Banking and Financial Services, Post OYce Ltd, examined.

Q644Chairman:Goodmorning, andwelcome to the Sir Mike Hodgkinson: I think we need to give you a
little bit of background. As you will be well aware,inquiry into cash machine charges. Sir Mike, can

you introduce yourself and colleagues for the the Post OYce has only recently moved into banking
shorthand writer, please? and financial services. That has followed the change

in the benefit system that the GovernmentSirMikeHodgkinson: I amMikeHodgkinson,Non-
introduced some 18 months ago. We have spent theExecutive Chairman of Post OYce Ltd. My
last two years trying to get ourselves properlycolleague on my left is Dave Miller, the Chief
involved in banking and financial services. It is quiteOperatingOYcer of Post OYce Ltd, and onmy right
important to give you a little bit of background as toGrahamHalliday, who is the Banking and Financial
just where we are. We now have approximatelyServices Director for Post OYce Ltd.
15,000 locations of which only 550 are directly
owned and directly managed by Post OYce Ltd. We
have some 14,450 that are owned by independentQ645 Chairman: Welcome. In February 2000 there

were only 160 cash machines in post oYces; now agents who are almost invariably running a
convenience store or other store alongside their postthere are around 2,500, and you have ambitions to

increase this to about 3,000. Why has there been an oYce, so that is important. Secondly, the Post OYce
does not own any ATMs itself, and is not a bankingexpansion in the number of cash machines in post

oYces in recent years? provider in its own right. In other words, we are not
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a pure bank in our own right. We have no charging Q650 Chairman: You will have seen in the Scottish
machines in our own managed and our owned post press the comments from a sub-postmaster in
oYces. Garmouth in the north of Scotland. I have a copy of

the letter that the Post OYce sent to him. Before I
read parts of that out, what is the relationshipQ646 Chairman: Is that a principle?
between the Post OYce and the sub-postmasters?Sir Mike Hodgkinson: It is. It is our current policy
What freedom do the sub-postmasters have withthat these are—
regard to installation of cash machines and deciding
what is best for their own premises?

Q647 Angela Eagle: Ah, that is not a principle then, Mr Miller: We have a policy where certain of the
is it? transactions that take place we restrict, that is to say
Sir Mike Hodgkinson: You will see in a minute how we want the sub-postmasters to take suppliers that
we move on. We have however also negotiated the we have negotiated deals with. We do that for a
contracts that in fact our sub-postmasters operate to number of reasons. We do it primarily because if weensure that charges are capped, so we do have an

did not have that restrictions policy, we run a 15,000overall agreement that we implement so that the
network in the UK and that is a very costly networkATMs located in our branches are not able to charge
to run; we support thatwith a computer system, withmore than the £1.50 per transaction fee2.
cash and stock delivery, and with a lot of advertising
that we do and pay for.We are concerned that we do

Q648 Chairman:Why do over 75% of cashmachines not have other, particularly competitors, riding on
located in post oYces levy a charge on the consumer the back of that network and the back of that
up to £1.50? expenditure. This is subject to law, and there are
Mr Halliday:When we have put our network out to changes in the law coming in in May around
theATMdeployers, they have looked at the foot-fall bringing UK law into line with European law. Like
and the potential in each location, and also looked at a lot of other people, we are reviewing our policy in
the sub-postmaster’s desire to have a cash machine this area, as we speak.We will of course abide by the
there. When they have assessed that, that then law, whatever comes out; but I would have to say
dictates to them whether a particular type of that the restrictions policy is there from our point of
machine is viable for them. They put in the machine view to ensure that we have a nation-wide networkwith the sub-postmaster’s agreement that is most of post oYces. We would be concerned, if thoseviable for that particular location. In a number of

restrictionswere not there, that people would be ablelocations clearly they are charging machines.
to cherry-pick. I thinkwe would find that a relatively
small number of post oYces would be favoured by

Q649 Chairman: You will remember the statement suppliers and that we would have less post oYces as
inHansard on 29May 2000 during PrimeMinister’s a result.
questions. It was announced that there were to be
3,000 machines installed in post oYces. Do you
think he had charging machines in mind when he Q651 Chairman: This letter was sent to Mr Ian
made that announcement? Taylor, which you will be well aware of because it
Mr Halliday: Perhaps I can give you some has been in the press. The letter from yourselves
background where that announcement came from. states: “A&L (Alliance & Leicester) have considered
When the Post OYce was establishing its banking it necessary to introduce a convenience fee surcharge
strategy one of the things it considered at the time so that the ATM can remain on site and continue to
was that it was desirable to have a network of ATMs be available to customers. With eVect from
situated alongside the banking business that we do. 4 October 2004 the ATM in your premises will
As I indicated earlier, we went out to the ATM charge customers a fee for withdrawing money,industry to ask them to provide those machines currently set at £1.50. To help explain the basis ofrather than us put them in place, and at about the

this decision, analysis shows a number oftime we did that, the changes, which I know other
transactions conducted at your ATM, and as youwitnesses have explained, on the back of the
can see for the period shown the number ofCruickshank Report came along. That changed the
transactions falls well short of the volume requireddynamics of the ATM industry. We ended up with a
to allow the machine to remain as non-charging.”mix of ATMs going in place. The 3,000 figure was an
The first thing is that this sub-postmaster wanted aaspiration; it was an aspiration based on something
free machine because he has experienced a reductionlike 13,000 sub-postmasters saying they wanted
in foot-fall. However, from that letter there was noATMs in place, and therefore the only way that the
negotiation with the sub-postmaster; you are tellingPost OYce and the sub-postmasters were going to
the sub-postmaster what to do. You tell him it isachieve that aspiration was to reflect what was
A&L and you have your relationship with A&L, buthappening in the industry.
that sub-postmaster does not have any flexibility in
that at all, and that, to me, seems contrary to the2 Note from Witness: The cap arrangement is written into the

contracts will all of our ATM suppliers, other than the statement that the Prime Minister made in the
Alliance & Leicester, where this is a less formal agreement. House about the installation of charging machines.
Post OYce Ltd have been advised by Alliance & Leicester

They are now being imposed on sub-post oYces andthat they have no plans to increase the surcharge levied at
any of their machines beyond £1.50. it just seems to run contrary to what was intended.
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MrHalliday:The contract thatwe have withA&L— Q656 Chairman: £10 million! Somebody must be
making money—£10 million, for goodness sake!if I can not go into full details of it, because

obviously it is confidential—the contract allows Mr Halliday: I think that is a question that needs to
be addressed to the deployers of the machinesA&L to place ATMs in post oYces, and it allows

them to place the ATMwhich is most viable for that because they are actually—
location, and it gives them an option to review
whether thatATM is the rightATMfor the location. Q657 Chairman: So you are getting ripped oV. You
What is happening on this occasion is that according are not making any money! My God! You are
to their criteria, the ATM is not producing enough allowing the machines to be placed in your post
transactions to make the ATM viable, so they have oYces; it is making £10 million and you are making
changed it. It is interesting because we have had a nothing. Your company has no profits here.
discussion with A&L about how we can tackle Mr Halliday:We do not want to make money from
situations like this for the future, and they are happy surcharging ATMs.
to have a further discussion with us about allowing
a sub-postmaster an option as to whether he accepts

Q658 Chairman: Why could you not enter athat charging machine or not.
negotiation with somebody like Nationwide for free
machines going into your post oYces?Q652 Chairman: That approach seems dictatorial,
Mr Halliday:We have. Nationwide have already—with little choice for the sub-postmaster. You

mentioned that the volume does not merit having a
free machine. What is the foot-fall? Q659 Chairman: No, 70% odd of your post oYces
Sir Mike Hodgkinson: Can I say one thing which is have got charging machines.
quite important? Mr Halliday: Nationwide have already—

Q653 Chairman: Hold on! What is the foot-fall that Q660 Chairman: And the trend is going up.
it has to fall below to trigger a charging machines in Mr Halliday: Nationwide have already deployed
a shop? over 150 free machines in post oYces, and we are in
Mr Halliday: That is A&L’s decision because only continual discussion with them about where they
they know their cost model, their profit model, and might like to deploy further machines.
what their aspirations are. I cannot speak for them.
It is a question best addressed to them.

Q661 Chairman: This is a bit worrying, because the
next time at PrimeMinister’s questions, maybe a fewQ654 Chairman: Another thing you told us in your people on this Committee will be popping up andletter tome is that you do notmakemuchmoney out saying, “Prime Minister, could you give a word ofof these things. But in your letter to sub-postmasters sympathy with the Post OYce; here they are, poorof 2 February you reveal that there are around financial illiterates here; they have cash machines in600,000 withdrawals every month through the 1,856 their oYces; they are making £10 million, but heycharging machines in post oYce branches. That presto it is going down the pan; they do not knowmeans there are around 7.2 million withdrawals where it is going.”every year. Using the LINK database, the average Mr Halliday: It is not actually going down the pan.charge for a charging machine in the Post OYce is The bulk of it is going to the sub-postmasters toaround £1.40 per withdrawal. That means that support the sub-postmasters in their businesses.charging machines in post oYces are generating

around £10 million in revenue each year. Is that
Q662 Chairman: But 4 pence a time?correct, or largely correct?
Mr Halliday: There are a variety of—Mr Halliday: The maths would sound about right,

but can I stress that—

Q663Chairman: I think youwould have to supply us
Q655 Chairman:Your letter to sub-postmasters also with this information, Mr Halliday.
says that the Post OYce does not make a profit from Mr Halliday: I would be very happy to provide you
charging ATMs, and sub-postmasters also complain with more detailed information, if I can just stress—
of not making any money from charging cash
machines. For example, with the Garmouth one you

Q664 Chairman: But you have written to us already,were telling the owner that for cash withdrawals in a
and it has never cast a light on it for us already, so Imonth between nil and 1,100 you would pay them
think you need to be clear in terms of these finances.4.9 pence of the £1.50 that was charged; for over
MrHalliday:Wewill, but canwe stress that there are1,000 you would pay 14 pence—but that is quite a
diVerent models—target to attain. You are stating that you are not

getting much money from it. If you are not making
much money, then it does not seem that at 4 pence Q665 Chairman: I would have thought you would

have been clear before that. Can I ask maybe the lastsub-postmasters are making much money. Where is
the £10 million going? question before passing on. Did any of the charging

cash machine suppliers make one-oV payments toMr Halliday:We are paying to sub-postmasters the
bulk of the money that we receive. We are actually the post oYce for exclusive access to the branch

network?not making any money out of surcharging—
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Mr Halliday: Not that I recall. Mr Halliday: It is quite simple: on top of the money
that we were investing in the banking services, which
the Committee may recall were labelled “universalQ666 Chairman: So that is not in place.
banking services”, which we had to invest in toMr Halliday: Not that I recall.
ensure there was a service available in all post oYces,Sir Mike Hodgkinson: Can I say one thing that it is
we quite simply did not have the capital to invest inimportant for people to understand? People have to
the further network of ATMs across our network.remember that we have invested £100 million to

ensure that everybody can drawmoney over the post
Q671 Mr Beard:How many of the cash machines inoYce counter free, and as we have introduced free
post oYces are supplied by the independent ATMbanking over the counter for people’s cash through
deployers, and which are your main suppliers?our 15,000 network, of course some of the machines
Mr Halliday: We have a very strong relationshipthat had high volume transactions have lost volume
with Alliance & Leicester, but the rest of thebecause people can now draw cash through our
suppliers are quite well spread, and I would like15,000 outlets across—
to provide you with that information on aChairman: I will tell you that the ordinary person’s
confidential basis.view of that, SirMike, is this. First of all, they cannot

get anything out if they are members of HBOS, RBS
or HSBC because they have been before us and have Q672 Mr Beard: You cannot give us a broad
said, “this is a competitive issue”, and I specifically percentage now?
asked that question to the representatives. That is Mr Halliday: Not at the moment, no.
43% of the network that cannot get access through
your counters. Any post oYce you go into—and I do Q673 Mr Beard: Does the Post OYce have any
not think my post oYces are any diVerent to special arrangements with any individual ATM
anybody else’s—you could be talking about a 15- operators that allow them first refusal on any
minute wait in a queue to get served. You get a potential sites on which to place their machines?
choice between a 15-minute wait in a queue or only Mr Halliday: Our historical relationship with
a cash machine which is charging. That does not Alliance & Leicester has meant that A&L in the past
seem tome to be a fair balance.When you talk about had what we would call first look at the network, but
investment of £100 million, I think it could have that now does not exist.
been invested more judiciously.

Q674 Mr Beard: How is it decided? Who will have
Q667 Mr Beard: We understand that you have what site?
applied to join LINK. On what basis have you Mr Halliday: The opportunity to put an ATM on a
applied to become members of LINK, and what is site is put out to the ATM deployers, and then the
the progress so far on that? sub-postmaster decides which ATM he would like
Mr Halliday:We have applied to become members to have.
of LINK in the hope that LINK will register the
scheme to enable all banks that are members of Q675 Mr Beard: When tendering for companies to
LINK to then allow all their customers, including install machines, did the Post OYce approach all
the banks that the Chairman has just mentioned, to ATM suppliers to see if they could install a free
use our counters for access to free cash. machine, before re-tendering the contract amongst

those who install charging machines?
Q668Mr Beard: It is a matter for the counters rather MrHalliday:We tender widely on an informal basis
than the— across all ATM suppliers as far as I am aware.
Mr Halliday: It is for the counters. Our network, as
we have mentioned, is very extensive, 15,000 Q676Mr Beard: To see whether they would provide
locations—far more locations than there are ATMs a free machine?
in post oYces. By doing that, we can extend the Mr Halliday: To see if they would provide any
access to free cash in virtually every community in machine.
the country.

Q677Mr Beard:The point is, did you start by asking
Q669 Mr Beard:Where have you got to? for tenders from people who provided free machines
Mr Halliday: That application is still resting with and then go to a paying machine?
LINK. They will be considering it, hopefully this Mr Halliday: Initially, we focused on free machines
month. The indications are that because we are because the thrust to put ATMs into oYces arose
applying for a diVerent classification of service, before the changes to the market, which actually
which is a manned terminal, rather than ATM, then resulted in the growth in the placement of charging
that may very well be declined, but we await the machines.
outcome of the approach.

Q678 Chairman: The original point about installing
cash machines in post oYces was a recommendationQ670 Mr Beard: Why does the Post OYce make

arrangements with independent ATM deployers of the report published in June 2000Modernising the
Post OYce Network from the Downing Streetrather than installing its own brand of ATMs, which

would allow it to become a member of LINK Performance and Innovation Unit, was it not? So
did you go back to the Innovation Unit and say, “weautomatically?
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have tried to get free cash machines in post oYces, Mr Halliday: It could.
but we have failed, so we have got to go the charging
route”? Did you report to the innovation unit and Q686 Mr Beard: The existing contract between the
make that statement? Post OYce and sub-postmasters restricts the ability
Mr Halliday: Not that I recall. of sub-postmasters from carrying out independently
Chairman: No, maybe you did not really try too many types of business, and requires them to use
hard! suppliers chosen by you, the Post OYce. What is the

rationale behind that arrangement?
Mr Miller: I touched on this earlier. Currently, weQ679 Mr Beard: If you were letting a tender
are reviewing, against the change of law withintomorrow in some particular site or sites, would you
Europe, what our restrictions policy will be goingfirst of all ask for tenders for free machines and only
forward. Whatever the law is, we will comply withthen go to ask for tenders for paying machines; or
that. What we are concerned about is that we runare you asking in these circumstances for a tender for
15,000 outlets in the UK and invest heavily in thosepaying machines straight away?
outlets. We spend a lot of money supporting them,Mr Halliday: No, we would ask for tenders for all
in terms of computer systems. We spend money inmachines.
terms of cash and stock distribution. We spend
money in terms of the way we promote products forQ680 Mr Beard: Some would be free and some
those outlets. What we do not want, frankly, iswould be paying.
competitors cherry-picking the bits of that networkMr Halliday: Again, without knowing the exact
in order that they can ride on the back of thatpricing and costing models of the individual ATM
investment, because that is what people will do.deployers, it is fair to say that the level of

transactions, the size of the foot-fall in certain
Q687 Mr Beard: Can you confirm that cashlocations, just would not support a free ATM, and
machines are one of these restricted products?therefore if those sub-postmasters want an ATM,
Mr Miller: They are at present, yes.they should have the opportunity of knowing that a

particular type of ATM is available to them.
Q688 Mr Beard:Why?Sir Mike Hodgkinson: To clarify that, were the
Mr Miller: For similar reasons to other products—previous speaker to oVer a significant range of free
because we feel people will ride on the back of thatATMs, we would be taking that up with great
network.alacrity.

Mr Halliday: Indeed, we would like to speak—
Q689 Mr Beard: The correspondence received
from the sub-postmaster indicates that for eachQ681Mr Beard:That is your policy? That is the Post
withdrawalmade from the chargingmachine in theirOYce policy?
post oYce they received just under 5% under theMr Halliday: Yes.
present arrangement. However, as a shop-owner
allowed to approach the Alliance & LeicesterQ682 Chairman: But you must have an agreement
directly to install an Alliance & Leicester machine,with A&L. What is your agreement with A&L?
they would receive 97.5% per withdrawal; and thatYou just cannot drop that agreement with A&L
means that if there are 1,000 withdrawals a monthtomorrow and install free cash machines, surely?
they would receive around £50 from the Post OYce,Mr Halliday:We have an agreement with A&L for
but if they went direct with Alliance &Leicester theythe provision of machines.
would receive £975. Why are the figures so diVerent?
MrHalliday: I have already said that we will provide

Q683 Chairman:What is that? you with further details of how those contracts
Mr Halliday: But we also have an agreement with work, but it is important to stress that we do not
other suppliers for the provision of machines. know the nature of the oVer that has been received

direct from Alliance & Leicester, and we do not
Q684 Chairman: What is the agreement with A&L know whether we are comparing like with like here.
because they are increasing their numbers? What is A lot can depend on, for instance, whether the ATM
your contract with them—for how long? deployer is maintaining the machine and providing
Mr Halliday: If I am to provide you with details of the cash; or whether the retailer is feeding his own
the contract withA&L, then I think I need to do that cash into themachine. It canmake a huge diVerence,
privately, and I will drop you a line about that.3 and there is a variety of diVerent contracts between

those ranges. I think it is best if I provided that detail
privately.Q685 Chairman: The reason I am asking the

question is that we are trying to get through this fog,
Q690 Mr Beard: It does look to be a very big gap,to find what that agreement is, because you cannot,
between 50 and 975. It raises the question of what isI do not think, drawout fromA&L tomorrow; so the
happening to the £925 diVerence.concept of charging cash machines is here to stay for
MrHalliday: I have already provided you with somequite a time, and indeed it could increase. Is that
information about how the money that we receivecorrect?
from these machines is split, and a significant
amount of that goes in national insurance and VAT.3 Ev 144.
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Chairman:We look forward to getting that. SirMikeHodgkinson: I think it is important to recap
what we were saying earlier. As we have introduced
free cash withdrawal over the counters, then theQ691 Mr Plaskitt: Can I go back to a couple of
volumes through some of those ATMs have goneearlier answers and get some clarification? In your
down. It is quite important to bear that in mind.introduction, Sir Mike, you talked about the 550
Chairman: You should give us the figures, if that isoYces that you run and own directly. That is the
the case.Crown network, is it not? Am I not right in thinking

that you are in the process of franchising quite a lot
of that out to private operators? Q697 Mr Plaskitt: I wanted to come back to that
Sir Mike Hodgkinson: A small element. because you did indeed say in your submission to us:

“Post OYce Ltd has the network and the ambition
to become the universal provider of free cash toQ692MrPlaskitt:You are franchising the one inmy
personal customers.” Is not the gradual trend,constituency.
possibly accelerating trend, in post oYces, of theSir Mike Hodgkinson: Yes.
appearance of charging ATMs running directly
counter to that objective?

Q693Mr Plaskitt: So that 550 is dwindling, in terms Sir Mike Hodgkinson: Again, I think it is important
of the amount of control you exercise over what just to recap on where we are. We have been in
happens inside those branches. For a Crown oYce banking since April 2003, so this is very new.We had
such as the one in my constituency that has been hoped that all of the banks and financial institutions
franchised out, presumably the operator in future would have signed up with us to get free cash over
will be free to bring in ATM machines if he wanted the counter. In the event, everybody did not do it.
to, but they could be charging machines. We then spent not only the computer systems and all
Mr Halliday: Yes. of the background oYce work to be able to do that;

and our next focus was to ensure that we had
adequate, or some coverage in Scotland andQ694 Mr Plaskitt: So that 550 core is dwindling, is
Northern Ireland, because when we started we hadit not?
very little coverage in Scotland and NorthernMr Halliday: Yes.
Ireland. We managed to get the Bank of Ireland on
board, and Clydesdale Bank in Scotland on board.

Q695 Mr Plaskitt: In another answer you said that The next part of this exercise has been to try and
youwere in the process of negotiating choice for sub- become a member of LINK, which would enable
postmasters. I am not quite clear what choices you everybody to have access to the cash. We are in the
are talking to them about. Is it between having a very early stages of trying to do what we all want to
charging machine and no machine, or is it a choice do, which is to ensure that we do have free access to
of a charging machine and a non-charging machine? cash over the counter.
Mr Halliday: If I can recap, the answer arose
because of a specific Alliance & Leicester situation,

Q698 Mr Plaskitt: While you are inching your waywhich I believe was the sub-postmaster in Scotland.
towards that situation, you are acquiescing in theThe issue was that the sub-postmaster felt that he
growth of the chargingATMnetwork in post oYces;had been required to have a surcharging machine in
so you are actually contributing to this landslip weplace of the free machine. We are in the early stages
are seeing take place from a free network to aof discussions with Alliance & Leicester to discuss
charging one. Are you comfortable about the facthow we can handle that situation for the future to
that you are contributing to that?give the sub-postmaster an option. We do not know
Sir Mike Hodgkinson: As I say, we are in thishow those discussions will turn out yet, but it may
dilemma at the moment where a lot of thewell be that the option will be to have a surcharging
transactions through the machines—the very factmachine or no machine. I accept that.
that we have oVered free cash to 15,000 outlets with
quite extensive opening hours—of course the use of

Q696 Mr Plaskitt: But the option is not going to be the ATMs is actually dropping, which is a kind of
between a surcharging machine and a free machine; natural corollary. We are still in this interim period.
the deal you are putting on the table is a charging
ATM or no ATM.
Mr Halliday: And that would be the case in just Q699 Mr Plaskitt: When a charging ATM appears

in a post oYce, do you put a notice on it that says toabout every location, not just sub-post oYces,
because the machines have got to be viable for the your customers that they can withdraw cash for free

over the counter?operators. I am sure they will say that, and I believe
indeed they did say that in their evidence two Mr Halliday: Over the past two years we have

advertised and displayed extensively noticed aboutweeks ago4.
our over-the-counter service. We have spent £6.5

4 Note from Witness: It is the ATM deployer, not Post OYce million in the past two years running television
Ltd, that decides whether a machine will be free or will levy adverts, radio adverts, newspaper/magazine, ad
a surcharge. Itmay therefore be that in areaswhere theATM shells and also posters in and around our branches,deployers are unwilling to locate a free machine, the only

saying that we have an over-the-counter service. Ioption that they will present subpostmasters with is having
a surcharging machine, or not having a machine. believe that we have done a lot and will continue to
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do a lot. We also require our staV, where they can, Q703 Mr Plaskitt: You are in eVect saying that you
are making yourself, the Post OYce, part of thisto advise our clients of the existence of the over-the-

counter service. process of the spreading of charging ATMs and that
you are driven to do that by your own financial
circumstances?Q700 Mr Plaskitt: Would you not be contributing
Sir Mike Hodgkinson: We are not in a position tomore eVectively to your stated ambition to become
ensure that we subsidise the outlets to have freethe universal provider of free cash to personal
ATMs, which is a slightly diVerent position.customers if you were taking a more robust stand

against the spread of charging people to withdraw
Q704 Mr Plaskitt: It is a diVerent gloss on thetheir ownmoney from their own account? Is that not
same position.what you should be doing, as the Post OYce?
Sir Mike Hodgkinson: But it is the reality of events.Mr Halliday: As Sir Mike has said, we are in the

middle of a journey here to build the free service over
our counters. It already is popular and growing, but Q705 Chairman: Could I return to Mr Plaskitt’s
we have not completed that job yet. In themeantime, point, just to try reinforce it? Do the notices next to
an ATM market has been created which our sub- your surcharging cash machines clearly inform
postmasters want to participate in, and I think we customers, many of whom may be collecting
would find it extremely diYcult to stop them from benefits, that they can withdraw cash free over the
doing that. It is better that we do it and co-ordinate Post OYce counter?
it so that there is a universal approach to how these Mr Halliday:When we deployed those notices, and
are deployed, than to allow a free-for-all. we do it in phases—

Q706 Chairman: No, I am asking: is it a policy thatQ701 Mr Plaskitt: This is why I find the Hobson’s
you have notices in Post OYces?choice you are presenting to your sub-postmasters
Mr Halliday: We do not have a policy that theso strange. You are saying, “you can have a charging
notices are up permanently.ATMor you cannot have anATMat all”. Your plea

to be trying to further this objective would be
understand and credible if the choice was between a Q707 Chairman:The reason I am asking that is quite
charging ATM and a non-charging ATM, but that simple. In figures supplied to us by LINK, at least
is not the choice you have got on the table, is it? 38% of customers choosing to use the charging
Mr Halliday: It tends not to be the choice, because machine in one Post OYce could have made a
the individual deployer’s assessments of the withdrawal free over the Post OYce counter—two
locations based on expected foot-fall, and therefore out of five. Although undoubtedly a number of these
expected transaction levels, indicates to them what people may not have wanted to queue, do you not
type of ATM would be viable for them. They will think that demonstrates the need for clear signs on
oVer to deploy the most viable option that they can. the ATM informing customers of certain banks that

they can withdraw cash free? That figure of 38%
figure leads me to the conclusion either that peopleQ702 Mr Plaskitt: But have you not just taken the
see a big queue and they do not want to wait or elsefoundation stone out from under your objective to
you are not making it clear that they can withdrawbe the universal provider of free cash to personal
that cash. If you are not making it clear, what we arecustomers?
asking you to do today is to put on to every one ofSirMikeHodgkinson:Again, you have to go back to
those machines, through your dealings with A&Lour core philosophy at the moment. The network is
and others, that this is a charging machine. A lotin the process of losing 40% of its revenue as a result
of people on benefits use Post OYces, theof the change in government benefit payments. We
preponderance in my area anyway, in deprivedare spending a great deal of money as part of that
areas. In terms of a financial conclusion, whichprocess in providing free cash over the counter. We
Angela Eagle is coming to, that is one of our requestsare spending a great deal of money in introducing
to you.new products that can provide foot-fall and financial
MrHalliday:Whatwe have done up to now is to relybusiness for our sub-postmaster network, and it is a
on the LINK scheme rules regarding advice onquestion of priorities as to what we actually do to
charging customers at ATMs. What has beenprovide the sub-postmaster with a viable living for
recognised, as a result of the work that Nationwidethe future and ensure that we do have a network out
has done and also thework of this Committee, is thatthere. If we can keep this network going, which is
there is a lack of notification, a lack of transparency,what we are absolutely intent on doing, then there
however you want to put it.We are very pleased thatwill be 15,000 outlets where people can get access to
there are going to be changes to that and we will befree cash. We cannot do everything. We would like
active in enforcing those changes.to do everything, but physically within the resources

we have we have to ensure that we are providing
both free cash to people who need it, which we are Q708 Chairman: You have not answered my

question. Are you going to put notices on thesedoing in the over-the-counter service, and the next
priority which is to provide new products and a new machines?

Mr Halliday: Together with the deployers and withmethodology of re-inventing the network so that the
sub-postmaster network will remain viable into the LINK, we will ensure adequate signage on the

machines or around the machines.future, and ensure that we keep this network going.
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Q709 Chairman: That seems as if you are sliding out You have a load of charging machines and are you
not even making any money out of that. Is it allfrom answering my question.

Mr Halliday: I think we would like to see what going back to A&L?
Sir Mike Hodgkinson: It is quite important that theLINK are going to come up with to make sure that

any signage that is deployed is adequate. £10 million is a gross figure before the costs of those
machines. That is quite an important point to log.

Q710 Chairman: It is another concern, Mr Halliday,
Q715 Angela Eagle: So it is less?that four out of 10 of your customers could get free
Mr Halliday: We do not make a profit out of fee-withdrawal and yet they are paying money in your
charging machines.Post OYces.

Mr Halliday: I think it is fair to say that the figures
Q716 Angela Eagle: I wonder why you botheryou might have been provided with by LINK
having them at all?exclude those customers who actually access our
Mr Halliday: We have them because we had anbanking services at the counters where the
aspiration, along with sub-postmasters, to puttransactions do not come through LINK.
ATMs in PostOYces. That aspirationwas expressedChairman: There is a big issue here and we look to
earlier in this discussion. The bulk of the moneyyou to address it.
from ATMs which charge, and there is money paid
over by the deployers to us, goes to the sub-

Q711 Angela Eagle: Before I go on to financial postmasters. We do not make a profit from fee-
exclusion, Sir Mike, you said earlier, and it was not charging ATMs.
that reassuring, that your current policy was not to
charge for machines in your Crown post oYces,

Q717Angela Eagle:When you have decidedwhetherwhich indicates to me that there may be a sudden
to install a free machine or a charging machine in adecision, or a decision at some point in the future, to
particular area, do you take into account theswitch completely to charging machines?
deprivation that is around in a particular area, or doSir Mike Hodgkinson: We have no plans in that
you look purely at the so-called economics?direction at the moment.
Mr Halliday:We do not decide what type of ATM
goes into a particular area.

Q712 Angela Eagle: You have a commitment and
you do very well, I think, with basic bank accounts Q718 Angela Eagle: So you wash your hands of any
to give people access to their own cash, but this side social policy issues to do with deprivation?
of the business, as my colleague James Plaskitt was Mr Halliday: We do not own the machines; we do
talking about, seems to be at odds with that aim. not fund the machines. As we have already stated,
You are not really being as reassuring as I would like we do not have the finance to support unviable
about your attitude and principle to charging for machines. Therefore, we rely on the suppliers of the
ATMs. machines to decide what is the best machine for each
SirMike Hodgkinson: I think the issue is quite clear. individual location.
Our philosophy is to ensure that people can access
their cash over the counter. We would have liked all Q719 Angela Eagle: So there is no free machine in
of the banks to have participated, but they did not. Speke but there is a load of free machines downstairs
Our next line of attack on that is to try to join the in this building. That is the outcome of opting out of
LINK system, which will improve that. We are then any view on what eVect charging might have in the
faced with a lot of the existing ATMs that are just communities you are in, is it not?
not viable because the volumes of transactions are so Mr Halliday: There are two Post OYces in Speke
low and so in many of these cases where there are which actually provide free over-the-counter
charging ATMs, the choice for the ATM deployer is services, particularly for people who do not want to
simply to shut them down and pull them out or leave use an ATM.
them as a convenient option in the Post OYce, which
is an option alongside the ability to get free cash over

Q720 Angela Eagle: Or cannot?the counter.
Mr Halliday: Or cannot use an ATM—

Q713 Angela Eagle: As the Chairman has just Q721 Angela Eagle: But that is only for people who
pointed out, it is confusing for your customers who do not have bank accounts with the 40% of banks
are paying when perhaps they do not need to do so that have not signed up to your free cash services, is
by using the machines. it not?
Sir Mike Hodgkinson: We need to check those Mr Halliday:All basic current accounts can be used
figures and understand how those figures were at Post OYces. That is an agreement that we have
arrived at. with the banks. Our own Post OYce card account

can of course be used at Post OYces.
Q714 Angela Eagle: The sub-postmasters are
making almost no money out of charging ATMs. Q722 Angela Eagle: That means that anyone who

has had a benefit payment through a basic bankThere is a £10 million profit running through your
network. Who is getting that? Is it you or is it A&L? account can get to their cash free?
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Mr Halliday: Correct. the Treasury and theGovernment liaisedwith you to
focus particularly in these areas to ensure that the
free services that you have are available in aQ723 Angela Eagle: Is that an inviolable principle
convenient way in those areas?for you?
Mr Miller: Those free services are available inMr Halliday: It is an absolute rule.
those areas.

Q724 Angela Eagle: That is not a current business
Q728 Chairman: The point is this. Has the Treasurypractice.
supplied you with that information on theMr Halliday: It is an absolute rule which forms part
postcodes?of the universal banking services agreement between
Mr Miller: We have that information about thethe Post OYce, the Government and the banks.
urban deprived, certainly. It is all part of the
currency.Q725 Angela Eagle: Do you see any public policy

issues about what appears to me to be a
Q729 Chairman: What action have you taken as aconcentration of free machines in areas where
result of being supplied with these postcodes? Whatpeople can get to easily, especially if they have cars,
diVerent polices have you implanted in these areas ofand the almost total absence of them from areas
financial exclusion?where people perhaps do not have access to cars or
Sir Mike Hodgkinson: Dave Miller can give you thetransport and therefore have a choice of charging
detail. My understanding is that there was extrawhen they may be taking out quite small amounts of
investment and we did network reinvention; theremoney anyway, and so the overall charge—and I
was special treatment for branches in the urbanappreciate that at least you have a cap—is a big
deprived network to ensure exactly the point you arepercentage of the money that they take out?
raising that in fact people in these deprived areasMr Halliday: From the information that we have
could have access to the free cash in a convenientseen, the spread of chargingATMs and the spread of
way.free ATMs does not seem to support the view that

there is a weighting of charging ATMs in what you
Q730Chairman:This is a good story for you and youwould class as deprived areas. I think LINK might
do not have much of a story to tell. You should havehave done some similar work and they might be able
been well briefed when coming to this Committeeto give some further help in this area. Our role is to
and giving it to us in a snappyway. This is you on theensure that there is availability of free cash for those
oVensive, not the defensive, surely? You have thesecustomers who particularly want to have their cash
postcodes from the Treasury. You should befree close to where they live. Through our 15,000-
working on them and telling us exactly what you arestrong branch network, our aspiration, and indeed
doing to assist financial exclusion and all we arecurrent capability to provide free cash, I think
getting is mumbo jumbo.answers that issue.
Mr Halliday:We have oVered assistance within the
Financial Inclusion Taskforce at the Treasury, andQ726 Angela Eagle: The Treasury has a list of
we are looking forward to playing a part in that.postcodes where there is a concentrated financial
Chairman: I think we need another batch in writing.exclusion at the moment. They know what 25% of
A lot of people in your organisation are going tofinancially excluded people are concentrated in 3%
be busy.of the postcodes. Do you think that you have any

public policy responsibilities to provide a service in
Q731 Angela Eagle: It would be interesting tothat 3% of postcode areas where there is a massive
see what kind of presence you have in theseconcentration of financial exclusion? How well do
concentrated areas. You are aware of them,you do in representing yourselves in those areas to
obviously, and extra focus has been put on them.Weensure that the areas with the most financial
would like to have a look at how that works out inexclusion have actually got access to free cash in a
practice.convenient way?
Mr Miller: If you would like information on ourSir Mike Hodgkinson: First of all, the urban
presence in the deprived areas, we can supply that todeprived form a special category.
you. We can supply maps and so on and so forth.MrMiller: I would like to respond to that. There are
Angela Eagle: That would be very useful.3.5 million Post OYce card accounts, which is how

benefits are paid to many of the more disadvantaged
people in our society. There is something that the Q732 Chairman: There are a couple of questions on
DWP calls the exception service, which is also rising transparency before we finish. What standards of
up to about 2 million. These services are available at transparency apply to the charging cash machines
all Post OYces free over the counter. We are talking that operate within Post OYce branches?
about 5.5 million people, probably many of whom Mr Halliday: The LINK standards: we require our
are the more disadvantaged people, who are able to providers to apply the LINK standards.
get those services free over Post OYce counters.

Q733 Chairman: The new LINK rules require signs
to use aminimum of 14 points. The 14 -point sign, asQ727 Angela Eagle: Do you have a list of these 3%

of postcodes that contain 25% of the deprived and Imentioned to people last week, looks like this, and I
am showing it to you. I do not think you can readfinancially excluded? Have you planned and have
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that, but this one is 96 point and it says: “This free and 21 surcharging ATMs.Do you know of any
Post OYces in my constituency that have chargingmachine will charge you £1.50”. That is dead easy to

read as you approach themachine. You are applying machines in them?
Mr Halliday: I think there will be some, yes.the 14 points but mysteriously down at the Post

OYce in theHouse of Commons they are using quite
big print, something like 40 to 50 points, which is not Q739 Chairman: If you say about half, if that is the
being used in the rest of the country. Would you be case, then I have 50% charging and 50% free
willing then to put big signage on all your cash machines in my constituency and with the free
machines in the country going beyond the 14 point machines located in the commercial centres largely,
requirement? in the main towns. This is obviously a growth
Mr Halliday: Firstly, the notice that is downstairs is industry and a 50:50 figure does not seem to equate
on an Alliance & Leicester machine and Alliance & with the 5% cap figure that people were talking
Leicester have actually put notices on all their about for charging machines. Is it not a worrying
machines similar to that, either saying the machine trend that we are really going to a charging
is free or there is a charge on thatmachine for certain environment?
customers. Mr Halliday: I think the figures are perhaps

distorted by the fact that we are late into the ATM
business, or market, whatever you want to call it,Q734 Chairman:When did that go on them?
compared with other people who are in it, andMr Halliday: I do not know when that went on.
therefore we are starting from a totally diVerent
base. Our free ATMs have increased by 80% fromQ735 Chairman: That was pretty recently, actually, December 2001 to 2004 alongside that. What we areand it was after 21 December. finding is that the ATMdeployers recognise that ourMr Halliday: That is interesting. As I indicated retail outlets are available in just the sameway as anyearlier, we support greater transparency; we support other retail outlets for these particular machines tobetter signage; and we will work with the deployers be deployed, and that is reflected in there.and LINK to ensure there is that better signage so

that our customers are aware of any charges that
Q740 Chairman: The research indicates that, inapply on the machine.
terms of cash withdrawals, it is people with lower
incomes largely who make the cash withdrawals.

Q736 Chairman: Has the Post OYce conducted any These cash withdrawals at Post OYces in my area
research into consumer awareness, particularly of indicate that there is a clear pattern that shows the
those receiving benefits, of cash machine charges more deprived an area is, the greater the number of
and, if you have done so, what were the results and cash withdrawals. There is a big financial exclusion
could you share those with us? agenda for you to tackle there, not just in my area
Mr Halliday: No, we have not carried out any but overall. Would you agree with that?
research. As I say, we have relied on the LINK MrHalliday:We acknowledge that and we think the
standards being applied and we have relied on other best way we can tackle it is to ensure that all
information that has been available to us. customers can actually access the cash that they

want over our counters, and that is our aim.
Angela Eagle: There is one thing that ties in withQ737 Chairman: Consumer groups have submitted
what the Chairman has said about the Post OYcesevidence to us expressing concern that the fixed fee
in his own area where very large numbers of peoplecan impact particularly badly on low-income
using ATMs in Post OYces are charged when theyconsumers. You have set a cap of £1.50 as the charge
could actually get their cash free by going to thethat can be made. Why have you chosen to operate
counter. This pattern is reproduced in other places,a charging cap and how did you arrive at the figure
including Speke. Spending £6million on telling themof £1.50?
that they can get their cash free is perhaps not theMr Halliday: We chose to operate a charging cap
biggest advertising campaign we have ever seen.because we could see that the charges were able to be
There must be some lack of information here. Youincreased, possibly able to be increased at variable
can assume that some people are in a rush and sorates, and we might have diVerent oVerings, if you
they pay the fee, but that does not account for thelike, in diVerent Post OYces possibly that customers
very high percentage of people who are actuallywould visit and therefore they would find that
subjecting themselves to a fee in Post OYces to getconfusing. We did not think that was right and
cash when they can get it free. You cannot betherefore we thought that if there are going to be
communicating with them properly.these machines in Post OYces, at the request of our

sub-postmasters, we wished to see a charging regime
which was in line with what was then becoming the Q741 Chairman: When that happens to four out of
market norm, but we felt that that was where we ten, there is a problem.
wanted the charge to be. We were uncomfortable Mr Halliday: First of all, can we check the four out
with allowing a further licence to take us any further. of 10 figures just to understand that?

Q742 Angela Eagle: I have some other figures hereQ738 Chairman: You have probably heard, when
the Nationwide representative was here, figures that from Speke that say the same thing is happening

there.I have given for my own constituency of about 35
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Sir Mike Hodgkinson: It is in our core interest to try competition to three suppliers is resulting in more
charging machines, not less. The sub-postmastersto get as many people to use free cash over the
indicate to us that they need more freedom aboutcounter because we are trying to encourage that use
whether to install a free or charging machine in theirthrough the network.
branch. It was very clear from the letter to the sub-
postmaster in Garmouth that there was no choiceQ743 Chairman: As my colleague says, you need to
there; a charging cash machine was installed, andman the tills and not have queues of 15 or 20
there was no choice. That seems contrary to theminutes. That is the issue. There is just one last point
principles of the market that you are espousing.about the figure of £10 million. We are really
Given that all the banks are installing free machinesinterested to know where that is going because you
in their branches, and they are doing that because itare not making money and the sub-postmasters are
is quicker and more eYcient for the consumer, thenot making money. Goodness knows who is making
Post OYces seems to be the only financial institutionthe money. I think an answer is required on that
going in the other direction, and that causes usmystery £10 million. As a large network, you have a
concern. We will be focusing on these issues in ourunique opportunity to provide free cash machines
report and, hopefully, the submissions you make toand improve financial inclusion. In fact, that is the
us will help answer some of these questions.reason why you were invited here this morning. You
Sir Mike Hodgkinson: May I say one thing ininvited yourselves because you sent us your
conclusion? We would be delighted to take up thesubmissions, which we were happy to receive. We
potential oVer this morning fromNationwide to putsupport the eVorts of the Post OYce to improve
in a significant number of more free machines in ourover-the-counter services.We will write to the banks
network. We are already in discussions.and others to see what the barriers are to further

progress to try and assist in that. Q745 Chairman: Do not let us kid the public, Sir
Sir Mike Hodgkinson: That would be extremely Mike. You will have agreements with Alliance &
helpful. Leicester and whoever else and they will be coming

to you afterwards and saying, “Wait a minute”.
Q744 Chairman: It appeared to us this morning, Sir Sir Mike Hodgkinson: But these things always take
Mike, that you are not meeting your responsibilities time.
at the moment and that increasing charging is
contrary to the objectives of financial inclusion. Q746 Chairman: It is more complicated than you are
There does not seem to be any measurement of indicating at the moment, although your intention is
financial exclusion when deciding whether to install good. We wish you well with that intention.
free or charging machines. I think we need some SirMike Hodgkinson: That is what we are pursuing.

Chairman: Thank you very much.more information from you on that. Restricting

Witnesses: Mr Stephen Timms, a Member of the House, Financial Secretary, and Mr James Parker,
Treasury Financial Systems team member, HM Treasury, examined.

Q747 Chairman: Minister, welcome to this final was built into the design of the arrangement for
direct payment of benefits that people should be ablesession on the cash machine inquiry. We will focus
to obtain their benefit cash free of charge. As far asthis morning on transparency and financial
I can see, at the moment, it is possible for people toexclusion. These are two of the three themes that we
do that, and certainly the Department forWork andhave looked at in our inquiry so far. Could you
Pensions tells me that it is satisfied that its customersexplain for me what public policy issues are involved
are not being required to pay to obtain their cash.in ensuring that there exists suYcient access to free
Having said that, it is possible to imagine that thingscash withdrawals? We have heard evidence from the
might develop in the future in a way that wouldPost OYce this morning that 75% of cash machines
cause us problems. At themoment, as far as I can tellare now charging, so we are concerned about the
and as far as the DWP is concerned, people are ablefinancial exclusion aspect.
to obtain their cash without paying.Mr Timms:May I begin by saying that I very much

welcome the interest the Committee has been taking
in this subject. I have been following the reports of Q748Chairman:Wehad evidence thismorning from
the Committee’s deliberations with a lot of interest. LINK which we put to the Post OYce that in one
I have been encouraged by I think some quite Post OYce in Speke, which is a very deprived area,
welcome announcements from the industry at least 38%of customers, four in ten, withdrew their
addressing some of the concerns that have been cash from the charging cashmachine despite the fact
raised during the course of the Committee’s that they could have got free cash at the counter. As I
proceedings. I think it is very important that people say, there are two conclusions to be drawn from that:
should be able to obtain cash free of charge. I would one is that the queues are too big at 15 to 20 minutes
be very seriously concerned if there was evidence to wait for that; the second is that there is not
that people, particularly those on low incomes, had suYciently clear signage on these machines to
no choice but to obtain their cash by paying for it. indicate to people. Presumably, in the spirit of

financial inclusion, the Government would supportThat is a very important public policy concern. It
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this extra signage on machines so that people can change on the monitoring side as well as to the rules
themselves, and I hope that will lead to substantialunderstand exactly if the machine is charging or not
improvements.charging. Would you agree with that?

Mr Timms: Yes. You have made the point that the
Committee has placed quite a lot of importance on Q752 Chairman: Last time, we had two of the high
the question of transparency generally, and I entirely street banks here, HBOS and RBS. In RBS’s case, a
agree with that. I think that is the key consideration subsidiary of their company is Hanco, which is a
here. It is important that, wherever there are charges charging machine company. Whilst the RBS is
being levied, there should be very clear signage so subject to the provisions of the Banking Code,
that people are aware of that as early as possible, Hanco is not. We asked both representatives if they
either before they get to the machine or, if some of would agree to sign up to the Banking Code or
the information only becomes apparent during the support the proposition, to which they said “yes”.
transaction, then it is drawn to their attention as Do you not think, given that the Banking Code is an
soon as it is clear. As you know, Chairman, I wrote independent operation and there was independent
to LINK about this general point in November. I evaluation from Elaine Kempson and others, that
welcome the announcements that LINK then made this is a good model for this industry to follow and
in December, including the commitment to sample that signing up to the Banking Code would be a
compliance with their requirements. Your specific progressive move?
point about Post OYces sounds to me like a helpful Mr Timms: I think the Banking Code is an excellent
one, and I agree it is important that people should example of self-regulation. I agree with you that
recognise that they can get their money free of Elaine Kempson has done an excellent job. I think
charge over the Post OYce counter. everybody who looked at it said that it has worked

very well as a self-regulatory model. I welcome what
RBS andHanco have said about complying with the

Q749 Chairman: The LINK people met on 14 code for their ATM operations. The Banking Code
December and made the new rule for 14 point print is, of course, much broader than ATMs in its
to be put on machines. I do not want to test your coverage, so there may well be some issues there
eyes, but would you read that, Minister? I think that about what exactly it would mean for purely an
is quite simple to read. ATM operator to sign up to the Banking Code, but
Mr Timms: It certainly is. in principle it sounds to me like a welcome step. If

there is a way of doing it which makes sense, given
the breadth of the code, I would welcome that. IQ750 Chairman: You would support the view that
would also make the point that in some respects thesignage should be very clear so that people can get
LINK rules do go rather further than the Bankingan understanding. Is that correct?
Code. I would want to make sure that that is notMrTimms:Yes, I think it should be clear and readily
being lost if there is a way of doing it successfully.understood. I would imagine that one would

normally be looking at that information from a bit
Q753 Chairman: I think it would be false to presentcloser than I am to you. Nevertheless, I think
the LINK code as superior to the Banking Code asanything that can be done to make the information
it is not in any way. Generally people do not see thatclearer and more legible I would very much
but theremay be one or two aspects to it. Youwouldwelcome.
agree with signing up to the Banking Code so that
you get the main provisions of transparency and

Q751 Chairman:We are suggesting LINK could go other things covered by the Banking Code?
further than that. LINK rules on the clarity of Mr Timms: I would. My point is that there is more
charges are determined at confidential meetings with detail.
secret votes, and there does not appear to be
any systematic enforcement of those rules. Q754 Mr Fallon: Minister, I just want to be clear
Remembering that this is a £1.2 billion part of the how much you think should be left to the market.
financial services industry used by consumers every Some of the banks have told us in their evidence that
day, do you think we could have a more eVective they are finding the marketplace for machines
system here? competitive; they are being forced out of providing
Mr Timms: First, on the point of the private free machines by the new independent ATM firms,
meeting, LINK is a commercial organisation, or indeed by retailers. Do you see that trend
obviously, and it works in the way commercial continuing?
organisations normally do. In terms of whether Mr Timms: I think one needs to look at what has
there is more that LINK could do to monitor happened in the ATM market over the last five
compliance, that was, I think, part of the years. In 2000, there were 33,000 ATMs altogether
announcement that LINK made on 14 December, in the UK. I think all of us can remember that if you
that they would introduce random sampling of went to anATMoperated by a bank other than your
compliance with their rules. I welcome that. I think own, then the chances were you had to pay. Today,
we will need to see just how that unfolds over the there are well over 33,000 completely free ATMs in
next few months and whether the sample proves the UK and that number is continuing to rise. In
eVective and whether the extent of it is up to the job. addition to those, we have seen the introduction over

that period of surcharging ATMs and they nowI do welcome the fact that LINK has introduced a
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account for a significant proportion of the total sale of Cardpoint and 250 were converted to
number of ATMs, although still a very small charging at the end of last year; there may be some
proportion of the total transactions. If you look at more resulting from that change. On the other hand,
the picture overall, we are seeing a continuing again last year RBS introduced 480 new, completely
increase in the number of free ATMs alongside the free ATMs and Lloyds TSB 300. I do not see, at the
ability now to obtain cash in locations where in the moment, signs of substantial switching from free
past it was not possible to do so, and that seems to machines to charging machines.
me to be an example of the market working
reasonably satisfactorily and in the way that the

Q759Mr Fallon:What is the answer tomy question?Cruickshank Report envisaged it should.
Would you be happy to see LondonUnderground or
Network Rail start to negotiate contracts withQ755 Mr Fallon: You are quite happy to leave this
charging operators?to the market?
Mr Timms: I am aware there has been one railwayMrTimms: I think the Committee is absolutely right
station where there has been a change.to be taking an interest in this.

Q756 Mr Fallon: I want your view as a minister. Q760 Chairman: That was Doncaster.
There is nothing in your submission here, the paper Mr Timms: Yes.
you sent us, that indicates there would be any point
at which the proportion of chargingmachines would
worry the Government. Q761 Mr Fallon: Would you be happy to see this
Mr Timms: I would not agree with that. I think it is happen?
possible to envisage a scenario from here where, in a Mr Timms:All I can say is that if there were signs of
few years’ time, there might be some problems. I large-scale changes, then I would be concerned. I do
think that is a concern that has given rise to the not see those at the moment.
Committee’s interest in this, and that seems to me
entirely proper. I would think, though, that as things
stand currently, it does seem to me that the market Q762 Mr Fallon: If Network Rail, for example,
is working satisfactorily and there have been quite a decided to negotiate such contracts right across the
number of gains from a customer point of view as a network, would you be concerned?
result of the developments over the last five years. Mr Timms: I would need to know more about how

many free ATMs there are on railway stations and
Q757 Mr Fallon: What I am trying to be clear also to what extent those machines are key to people
about is what share of the market and what the on low incomes having free access to their money.
independent or charging ATMs have to have for For me, it is a central consideration that that free
ministers to be concerned? accessibility of cash without too much diYculty
Mr Timms: The key thing for me is that people on should continue to be available. I do not have a view
low incomes should be able to obtain their cash free at the moment about whether railway stations are a
of charge. As long as they can do that without undue key part of that provision. I would need to do some
diYculty, then I do not envisage toomany problems. more work to form a view about that.
In terms of the share of withdrawals that will come
from charging machines, at the moment, I think the

Q763 Mr Fallon: I can see why you would want tolatest figure is about 3.6%. That figure is continuing
to grow, although the rate at which it is growing judge something like the Post OYce, for example, on
seems to be tailing oV somewhat. I am told by people whether there was also suYcient free access for those
in the industry that they would expect the on low incomes. It seems to me it would be much
proportion to stabilise at somewhere between 5 and more diYcult for you to make that judgment when
10%. I do not know exactly where it is going to be. it came to London Underground or Network Rail.
That figure seems to me to be not inconsistent with Is it a matter for ministers?
a satisfactory state of aVairs, but wewill need to keep Mr Timms: I think all I can say is that we will
an eye on developments, and we will. watch developments with interest and, if there are

developments that give rise to concern, we will
follow those closely. I cannot at this stage say that IQ758 Mr Fallon: It is not inconsistent with

a satisfactory state of aVairs? What about the would want to rule out this or that development in
organisations that you do have some influence over: the market.
would you be happy to see London Underground or
Network Rail start to negotiate contracts with

Q764 Mr Fallon: What about your owncharging operators?
departments, for example the Ministry of Defence?Mr Timms: I think it is important just to make the
There has been quite a lot of interest in thepoint that there is not at the moment any significant
way servicemen, for example, may be charged forsign that I can see of large-scale switching to
withdrawals on various bases, and so on. Does thecharging. Between October 2003 and October 2004
Treasury have a view on that?it was the case that 111 free ATMs became charging
Mr Timms: It is not something that I have lookedATMs, but, in the same period 100 charging ATMs

became free ATMs. After that, there was the HBOS at, no.
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Q765 Mr Fallon: There is nothing across central Mr Timms: I agree, as I said earlier, that it is
conceivable that one might see a scenario in thegovernment, for example, to make sure that people

in these very large sectors like the Ministry of future which would give cause for concern. I must
say that what the banks have been saying so far onDefence should have a certain amount of access to

free machines? this I find quite reassuring. All of them have, in the
course of this Committee’s deliberations, given someMr Timms: No. Again, if there was evidence that a

group, say MoD employees or service personnel, encouraging reassurances about their intentions to
maintain their networks of free ATMs. Myself, I docould not get access to their money free of charge,

then I would be concerned, but I have not seen any not see, at the moment, signs of an imminent rapid
change in this. I do think that the Post OYcesuch evidence.
provides an absolutely essential link—that is not the
right term to use—or essential component in havingQ766Chairman:Therewas a question on that before
a satisfactory arrangement here. The UrbanChristmas and the response from theMoD was that
Reinvention Programme, for which I formally hadthere were 268 cash machines in the MoD estate, of
responsibility, has placed on the Post OYce awhich 251 charged. The question is: is the squaddie
requirement that at least 95% of people living ingetting a good deal?
urban areas should be within a mile of their nearestMr Timms: What one would also need to know is:
Post OYce. I understand that ultimately theare there Post OYces on those bases? Can people get
proportion is likely to be well ahead of 95%. That,their money free of charge over the counter at a Post
together with what the banks are saying, gives me aOYce? This is an important point.
reasonable degree of reassurance that we are not
about to see a very damaging move.

Q767 Chairman: It was too much for the MoD to
answer my question.

Q769 Angela Eagle: My question was about if weMr Timms: That is something I will not attempt to
saw a sudden dynamic shift in the market towardsdefend. People can get their money free of charge
charging. There are reasons why that may wellover the counter at the Post OYce. I agree verymuch
happen, if you look at the economics of it, andwith your earlier point that it is important people
there are certainly some independent operators outknow that, but, if they choose to use an ATM and
there—and it is up to them as they are trying to growpay for it, then that is a matter for them.
their businesses—who would be very interested inChairman: Minister, you quoted a number of
seeing that happen. What would the Governmentstatistics there. Just a word of caution because we
do?Atwhat stage, if therewas a shift in the dynamicshave looked at the LINK statistics, and you were
of this market, would the Government think thatquoting LINK, but there are 58,000 entries in the
this is something they need to be concerned about?LINK database and in over 7,000 cases there is no
Mr Timms: I think it is quite diYcult for me toinformation about whether the machine is free or
answer what is a very hypothetical question. If youcharging. We had a letter from one sub-postmaster
look at what Barclays is saying, which is a publicwhich shows up on the LINK database as not
commitment to free ATMs with no plans to sell anycharging but it has been converted by the Post OYce
of it—to charging. That information is wrong. While the

researchers for the Committee have been out
surveying the machines, they have encountered Q770 Angela Eagle: Yes, but all markets are
several examples of machines changing hands, dynamic.What I am trying to get at is: howmuch do
varying the amounts charged or being removed, but you, as the Minister, think that this is an issue of
that is not yet reflected on the LINK database. public policy on which an eye needs to be kept,
Lastly, the LINK database indicates that there are except for those who are on low incomes and about
around 3,000 machines in Post OYces but the Post which you have already expressed an appropriate
OYce is claiming only 2,500, so the information is a amount of concern? People do not want to be
bit wobbly. I think we have to keep that in mind. charged for getting their own cash back. Theywant a

choice. At what stage do you think the Government
would need to intervene to ensure that that wasQ768 Angela Eagle: The dynamics of this market

might move quite quickly. They move in an adverse safeguarded?
Mr Timms: Let us start at the beginning. Your firstway to your principle of low income people being

able to get their cash out free. Many people on really question is: do I think this is an appropriate matter
for public policy concern? My answer is: yes, and Ilow incomes cannot take advantage of cash-back at

supermarkets because they do not have the transport do think it is important that we keep an eye on
developments. That is one of the reasons I welcometo get to the large supermarkets that oVer that kind

of service. What worries me slightly is that not only the interest that is being trained on this as a result of
this Committee’s work. I cannot say that a particularis the LINK data behind the times, but there is

clearly aggressive marketing going on amongst the number happening somewhere would prompt
Government action. As I say, if you look throughchargingATMnetwork. They are looking to acquire

already existing networks that they can transfer to what all the banks have been saying, I think it is
reassuring. As for the fact that the Post OYcecharging, and we may be in a place in this market

when there is a sudden, quite rapid shift. If there was provides free access across its counters, I would say I
hope that more banks will do what some banks haveevidence of that happening, what kind of approach

would the Government have to that? already done, which is open up all their current
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accounts to free access across the counter at the Post as well. Actually, if you look at what has happened
over the last few years, the change has all been in theOYce. I think, if more were to do that, that would be

helpful. Yes, we certainly will keep an eye on right direction. There are a lot more free ATMs now
than there were five years ago; the number isdevelopments, but I do not see at the moment any

cause for undue alarm. continuing to increase. That is one of the reasons
why I have such diYculty perhaps in envisaging
what these circumstances might be, and everythingQ771 Angela Eagle: In terms of those on a low
the banks are saying I think is encouraging on thisincome, we have had some alarming figures about
front. If we were to see large numbers of thesethe failure of information about the market in the
currently 33,700 free ATMs being proposed tomovePost OYce, if I could put it that way. We have some
over to charging, I think there would be a lot offigures here that in some really deprived areas up to
public concern and there would be a concern on the38 to 40% of the customers who use a Post OYce are
part of the Government as well.actually using charging ATMs when they could get

access to their cash over the counter. Are you
worried about this? It seems to me it is not only an Q774 Mr Plaskitt: I am trying to establish where

you think the tipping point might be. Earlier, youaversion to queuing.
Mr Timms: I agree with what the Chairman said at suggested that the tipping point may be if you saw a

level of transactions going through the chargingthe beginning about people needing to be told that
free access is available. network break through the 10% level as opposed to

the 3% where it is now. Is that the sort of thing you
have in mind?Q772 Chairman:You have dealt with that. Minister,
Mr Timms: No, I do not think I did suggest that. Iyour submission notes that for the LINK agreement
suggested that that is what the industry expects tothe current exemption from the Competition Act
be the ultimate proportion. My central concern1998 expires in October 2006. It also notes that, due
continues to be whether people on low incomes haveto recent changes to ensure that the UK system
free access to their cash. If we saw that being placedremains aligned with the European system, it is no
in jeopardy as a result of large numbers of freelonger possible for the OYce of Fair Trading to
ATMs becoming ATMs that are charged for, thataccept notifications for decision or guidance under
would give me cause for concern. Again, I do wantthe Competition Act 1998. Could you clarify under
to make the point, because I think this is important,what framework any future exemption from
that it is moving in the opposite direction at thecompetition law for the LINK agreement will be
moment. The number of free ATMs is going up; it isconsidered?
certainlymuch better than it was five years ago. EvenMr Timms: I will have a go. As you say, the current
in Post OYces I think five years ago there were 200exemption is valid until next year. Last year,
freeATMs; there are nowover 600. I think one needsfollowing the changes in EU regulation that you
to keep what is happening in perspective.mention, a legal exemption regime was introduced

and under that an agreement, which is covered by a
Chapter 1 prohibition but satisfies Section 9(1) of the Q775 Mr Plaskitt:We are trying to do that. Indeed,

the evidence that we have teased out in the course ofCompetition Act 1998, is not prohibited. In this
particular case, it would be for LINK to satisfy itself these inquiries is that the rate of growth of the

charging machines is much faster than the rate ofthat it did satisfy the Section 9(1) criteria of the
Competition Act. If LINK was satisfied with that, it growth of the non-charging ones. That is another set

of figures that we have to look at, as well as thewould, of course, be possible for somebody to
challenge whether they were right about that. One proportion of cash withdrawals from the various

sources.would need to see what happened in that instance.
Although the fact that the current exemption was Mr Timms: May I comment on that particular

point? The rate of growth of the number ofgranted would, I think, give some ground for
encouragement about the prospects for the future, surcharged transactions is certainly very much

higher, but it is also shrinking, as one would expect,that certainly could not be guaranteed. That is the
new framework within which this would be from the early days when there was a very rapid

growth; the rate of growth is declining. In the yearconsidered after next year.
to December 2002, there was a 40% increase in the
proportion of transactions which were surcharged;Q773MrPlaskitt:Earlier on,Minister, you said that
in the year to December 2003, it was just under 25%;you could envisage a scenario—that was the word
in the year to December 2004, it was under 14%. Theyou used—where there could be problems on this
rate of growth is declining.ATM issues “in a few years”. Can I just press you a

little harder on that, following Angela’s questions a
fewmoments ago? Can you sketch out that scenario? Q776 Mr Plaskitt: I think all we are trying to

establish are the factors that you will be watching,What is the scenario that would cause you to
conclude that we had reached a problem? from a public policy point of view, which could

contribute to you concluding that we have reached aMr Timms: If, as Angela Eagle was suggesting, we
were to see very large-scale changes from free ATM problem that you said earlier on is the scenario that

is in the back of your mind. I think you areprovision to charging ATM provision, there would
be a great deal of public concern about that, and I suggesting to us that the circumstances relating to

people on very low incomes is perhaps a key thingthink it would be a matter of public policy concern
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that you focusing on.We have a bit of concern about Q781 Mr Plaskitt: It would not; that is perfectly
the evidence that has come out from the Post OYce correct. That is my final area. Do you have a view on
session that there are customers, most likely low the enforceability of those LINK rules? The
income customers, in Post OYces withdrawing cash evidence we have had suggests that LINK is not able
from charging ATMs when they could in fact get it to do an awful lot to ensure compliance. I did ask
free across the counter. Would you agree with us them directly whether they were confident that all of
that something needs to be done to ensure that there their members were compliant. They said they were
is suYcient information given to those customers to not. I then asked them what powers they had to
make them fully aware of the options available to ensure compliance, and they said “only one and that
them in the Post OYce? is expulsion from LINK”. When I asked if they had
Mr Timms: Once again, I do agree with that. expelled anybody, they said they had not. Are you

concerned about the enforceability of the LINK
rules?Q777 Mr Plaskitt: That is helpful. The other point I
Mr Timms: I have in front of me the resolution thatwanted to look at is the issue of transparency. In
was passed at their meeting on 14 December. Theyrespect of credit cards, an entirely separate inquiry
talk about surveys being commenced as soon as isthat this Committee undertook, the Government
practicable to determine compliance with all thehas moved in using regulatory powers to push that
rules on ATM signage. In the case of non-industry further down the road of transparency. I
compliance, there are sanctions, such as fines, athink this Committee welcomes what has been done.
refusal to allow the member to install any moreIf we are considering transparency in respect of
ATMs and disconnection of the non-compliantATMs, what are the issues you would look at in
ATMs or of all the member’s ATMs. It sounds tomeassessing whether ATMs are genuinely transparent
as though they are taking a reasonable array ofin the information they give to their customers?

What are the criteria you would use? sanctions to deal with problems if they arise.
Mr Timms: What I would look to see is probably
pretty much what the Committee would, which is
that people should know what charge they are going Q782 Chairman:Minister, on the aspect of free and
to incur by using a given machine and that they charging cash machines, you are saying that the
should know it soon enough to decide sensibly number of charging ones is going down. There is
whether or not to use that machine. an issue of concentration here. I think some

people have forgotten that aspect. For example, I
mentioned this morning Canary Wharf. That is anQ778 Mr Plaskitt:When is “soon enough”?
area of deprivation and there are a lot of freeMr Timms: I think it is helpful to have as much
machines but you will know that a lot of the peopleinformation as is sensible available on a sign
working there are working for pretty high salaries. Italongside the machine. What I am aware of is that
is an area of deprivation. I think that is happening inthe precise detail may not be known until the
a lot of areas around the country where you have theparticular card has gone into the machine and there
commercial centres and banks with their freehas been some processing and so on. You probably
machines and then almost everywhere else there arewill not be able to put all the information on a sign
charges. For example, I have had information aboutor on the side of the machine, but some helpful
my own constituency. There are 35 free and 21information can certainly be there. Then the rest
surcharging machines and 27 Post OYces as well. Ifshould be provided on the screen as early as it can be.
all the Post OYces charged, then the number of
charging machines in my constituency would be

Q779 Mr Plaskitt: You would not think it 60%. If only half the Post OYces charged, and the
acceptable to be some way into the transaction Post OYce representatives thought that was a
before you discover what the charge is going to be? sensible estimate, the figure would still be 50%. My
The charge needs to be up-front? area has a 50:50 environment. The public policy
Mr Timms: It needs to be as up-front as it sensibly issue that is of concern and the issue of
can be, yes. concentration has to be kept in mind when we are

looking at that.Would you agree that figures such as
that indicate that there could be room for concern inQ780 Mr Plaskitt: But that is before the transaction
the future?begins. There was the case of a machine that I myself
Mr Timms: At the risk of being a bit repetitive, I dotested in Leicester Square where there was no
want to make the point again that at all those Postexternal signage at all indicating the possibility of
OYces it is possible for people to get money free ofcharging. This was a Travelex machine. It was not
charge over the counter. They do not have to use theuntil the fifth step, the fifth screen I was looking at,
machines.the penultimate point before it spewed the cash out,

that it was telling me “You are going to be charged
£1.50”. Presumably you do not think that amounts

Q783 Chairman:We had examples of four out of 10to transparency?
who could get the money over the counter who wereMr Timms: That does not sound like an example of
going to the cash machines.very good practice. It certainly would not conform

with the new LINK rules. Mr Timms: That is a problem, I agree.
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Q784 Chairman: There is an issue here. far as I can see, at the moment, for people receiving
benefits, getting access to their cash free of charge isMrTimms:There is an issue, I completely agree with

that. Again, it is important that we make sure all of not a problem.
those people know that they can get their money free
over the counter at the Post OYce. In terms of are Q789 Chairman:Minister, with respect, you do not
all the new free ATMs going into relatively aZuent know if there is a problem because you have not
areas or commercial centres, I have not seen any taken any assessment and this is the issue. We are
data on that. asking you to look at that again.

Mr Timms: I do not agree with that. I think if there
Q785 Chairman: I do have data. was a problem we would be aware of it.
Mr Timms: Certainly I have not seen any data. I do
know that of the 300 Lloyds TSB extra free ATMs Q790 Chairman: You mean somebody has to comethat went in last year, 130 were in petrol stations. I knocking at your door.do not think they are all going into big commercial Mr Timms: I think if there was a problem peoplecentres but I have not got any data either way. would be raising it.

Chairman: I do not accept that.
Q786 Chairman: You gave a disappointing reply to
a Parliamentary Question put down by John

Q791 Angela Eagle:How?How would you be awareRobertson MP which was answered on 8 February
of it?when he asked what assessment your Department
Mr Timms: First of all, as I say, the Department forhad made of the impact of ATM charges on basic
Work and Pensions in Jobcentre Plus would becomebank account customers, what assessment had your
aware of it because people would pretty quickly startDepartment made of the eVect of charging for use of
to complain. I think beyond that we would allcash machines in public places, and what assessment
become aware of it in our constituencies. I think theyou had made of the impact of ATM charges on (a)
Citizens Advice Bureaux would be aware of it.financial inclusion and (b) low income groups, and

the glorious reply was “No such assessment has been
made”. It is a pretty poor situation, Minister, you Q792 Angela Eagle: 40% of people who can get their
have really got to improve. cash free out of a Post OYce are using ATM
MrTimms: It was a truthful answer. For me, the key machines because they are either in a rush, albeit the
concern with financial inclusion, which we are minority of them, or most of them do not know that
focusing a lot of eVort and, indeed, funding on, is the they can. Why would they actually complain if they
position of people who do not have a bank account, think that is the norm?
of whom there is a strikingly large number at the MrTimms: That point I have agreed on a number of
moment, a much larger proportion of people in the occasions, that there does need to be more done to
UK than in many other countries. There are nearly draw people’s attention to the facilities for the free
three million adults in households without a bank obtaining of cash in PostOYces. I just have not seen,
account of any kind. I think that is a very major and from all that I have seen that the Committee has
public policy concern. Here, of course, we are unearthed I see no evidence at the moment that
talking about people who by definition do have bank people on low incomes are having diYculty getting
accounts because they are using ATMs, but I think their cash free of charge and if there was some
that is a rather separate consideration. evidence I would be very concerned.

Chairman: I have a letter from a pensioner which I
will read out after Nigel has asked you his questions.Q787 Chairman: At the moment there are gaping

holes in our collective knowledge, Minister. You
should be doing something and the Treasury should Q793 Mr Beard: Do you think that the financial
be doing something about that as well in terms of services industry as a whole should take
trying to get information or finding out the people responsibility for ensuring that there is suYcient
who have this information so we can make a better coverage of free cash machines across the country
assessment. and particularly in deprived areas, or is it a
Mr Timms: My colleagues in the DWP do not responsibility of Government through institutions
believe that there is a problem for their customers like the Post OYce?
getting free access to their cash at the moment. If Mr Timms: I think it is the responsibility of
evidence was to emerge that there was a problem in Government to ensure that people, particularly
particular areas then I think I would agree. people on low incomes, know that there is free access

to cash available. I do not think it is a matter of great
significance whether that is through the Post OYceQ788 Chairman: There is a laid back approach to

this. There has not been any proactive approach to over the counter or through ATMs. As long as the
provision is there in an accessible form then I thinkit. What we are asking for here is a proactive

approach to find out what the problems are and Government’s concerns are met. Beyond that, I
think it is the responsibility of the banks to meetwhen we get answers such as this it is pretty dismal.

Mr Timms: I do not agree with that. I think if there the needs of their customers and the commercial
pressures on them, I think, are delivering in this areawas to be evidence, if there was to be a problem, the

Department forWork and Pensions would be aware in a reassuring way at the moment with the number
of free ATMs continuing to grow.of it and then there would be a need for action. As
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Q794 Mr Beard: The recent Treasury document on putting on the record once more that the number of
free ATMs in Post OYces is much, much higher nowpromoting financial inclusion, which was published

with the Pre-Budget Report, does not contain any than it was a few years ago, so things are moving in
a helpful direction rather than an unhelpful one.reference to the issue of access to free cash

withdrawals for low income households. Can this
issue be put, if it is not already, within the terms of

Q801 Mr Beard: Several consumer groups havereference of the Financial Inclusion Task Force?
pointed out to us that people on low incomes oftenMrTimms:As I said a moment ago, the focus of our
take small amounts out of ATMs, just enough to gowork on financial inclusion is on people without
shopping, so if they are bearing a charge of £1.50bank accounts at all who are suVering very
each time that charge is bearing down very heavilysignificant disadvantages currently, in my view,
on them and they have suggested, therefore, therebecause they have to operate in a cash economy and
ought to be a cap on this. Either that or the chargeend up paying quite a lot more for a number of
should be some fixed percentage of what isgoods and services as a result. That is at the heart of
withdrawn. How would the Government look onthe work that the Financial Inclusion Task Force
that sort of suggestion?will be helping us with over the next couple of years.
Mr Timms: Again, as long as people are aware thatThat is rather separate from issues around people
they can get their money completely free of charge,who do have bank accounts, and by definition the
however small the amount they want is, over thepeople we are talking about do have bank accounts,
counter at the Post OYce then I think that point isfrom the financial inclusion work that was set out in
covered. Can I just correct something I said athat report at the Pre-Budget Report time.
moment ago? It has been drawn tomy intention that,
in fact, the DWP did carry out independent research

Q795Mr Beard:A particular aspect of this question of their customers’ experience ofDirect Payment last
of information is that in the Treasury submission it year and that did not reveal any evidence that people
says: “TheTreasury have not seen any solid evidence were having problems getting money free of charge.
to support the assertion that there is a real problem
with benefit customers incurring significant costs

Q802 Chairman: So your response to thethrough ATM charges”. Has there been any
Parliamentary Question was wrong?research that backs that up?
Mr Timms: I would have to remind myself what theMr Timms: No, I do not think I can point to any
precise wording of the answer was.specific research. We had this exchange a moment

ago. My view is that if there was a problem DWP
would very quickly pick it up and we would become

Q803 Chairman: I read it out to you: “No suchaware of it, but they have not done.
assessment has been made”. That was your answer.
Mr Timms: Certainly no assessment has been made

Q796 Mr Beard: So we do not really know how by the Treasury, but I am being reminded that the
many of the 600,000 withdrawals from Post OYces DWP did carry out some independent research.
are undertaken by benefit claimants, for instance? Chairman: You have not been well served there, I
Mr Timms: Sorry, what is the 600,000 figure? think.

Q797 Mr Beard: 600,000 withdrawals are made
Q804 Mr Beard: Going on from there, whenthrough Post OYces each month and 75% of the
Ministers were announcing the deployment ofATMs in Post OYces are pay machines.
nearly 3,000 cash machines in Post OYce branchesMr Timms: Sorry, these are 600,000 ATM
at the time of the start of the changeover of benefits,withdrawals?
was it expected that a large proportion of this 75%
would be paying cash machines?Q798 Mr Beard: Yes.
Mr Timms: I do not recall what the expectation wasMr Timms: No, I do not know how many of those
at that time. I think the ability to get money free atare made by benefit recipients.
the Post OYce over the counter has always been an
absolutely essential feature of the Direct PaymentQ799 Mr Beard: Also the Guide to Direct Payment
arrangements. Being able to get it as well through anthat the Department for Work and Pensions puts
ATM, either a free one or a payingATM, is an extra.out does not mention the fact that some cash
The key point is that you can get money free overmachines, including 75% of those in Post OYces,
the counter.actually charge for cash withdrawals. Would it not

be reasonable to include that sort of warning or
caution in the guidance that the DWP puts out? Q805 Mr Beard: The Gershon review notes that
Mr Timms: It may well be. there will be further increases in Direct Payment of

benefits and it will mean that the Government save
around £400 million each year and this DirectQ800 Mr Beard: It is not at the moment.

Mr Timms: I think this comes back to the point that Payment over the counter, therefore, faces people in
those circumstances with a choice. Either they queuewe have touched on a number of times that people

going into Post OYces do need to know that they up, probably for quarter of an hour or 20 minutes,
to get the free cash over the counter or they have tocan get their money free over the counter and they

may have to pay at an ATM. I think it is worth just go to an ATM and pay £1.50. That looks as though
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the service is declining for those people rather than, Q810 Chairman: Minister, on the issue of the
pensioner, I will just read out the details because I doas Gershon was proposing, that the savings should

be eYciency savings and services left as they were. not want to read anything personal out of it. The
details are that an individual has written to us, a 71MrTimms: I do not think it is declining because they
year old pensioner, saying he has to travel a distancewould have been queuing up for their benefit
to his bank to get his pension and he is paying £1.75payments, sadly, under the old arrangements when
for each withdrawal at a cash dispensing machinethey had to take their benefit book in.
from a pension of £81.26. If he keeps that to a
minimum of one a week for 52 weeks it is £91 and he

Q806 Mr Beard: There will be more of them now feels aggrieved at that situation. I just mention that
because Gershon sees a direct push towards more case to highlight the potential problems because, as
people taking their benefits this way. you know, 43% of the current account providers
Mr Timms: No. Nothing that is happening with have not signed up to the Post OYce, that is RBS,
Direct Payment will increase the number of people HBOS and HSBC, so if you have a current account
going to the Post OYce to collect their benefit. We with them you cannot get that. Maybe this
have made it absolutely central that people will individual was not advised well by the Post OYce.
continue, if they wish to, to be able to obtain their There is a grievance there and I just bring that to
benefit cash at the Post OYce and not pay, but they your attention to illustrate the grievance of some
have other choices as well. If they have a basic bank constituents who are writing.
account they will be able to use an ATM in the Post Mr Timms: I understand that. I think it is important
OYce or at a bank or they will be able to use cash for that constituent to know. Presumably he was
back. They will have a number of choices instead of getting money from the Post OYce in the past with
having to queue at a specified Post OYce, not just his benefit book and it is important he knows he can
any Post OYce, which is the current arrangement. In continue to get his money free of charge at the Post
the past they had to go to a specified Post OYce and OYce with Direct Payment.
that was the only option that they had. If you look
at is the new arrangement better from a customer

Q811 Chairman: There is an issue here when we arepoint of view than the old one, very clearly it is and
talking about queuing.Minister, can I thank you forthat is borne out by the feedback from the DWP’s
your attendance this morning. From what I canassessment of customer reactions to Direct Payment
gather from the evidence you have given us, you arewhich are extremely positive, much more than I had
happy to support the proposition of signing up toexpected actually.
the Banking Code generally by people, but looking
at the detail of that is important.

Q807 Mr Beard: The extent to which they are better Mr Timms: I would certainly welcome particular
is that they have a greater choice of Post OYces at moves in that direction, given that I have said that
which to queue but they still have to queue if they it is—
want free dispensation of money?
Mr Timms: It depends when they go into their Post

Q812 Chairman: Angela was asking about studyingOYce. They can go to any Post OYce branch in the
the dynamics of the ATM market as part of thecountry or they can go to an ATM or they can use
OFT payment systems and whether there is anycash back. That is quite a lot of extra choice beyond
information you can give us on that.having to go to a specific Post OYce and queue,
Mr Timms: I am sorry, I am not quite sure—which was the past arrangement. It is certainly an

improvement.

Q813 Chairman: Some information on the study of
the dynamics of the ATM markets as part of theQ808 Mr Beard: The Citizens Advice Bureaux have
OFT Payment Systems Task Force. We are lookingput to us that the “growth of [charging] cash
for information for the Committee on that.machines in Post OYces is contrary to the
Mr Timms: I do not think we talked about theGovernment’s policy goal of free cash withdrawal
Payment Systems Task Force. Certainly it is the casefrom Post OYces”. How do you react to that?
that the Payments Task Force which the OFT isMrTimms: I do not agreewith that because free cash
leading on is looking at ATMs as part of its workwithdrawal is available over the counter at any Post
and if you would like some information aboutOYce in the country.
exactly what they are doing or what the timetable for
that is, I can certainly provide that.

Q809 Mr Beard: The Treasury have a list of
postcodes where there is a concentration of financial Q814Chairman:Clearer signage and comprehensiveexclusion and the Post OYce have said this morning enforcement are very sound suggestions, are theythat they have access to that list of postcodes. Can not?
that be made available to the Committee as well? Mr Timms: They are.
Mr Timms: I have no doubt it can be. I will check
what the position is about that.5

Q815 Chairman: If further investigation could beMr Beard: Thank you very much.
done into the ATM provision, Minister, in terms
of maybe the adverse eVect it has on financial5 Ev 172.
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exclusion, in other words a proactive approach to Q818 Chairman: We may be looking at whether
people collecting their benefits are adversely aVectedthat rather than a reactive approach, that would be

helpful. by cash machine charges as illustrated by the letter
received from this pensioner and if some people areMrTimms: I do not want to give the impression that

we are about to do something that in reality we are alive to that concern that would help us as a
Committee.not. I think all I can say is we will keep an eye on

developments in this area. I would hope as well that Mr Timms: I think this goes back to the point about
making sure that people recognise they can get theirthe Committee would acknowledge that, however

you look at it, things have got better over the last few money free as they always did in the past.
years rather than worse.

Q819 Chairman: Minister, that has been very
helpful. Your submission to us has been helpful asQ816Chairman:Yes, but you have agreed the public well and your words about the inquiry we arepolicy implications of this. undertaking with regard to public policy have beenMr Timms:We certainly need to keep an eye on it. extremely valuable. Can I thank you for your
attendance here this morning and, no doubt, we will
be exchanging information again when we publishQ817 Chairman: There was Nigel’s question about

sharing the postcodes where there is concentrated our report.
Mr Timms: Thank you all very much.financial exclusion. Will you look at that?

MrTimms: I will have a look atwhatwe can provide. Chairman: Thank you.
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Memorandum submitted by Alliance & Leicester

Introduction

1. Alliance & Leicester welcomes the opportunity to contribute to the Treasury Committee’s inquiry into
cash machine charges.

2. Alliance & Leicester is one of the UK’s major financial services groups. Our whole business approach
is based on delivering our four brand values to customers. We aim to oVer them “Better Value” products,
to have “Simple and Straightforward” products and processes, and to be “Friendly and Approachable” to
deal with; finally we aim to “Recognise Existing Customers” by oVering them access to better deals for our
products. Our “Simple & Straightforward” and “Friendly and Approachable” values demonstrate our
commitment to providing clear financial information and ensuring our customers understand our products.

3. Alliance & Leicester operates both so-called “free” and “surcharging” machines. We also have very
close links with the Post OYce, having first formed a link with Post OYce branches in 1983 and subsequently
through our purchase ofGirobank in 1990. Some implications of these points are covered in our submission.

Summary

4. The current status of the ATM market reflects many drivers, and the result is a competitive market
which oVers the UK public an unprecedented number of ways in which to access cash.

5. All Alliance & Leicester ATMs are free to use for all Alliance & Leicester customers.

6. Alliance & Leicester is committed to providing ATMs free of charge to all users wherever possible.
Alliance & Leicester charges a fee to non-Alliance & Leicester customers at ATMs only where it would not
be economic for us to oVer these services to these customers based on income from interchange fees alone.

7. It is very important that customers are aware of the cost of the transaction they are making and we
regularly keep this under review.

8. Earlier this year, LINK members agreed to implement one of two options to help address concerns
over transparency of charging. The two options were to either place a sticker on members’ ATMs or
introduce an up-front on screen message warning of a charge. Alliance & Leicester has implemented both
of these recommendations.

9. We supplement our branch network and ATMs by providing our customers with free access to cash
through all UK Post OYces. Our degree of access to the Post OYce is unique to Alliance & Leicester and
provides free access to cash in a wide variety of areas, including those of social or economic deprivation
which are well supported by the Post OYce network.

Market Background

10. The ATM market in the UK has changed dramatically over the past decade, from a position when
there were only a few providers, to one with significant competition, choice and diversity. At headline level,
the quantum of that change can be demonstrated with a few statistics:

— The number of ATMs in the LINK network has more than doubled from 26,165 in September
1999 to 53,178 in September 2004.

— There are now 32,494 free machines in the LINK network, an increase of more than 24% since
1999. There are 20,684 machines which surcharge.

— 10 years ago, 90% of ATMs were installed at bank premises and owned by financial institutions.
At the end of 2003, 57% of all ATMswere installed at non-bank premises, with 30%of these owned
by so-called Independent ATM Deployers (“IADs”).

11. Despite the changing variety of ATMmachines in the market, the vast majority of customers do not
pay to withdraw cash when they use an ATM.Data for 2003 showed that over 97% of all ATM transactions
in the market were free for the customer. For the remaining 3%, where a charge does apply, customers are
warned of the charge and given the option to cancel.

12. The increase in the number of surcharging ATMs in the market over recent years has not been at the
expense of non-surcharging machines. Most surcharging ATMs are new ATMs and, as stated above, the
number of “free” ATMs installed has increased significantly over recent years.

13. Change in the ATMmarket has taken place in the context of a very significant increase in the number
of places through which the public can access cash for free. As well as the circa 53,000 ATMs, customers
now have a far greater ability to use the national network of around 15,000 Post OYces and are also able
to obtain cashback from a wider variety of other retail locations. This is in addition to access through bank
and building society branches.
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14. The economics of running ATMs has also developed, reflecting a number of influences including
changing customer behaviour and the opening up of competition encouraged by the Cruickshank Review
on Competition in the Banking Industry (“the Review”), published in March 2000.

15. The response to the Review included reform to the interchange fees paid by banks and other financial
institutions, and an opening up of the national ATM network (LINK) to non-bank providers, so that non-
financial services organisations may, subject to meeting objective technical, security and commercial
requirements, become members of the network. It was also confirmed that any member of LINK choosing
to raise a surcharge from customers should not also receive an interchange fee for that transaction.

16. These changes were designed to increase competition in the market and customer choice—they
succeeded in doing so.

17. However, over the period since theReview, there have been reductions in the interchange fees received
forATM transactions. Since mid-2000 the interchange fee for withdrawals from branch-basedmachines has
fallen from 28p to 19.3p, and for non-branch based machines from 40p to 30.2p. One consequence of this
reduction is that some providers, particularly smaller providers, have found ATMs an increasingly
expensive channel to maintain, and some financial institutions have recently outsourced some or all of their
networks to specialist providers to help reduce their costs.

Terminology

18. Before moving on to consider each of the three issues explicitly requested by the Committee, it is
helpful to simplify the terminology used in this memorandum.

19. For simplicity of wording in the remainder of this memorandum we will refer to machines which do
not charge any account holder as being a “free machine”, and amachine which levies a charge to an account
holder who is not an Alliance & Leicester customer as being a “surcharging machine”. For similar reasons
of simplicity, we will refer to accounts which can access ATMs (typically current accounts and some savings
accounts) as “bank” accounts, whilst clearly recognising that the issuing institution may not be a bank, but
could also be, for example, a building society.

20. It should also be noted that transactions from foreign accounts (ie an account held with a non-UK
institution) and credit card transactions almost always incur some form of fee for the customer from their
issuing bank or building society, even at “freemachines”, and that these charges vary between bank/building
society. The Select Committee has separately reviewed credit cards, and this point is not considered further
in our memorandum.

The Principle of Charging and the Trend Towards Charging

21. Unlike many other high street banks, Alliance & Leicester operates many more ATMs than we have
branches—currently we have more than 2,500 ATMs and just over 250 branches. As a result of our history
and our product range, a far higher proportion of our customers bank with us through the so-called “direct”
channels of the internet, telephone and ATMs than the UK average. The provision of a comparatively large
ATM network provides our customers with convenient and free access to their accounts, and also provides
a service for the customers of other banks. All Alliance & Leicester ATMs are free to use for all Alliance &
Leicester customers.

22. In 1999 we had around 470 free ATMs. Since then, we have almost trebled the number of our free
machines, to around 1,400. This is supplemented by a further 1,100 surcharging machines. A high
proportion of our ATMs are located in premises which we do not own, principally retailers including the
Post OYce. We pay the host organisation a fee for hosting the ATM—whether “free” or “surcharging”.

23. When considering potential locations to site ATMs, our preference is to operate a “free machine”.
Our decision does, however, reflect the cost of installing and maintaining the machine, taking into account
the requirements of the host retailer and the expected transaction volumes, which depend on the specific
location involved and matters such as the proximity to other ATMs.

24. When a potential location is such that the costs of siting a “free machine” are not economic, we will
consider the option to site a “surcharging machine”. If we did not consider this option, we would simply
not site any machines in areas where the economics are marginal. We believe siting machines in such
locations increases customer choice, particularly for our own customer base, but also for any other users
who may wish to have the convenience of a machine in their area.

25. All our surcharging machines are installed in the premises of other organisations, notably retailers,
for which we pay a rental fee. These host organisations value the machines as a source of income in their
own right and very often also because the increased footfall into their stores which the machines generate
increases their opportunity to sell other products. This source of income and footfall can be an important
part of the viability of some retailers.

26. An important retailer is the Post OYce branch network. In addition to providing free access to cash
at all 15,000 post oYces (as discussed further below), we also operate around 1,000 ATMs on Post OYce
premises, of which about 400 are surcharging.
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27. In 2004 we will pay around 15% of total income, before costs, from surcharging machines to the third
party site owners, additional costs include buying, installing and maintaining machines, and after
accounting for these, our net income represents a low single-figure percentage of the total income generated
by these machines.

28. The economics of our machines can be summarised as follows:

— All Alliance & Leicester customers can withdraw money, as well as performing a number of other
transactions, for free at all our machines.

— All users are able to check the balance on their accounts at all our ATMs. If the user is checking
the balance on a non-Alliance & Leicester account, Alliance & Leicester receives an interchange
fee from the issuing bank. This is the approach taken for the entire LINK network, whether
machines are surcharging or free.

— Withdrawals of cash by non-Alliance & Leicester customers at free machines result in Alliance &
Leicester receiving an interchange fee from the issuing bank, but no fee from the user.

— At surcharging machines, Alliance & Leicester receives a fee from the user if they are not using
an Alliance & Leicester card. Under these circumstances, Alliance & Leicester does not receive an
interchange fee for that transaction—ie does not receive payment twice. The surcharge at our
surcharging machines is currently £1.25 or £1.50.

— For both free and surcharging machines sited in locations not owned by Alliance & Leicester, the
site owner receives income fromAlliance & Leicester for hosting the machine. This takes the form
of a rental or a fee-based on transaction volumes.

29. In summary, Alliance & Leicester is committed to providing ATMs free of charge to all users
wherever possible. Alliance & Leicester charges a fee to non-Alliance & Leicester customers at ATMs only
where it would not be economic for us to oVer these services to these customers based on interchange fees.
The hosting organisation receives fees for hosting our machines, whether free or surcharging.

30. Our view, therefore, on the principle of charging is that running an ATM network incurs costs, and
these costs need to be funded somehow. We believe the principle of charging allows for greater choice and
convenience for customers, by making locations which would otherwise be marginal into viable locations
for ATMs.

Transparency

31. Alliance & Leicester is committed to providing our customers with clear and comprehensive
information on all our products and services.

32. All Alliance & Leicester surcharging machines have three means of informing non-Alliance &
Leicester customers of the charge.

33. Firstly, each machine displays a sticker, next to the keyboard, that informs non-Alliance & Leicester
customers that there will be a charge for using the machine.

34. Secondly, all users are alerted by an up-front, on screen message as part of the welcome sequence
which states that a fee will be charged to non-Alliance & Leicester users.

35. Thirdly, an on screen message appears before the transaction is completed to further alert the
customer of the charge and give the amount. At this point the customer is given the explicit option to quit
the transaction without charge. Users can abort their transaction, without charge, at any point up until this
final confirmation.

36. Earlier this year, LINK members agreed to implement one of two options to help address concerns
over transparency of charging. The two options were to either place a sticker on members’ ATMs or
introduce an up-front on screen message warning of a charge. Alliance & Leicester has implemented both
of these recommendations.

37. We continually review our means of communicating with customers, further to improve customer
understanding. Indeed, we are currently reviewing our advice stickers onmachines with a view to enhancing
the awareness of customers.

38. Our view on transparency, therefore, is that it is very important that customers are aware of the cost
of the transaction they are making and we regularly keep this under review.

Financial Exclusion and Location

39. Any assessment of potential implications for financial inclusion should consider the wide variety of
ways in which the UK public can withdraw cash. Customers can withdraw cash through ATMs, but also
through the Post OYce, cashback from retailers and from bank branch networks. The number of locations
through which customers can access cash—for free—has never been greater.
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40. Looking, for example, at the Post OYce. Several UKbanks have now followedAlliance &Leicester’s
lead by making arrangements with the Post OYce network to allow customers to transact at Post OYce
counters for free. This provides customers with access to 15,000 locations where they can withdraw cash
for free.

41. The degree of customer access available through the Post OYce network varies from bank to bank,
with Alliance & Leicester’s customers able to make a wider variety of free transactions than any other
institution. We have worked closely with the Post OYce as they have developed and deployed the counter
technology which is now present in all UK Post OYces. As a result of this, in common with many other
banks, Alliance & Leicester current account customers are able to withdraw cash and perform other
transactions. Uniquely to Alliance & Leicester, our savings account customers with a plastic card are also
able to make deposits and withdrawals for free at the Post OYce.

42. UK banks, including Alliance & Leicester, have also supported the Government in addressing an
important element of financial exclusion through the provision of Basic Bank Accounts, which can be
accessed for free through the Post OYce.

43. All UK current account holders are also able to access their money free of charge through cashback
services provided atmany retailers. The number of cashback transactions increased from164million in 1999
to 256 million in 2003 and this volume is expected to continue to increase according to APACS predictions.

44. Our view on financial exclusion, therefore, is that there are a wide variety of places across the UK in
which consumers can access cash free of charge.

6 December 2004

Letter from the General Manager, Airdrie Savings Bank to the Chairman of the Committee

We write to oVer comments from the specific perspective of Airdrie Savings Bank which we hope will be
helpful to the Select Committee as it investigates cash machine charges.

By way of background, Airdrie Savings Bankwas founded in 1835 and is now the last of the many savings
banks in existence at one time still operating independently. We have eight branches in the North
Lanarkshire area, some 60,000 customers, and have on issue some 21,000 cards with cash machine
capability. The Bank is mutual in character in that it has no external shareholders and the assets of the Bank
are vested in our Board of Trustees whose primary responsibility is to look after the interests of the
customers. Accordingly, any surpluses are retained in the Bank and are reinvested in the business for the
benefit of our customers, primarily in maintaining our branches—we have never closed a branch—to
provide the primary focus of our service to our customers.

Until two years ago we operated our own small network of 12 cash machines but in the face of increasing
costs of maintaining that network, as well as the costs of oVering our customers access to other providers’
cash machines, we disposed of those machines to an external (non-charging) provider. Our current position
is that through the operation of the LINK interchange fees we pay to providers of cash machines
approximately £500,000 per annum in transaction costs for our customers’ usage of those machines. We see
these costs as very much part of our overall costs. We have also been of the view that customers should not
have to pay to obtain their own cash and so we absorb these costs fully and do not pass any on to our
customers through specific charges. Of course we have the normal banking range of service charges and
interest earning opportunities to generate revenue and so the specific cost of cash machine usage is simply
absorbed within a whole range of costs set oV against that income. It is however the case that the cost of
£500,000 is the largest single item of cost, apart from staV cost, and equates very closely to a full year’s pre-
tax profit.

The current scenario puts us in the position where the cost of a proportion of our customers using cash
machines is borne by all of our customers. Accordingly, and based only on that fact, it would actually be
more equitable for those costs to be borne only by customers using cash machines either through direct
charging at themachine at the time of use or by our imposing a specific service charge related to that activity.
Of course we are perfectly free at any time to introduce such a specific service charge but to do so would be
in conflict with our aims to try to be as fair as possible to our customers, a significant proportion of whom
are in low income categories, and oVer them an equivalent service to that available from the larger banks.
In other words, competitive market forces steer us away from such a move.

In a scenario such as ours, the introduction of a standardised and relatively modest charge for cash
machine usage imposed by the machine provider for each transaction would actually be a much fairer
method of recovering costs than the present approach—a “user pays” principle. In addition, such a charge
would have the merit of correcting the present confusing situation under which many transactions are not
charged direct to the customer whilemany other transactions are charged direct at quite high rates of charge.
We realise that this view will not be popular in the current climate as there is an attitude, which we have
shared, that customers should not need to pay to withdraw their own money. An alternative view is that the
provision of cash machines is a very convenient service providing customers with access to their money on
a 24 hours a day/seven days a week basis. The provision of cashmachines is an expensive service and perhaps
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many customers do not realise that they are in eVect paying for the service through indirect means. For us,
a change to this method would release £500,000 of cost which we would use either to reduce other service
charges, increase rates of interest paid, or a combination of the two.

Of course it would be diYcult to legislate absolutely for a standardised charge and so charge levels would
have to be left to market forces. It would, however, be reasonable to assume that competitive forces should
keep the majority of charges at modest levels, say around the current levels of average LINK interchange
fees. The industry is capable of making such a decision but will undoubtedly be hesitant to do so in the face
of adverse public attitudes. In our view, it would undoubtedly help to influence the industry in a diVerent
direction if the Treasury Select Committee were to conclude that such a system of reasonable charging in
fact provides a very equitable solution for customers aswell as for all institutions participating in thismarket
so long as that system is transparent and understandable.

1 December 2004

Memorandum submitted by Association for Payment Clearing Services (APACS)

Background

The Treasury Select Committee has decided to undertake a short inquiry into cash machine charges, to
examine the principle of charging for cash withdrawals, the clarity and presentation of these charges, and
the impact that the spread of charging may have on low income households. APACS has been invited to
respond on behalf of its Members.

APACS is the UK trade association for payments. It provides the forum for the UK’s financial
institutions to come together on non-competitive issues, to develop banking systems for the future and to
provide innovation and developments in payments. It is also the banking industry voice on payments issues
such as plastic cards, card fraud, cheques, electronic payments and cash.

APACS’ involvement in the ATM market dates back to 1993 when it created the APACS ATM Group
to engage in high-level industry non-competitive business, governance and regulatory issues relating to cash
machines. Today, the majority of the UK’s largest estate owners are members of this group.

1. Introduction

APACS welcomes this inquiry as an opportunity to clarify the payment industry position with respect to
charges levied on consumers for the cash machine service.

We believe it is important that the inquiry:

— re-iterates the need for a clear and eVective set of guidelines to promote transparency of charging
for cash machines;

— recognises that charging remains a marginal component in the market overall with 97% of cash
withdrawn during 2003 being from cash machines at which no charge was made; and

— makes clear that the great majority of cash machines for which charges are levied are in
“convenience” locations (where a machine would not exist at all otherwise).

This evidence is based upon the APACS ATM Survey 2004, the most comprehensive analysis regularly
undertaken of activity in the ATM sector. A copy of the survey is attached. (Not printed).

2. Management Summary

— 97% of withdrawals from cash machines in the UK were free in 2003.

— £140.5 billion from the total of £144.1 billion was withdrawn from machines for which no charge
was made.

— The total number of transactions undertaken at these bank and building society (BBS) machines
was 2.3 billion (£140.5 billion).

— The total number of transactions undertaken at Independent ATMDeployer (IAD)machines was
almost 80 million in 2003 (£3.6 billion).

— 75 cash withdrawals were made every second.

— At the end of September 2004 there were 55,346 cash machines installed in the UK, of which BBSs
owned 33,175, and the IADs 22,171, showing an increase in numbers for both sectors since end-
2003.

— Cashmachines were relied upon to supplymore than half (53%) of all cash obtained by individuals
in 2003.
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— In total 45 institutions deploy cash machines in the UK, of which 31 are BBS and 14 IADs (see
appendix 1 of the ATM Survey 2004 for details).

— The UK cash machine market is the fastest growing in Western Europe.

3. UK ATMMarket

3.1 Background

The UK’s first cash machine, also known as an Automated Teller Machines (ATM), was installed by
Barclays Bank Plc in 1967. The early machines had limited functions, dispensing fixed amounts of cash in
exchange for tokens. In the early 1970s magnetic stripe technology enabled plastic cards to be used to
withdraw cash.

As each year has passed since, cash machines have become more technologically advanced, and today
they oVer a wide range of banking and other services 24 hours a day, including cash withdrawals, cheque
book and statement ordering, account enquiries, payment of bills and, more recently, the top-up of
mobile phones.

There are currently two types of institution that deploy machines in the UK. The first are the traditional
banks and building societies (BBSs) and the second the non-financial organisations more commonly known
as Independent ATM Deployers (IADs) although these are occasionally referred to as Independent Sales
Organisations (ISOs).

3.2 History

Up until 1999, three networks processed cash machine withdrawals in the UK: LINK, provided network
services to building societies; 4 Bank, looked after the interests of Barclays, Lloyds, Bank of Scotland and
Royal Bank of Scotland; andMINT, a network operated on behalf ofHSBC,NatWest and the former TSB.
Current account customers were not charged for cash machine services within their own network, eg an
HSBC customer was able to use a NatWest machine without charge. However, this customer was unable
to use another networks machine free of charge as the networks were independent of each other. At this time
all cash machines were operated by bank and building societies.

In 1998, after a series of bank mergers and negotiations all banks agreed to join LINK Interchange
Network Ltd. Today, LINK is wholly owned by 22 of the UK’s largest banks and building societies. It has
two constituent parts: the Operating Company provides the services (including settlement) that make cash
machine sharing possible throughout the UK; the Card Scheme determines the operating rules that define
the terms of trade between members. All UK payment card issuers issue LINK-enabled cards and these can
be used in virtually all cash machines in the UK (except for a very small number of privately-owned cash
dispensers).

One feature of all BBSs joining the LINK Scheme—and UKwide reciprocity—was the emergence of fees
where BBSs began to charge their own customers for using another BBS cash machine. These fees were
typically set at a level to cover the cost of the interchange1 fees payable by card issuers.

During the latter part of 1998 one of the most significant changes in the UK cash machine market took
place, when a number of IADs, the first being Bank Machine, entered the market by placing standalone
machines in convenient locations, such as local convenience stores, entertainment venues and petrol stations
etc, ie new locations where BBSs typically could not make a sustained “business case” and where machines
had never previously been sited.

In 2000, following a good deal of public scrutiny, including that of the Treasury Select Committee, the
BBSs agreed not to levy a charge on any customers withdrawing cash from another BBS machine.

4. Current Situation

4.1 ATM deployment

As at the end of September 2004 there were 45 institutions deploying cash machines in the United
Kingdom, of which 31 are BBSs and 14 are IADs. The number of cashmachines installed amounts to 55,346
of which 33,175 were BBS owned and 22,171 IAD owned2. Back in December 1999, shortly after IAD
installations first began, these figures stood at 29,102 and 3,898 respectively.

1 Interchange fees are the fees paid by a card-issuing institution to the owner of the ATM which provides the service to their
customer.

2 These figures have been provided to APACS by its members. It is possible that this figure might diVer slightly to that reported
by LINK as a result of data being provided at diVerent times.
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It is interesting that in the last five years, both types of cash machines have increased in number although
the real growth is largely attributed to the IADs and this trend looks set to continue as they experiment with
the location, commercial and operation models for surcharging machines, although not all IAD machines
surcharge. It is important to note that throughout this time the size of the BBS owned estate has continued
to increase albeit at a slower pace than before. This trend was always projected as the market could not
support a surfeit of machines in some locations.

Chart 1 illustrates the growth in the total number of cash machines in the UK since 1993. Chart 2 covers
the same period and illustrates the shift in ownership.

Chart 1: Number of ATMs
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Chart 2: Number of ATMs by ownership
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Banks and building societies IADs

According to the European Central Bank’s Blue Book, the UK cash machine market grew by 11.3%
against an average across the EU of just 6.2% in 2002, making the UK the fastest growing cash machine
market in Western Europe.

4.2 Cash withdrawals

In 2003, cash machines in the UK dispensed £144 billion in 2.4 billion transactions, 4.6% more
withdrawals than in the previous year. This trend has continued into the first nine months of 2004 where
values of £114.2 billion have been dispensed, an increase of 7.8% on the same period in 2003. During 2003
the average cash withdrawal value was £61 (1999: £55) at BBS machines and £46 at IAD machines. While
BBS cash machines accounted for just over two-thirds (69%) of all machines in the UK, they handled 97%
of all ATM cash withdrawals by UK customers last year.

Table 1 sets out the volume and value of transactions splitting out the BBS and the IAD estate.



9940725003 Page Type [E] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Ev 86 Treasury Committee: Evidence

Table 1

VOLUME AND VALUE OF TRANSACTIONS AT UK CASH MACHINES

Year Number of transactions (mns) Value of transactions (£mns) Average value (3)
BBS IADs Total BBS IADs Total BBS IADs Total

1993 1,242 .. 1,242 60,200 .. 60,200 48 .. 48
1994 1,335 .. 1,335 65,170 .. 65,170 49 .. 49
1995 1,471 .. 1,471 72,090 .. 72,090 49 .. 49
1996 1,599 .. 1,599 80,235 .. 80,235 50 .. 50
1997 1,745 .. 1,745 89,994 .. 89,994 52 .. 52
1998 1,850 .. 1,850 98,230 .. 98,230 53 .. 53
1999 1,968 .. 1,968 107,852 .. 107,852 55 .. 55
2000 2,027 .. 2,027 113,013 .. 113,013 56 .. 56
2001 2,135 39 2,174 125,669 1,759 127,428 59 45 59
2002 2,215 53 2,268 133,915 2,449 136,364 60 46 60
2003 2,294 79 2,373 140,503 3,621 144,124 61 46 61

4.2.1 Bank and building societies

In summary, the aggregate value of cash withdrawn annually from BBS cash machines in 2003 reached
£140.5 billion from 2.29 billion transactions, an increase of 5% and 4% respectively on the 2002 volumes and
values. On average each BBS machine dispensed £4,387,291 per annum, from 71,231 transactions, or about
£500 per hour. This equates to an average of £4,500 per annum per regular ATM user, or about £85 per
week.

4.2.2 Independent ATM deployers

The total number of transactions at IAD cash machines in 2003 was almost 80 million, with a total cash
value of £3.6 billion. This achievement was a 48% increase both in volumes and values on 2002. The average
annual cash value withdrawn during 2003 amounted to £250,830 per machine (less than 6% of a BBS
machine); the average frequency of use was 5,472 transactions per machine per year (a 1/14th of BBS
machines).

In terms of total share of the UK cash machine market, the IADs’ share remains small—approximately
3% by both volume and value, although the figures above suggest that they fulfil a specific niche in the
overall market.

Chart 3 illustrates the total values withdrawn during 2002 and 2003 and the split between BBS and IADs.

Chart 3: Total values withdrawn in 2002 and 2003
 

0

25

50

75

100

125

150

2002 2003BBS IADs

£ 
bi

lli
on

s

The important issue to remember is that although the fee-charging estate has increased to amount to in
excess of one-third of the current market and commentators forecast this to grow to over half of the market,
the absolute number of free machines has also grown so that customers have increased choice in the
machines they can use.
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5. Trends and Forecasts

5.1 Cash machine density and demographic distribution

By the end of 2003 UK coverage had reached 780 cash machines per 1 million inhabitants. Research
undertaken in 2002 as part of the background to the Chip and PIN Programme, indicated that some 91%
of people in the UK have access to cash machines within one mile of their home, 93% within one mile of
their place of work, and 98% whilst using a supermarket.

The geographical distribution of cash machines within the United Kingdom, based on data at June 2003,
is illustrated in Chart 4. This is based on the number of machines per 1 million of population by postcode
area3. The heaviest density is to be found in central London and the City of London, where there is an
average of 2,303 cash machines per 1 million inhabitants. However, this density is a factor of the relatively
few inhabitants compared to the large number of people working there.

In some areas of relatively low population, eg Inverness, North Yorkshire, Devon and Cornwall, cash
machine densities are above the national average—reflecting the need for a greater number of machines to
cover the larger geographical area.

Chart 4: Geographical distribution of ATMs within the United Kingdom

5.2 Cash machine use

According to the APACS Payment Markets Report 2004, nearly two-thirds of adults are regular cash
machine users, with the proportion rising to 90% in the 25-to-34 age band. Usage is lower as one moves up
the age range and along the socio economic spectrum. This reflects the fact that direct receipt of cash in state
benefits and pensions is a higher proportion of income for the over-65s and for adults in socio economic
groups D and E, and hence there is less need to get cash from a cash machine.

Demographic trends will continue to be long-term drivers of growth in cash machine use. The number of
regular users is projected to increase from 31.6 million last year to 36.5 million in 2013, or 73% of adults.
The forecast is that the total volume of cash withdrawals will grow from 2.4 billion last year to 3.1 billion
in 2013. In 2013 cash machines will dispense £189 billion in 2003 money, including 75% of all cash acquired
by individuals.

Relatively high daily allowances for cash machine withdrawals, greater convenience of their siting and
wider availability of cashback, are inducing customers to shift away from using cheques and passbooks as
the means by which they withdraw cash from their accounts.

3 Source: 2001 Census, [postcode headcounts].



9940725004 Page Type [E] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Ev 88 Treasury Committee: Evidence

The Direct Payment Programme4 is expected to have a significant impact upon cash machine use. Some
of the customers who previously went to the post oYce to receive their state benefits or pensions in cash will
switch to cashmachines once these payments aremade directly to their bank account giving theGovernment
considerable cost savings.

The migration of National Savings accounts to card-based rather than passbook-based will also be a
factor going forward. It is estimated that around £2 billion was withdrawn from National Savings account
in 2003, and many of these transactions will take place at cash machines once the transition is complete.

6. Cash Machine Charges

6.1 Introduction

The principle of charging customers for making withdrawals at cash machines has been the subject of
much debate over recent years.

Historically there were two types of charges. The first, mentioned previously, where a customer was
charged by their BBS for using another BBS’s machine, known as a “disloyalty fee”. The second, where a
customer was charged by the ATM-owning BBS, (assuming it was diVerent from their own BBS) known as
a “surcharge”.

6.2 Review of banking services in the UK 1998

In November 1998, Don Cruickshank led an independent investigation into banking services in the UK.
The investigation looked at levels of innovation, competition, and eYciency in the industry and how well it
served the needs of business, other consumers and the UK economy.

Cruickshank concluded that unregulated systems, including the ATM system, result in limited
competition within the marketplace and unfair charges for customers which were not a true reflection of the
actual costs of providing the service. In addition, cash machine owners were advised that details of any
charge incurred must be clearly displayed on machines, replacing the upfront screen message which was
subsequently moved to a screen prior to the cash being withdrawn.

At that time a small number of BBSs were charging their own customers a fee for using other machines
and other BBS customers a “surcharge fee”. In some cases it was possible that the customer could have been
charged twice for one transaction. Following the conclusion of the investigation BBSs ceased to impose
disloyalty fees and, in all but a few locations, surcharges.

The OFT welcomed the findings of the investigation and subsequently announced that the cash machine
market should be opened up with more supermarkets, petrol stations, and shops being able to provide cash
machines for their customers. Essentially the OFT were inviting organisations other than BBSs to install
machines away from the traditional sites.

6.3 Current situation

Today, there is generally no charge for a cardholder withdrawing cash from their current account at a
cash machine supplied by their own bank or building society. However, a very small number of machines
operated by BBSs do charge cardholders for withdrawing cash. In addition, cardholders withdrawing cash
from IAD machines typically incur a charge.

The number of cash withdrawals that carried a fee during 2003 was approaching 80 million. The charge
levied is typically between £1.00 to £1.75, although in some cases can be as much as £3.00 per transaction,
depending on the location of the cash machine. In accordance with the LINK Scheme rules any member
choosing to raise a surcharge is not paid an interchange fee.
According to one particular IAD a large majority of their customers are regular users of their machines and
are therefore fully aware of the charges for using the service.

6.4 Comparison with Europe

To draw a comparison with some countries throughout Europe, it is understood that personal banking
customers either pay an account fee for their current account/cash machine card or are charged per
transaction. The account fee may include a certain number of cash withdrawals undertaken at machines
other than those owned by the customer’s own bank but when that number is exceeded, charges are levied.

The largely free current account service provided to customers in the UK is believed to be unique
within Europe.

4 The Direct Payment Programme, introduced by the Government in 2003, relates to the payment of benefits and pensions
directly into a bank account or a post oYce card account, replacing the benefit book system.
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7. Commitment to Transparency

APACS’ members are committed to providing clear and concise information on cash machine charges to
their customers and are fully supportive of the LINK principle that this information should be upfront and
transparent to the customer.

One of the many ways in which this commitment is communicated is via The Banking Code, a voluntary
code which sets out standards of good banking practice for financial institutions when they are dealing with
personal customers in the United Kingdom.

The current Banking Code sets out the information that financial institutions are committed to provide
to customers on cash machine charges. This commitment is listed below (for illustrative purposes “you”
means the customer and “we” means the financial institution the customer deals with).

— “We will give you details of any charges we make for using cash machines when we issue the card

— You will not be charged more than once for any transaction at one of our cash machines

— When you use a cash card at one of our cashmachines, a message on the screen will tell you, before
you commit to making a withdrawal, the amount, (if any) you will be charged for the transaction
and who is making the charge.

— When you use a card other than a cash card at one of our cash machines, a message on the screen
will tell you, before you commit to making a withdrawal, the amount (if any) we will charge you
for the transaction. The message may also tell you that the card issuers may charge you for the
transaction.

— We will show cash machine charges on your statement of account.”

8. Cash Acquisition

Cash is the most popular method of making payments in terms of volumes, and withdrawals from cash
machines are the most popular way to acquire cash. However, there are alternatives, the most popular being
cashback at retailers and withdrawals over BBS counters and post oYces.

8.1 Debit card cashback

Obtaining cashback on debits cards from retailers accounted for 2% of all cash value acquired during
2003. However, customers view cashback primarily as a topping up mechanism, with the average
transaction value being less than half that at cash machines at £24. Over half of all cashback transactions
are for exactly £10 or £20. Cashback is generally a free service provided by retailers who are seeking to re-
cycle their cash takings as well as providing an added value service.

8.2 Cash withdrawals at branch counters

Credit, debit and cash machine cards are also used to acquire cash over the counter in bank and building
societies. Over 6million adults are estimated to havewithdrawn cash in this way last year, making 69million
withdrawals to a total value of over £20 billion.

8.3 Basic bank accounts

The Post OYce provides a facility whereby all basic bank account holders and some banks’ current
account holders are able to draw cash without charge over the counter using a LINK-badged card. It is
estimated that around 400,000 cardholders drew cash in this way during 2003.

9. Cost Components of Running a Cash Machine Estate

The costs of running a cash machine estate are not insignificant. There are a number of elements which
make up the total cost including:

— hardware (the machine itself)

— software and technology upgrades

— telecommunications and system connectivity

— site surveys and installation

— maintenance and cleaning

— cash supply/replenishment/re-banking

— rates (especially remote/convenience sites)

— site rental

— insurance premiums
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— security/fraud prevention

— LINK membership fees

— contingency.

These costs vary per installation depending on location; cash supply costs, maintenance and rates
incurred. 2004–05 will see a large level of investment made in both hardware and software at cash machines
as these are upgraded to chip and PIN in line with all our credit and debit cards. This will limit the risk
of fraud.

10. Importance of Cash Machines

With the so-called cashless society still a long way oV, cash machines are expected to remain an integral
part of everyday life for many years to come.Withdrawingmoney from cashmachines has become a normal
routine for themajority of adults in theUKandAPACSbelieves that cashmachines will remain the primary
channel for dispensing cash through this decade and beyond.
With the way in which the cash machine market is developing and consumers’ awareness is increasing we
believe the two key components that the Inquiry should consider are choice and transparency and that there
is a strong case for understanding better what informs and drives consumer behaviour.

Further to the above,APACSwould be pleased to provide additional information to assist theCommittee
with this Inquiry if required.

December 2004

Memorandum submitted by Association of Convenience Stores (ACS)

The Association of Convenience Stores (ACS) represents 32,000 retail outlets throughout the United
Kingdom. Its primary function is to represent these shops to Government. Members include SPAR,
Budgens, the Co-op and Premier.

ACS members play a vital community role. They serve local people from a location either in the heart of
villages or suburbs, from town centre sites, or on petrol forecourts.

The Convenience Retailing Sector

There are 53,653 convenience stores in the UK. The breakdown of the stores operating in the sector is
shown below:

Segment Numbers 2001 Numbers 2002 Numbers 2003 Numbers 2004

Non-aYliated independents 34,250 33,787 32,900 32,576
Total symbols 7,175 7,371 7,794 8,424
Total forecourts 9,766 10,282 9,907 9,401
Convenience multiples 2,756 2,804 2,186 2,213
Co-operatives 1,297 1,381 1,977 2,065
Total 55,244 55,625 54,764 54,679
Joint Ventures 662 845 902 1,026
Total exc. Joint ventures 54,582 54,780 53,862 53,653

Fig 1: Convenience Store numbers 2001–04

Non-aYliated independents are those which are not part of a recognised symbol group or other brand.
Symbol groups are fascia brands supported by a wholesale distribution arrangement with the independent
retailer. Multiples are wholly-owned and managed from a central oYce, and co-operatives may be part of
any of the dozens of co-operative societies which operate retail outlets.

These figures show unaYliated independents and forecourts in decline, and symbol groups, convenience
multiples and co-operatives enjoying a growth in store numbers.

Overall store numbers in the sector are in decline. These stores run on tight profit margins, typically
around 2%. This puts in jeopardy the survival of stores who lose income streams and profit. Any reduction
in the profitability of these retail businessesmay lead to the community losing that outlet and the vital service
it provides to local people.

Convenience stores are faced with growing competitive and regulatory pressures. Superstore companies
are increasingly moving into the neighbourhood retailing sector, and this places smaller retailers with
reduced buying power and ability to invest in an unenviable competitive position.
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While the Government seeks to address the regulatory burden through various initiatives and bodies like
the Better Regulation Task Force, the reality facing retailers is more bad regulation impacting on their
business. At present, retailers are facing increased costs under the newLicensingAct: typically £475 for three
years as opposed to £30 under the current system. Similarly, legislation such as the Animal By-Products
Regulation places additional cost and operational pressure on convenience store operators.

The overall picture of the convenience store sector is of a declining number of businesses battling to
survive against growing competitive and regulatory pressures. For these retailers, the denial of opportunities
to maximise their return from limited retail space would seriously threaten their viability.

Cash machines in convenience stores

IGD’s Convenience Retailing 2004 report discusses the value of ATMs to convenience stores. It notes
that:

“ATMs are fast becoming an expected facility in certain segments, forecourts being a prime
example.”

This is reflected in the growth of ATMs in convenience stores as shown below in the same report.

Symbol Stores Convenience Co-op Stores Company managed
Multiples forecourts

01 02 03 01 02 03 01 02 03 01 02 03
% oVering ATMs 24 25 27 42 36 56 28 37 50 30 15 33

Fig 2: Penetration of ATMs in convenience stores

These cash machines may be owned and operated by the bank and situated externally. Such machines are
generally funded by interchange fees between banks.

Alternatively, ATMs may be sited inside the store. Many of these cash machines are “self-fill”, where the
retailer replenishes the machine from his own cash. There is usually a charge applied to internal ATMs.
These machines are usually operated through an independent ATM provider (IAD).

IGD explain the reasons for the development of cash machines in convenience stores thus:

— Income generation: banks and cashmachine providers will pay either a fixed rental fee for the space
used, or will make a payment related to the number of transactions the machine is used for.
Internal ATMs will generally make a surcharge, a proportion of which is given to the retailer
through an agreed contract with the machine provider.

— Footfall driver: Harris International Marketing (HIM) research shows that ATM users visit
forecourt stores an average of four times per week, compared with 3.7 times per week for non-
users.

— Increased basket spend: the same HIM research shows that ATM users spend on average £5.11
per trip to a forecourt shop, compared to £3.38 for non-users.

The last of these three reasons identified by IGD suggests that ATM users spend some of the money they
withdraw inside or immediately outside the store in that shop. HIM research shows that 67% of the funds
withdrawn from cash machines in convenience stores are spent in that store.

HIM add a fourth point of value of the in-store ATM:

— ATMs increase the catchment area for shoppers to that store.

Customers value the safety they feel when using a cash machine inside a convenience store. Many
customers, especially women, do not feel comfortable using cash machines situated on the street—most
notably when beggars loiter close to the ATM. These customers prefer using a cash machine surrounded by
other customers and staV in a well-lit and hospitable environment.

There have been significant security concerns over the placement of cash machines in convenience stores.
Incidents of ram-raiding, in which the thief would drive through the front of the store to get access to the
cash machine, were frequently reported by ACS members. However, in recent years industry security
initiatives and better security management of ATMs on site have helped to reduce instances of cashmachine
ram-raiding.

Internal cash machines are generally installed where banks have decided that there are insuYcient
transactions to warrant doing so. Bank ATMs generally require around 200 transactions per day to be
economically viable. Internal ATMs can operate with transaction levels as low as 15 to 20 per day. These
machines are therefore additional to the network of bank-run and free-to-use ATMs.

This low level of usage is demonstrated by the fact that while 40% of cashmachines aremanaged by IADs,
only 3%of transaction value is conducted through thesemachines. They are therefore characterised by being
lower-usage sites.
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The principle of charging

When a customer uses a cash machine, they are in eVect arranging a loan of another party’s (the retailer,
IAD or bank) cash. For machines where this loan is not arranged between two banks, the costs of this
transaction fall upon the customer.

Retail space is at a premium. Space dedicated to a cash machine could be used for other products or
services. That space attracts rent and rates, as well as the costs of maintaining it to required levels of lighting
and cleanliness. Security measures are further fixed costs associated with including an ATM in store.
Furthermore, there are costs and inconvenience involved in fitting an ATM.

Therefore, the provision of an ATM attracts costs to the retailer. Financial reward is therefore a necessity
for them. In some cases, banks decide that the gain involved in providing a cash machine allows them to
make a payment to the retailer without making a charge to the customer. This is due to interchange
payments agreed between banks for one another’s customers using cash machines.

Where ATMs are self-fill and/or are obtained through a third party cash machine supplier, the levy of a
charge to the customer is likely to the only way in which revenues can be generated to give retailers
compensation for the costs of oVering this service.

Transparency

The principle of charging for cash machine transactions rests on sound information being provided to the
customer, ensuring that they are aware of charges being applied to them, and are able to make an informed
choice over how to obtain cash.

LINKhas amandatory rule that customers are warned before commencing their transaction that a charge
will be applied to them. Under the LINK system, this information is given to the customer once the relevant
bank has informed the machine of its charge.

Individual operators use policies of displaying charges through stickers or other means. This policy is
sometimes hard to implement due to the varying charges applied by diVerent banks and machines.

ACS is satisfied that information provided to customers is suYcient to allow the customer to make a free
choice of where to obtain cash. This choice is analogous to a customer buying a drink in a pub compared
to a supermarket. The pub is likely to be more expensive because the customer has been provided with a
convenient and pleasant environment, which brings with it a diVerent cost structure. Just as it would be
unfair to expect a pub to match supermarket prices on alcoholic drinks, the value of using cash machines
in diVerent contexts cannot be compared like for like.

Financial exclusion and location

ACS strongly believes that the provision through convenience stores of cash machines and other services
such as cashback and the Post OYce makes a significant contribution to promoting financial services to a
wide variety of households.

Symbol Stores Convenience Co-op Stores Company managed
Multiples forecourts

01 02 03 01 02 03 01 02 03 01 02 03

% oVering ATMs 24 25 27 42 36 56 28 37 50 30 15 33
% oVering cashback 13 10 14 96 74 38 100 99 97 1 0 0
Post OYce 15 17 16 25 14 26 6 9 12 0 0 0

Fig 3: Comparison of availability of ATMs and cashback facility

Fig 3 shows that cashback is also widely available and oVered in many stores. The Post OYce is available
in a number of outlets.

Some retailers are wary about oVering a cashback facility due to the security risk involved in maintaining
large quantities of cash in tills. Most retailers try to keep cash levels in tills down to a minimum to ensure
that those committing robberies and till snatches will gain poor rewards for doing so.

Many convenience stores operate In low income areas. It is important to acknowledge that the provision
of ATMs inside and outside convenience stores is an additional service to customers, and does not replace
other opportunities for customers to gain access to cash and other services.

Given the closure of many local bank branches, the provision of ATMs in convenience stores in by far
the most cost-eYcient way for many customers to access cash.

If these services, funded by a charge of some sort, were removed, two socially-undesirable outcomes
would accrue:
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— there would be fewer ATM facilities available to customers, as banks would be unlikely to replace
these services where transaction rates were so low;

— retailers would come under increasing financial pressures, and their own viability may be
threatened.

ACS does not have access to any further information on the demographic distribution of cash machines.

Post OYces

Retailers’ ability to choose the right cash machine oVer to their customers is inhibited in cases where the
Post OYce is sited at a store. Post OYce Ltd apply restrictions in their contract with subpostmasters that
requires them not to take up any ATM deal other than that oVered by the Post OYce. ACS believes this is
an unjustifiable restriction of retailer choice.

Conclusion

ACS is satisfied that at present cash machines oVered in or outside of its members’ stores are:

— of additional benefit to the customer;

— important to the future health of the convenience store sector; and

— transparent in their charging, oVering the customer choice of where to obtain cash.

ACS is happy to provide further views and information to the Committee, and is committed to supporting
this examination.

2 December 2004

Memorandum submitted by Bank Machine Limited

Background

1. The first ATM was installed in the UK in 1967. In the next thirty years, Financial Institutions [FIs]
gradually installed more, until by 1998 there were about 30,000 ATMs in the UK. Those machines accepted
most debit cards, thanks to the advent of LINK.

2. LINK, the brainchild of a number of Building Societies who wanted to allow their customers’ access
to each other’s ATMs, grew to the extent that by the late 1990s all major High Street Banks and Building
Societies were members.

3. Until 1998, under LINK rules only FIs were allowed to operate ATMs. This arrangement attracted
the attention of the competition authorities and in that year Independent ATMDeployers [IADs] appeared
in the UK for the first time. Initially, IADs had to be sponsored by a LINKmember [they were not allowed
to join LINK in their own right until 2000].

4. For over 30 years (from 1967 to 1998) FIs had the opportunity to install ATMs without competition
from IADs. Despite this, retail, leisure and specialist locations (such as Army Camps) were largely left
without ATMs.

5. By 1998, Branch closures, the tendency of FIs to locate their remaining Branches together in particular
high streets and the high transaction criteria applied by FI’s to prospective “OV-Branch” ATMs had left
many cardholders some distance from an ATM.

6. It is clear that the gap in the UK market that lead to the introduction of IAD ATMs existed because
FIs had failed to meet their customers’ demand for an acceptable level of service.

The Independent ATM Revolution

7. The first IAD ATM was installed in December 1998 by Bank Machine [sponsored by the Woolwich]
in a Spar store in Stonecross, Birmingham. This was well received by local residents who clearly considered
the charge made for the use of the ATM a price worth paying for convenient access to cash. This was the
birth of the “Convenience ATM” revolution in the UK.

8. BankMachine’s confidence in the potential of the UKMarket was reinforced by experience in the US
since the early 1990s, with a ready public acceptance of convenience fees. As a result, the numbers of ATMs
in the US has tripled.

9. Site owners, particularly retailers, appreciated the advantages of working with the IADs. Many had
been frustrated for years by the reluctance of FIs to locate ATMs on their premises.

10. In the six years since the first IADATMappeared in Birmingham, the change in theUKATMmarket
has been dramatic. It took over 30 years for the first 30,000 to be installed: that number has increased by
90% in the six years since 1998.
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11. The IndependentATM revolution in theUKhas been possible because of the same public acceptance
of the charges that occurred in theUS.Whereas there has been considerable public resistance to FIs charging
customers for access to money in their accounts, there has been an appreciation that IADs are oVering a
service that has a price: a price viewed by customers as worth paying for the convenience gained.

12. The average consumers view of convenience has certainly changed in the last few years. Many people
are ‘’time-scarce’ and are reluctant to waste any of this precious resource on mundane activities such as
obtaining cash from ATMs. This helps to explain why there are now 1600 IADATMs within 100 metres of
“Free” FI ATMs [Free is in inverted commas because in reality, no service provided by an FI can truly be
said to be free]. The majority of these 1600 are located in public houses and bars. Those who use them are
well aware of the presence of “Free” ATMs nearby—they simply do not wish to leave the comfort of the
establishment they are in to save, on average, £1.50.

13. It is hardly surprising that some consumers prefer to use an IADATM rather than going out of their
way to use an FI ATM. For anyone earning £10 or more per hour, a ten-minute trip/queue to use an FI
ATM would not be justified to save around £1.50. Seen in this light, using an IAD ATM is a rational
economic decision for many consumers.

14. There has been considerable publicity regarding those on benefit using IADATMs. Two points need
to be made in this connection. Firstly, this issue has only arisen very recently. IAD’s did not set up their
businesses to tap this market.

Secondly, it would be possible for those on benefit to be excluded from using IAD ATMs. This however
would not be a step in the direction of social inclusion.

15. Those who live on housing estates, such as Speke in Liverpool, are as deserving of service and choice
as any other UK resident. The FI’s ceased to provide a worthwhile service in many such areas a long time
ago. In the case of Speke, the last Bank (and it did not even have an ATM!) closed during the 1990’s. IADs
have filled the gap so that residents have a choice of paying for the service on the estate or walking to a
forecourt 100 metres from the edge of the estate where there is a “Free” ATM.

16. In 2004, the position has been reachedwheremore than 50%ofATMs located away fromFI branches
carry a convenience fee. It has to be stressed, however, that there are also more “Free” ATMs than ever in
the UK. The number of free machines has increased from around 30,000 in 1998 to around 34,000 in 2004.

17. It is quite clear that the ATM revolution has increased consumers’ choice. They have more choice in
relation to free ATMs and more choice overall. A true “win-win” situation.

The Popularity of ATMS: Cash is King

18. The ‘win-win’ situation for consumers is very important because cash is still king in the UK.
Notwithstanding the eVorts of Banks to push customers into using more and more plastic (and more and
more expensive credit), the public still chooses to make nearly 70% of purchases using cash.

19. In an age of spiralling credit card debt, use of cash gives consumers close control of their expenditure.
Access to cash through conveniently-located ATMs gives consumers a sensible alternative to excessive use
of credit cards.

The Nationwide Stance

20. The Nationwide Building Society is largely responsible for the ill-informed publicity in relation to the
advent of charging ATMs. Their stories are often released under the cover of being “Survey Results” or
“Market Research.” In reality, no substantial survey work is necessary since LINK publishes most of the
relevant data each month.

21. Nationwide has elected, for no doubt sound commercial reasons, to install a high number of OV-
Branch ATMs. This commercial decision reflects a desire to create both Brand awareness and a platform
for marketing specific products, without the expense of increasing their branch network.

22. The Nationwide OV-Branch ATMs are certainly NOT required to service the needs of their own
cardholders, since those cardholders can use any FI ATM. In fact, many Nationwide ATMs have a very
low usage by Nationwide cardholders (on average, less than 20% of the users of Nationwide OV-Branch
ATMs are Nationwide cardholders). They do, however, have a high usage by customers of other FIs,
customers who may no doubt be persuaded to switch to Nationwide’s mortgages, personal loans and the
like. This is achieved through the extensive use of financial services advertising on the Nationwide ATM
screens.

23. No one can fault Nationwide for taking a commercial decision to promote their overall business
through the placement of ATMs around the UK. Nationwide’s continuous publicity campaign is no more
than an attempt to protect their own commercial interests: the supposed championing of consumers interest
is simply a convenient platform.
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24. Interestingly, only Nationwide amongst the remaining UK Building Societies has any real interest in
providing an ATM service. When one excludes Nationwide, the other 62 members of the Building Societies
Association only operate just over 200 ATMs between them.

ATM Disposals by FIs

25. Much has been made of the disposal by some FI’s of all/portions of their OV-Branch ATMs.
However, all such disposals taken together make up less than 5% of the current total IAD ATM estate.

26. The disposal byHBOSof theirOV-BranchATMS is in all probability a one-oV. There is no indication
that any other FI will follow the HBOS example in the foreseeable future. Indeed, many FI’s see ATMs as
an increasingly important element of CustomerRelationshipManagement. As the perceived value of ATMs
increases in this respect, sensible FI’s will be unlikely to want to give up their ATM estates.

27. It may well transpire that the HBOS disposal has been ill-judged. They seem to be taking the view
that cash will be significantly less important to consumers in the near future. There is little evidence to
support this view.

IADs Costs and Profits

28. Much has beenmade of the “cost” of about 30p to deliver anOV-BranchATMwithdrawal-the LINK
Interchange. However, that figure is based on FIATMswith, on average, 6000 cash withdrawals per month.
When one looks at low transacting IAD ATMs, the cost per cash withdrawal, BEFORE any rental is paid
to site owners, is more than twice the FI figure.

29. It’s clear from the costs quoted above why the profitability of the IADs is not high. Bank Machine,
then operating around 800 ATMs, made a profit before tax of £175,000 in 2003. A cursory examination of
the published accounts of other IADs does not reveal substantial pre-tax profits.

Signage/Transparency of Charges

30. LINK’s revised signage rules, as outlined to the Treasury Select Committee in December, mean that
there will be appropriately sizedmessages in relation toATM charges on Point-Of-Sale material, on stickers
adjacent to the ATM keyboard and on the ATM screens themselves. This represents a fine-tuning of the
previous arrangements and further enhances the already high level of transparency in relation to charging
on IAD ATMS.

31. Those who emphasise the importance of signage miss the point that most users of ATMs are regular
users. In Bank Machines case, over 90% of users visit our ATMs several times each month, for the sole
reason that they find it convenient to do so. The idea that charging ATMs depend on “one oV” customers
is really quite fanciful: the vast majority of such ATMs cater for regular local users. Without such regular
users, Bank Machine and the other service providers would not survive.

24 January 2005

Memorandum submitted by Barclays

Introduction

Barclays welcomes the opportunity to submit the following evidence to this inquiry.

For the purposes of this document reference to “ATMs” encompasses Automatic Teller Machines/cash
machines.

We would particularly like to emphasise that:

— Barclays is fully committed to ensuring that information concerning ATM charges is transparent
to consumers.

— Barclays operates the third-largest non-charging UK ATM network comprising 3,800 machines.

— Barclays is a member of the LINKATM network and does not charge its own customers or those
of other banks or building societies for using its machines.

Also, we understand that 97% of cash withdrawn in the UK in 2003 was from ATMs at which no charge
was made.
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The Trend Towards Charging

Barclays was the first bank in the UK to install an ATM at Enfield branch in 1967. We are committed to
our ATM network and have no plans to sell any of it.

It is, however, increasingly diYcult to compete with the new independent ATM firms when tendering for
new non-branch sites. Prime locations, such as motorway service stations, attract very high tender prices
and we expect this to continue.

Often only the independent operators, who raise income by charging consumers for using their ATMs,
can economically justify paying these higher prices for prime sites.

It is noticeable that on sites belonging to organisations such as Network Rail and London Underground
non-chargingATMs are found, whereas other organisations, including the Post OYce, have chargingATMs
on their premises.

Reciprocity and the LINK Network

Prior to the current LINK arrangements, ATM transactions in the UK were based on “reciprocity”.
Specific groupings of banks and building societies were able to oVer free transactions to non-customers in
return for their own customers being able to use competitors ATMs’ free of charge.

The arrangements between LINK members are based on the LINK scheme rules and interchange fees,
which are the fees paid by a bank/building society card issuer to the owner of the ATMwhich has provided
a service to the card issuer’s customer. In recent years, however, a number of new members, who are not
necessarily banks/building societies, have entered the ATM market and have changed the dynamics of the
industry.

The new independent ATM operators are typically “acquirers” only. This means they own ATMs and
“acquire” other card issuers’ customer transactions. Some, although not all, of these acquirers levy a charge
on consumers for using their ATMs for cash withdrawals.

If these acquirers do levy a charge, they will then receive the interchange fee only for the balance enquiry
element (if one is requested by a customer) and for any rejected entry fee caused by the customer deciding
not to proceed with the transaction or due to insuYcient funds being available.

They also increase the costs of the traditional ATM card issuers because:

— LINK interchange costs are higher on remote ATMs (ie ATMs not located at bank branches) than
they are on ATMs at bank branches, by virtue of higher rents, maintenance and replenishment
costs.

— Many of the remote ATMs prompt customers to ask for a balance enquiry. Each balance enquiry
obtained from a third party ATM has an individual interchange fee paid by the consumers’ bank,
irrespective of whether a withdrawal is then made.

Transparency/Clarity of charges

Barclays is fully committed to ensuring that information in relation to ATM charges is transparent to
consumers. We clearly explain to consumers that Barclays does not charge for transactions no matter with
whom they bank (See Appendix).

We believe that charging ATMs could be made more transparent. We would support further changes to
the LINK rules to make notification more transparent. In particular, requiring “charging” machines to
display a mandatory on-screen-warning message before the card is inserted into the ATM. We feel this
would be more eVective than the current rules that allow the “charging” machine operator to either use a
sticker/sign or an on-screen message to explain that the ATM may charge.

Financial Exclusion and Location

Historically, ATMs were located either in branches, or where there was a high usage, for instance in
railway stations. Therefore, smaller communities such as rural areas and areas where there was a low
penetration of bank account users were unlikely to have as many ATMs.

In recent years the UK ATM coverage has substantially increased with research in 2002 indicating 91%
of people in the UK have access to an ATM within one mile of their home.

In areas where ATM coverage is not as widespread, or where an independent ATM operator levies a
charge for withdrawing cash, there are increasing numbers of ways for consumers to obtain cash without
incurring a charge.

These include Bank and Building Society branch networks and in addition, the agreement that Barclays
and others have with the Post OYce which enables basic bank account customers and others to obtain cash
free of charge over Post OYce counters. Also, increasing numbers of shops, not just the large supermarket
chains, oVer free cashback facilities.
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Barclays research supports the recently published figures from LINK and APACS that, although the
number of charging ATMs is growing, the proportion of withdrawals at charging ATMs is still very small.
We estimate that over the last 12 months only 4.5% of the total cash withdrawals that Barclay’s customers
made were from other companies’ ATMs that charge.

Security

There is no doubt that ATM fraud has increased significantly in recent years and particularly in 2004.
Barclays is taking a leading role in reducing ATM fraud.

We are working closely with the police and suppliers to identify ways of stopping the fraudsters. We have
also launched a media programme to help educate consumers. We have put an on-screen security notice on
our ATMs. The process of recompensing Barclays customers who are victims of ATM fraud has been
streamlined and made more eYcient.

Barclays does not consider that the increasing number of charging ATMs has contributed to the increase
in fraud. We support LINK’s eVorts to achieve tighter controls and improved minimum standards for
ATMs in the UK.

3 December 2004

Appendix

EXAMPLE OF THE TRANSPARENT SIGNS ON BARCLAYS ATMS

 

Memorandum submitted by the Banking Code Standards Board (BCSB)

Introduction

The Banking Code Standards Board (BCSB) was established in October 1999 and is responsible for
monitoring and enforcing compliance with the Banking Code and the Business Banking Code. It also oVers
advice on interpretation of the Codes.

These voluntary Codes are followed by banks and building societies (“subscribers”) in their dealings with
personal and small business customers in the UK. They set standards of good banking practice and aim to
allow competition and market forces to operate and encourage higher standards of banking practice for the
benefit of customers. The first Code of Banking Practice came into eVect on 16March 1992 and now, as the
Banking Code, is in its sixth edition.

The Code has achieved almost universal coverage of retail banking and credit card business in the UK,
with American Express and GE Capital having signed up for their credit card business in the last month.
National Savings & Investments is a subscriber.
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What the Codes Say About Cash Machine Charges

There has been specific reference to cash machine (ATM) charges made by card issuers in the Banking
Code since the 1997 edition.

Important obligations on Code subscribers that operate cash machines were introduced in the 2001
edition of the Banking Code and are incorporated in the current edition as follows:

Cash machine charges

You will not be charged more than once for any transaction at one of our cash machines.

When you use a cash card at one of our cashmachines, a message on the screen will tell you, before
you commit to making a withdrawal, the amount (if any) you will be charged for the transaction
and who is making the charge.

When you use a card other than a cash card at one of our cash machines, a message on the screen
will tell you, before you commit to making a withdrawal, the amount (if any) we will charge you
for the transaction. The message will also tell you that the card issuer may charge you for the
transaction.

Similar requirements apply to the Business Banking Code, which covers small businesses of all types
having a turnover up to £1 million per annum.

Both Codes include the following obligations on subscribers as card issuers:

We will give you details of any charges we make for using cash machines when we issue the card.

We will show cash machine charges on your statement of account.

What the BCSB Does to Monitor Compliance

Every year we require each subscriber to the Banking Code or the Business Banking Code to complete a
comprehensive questionnaire (the “Annual Statement of Compliance”), certifying that they are fully
compliant, or explaining any failure to comply, and signed by both the Chief Executive and the Compliance
OYcer. The Annual Statement of Compliance includes detailed questions on the Code sections quoted
above.

We have a continuous programme of visits to subscribers, duringwhich their internal compliance controls
are thoroughly reviewed.

In addition, we carry out various forms of testing and “mystery shopping” of what customers actually
experience. We tested comprehensively whether cash machine charges were being disclosed in accordance
with Code requirements following the introduction of the new rules in 2001. Initial shortcomings were
reported to our Board and were systematically followed up until we were able to report a clean bill of health
across the industry. We undertook further tests on selected subscribers this year as part of our research in
support of our submission to Professor Elaine Kempson’s independent review of the Codes. We did not
identify any failures.

Because cashmachines are by their nature automated, a high level of consistency in information provision
can be achieved once the necessary development work has been done. Backed by the thorough monitoring
and testing we have carried out over the years, we are confident that this is an area where there is a high and
consistent standard of compliance with the current Code requirements.

Possible Gaps to be Filled

By definition, the Code requirements are mandatory only for cash machines operated by subscribers to
the Codes. (Information on charges levied by card issuers and details on statements of cash machine charges
that have been incurred are, however, provided virtually across the board in the UK, as the vast majority
of cards that can be used at cash machines are issued by Code subscribers.)

The Codes have achieved a good degree of transparency over charges in cash machines operated by
subscribers. Customers are told precisely how much any charge will be, if there is one, before completing a
withdrawal and can cancel the transaction if they find the charge unacceptable.

This leaves “convenience” cash machine operators that are not banks or building societies outside our
purview. Furthermore, a convenience cash machine operator that is a subsidiary of a Code subscriber is not
automatically subject to Code requirements, although we would like to see the Code’s standards followed
as far as possible throughout any corporate group that includes businesses that do subscribe.

In practice, we understand that the LINK system through which cash machines are operated in the UK
has extended similar requirements to those in the Codes to all LINK members, including “convenience”
operators that are not banks or building societies and who do not subscribe to the codes. LINK’s website
states that, in addition, LINK Members have agreed that a sign saying “this machine may charge you for
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LINKcashwithdrawals”will be clearly visible to cardholders before a card is inserted in a surchargingATM
(either by physical notice on the machine or an up-front screen message, at the discretion of the ATM
deployer).

On a small practical point, we note that an external sticker aYxed to a machine is more vulnerable to
omission or damage, and is more diYcult to police, than a standard screen message. However, we suspect
that, for marketing reasons, a sticker rather than an up-front screen message is the preferred choice of most
machine owners.

There is not the same monitoring and enforcement regime governing LINK rules that exists under the
Banking Code and the Business Banking Code. This has given rise to the suggestion that the Codes should
be extended to cover LINKmembers that are not currently Code subscribers. This would be amatter for the
sponsoring trade associations that own the Codes (ie the BBA, the BSA and APACS), but from the BCSB
perspective we would not rule out this possibility, provided our Board could be adequately reassured that
any organisation applying to subscribe were suitably “fit and proper”.

Alternatively, we at the BCSB would be very willing to talk to LINK about extending our monitoring
arrangements to check and report on compliance with relevant aspects of the LINK rules.

The issue of whether there should be ATM charges and at what level is outside the BCSB’s brief. The
Codes’ aim is to allow competition andmarket forces to operate. Our interest is inmonitoring and enforcing
high standards of transparency.

6 December 2004

Memorandum submitted by The Building Societies Association

Introduction

1. The Building Societies Association is the representative trade body for all the UK’s 63 building
societies. These societies have total assets of over £230 billion, around 15 million adult investing members
and over 2.5million borrowingmembers. Building societies account for around 18%of residential mortgage
loans, and retail deposits, outstanding. Building societies operate through around 2,100 branches and 2,500
cash machines. Including their subsidiaries, building societies employ over 40,000 staV.

Cash machines that charge

2. The LINK website boasts “97% of all cash machine withdrawals are free to the customer”. The
Building Societies Association fears such a level of free access to cash machines is unsustainable in light of
the huge growth in the number of cash machines that charge. Over the last five years the number of cash
machines that charge has increased by more than 18,000; over the same period, the number of free cash
machines has grown by only 8,000 so that machines that charge now account for 40%of the 53,000machines
in the LINK network.

3. The number of cash machines owned and operated by building societies has grown steadily over this
period—from 1,241 in 1999 to 2,520 in 2004, an increase of 103%. At building society cash machines
withdrawals by debit card or other cash card are free, both to members of the building society and to
customers of other financial institutions. No building society has plans to introduce charges.

4. LINK states that most cash machines that charge are located in “low transaction volume sites”. A
quick search on its website—whilst not scientific—suggests otherwise. The BSA oYces are located in the
busy west end of London. The LINK website reveals that within 320 metres of our oYces there are 10 cash
machines. Three of these charge for cash withdrawals; one charges £5 per withdrawal. Thewest end is hardly
an area associated with low transaction volumes. Of course, people do have a choice and 10machines within
such a small area represents a good selection from which to choose. But, to be eVective, choice needs to be
informed. Customers need to be aware whether or not a cash machine will charge them for making a
withdrawal. In theory, all charging cash machines should already be carrying a warning about the amount
of the charge—and this should be either in the form of a sticker on the machine or a timely on-screen
message. This has been a requirement of LINK members since April this year, a change for which the
BSA lobbied.

5. In practice, however, it seems many customers are still ill-informed. A recent report by Nationwide
Building Society, “Free CashMachinesUnder Threat”, shows that nearly a quarter of people who have used
a charging cash machine since 1 April 2004 were unaware—before they committed to the transaction—they
were being charged. This suggests the new disclosure rules are inadequate. Nationwide’s research shows 97%
of people want the warnings to be more prominent. It is certainly true that the current requirement for
charging machines to carry a message saying “this machine may charge you for LINK cash withdrawals”
is vague. We would like to see a stronger form of words, displayed more prominently. People have become
accustomed to seeing much starker messages—such as those on cigarette packets. It is not surprising,
therefore, if bland, non-specific warnings on ATMs do not have suYcient impact.
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Background

6. In 2000, when certain banks announced plans to charge non-customers for ATM withdrawals,
Nationwide and other building societies led the campaign against this move, on behalf of their members.
As mutuals, building societies’ decisions on such issues are based on what is in the best interests of their
members. This contrasts with plcs, which have to put the interests of shareholders first.

7. The operation of all building society and bank cash machines is covered by the Banking Code, the
voluntary code of practice which sets standards of good banking practice and is overseen by the independent
Banking Code Standards Board (BCSB). Most operators of charging cash machines are not covered by the
Banking Code, even where, like Hanco, a subsidiary of Royal Bank of Scotland, they are owned by banks.
We would strongly urge all operators of cash machines to sign up to the Banking Code, and thereby be
subject to the rigorous compliance monitoring framework of the BCSB.

8. The Banking Code requires transparency of cash machine charges and prohibits double charging—ie
by both the card issuer and the cash machine operator—in respect of a single transaction. It does not
preclude the imposition of charges, although, as noted earlier, in practice no building society charges its
members or any other customers for debit and other cash card transactions at its machines. The BSA
understands that none of the banks charge for the use of their high-volume machines, such as those located
outside branches, although some do charge for the use of cash machines in “convenience” locations.

Access and inclusion

9. The impact of cash machine charges is felt most in communities where alternative means of obtaining
cash are limited—or non-existent. The closure of bank and post oYce branches, particularly those that are
the “last branch in town”, places more andmore people in a position where they have no eVective alternative
to paying for their cash withdrawals.

10. The Campaign for Community Banking Services published in October 2004 an estimate that 1,800
bank branches will close over the next five years and that 500 of these will be in communities with no other
branches. This is in addition to the 3,021 bank branches (22% of the total) and 2,990 (15%) of post oYces
that have closed since 1995. Over the same period building societies have closed only 111 (5%) branches,
reflecting their commitment to the communities they serve. Building societies have also led theway in branch
sharing. The only branch sharing operation to have been agreed by UK deposit-takers is between Britannia
and Yorkshire building societies.

11. Using cashmachines that charge penalises disproportionately those on low incomes who only want to
drawout small sums ofmoney.A £1.70 charge on a £10withdrawalmeans 17% is paid to themachine owner.

12. The introduction of directly paid benefits means that there are more people who will be using cash
machines to withdraw their pension or child allowance, rather than collecting those payments over-the-
counter at their local post oYce. Many of these are on low incomes and are least able to aVord cash
machine charges.

The future

13. In addition to the continuing closure of bank branches referred to above, there are other worrying
trends. For example, some banks have started selling oV their cash machine networks to companies that
charge for cash withdrawals. Earlier this year, HBOS announced the sale of about a quarter of its network
to a convenience machine company, Cardpoint, which after holding back for a few months, announced last
week that it would soon start charging for the use of a third of the 816 ATMs it bought from HBOS.
Cardpoint is the fastest growing operator of convenience cash machines. Central to its stated strategy is to
“increase charges per withdrawal”. Abbey, too, has sold some of its machines and other banks seem likely
to follow suit. These are cynical moves by the banks concerned. Their strategy of disposing of machines to
third parties, who then charge, is at the expense of consumers yet, so far, none of the banks involved has
suVered the public relations consequences which caused Barclays to re-think its plans to introduce cash
machine charges in 2000. The Treasury Select Committee will no doubt see through this ruse and highlight
the potential for consumer detriment which it involves. The threat to the public from the practices of some
banks is at least as great today as it was in 2000.

Conclusion

14. The BSA believes it is in the best interests of consumers for as many cash machines as possible to stay
free at the point of delivery. There is a role for cash machines that charge in locations where low transaction
volumes make it uneconomic to have a non-charging machine. But there is a low level of public awareness
of the diVerence between free machines and those which charge.

15. Where cash machines do charge, it is essential that the machines display warnings before a card is
inserted that are clear, specific and prominent, so consumers know there is a charge before they decide
whether or not to commence their transaction. Industry-wide action is needed to address this. As noted
above, we would like to see all cash machine operators sign up to the Banking Code—and compliance
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monitoring by BCSB—that applies to UK banks and building societies. The proposals for greater
transparency suggested in the code put forward recently by Nationwide Building Society are also to be
commended. Certainly, the current LINK requirements do not go far enough.

16. In summary, the BSA believes higher standards of transparency need to be embraced by the owners
and operators of cash machines that charge as a matter of urgency if large numbers of consumers are not
to continue to be misled into paying charges they would prefer to avoid.

December 2004

Memorandum submitted by Campaign for Community Banking Services

Summary

— Cash machine demand will remain substantial for the foreseeable future.

— Where ATMs are an alternative to cashier service or are a substitute for restricted or non-
availability of a branch there is amoral obligation for them to remain free, whilst personal banking
is free.

— Abolition ofATMfees in 2000, whilst benefiting themajority, is responsible for reducing the access
of rural and other disadvantaged communities to free machines.

— Access to cash is vital to sustaining local economies.

— Convenient local free access to their cash is particularly important for elderly and disabled people
with restricted mobility; post oYces can no longer be considered a universal substitute for bank
branches or ATMs.

— Charging fees is acceptable (but not obligatory) in “super convenience” locations such as pubs,
health clubs, neighbourhood stores, etc but NOT in centres served, or previously served, by bank
branches, nor in public areas which have become high street substitutes except for bank branches.

— There is need for a big improvement in the visibility of machines’ ‘fee charging’ status.

— A significant over capacity in urban ATM provision exists which could be reduced in order to
benefit disadvantaged communities.

— Left to market forces the imbalance in free access to cash between prosperous better oV

communities and less well oV and smaller ones will increase further.

— The high cost of more sophisticated, potential branch substitute, machines needs a multi-bank
approach in smaller communities if high usage and/or subsidy is to be achieved.

— Provision of free cash machines in disadvantaged areas is a specific social banking need already
identified for benefit in CCBS’s proposal for a Social Banking Foundation.

R. Recommendations for Action by:

R.1 HM Treasury

Urge the banks to drop their unsubstantiated resistance to the principle of shared banking as a means of
overcoming community disadvantage, and to put in place appropriate decisionmakingmachinery to ensure
that local and convenient free ATM access is maintained, or (re-)established, where branches are closed, or
their opening hours materially reduced, and in locations such as shopping malls to which retail mass, but
not bank branches, have migrated.
CCBS’s proposals for a shared banking model could encompass this if the banks would overcome their stubborn
resistance to co-operation in these matters.

R.2 HM Treasury

Give consideration to establishing a self-financing Social Banking Foundation, funded by a levy on bank
licensing (and/or the unclaimed bank balances) in order to provide subsidy, where appropriate, for a variety
of social banking activities including free ATMs in disadvantaged areas.

R.3 LINK/APACS

Explore with participating banks reducing the over capacity of bank owned ATMs in urban areas which
unduly inflates the cost of provision at the expense of smaller and disadvantaged communities.
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R.4 LINK/DTI

Commercial operators should be allowed to conduct a competitive market in ATM provision and fee
levels in “super convenience” locations, but their existence should not relieve the account holding banks of
their responsibility to provide free access where an ATM is a substitute for cashier capacity or non-
availability of a branch.

R.5 LINK/DTI

Where a machine is fee charging, it should be clearly advertised as such, including the amount.

1. Introduction

1.1 The Campaign for Community Banking Services (CCBS) is a coalition of 28 national representative
organisations which share a concern over the diminishing availability of local access to banking services,
particularly for small businesses, the elderly, disabled, carers and those on low incomes. Details of

supporting organisations are on the CCBS website www.communitybanking.org.uk 1.2 Branches are
more relevant to our concerns than cash machines; however we monitor developments in the provision of
ATMs and share other bodies’ concerns at the trend to fee charging rather than free machines, especially in
rural and deprived urban areas.

2. Need for Cash Machines

2.1 Despite a growing use of cards, cash remains the dominant payment method, used for 75% of all
payments made by individuals and amounting to £272 billion in 2003, according to APACS, of which over
70% was drawn from bank accounts (expected to increase since direct payment of benefits); 75% of that
(£144 billion) from ATMs. 40% of all retail spend is in cash.

2.2 APACS predicts only a very modest reduction in cash use in the next 10 years, unless the e purse
concept unexpectedly takes oV.

2.3 The demand for accessible cash machines will be substantial for the foreseeable future, especially as the
number of bank branches continues to decline.

3. Historical Rationale

3.1 Banks like to forget that ‘hole in the wall’ machines were originally introduced to reduce cashier costs
whereas now they are looked upon as cost centres apart from, in selected locations, a way of gaining inter-
bank usage fees from competing account holding banks (not from the customers of those banks directly).

3.2 As a replacement for cashiers they should be free to use all the time banking remains free of transactional
costs for personal customers.

4. Charges Revolution 2000

4.1 Prior to 2000 fees were not generally charged for ATMs. The relatively short-term practice of a
“disloyalty” fee for using another bank’s machine was ended in the face of substantial customer opposition
to the possibility of double charging as banks prepared to introduce a surcharge on customers of other banks
using their machines. Such a practice would have particularly hit communities with only one or two
branded ATMs.

4.2 As a result of the uproar all payments by customers for use of ATMs were dropped and the then
existing network of bank owned machines became available to all at no charge. Banks, however, agreed
“interchange” fees amongst themselves but at much lower levels.

4.3 A direct consequence of the block on direct charging was that low footfall sites, particularly rural areas
(see below) became even less attractive than before in which to retain an existing ATM or instal a new one as
bank owned machines can cost, we understand, up to £35,000 per annum.

— Since the ending of ATM charging there has been, for diVerent reasons, a pause in wholesale
branch closures. However, where closures have occurred the ATMhas been/will be removed at the
same time (for exampleHSBC in Craig-y-Don, Llandudno and in Carbis Bay, Cornwall) or loss of
the branch has not been compensated for by the provision of a free ATM even where, as in Reeth,
N.Yorkshire the bank premises was made over to community use.

— 70% of the 2,000 machines operated in sub post oYces by Alliance & Leicester are already
converted to fee-paying. It will be remembered that the Prime Minister promised 3,000 machines
would be installed at rural post oYces within two years of February 2000, when the implication
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was that they would be free. ( The future of the Post OYce for universal access to bank accounts
has been thrown into doubt by its decision to compete head on with the banking sector in the sale
of financial products, by means of the partnership agreement with Bank of Ireland ).

— Cases brought to CCBS’s notice of bank owned machines installed as special cases in rural/
deprived communities for example:

Mytholmroyd Yorks Nationwide 1998
Cotgrave Notts LTSB 1998
Gaywood Norfolk Nationwide 1998
Matlock Bath Derbyshire NatWest 1999
Liss Hants Nationwide 2001

have dried up since the ending of direct charging.

5. Pricing/Location

5.1 ATMs “remote” from branch premises are a more recent phenomenon and CCBS has no objection
in principle to those being fee-paying in “super convenience” locations such as pubs, clubs, hotels,
neighbourhood stores, etc However, free access should be maintained, in addition to the traditional town
centre branch based sites, in major public areas such as shopping malls and transport interchanges which
have become high street substitutes but without the bank branches. Non branch locations have to be paid
for and the alternatives are:

(a) direct payment by users

(b) capital and operating costs paid or subsidised by site owner

(c) in some cases, sustained by bank “interchange” fees

(d) an advertising tool for the brand

(e) an extension of the cashier saving principle

Commercial operators should not be excluded but banks have a duty to ensure that suitable free access
for their customers is available in such places and a shared approach to the problem is appropriate.

5.2 Increasingly non branch locations are being serviced by the commercial operators (which have no
account relationship so no opportunity to cross subsidise) and the transfer of “remote” ATMs from the
banks to such companies facilitates option (a) above but that option should not automatically apply to
“remote” sites, some of which should continue to be free or paid for in the other ways listed. HBOS has
already transferred 816machines to Cardpoint (250 of which are already being re-categorised as fee paying)
and RBS/NatWest has purchased Hanco which is likely to become the vehicle to which non-branch RBS/
NatWest machines are transferred prior to becoming fee paying.

5.3 This trend reinforces the need for the nature of the machine ie charging or free to be clearly exhibited
in large print, visible on the machine or its surround, together with the current level of fee. At present the
fact that it is a LINK machine often overshadows any mention of fees.

6. Financial Exclusion/Location

6.1 CCBS’s concerns in this matter focus on preserving free access to cash in rural, suburban and inner
city locations, where a branch is open for substantially less than full banking hours, where the banks close
branches and remove free ATMs and/or where the closed branch had no ATM.

6.2 Over 800 communities have lost their last or only bank branch and since 1990 5,000 branches of
traditional high street banks have closed. A further 1800 branches are predicted to close 2005–10 amongst
which are “at risk” branches like:

Lloyds TSB Potton Beds
Lloyds TSB Dibden Purlieu Hants
Barclays Coniston Cumbria
Lloyds TSB Donington Lincs
HSBC Cerrigydrudion N Wales

where cash machines have not been installed, so when the branch is lost so is free access to cash.

6.3 The banks’ present obsession with branding their own cash machines, although in fact available to
all without charge, has brought about an imbalance of provision between urban and rural areas.
Research in CCBS’s home area illustrates a point which we believe to be nationwide ie:

— Harpenden pop 30,000 has 10 free ATMs within 200 yards on its High Street, free to all, as well
as seven banks and two building societies.

— Redbourn pop 6,000 has only one commercial fee paying machine within a village store, having
lost its sole bank branch some years ago.
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6.4 It is understood from LINK that a reduction of 20% in urban numbers would lose only 2% of activity
and that a neutral “white label” network (similar to CCBS’s proposals for “shared banking”) could reduce
machine numbers by a third. It is CCBS’s view that such savings could be used to correct the imbalance and
provide ATMs in rural and other locations deprived of free access.

6.5 Free access to cash, from an ATM or bank branch, is vital to a community’s economy. Research by
the New Economics Foundation in 2001 in the Leicestershire village of Ibstock revealed 63% of cash drawn
from its ATM was spent locally.

6.6 Convenient local access to their cash is particularly important for elderly and disabled people with
restricted mobility and is a factor in sustaining their independence. 2.7 million people are in receipt of
disability allowances and 11m are pensioners.

7. Technology and Security

7.1 Machines operated by the commercials tend to be the smaller capacity, less robust, cheaper models
suited only to the inside of premises where they are less vulnerable to ram-raiding and sophisticated fraud
than the ‘hole in the wall’ variety, although there exists a user perception that such machines can be more
easily used to clone cards. Those not accepting credit cards can be a problem, especially in tourist areas
frequented by overseas visitors.

7.2 Banks are trialling more sophisticated ATM capabilities, for example a deposits service able to issue
itemised/photographic evidence of a pay-in, rather than the envelope method which is not popular. Such
machines are expensive and need a high usage to justify the cost which in smaller communities is likely only
to be achieved by a multi-bank shared approach, with or without subsidy.

8. Social Banking Foundation

8.1 In all of its activities concerned with ongoing suitable local banking provision, CCBS has identified
a need for a supporting source of subsidy which would supplement, in appropriate cases, local authority,
EU and charitable trust sources.

8.2 CCBS proposes a Social Banking Foundation.

8.3 In essence a Social Banking Foundation would be funded by an annual levy on all holders of banking
licences (authorisations by the FSA) related not to profits but to the size of their consumer and small
business deposit base. This would bring Internet, telephone and postal banks into the net thus achieving a
level playing field rather thanGovernment approaching only the traditional high street banks when a social
banking initiative needs funding. The traditional banks are likely to welcome a much fairer distribution of
the social responsibility burden and could receive partial relief from the levy to reflect their existing eVorts.

8.4 A Social Banking Foundation would distribute its resources wisely across a range of social banking
activities (but flexibly and in partnership with local resources where they exist) including a neutral
community bank network, post oYce facilities, remote ATMs, credit union support, community finance
and micro-credit initiatives; and debt advice.

8.5 The existence of a Social Banking Foundation would enable government to exercise a “light touch”
control over social banking provision, having ultimate responsibility for the scale of licence levy, whilst at
the same time standing apart fromday to day intervention. Similarly the banks, having paid the levy, should
not be subject to a succession of funding demands.

2 December 2004

Memorandum submitted by Cardpoint plc

Cardpoint plc was formed in 1999 following the disposal by Mark Mills of his previous business, which
supplied a postal service to Petrol Stations.

During the course of the preceding five years, Mills and his colleagues were regularly asked, during fact-
finding discussions with potential and actual Retailers concerning postal services, if they knew how to
acquire aCashMachine for use by Petrol Stations’ Customers.Whilst the “company owned”Petrol Stations
seemed able to negotiate and acquire this popular service from the High Street Banks, the “privately owned
and operated independent” Petrol Stations were unsuccessful and broadened their search and criteria for
the service by asking other suppliers of other goods and services.

Whilst on business in the US in 1999, Mills could not fail to notice thousands of charging CashMachines
and embarked upon changing the UK landscape to allow a non-Financial institution to deploy the service,
predicated on charging a small fee per withdrawal. Mills made a submission to Don Cruickshank’s Banking
Review Team, presented to the Department of Trade and Industry, corresponded with the OYce of Fair
Trading and petitioned LINK alongside Banks.
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Cardpoint determined that its business model would be high investment, whereby Cardpoint pays for the
Cash Machine itself, all of the running costs (except for electricity), supplies the notes to be dispensed, and
all other services. This enabled Cardpoint to oVer the service of a Cash Machine at no charge to Retailers
and in return for investing the risk capital, to retain the majority of the fees generated, whilst also bearing
the high operating costs. Cardpoint has no other income from this part of its business but believed that by
oVering a convenient service on a “take it or leave it” basis giving everybody the opportunity to save time
by using its Cash Machines, it could build a useful network wholly driven by supply and demand, despite
there being circa 30,000 free Cash Machines at the time. The Retailers’ benefit is the creation of further
Customers using the conveniently sited Cash Machine subsequently spending part of his or her withdrawal
proceeds in the premises.

On 17 March 2000, Cardpoint (under its previous name Cash Card) provided its first cash withdrawal at
an independent Petrol Station in London, asking each and every one of its Customers from then to the
present day, if he or she accepts the charge, defining the precise amount (£1.50 to £1.75) whilst stating that
the charge is made by Cardpoint. Cardpoint’s charging Cash Machines are located in Retailers’ premises
where it is not viable to operate without charging (and to rely upon a maximum interchange fee currently
of £0.302 per withdrawal). Cardpoint’s CashMachines are bright orange, highly available, have high repeat
usage, and provide a service where no alternative would, could or had been provided. Its charging model
has been extremely successful and by organic growth and acquisition, Cardpoint now dispenses over
£50 million per month with an average withdrawal of £46. Cardpoint operates free to Customer Cash
Machines acquired recently from HBOS dispensing £250 million monthly and it is likely on 556 of the 816
acquired, that a charge will be not levied, provided the volume of withdrawals remains and the interchange
fee of £0.302 does not decrease. In Cardpoint’s opinion, had these Cash Machines not been transferred to
us, they could all have been closed owing to the low usage by HBOS Customers and high operating costs.

Cardpoint has always willingly complied with all LINK and regulatory requirements and will continue
to do so, but it will contest as anti-competitive any attempt to fix its pricing. Similarly, Cardpoint will
challenge any proposal designed to inhibit its free market operations which could jeopardise its staV’s well-
being, the Cardpoint service oVered to Retailers and themillions of Customers voluntarily using and readily
paying for its service monthly.

5 December 2004

Memorandum submitted by Citizens Advice

Introduction

1.1. Citizens Advice is the national co-ordinating body for Citizens Advice Bureaux in England and
Wales. We co-ordinate the largest independent network of free advice centres in Europe, providing advice
from over 3,000 outlets, ranging from GPs’ surgeries, hospitals, community centres, county courts and
magistrates courts. In 2003–04 the CAB service dealt with 5.6 million new enquiries. Of these enquiries
nearly 1.2 million were debt or finance-related.

1.2. The CAB service has two equal aims:

— to ensure that individuals do not suVer through lack of knowledge of their rights and
responsibilities or of the services available to them, or through an inability to express their needs
eVectively;

— and equally, to exercise a responsible influence on the development of social policies and services,
both locally and nationally.

1.3. Citizens Advice welcomes the opportunity to make a submission to the Treasury Committee inquiry
into cashmachine charges.Many of our clients are on low incomes or benefits, or are disadvantaged in some
way. For example, research by MORI for Citizens Advice found that CAB users tend to be in social grades
DEand the unemployed.5 For this reason charges forATMwithdrawals are an important issue for our client
group as it reduces the amount of money to live on.

1.4. The issues of the prevalence, principle, practice and impact of cashmachine charges should be viewed
in the wide policy context of the Government’s objectives to promote greater financial inclusion. In a report
Citizens Advice published last year with the Institute of Public Policy Research (Beyond Bank Accounts)
we highlighted the links between financial exclusion and poverty. Poverty and financial exclusion come
together when people on the lowest incomes often pay more than they should to access goods and services;
may have limited access to suitable financial services, for example available credit for borrowingmay be very
expensive and may have more limited awareness of or experience of dealing with financial matters, and thus
miss out on entitlements to benefits and tax credits. We have welcomed initiatives to promote access to
banking services for people hitherto financially excluded. However, we also identified the growth of charges

5 Financial Overcommitment, research study conducted for Citizens Advice by MORI, July 2003.
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for use of convenience cash machines as a new risk to financial inclusion. Charges for obtaining cash,
particularly in small amounts, seem excessive and unfair. In Beyond Bank Accounts we illustrated this as
follows:

“A family with two children receives approximately £107 per month in child benefit. If they were
to withdraw £20 per week from a convenience ATM, charging £1.50, this would mean that 7.5%
of the weekly allowance would be paid straight to the bank or ATM owner” (Building Societies
Association, 2003)

2. The principle of charging and location of charging machines

2.1. Free or low cost access to cash is extremely important for consumers. This principle is being eroded
by the significant increase in both convenience cash machines, which invariably charge, and other ATMs
which charge those with accounts at other banks.

2.2. These developments are particularly significant to people on low incomes and those in living in
deprived areas. For these people, aVordable credit, bank counter and bank ATM withdrawal of cash and
cash back facilities are often far less easily available, due to the recent programmes of bank branch and post
oYce closures.

2.3. For example, Speke Advice Service, a CAB situated in a part of Liverpool where significant financial
exclusion exists, reports that there are no free ATM machines in their area. There is one bank branch in
North Speke, but it is small and is open infrequently. There are two charging cash machines in their area—
one in a local supermarket and one in a post oYce. As nearly three quarters of this CAB’s client group is in
receipt of state benefits, they are concerned about the limited opportunities locally for free access to cash.

2.4. In addition the Government has introduced direct payment of benefits into accounts for virtually all
benefit claimants. The aims of this programme included eYciency savings and promoting financial inclusion.
One of the selling points used in DWP literature about switching to payment via a bank account was that
claimants did not need to take out all of their benefit entitlement at one time: “And you won’t have to get
all your money out in one go—so you won’t have to carry so much cash around”.6

2.5. It is welcome that the government, Post OYce Limited and the banks entered into an agreement to
allow free withdrawals from basic bank accounts at post oYce counters. However although Post OYce Ltd
and DWP have been publicising post oYce access to accounts, many of the banks do little to advertise post
oYce access to their basic bank accounts. Citizens Advice hopes that the commitment in the new 2005.
version of the Banking Code to tell bank customers about post oYce access to accounts will change bank
practice in this area. Such a change in practice would inform their customers that there are free alternatives
to using a charging cash machine.

2.6. We are also concerned at the number of fee-charging cash machines situated in the post-oYce
network—according to Post OYce Ltd data, 74% of cash machines in post oYces charge fees. Although this
provides additional income for the post oYce network, significant costs are being displaced to post oYce
users. We are concerned that the growth of convenience cash machines in post oYces is contrary to the
government’s policy goal of free cash withdrawal from post oYces.

2.7. Convenience cash machines are one source of extra cost which has particular impact on low-income
households. For this significant section of society the charges are particularly inflexible and unfair. Charges
are often levied at £1.50 regardless of whether a transaction sum is £10 or £100. By definition the proportion
of an individual’s money which is spent on the charges will be higher if they tend to take out smaller amounts
of money. This will disproportionately penalise families who have weekly low incomes (ie those on benefits
or in the lowpay economy)who cannot aVord towithdrawmoney in lumps of £200. For this reason, Citizens
Advice believes that charges should be restricted and possibly capped. All non-financial transactions should
remain free.

2.8. For example, a single person aged 25 or over in receipt of jobseekers allowance, a benefit for
unemployed people looking for work, is entitled to £55.65 benefit per week. If theywere to follow theDWP’s
advice not to take out all their money in one go, but used a fee charging ATM to take it out in two or three
withdrawals, they could face losing up to 8% of their weekly benefit.

2.9. Citizens Advice is also concerned that a second and unforeseen trip to the same cash machine (if the
first withdrawal had been insuYcient) will accrue yet another charge. We wonder whether it might be
possible to prohibit multiple charges to the same account on the same day. It is not always entirely clear to
customers howmuch available money they can withdraw andmany people take out more than one amount.

2.10. Citizens Advice is concerned that many charging cash machines are located in pubs, bars and oV-
licences, when an expansion of cash back facility might be more appropriate.

2.11. Citizens Advice is also concerned that most charging cash machines are controlled by operators
who work outside the Banking Code, which prohibits double-charging and puts a strong transparency onus
on the operator.

6 DWP leaflet on direct payment, Direct Payment—giving it to you straight.



9940725015 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 107

2.12. Citizens Advice also considers that those whose main source of income is state benefits should not
have to pay a charge for accessing cash. We consider that the DWP should look at reimbursing ATM
operators to allow this group of people free access to their money.

3. The transparency of charges and changes in charging practices

3.1. Convenience cash machines rarely have clear and noticeable external labelling to indicate that
chargingwill follow all transactions. In some cases the labellingmay be ambiguous, eg “Free balance check”,
whilst providing no information about the cost of actual cash withdrawal. It is clear that once a user has
entered the process of withdrawal they are less likely to decide against continuing the transaction, especially
if there is a queue or they feel they are being observed.

3.2. Other cash machines which charge certain users usually provide a screen prompt along the lines
“your bank may charge you for this withdrawal”. This is entirely ambiguous and unclear. Citizens Advice
believes that all charges must be clarified before the transaction is agreed by the customer.

3.3. In many cases where banks have introduced or re-introduced charges to third party customers, there
has been extremely unsatisfactory or non-existent pre-notification.

3.4. To bring greater transparency about charges we would like to see the following:

— All changes in charges should be notified to the customers aVected in writing and should be
displayed clearly at all ATM sites.

— Machines must display a clear and prominent warning of charges before a card is inserted (either
by a notice on the machine or an up-front screen message)

— Warnings should be as prominent as any signs promoting free services, such as free balance
enquiries.

— A clear and prominent warning of the charge should be displayed on any other signage (for
example, advertisements in shop windows)

— A clear and prominent warning should be displayed at least 30 days in advance where a machine
which was previously free is to be replaced by a charging machine or where a charge is to be
increased.

— When the new Banking Code comes into force, the Banking Code Standards Board should
monitor whether banks are promoting free access to their accounts at post oYce counters.

— The Financial Inclusion Task Force, as proposed in HM Treasury’s pre-Budget report, should
monitor access to cash withdrawals, and the charges that may be made.

December 2004

Memorandum submitted by HBOS

1. Introduction

1.1 HBOS welcomes this opportunity to contribute to the Committee’s inquiry into the surcharging at
some ATMs. Our position is clear: we are committed to providing access to our ATMs, free of charge, to
all customers now and in the future.

As the operator of one of the largest free to use ATM networks in the country, we fully support all eVorts
to increase the transparency of charging. This includes the new regulations recently proposed by LINK,
prompted by Nationwide’s suggested code of practice.

1.2 The UK is unique amongst developed countries in having a free banking system where access to the
vast majority of ATMs does not involve any charge for the customer. It is important that this central fact
is not obscured by the recent publicity about the growth in the number of surcharging ATMs. Over the last
20 years major banks, including Halifax and Bank of Scotland, have democratised access to banking in the
UK and free ATMs have been at the forefront of this development. There is currently no indication that
any major bank intends to start charging customers for the use of its ATMs.

1.3 Over the last 10 years, the number of ATMs in this country has grown dramatically. In 1993 there
were 19,140 ATMs in the UK. By the end of September 2004, this figure had grown to 55,346.

The arrival and growth of surchargingATMs since 1999 has been in addition to, rather than at the expense
of, free ATMs. At the end of 1999, prior to the arrival of surcharging ATMs in the UK there were 27,379
bank ownedATMs.At the end of September 2004, this figure had risen to 33,175. The number of freeATMs
in the UK is still on the increase; the growth rate in 2003 was 2.3%.

1.4 Customers are very discriminating about how and when they use surcharging ATMs. This canniness
on their part is evident from the most recent cash machine usage figures issued by APACS. In 2003, a total
of £144 billion pounds was withdrawn from ATMs. Of this, £140.5 billion pounds was from free machines
whereas £3.6 billion pounds was withdrawn from surcharging ATMs. So, by value, free ATMs account for
97% of withdrawals.



9940725016 Page Type [E] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Ev 108 Treasury Committee: Evidence

A similar trend emerges if one analyses the volume of ATM transactions and the way in which they are
apportioned between free and charging machines. So, for example, in 2003, 2.3 billion transactions were
completed at free ATMs compared to 80 million at surcharging machines. The trend is clear. While free
ATMs account for just over two thirds of all U.K. machines, they handled 97% of all cash withdrawals by
volume for all U.K. customers. Each free machine dispenses approximately £500 in cash every hour and
there is no sign of the demand for this valuable service abating.

These figures are obviously a reflection of consumers’ reluctance to pay for cash withdrawals at ATMs.
They are also a reflection of the sites which many of these machines occupy. For example, we would not
expect repeat transactions to be made at petrol stations.

2. Sale of ATMs to Cardpoint

2.1 HBOS recently sold 816 remote ATMs to Cardpoint. We have no plans to sell any further ATMs.

As an operator of remote ATMs, we rent the space oV the site owner. This is a competitive market where
retail “wall space” is at a premium and the site owner has the upper hand. Typically, contracts are negotiated
between the owner and the bank on a three to 10 year basis; at the end of the contract, there is no guarantee
that the owner will continue with that particular bank and an auction for the wall space inevitably occurs.
This process sums up the free market in operation.

2.2 We carefully scrutinised the sale of our remote ATMnetwork prior to the sale to Cardpoint. In doing
so, we were very mindful of our broader responsibilities to the communities we serve. As a result, cash
machines in hospitals and public spaces like museums and galleries were excluded from the sale. We also
retained ATMs in communities where there is no other free banking service available. It is worth noting
that, of the machines that were bought by Cardpoint, 73% are within 1.6Km of a free ATM and 92% are
within 3Km.

The committee may also be interested in how the proceeds of the sale to Cardpoint were allocated within
the HBOS group. As a matter of fact, the sale proceeds have been reinvested in improving our customer
service across the UK For instance, the group has recruited an extra 2,000 staV and deployed them in our
branches and call centres. This was probably the largest single recruitment exercise in the U.K financial
services market this year.

2.3 Cardpoint are required, as a member of LINK, to meet regulations regarding surcharging. A
customer prompt appears during the transaction, again advising of a charge, and giving the customer the
option to cancel the transaction before a fee is incurred. In addition, a visible notice is displayed on theATM
fascia advising that customers may be charged for making cash withdrawals.

3. Our Banking Network

3.1 The considerable role that HBOS plays in the financial services industry is matched by our presence
right across the UK In particular, our ATM network is an important extension of our 1,100 strong branch
network.

HBOS owns 2,750 ATMs which are free to use for our own cardholders and to all cardholders using the
LINKnetwork. Ourmachines are sited in a variety of locations. The vast majority are located either outside
our branches, within the banking hall itself or in our estate agencies.

3.2 HBOS is one of the few UK institutions oVering free ATM services everywhere in the UK, unlike
some other major banks. For example, our 36 ATMs in Northern Ireland are free to use, just like their
equivalents in England, Scotland andWales. The committee will of course be aware thatWhich? has lodged
a “supercomplaint” with the OFT against the major banks in northern Ireland and ATM charging forms
part of that legal challenge.

Four yeas ago, Halifax was the first major ATM provider to announce that it would not surcharge
customers for using any of its cashmachines. This principle has beenmaintained since the creation of HBOS
in 2001.

3.3 The committee may be interested in a brief analysis of the economics of ATMs. At HBOS, the annual
cost of running a “remote” ATM is roughly double that of running a branch based ATM. This significant
additional cost is due to telecommunications, security, business rates, travel and site rental costs.

3.4 The issue of access to ATMs is part of a broader financial inclusion agenda which HBOS is playing
its part in redressing. Much has been done in the past few years, but there is still a long way to go.

According to the BBA, twenty-five years ago, only 38%of the population had current accounts and a third
of all adults had no account of any type. Now 93% of all adults have an account of some sort. All major
high street providers now have basic bank accounts that can be accessed at the post oYce.

3.5 With two-thirds of the market, HBOS is by far the largest provider of basic bank accounts and has
been for some time. Halifax’s Cardcash account was launched in 1983 and Bank of Scotland’s Easycash
account in 1991. Our annual commitment to providing these products costs over £25 million.
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These bank accounts provide essential banking facilities to underprivileged sections of society. Customers
can use their cash card free of charge at any ATM in the LINK network. We open 25,000 basic bank
accounts a month.

3.6 As well as our provision of basic banking products, HBOS has pioneered a number of successful
community banking projects which demonstrate our commitment to the localities in which we operate.

Bank of Scotland’s Community Banking team is working with Prospect Housing Association to give
tenants access to financial advice and practical assistance on personal banking and budgeting. Through this
scheme, more than 1,000 basic bank accounts have been opened since April 2001. This model will be
expanded and built upon by our team.

Halifax is the only financial institution working with the Government on the “Savings Gateway”, a
project designed to encourage savings by those on low incomes. As the Chancellor announced on the pre-
budget report in December 2004, this scheme has been highly successful and will be extended over the
coming year.

4. Industry Codes of Practice

4.1 Nationwide Building Society recently proposed a new Code of Practice governing surcharging
ATMs. These proposals now form part of a set of new regulations governing transparency which have been
put forward by LINK. We have reviewed these draft proposals and formally registered our support at a
recent LINK meeting.

We support any initiative intended to improve the clarity and transparency of charging for any banking
services, including ATMs.We also support strengthening the regulatory framework within LINK to ensure
compliance with these proposals as well as existing regulations. Stricter enforcement of regulations and
codes of practice by LINK is supported by HBOS.

4.2 The LINK Interchange Network provides access to all institutions, whether ATM acquirer or card
issuer, that meet operational and audit standards.

This means LINK is an enabler of free competition, rather than a barrier to it. On this basis, we consider
it is right that both free to use and surcharging ATM owners are admitted to the network.

5. Conclusion

5.1 In conclusion, it is clear that although the number of surcharging ATMs has grown, the vast majority
of transactions in the UK are conducted free of charge. Currently, surcharging machines only process 3%
of all ATM transactions.

HBOS is committed to maintaining its branch based ATM network and to continuing to provide this
service to our own customers and those of other banks. In addition, we are working with the industry to
ensure the highest possible standards of transparency on all surcharging machines.

December 2004

Letter from Shane O’Riordain, General Manager, Group Communications, HBOS plc to the
Chairman of the Committee

ATM Inquiry

I wanted to write with some information that you may find helpful in your preparations for the Treasury
Select Committee hearing on ATMs on 1 February.

Improving Transparency

As we outlined in our December submission to the Committee, HBOS recently sold 816 remote ATMs
to Cardpoint. Cardpoint is in the process of taking ownership of these ATMs and a number of them will
become surcharging.

We have listened carefully to the Committee’s concerns that insuYcient notice is given to customers prior
to bank owned machines changing hands and their new owners surcharging customers. I am pleased to
confirm that, in response to your concerns about the issue, we are placing notices (a copy is attached) on
the machines that we transfer to Cardpoint. The notices will alert customers that cash withdrawals may no
longer be free at that machine.

The notices are clear and will be placed prominently on machines, at eye level. From last week, all the
ATMs that are transferring to Cardpoint are being labelled; we are aiming to give thirty days notice to
customers.
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Transferral of HBOS ATMs to Cardpoint

After recent media coverage, I thought it would be useful to point out that the decision to surcharge is a
matter of negotiation between Cardpoint and the site owner. HBOS has no involvement in this decision and
has given site owners no incentive to transfer to Cardpoint on a surcharging basis. For a number of reasons,
site owners may prefer to operate free to use machines and this is why, as Cardpoint has confirmed to their
shareholders, charges will be levied on around 250 of the 816 ATMs we are transferring to them.

As you will be aware, contracts for ATM sites are usually between three and five years in length. More
than 80% of the contracts relating to the machines we sold to Cardpoint were due to expire next year, and
there was no certainty that we could have renewed them if we tried to do so.

Financial Exclusion

We have analysed the geographical spread of our ATMs in response to your natural concerns that there
may be disproportionate numbers of charging ATMs in some of the poorer parts of the UK Using the
ODPM’s index of deprivation, we can confirm that HBOS operates over twice as many free ATMs in the
fifty most deprived areas compared to the least deprived.

With two-thirds of the market, HBOS is the largest provider of basic, or social, banking products and has
been for some time. We open 25,000 accounts a month and our commitment to providing these products
to underprivileged sections of society costs us £25 million pounds a year.

These products play a significant role in tackling financial exclusion in the UK. Our Easycash and Cardcash
accounts give customers on low incomes access to money transmission services and our ATM network.

I hope that you find this additional information helpful. If you do have any queries please do not hesitate
to contact me.

25 January 2005

Memorandum submitted by HSBC

Cash machine charges

Thank you for your letter dated 9 November 2004 addressed to Mr Geoghegan, Chief Executive OYcer,
requesting that HSBC Bank plc make a written submission to assist you with your inquiry. I am responding
on his behalf as he is away from the oYce. We aim to provide the Committee with information on HSBC’s
automated teller machine (“ATM”) network and our views on the current state of the market.

HSBC’s network

HSBC is a member of LINK whose network has 53,507 ATMs, of which 20,895 charge a fee for
withdrawals. Our customers have access to all LINK ATMs. HSBC alone has 2,957 ATMs, of which 508
are not located in branches. We do not charge for use of our ATMs, nor do we charge our customers when
they withdraw from other providers’ ATMs.

These machines provide the following services to customers: cash withdrawals; account balances;
Personal Identification Number (“PIN”) changes; statement ordering; mini-statement prints; and account
transfers between HSBC accounts at the same branch. We have also introduced multi-function machines
which combine the features of paying-in machines and ATMs.

The principle of charging

Providing ATM access to customers is a significant operational cost for banks. HSBC receives an interchange
fee for every non-HSBC customer using our machines, but also pays an interchange fee every time one of our
customers uses a competitor ATM. Overall, the running cost of HSBC’s ATMs plus the cost of our customers
using other bank machines mean that the net cost of providing cash through ATMs is very large.

We provide our customers with free access to the majority of the ATM network. The members of LINK
agree an interchange fee to cover average operating costs, as defined by an annual independent study carried
out by KPMG. This process was endorsed by the OFT following its investigation into ATMs completed
October 2001 which allowed cost recovery through application of an interchange fee. The OFT also
permitted the use of surcharging as an alternative to the interchange fee.
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The interchange system is concerned with cost recovery, not profit. Since the interchange fee is based on
the average cost of an ATM transaction, the only way an operator can make a profit is by:

1. Operating an ATM network more eYciently than the rest of the market so that the interchange
fee exceeds the operator’s actual cost. This might involve getting more people to use its machines,
so achieving economies of scale.

2. Surcharging instead of receiving the interchange fee for transactions.

Factors aVecting growth

We consider the UK market for ATMs to be near saturation point with over 53,000 ATMs. There are
very few new high volume sites available now and, therefore, new sites tend to be lower volume and more
diYcult for the provider to cover costs. In addition site owners now view ATMs as a source of income and
are increasingly seeking to maximise returns.

The significant costs of maintaining and renewing ATM networks, particularly in non-branch sites, have
led to some financial institutions selling parts of their network. This is not an option that we have pursued.

Transparency

We provide customers with clear guidance on our machines regarding charging. Our ATMs indicate on
screen that they provide free withdrawals and if a credit card withdrawal is being made, the customer is
warned that their card issuer may charge them.

We believe that any ATM surcharges should be clearly indicated and give the customer the opportunity
to end the transaction before committing to the withdrawal. With these measures in place, we consider our
customers capable of deciding whether to withdraw funds from a charging ATM or use another method to
access their funds.

The LINK rules on notifying surcharging currently state that: “A sign saying ‘This machine may charge
you for LINK cash withdrawals’ must be clearly visible to cardholders before a card is inserted in a
surcharging ATM (either by notice on the machine or an up-front on-screen message, at the discretion of
the ATM deployer)”. However, we consider that some surchargers do not make the fact that they charge
suYciently clear to customers as the stickers indicating that machines charge are not always prominent and
a warning screen is not necessarily shown at the start of the transaction. We would therefore welcome any
action by LINK to improve clarity.

Codes of conduct

The revised Banking Code covers the issue of cash machine charges and HSBC already complies with its
terms. Not all cash machines providers subscribe to the Banking Code. All LINKmembers have to comply
with the LINK rules which are based on the Banking Code. We believe that compliance with the Banking
Code and the LINK rules is suYcient regulation to ensure that transactions are conducted fairly and in a
transparent way.

Problems of access in remote locations

In the main, surcharging machines are situated in low volume locations where a provider cannot recover
the running costs through the interchange fee. These sites tend to be convenience stores, pubs and stations
and are not sites that are financially viable as there would be insuYcient income from the interchange fee
to cover costs.

HSBC is committed to providing banking services to all sections of the community where it is viable to
do so.

I trust that you will find HSBC’s views helpful.

6 December 2004

Memorandum submitted by HM Treasury

This memorandum aims to provide evidence on the key issues the Treasury Committee is investigating
in respect of cash machine (ATM) charges. The Treasury has overall responsibility for banking and
payments policy, including ATMs. However, there are some issues relevant to the inquiry for which other
departments and the OYce of Fair Trading have lead responsibility: theDepartment forWork and Pensions
is responsible for benefits issues, the Department of Trade and Industry is responsible for strategic policy
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and political issues relating to the Post OYce as well as misleading prices, and the OYce of Fair Trading is
responsible for competition regulation and chairs the Payments Task Force. These departments and the
OYce of Fair Trading have made contributions to this paper.

1. Introduction

1.1. Over the past four years there have been significant changes to access, pricing and transparency of
charges in the ATM industry. These changes have been prompted by a number of factors including media
and public pressure as well as concerns raised by the Cruickshank report of March 2000.7

1.2. TheGovernment welcomes the changes because they havemade the industrymore competitive, with
clear benefits for consumers. The number of ATMs has risen sharply and, within that, the number of free
ATMs has also continued to increase.Where outstanding concerns remain, theGovernment has put in place
mechanisms to ensure that they are addressed. OYcials maintain regular contact with LINK and other
interested parties to keep up to date with developments in the ATM industry.

2. The Principle of Charging

2.1 There are costs to supplying an ATM service and it would not be commercially viable for an ATM
operator to oVer the service if these costs could not be recovered. However, the Government believes that,
as far as possible, this should be done in a way that does not inhibit competition and market eYciency or
allow larger players to exploit their position.

2.2 In 2000, the Cruickshank Report noted that there was very little relationship between prices charged
in the ATM industry and underlying costs. Interchange fees were heavily weighted against smaller players,
especially firms who might want to specialize in acquiring, and issuer charges were both discriminatory
and opaque.

2.3 The Government is pleased to note that there has been progress in these areas. From July 2000 LINK
members agreed to ban double charging, so that an ATM user cannot be charged by both their card issuer
(issuer charge) and the ATM supplier (acquirer charge). In late 2000 virtually all high street banks and
building societies also made a commitment to abolish issuer charges for withdrawals from a bank account,
with eVect from 1 January 2001.

2.4 Prior to January 2001 banks and building societies had been operating a complicated and
discriminatory system of charges for their customers’ use of another bank’s ATM. The larger banks were
generally oVering their customers very limited free access to ATMs outside their network, whereas
institutions with a small ATM network would often be obliged to give customers free access to other banks’
ATMs. High, discriminatory issuer charges therefore enabled the large banks to exploit and sustain their
competitive advantage.

2.5 However, the Government welcomes the fact that this is no longer the case. As a result of the changes
made, customers of virtually all the main banks and building societies can now withdraw cash for free at
almost all ATMs run by these institutions. LINK figures show that there are 33,700 such free ATMs in the
UK (63% of the total number of ATMs), with 19,655 at branches of LINK members and 14,045 at other
locations. In the UK over 97% of LINK transactions are free of charge to the customer.

2.6 Another concern raised by Cruickshank was that there were substantial entry barriers in the ATM
industry. In particular, he highlighted the fact that firms wishing to supply ATMs without also issuing cards
were prevented from becoming members of LINK. However, in February 2000 the LINK board made the
decision to open up membership to non-card issuers.

2.7 The Government is positive about the removal of this barrier. It has meant that the ATM market
has been opened up to independent operators, becoming more competitive, with a significant increase in the
number of ATMs oVered to consumers. In 1999 there were 21,684 bank owned ATMs in the UK, of which
16,443 were located in bank branches and 5,238 were remotemachines.8 LINKfigures show that byOctober
2004 there were 19,655 ATMs in bank branches and 33,704 in other locations. There are therefore many
new ATMs to be found in places like pubs, shops and garages, where previously there was no cash machine
and where customers are now presented with a choice about whether to use such a service. The cashback
facility has also greatly increased consumer choice on access to cash.

2.8 A large proportion of the new ATMs not found in bank branches are run by independent operators
and there is usually an acquirer charge (surcharge) for withdrawals from such machines. There are now
19,659 Surcharging ATMs in the UK and there has been some growth in the number of withdrawals made
from such machines. In the majority of cases the surcharge would seem to be commercially justified. There

7 The Banking Review was announced by the Chancellor of the Exchequer in November 1998 and culminated with the
Cruickshank report, “Competition inUKBanking,” inMarch 2000. Its purpose was to examine competition, innovation and
eYciency in the UK banking sector and to consider whether there were options for change. Annex D4 of the Cruickshank
report covers charging and access to ATMs. It can be found on HM Treasury’s website: http://www.hm-treasury.gov.uk/
documents/financial—services/banking.

8 APACS 1999 ATM Survey.
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are relatively high fixed costs to running an ATM but low variable costs. Therefore, if the ATM is in a
“convenience” location where only a small number of withdrawals are made the LINK interchange fee
would probably not be suYcient and it would be diYcult for an independent operator to recover the high
fixed costs without a surcharge. LINK figures suggest that most surcharging ATMs are in such locations:
in October 2004 the average number of withdrawals at a surcharging ATM was 440, compared with 6,900
at a free ATM.

2.9 The Government is aware that some banks have recently sold oV a small number of free ATMs to
independent operators. However, there is no evidence to suggest that this is a general trend, or that free
ATMs are under threat. Although, for example, HBOS recently sold oV 816 machines to the independent
operator, Cardpoint, the latter has stated that it is introducing a surcharge at only about a third of these.
And LINK figures do not suggest that there is a need to fear the disappearance of free ATMs. In the year
October 2003 to October 2004, the number of free ATMs in the UK grew by 3.5%. In addition to new free
machines being deployed, over the same period 111 free ATMs did become surcharging but 100 surcharging
ATMs also became free.

2.10 The Government believes that charges are a commercial matter for ATM operators. Direct
regulation of retail prices should only ever be a last resort, implemented where it has been very clearly
established that competition is not feasible, orwhere amonopoly supplier would be themost eYcient option.
There is good reason for this. Regulators face severe diYculties in assessing the correct level of prices, as
those they regulate have an information advantage about, for example, their own costs. Also, price
regulation can itself inhibit or prevent competition. For example, regulatory price caps can become a “focal
point” for pricing, assisting the formation and maintenance of cartels.

3. The Office of Fair Trading and the Payment Systems Task Force

3.1 The Payment Systems Task Force was created following the Chancellor’s Pre-Budget report in
November 2003 which said that the OFT would take on an enhanced role on payment systems for a period
of four years. The Task Force identifies, considers and seeks to resolve competition, eYciency and incentive
issues relating to payment systems, particularly looking at network eVects of the existing payment
mechanisms. Where appropriate, issues aVecting consumers which derive from, or are associated with,
features of payment systems will also be considered. The Task Force will take account of previous work on
payment systems, including the “Cruickshank” report of 2000 and OFT report on “UK Payment Systems”
of 2003, but will also take account of later developments.More information on the Task Force can be found
at www.oft.gov.uk.

3.2 The Task Force has identified several workstreams which it will examine over its four year life span.
Among these are the access and governance of the Link network, transparency in payment systems, and
price ineYciency in payment systems. The scope and timing of these workstreams has not yet been decided,
and will be agreed by the Task Force, rather than the OFT. Currently, the Task Force is concentrating on
low value, high volume electronic clearing.

3.3 It is possible that the workstreams above may cover some of the same ground as the TSC’s inquiry.
For instance, the Task Force will examine access and governance arrangements for the Link network. If
issues aVecting end users, such as cash machine charges, are aVected by the access and governance
arrangements of the Link network, this will fall within the remit of the Task Force. Currently, the Link
access and governance workstream is scheduled for the second half of 2005. Until then, it is not possible to
say to what extent the work of this workstream and the TSC inquiry will overlap.

3.4 Similarly, the Task Force plans to form a workstream to address transparency in payment systems
in 2007. “Transparency’ covers a whole range of issues, through wholesale fees to the governance of the
scheme itself, and the Cruickshank report of 2000 raised the issue of the transparency of charges made by
ATM operators to end consumers (para 3.147).

3.5 Price ineYciency in payment schemes was also raised in the Cruickshank report. Cruickshank
considered that payment schemes run by member banks, such as Link, had an incentive to raise wholesale
prices to erect barriers to entry for businesses wishing to oVer current accounts. Furthermore, Cruickshank
considered that this led to an eVect on the geographic distribution of ATMs, with resulting under-supply in
poorer and rural areas (para 3.122). Cruickshank said that changes toLink’s fee structure, introduced before
the publication of his report, could have a positive eVect on some of the concerns raised. The Task Force
currently plans to start a price ineYciency workstream in 2006, and it is likely that such a workstreamwould
assess the extent to which Cruickshank’s concerns remain justified.

3.6 It should be noted that the Task Force, not the OFT, decides on the scope and timing of workstreams.
It is not possible to determine the precise extent to which the Task Force’s workstreams will overlap with
the TSC’s inquiry until a workstream has been started and the terms of reference have been decided.
However, the Government is committed to seeing competition in payment systems improve and we will
legislate in four years if progress has not been made through the OFT Task Force.

3.7 The Government is aware that the Treasury Select Committee has also shown interest in the OFT’s
regulation of LINK under the Competition Act 1998. Evidence on this, provided by the OFT, can be found
in the Annex to this paper.
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4. Transparency

4.1 The Government strongly believes that, where applied, ATM charges should be transparent so that
consumers can make informed choices about whether to use an ATM.

4.2 The Government considers that good progress has been made recently on the issue of transparency.
At the time of the Cruickshank report in 2000, banks and building societies, who were then the only
operators of LINKATMs, were operating a complicated, discriminatory and opaque system of both issuer
and acquirer charges. Consumers were poorly warned of these charges (although they would still be told the
amount of the charge and given an option to cancel just before the end of the transaction) and as a result
there was general confusion about when they would be applied.

4.3 With the removal of issuer charges (except for credit cards, which account for only about 3% of
transactions) this situation has been greatly simplified. Andwhere surcharges are levied, improvements have
been made on warnings and signage.

4.4 Asmentioned above, where charges have been applied there has always been awarning of the amount
of the charge and an option to cancel without charge just before the end of the transaction. LINKhave noted
that the UK is the only country in the world where this is the case.

4.5 In April 2004 transparency was improved when LINK members agreed that a customer should be
warned before inserting their card that a machine might charge them. This sign should be either on-screen
or on the ATM itself. The Government believes transparency is of great importance and is aware that there
has been concern that this additional rule has not always been properly applied. As the Treasury Select
Committee will be aware, the Financial Secretary to the Treasury recently wrote to the Chief Executive of
LINK indicating that the Government welcomes the introduction of this new rule but is concerned that it
should be properly applied and that charges should be transparent.

4.6 The Government is pleased to note that LINK have taken additional steps recently on the issue of
transparency. At their members meeting of 14 December LINK agreed that, with eVect from 1 July 2005,
the following changes will take place:

— All surcharging ATMs must carry a message on all screens in the “idle” sequence before a card is
inserted stating that “This machine will charge you £xx.xx for LINK cash withdrawals

— All surcharging ATMs must carry external signage saying “This machine will charge you for
LINK cash withdrawals.” The sign must be:

— within the normal eye line close to the ATM screen, and

— use a font size consistent with that used for similar information and of at least font size 14,
and of contrasting colour to the background.

— Where there is signage away from a surcharging ATM that directs towards it, this sign must
include the words. “This machine will charge you for LINK cash withdrawals.”

— LINK will undertake periodic sample surveys of ATM signage and idle screens and report non-
compliance.

— In the case of persistent non-compliance, sanctions such as fines, a refusal to allow theMember to
install any more ATMs, disconnection of the non-compliant ATMs or all the Member’s ATMs
will apply.

4.7 The Government welcomes these changes and will be monitoring their eVect in the coming year.

5. Financial Inclusion, Location of ATMs and Direct Payment of Benefits

5.1 The Government is committed to tackling financial exclusion. Much progress has been made since
the 1999, Policy Action Team 14 (PAT 14) Report. The PAT 14 report made recommendations on basic
banking, credit unions and insurance with rent. Many of the recommendations are now in place.

5.2 The Pre-Budget Report and the supplementary document “Promoting financial inclusion”, published
on 2 December, 2004 set out the next steps on tackling financial exclusion. The Government has announced
a Financial Inclusion Fund of £120 million to support measures to address financial exclusion and a
Financial Inclusion Taskforce, chaired by Brian Pomeroy, former Chairman of the National Lottery
Commission, to monitor progress in three key priority areas: increasing access to banking services, to
aVordable credit and to free face to face money advice. The Terms of Reference and the membership of the
Financial Inclusion Taskforce will be published shortly.

5.3 “Promoting financial inclusion’ sets out analysis suggesting that financial exclusion is particularly
concentrated in certain areas of the country. For example, looking at families with low levels of financial
activity we can see that 25% of the excluded live in the 3% of postcodes with the highest concentrations of
financial exclusion. These postcodes are concentrated in areas including parts of East and South-East
London, Middlesbrough, Manchester, Birmingham, Glasgow and Liverpool.

5.4 The first priority for the Government in addressing financial inclusion is reducing the number of
individuals who have no bank account. Considerable progress has been made on this recently. All the major
banks now oVer a basic bank account. Basic bank accounts are an importantmeans of dealing with financial



9940725020 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 115

exclusion and are a gateway to wider, mainstream services. As the proportion of those with bank accounts
increases, it should make the provision of banking services in areas which currently have a high level of
financial exclusion more commercially attractive to banks.

5.5 Recent figures from the British Bankers’ Association show that there has been a steady growth in the
number of basic bank accounts opened. At the end of September 2004, 5.53 million basic bank accounts
were open. Of these, 1.85 million can be operated through the Post OYce.

5.6 From April 2003, the accessibility and availability of basic accounts was extended with the
introduction of universal banking services, where people can use basic accounts at post oYces, including for
the payment of benefits. This has increased choice formany individuals as to how they operate their finances.
Since Post OYce access became available in April 2003, over 1 million accounts have been opened and 87%
of those can be accessed at Post OYce counters. This is an important feature of such accounts, giving
account holders free access to their cash in areas where banking facilities may be unavailable.

5.7 Payment of benefits directly into an account has been an option for customers since the early 1980s.
Over the years it has become an increasingly popular method of payment. Before the start of the main move
to Direct Payment in April 2003, 43% of customers were receiving their payments this way—this compared
to only 26% in 1996. Four out of five people now have their benefits and pensions paid into an account.
Payment directly into a bank account has increased financial inclusion. It is safer and has given benefit
recipients greater choice in respect of when and where they can access their money.

5.8 In addition, the Government is spending £1 billion to provide the Post OYce card account over the
lifetime of the contract (2003–10). This is an ultra simple account which can be used by those who do not
yet feel able to use a High Street bank account. The banking industry made a contribution of £182 million
towards the development of the Post OYce card account.

5.9 Independent research has show that Direct Payment is proving very popular, with nine out of 10
saying they like being paid by Direct Payment. Customers are finding it easy to open new accounts and
pensioners are using PIN numbers successfully. And most people think that the new way they are paid their
money is better than order books or cheques.

5.10 The move to Direct Payment and the introduction of universal banking services has also helped to
reduce the number of adults in the UK without a bank account. Citizens Advice have praised the
Government’s eVorts in this area. In their booklet on financial inclusion (published in December 2003)—
“Beyond Bank Accounts: full financial inclusion“”. They said:

“The government, the banking industry and the Post OYce should be commended for the progress
they have made in establishing Universal Banking Services. The ambition to enable all people to own
the most basic of financial services—a bank account—is one we share.” [Foreword—David Harker
and Nick Pearce.]

5.11 There are a number of options available for those receiving benefits by Direct Payment to gain free
access to their cash. There are 33,700 free ATMs in the UK as well as the cash back facility available at
supermarkets. In addition, DWP has been working with the Association of British Credit Unions Limited
(ABCUL) to implement formal arrangements for the safe and secure payment of benefits into the accounts
of credit unionmembers. Payment in to customer accounts at participating credit unions commenced during
mid 2004.

5.12 As well as the basic bank accounts described above, the Post OYce has made commercial
arrangements with a number of banks (Alliance & Leicester, Barclays, Lloyds/TSB, Clydesdale, Co-
operative, Bank of Ireland and smile), to give personal current account customers electronic access to their
personal current accounts. As a result of these steps, 21 million people can access their bank account
electronically and free of charge at the Post OYce.

5.13 As the Post OYce stated in their written evidence to the Treasury Select Committee, Post OYce Ltd
has “the network and the ambition to become the universal provider of free cash, over its counters, to
personal customer’s of any financial institution.” The Government has invested 2 billion pounds in the Post
OYce network over five years and, even after the current restructuring of the network, 95% of people in
urban areas will still live within one mile of a Post OYce branch.

5.14 DWP has not received any feedback from its customers or its front line staV that a large proportion
of benefit income is being spent on ATM charges. DWP leaflets sent to those converting to direct payment
explain in some detail how they can gain free access to their money. DWP customers can also consult free
help lines for advice.We have not seen any solid evidence to support the assertion that there is a real problem
with benefit customers incurring significant costs through ATM charges. Should such evidence become
available, DWP will work with all interested parties to ensure their customers receive all the necessary
information to make a properly informed choice about where and how they choose to access their cash.



9940725020 Page Type [E] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Ev 116 Treasury Committee: Evidence

6. Cash machines in Post Offices

6.1 As the Post OYce stated in their written evidence to the Treasury Select Committee, in February 2000
there were only 160 ATMs located in Post OYce branches. By November 2004, this figure had grown to
2,493, increasing choice for consumers by providing ATMs in many new locations. Although the Post
OYce’s preference has always been to introduce free machines where possible, this growth would not have
been commercially viable without the option for many of these ATMs to levy a surcharge to recover their
costs.

6.2. However, of these 2,493 ATMs, 637 are still free of charge. This means that since February 2000 the
number of free ATMs in Post OYces has substantially increased. The Government believes that, bearing in
mind the progress that has been made recently on transparency of charges and the fact that so many bank
accounts are now accessible free of charge over the counter at the Post OYce, surcharging ATMs in Post
OYce branches have increased choice for consumers without compromising their option to gain free access
to their cash.

12 January 2005

Annex

LINK Interchange Network Limited and the Competition Act 1998

The following provides an overview of the OFT’s history with Link Interchange Network Limited
(LINK) since the commencement of the Competition Act 1998 (CA98) and the OFT’s role in relation to the
CA98 more generally. The key comment we should like to make is that the CA98 is a prohibition based
regime. The CA98 does not, therefore, directly regulate the behaviour of firms. The OFT’s primary role in
relation to the CA98 is as an enforcement agency to remedy infringements when a breach has occurred.
Compliance with the CA98 is primarily the responsibility of the undertaking concerned and not of the OFT.

The CA98 allows the OFT to conduct an investigation if there are reasonable grounds for suspecting that
either the Chapter I or Chapter II prohibition has been infringed. The Chapter I prohibition prohibits
agreements between undertakings (whether written or not) and concerted practices which prevent, restrict
or distort competition and which may aVect trade within the United Kingdom. The Chapter II prohibition
prohibits conduct by one or more undertakings which amounts to an abuse of a dominant position in a
market andwhichmay aVect trade within theUnitedKingdom.An undertaking is essentially any legal body
that engages in an economic activity.

When the CA98 came into force in March 2000 there were provisions in the CA98 that provided that
undertakings could apply for an individual exemption where an agreement fell within the scope of the
Chapter I prohibition. An individual exemption could be granted to an agreement where it met criteria set
out in section 9 of the CA98. There was (in contrast to the Restrictive Trade Practices Act 1976 which the
CA98 superseded) no statutory requirement to notify agreements or conduct to the OFT. It was then (and
still is) the responsibility of the parties to an agreement or conduct themselves to take on the responsibility
for ensuring that their agreements and conduct are lawful. On 1 May 2004, EC Regulation 1/2003 (the
Modernisation Regulation) came into force. The CA98 has been amended both to take account of the
Modernisation Regulation and in order to ensure that the UK system remains aligned with the EC system
post-modernisation. Accordingly, since 1 May 2004 it is no longer possible for the OFT to accept
notifications for decision or guidance under the CA98.

LINK Interchange Network Limited (LINK) notified certain agreements to the OFT for a decision on
the application of the Chapter I prohibition imposed by section 2 of the CA98 on 13 April 2000. LINK
requested a decision that the agreements notified do not infringe the Chapter I prohibition or that, in the
alternative, the OFT grant an individual exemption under section 4 of the CA98. This notification resulted
in a decision published 16 October 2001.9

The notified agreements covered a range of issues. The only one of these issues that the OFT found to be
restrictive of competition was the multilateral interchange fee (MIF). The MIF is the fee paid by the card-
issuer to the acquirer on shared transactions and it covers the cost of the services provided by the acquirer
to the card-issuer on shared transactions. Essentially, it is the fee that one bank agrees to pay another for
letting its cardholders use another bank’s ATM. The OFT, in examining these arrangements, considered
that there were three potentially adverse eVects raised by an MIF set by the payment system network: the
restriction of members’ ability to set their own prices; the distortion of members’ behaviour towards their
customers; and restriction of competition among payment systems. The OFT consequently concluded that
the agreements containing the MIF fell within the scope of the Chapter I prohibition. As such the OFT had
to go on to consider whether the arrangements might benefit from an individual exemption.

A Section 9 individual exemption from the Chapter I prohibition of the CA98 applies to any
agreement which:

— contributes to improving production or distribution, or

9 www.oft.gov.uk/Business/Competition!Act/Decisions/LINK!Interchange!Network! Limited.htm



9940725021 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 117

— promoting technical or economic progress, while allowing consumers a fair share of the
resulting benefit;

— but does not impose on the undertakings concerned restrictions which are not indispensable to the
attainment of those objectives; or

— aVord the undertakings concerned the possibility of eliminating competition in respect of a
substantial part of the products in question.

The OFT considered that the Section 9 criteria were met in this instance. In relation to the first test, the
OFT considered that a universal network of ATMs may not have been workable without the use of MIFs
because of free rider and technical eYciency eVects. In relation to the second test, the OFT also considered
that LINKMembers10 were able to spread the costs of the provision of ATM services across a larger number
of users by providing universal access to cardholders. This meant that they were able to increase the number
of ATMs that could be used by cardholders without incurring significant investment costs.

In assessing the issue of indispensability, the OFT considered whether themethodology used to derive the
MIF would result in an MIF being set higher than it needs to be for cost recovery. In this particular case,
the OFT accepted the arguments advanced by LINK and concluded that the methodology employed by
LINK was suYcient for the MIF to be capable of fulfilling the indispensability criterion. The OFT has not
imposed any bar on alternative methodologies being employed. The only proviso is that any alternative
methodology relating to cost recovery employed by LINK either does not infringe the Chapter I prohibition
or meets the Section 9 criteria.

The last test concerns the possibility of eliminating competition in respect of a substantial part of the
products in question. In this context, theOFTnoted that themajority of cardholders used theATM facilities
of the card-issuing bank. Shared transactions (ie transactions passing through the LINK switch) accounted
for a much lower proportion of ATM usage than us-on-us transactions. Each of the four largest banks
owned an extensive network of ATMs, as did many of the other LINKMembers. The OFT considered that
these proprietary networks provided an alternative to the LINK network and imposed a competitive
restraint on LINK’s ability to set prices at uncompetitive levels. They also limited the ability of Members
to discriminate against any particular class of Member or any potential entrant to the market.

For these reasons, theOFTgranted an individual exemption to theMIF arrangements. TheDecision does
not in any way fetter or limit LINK’s ability to change or enter into new agreements. However, any changes
or new agreements would not benefit from the individual exemption (which applies only to those
arrangements that were originally notified). LINK would have to ensure that any revision to the
arrangements either did not fall within the Chapter I prohibition or, if they did, that they would be able to
satisfy the Section 9 criteria.

It may be worth making some additional points in relation to some issues that were not covered in the
OFT’s consideration of the LINK agreements. In particular, the LINK agreements that were notified did
not cover retail charges nor did they impose any requirement on Members to impose surcharges. As LINK
have noted before the TSC, these are matters for the individual LINK Members. Members have a choice
as to whether to levy a surcharge or whether they rely on the MIF. The OFT believes that if a Member were
able to benefit from both surcharge and MIF that this could lead to over-recovery of costs and would be to
the detriment of transparency. If the Member chooses to surcharge, it is for the individual LINKMember
concerned to determine the level at which the surcharge will be set. LINK are correct in saying that
agreements which explicitly and directly fix prices, or the resale prices of any product or service are likely
to infringe the Chapter I prohibition of the CA98.11

However, we also note that neither the CA98 or the decision of 16 October 2001 prevent LINK or its
Members from devising an alternative system for recovering their costs through other means (for example,
through charges for current account services) nor do they prevent Members from making alternative
bilateral arrangements with other Members. That said, the OFT recognises that LINKmay be reluctant to
employ alternative methods of cost recovery given that the present arrangements benefit from an exemption
from the Chapter I prohibition. The current exemption is time limited and is due to expire in October 2006.

The fees charged by Independent deployers are, as far as the OFT is presently aware, set independently
by the undertakings themselves in line with their own commercial discretion. There is no evidence to suggest
that the fees have been set through, say, collusion with their immediate competitors. The OFT would be
extremely concerned if such was the case.

In terms of active monitoring, the OFT monitors the whole of the UK economy and does not have a
“special” regime in place to specifically monitor the activities of LINK or its Members. The OFT will, in
terms of the CA98, conduct an investigation where it has reasonable grounds to suspect an infringement of
either of the prohibitions contained in the CA98.

10 At this time there were no non-bank LINK members so the costs we are talking about are ostensibly those of the banks.
Independent deployers of ATMs do not themselves issue cards.

11 The Resolution passed by the LINK Board on 28 March 2000 provides that no individual debit card transaction should be
subject to both issuer and acquirer charging. It also requires that where such charges are levied they must be non-
discriminatory. LINK contended at the time of notification that the purpose of the resolution was to discourage over recovery
of costs.
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In summary, Mr Aiken’s final comment at the TSC hearing on 21 December 2004 that “Competition law
is our regulator” is probably the most accurate assessment of the position.

Memorandum submitted by LINK

1. Introduction

LINK is the organisation that controls the participation of the Banks, Building Societies and other
organisations in the Scheme that provides customers with the ability to draw cash from virtually every Cash
Machine in theUnitedKingdom. LINKhas over 50Member organisations, each ofwhich either issuesCash
Machine cards to its customers (referred to as Issuers) or operates CashMachines (referred to as Acquirers).
Most Banks and Building Societies both issue cards and operate Cash Machines.

This paper summarises LINK’s submission and the Appendices provide detailed factual information on
charging. As requested we will be attending the oral hearing of the Committee on 21 December and will be
represented by the Chief Executive (John Hardy) and the Card Scheme Director (Howard Aiken).

We were asked to submit comments under three main headings:

— The principle of charging and the growth in the proportion of Cash Machines that charge;

— Transparency of charging and the enforcement of rules;

— Access to free cash machines in certain localities.

In addition, evidence is also sought on the security implications of recent trends in the provision of Cash
Machines.

2. The Principle of Charging

The OYce of Fair Trading (OFT) examined LINK’s agreements in great detail over a period of 14
months. This resulted in LINK being granted an Individual Exemption under the Competition Act. In their
Decision, the OFT noted that in respect of surcharges (ie, any charge that the CashMachine operator levies)
“it is a matter for the individual Member concerned whether they choose to surcharge and if so, the level at
which the surcharge is set”. The OFT also noted that “The ability to surcharge provides a . . . safety valve
and exercises a competitive restraint on the level of [interchange fees]”.

Clearly LINK cannot determine or control the amount of the charge that is made to customers nor can
it determine which Cash Machines can charge and which cannot. To do so would be anti-competitive and
contrary to the Individual Exemption that the OFT have granted LINK.

In the UK over 97% of transactions at Cash Machines are free of charge to the customer, which is
unusually high by international standards.

3. Growth in the Number of Cash Machines that Charge

The number of CashMachines that are part of the LINK network continues to grow. In the past year the
number of free Machines has grown by 3.5% and the number that charge has grown by 25%. Whilst aware
of individual instanceswhere a freeCashMachine has been replacedwith one that charges, we are also aware
of instances of charging Machines being replaced with free ones. We see no evidence of systematic
replacement of free Cash Machines by ones that charge and the growth in the number of free Machines
further suggests that this has not happened.

4. Transparency of Charges

LINK has been at the forefront in providing transparency of charging at Cash Machines. The UK is the
only country in the world where customers are told of the amount of any charge at the CashMachine at the
time of the transaction and given the opportunity to cancel without charge. This was introduced in February
1999 at the same time as the introduction of charging CashMachines. For systems reasons, and of necessity,
this notification comes late in the transaction (because there can be an issuer charge andLINK rules prohibit
both an issuer charge and an acquirer charge being applied to the same transaction and so the acquirer has
first to determine whether there is an issuer charge before applying a surcharge).

LINK also took the initiative and improved transparency still further in April 2004. To ensure that
customers would know whether they would be charged before they insert their card into a Cash Machine
an additional rule was introduced that requires in addition to the existing notification, that all Cash
Machines that charge must also carry a sign (either on-screen or external) that is “clearly visible to
cardholders before a card is inserted”. That rule has now been in force for six months and a review is now
being undertaken to assess both the eVectiveness and the degree of Member compliance.



9940725022 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 119

This review is considering whether the sign should be on-screen or external or both. It is also reviewing
the size and placement of external signs, and their visual clarity (eg, colours used, font size) and how best
to ensure that Members comply with the rule. We plan to present the findings, together with any
recommendations for change, to the governing body of LINK within the next two months.

We see no evidence from customer behaviour that there is any wide scale confusion about charging.
Although 37% of Cash Machines charge, less than 3% of transactions result in a customer paying a charge.
Additionally, we ask our staV and the Members of LINK to report to us any Cash Machine that they see
is not properly signed. In total, thirteen such instances have been reported to us (and in every case we have
taken action to ensure that the situation has been corrected). Both the Sun and the Daily Mirror have
recently asked their readers to tell LINK of Cash Machines that were not properly signed and this resulted
in five of the instances being reported to us. We encourage anyone who sees a Machine that is not properly
signed to tell us so that we can get the situation corrected. Indeed we note that the Treasury Committee has
invitedmembers of the public to notify them of any charging CashMachines that are not properly identified
and we would ask that any details received be copied to us so that we can ensure that they are brought into
compliance forthwith.

We do take the issue of transparency very seriously and, as indicated, we have taken the initiative in
providing a high degree of transparency and we will continue to make changes that will improve
transparency still further.

5. Access to Free Cash Machines in Certain Locations

Deciding where Cash Machines are installed, and indeed whether they charge or are free, is for each
individualMember of LINK to decide and Competition Law prevents LINK from playing any role in these
matters. However, we believe that in many cases the choice is not between a free CashMachine and one that
charges, but rather between no Machine and one that charges.

6. Security Implications

All LINKMembers, whether they are a bank that installs free CashMachines or a company that installs
charging Cash Machines, are subject to the same security standards. LINK has an on-going regime for
ensuring that the standards are met. This requiresMembers to produce Certificates of Compliance each year
that are prepared by competent auditors. TheMembers’ Certificates are subject to independent examination
by LINK, which includes site visits to verify compliance.

Themajor type of fraud atCashMachines at present is “skimming”. This involves copying or reproducing
the magnetic stripe of a CashMachine card by means of a device fraudulently attached to theMachine that
reads the data on the card. This type of fraud is virtually unknown at charging Machines, probably because
of the low number of transactions that occur at them, and the fact that they are generally in locations where
they are constantly observed by staV at the site. This is unlikely to make them attractive targets for
fraudsters.

Appendix I

Numbers of Cash Machines

LINK reports the number of Cash Machines that it has (eg on its web site) as the sum of the number of
Cash Machines that each Member reports to LINK that it has. This is consistent with the number of Cash
Machines that other organisations (eg APACS) report. However, this approach could be subject to slight
inaccuracies since it depends upon the accuracy and consistency of the reporting of each of some 40 diVerent
organisations that operate Cash Machines in the UK. To provide complete consistency and accuracy we
have examined our transaction records to determine how many diVerent Cash Machines were operational
and processing customer transactions in October of 2002, 2003 and 2004 to provide the most accurate
possible figures for the number of free and fee charging Cash Machines.

Free Fee Total
Month Cash Machines Charging Cash Machines Cash Machines

% % of % % of %
Number Growth Total Number Growth Total Number Growth

October 2004 33,700 3.5% 63% 19,659 24.7% 37% 53,359 12%

October 2003 32,557 4.2% 67% 15,761 56% 33% 48,318 17%

October 2002 31,223 3.1% 75% 10,066 72% 25% 41,289 14%

In October 2004 of the 33,700 Free Cash Machines, 19,655 were at branches of LINK Members and
14,045 were at other locations.
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We have also identified, in the past year:

— 111 Cash Machines that were free in October 2003 were fee charging in October 2004 and,

— 100 Cash Machines at which a fee was charged in October 2003 were free in October 2004.

Appendix II

Transactions at Link Cash Machines

In October 2004, the latest month for which data are available:

There were 380.5 million transactions (ie Cash Withdrawals, Balance Enquiries etc) at Cash Machines in
the UK and 8.8 million of these were surcharged (2.3%);

We estimate that there were 245.5 million cash withdrawals at CashMachines and therefore that 3.6% of
these were surcharged;

The average number of withdrawals at a Charging Cash Machine is 440 and the average number of
withdrawals at a Free Cash Machine is 6,900.

6 December 2004

Supplementary memorandum submitted by LINK

Following the oral hearing on 21 December, the Committee requested further information which is
provided below.

1. Details of the new rules/Code of Conduct LINK members have agreed in respect of transparency, due to
come into operation in July

At a meeting on 12 December 2004 the LINK Network Members Council agreed that with eVect from
1 July 2005, all cash machines that charge will:

— Have an initial on-screen message that shows the amount of the likely charge;

— Have external signage on the cash machine itself that indicates that the machine will charge; and

— Any signs that advertise the presence of the machine or indicate its location will also indicate that
the machine will charge.

Full details of the resolution passed are given in Appendix I. (not printed)—see unprinted Ev p71)
This is in addition to the screen messages that advise of the actual amount of the charge (once it is known)
and require the customer either to accept the charge or cancel the transaction.

2. Some indication of what opposition existed to the proposals in relation to transparency (ie what the grounds
were for the opposition from one member and, if possible, the identity of the member)

Proceedings at LINK Network Members Council meetings are confidential (and LINK is bound by
confidentiality agreements with all its Members. However, there were two meetings at which these issues
were discussed:

— In August 2003, when the current requirement for either an on-screen message or external signage
was agreed. At that meeting, only one Member voted against and that was on the grounds that
they did not want an on-screen message; and

— On 14 December 2004 when the new requirements were passed. On this occasion, five Members
voted against, presumably on the grounds that they thought that the proposals were unnecessary
and unduly onerous.

3. Indications of the range/types of cost involved in (a) the installation of a machine and (b) the operation of
a machine

LINK examines the cost of operating Cash Machines under the following headings:

— Depreciation of Purchase and Installation costs.

— Site rental/Occupancy cost.

— Repairs and Maintenance.

— Communications costs.

— IT support of the Cash Machine (ie central system cost).

— Cost of capital.
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— Cash purchase, delivery, management, insurance and theft.

— Opportunity cost of the cash in the Machine.

The typical cost of operating a Free CashMachine is £19,000 per annum at a branch, and £33,000 at other
locations. The typical annual cost of operation of an ATM installed by an Independent Deployer is £9,500;
however, the numbers of transactions that occur at a Machine are at least as important as the cost of
operation in the determination of Interchange Fees and Surcharges.

4. Clear explanation of the diYculties in the way of the placing of clear notices on charging machines of the
level of charge which would apply to cash withdrawals (ie indicating the various diVerent circumstances in which
the level of charge might be uncertain in advance of the withdrawal request being made).

Not all cards attract a charge from the Cash Machine operator. A “no double charging” rule in LINK
means that if the card issuing bank is going to apply a charge to their customer (eg in the case of a credit,
store or charge card) then the Cash Machine operator cannot levy a charge. Until the customer’s card has
been read, and the Cash Machine operator has passed the details to the card issuing bank and received
confirmation back, the cash machine operator cannot know whether or not the issuer is going to apply a
charge or the amount of the charge. In addition, the LINK system provides the means for the card issuing
bank to pay all or part of the surcharge and, once again, the Cash Machine operator cannot know whether
or not this is the case, until a response has been received from the issuing bank.

Finally, we understand that the Committee will be asking for details of the location and availability of
free and charging Cash Machines in specific areas. We have not, as yet received details of these areas but,
as it was raised in the oral hearing, we enclose (Appendix II) a map that shows the location (and charging
status) of Cash Machines in Speke. (not printed)

January 2005

Memorandum submitted by Lloyds TSB

Thank you for your letter dated 9November 2004, requesting Lloyds TSB’s policy and views on the issues
to be examined by the Treasury Committee’s short examination of cash machine charges.

Before I comment on the issues which fall within the scope of the Treasury Committee’s study, I thought
it may be helpful if I provided some background information on Lloyds TSB’s position in respect of cash
machines.

We believe cash machines are a vital part of the overall service we provide for our customers. They want
access to their money and accounts at a time and a place that suits them. Lloyds TSB has the second-largest
cash machine network of any bank in the UK, with some 4,220 cash machines. In recent years, we have
responded to customer demand by expanding our network of remote12 cash machines, providing 24-hour
access in more locations. We have installed 200 new non-charging cash machines over the past two years,
conveniently located in sites such as petrol stations and supermarkets, and we intend to site more cash
machines in such convenient locations in 2005.

I would now like to respond to the issues to be examined by the Treasury Committee as set out below.

The Principle of Charging and the Trend Towards Charging

Lloyds TSB does not charge for withdrawals from its cash machines and does not charge its customers
for using other ATM networks13. This has been our position since 1 January 2001. There is a significant
cost of providing this service—ranging from purchasing new machines and upgrading technology, to daily
maintenance and servicing—but we absorb the cost as part of the overall package of banking services we
oVer our customers. We currently have no plans to charge our customers for using our network of cash
machines.

Most withdrawals from cash machines—96%—are free. There are currently 32,61114 Link cash machines
which do not levy charges for withdrawing cash, and this has increased by 3% over the last 2 years, which
equates to an extra 1,000 non-charging cash machines. While Nationwide identifies a significant increase
over the last six months in the number of cash machines which charge, we believe it is not the absolute
number of charging cash machines that is relevant, but the volume of transactions that take place through
those cash machines—which is minimal.

12 A “remote” Lloyds TSB cash machine is defined as one that is not on Lloyds TSB premises.
13 However, customers using a credit card at a Lloyds TSB cash machine may be subject to a cash advance fee levied by their
card issuer.

14 The latest figures we have available are from Link as at October 2004: of the total Link network of 53,507 cash machines,
32,611 (61%) are non-charging, while 20,896 (39%) levy charges for cash withdrawals.
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Cash machines at which a charge is levied, which as already indicated account for only 4% of total cash
withdrawal transactions in the UK, make a charge as they are usually situated in low transaction volume sites
or on sites where the site owner charges a significant rental. There is a market for non-branch based cash
machine sites, and cash machine providers compete for these sites. The interests of the site owner are central
to this market and should be factored in to any review of a trend towards charging. A site owner’s decision
to remove a non-charging cash machine and replace it with a charging one, possibly benefiting from a share
of the income from charges and higher rent, usually is outside the control of the cash machine provider.

Transparency

Lloyds TSB has always supported transparency in relation to cash machine charges. We were the first
bank to introduce a cash machine “code of conduct” in March 2000 which included a commitment to
provide pre-notification of any cash machines charges before consumers withdrew their cash.

We believe that transparency is key to the discussion on cashmachine charging.We fully endorse the Link
code which specifies that all cash machines which charge must carry a sign, on-screen or external, that is
clearly visible to card holders before the card is inserted, that customers are told the amount of the charge
at the time of the transaction and are given the opportunity to cancel without charge.We believe that if cash
machine acquirers commit to follow this code in practice it provides a suYcient degree of transparency to
consumers.

The decision to notify customers of a change in status from a non-charging to a charging cash machine
rests with the site owner. However, we are in support of any initiatives which increase transparency for
customers.

Financial Exclusion and Location

Lloyds TSB is the most socially inclusive bank in the UK. Our customer base is more reflective of the UK
population than any other bank, with the highest proportion of customers in lower income groups than any
of our major competitors. We aim to be as inclusive as possible in our dealings with our customers. Our
branches and cash machine are to be found in a wide range of communities, covering both high and low
income areas15. We were one of the first banks to have an agency agreement with the Post OYce, enabling
all our customers to withdraw cash, over the counter, free of charge, and we are one of only two high street
banks to retain this service for our customers.

I trust that we have provided the Committee with the information it requires on Lloyds TSB’s policy and
views on cash machine charges. If the Committee requires further information on any point, please do not
hesitate to contact me.

6 December 2004

Memorandum submitted by Moneybox plc

1. Introduction

This is a submission to the Treasury Select Committee by Moneybox plc and is made in response to the
invitation issued by the TSC in its letter dated November 9th announcing the TSC’s intention to conduct a
short inquiry into Cash Machine Charges.

Moneybox plc (“Moneybox”) has endeavoured to address each of the issues identified for examination
by the Committee insofar as it considers they are relevant to the operations of Moneybox.

The rest of the submission is organised into the following sections:

— Section 2—A brief summary of the submission

— Section 3—Background information on Moneybox, its structure and operations

— Section 4—Description of the ATM market, with particular reference to the factors behind and
the reasons for the growth of independent ATM deployers (IADs) in recent years

— Section 5—Description of how fees operate in the ATM market

— Section 6—Summarises Moneybox’s views on the issues raised by the TSC, and outlines why
changes in the charging structure of the monopoly supplier of switching LINKwould significantly
improve both the transparency of charging and the level of access to free machines in less aZuent
locations, to the benefit of both consumers and the deployers of ATM machines

— Section 7— Summarises Moneybox’s conclusions

15 With reference to the low-income communities referred to in James Plaskitt’s adjournment debate of 27 October 2004, Lloyds
TSB currently has two through-the-wall 24-hour access cash machines in the L5 postal district of Liverpool, in addition to
an in-branch cash machine which is available during business hours, and a through-the-wall 24-hour access cash machine in
the G34 postal district of Glasgow—these machines do not charge for cash withdrawals.
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2. Summary

Moneybox and its operations

2.1 Moneybox is one of the UK’s leading Independent ATM deployers (“IADs”), providing
approximately 2,800 conveniently located cash machines in areas of the UK where Banks and Building
Societies deem it to be not economically viable to locate a machine. Moneybox also operates 168 machines
in the Netherlands and 388 in Germany. It is quoted on AIM and currently has a market capitalisation of
£70 million.

2.2 The majority of its 2,800 ATMs in the UK charge the customer directly to make a transaction. This
is usually £1.50 or £1.75, and is deducted from the customer’s bank or credit card account by the card issuer
at the same time as the cash withdrawn. Moneybox also operates 120 non-charging machines under
maintenance and service contracts with other financial institutions.

The ATM market

2.3 The number of cash machines deployed by IADs has grown very rapidly in the last five years,
reflecting changes in the market following the agreements drawn up in 1999 and 2000 between the LINK
Network and the major banks which own and control it. These have, in eVect, removed the financial and
competitive incentives for banks to operate low-volume transaction cash machines in “remote” (ie non-
branch) locations.

2.4 While the total number of cashmachines operated byBanks andBuilding Societies (“BBSmachines”)
has continued to grow, rising from around 30,000 in 1999 to nearly 33,000 currently, the same period has
seen a very rapid expansion of the number of machines operated by IADs, from nil to currently over 20,000.
IAD machines now account for almost 40% of all machines deployed in the UK.

2.5 The overwhelming majority of these independently deployed machines charge customers for
withdrawals, while the overwhelming majority of BBS machines recover costs indirectly through a
combination of interchange fees, other charges to their customers or through not paying a commercial rate
of interest on current account balances. However, it should be noted that some banks do make charges in
certain situations. For instance, Royal Bank of Scotland owns Hanco, the largest “independent” deployer,
and Alliance and Leicester operates approx 1,000 remote machines, which are free to their customers but
which charge customers of other banks.

2.6 Competition within this fast-growing market is fierce: the largest operator, Hanco, has over 6,000
machines. TRM, the UK subsidiary of a quoted US ATM deployer, has approx 3,600. Moneybox and
Cardpoint plc each have slightly less than 3,000, and Scott Tod has approx 2150. There are at least five other
operators with more than 500 machines.

2.7 Despite the considerable publicity surrounding one recent major disposal of a Bank’s remote
portfolio, almost all of the 20,000 chargingmachines are placed in “new” locations, ie they have not replaced
or taken over sites from previously “free” machines.

2.8 Moneybox has nearly 2,700 charging machines in the UK of which the overwhelming majority are
in local convenience stores, pubs, nightclubs or other leisure outlets, suburban railway stations or petrol
station forecourts. With the exception of the acquisition of 50 machines from Abbey plc located at Shell
petrol forecourts (all of which would have been closed had Moneybox not acquired them), our expansion
has been entirely by organic new opening.

2.9 Competition between deployers for suitable sites has ensured that a significant percentage of the fees
charged to customers are paid to the site “host”. The exact amount diVers depending on the nature of the
agreement, and in particular who is responsible for stocking the machine with cash. Typically, payment to
the host is between 20p and £1 of the £1.50/£1.75 charge, depending on the business model used.

2.10 For many hosts, particularly local convenience stores, this represents an important source of
income. In many cases, it also represents a significant element of annual profit. Moneybox pays its hosts on
average £2,000 per annum. This income makes a significant contribution to maintaining the viability of
many independently owned convenience stores, which provide a valuable service to their local communities.
In addition, the provision of a cash machine in these locations has almost without exception increased the
in-store spend at these local convenience stores which has greatly assisted their business at a time when they
are under increasing threat from large out-of-town superstores.

Competition and Charging Structures

2.11 However, competition among deployers has not had any significant impact on charges made to
customers for withdrawals. This reflects the fact that the charging mechanism is currently stifled by the
significant restrictions on the market, which result from the agreements operated by the LINK Network,
which is totally owned and largely controlled by the major Banks and Building Societies.
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2.12 In particular, the costs of operating the LINK Network are pooled and redistributed among card
issuers by way of a flat interchange fee, regardless of the value of the transaction. This interchange fee is
then paid to the owner of the ATM. This arrangement has the eVect of setting payments to owners of remote
ATMs at a level, which makes it totally uneconomic to operate a portfolio of remote ATMs with low
transaction volumes.

2.13 Interchange fees are set annually at a level determined by the economics of major Banks operating
large portfolios of high volume machines, most of them in branch locations. While LINK allows a slightly
higher payment to the owner of a remote machine, this is set at a level which in no way compensates for the
real costs of operating in lower transaction volume locations. In 2003, the average number of cash
withdrawals per day for a branch ATM was 196, compared to only 15 for an IAD convenience ATM.

2.14 The result has been that themajor Banks have now almost abandoned the installation of new remote
machines, and have sought by various means (closures, disposals) to divest themselves of existing portfolios
of low volume ATMs. Some of these have been migrated to IAD ownership, where more eYcient specialist
operation and conversion to a charging model allows them to become economically viable.

2.15 It is this practice, which has become controversial, but it should be noted that the IAD deployer has
no real alternative to switching to a charging model, if he is to operate an ATM at a low footfall location.

2.16 The LINK Network has another firm rule which determines that a deployer may either run a cash
machine on a “free to customer” basis where remuneration from the card issuer is limited to the fixed
interchange fee, or adopt a charging model where the customer pays directly and, paradoxically, the card
issuer pays nothing at all.

2.17 This is another anti-competitive rule, which artificially raises the level of charges, which IADs have
to make in order to obtain an acceptable return on their ATM investments.

Moneybox’s views on the issues raised by the Committee

2.18 Moneybox takes the view that the existence of a healthy independent ATM sector is of benefit to
consumers for a number of reasons, including:

— It provides a nationwide network of conveniently located cashmachines in areas which are deemed
to be not economically viable by the big Banks and Building Societies.

— Customers canmake an informed choice as to whether or not to pay a fee. The charge is completely
transparent: in addition to an advisory notice on the machine, the customer is explicitly warned
of its existence on screen, and has to positively signal his acceptance of it in order to complete the
withdrawal

— Owners of these convenience locations receive remuneration from IAD deployers. Fierce
competition among IADs for the best sites ensures that the hosts receive a significant element of
the fee paid by the customer. This in itself has benefits to the customer—most ofMoneybox’s hosts
are local independently owned convenience stores, struggling to stay in business in the face of
highly capitalised multiple competitors and providing a valuable service to their communities.

2.19 Customers are fully able to make a decision based on the balance between the convenience of the
location and the relatively modest charge. They are at liberty to go elsewhere to use a machine, which does
not make a direct charge.

2.20 The fact that, while 40% of the total machines deployed now make a charge, but they only account
for 3% of all transactions by value, suggests very strongly that customers are quite able to make their own
rational judgements in such circumstances

2.21 Moneybox recognises that the current LINK Network agreements have received exemption from
Competition Act strictures, following the OFT investigation of those agreements in 2001. Nevertheless, it
considers that changes in the market, subsequent to the agreements being drawn up and receiving
exemption, are now producing unforeseen distortions and negative anti-competitive consequences in the
market. In particular:

— The “pooling of costs” method of setting fixed interchange fees has encouraged Banks to abandon
all but the highest volume machines to the charging sector, with the eVect that the interchange fee
payable to an ATM owner is artificially set at such a low level that no remote location can ever
realistically be financially viable.

— Since all these machines are therefore forced to use a charging model, the card-issuing Banks get
an extra benefit—they pay NO interchange fee at all to the ATM owner. Banks therefore profit
from the fact that their customers use ATMs whose costs are borne directly by their owners. And
this has the consequence of artificially raising the fee that IADs have to charge customers in order
to recover those costs.
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— The setting of the interchange fee as a fixed rate, regardless of the size of the transaction or the
individual circumstances of the customer also distorts the market in favour of operators of high
volume branchmachines. If interchange fees were variable according to the level of the transaction
or the nature (ie remote or otherwise) of the individual location, many more cash machines would
be economically viable without charging.

— The LINK Network system also specifically bans any ATM deployer from receiving even this
artificially reduced interchange fee if he operates themachine on a charging model. This is another
purely arbitrary rule, which also distorts the market in favour of the Banks with their existing high
value customer profiles.

2.22 The present “cost-recovery only” basis for calculating interchange fees is, in Moneybox’s view, not
in the consumer’s interest as it only serves to maximise card-issuers’ (ie Banks’) profits. The present
arrangements were put in place when the banks owned all the ATMs in the UK. This is no longer the case
(see below).

2.23 Moneybox sees no reason why the LINK interchange fee structure should not diVerentiate between
the OAP withdrawing £20 from a convenience machine located in a corner shop close to her home (where
she often feels safer in making a withdrawal than standing on a street corner) and an aZuent customer
withdrawing £500 from a machine in a casino.

Moneybox’s conclusions

2.24 Moneybox believes that the LINK Network agreements should be reviewed by the OFT. The
current arrangements should be amended

— To allow interchange fees to be paid to owners of charging machines, subject to the proviso that
the total charge to the customer should be reduced pro rata; and

— To allow interchange fees to be calculated on a basis which reflects the nature of the location used
for the withdrawal and, potentially, the circumstances of the individual making the withdrawal.

This strongly implies that interchange fees should also be variable in relation to the amount of the
withdrawal. Moneybox believes that the computer systems and software are already in existence to allow
these changes to be eVected with minimal cost.

2.25 This new approachwould allow some of the costs of providing a conveniently locatedATMnetwork
in remote locations to be transferred back to where they belong—as a charge on card-issuers and the owners
of the LINK Network. And the ability to vary interchange fees could allow vulnerable or socially
disadvantaged groups (such as benefit claimants or low income families with low cost bank accounts) to
receive free access to their cash. In these cases, the costs of the provider of the remote ATM would be fully
covered by a higher interchange fee paid by the card-issuer.

2.26 Given themathematics, interchange fees charged on the rest of the annual 2400millionATMremote
transactions handled by so-called “free” machines would have to be raised slightly. Moneybox calculates
that the current 30p flat rate might have to go up to approx 35p. This should be a small cost by comparison
with the substantial revenues generated by ATM transactions. (see 5.7)

2.27 Finally,Moneybox would point out that the changes proposed would be substantially cash flow and
profit neutral to IADs, although site owners and independent deployers might benefit from higher
transaction levels. There would also be a benefit to the community from improving the “destination status”
of the local convenience store.

3. Background Information on Moneybox plc

The Moneybox Group deploys, manages and maintains cash machines (ATMs) in the UK, Netherlands
and Germany. The Group also operates cashless payment and access control systems in the UK through its
G2 subsidiary, acquired in March 2004 when Moneybox floated on AIM.

Moneybox launched its first convenience ATM in June 1999. At 30 June 2004, Moneybox operated 2,665
ATMs in theUK, 168ATMs in theNetherlands and 388ATMs inGermany. That number has risen to 2,800
on 25 November 2004. In the UK, over 400 customers at more than 1,700 sites use Moneybox’s cashless
payment and access control systems.

Moneybox deploys ATMs at points of convenience, with consumers paying a convenience fee per cash
transaction. This enables the ATM to be located in places that do not attract enough cardholders to support
a traditional cash machine, promoting consumer choice and wider accessibility to their cash.

The Moneybox ATM estate comprises owned and operated fully managed ATMs, merchant replenished
ATMs and ATMs that are managed on behalf of financial institutions.
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4. Description of the ATM market

4.1 Historically, the major deployers of ATM cash machines in the UK have been financial institutions:
most of the major banks and building societies have built extensive proprietary networks of ATMs over the
last twenty years and these still account for the overwhelming bulk of ATM transactions by value. More
recently, however, changes in the market have encouraged the rapid growth of independent ATMdeployers
(IADs), whose (usually) sole activity is the management and servicing of ATM machines.

4.2 All of these deployers are members of the branded LINK network, which itself is owned and
controlled by the major banks and building societies. LINK organises and regulates the central switch
facility, which allows so-called “shared transactions”, that is ATM transactions where the card issuer and
the ATM owner are diVerent. Customers can therefore withdraw cash not just from machines owned and
operated by their own bank but also from any ATMmachine in the LINK network, regardless of its owner
or operator.

4.3 The LINKnetwork sets amultilateral interchange fee (MIF), which applies to any shared transaction
and is paid by the card issuer to the owner of the ATM used for the withdrawal. The level of this MIF is
determined each year according to the anticipated cost of maintaining the LINK network, divided by the
anticipated number of ATM transactions.

4.4 The MIF is therefore a fixed charge payable on each transaction, regardless of its size and value, or
the circumstances of the individual cardholder. The only variable in the determination of the MIF payable
relates to the location of the ATM: the fixed charge payable is set at one level (currently approx.19p) for a
“branch” location, and at a higher level (currently approx 30p) for a “remote” (ie non-branch) location.

4.5 The agreements between the various banks and building societies which govern the operation of the
LINK network were initially put together in 1999 and 2000, when under pressure from the DTI, and
following a critical report by the Financial Ombudsman Don Cruikshank, the major banks agreed to drop
proposals to charge additional direct fees to cardholders using ATMs not owned by their card issuer.

4.6 The principal objection raised by opponents of direct charging was that it would eVectively allow the
banks to charge twice for the same service (so-called “double-dipping”.) One of the key terms in the revised
arrangements was therefore a proviso that, asmembers of LINK,ATMowners could either receive theMIF
or make a separate charge for a withdrawal—but not both.

4.7 These agreements were subsequently granted exemption fromCompetitionAct strictures prohibiting
anti-competitive agreements among monopoly service providers. Exemption was granted on the arguments
(i) that the LINK network was in competition with the banks’ proprietary networks, (ii) that the sharing of
costs of providing a universal ATM network would have the eVect of increasing the number of ATMs
available to individual card holders, and (iii) that the methodology used to calculate the MIF would tend
to encourage individual LINK members to pursue eYciency savings in their ATM operations.

4.8 However, the consequence of these agreements has paradoxically been to encourage the major banks
and building societies to reduce their ongoing investment in remote ATMs, as there is no longer any
commercial benefit in deploying and maintaining machines, which generate low transaction volumes. And
equally perversely, the methodology of calculating the MIF has indeed encouraged eYciency savings, but
by incentivising banks to prune the numbers of low revenue generating ATM machines, most of them in
remote locations.

4.9 These developments have created a gap in the ATM market for machines in convenience locations
where customer traYc is too low to support a bank machine solely dependent on the MIF. A fast growing
new generation of independentATMdeployers (IADs) has sprung up to fill the service gap left by the banks.
Moneybox plc, which only began its operations in 1999, has become one of the leading companies in the
IAD sector.

4.10 IADs make a direct charge to customers who make withdrawals from these machines and do not,
under LINK rules, receive any MIF from the cardholder’s issuing bank. Moneybox typically makes a flat
charge of either £1.50 or £1.75, depending on the type of location and the nature of any rental payment to
the owner of the location. The average value of a withdrawal in 2003 was £50.

4.11 The principle of ATMs making direct charges to customers for access to their funds has recently
attracted adverse publicity, not least because the number of charging machines has grown very rapidly,
rising from nil in mid 1999 to over 20,000 today. As such, charging ATMs now account for nearly 40% of
all ATMs deployed—and that percentage figure looks set to reach 50% by the end of 2006.

4.12 What is not so often noted however is the fact that the percentage by value of transactions accounted
for by chargingmachines is, as one would expect, very significantly lower. Far from approaching 40%, latest
available annual figures (for 2003) showed that charging machines accounted for only 3% of all ATM
transactions by value, and it is estimated that this figure will have increased only very slightly in 2004.

4.13 Nor has the growth of charging machines had the eVect of reducing the number of “free” ATMs.
The total number of bank-owned ATM machines has grown steadily in the last four years, from 30,000 at
the end of 1999 to nearly 33,000 at June 2004. The average number of transactions per bank machine has



9940725027 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 127

also continued to increase, and at a faster rate than for charging machines. This suggests that charging
machines are in no way driving out “free” machines: on the contrary, all the evidence suggests that they are
supplementing the existing “free” national network.

4.14 The principle of charging for access to funds through IAD cash machines is predicated on the
argument that the installation of suchmachines provides customers with additional choice. Since the volume
of transactions generated in a typical IAD “convenience” location would be too low to support a bank
machine, without charging theATMwould not otherwise exist. The customer can choose to use themachine
or not—and he or she can also choose to travel to a “free” machine.

4.15 There is a degree of public concern about the possibility that banks are choosing to pass their low
volume remote machines on to IADs who operate a charging model, and that this amounts to a “betrayal”
of their customers. Whether banks should be closing low volume remote machines to save costs is an issue
for them—but from Moneybox’s perspective, the customer wins if the alternative is no machines at all in
those locations.

4.16 Moneybox has limited experience of acquiringATMs. Its only suchmove to datewas the acquisition
of 50 machines formerly operated on forecourt sites by Abbey Plc. All were lossmaking on the MIF model
and Abbey’s original intention was to close them all down. However, Moneybox acquired the portfolio (for
£1.1 million, which reflected only their written down asset value) and converted them to a charging model.
As a result, those machines remain available to customers who want to use them—and a lot clearly do
because the volume of transactions is nearly 50% of the level when they were “free”.

4.17 The economics of operating ATMmachines in remote locations and with low transaction volumes
are graphically illuminated by the data for the volume and value of transactions, collected and published
by APACs every year since the early 1990’s. In 2003, the total value of ATM transactions by bank and
building society (BBS) machines was £140.6 billion. The comparable figure for IAD machines was
£3.6 billion.

4.18 The average BBS cash machine therefore handled transactions with a value of just under
£4.5 million, while the equivalent average figure for an IAD machine was only £250,000. The average
number of cash withdrawals per day for a BBS machine was 196, but only 15 for an IAD machine.

4.19 The evidence suggests that customers are in practice prepared to pay a relatively modest charge for
the convenience, and increasingly, the security oVered by many IAD machines. And this strongly suggests
that they value the choice.

5. Summary—How Fees Operate

5.1 The costs of ATMs operated by members of the LINK network were estimated at approximately
£1.2 billion in 2003. Interchange fees relating to withdrawals spread these costs among the various banks
and building societies in relation to where individual transactions took place.

5.2 Banks with significant numbers of cards in issue, and whose customers frequently use other banks
ATMs, pay out significant sums annually to other members of LINK who may have extensive ATM
portfolios and, relatively, fewer cards in issue. In eVect, the basis of LINK’s charging regime makes this
overall a zero sum activity—net payers are balanced by net receivers and, eVectively, banks with extensive
ATM portfolios (and significant numbers of “remote” machines) are the gainers.

5.3 However, the annual sums generated by interchange fees are dwarfed by the much larger value of
consumer transaction fees generated by ATM transactions. With over 200 million separate transactions
every month, many individual customers place themselves in circumstances where the banks are able to levy
a fee whose size and impact completely dwarfs the 19p (or 30p) interchange fee applied to the transaction.

5.4 Recent authoritative industry estimates suggest that up to 10% of all ATM transactions trigger a
customer transaction fee, usually because the customer either accidentally creates an unauthorised
overdraft, or because the customer’s balance exceeds an agreed overdraft limit. Most banks make an
immediate charge of £25 or £30 in these circumstances, and continue tomake similar charges on a daily basis
until the account is brought back into compliance.

5.5 There is no advice to the customer using an ATM machine that a transaction fee of this nature will
result from his withdrawal, and indeed in many cases will exceed the amount of the withdrawal.

5.6 This lack of transparency is in complete contrast to the Code of Practice adopted by IADs. The
technology exists for customers to be advised of any indirect charge consequent on the withdrawal
transaction, in the same way as the IAD’s direct transaction charge.

5.7 Given the number of ATM transactions each month, and the size of the penalty fees, the sums
generated for the card issuing banks are simply staggering. Based on an assumed 5–10% of transactions
generating an average fee of £25, banks would be generating monthly transaction fees of around
£500 million, ie annual income in the region of £6 billion.
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5.8 These and other fees in respect of unauthorised overdrafts (our calculation ignores the additional
benefit of “unauthorised” overdraft interest rates, which often approach 30% and are charged on
outstanding balances in addition to transaction fee penalties) are used byBanks to subsidise the general costs
of current account transactions.

5.9 Naturally the banks argue that these fees are necessary to cover their additional costs involved in
unauthorised lending, in particular related bad debts and other write oVs. However, whether or not these
charges fairly reflect the costs of the transgressions, it should be noted that every ATM transaction is
eVectively authorised by the card issuer before the customer is able to withdraw cash—so in a very practical
sense, every “unauthorised” overdraft created by such a withdrawal has been eVectively pre-authorised and
is capable of pre-notification through the ATN systems. This software determines the screen sequence on
theATMs that advises the chargemade by IADs but although it has the capability does not advise the charge
made by card issuers.

5.10 In the context of these hidden billions in both interchange fees and customer transaction charges,
the fees charged by IADs are tiny in relation to the sumswithdrawn. Evenmore importantly, they are totally
transparent to the customer at the point of withdrawal.

5.11 As explained above, IADs are bound by the rules of the LINK network to receive only one of two
possible forms of income—either the fixed rateMIF or a transaction fee (usually £1.50 or £1.75), whichmust
be agreed and authorised by the customer during the withdrawal process. In relation to an average
transaction value of £50, this equates to an average charge of 3% to 3.5%.

5.12 This fee is charged to the customer through a deduction from his account made by the card issuer
bank at the same time as the account is debited with the cash amount withdrawn. The card issuer bears zero
cost from the transaction, since no interchange fee is payable to the owner of a charging ATM.

5.13 The total gross value of all IAD transaction fees is currently approx £120 million on an annualised
basis. This reflects the very low average number of transactions (compared with “bank” ATMs) accounted
for by the typical “remote” ATM operated by an IAD.

5.14 Costs of these ATMs are also significantly higher than for bank-owned “branch” machines—not
least because the transaction fee has normally to be shared with the owner of the “host” location. Other
significant areas of cost include depreciation, servicing and maintenance costs, telecommunications and
alarm costs, insurance and, in most circumstances, costs of cash in transit to restock the machine and the
borrowing costs of the cash itself. Moneybox calculates that its average retained element of profit per
transaction amounts to less than 15p.

5.15 Over the last five years, Moneybox has invested a total of £17million in capital costs of setting up
its current national network of ATMs. It has also invested heavily in the infrastructure and people required
to create a successful business. This has not produced super-profits to Moneybox and its shareholders:
reflecting the fact that we are a start-up business, we have made losses every year since commencing
operations in 1999 and floating the business in May 2004.

6. Observations of Moneybox plc on the Issues Raised by the TSC

6.1 The TSC has invited interested parties to make observations on three issues of particular interest to
the Committee, namely

— The principle of charging per se, and the factors underlying the growth of charging machines.

— The transparency of charges and the enforcement of any relevant codes.

— Whether lack of access to free machines may cause problems in certain localities.

The principle of charging

6.2 This submission has already dealt in some depth with the factors, which lie behind the rapid growth
in recent years in the numbers of charging machines operated by IADs. It is the case that 40% of all ATMs
are now charging machines, and at the current rate of growth, that figure will probably reach 50% before
the end of 2006.

However, considerably less emphasis is placed on the fact that the number of “free” ATMs operated by
members of LINK is also growing, and currently stands at an all time high of over 33,000. Despite the highly
publicised occasional disposal of “remote” ATM portfolios by individual banks, there is at least no
statistical case for the assertion that the banks are “betraying” customers by curtailing the availability of
non-charging or “free” ATMs.

On the contrary, virtually all of the 22,000 plus ATMs operated by IADs and mostly on a direct charging
model, are new ATMs installed in locations where transaction volumes would be insuYcient to support an
ATM solely dependent on interchange fees. Charging ATMs therefore increase choice to customers and the
growth in their numbers is driven by customer demand.
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Even so, customers use them only in situations where the value of the convenience or security they oVer
is deemed to beworth the direct cost to the customer. Asmentioned above, most customers have no diYculty
in making a simple calculation of convenience versus cost and none of us need to be surprised that 97% of
all ATM transactions by value are made via “free” machines.

Moneybox has strict criteria for investing the significant capital cost of putting a new machine in a
convenience location. These largely relate to expected transaction volumes and the nature of the
arrangement with the owner of the “host” location. Unless the new machine is sited in an area where
customerswill find it convenient to use andwill therefore be prepared to pay amodest charge for that benefit,
our business model cannot support it.

This is despite the fact that, as specialists with a clear and narrow focus, IADs in general are far more
eYcient than banks in actually running and maintaining portfolios of ATMmachines. But IADs receive no
payment at all, under the present LINK arrangements, from the issuing bank whose customer withdraws
cash from a charging machine. If the IAD were to receive a payment, fees charged directly to the customer
could be reduced.

And more than that, if that payment were set at a level, which positively discriminated in favour of
vulnerable groups or low-income individuals, the direct fee could be waived completely. Remember, the
customer does not pay a direct fee at the point of withdrawal, it is calculated on each individual transaction
and charged to his bank account at the same time as it is debited for the funds withdrawn.

Customer charges made by IADs have to be set at levels high enough to allow them a financial return.
But there is no immutable rule that says that they should be the sole source of an IAD’s income. The LINK
network is the monopoly supplier of switching in the UK and is owned and controlled by the major banks.
That control of LINKhas created an interchange fee structure, which excludes IADs and eVectively dictates
the level of their direct charges to customers.

Transparency of charges

6.3 Transparency of these charges is a paramount concern to the operators of charging machines, and is
closely governed by the rules of LINK. Every machine carries a sign saying “This machine may charge you
for LINK cash withdrawals” and every transaction involves a screen message warning the customer of the
exact charge which will be levied, and requires the customer to positively authorise it before the withdrawal
can be completed.

This situation, itmay be pointed out, is in direct contrast to the situation regarding “free”machines, where
card issuers have the opportunity to recoup their costs by way of account charges, special transaction fees,
overdraft penalties or a combination of all three.

Despite the existence of inexpensive software with these capabilities, no bank ATM is currently
programmed to advise customers of the charging consequences of any individual withdrawal. Again, this is
in direct contrast to the position with charging machines operated by IADs, who follow a strict Code of
Practice (laid out in the relevant section of the Banking Code), which demands their compliance in fully
disclosing all charges in advance.

AtMoneybox, we take our responsibilities under the Code of Practice very seriously. All of our machines
carry the external sign warning that there may be a charge, except for some non-charging machines, which
we operate and maintain on a contract basis for third parties. And the final stage of every withdrawal is a
screen requiring the customer’s positive acknowledgement that he is aware of the specified charge and
accepts it.

Low-paid and vulnerable customers

6.4 This code of transparency means that no customer can be unaware of the direct cost of his
withdrawal. In the case of Moneybox, this is usually £1.50 or £1.75, a level set to cover costs of operation
or servicing, and generate an adequate return of capital.

For the relatively disadvantaged and the lowly paid in society, this level of charge could in certain
circumstances represent a significant deduction from their limited funds. Moneybox accepts that for some
customers it may be a serious deterrent to their use of an IAD machine. And customers wishing to make
frequent or small withdrawals are likely to take a diVerent view of the value of conveniencewhen considering
whether or not to use a charging ATM.

However, while a fixed chargemay be deemed regressive in its impact on the lowly paid, there is no reason
to assume that such customers behave irrationally when faced with the prospect of a charge. Like other
customers, they make withdrawals, which are large enough to absorb the fee without inordinate costs. As
explained above Moneybox’s, average transaction value is £50 and in practice few withdrawals of less the
£20 are made.
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Widening the issue there is clearly a school of thought, which will argue that, in a UKmarket where soon
50% of all ATMs will follow a charging model, the relatively less aZuent should not be denied the benefits
of being able to use conveniencemachines. This particularly applies to themillions of pensioners and benefit
recipients who have been encouraged by the Government to operate low cost banking accounts through
which their benefits are paid.

Moneybox would actively support any measures, which made its machines more attractive to a wider
range of potential customers, provided that the mechanism used did not unfairly disadvantage its business.
Indeed,Moneybox takes the view that the current rules operated by the LINKnetwork clearly disadvantage
significant segment of society, including the lowly paid and customers in rural or other remote locations
which are poorly served by the traditional banking branch networks.

7. Moneybox Proposals for the Committee’s Consideration

7.1 In Moneybox’s view, the current rigid formulae whereby banks’ individual ATM costs are pooled
and then re-distributed via interchange fees, are by definition anti-competitive

7.2 The rules of the LINK network also operate in ways, which prevent the IADs from competing
eVectively in the mainstream market for ATM withdrawals. The MIF is set by the LINK cartel on a cost
recovery basis. This produces a low figure, which reflects the banks’ preponderance of high transaction
volume “branch” machines and handpicked high footfall remote locations. The result is that no IAD
operating a low transaction volume ATM in a “remote” location can possibly make an adequate return on
a “MIF only” charging model.

7.3 The only alternative for IADs is to make a direct charge to the customer and forego the MIF, which
has the perverse eVect that there is an immediate benefit of the customers’ card issuer who then bears none
of the cost of the cardholder’s withdrawal at all! The banks and building societies who control the LINK
network have, as result of this MIF structure, in eVect shifted the costs of operating “remote” ATMs onto
IADs, leaving customers who value the convenience of non-branch locations to pay for that privilege.

7.4 This gives the Banks a free ride but may not be quite what the OFT had in mind when granting
Competition Act exemption to the LINK network in 2001. The arrangements put in place then to satisfy
the OFT have been overtaken by other developments in the ATM market, in particular the emergence of
IADs. The LINK network’s over rigid management of charges via the MIF has produced consequences,
which, Moneybox believes, are less than desirable.

7.5 Most importantly, it seriously disadvantages those sections of the community who can least aVord
to pay direct charges (such as OAPs, people on benefit or the lowly paid) or who have diYculty in accessing
“free” machines in branch locations (such as people who live in rural or outlying suburban areas). These are
exactly the groups who have suVered in the past from financial exclusion, and represent customer groups
not highly valued in banking parlours.

7.6 Their needs could easily and simply be accommodated if the banks were prepared to entertain a more
flexible structure of variable interchange fees, reflecting the status and aZuence of individual customers.
Moneybox sees no reason why interchange fees should be identical on every type of customer account.What
it does see a need for is greater transparency so that customers know what they are being charged indirectly
by their card issuer and why.

7.7 Nor, inMoneybox’s view, is there any logical case for insisting on the strict prohibition on combining
direct charging and interchange fees, when a mixture of charging methods could be used to produce
desirable outcomes which would benefit disadvantaged sections of the community. For example, the MIF
applied in the case of low cost banking accounts to transactions below a floor level of say £25 could be paid
at a level which would allow IADs to significantly reduce direct changes to those customers.

7.8 The ban on anyATMoperation receiving both an interchange fee and a direct change to the customer
was introduced by LINK to eliminate so called “double dipping”. However, the objection to “double-
dipping” related to the quite reasonable antipathy to banks charging twice for the same service.Moneybox’s
proposal would do no more than transfer part of the cost of accessing a remote ATM away from a direct
charge on the customer and back to where it should belong, as a service cost to be borne communally by
(and shared fairly with) the owners of the LINK network.

7.9 It is an incidental benefit that this approach would also provide a useful mechanism for positively
discriminating in favour of lower-income customers. Though largely neutral in terms of revenue and profit
for IADs, it would encourage more transactions at convenience locations and, through ATMs located in
local convenience stores, would allow consumers greater access to cash in local communities.

7.10 The technology, both hardware and software, to support this approach is already available and
would be inexpensive to implement. Moneybox would urge the TSC to press the LINK network to explain
why such a structure would not be both possible and desirable.

6 December 2004
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Letter from the Chairman of Moneybox plc to the Chairman of the Committee

Thank you for givingme the opportunity to appear on behalf ofMoneybox Plc before the Treasury Select
Committee at yesterday’s hearing. You ended our session by saying it had been a useful opportunity to
discuss the issues and we certainly covered a wide range of them.

I didwant to take this opportunity to assure you and the Committee thatMoneybox Plc is fully committed
to addressing the transparency and signage issues raised by you and your colleagues. We have told you that
we are happy to sign up to the Banking Code provisions and will report back to the Committee when we
have done so.

As a point of information, and to clear up amatter which seemed to be of interest to you, I would also like
briefly to explain the reasons whyMoneybox voted against the resolution on transparency at the meeting of
LINKmembers held on 12 December 2004. My industry colleagues can of course speak for themselves, but
I would be surprised if they did not share the opinions I am about to express.

Our objection was to the passing, with minimal notice and no proper discussion, of a motion which called
for significant and expensive additional signage on chargingmachines only. By the open admission of LINK
oYcials, its main purpose was to head oV expected criticism of LINK at the TSC hearing on 21 December.

I would like to repeat that we have no objection to providing our customers with clear, visible and
properly displayed information about both the fact of charging and the level of charges applied. We were
not even complaining about the fact that the new measures, which have to be introduced within the next six
months, will cost Moneybox approximately £400,000.

All we ask is that LINK should apply the same standards of transparency to their full membership by
activating the capability built into all LINK software to inform customers of any customer charges resulting
from any cash withdrawal. For example, if a withdrawal from an ATM is about to create an overdraft that
has not been agreed, then the LINK system is designed to . advise the customer of the fee (£30 formost banks
and £25 for Nationwide) and give the customer the choice not to proceed. This advice is designed to take
place at the same point that a surcharge fee is advised. These fees are a considerable and avoidable cost to
consumers running to an estimated £1.5 billion a year. If consumers had such advice then an extremely high
cost could be avoided and leave themwithmore money to draw out from ourmachines! Not unsurprisingly,
the advice process has not been turned on.

Our main objection, as you know, is to the “direct charging rule,” originally introduced to prevent
“double-dipping” but now operated by LINK to prevent IADs from receiving the interchange fee. In eVect,
this allows the Banks to completely wash their hands of the costs of operating ATMs in remote and
disadvantaged urban locations, saving that industry an annual sum which significantly exceeds the oft-
trumpeted cost of operating “low-cost” bank accounts. We would be prepared to undertake to lower our
charges to the extent of any interchange fee we receive.

With voting power within LINK allocated in accordance with total transaction value, the combined
voting power of the IADmembers adds up to 1%.As you discovered, four or fivemajor Banks can determine
any issue raised at LINK’s council meetings. Whether or not they invite consumer groups to attend, (and
judging byMrCrosby’s reaction to the suggestion, I will be surprised if they do!), will not change that reality.

If there is anything else which we could do to help the Committee with its deliberations, I would be happy
to hear from you.

2 February 2005

Memorandum submitted by the National Consumer Council

Cash Machine Charges Inquiry

The National Consumer Council welcomes the opportunity to submit evidence to this inquiry. Our
consultation pack Why the poor pay more . . . or get less? highlighted the fact that in accessing basic goods
and services, people from low-income and vulnerable groups get a worse deal from the market compared
with other consumers. Cash machines are another example of where the poor pay more. This is clearly an
unacceptable and unjust situation, and we are encouraged by the attention that the Committee is giving
the issue.

Fee-charging cash machines should not be introduced as an alternative to free cash machines. Providers
of fee-charging machines have said that the charge is a payment for the convenience of the service, and that
in some circumstances they provide a service where there would otherwise not be one. However, in areas
where there is no free alternative means of withdrawing money, this becomes an issue of access, not
convenience. For consumers on low-incomes the charge can be a barrier to accessing cash because they
cannot aVord the extra £1.50 average fee. The absence of free access to cash in some areas raises the question
of whether there should be a social obligation on banks to ensure adequate free provision for all of their
customers including those in areas with low footfall. As a minimum banks should be required to carry out
a social impact assessment before they can remove a free machine.
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Consumers using fee-charging machines pay an average of 7.5% in charges for a £20 withdrawal. Low-
income consumers tend to manage their money on a daily basis, and are likely to make smaller withdrawals,
resulting in average charges of 15% for withdrawing £10. This is an unacceptable and unaVordable amount
of money to pay for a service that is free to consumers who can access non-charging cash machines. Where
a charge is levied it should be proportionate, and controls should be put in place to ensure that charges are
reasonable. It is unjust for consumers withdrawing £10 to pay 15% in charges, when people withdrawing
£100 only pay an average of 1.5%. We have been unable to find data that maps the number of free and fee-
charging cash machines across the country. This information would enable easy identification of
communities that are disproportionately aVected by the absence of free machines and the dramatic increase
in the number of fee-charging machines.

Government policies, including the move to direct payment of benefits and the push for greater financial
inclusion have resulted in many low-income and vulnerable consumers, having access to cash machines for
the first time. If these policies are to succeed it is important that these groups of consumers do not incur
financial penalties as a result of being involved in the banking system. We accept that there is free access to
cash for many through remaining local bank and Post OYce branches, and there are cash machines that
provide free access. However, for consumers on the periphery of society, particularly those living in urban
deprived and rural areas, where these services have been reduced or withdrawn, there may be limited free
access to cash. Future bank branch closures, where free cash machines tend to be based, are likely to
exacerbate this problem. Lack of free cash machines in certain areas is also a problem for low-income
consumers who are unable to visit a Post OYce or bank branch because they are at work.

We are concerned that consumers new to using ATM machines might be unaware that free cash
withdrawals are available to them. Current labelling requirements do not deal with this issue. External
labelling on charging ATMs informing consumers about the fee levied is not always positioned where the
service user is most likely to see it. Charge notification onATMscreens appear quite late into the transaction
process, making external labelling more significant, as it can save consumers time, eVort and sometimes
embarrassment. More eVective and obvious labelling is required.

We are concerned at the way that the cash machine market is moving, with the increase in fee-charging
machines and some banks disposing of their non-branch based machines. It is important that free access to
cash machines is maintained for all consumers as a means of promoting financial inclusion. Fee-charging
machines should have better, more visible, labelling and fees should be more reasonable.

We hope that the committee finds our views of interest.

7 December 2004

Memorandum submitted by the National Federation of SubPostmasters

The National Federation of SubPostmasters (NFSP) represents the interest of 16,000 subpostmasters
throughout the United Kindgom. Sub post oYces make up 95% of the national network of post oYces and
are run by private business people, subpostmasters.

2. Post Office Network

The post oYce network is the largest retail branch network in theUK.With 16,000 outlets it is bigger than
the major bank and building society networks combined. Post oYces oVer a range of 170 diVerent postal,
government and commercial services. One of the network’s key services is access to cash. The Post OYce is
the UK’s biggest cash distributor, handling £140 billion every year.

24 million people make 41 million post oYce visits a week. Although nearly everyone uses a post oYce
from time to time, post oYces are most frequently used by the more vulnerable members of society.
Disproportionately high numbers of women, older people and people on low incomes use post oYces. Post
OYce Ltd estimates that around 48% of their customer based comes from the C2DE socio-economic group.
In 2000, theGovernment’s Performance and InnovationUnit reported that 59% of the post oYce customers
are female and nearly 40% are aged 55 or over.1

3. Direct Payment

The Government’s Direct Payment programme is altering the way in which many post oYce customers
access cash at post oYces. Direct Payment, which began in April 2003, is a phased programme, which
radically changes the state benefits and pensions payment system. Prior to 2003, two-thirds of benefits were

1 Interchange fees are the fees paid by a card-issuing institution to the owner of the ATM which provides the service to their
customer.
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paid to claimants by order book or girocheques that were cashed over the post oYce counter. Claimants are
now asked to receive their entitlements electronically by payment straight into an account. TheGovernment
argues not only that Direct Payment is a cheaper method of paying state pensions and benefits, but also that
it will boost financial inclusion. In a letter to all MPs, Patricia Hewitt (Secretary of State for Trade and
Industry) and Andrew Smith (the Secretary of State for Work and Pensions) confirmed their view that
“Direct Payment will help spread financial inclusion by increasing the number of people who have bank
accounts and giving them opportunities to benefit”.2

At the point the Direct Payment programme was explained to parliament in April 2000, the Prime
Minister assured MPs that “no one will be prevented from continuing to receive benefits in cash at the post
oYce”. Stephen Byers, then Secretary of State for Trade and Industry, clarified that under the new system
“all benefit recipients and state pensioners who want to will be able to access the exact amount of their
benefits in cash across the counter at the post oYce, without incurring a charge for doing so.”3

There are three main options for the receipt of pensions and benefits under Direct Payment:

(i) The Post OYce card account, which can only receive benefits and state pensions. Withdrawals can
only be made in cash at post oYce counter.

(ii) A basic bank account, available through the high street banks, which enables account holders to
make deposits, pay bills by direct debit and access cash via cash machines. There are no overdraft
facilities and basic bank accounts have been specifically targeted at people on low incomes.

(iii) A current or savings account at any bank or building society. This option generally includes cash
machine access.

The Government has been particularly keen that people choose to have their benefits paid through bank
accounts, rather than via the Post OYce card account. The debate over whether the three options have been
equally presented by the Department for Work and Pensions (DWP) to claimants has been well
documented.

By September 2004, 77% benefits claimants were paid some or all of their benefits by Direct Payment. A
total of 4.5 million of those who have been asked to switch from order books and girocheques to electronic
payments have opted for Post OYce card accounts. Around 6.5 million have given the DWP their bank
account details.4

4. Access to Cash at Post Offices

4.1 Over the counter

Research carried out in 2001 found that 23% of residents in rural areas obtain cash from the Post OYce.5

In urban deprivated communities, post oYces were themain source of cash, with 38% of residents obtaining
cash from the Post OYce.6

In the three years since this research was published, the Government has introduced its Direct Payment
programme. At the same time as the introduction of Direct Payment, Post OYce Ltd launched Universal
Banking Services. Under Universal Banking Services, UK post oYces provide the public with free access to
their current bank accounts and basic bank accounts over the post oYce counter.

Universale Banking Services arose out of negotiations between the Government, Post OYce Ltd and the
high street banks. It is designed to ensure that in the wake of the Direct Payment programme benefits
claimants could still access their payments at post oYces. Universal Banking was also heralded as a new
income stream for the post oYce network, following the removal of the benefits encashment revenue. Prior
to Direct Payment, 40% of Post OYce Ltd’s income derived from cashing order books and girocheques.

However,NFSP is seriously concerned that 20months after the start ofDirect Payment, PostOYce access
to bank accounts is in fact very limited.

2 These figures have been provided to APACS by its members. It is possible that this figure might diVer slightly to that reported
by LINK as a result of data being provided at diVerent times.

3 Source: 2001 Census, [postcode headcounts].
4 The Direct Payment Programme, introduced by the Government in 2003, relates to the payment of benefits and pensions
directly into a bank account or a post oYce card account, replacing the benefit book system.

5 Financial Overcommitment, research study conducted for Citizens Advice by MORI, July 2003.
6 DWP leaflet on direct payment, Direct Payment—giving it to you straight.
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4.1.1 Current accounts

Although access to bank accounts at post oYces is popular with the public, a significant number of current
accounts remain unavailable at post oYces.

The banks listed below allow their current account customers to carry out automated transactions using
their bank cards and PIN numbers:

Automated cash Automated balance Automated cash
withdrawal enquiry deposit

Alliance & Leicester Yes Yes Yes
Bank of Ireland Yes Yes Yes
Barclays (England & Wales only) Yes No No
Clydesdale Bank Yes Yes Yes
Co-operative Bank Yes No Yes
Lloyds TSB Yes Yes No
Smile Yes No Yes

Cahoot and First Direct (Scotland only) provide their customers with access to manual transactions via
the Post OYce. However, manual transactions are more cumbersome and require account holders to bring
cheque books and personalised paying in slips from their banks to access these services.

Critically, three major banking groups—HSBC, Halifax Bank of Scotland and Royal Bank of Scotland
Group—do not oVer any Post OYce access to their current accounts. This is of enormous concern to NFSP
as it seriously undermines the ability of the post oYce network to oVer anything like a comprehensive
banking service to the public. NFSP fears that the relunctance of thesemajor banks to work with Post OYce
Ltd could jeapordise the long-term future of the post oYce network.

4.1.2 Basic bank accounts

Basic bank accounts are billed as “particularly suitable for meeting the needs of people receiving state
benefits”.7 Government communications with claimants switching from order book and girocheque
payments to Direct Payment have emphasised the availability of this type of bank account.

Benefit claimants and pensioners are traditionally heavy users of post oYces. However, NFSP is seriously
concerned that 70% of basic bank accounts are not accessible over the post oYce counter.8

4.2 Cash machines

A total of 2,493 post oYces have cashmachines. This represents 16%of the wholeUKpost oYce network.
Of the total number of cash machines available at post oYces, 1,856 (74%) charge fees.9

NFSP supports the principle of providing cash machines at post oYces to supplement the free over the
counter service. Cash machines oVer customers an important alternative method of accessing their bank
accounts. Advantages can include speed (not having to queue) and availability (may be available when post
oYce counter is closed). In addition, some customers may prefer to carry out their banking transactiong via
a machine.

Cash machines at post oYces can also provide the customers of banks who have not signed up to Post
OYce banking, with local access to their accounts.

However, NFSP has concerns about charging the public to use cash machines situated in post oYces. A
major objective of developing Post OYce banking was to ensure that pensioners and benefit claimants could
still access their benefit payments at post oYces following the introduction of Direct Payment. Post OYce
banking was also introduced with the aim of providing the public with a local means of accessing cash.

Sincemost claimants and a significant proportion of all post oYce customers are people with low incomes,
charges on Post OYce based cash machines are likely to hit those using them particularly hard.

7 The Banking Review was announced by the Chancellor of the Exchequer in November 1998 and culminated with the
Cruickshank report, “Competition inUKBanking,” inMarch 2000. Its purpose was to examine competition, innovation and
eYciency in the UK banking sector and to consider whether there were options for change. Annex D4 of the Cruickshank
report covers charging and access to ATMs. It can be found on HM Treasury’s website: http://www.hm-treasury.gov.uk/
documents/financial—services/banking.

8 APACS 1999 ATM Survey.
9 www.oft.gov.uk/Business/Competition!Act/Decisions/LINK!Interchange!Network! Limited.htm
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That claimants using Direct Payment do not have to withdraw all their benefits in one go (unlike under
the order book and girocheque system) is promoted by Government as a particular advantage of the new
payment system. Moreover, people on low incomes are likely to wish to withdraw small amounts of money
at a time from cash machines, since this make financial management easier. However, withdrawals of small
sums lead to customers paying frequent bank charges at a high proportion of the sum withdrawn. For
instance a £2 charge on a £20 withdrawal is 10%. On a £10 withdrawall it is a shocking 20% levy. Such fees
are financially crippling for many people on low incomes.

5. Choice

Post oYces have important roles in providing local access to cash. Research strongly shows that people
frequently spend cash locally to the place they access it.10 In this way Post OYce banking supports local
shops, services and other businesses.

The ability to acess cash locally, is also essential for the social inclusion of many of the most vulnerable
members of society. People with mobility problems, older people, those unable to access transport, people
on low incomes and rural residents are most likely to need local access to their cash.

NFSP believes that everyone should have the choice of withdrawaing cash locally from the Post OYce.
However, very large numbers of the population are unable to do so, either because they do not hae the
“right” bank account for the free over the counter access or because they are unable to aVord charges on
ATMs.

NFSP holds that all the major high street banks should oVer a comprehensive service for their current,
basic and business account holders at post oYces. In the absence of this free over the counter service, it is
all the more essential that cash machines in post oYces do not levy fees for their users.

6. Conclusion

Post oYces are now set up so that they can provide the public with free local access to cash. This important
service helps secure the economic and social well being of local communities.

Under the Direct Payment programme the Government has steered benefits claimants and pensioners
towards the high street banks, partly in order to promote financial inclusion. However, as a limited number
of bank accounts are accessible over the post oYce counter, and increasing numbers of cash machines levy
charges, serious questions must be asked about the Government’s ability to meet their financial exclusion
objectives.
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Memorandum submitted by Nationwide Building Society

Introduction

1. Nationwide Building Society is the UK’s fourth largest mortgage lender, second largest savings
provider, and seventh largest high street financial organisation. We are also the world’s largest building
society, with more than eleven million members.

2. Nationwide is a member of the LINK network. The Society has 2,333 ATMs, of which 958 are in our
branches. Our 1,375 non-branch, or “remote”, ATMs are located in:

Petrol Stations 327
High Street Retail 280
Supermarkets 230
Post OYces 155
Convenience Stores 129
Other sites (including airports, agencies) 116
Railway Stations (LU) 55
Shopping Centres 49
Hospitals 32

Nationwide does not charge customers a fee for cash withdrawals at any of our ATMs.

3. Nationwide is proud of its record of promoting transparency, honesty and fairness across the financial
services industry and we have for some time been advocates of greater clarity and fairness in the cash
machine network. The Society welcomes the Committee’s inquiry into charging cash machines and is
pleased to submit evidence to it.

The Principle of Charging

4. Nationwide believes that the provision of a network of free cash machines represent best practice,
whether they are located at bank or building society branches, or in “remote” locations such as railway
stations or shopping centres. All Nationwide’s cash machines are free, and the Society remains committed
to retaining a viable network of free cash machines in the UK.

5. Nationwide has a history of campaigning for a free cash machine network. In 1999–2000, Nationwide
successfully fought to retain fee-free cash machines in the UK when its threat to sue Barclays forced the
bank to abandon its plans to introduce a charge for customers of other organisations using Barclays’ cash
machines.

6. In 2003Nationwide’s campaign led to agreement being secured amongmembers of LINK to introduce
the requirement for machines charging a fee to warn consumers in advance. This requirement came into
eVect on 1 April 2004 and since then all fee-charging machines have been required to carry a notice on the
machine or an up-front on-screen message warning customers “This machine may charge you for LINK
cash withdrawals”.

7. Since that time, the number of cash machines that charge customers to withdraw their own money has
grown at an increasing rate. Five years ago virtually all cash machines in the UKwere free. Today the latest
figures indicate that almost 20,000 charging machines are operating in the UK, more than 40% of the UK’s
network.

8. The rate of growth of fee chargingmachines has been very rapid, in comparison with the rate of growth
of free machines, which has slowed down almost to a standstill. LINK’s figures show that from end
December 2003 to July 2004, the number of charging machines grew by 29%, compared with overall growth
of free machines of just 0.3%.11

9. At present, charging machines handle a small proportion of transactions. However, this is likely to
change as the number of fee-charging machines increases, and as free machines are replaced by charging
machines. The majority of new machines being installed are fee-charging and if that rate of growth
continues, then fee-charging machines will outnumber free machines by this time next year.

10. Even though the proportion of ATM transactions on which a charge is levied is relatively small,
consumers pay a considerable sum in fees. The latest figures show that in the twelve months to September
2004 consumers made 98.8 million withdrawals on which a charge was paid, and paid around £141 million
in ATM fees. (This figure is rapidly increasing—we had previously quoted a figure of £64 million in ATM
fees for the period April 2003–March 2004.)

11 LINK figures: at end December 2003, 15,278 charging machines and 32,237 free machines; as of July 2004, 19,682 charging
machines and 32,350 free machines.
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11. Nationwide does recognise that charging machines have a role to play in some locations where it
might otherwise be uneconomic to install a machine. Nationwide makes ATM location decisions based on
a number of factors, primarily: population density, transport hubs, and facilities which create a demand for
cash. Small, isolated villages would often be considered diYcult areas to run a profitable ATM, as would
residential areas of towns or cities where there are few shops, cafes and pubs and so little consistent need
for cash. In such areas the Society would accept that there may be a role for a charging machine.

12. However, the Society is concerned that the definition of “convenience” has been stretched far beyond
its original intention. According to LINK, “convenience” machines are found “in locations that would not
normally justify the cost of installing a cash machine because fewer people are expected to use them”. The
locations where charging machines are found have multiplied, and they are now in busy motorway service
stations, shopping centres, petrol stations, bars, Post OYces, railway stations, hospitals and cinemas. In
some locations charging machines may even be found alongside free ones. Charging operators will describe
these locations too as “convenience”, but in such busy areas as a motorway service station or a main
shopping centre it would be diYcult to argue that a free machine would be unprofitable.

13. Indeed, a worrying trend for organisations like Nationwide which remain committed to maintaining
a free network of cash machines is the aggressive approach of the charging operators who seek to expand
their networks by taking over sites where banks or building societies currently operate free machines
profitably. Charging operators oVer the site owners financial inducements to replace free cashmachines with
charging ones. Inducements can be as much as 10 times the rental income, plus an increased margin on each
withdrawal. Nationwide has submitted, separately and in confidence, evidence of a charging operator
oVering such inducements to the owner of a site where Nationwide currently has a free ATM.

14. Nationwide believes that much of the growth of the charging network has been at the expense of the
customer, as free ATMs are replaced with charging ATMs to deliver greater profits. Nationwide has
submitted, separately and in confidence, evidence of sites where we supplied free ATMs profitably which
have now installed charging ATMs.

15. Another trend of concern to those seeking to protect free access to cash has been the conversion of
free machines to charging machines through the sale of the networks, or portions of the networks, of high
street banks. Both HBOS and Abbey have recently sold a portion of their free ATMnetworks to companies
whose machines charge a fee for withdrawals. In the case of HBOS, almost a quarter of its network has been
sold to the charging operator Cardpoint. Cardpoint confirmed in November 2004 that more than 250 of
those will start charging from March 2005.

Transparency

16. From 1 April 2004, LINK has required ATM operators to place a notice on fee-charging ATMs,
warning customers that they may be charged for LINKwithdrawals. The requirement says that a sign must
be clearly visible before a card is inserted into a surcharging ATM, either by physical notice on the machine,
or an up-front screen message.

17. Compliance with this requirement has not been consistent. Nationwide would like to see LINK
conduct random inspections to assess compliance and report non-compliance. Nationwide also supports
sanctions for persistent non-compliance, such as fines or disconnection of ATMs.

18. Nationwide would also like to see greater eVorts made on the part of LINK to inform consumers
about the rules governing transparency, and to publicise the means by which consumers can alert LINK to
examples of non-compliance.

19. Some operators appear to be flouting the spirit of this agreement by displaying warnings in a way that
makes them diYcult to spot. For example, notices are displayed in extremely small print, considerably
smaller than any other print used in signage on themachine; warning stickers or signs are of the same colour
as the machine’s background; notices are “hidden” on the side of the machine or low down below eye level.
Nationwide believes that inadequate signage constitutes non-compliance. A clear, unambiguous definition
of what is “adequate signage” is needed andNationwide has suggested that relating the size and prominence
of fee warnings to the size and prominence of other advertising and information is the best approach (see
our proposed Code of Practice).

20. Nationwide has argued that on-screen warnings alone tend to be inadequate, even where these are
up-front. By the time a customer sees an ATM screen, he or she may have queued for some time and may
feel “committed” to the transaction. In 2003 when LINK members were considering the introduction of
warnings on charging machines, Nationwide argued for a requirement to warn customers through a clear
notice on the machine and against the option of on-screen warnings, but this was not accepted by the
industry.

12 Research conducted for Nationwide Building Society in June 2004 using Marketing Sciences’ PanelWizard = survey. 1,038
adults were questioned.
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21. Nationwide research,12 conducted since LINK’s early warning requirement came into eVect, shows
that the current warnings on charging machines are inadequate. Almost one in five (18%) of those surveyed
had used a machine which charges, but a quarter of those (23.5%) had not seen any early warning before
requesting their cash. 97% of those surveyed thought that the visibility of warnings should be improved.

22. Nationwide believes that improved transparency is in the interests both of consumers and of the
industry. Consumers would clearly benefit from improved transparency and clearer information on
charging machines, enabling them to make an informed decision about whether or not to use a charging
machine. The industry would also benefit from giving consumers better information: it does the reputation
of the financial services industry no good at all to be unclear about charges and fees.

23. Consequently, in September 2004 Nationwide published a draft Code of Practice for charging cash
machines, which would build on the LINK agreement on early warnings. This proposed Code would help
ensure consumer awareness and transparency, and would promote fair practice among cash machine
providers.

24. The proposed Code of Practice is appended (appendix 1) for the Committee’s information. As the
Committee will see, it builds on the current agreement but would improve transparency in a number of
important ways:

— By linking the prominence of warnings to the prominence of other signage, to ensure that warnings
are clear.

— By including warnings on other signage and marketing material (for example, street signage for
in-store machines) to make clear at every stage that a machine charges so that customers cannot
be misled at any point.

— By giving advance warnings where a machine is to become charging where it was free, or where
charges are to increase, so that consumers who have previously used the machine are aware that
a change is about to take place. (The Banking Code requires subscribers to tell customers 30 days
in advance where day-to-day charges on their account are to be introduced or increased and we
believe the same principle could be applied where an ATM is to introduce or increase the charge
customers will pay.)

— By indicating a maximum acceptable fee, so that consumers know what they are liable to pay at
any charging machine and are reassured that fees are fair.

— By guaranteeing that consumers pay only for withdrawing cash and are not liable to pay a charge
on other transactions (eg balance inquiries).

25. Nationwide believes that this set of principles governing the operation of charging cash machines
could in the future be incorporated into the Banking Code as part of the section regarding cash machines.

26. The suggestion that a maximum fee should be set has been particularly controversial and concern has
been expressed that this might constitute a breach of competition law. Since our proposal is for a voluntary
agreement on what constitutes good practice, it is the Society’s opinion that this would not be the case. In
addition, Nationwide suggests that it could be possible for an arrangement to be put in place governing the
fairness of fees for cash withdrawals from ATMs by LINK under the supervision of the OFT. There are
parallels with the existing arrangement between LINK and the OFT regarding interchange fees.

27. LINK sets the level of its multilateral interchange fees centrally and commissions an annual
independent study into the level at which these fees should be set, to ensure that the interchange fee remains
genuinely cost-based. The OFT has granted LINK an exemption from the Competition Act to set
interchange fees centrally on the ground that the fees are genuinely cost-based and that this is in the interests
of the consumer.Nationwide believes that a similar argument could bemade regarding fees for cashmachine
withdrawals.

Financial Exclusion and Location

28. Lack of transparency is a concern as it impacts on every consumer, but Nationwide would be
particularly concerned if cash machine charges fell disproportionately on lower-income groups.

29. It seems intuitive that with the proportion of machines which charge growing so rapidly, the burden
would fall most heavily on people without debit or credit cards, who are most reliant on cash and on using
ATMs to access their cash. This would include young people aged 11–16 as well as individuals with poor
credit scores who may only be eligible for a Basic Bank Account.

30. The trend for high street banks to sell oV their non-branchATMs to charging operators, and the rapid
growth in the number of charging machines in locations such as convenience stores, oV-licences, petrol
stations and pubs, also have an impact. These changes mean that in areas where there are no bank branches,
or where branches may have been closed, the chances are greater that the nearest machines will be fee-
charging.

12 Research conducted for Nationwide Building Society in June 2004 using Marketing Sciences’ PanelWizard = survey. 1,038
adults were questioned.
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31. In an attempt to consider the question of the prevalence of charging machines in areas of poverty,
Nationwide has examined the situation in the 10 poorest and 10 richest areas of the country by postcode13.
(We have appended the data gathered at appendix 2. LINK may be able to provide the Committee with a
more comprehensive overview of the situation.)

32. This rough comparison is of course not comprehensive, nor does it show a clear pattern, but
nonetheless it does identify some situations of concern. For example, Liverpool L5, the fourth poorest
postcode in the UK by household income, does not return a single free machine in LINK’s identification of
the nearest 10. In contrast, at least two free machines are identified for each of the 10 wealthiest postcodes.
In two more very poor areas—Glasgow G3 and Liverpool L14—six of the 10 nearest machines identified
levy a charge, a higher proportion of charging machines than the national average.

33. Charging machines in Post OYces are also a matter of concern. Post OYces have not traditionally
been seen as a typical “convenience” location. The Post OYce began installing its first charging machines
in 2002 with 800 charging machines, mainly located in rural areas according to a spokesman.14 However,
in July 2003 the DTI revealed in a written answer15 that of the 2,100 cash machines in Post OYces, “around
1,500”—more than 70%—now charge a fee. Nationwide has 155 freemachines in Post OYces and runs these
profitably without levying a charge on customers.

34. Nationwide is a basic bank account provider and has made arrangements to enable our basic account
customers to withdraw cash from any Post OYces over the counter, free of charge. It is therefore a matter
of concern to us that our customers, including basic account customers, might be paying a fee to withdraw
cash from a Post OYce ATM as we believe these customers expect Post OYce banking services to be free
for them to use.

35. Nationwide is of course a commercial organisation and recognises the need to ensure a reasonable
return on investment in services. In some locations it may not be economic to provide a free ATM and we
do recognise that there may sometimes be a case for charging. However, it is our practice to make every
eVort to keep an ATM in an area and make it profitable: we will often try to relocate ATMs (sometimes
moving an ATM a few hundred yards or changing its aspect can make an enormous diVerence).

36. We have also introduced new features at our ATMs which can improve income without introducing
fees for withdrawing cash by encouraging more use of Nationwide ATMs and better Nationwide customer
“loyalty” to Nationwide ATMs. In November 2004, for example, we introduced mobile phone top-ups at
all our branch ATMs, and some remote ATMs, and expect this to generate increased income. We can
provide the Committee with projected revenue figures in confidence if these would be helpful.

Appendix I

Proposed Cash Machine Code of Practice

Nationwide believes that free cash machines represent best practice, whether they are located at bank or
building society branches or in “remote locations” such as train stations or shopping centres.

However, the Society recognises that the operators of charging machines do have a valuable role to play
in locations where free machines would not be viable.

As a starting point, Nationwide proposes this code of practice which builds on the LINK agreement on
early warnings for consumers.

— Machines must display a clear and prominent warning of charges before a card is inserted (either
by a notice on the machine or an upfront screen message).

— Warnings should be as prominent as any signs promoting free services, such as free balance
enquiries.

— Machines must display a clear and prominent earning of the charge on any other signage (for
example, advertisements in shop windows).

— Place a £1.50 cap on charges—to be index-linked.

— All non-financial transactions should remain free.

— Display a clear and prominent warning at least 30 days in advance where a machines which was
previously free is to be replaced by a charging machine.

— Display a clear and prominent warning at least 30 days in advance where a charge is to be
increased.

13 Poorest and wealthiest areas by postcode, according to household income, were taken from the CACI Wealth of the Nation
report 2004. The data on ATMs was taken from LINK’s online ATM locator as at 13 October 2004.

14 “Rural levy for Post OYce cash machines”, BBC News Online, 18 March 2002.
15 Written answer, Hansard 17 July 2003, col 513W.



9940725030 Page Type [E] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Ev 140 Treasury Committee: Evidence

Appendix II

Free and charging ATMs in Britain’s wealthiest and poorest postcodes

Postcode Town/City Charging ATMs Free ATMs % Charging

Wealthiest*
ME19 West Malling 5 5 50%
GU51 Fleet 2 8 20%
SW13 Hammersmith 6 3 60%
KT19 Epsom 8 2 80%
KT22 Leatherhead 4 6 40%
EC2Y London 3 5 30%
TN15 Sevenoaks 7 3 70%
SE1 London 3 6 30%
RG40 Wokingham 3 7 30%
WD3 Rickmansworth 3 6 30%

Average 4.4 5.1 44.0%
Poorest**
TS1 Middlesborough 4 6 40%
LE1 Leicester 3 7 33%
G22 Glasgow 5 5 50%
L5 Liverpool 9 0 90%
G40 Glasgow 5 4 50%
G34 Glasgow 6 3 60%
G31 Glasgow 0 9 0%
G21 Glasgow 3 5 30%
CH41 Birkenhead 5 5 50%
L14 Liverpool 6 4 60%

Average 4.6 4.8 46.3%

* Wealthiest ranked according to % of households earning more than £100,000.
** Poorest ranked according to % of households earning less than £10,000.

Data based on ATM search results from LINK’s ATM locator as at 14 October 2004—showing the
“nearest 10” ATMs for each postcode. In some postal areas some machines were not identified as either
charging or free.

(Machines where charge/no charge is not identified have been included in the overall percentage totals
which are out of 10 in each case; ie if results show five charging, four non-charging, and one not identified,
percentage charging would be shown as 50%.)

6 December 2004

Memorandum submitted by Postmasternetwork

ATM charging in the post oYce network—Postmasternetwork’s submission detailing the impact the
existing sub postmaster’s contract has on ATM provision in sub post oYces

1. Postmasternetwork

Postmasternetwork is a commercial organisation focussed on providing its membership base of 8,300 sub
postmasters’ retail opportunities that will improve their profit margins and help create a viable network of
post oYces. Post oYces need to diversify into other areas than traditional post related products and be able
to oVer their large customer base the products and services they need and are profitable for the sub
postmaster. Postmasternetwork is working with a wide range of commercial partners and businesses who
want help build a viable long term future for sub post oYces.

2. The Sub Postmaster Contract

The existing contract between Post OYce Limited (POL) and sub postmasters restricts the ability of sub
postmasters from carrying on independentlymany types of business services that POLhas reserved for itself.
The eVect of this requirement is two fold. Firstly, postmasters have no alternative in supply to that provided
by POL. This is at the terms that POL determine for a wide range of products and services that they provide
on the retail side of their own shop. POL in the terms of the contract can and does change conditions with
no notice to sub postmasters. Secondly, shops that had previously provided various business services to their
customers are either prevented from continuing to supply those services or are required, if they continue to
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provide the same or alternative services, to pay a proportion of their income from such services to POL.
Given the very tight operating profit margins, this restriction on competition has extremely serious
repercussions on the profitability of sub-post oYces.

3. OFT Complaint Regarding the Contract

The Post OYce has been in financial diYculty for many years due to competition on the market for postal
and packet delivery services. In 2003, it made an operating loss of £102 million. Whereas previously, the
Royal Mail acted as a “milk cow” and was able to cross-subsidize POL’s other activities, in recent time’s
regulation of postal services has injected competition into the sector. Postmasternetwork, as part of the
Association of Convenience Stores (ACS) on November 30th issued a complaint to the OYce of Fair
Trading regarding the contract. This was made on the basis that POL has for a period of time sought to
increase its revenue at the expense of individual retailers by imposing obligations on them in return for
entering into a sub-post oYce contract, the eVect of which is to restrict competition and to subsidise POL.

4. The Impact on ATM Provision

Under the contract POL has determined that the provision of ATM’s is a core product that POL alone
can determine which providers of equipment and services can supply stores with post oYce counters. A
critical point to bear in mind is that sub post oYces are all owned by sub postmasters and all ATM and cash
point machines are located in retail space and not behind the post oYce counter. ATM’s have become a core
component of many convenience stores to the extent that they are now almost an expected feature. For the
retailer the ATM oVers a range of benefits. It can be an income generator, either from a fixed rental fee for
the placing of the ATM or from a fee per transaction. ATM’s also act as footfall drivers, and ATM users
spend more per visit. For a sub postmaster the benefits are a lot less clear. As far as we can judge from
information we have received from our members, sub postmasters receive no rental income from the placing
of ATM’s in their retail space. The fee per transaction they receive is a fraction of what would be available
to them in a competitive situation. The conclusion we draw from this is that the vast majority of available
commission goes to POL. However, if the sub posts oYce in located in a large store chain such as Tesco,
the contract provisions are ignored and Tesco’s et al supply their own ATM machines and determine their
own charging policy. With the freedom to choose a cash machine or ATM, sub postmasters would be able
to oVer the appropriate cash service for their store and their community. The sub postmaster would be able
to determine whether there would be no charges for cash withdrawal or what level they would be, depending
upon the needs of his business and the local community. The extra income they would receive from a free
and open market supply would allow them to minimise the occasions where charges would be needed to be
made, in order to support the sustainability of the business. Under the present system, they are dictated to
by POL who makes business decisions based upon what is best for POL.

5. The Impact the Contract has on ATM Charging

Following the issuing of the OFT complaint, one of our rural Scottish members contacted us regarding
an issue she was having in relation to her ATM. The terms of the contract prevent the sub postmaster from
making a direct complaint, so therefore this issue has been raised by her husband as the landlord of the
business. The sub postmaster and her husband have successfully run a store and post oYce for 15 years. In
2002 they installed an ATM, using the authorised POL supplier For 2 years, no charges were made for the
machine, as the sub postmaster wanted to provide a customer service for the community and recognised the
business benefits that the customer flow generated. InAugust 2004, the sub postmaster received a letter from
Michelle Campbell the POL ATM manager based in London, ordering them to start charging £1.50 per
transaction from October 2004. In spite of the complete opposition of the sub postmaster, the charge was
imposed from the beginning of October. The result of this change has been 2 fold. Firstly, POL has started
earning significant commission from the ATM. The sub post oYce on average did 1000 ATM transactions
per month. The sub postmaster’s husband works for a multiple retail group and by chance is responsible
forATM’s. He is therefore fully aware of the commission structure available on the openmarket fromTRM
and Hanco, the POL nominated suppliers. For an independent store, the commission payment ranges from
39p to 90p from these ATM providers. For a group with the number of machines controlled by POL,
commission is likely to bemuch higher, in addition to the store space rental feemarket basis. Under the POL
scheme the sub postmaster receives 4.95p per transaction% £49.50 per month. POL based upon the above
figures would earn at least between £340.50 and £850.50 permonth in commission from the sub postmaster’s
store. Secondly, the impact on the sub postmasters business has been catastrophic. Sales in November have
decreased 7.8% vs. the annual run rate of 0.2% growth. Customer count has declined 6% on a similar basis.
Credit sales have increased significantly with a serious impact on the stores cash flow. Customer reaction
has been very negative as the introduction of charging is seen locally as the action of the sub postmaster,
and not POL. The sub postmaster and her husband are now seriously considering closing down the post
oYce side of the business which would remove the provision of a range of essential services from their small
town. Under the existing terms of the contract, POL centrally determines ATM charging policy for ATM’s
located in independent retailer’s stores, with no reference to the impact on those retailers business. We
believe this is unfair and anti competitive and puts at risk easy access for all to the government and
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community services available from stores with sub post oYces. Without commercial freedommost sub post
oYces have a very questionable future. Full details of the sub post oYce are available as well as copies of
correspondence if required.

6. The Publicly Stated Position of POL Compared to the Reality

In an appearance before the Trade and Industry Select Committee of the House of Commons on 18May
2004, David Mills, Chief Executive of POL, was asked by Richard Burden M.P “Given the fact that most
local post oYces rely on business that is not just your business and your products, would you stop a local
post oYce branching into new areas of business, say, on parcel deliveries whichmight be in competition with
yourselves?” He responded “I would not personally do that at all. In fact I would not stop them breaching
the agreement that they had with us not to sell other person’s financial products, if you take that as the
example. The reason that I would not do that is that I do not think it works in the long run in the market
place. I think that whatworks in the long run in themarket place is either for us to have competitive products
and services or not. If we do not have them, we are going out of business, so what they should do is they
should actively choose our products and services because they are the best.” It follows that the Post OYce
accepts that its restrictions are commercially unacceptable and that there is no justification for including
them in the sub-postmaster contract. However, in practice, POL has not been willing to adopt the
competitive approach claimed by Mr Mills. Indeed, in response to a complaint from an ACS member
concerning restrictions on utility payments facilities, Mr Mills replied that “we feel it necessary to maintain
our current restrictions policy for the time being.” Sub-postmasters who seek to introduce competing
products face action against breach of contract, or are financially threatened by a reduction in remuneration.
Remuneration is made up payments relating to post oYce turnover and the sale of post oYce products. The
proportion relating to non core post oYce products and services such as cash transactions is actually very
small, but the threats are still made. Therefore the freedom to compete is in practice illusory.

December 2004

Memorandum submitted by Post OYce Ltd

Post OYce Ltd has not been asked specifically to submit evidence to the Committee’s inquiry on cash
machine charges. However, as there have been a number of comments in the media about ATMs in Post
OYce branches, Post OYce Ltd would like to provide the Committee with the facts with regard to ATMs
in our network.

1. Post OYce Ltd has 15,304 branches (as at end September 2004). Of these, 555 are directly managed
by Post OYce Ltd, and the remainder are operated by agents on our behalf. Over 29 million people use Post
OYce Ltd branches nationwide every week.

2. There are 2,493 ATMs within Post OYce branches (either located within the branch itself or “through
the wall”), of which 1,856 charge a fee direct to the consumer. An appendix to this note provides analysis
of free/charging machines by type of branch and according to whether the branch is classified as rural or
urban16. (Not printed).

3. The ATMs are not owned by Post OYce Ltd. They are owned by banks or by independent companies
(Independent ATM Deployers—IADs) set up specifically to manage ATM networks. In a small minority
of cases, they are owned by agents in their own right.

4. The business model for the supply of ATMs in remote sites (including Post OYces) changed in 2000,
at the same time as Post OYce Ltd was seeking to increase significantly the number of branches that had
ATMs (there were only 160 ATMs in February 2000). Following the Cruickshank review, and a subsequent
debate amongst LINK Scheme members, many of the banking institutions decided not to levy disloyalty17

or surcharge fees on customers using ATMs. Without such fees there was less financial incentive for these
institutions to expand their networks of ATMs in remote sites. The main suppliers of ATMs in such areas
are now IADs, with a business model based on surcharging.

5. For an ATM to be installed, there must be financial benefit to all parties. Post OYce Ltd would not
have achieved the coverage of today’s ATM network, or achieved the benefits from ATMs, if it had not
concluded arrangements with IADs.

6. We are of the view that having ATMs located in our branches has the following benefits:

— Improving service to customers.

— Income from suppliers (through rental and transaction fees).

— Increasing the perception of the local post oYce as the “natural place” to go for banking services.

16 A branch is defined as rural if it is located in an area with a population of less than 10,000 people.
17 A disloyalty fee was charged by the card issuer if a customer used an ATM outside that organisation’s free network; a
surcharge is charged direct by the ATM owner.



9940725032 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 143

— Increasing footfall for subpostmasters, with a consequential benefit for their retail and Post OYce
Ltd businesses.

7. Post OYce Ltd strongly supports transparency of charging. No “hidden charges” is a value central to
the ethos of Post OYce Ltd. Over 96% of consumers trust the Post OYce18. We have supported the
deployment of ATMs that charge a consumer fee on the basis that it increases customer choice. This must
be an informed choice and hence it must be clear when a charge is to be applied:

— We cap at £1.50 the charge that can be made to the consumer.

— All suppliers of ATMs in Post OYce branches are members of the LINK Scheme and are required
to comply with the Scheme’s requirements. Since January 2001 this has included the obligation to
pre-notify the customers of any charge that will apply if themachine is used. The customer thereby
has the option not to proceed with the transaction. This was supplemented from April 2004 with
the requirement that customers must be given an early warning that they may be charged, either
through a clearly-visible sticker or on-screen message that customers can see, before inserting a
card.

8. Post OYce Ltd is uniquely placed to promote financial inclusion, on account of our extensive
experience of dealing with sections of the population that aremost likely to be at risk of financial exclusion—
namely recipients of Government benefits—and because we operate a manned network.

9. Post OYce Ltd believes that ensuring consumers have easy access to cash is a central part of financial
inclusion. Post OYce Ltd, with the largest retail network in the United Kingdom, is exceptionally well-
placed to act as a distributor of cash.

10. To this endwe have concluded commercial agreements with 17 banks/building societies to allowBasic
Bank Account customers free access to cash at Post OYce branches. A list of the relevant financial
institutions and accounts is included in the Appendix. Post OYce Card Account customers are also able to
access their cash for free at any one of our 15,000! branches.

11. In addition, we have a number of arrangements with financial institutions to allow their personal
current account customers to withdraw cash at our counters free of charge. Technically, this is facilitated
by using the LINK infrastructure. This access is of particular value in communities without a bank presence.
However, our eVorts are made harder by the diYculty of communicating to consumers the fact that not all
banks have entered into agreements with us, and therefore we can provide cash only to customers of selected
institutions.

12. Post OYce Ltd sees provision of access to cash through ATMs as complementary to our over the
counter service, not least because cash is made available outside of branch opening hours, and as not all
banks entitle their personal current account customers to access their cash at our counters. .

13. In summary, Post OYce Ltd has the network and ambition to become the universal provider of free
cash, over its counters, to personal customers of any financial institution, which would benefit financial
inclusion. This ambition has dependencies outside the control of Post OYce Ltd. We support the
deployment of ATMs, as a complement to over-the counter cash provision, as an extension of consumer
choice and recognise that ATMs would not be deployed by suppliers in many of our sites if it were not for
the ability to levy consumer fees.

December 2004

Appendix

FREE/SURCHARGE MACHINES BY BRANCH TYPE

Branch ownership type Free Surcharging TOTAL

Directly—Managed by POL 175 0 175
Multiples (managed by agents) 148 171 319
Other sub-postmasters 314 1,685 1,999
TOTAL 637 1,856 2,493

Urban/rural Free Surcharging TOTAL

Urban 547 1,086 1,633
Rural—commercial 40 115 155
Rural—social 50 655 705
TOTAL 637 1,856 2,493

(Figures as at November 2004)

18 Source: Customer research compiled by Millward Brown for Post OYce Ltd.
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FINANCIAL INSTITUTIONS WITH CONTRACTS FOR WITH POST OFFICE LTD FOR CASH
WITHDRAWAL FOR THEIR PERSONAL CUSTOMERS

Name Basic Bank Accounts Personal Current Account

Abbey Yes—Basic Account
Alliance & Leicester Yes—Basic Cash Account Yes
Bank of Ireland Yes—Basic Cash Account Yes
Bank of Scotland Yes—Easycash
Barclays Yes—Cash Card Account Yes—in England & Wales
Cahoot N/A Yes
Clydesdale Bank Yes—Cashmaster Account Yes
Co-operative Bank Yes—Cashminder Yes
First Trust Bank Yes—Basic Bank Account
Halifax Yes—Easycash
HSBC Yes—Basic Bank Account
Lloyds TSB Yes—Basic Bank Account Yes—in England,Wales & Scotland
Nationwide Building Society Yes—FlexAccount
(cash card only)
NatWest Yes—Step Account
Northern Bank Yes—CashMaster Basic
Royal Bank of Scotland Yes—Key Account
Smile N/A Yes
Ulster Bank Yes—Basic Bank Account
Yorkshire Bank Yes—Readycash Account

Supplementary memorandum submitted by Post OYce Ltd

Treasury Select Committee Inquiry—Cash Machine Charges

At our hearing on 10 February, Post OYce Ltd agreed to supply you with a supplementarymemorandum
covering a number of points that we were unable to make in public session. This information is provided in
two appendices, to separate the information that we are happy for you to make public, and that which is
commercially confidential, and is not for publication or disclosure beyond the Committee. (see Ev 146)

In addition to dealing with these issues, we would also like to ensure that the Committee are aware of the
following:

1. 98% of cash withdrawals at Post OYce branches are free of charge.

2. Post OYce Ltd does not make a profit from surcharging ATMs.

3. Post OYce Ltd does not own anyATMs—they are all supplied, on contract, by banks and building
societies and Independent ATM Deployers (IADs).

4. During the month of December 2004, across our network of around 15,000 branches, we did
30.5 million free cash withdrawals across our counters, and 3.5 million transactions through free
ATMs. This compares with 0.6 million transactions through surcharging ATMs in our branches
which equates to less than 2% of total cash withdrawals in post oYces.

5. Of the 30.5 million free transactions across our counters, 12.5 million were either Post OYce Card
Account, or Basic BankAccount transactions, and 16millionwere benefit book/exceptions service
transactions.We therefore have unparalleled experience at providing financial services to those on
low incomes. There is no evidence however that benefit claimants are frequent users of ATMs
located within Post OYce branches, not least because Post OYce Card Account cards cannot be
used in ATMs.

6. The other 2.5 million free counter withdrawals were for customers of our partner banks: Barclays,
Lloyds TSB, Alliance & Leicester, Co-op Bank, Bank of Ireland, Clydesdale, Cahoot, Smile and
First Direct (Scotland only). All of these have signed contracts with us enabling their customers
to use our counters for free cash withdrawals. We are currently negotiating with several other
banks, which we hope will allow us to extend this arrangement to even more consumers.

7. The number of free machines in Post OYces has increased from less than 150 before 2000, to over
600 now.

8. There are two distinct business models used by deployers in the ATM market. The economics of
these models are as follows:
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Free model: The ATM owner applies no charge to the user.

(i) The income to theATMowner is derived from interchange (the charge paid by the card issuer)
in respect of both cash withdrawals and balance enquiries.

(ii) These are generally high footfall sites if the ATM is to be economically viable from
interchange alone.

(iii) If the owner of the ATM is also a card issuer (the case with all the major banks and building
societies) then the overall customer relationship becomes a consideration. Adequate free
ATM access is now essential to maintain existing relationships and acquire new customers.
The profitability of an individual customer is derived from that customer’s total use of
services, not just from the ATM.

Surcharging model: The ATM owner applies a charge to the user.

(i) The income to the ATM owner is derived from the charge made to the user for a cash
withdrawal. Interchange is received only in respect of a balance enquiry.

(ii) These are generally low footfall sites where interchange income would be insuYcient to make
the deployment of an ATM economically viable.

(iii) The vast majority of charging ATMs are deployed by IADs. These companies have no
customer relationships and the profitability of the ATM business must therefore stand alone.

9. Post OYce Ltd is not a bank in its own right and therefore does not have a current account
relationship with the users of ATMs located in our branches. The cost of deploying a free ATM
cannot therefore be recouped through the financial benefit of a wider relationship with these
customers.

10. The machine provider determines whether or not they are prepared to place an ATM in a branch,
and if so whether this will be a free or a surcharging machine. Surcharging machines have only
been installed at locations where machine providers were not prepared to install a free machine.
The alternative to a surcharging machine would therefore have been no machine. The branches
that have free machines have, in the opinion of the machine provider, suYcient footfall for them
to recoup the costs associated with the machine through the LINK interchange fee.

11. Banks and building societies (eg Nationwide) that are committed, as part of their marketing
proposition, to running their estate of ATMs free, are only located in high footfall sites. Alliance
& Leicester, by contrast, whose estate of ATMs is greater than their branch network, run their
ATMs free to their customers but, at lower footfall sites, charge the customers of other financial
institutions.

12. No subpostmaster is forced to have an ATM installed. We acknowledge subpostmasters do not
have the option to request the removal of amachine if the supplier decides that it is no longer viable
to continue to operate it on a free to the customer basis (usually because volumes have failed to
live up to initial expectations). We are discussing this with our suppliers with the objective of
providing the subpostmaster with that choice.

13. The Committee referred on a number of occasions to analysis by LINK which suggested that
nearly 38% of ATM transactions at a Post OYce branch in Speke could have been completed over
the counter. This needs to be set into context. There were over 17,000 free cash withdrawals in Post
OYces in Speke in December 2004, (13,500 at the oYce in question) of which 320, or 2%, were
conducted at the surcharging ATMwhen cash could have been withdrawn at the counter for free.
We do not therefore agree with the view expressed by some members of the Committee that we
have failed to communicate adequately the message of access to free cash at the counter.

14. We are, however, not complacent. We will look at what further measures we can take to ensure
that all of our customers who bank with our partners are aware that they can get access to cash
for free at the counter. This is in the commercial interests of Post OYce Ltd, through the
opportunity to provide additional services to customers, and our subpostmasters, who receive
payment for every cash withdrawal that takes place over the counter. However, as we do not own
ATMs we do not have the right to put any kind of label on the machine advertising cash
withdrawals over the counter, although we are looking at whether we can put up signs near to
machines. We have to date spent £6.5 million advertising our banking facilities—while this may
not be the biggest advertising campaign that the Committee has ever seen, it is a considerable sum
for an organisation that had losses from operations of £102 million last year.

15. The Committee also suggested that queues in Post OYce branches eVectively encourage our
customers to use ATMs instead, at which they may be subject to surcharges. We do not accept the
implication that there are widespread queuing problems in our branches. As transactions through
surcharging ATMs amount to less than 2% of total cash withdrawals at Post OYce branches, there
is no evidence to suggest that significant numbers of people are voting with their feet and opting
to pay rather than queue. We acknowledge that there are times when our customers do have to
queue—as is the case with most retail businesses, banks, and indeed at ATMs in busy locations—
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and that in some locations there is room for improvement. Where there are problems, we put in
place plans to rectify these. 90% of our customers are satisfied with the service they receive at the
Post OYce, and 82% would recommend us.

16. We advised the Committee at our hearing that we were seeking to join the LINK scheme. We
understand that the Network Members Scheme Committee (NMSC) have just considered our
application to join, and our proposal for a rule change which would allow manned terminal
operators into the scheme. The NMSC have however referred the matter to a sub-committee, for
a more detailed study of the impact that these proposals would have on existing members. We do
not know how long this activity will take.

We have addressed the issue of financial inclusion in an annex to this note. We are very proud that our
customers hold the Post OYce in high esteem, and appreciate that for many we provide a valuable social
service. 96% of our customers trust the Post OYce. We take our corporate social responsibility seriously.

We were pleased that at the end of our hearing you promised to write to the banks, to encourage them to
allow their customers to access their accounts at Post OYce branches. This could be achieved “at a stroke”
if we were allowed to join LINK. We do not believe that developing banking and financial service products
of our own need be an impediment to this. It has not put oV our existing partners, and as some 28 million
customers a week use our branches, we are invariably serving their customers for other reasons anyway.We
have also indicated our willingness to negotiate on the price we charge banks, which is possible if we can
secure additional volume of transactions over our counter.We feel that this will be a significant step towards
financial inclusion, as our extensive network would then be available to provide free banking services to an
even greater population than at present.

Sir Michael Hodgkinson
Chairman

22 February 2005

Annex

Financial Inclusion

1. The Committee invited us to explain in more detail our presence in deprived areas, and the eVorts we
are making to promote financial inclusion.

2. Post OYce Ltd believe that the most significant contribution that we can make towards overcoming
financial exclusion is by enabling consumers with basic bank accounts, or current accounts of partner banks,
to access (and pay in) their money for free over the counter at any of our branches. Our network of
approximately 15,000 branches is larger than that of all of the main banks and building societies put
together, and we have a much higher presence in deprived areas than other financial institutions. For
example, there are 1,125 Post OYce branches in the 10% most deprived wards, as identified for England in
the Index of Multiple Deprivation produced by the OYce of the Deputy Prime Minister (ODPM), and the
equivalent lists produced by various authorities covering Scotland, Wales and Northern Ireland. Over 93%
of the population of the UK live within one mile of a Post OYce branch. In urban areas this rises to 99%
within one mile, and in rural areas 84% of the population live within a mile of a Post OYce branch. Only
4% of villages have a bank or building society, yet 60% have a Post OYce.

3. As we advised the Committee, we do take into account the level of deprivation of an area when
planning our network. We use the Indices of Multiple Deprivation for England, and the equivalent systems
for Scotland, Wales and Northern Ireland to classify branches as being in deprived areas. We have worked
with the ODPM, theWelsh Assembly and the Scottish Executive to secure funding specifically for branches
in urban deprived areas.

4. HM Treasury have not shared with us their list of postcodes where there is concentrated financial
exclusion. However, we believe that this list is also based on the Indices of Multiple Deprivation, and
therefore we do not expect that this list would diVer significantly to our own.

5. Post OYce Ltd has substantial experience of providing products and services that promote financial
inclusion. Our products include general purpose savings stamps, TV Licence savings stamps, and bill
payment services—Car Tax, Council Tax, rent payments, TV Licencing etc Post OYce Ltd handles
approximately 400 million bill payment transactions per annum. We also provide Postal Orders, useful for
people who need to send a cheque but do not have access to a bank account. We oVer Basic Bank Accounts
access to customers of 17 banks and building societies—these are specifically targeted at those on low
incomes. There are also over 3.7 million people who have opted to have their benefit payments paid into a
Post OYce Card Account.

6. We are introducing, a range of good-value, straightforward, easily understood financial services,
providing wide geographic access through a trusted brand. Above all, the existence of such an extensive
branch network means that we have staV or agents located across the country who are able to provide help
to our customers where this is required.



9940725032 Page Type [O] 18-03-05 13:33:48 Pag Table: COENEW PPSysB Unit: PAG4

Treasury Committee: Evidence Ev 147

7. We believe that financial inclusion is about enabling all sections of the community to access financial
services. To this end we are actively working on enhancing our facilities, so that people with physical
disabilities are well catered for in our branches. For example, we have improved the design of our Pin Pads
to make these easier to use by people with visual impairment, and over 90% of our directly managed
branches are accessible by wheelchair users. We have also produced a booklet, in conjunction with the
Employers Forum on Disability, designed to help people with learning disabilities do their banking at our
branches. We have produced and distributed 1m copies of this leaflet.

8. We are also in discussions with the Financial Services Authority on how we can work together to
promote financial literacy. We are also actively seeking to input to the work of the HM Treasury Financial
Inclusion Task Force.

Memorandum submitted by John Robertson MP

Introduction

1. I welcome the Treasury Committee’s decision to hold an inquiry into cash machine charges; and I am
pleased to have the opportunity to submit written evidence.

2. My intention is to illustrate the issues with reference to the situation in Glasgow and, in particular, my
own constituency which includes some of the most deprived areas in the country.

The Key Issues

3. There are two separate reasons for the growth in fee-charging cashmachines. First,much of the growth
comes from such machines being installed in locations where there was no bank-operated free ATM, such
as pubs and post oYces.

4. Second, some banks have encouraged this growth. For example, HBOS and Abbey have sold their
non-branch based ATMs to fee-charging providers. The Royal Bank of Scotland acquired Hanco, a
provider of fee-charging machines.

5. These two issues are often conflated. Several members of the committee rightly pointed out during the
evidence session on 21 December that, where “convenience” machines are located and levy a surcharge,
consumers have a choice about whether or not to use them. Such machines will stand or fall on the basis of
consumer demand for them. However, the main issue of concern to me is financial inclusion. If a growth
in fee-charging cash machines is combined with a reduction in the number of non-charging cash machines,
consumers are denied choice. They are forced to rely on charging ATMs.

6. The denial of choice is greatest in areas where there are few non-charging cash machines; and amongst
people who are unable to travel to areas where non-charging cash machines are located.

A Case Study: Glasgow

7. Fee-charging ATMs are disproportionately located in poorer areas. For example, on Hyndland Road
(Glasgow, G12) only one ATM out of 10 makes a charge. On Shettleston Road (G33) in the poorest
Parliamentary constituency in Britain, six out of 10 ATMs make a charge.

8. This situation is replicated in my own constituency in the north-west of Glasgow. In Glasgow
Anniesland, (see the Annex for amap of the constituency) the worst housing is found in the peripheral inter-
war and post-war housing estate of Drumchapel. Within the constituency, recipients of Income Support are
concentrated in Drumchapel. However, non-surcharging ATMs are largely confined to branches of banks
at AnnieslandCross—the opposite end of the constituency. Thismeans that poorer residents aremore likely
to be charged for making withdrawals from their bank accounts.

9. Residents of Drumchapel face further diYculties because they are less likely to be able to travel to a
non-surcharging ATM. Many do not have a car and find frequent journeys on public transport too
expensive. In addition, bus services along some routes are being reduced.

10. The growth in the direct payment of benefits into individuals’ bank accounts means that many of my
constituents are being charged simply for receiving their benefits.

11. Glasgow Anniesland has the highest proportion of pensioners in any constituency in the UK. In
addition to the problems mentioned above, elderly people often face additional mobility diYculties. They
are even less likely to be able to travel to non-surcharging ATMs elsewhere in the constituency. Therefore,
financial exclusion is a major problem: a large body of people in this country are being denied choice as a
result of the banks reducing the presence of non-charging ATMs in their neighbourhoods.
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12. Some constituents have brought to my attention the risk of crime resulting from these developments.
The levying of a surcharge that is the same nomatter what amount is being withdrawn provides an incentive
for individuals to withdraw larger amounts ofmoney. The elderly, therefore, may carry on their personmore
cash than they would otherwise prefer to have done, thus leaving them more vulnerable.

13. The above combination of circumstances and events means that my poorer constituents have less
choice as a result of the growth of surcharging ATMs at the expense of non-surcharging ATMs.

Parliamentary Action

14. I have tabled two Early Day Motions, both of which have gained cross-party support. EDM 451
(“Fee-charging ATM machines”) reads: That this House condemns the policy of high street banks to sell
oV their non-branch based ATMmachines; notes that many have been replaced by ATMs which charge an
average of £1.50 per withdrawal; further notes that fee-charging ATMs are disproportionately located in
poorer areas where few people can aVord to travel to free alternatives; is concerned that this is a particular
problem for people whose state benefits are paid into their bank accounts, and who are therefore charged
simply for receiving their benefits; is disappointed theRoyal Bank of Scotland has not donemore to alleviate
this problem since is acquired Hanco, which operates around a quarter of all free-charging ATMs; concurs
with the Citizens Advice Bureau and the National Consumer Council, who have criticised the Royal Bank
of Scotland for eVectively levying a tax on the poor through their actions; further concurs with Gamblers
Anonymous, who have criticisedHanco for locating anATM in an amusement arcade inGlasgow; and calls
on the Royal Bank of Scotland and other high street banks to guarantee the future of free withdrawal
facilities at ATMs in disadvantaged areas. At the time of writing, it has 110 signatures.

15. EDM 651 (“Fee-charging ATMs in post oYces”) reads: That this House views with concern the
increasing number of fee-charging ATMs in post oYces; notes that up to 78%. of ATMs in post oYces now
levy a surcharge; is concerned that many people on fixed and low incomes rely on ATMs for access to their
state pensions or benefits; is further concerned that many benefit recipients cannot aVord to travel elsewhere
to use free cash machines and so they are disproportionately aVected by this problem; believes that
customers of any bank or building society should have the right to withdrawmoney free of charge if anATM
is located in their post oYce; notes that the major suppliers of ATMs to the Post OYce are the Alliance and
Leicester and Hanco; and calls on the Post OYce, the Alliance and Leicester and Hanco to guarantee free
withdrawals from ATMs in post oYce premises. At the time of writing, it has 54 signatures.

16. In Business Questions on 3 February 2005, I asked the Leader of the House if time could be found
for a debate on this subject. He replied that, “I represent a constituency with many outlying former pit
villages, so I absolutely understand the point that my hon. Friend makes. It would be very helpful if I could
secure a private Member’s debate, in which other hon. Members could express their view on the matter and
the banks and other institutions responsible could be held to account. As he says, the poorest and some of
the oldest citizens, who do not have cars or the ability to go to a free ATM, are most punitively hit by such
behaviour. I would certainly welcome the opportunity of a private Member’s debate, but I cannot promise
him one in Government time.” (3 Feb: Column 1018)

Recommendations

17. Our first requirement is for accessible accurate information from banks about their services. For
example, the Royal Bank of Scotland states that it has increased its number of non-charging ATMs.19 In
the Evening Times on 14 January, a spokesman for the Royal Bank of Scotland said in response to my
motion, “We have increased our network of free ATMs by over 20% since 1999 to 6,108 across the UK.”
The key issue, however, is not just the number of free ATMs but their location.My poorer constituents need
free ATMs to be located in their neighbourhoods. ATMs that are grouped in big branches, sometimes as a
means of enabling banks to avoid employing more cashiers, are less useful to my constituents.

18. Information from LINK about the location of ATMs needs to be more widely available. In response
to my enquiries, the Alliance & Leicester advise me that they have 909 ATMs in post oYces, of which 425
levy a surcharge. However, another member of LINK has claimed that the Alliance & Leicester actually
have 1,289 ATMs in post oYces, of which 803 levy a surcharge. Each side claims to be correct, neither is
willing to back down, and it is diYcult for anyone to establish the truth. It would therefore be much easier
if this information were made publicly available by LINK.

19. One possibility is that banks could sign up to the Code of Practice proposed by the Nationwide
Building Society, which would build on the LINK agreement on early warnings for consumers before using
a charging ATM and would help ensure customer awareness and transparency, and promote fair practice
among cash machine providers.

20. However, this Code of Practice in itself would not appear to guarantee the future of a viable network
of non-charging cash machines throughout the UK. Banks have a legal obligation to their shareholders, but
many have recognised that they have additional social responsibilities. The Royal Bank of Scotland declares

19 Evening Times, 14 January 2004.
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that, “. . . our success is built on the strength of the communities in which we operate. Our commitment to
these communities is at the heart of our business.”20 The Alliance and Leicester state, “We aim to build close
ties with the communities in which we operate across the UK . . .”21 My preference would be for banks
voluntarily to recognise their responsibility to consumers by guaranteeing access to free withdrawal facilities
within walking distance of customers in poorer communities.

21. If banks do not face up to their responsibilities in this way, we can either accept ever greater financial
exclusion, or the government can intervene. The first option is obviously not desirable, for the reasons I have
outlined above, but neither is the latter. Legislation to compel banks to ensure there is an acceptable network
of non-charging ATMs would be complex. Subsidies to banks to provide non-charging ATMs where they
are not profitable would be hard to justify, given the very substantial profits made by many of the banks
under consideration.

22. Our preference, therefore, should be for banks to ensure that their rhetoric about their responsibilities
is reflected more clearly in their business practice.

Annex

Map of Glasgow Anniesland

 
(c) Crown copyright. All Rights Reserved. Scottish Executive 100020540 2004.

January 2005

Memorandum submitted by the Royal Bank of Scotland

Cash Machine Charges

Thank you for your letter of 9November to Sir FredGoodwin inviting theRoyal Bank of ScotlandGroup
(“RBS”) to contribute to this study. Sir Fred has passed your letter to me, since Automated Telling
Machines (“ATMs”) fall within my area of responsibility. Our response below includes our subsidiary
company Hanco ATM Systems Ltd (“Hanco”), which was also invited to contribute.

1. Introduction

There are two separate and distinct markets in cash dispensing. The first, comprising 93% of all current
transaction volumes, is the provision to consumers of Automated TellingMachines (“ATMs”). This market
is characterised by units that have high running costs, are rich in functionality and handle large volumes of
transactions. The High Street Banks currently provide these free of charge. We estimate the annual cost to
the “Big Four” of providing this service to be in the region of £450 million to £500 million.

20 http://www.rbs.co.uk/Group Information/Corporate Responsibility/Community Investment/default.asp
21 Corporate Social Responsibility Report 2003, Alliance & Leicester plc, 2003.
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The second market is the provision of Convenience Cash Dispensers (“CCDs”) that primarily charge for
withdrawing cash. The CCDmarket currently accounts for 7% by volume and 5% by value of all automated
cash withdrawals and are most typically low cost units with basic functionality, handling small numbers of
transactions. Following consultation with The OYce of Fair Trading, LINK rules were amended to allow
wider access to LiNKmembership. A practical consequence of this was the emergence of the CCD supplier
market following the entry of Independent ATMDeployers (“IADs”) into LINKwhich gave them access to
the customers of all LINKmembers.Membership of LINK has enabled the CCD suppliers to grow rapidly.

2. ATMMarket and RBS

UK wide access to ATMs was created when LINK became the primary provider of switching services to
ATM deployers. In the main these units are located at bank branch premises or in separate high footfall
locations.

These machines are usually through the wall with high costs of provision relative to CCDs. These costs
relate to the sophistication of the unit itself together with costs of installation, security, telecoms and cash
replenishment. These ATMs are designed to handle thousands of cash withdrawals every month.

When another bank’s customer uses one of our ATMs we receive an interchange fee and this applies
equally in reverse. There are two levels of interchange: a fee for cash withdrawal and a fee for a balance
enquiry. The amount diVers between branch and remote machines and is determined through an
independent cost study, reviewed and agreed by all LINKmembers annually. No doubt you will receive full
details of this from LINK.

RBS has never charged customers for use of our ATMs and following acquisition of NatWest their
previous policy of charging was reversed. RBS are currently the largest member of LINK with over 6,000
free to use ATMs in the UK. These machines are also available to non-customers providing their card issuer
is a member of the LINK network. The ATMs in our network sited away from our branches enable us to
provide a service to our customers beyond our branch footprint. These machines are also available to
customers of LINK member organisations.

Retail Banking under The Royal Bank of Scotland and NatWest brands, provides the majority of our
ATM estate with a total of 4,636 machines across the UK, all of which provide free cash withdrawals to
customers of participating LINK member organisations. 3,135 machines are located at our Branch
premises, of which 2,508 are available 24 hours a day 365 days a year. The remaining branch based units are
available inside our branches during normal opening hours.Machines within the remote estate, consisting of
1,501 units, are typically located at high footfall locations such as supermarkets, railway and underground
stations, and high street retailers. These units carry significantly higher overheads, including the costs of
remote cash provision and rental payments to the host.

Tesco Personal Finance (“TPF”) is a joint venture between RBS and Tesco providing financial services
and products to Tesco customers. TPF’s current estate consists of 1,487 units, located at Tesco stores. These
units are included within the overall RBS numbers.

Our policy is to meet the needs of our personal customers in a changing market place. In response to the
wishes of our customers for increased provision of ATMs, we have continued to invest in new units at our
branches and in remote locations. As a result, our ATM network has grown by 19% over the last five years.

3. Growth in the CCDMarket

Following the availability of wider access to LINK it became possible for IAD’s to provide cash
dispensing services to the customers of all LINK member organisations. This had the eVect of creating a
market for lower footfall sites of convenience to the consumer, where commercial viability would be
achievable through the levying of a charge for withdrawals. Since the granting of wider access to LINK there
has been continuous growth in this market, driven, above all, by increased consumer demand for
convenience. A survey of our customers in 2002 highlighted greater convenience as their number one
priority.

To illustrate the nature of this demand we estimate that RBS customers have undertaken somewhere in
the region of 30 million transactions at CCD’s that charge this year. In the same period we have received no
written complaints fromour customers about cashmachine charging and a total of only 566 verbal concerns.

RBS have not converted any of our free machines to Hanco units since its acquisition. Retailers are,
however, becoming increasingly aware of the potential for increased revenues from hosting charging
machines as distinct from free to use units. Providers of free ATMs are already being forced out of sites as
these are converted to charging units by the retailers. As an example Welcome Break removed 14 NatWest
ATMs, replacing them with CCDs earlier this year.
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4. Hanco

RBS acquired Hanco in June 2004 to help meet the growing demand from our business retailer customers
to supply convenient cash access to their own customers. This acquisition was consistent with our policy of
continuously seeking to add value to our customers by enhancing the range of products and services we
provide.

Hanco currently support c6,000 machines across the UK. Their model of supplying, installing and
maintaining CCDs has proved popular with retailers. Hanco provides the unit to themerchant, who thereby
acquires free access to the LINK network of member organisations and their customer base.

The provision of low cost free standing units by Hanco, where cash replenishment is provided by the
merchant, can achieve break even with a few hundred withdrawals per month subject to the levying of a
transaction fee.

Under the Hanco model the retailer has the benefit of a cheap and convenient mechanism to re-circulate
cash. Revenue is enhanced through attracting new customers, the transaction charge and an increase in
spend from existing patrons. In addition the retailer reduces cash handling costs through a reduction in the
amount of money paid in to his bank. It is the retailer—not Hanco—who determines how much he wishes
to charge to the consumer for making cash withdrawals. Hanco receives a flat fee per transaction. Hanco
also receives the current interchange tariV for balance enquiries.

This proposition has particular attraction to pubs and convenience stores including rural post oYces. In
some cases, the provision of these facilities not only increases revenues but helps maintain the viability of
the business. In addition to the appeal of convenience to the consumer, the retailer is also providing
improved personal safety to their patrons with access to cash in locations such as pubs, removing the need
to leave the premises to find a through the wall machine.

5. Transparency of Charging

RBS support the principle of full transparency of charging to the consumer.We consider it a requirement
of continuing LINK membership that its members comply with the code agreed at the Link Network
Members Council meeting on 15 August 2003:

“A sign saying ‘This machine may* charge you for LINK cash withdrawals’ must be clearly visible
to cardholders before a card is inserted in a surcharging ATM (either by notice on the machine or an
up-front-on-screen message, at the discretion of the ATM deployer) and this must be implemented
no later than 1 April 2004.”

* Under LINK rules no charge can be levied by the CCD supplier if the transaction is subject to
an issuer charge as is the case with some credit cards.

Tomeet this obligation we provide this information on screen before a customer begins a transaction.We
believe this to be the most eVective way to ensure compliance, as well as giving the customer the opportunity
to consider alternative means to access their money. As a result, the fact we charge is totally transparent.
Recent analysis of over 300 RBS customers using Hanco CCDs indicated that 95% of those surveyed either
knew in advance or recalled being informed that the machine may charge.

In the course of the transaction we advise the customer of the exact amount of the charge. At this point
the customer is given the opportunity to cancel the transaction if he does not wish to pay the transaction fee.
This feature provides additional consumer protection, as the transaction will not proceed without a positive
selection by the customer. In the analysis referred to above 96% of those surveyed recalled being provided
with details of the exact amount of the charge before completing the transaction.

RBS will be fully compliant with the proposed revisions to the Banking Code in relation to charging
transparency which are due to take eVect fromMarch 2005 and will support reasonable future proposals to
improve transparency. This includes the recent recommendation to LINK members to provide early
notification to consumers of a change in status of a machine from free to charging.

6. Financial Exclusion and Location

Whilst the distribution and therefore availability of ATMs and CCDs will inevitably vary across postal
districts our analysis suggests the distribution is broadly related to population density rather than any socio
economic factor. In fact, RBS provide more free ATMs and more CCDs per head of adult population in
the bottom 20% of postal districts measured by deprivation than in the remaining 80%.

6 December 2004
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Memorandum submitted by Travelex

Travelex do not select locations adjacent to free bank machines, we concentrate on remote convenience
locations

We operate free cash machines where there are suYcient transactions to make a business case (these
account for approx 100 or 10% of our estate)

Banks (including the Nationwide) elect not to pay their interchange (30.2p) on transactions that charge,
although this would in eVect reduce the surcharge

The Government choose to impose business rates for ATMs and thereby account for approx. 20p of the
surcharge fee!

The notion that a customer is paying for their own cash at an IADmachine isNOT correct. An IADATM
is similar to any other vending machine in that the commodity (in this case cash) belongs to the operator
and the customer is simply purchasing it for a given fee. Not unlike a can of coke or bar of chocolate.

IAD operators and certainly Travelex, spend a good deal more and take far more risk in placing ATMs
in remote locations. There is far more vandalism and theft associated with this type of deployment and this
is reflected in the operating costs and surcharge fee.

As a customer is informed about a fee before completing a transaction, we believe the most appropriate
form of advertising would be to promote the free machines as ‘FREE’ and not to confuse the issue by trying
cover so many options and variations in the surcharge market. If it does not say it is free, then it probably
is not. The problem exists that not all transactions at an IAD machine will charge and so it is a confusing
statement

February 2005

Memorandum submitted by TRM

1. Introduction

The Treasury Committee of the House of Commons announced that it will be conducting a short
examination of cash machine charges and has requested a document from TRM setting out our policy and
view on the issues of:

— The principle of charging and factors underlying the growth in surcharging machines.

— The issue of transparency in charging.

— The issue of whether lack of access to free machines may cause problems in certain localities.

— Any security implications of the growth in surcharging machines.

This memorandum both addresses the areas outlined above and states TRM’s policy in terms of
surcharging.

2. Surcharging Cash Machines—The Reality

Recent press releases have focussed on the 40% growth rate of surcharging cash machines in the six
months to September 2004 suggesting that surcharging cash machines are displacing the non-charging cash
machine network. However, according to the LINK network report the number of non-surcharging
machines has in fact increased by 2% in 2004 alone, with the growth in surcharging cash machines therefore
in addition, and not instead of, the existing ATM network.
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UK Cash Machine Growth 2004
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Furthermore, even allowing for the increase in surchargingmachines during 2004 the total number of cash
withdrawals undertaken at surcharging machines is still less than 3% of the overall cash withdrawal market.

UK Cash Machine Withdrawals

Non 
Surcharging

97%

Surcharging
3%

Since non-bank independent ATMdeployers have been able to join LINK, companies such as TRMhave
been deploying cash machines in many locations where there had previously not been a machine. These
deployments are driven by consumer demand and simply oVer consumers an additional convenient “choice”
of access to cash. Themachines typically provide access in areas that were not previously served and without
the convenience fee would prove economically unviable to sustain.

It is as useful comparison to see that the percentage of non-surcharging cash machine transactions in the
UK—96% to 97%—is unusually high by international standards. It is the norm in most countries to be
charged for cash machine access and even more the norm that use of non-bank machines is charged for.

— 57% of users felt they would be inconvenienced if the machines were to be removed.
“Source: Mruk Research (November 2004)”

— 48% of users withdrew cash from the machines at least once a fortnight.
“Source: Mruk Research (November 2004)”

It should be noted that customers are informed of the level of surcharge that will be charged at the time
of the transaction and if they so wish, are able to cancel the transaction at no charge. Consumers are
therefore able to make their own choice as to whether they believe that the added convenience merits
payment of a charge for withdrawing cash.

— 94% of users used surcharging machines because they were convenient. Only 19% used the
machines because they didn’t know of another machine nearby.
“Source: Mruk Research (November 2004)”

Although the majority of the TRM cash machine estate is surcharging, we will have in excess of 200 non-
surcharging cash machines by the end of 2004. Where it is commercially viable to do so, TRM continue to
look for opportunities to grow our non-surcharging cash machine network and fully expect to maintain a
mixed portfolio of surcharging and non-surcharging cash machines.
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1. Transparency of Charges

Approaching the Cash Machine

Under current LINK Rules,

“All surcharging ATMs must display a sign which is clearly visible to cardholders before a card is
inserted in the machine, (either by notice on the machine or an upfront onscreen message, at the
discretion of the ATM deployer) saying “This machine may charge you for LINK cash withdrawals”

TRM have fully complied with this requirement by using a clearly identifiable notice. We are however
mindful of recent comment that this method of notification may not be suYcient and are now introducing
a screen message as part of an estate wide upgrade programme. The message clearly states that the end-user
may be charged for LINK cash withdrawals and reflects our belief that our interests are best served through
clarity of convenience charges. We say “may” rather than “will” as until the cash machine communicates
with the host when the PIN is entered, it does not know what the charge will be. This upgrade programme
will be completed by 31 March 2005.

There has been some suggestion that further clarity could be provided by also displaying the amount of
the surcharge on the screen before the customer enters their card or displayed on the marketing materials
that are present in the location, for example “A”-boards or window stickers.

This would be problematical as any changes to price would require expensive site visits and signage
upgrades. Our view is that in a competitive market it is necessary to have minimal barriers to price change so
that consumer benefits of reduced prices and innovation can develop. With fixed price display, competition
between cash machine deployers in a particular locality could not readily result in reduced surcharge
amounts, since the cost of performing those price changes would be prohibitive. Therefore the impact of
such requirements would in practice cause restriction on the competitive nature of the market.

Another reason why including the surcharge amount on fixed promotional materials would be
detrimental to the end-user is that unusually in international terms, the authorization request asks whether
the issuer intends to charge or not and this information is then used to make sure only one retail charge is
applied to a transaction. This sequence of messages was developed by LINK in order to ensure transparency
and make certain that there was the greatest possible amount of information available to end-users without
unduly restricting the ability of both acquirers and issuers to develop their own charging policies

In addition, TRM are currently working on the development of variable surcharging so that the
convenience fee applied is dependent on the amount of cash withdrawn. This would enable consumers to
pay a significantly reduced surcharge for a withdrawal of £10 than they would pay for a £100 withdrawal.

— 100% of users realised they might be charged for withdrawing cash when entering their card into
the machine.
“Source: Mruk Research (November 2004)”
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Notification of the Amount to be Charged

LINK requires that all charges, whether applied by the cash machine owner or the card issuer, should be
notified to the customer by means of an on-screen message at the time of the transaction and that customers
should always have the option to cancel the transaction without charge.

This amount of charge is clearly displayed on a single screen at the cash machine and the customer is
requested to accept or decline the charge. If the customer does not select either option, the machine asks if
they want more time. If they still do not select any option, the machine will automatically stop the
transaction, return their card and will not charge or dispense cash.

— 100% of users noticed the machine informing them of the amount it would charge, 22% of who
were already aware of that amount.
“Source: Mruk Research (November 2004)”

2. Financial Exclusion and Location

The issue of whether lack of access to non-surcharging machines may cause problems in certain localities
is one which will primarily relate to the financial institutions rather than independent cash machine
deployers. Independent machines provide an additional network to the non-surcharging bank network and
may well be used by those wishing to avoid transport or other costs to their nearest non-surcharging
machine.

TRM believe that the general principles of competition and consumer choice should apply to the cash
machine network as part of the normal balance of services provided by banks and ultimately consumer
behaviour will drive the availability of the bank network. If a customer decides that they are not receiving
an appropriate level of service because their bank has too few non-surcharging cash machines or branches
available, then they will move over to a diVerent provider. One bank’s recent media campaigns have
focussed on advertising the fact that they are not closing down branches like some of their competitors
because this is seen as a key area of customer satisfaction.

In this way, TRM do not see a major threat to the non-surcharging network; each business will aim to
satisfy its customers’ needs and prevent them from moving to a competitor. Customers retain the power in
the relationship.

TRM is in the cash machine deployment business and therefore we do not have the opportunity to
subsidise or support our cash machine estate from profits elsewhere. To provide customers with additional
access to machines, the deployment of our estate must be cost-eVective and deliver a reasonable rate of
return to shareholders.

— Only 4% of users were over 55 years old. 57% of users were aged between 25 and 44 years old.
“Source: Mruk Research (November 2004)”

— 74% of users are in the AB or C1 earning categories.
“Source: Mruk Research (November 2004)”

3. Security of Cash Machines

The Treasury Committee press notice indicated that it would seek evidence on whether recent trends in
the provision of machines had any security implications.

The deployment of cash machines by Independent Deployers such as TRM has benefited the security of
the industry as a whole with some of the initiatives which have resulted from the fresh input.
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TRM are a founding member of the ATM Security Working Group (ATMSWG). This group includes
theAssociation of British Insurers, ATMIA, TheMetropolitan Police Flying Squad and other police groups
such as The Greater Manchester Police.

The group was formed to consider crime and security issues relating to stand-alone ATMs. Some of its
terms of reference are as follows:

— Production of “good practice” guidelines relating to security issues and solutions.

— Creation of a secure database containing ISO ATM attack information.

— Promotion of national ISO/Police Liaison.

— Pooling and dissemination of ISO ATM Information.

— Reviewing developments of legislative and regulatory bodies and standards produced by other
bodies aVecting the ATM industry.

As a result, we have published the “Recommended Security Guidelines for stand-alone ATMs” andmore
recently the “Street-Based ATM Recommended Security Guidelines”.

The proactive stance of TRM and many of the other Independent Cash Machine deployers in working
with the police from an early stage in our deployments has meant that despite the numerical increase in the
amount of cash machines in the UK, the number of attacks when compared to the overall estate has
significantly reduced in percentage terms year upon year:

2001 — 2.7%
2002 — 1.6%
2003 — 1.4%
2004–6 — 0.74%

4. Appendix A⁄Cash Machine Survey

Information

TRM commissioned an independent survey of people who inserted their card into a TRM cash machine
at the following 2 locations on 24th and 25th November 2004.

Sunstar Food and Wine
153 Fortress Road
London
NW5 2HR

Spar Didcot Parkway Railway Station
Didcot
Oxon
OX11 7RG

Surveys were carried out by:
“Mruk Research” (http://www.mruk.co.uk)

Results

Did you actually withdraw any cash?
%

Yes 100
No 0

Did you realise that the machine might charge you for withdrawing cash when you put your card in the
machine?

%
Yes 100
No 0

Did you notice the machine informing you of the charge it would make?
%

Yes 78
No 0
Already knew of the charge 22
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Why did you choose this particular machine?
(Multiple Selections Allowed)

%
Convenient location 94
I know there is no alternative close by 19
Emergency 6
I was in a hurry 4
I was in here anyway 4
Going to shop nearby and need money now 4
It’s inside the shop 2
Forgot to go to bank 2

Do you think this machine . . . .?
%

Provides a very useful service 43
Provides a useful service 39
Is some use 15
Is of little or no use 2
Don’t know 2

How would you feel if this machine were removed?
%

Very inconvenienced 24
Slightly inconvenienced 33
It would have little or no eVect on me 43

How often do you use this machine?
%

Once a week or more 33
Once every couple of weeks or so 15
Less than this 41
First time today 11

Age groups
%

16–24 28
25–34 37
35–44 20
45–54 9
55–64 4
Refused 2

SEG
%

AB 31
C1 43
C2 17
DE 9

6 December 2004

Memoranda submitted by Which?

RE: INQUIRY INTO CASH MACHINE CHARGES

Which? campaigns for all consumers. With around 700,000 members in the UK, we are the largest
consumer organisation in Europe. Entirely independent of government and industry, we are funded through
sales of our consumer magazines and books.

1. Background

1.1 Developments in the last year suggest that the overall make up of the Automated Teller Machine
(ATM) population in theUK is on the verge of changing. The last three years has seen a considerable growth
of machines that charge a fee for the withdrawal of money, a process known as “surcharging”.
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1.2 In 2003, consumers withdrew over £140 billion in about 2.4 billion transactions fromATMs, a steady
increase from £80 billion in about 1.5 billion transactions in 1996.22 One of the principal reasons for this is
the current account is the primary vehicle through which consumers receive and manage their money. Most
salaries/wages and virtually all benefits and pensions are deposited directly into current accounts. These cash
withdrawals are expected to increase by 25% over the next nine years to 2012, albeit at a slightly slower rate
than before.23

1.3 At the moment, all bank and building society current account holders in the UK can access their
money without a surcharge at any one of the 34,000 free ATMs (73% of the entire ATM network).24 Over
half of these (59%) are branch ATMs, while the rest are non-branch (also called “remote”) machines.25 All
the bank and building society branch ATMs and the vast majority of their non-branch estates allow the
holder of any bank card to use another bank’s cash machine without incurring a surcharge.26

Number of ATMs in UK
(Source: APACS)
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1.4 However this situation is changing as a result of an increase in machines that charge a fee per
transaction. These surcharging ATMs now represent 40% of the total ATM population, most of which are
installed by a series of firms called IndependentATMDeployers (IADs).27 They started appearing in 1999 as
“convenience cashmachines” in shops and nightclubs, but now number about 18,500 in numerous locations
including railway stations, motorway services and shopping arcades. These ATMs charge a fee of
£1.00–£1.75 per transaction (more in some cases), fixed regardless of the amount withdrawn. Although
surcharging ATMs constituted an utilisation rate of only about 3% of all ATM transactions, consumers still
paid £60 million per year in ATM charges in 2003.28 A single consumer, forced to use a surcharging ATM
costing £1.50 to withdraw £20 four times a week would be paying £312 per year in ATM charges alone.

1.5 There is growth in both free and surcharging ATMs, though the latter are growing more rapidly.
Between 2000 and 2004, surcharging ATMs deployed by IADs grew at an average rate of 3,670 new
machines, or nearly 10% of the entire UKATMpopulation, per year. In 2003, surcharging ATMs increased
by about 51.8% compared to only 3% increase in free ATMs.29 According to Nationwide, the last 6 months
to Sep 2004 alone saw an increase in charging ATMs of about 40%.30

2. Summary of Overall Which? View Towards Charging

2.1 Which? policy position regarding ATMs is as follows:

2.1.1 All consumers should be able to, with reasonable convenience, access andmanage their ownmoney
free of surcharge. By this we mean:

— Should be able to: consumers should have the choice of accessing their money without surcharge.
We are not calling for all ATM services in the UK be free. We believe that surcharging
“convenience ATMs” do have a place, provided they do not encroach on a consumer’s access to
free ATMs.

22 APACS, ATM Survey 2004, p. 6.
23 Cardpoint, Acquisition of the Remote Cash Machine Estate of HBOS, “Letter from the Chief Executive of Cardpoint plc”,
26 May 2004, p. 10.

24 We use the term “free” throughout this document to mean “non-surcharging”. In fact no ATM usage is truly free, the cost
of non-surcharging transactions aremerely borne by the owner of that ATM,which are passed on to consumers in other ways.

25 Source: LINK and APACS.
26 Some of the non-branch ATMs owned by Co-operative Bank and Alliance & Leicester levy a surcharge. Data on these
charging estates are not available.

27 Source LINK.
28 Nationwide calculations. Utilisation rate from LINK.
29 APACS ATM Survey 2004, p. 4.; and LINK telephone discussion.
30 Nationwide, Free Cash Machines Under Threat, Sep 2004, p. 3.
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— With reasonable convenience: consumers should not have to go to unreasonable lengths such as
travel long distances. This does not preclude giving consumers the choice of paying for ATM
services that are “more” convenient such as in stores and other points of sale.

— Access and manage their money: means access their cash as well as manage their funds such as
transfer money, check balances, demand statements, etc.

— Free of a surcharge: meaning free of direct surcharges to the cardholder for the ATM transaction.

2.2 All ATMs (both free and charging) should bear messaging that clearly indicates whether or not the
machine is surcharging, and if so, the amount of the surcharge. This messaging should take the form of both
a conspicuous signpost physically on the machine and an unambiguous and un-missable early-stage on-
screen message.

2.3 As for the fee on surcharging ATMs, we believe:

— the current fixed surcharges of £1.50–£1.75 (in some cases as much as £5), is excessive and unfair.

— The surcharge be calculated on a floating rather than fixed basis so that the fee is proportional to
the amount withdrawn.

— The surcharge subject to a limit. A surcharge cap should be set at about 7% to a maximum of £1.

2.4 On the subject of financial exclusion and location, our analysis suggests that free ATMs in lower
volume areas are highly at risk of conversion to charging status. Therefore we believe that:

— Banks and building societies should establish shared branch services. We have long campaigned
for this with the Campaign for Community Banking Services (CCBS).

— In the certain communities where even shared branches are clearly not justifiable, the banks and
building societies must commit to ensuring that these communities are served by free non-
branch ATMs.

— There should be exemptions for those individuals who rely on state support to meet basic living
costs. The technology should be developed so that ATM cards belonging to current accounts
receiving (for example) income support, disability allowance, or pensions are earmarked to be
exempt from ATM surcharges.

3. History of Which? Involvement in the ATM Issue

3.1 Which? has long been involved in ensuring that consumers can have free and convenient access to
their own money. In the late 1990s, we took a strong view against banks levying excessive charges on
consumers using an ATM operated by a bank other than their own. We took the view that the proposed £1
charge was excessive because we believed it was triple the true cost of providing this service. We supported
an Early Day Motion in February 2000 which largely led to the introduction of free bank and building
society access to ATMs.

3.2 When charging ATMs started reappearing in 2001, we wrote to LINK and the Banking Code
requesting that they ensure that all ATMs (both free and surcharging) are suitably labelled as such. We
reported in Which? in November 2001 and again in October 2003 that some ATM deployers, though
disturbingly not all, were doing this.

4. Principle and Trend Towards Charging ATMs

4.1 Free ATMs still constitute the majority of the transactions. In 2003, 97% of all ATM transactions
were from free machines. The average number of withdrawals per day at free ATMs was 196 compared to
15 at charging machines.

4.3 However we think this gap will narrow as surcharging ATMs become more ubiquitous. The CEO of
Cardpoint, the company that recently bought over 80% of HBOS’s non-branch network, agrees: “given this
growth of new convenience ATMs, the large diVerence in utilisation rates between cash machines owned by
banks and building societies and those operated by IADs will narrow”.31

4.2 Our general view is that surcharging ATMs are an acceptable way of delivering of cash to consumers
in certain circumstances, on the condition that they:

— do not encroach on the free ATM estate, endangering consumers’ free access to their money;

— the surcharge is fair and reasonable; and

— are suitably labelled.

4.2 However, events in the last year suggest that these three conditions are not being met, and if recent
developments are duplicated, a situation whereby more consumers are forced to use surcharging ATMs for
their general cash access is not inconceivable.

31 Cardpoint, “Letter from the CEO of Cardpoint plc,” 26 May 2004, p. 10.
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4.3 There are essentially three types of ATMs in UK market:

— bank or building society (BBS) branch ATMs;

— convenience ATMs; and

— public space ATMs.

4.4. Each category has particular characteristics, and need to be analysed separately. This is made
diYcult because much of the industry statistics fall into simply two categories: branch and non-branch.
Nevertheless, for the purposes of this analysis, it is necessary to use three categories.

5. Bank and Building Society Branch ATMs

5.1 These aremachines deployed at Bank andBuilding Society (BBS) branches, eitherwithin the premises
in the lobby or customer area, or mounted on the building in a “hole in the wall”. The vast majority of the
19,349 branch machines (99.9%) in 2004 are owned by the BBS themselves and are free to all cardholders
of UK accounts.32 Branches account for 41.7% of all ATMs, having been overtaken for the first time in 2002
by the rapidly growing non-branch network.

5.2 Two issues are relevant to the continued availability of free branch ATMs: continued branch
availability; ATM availability in branches.

Branch versus Non-Branch ATMs 
1998-2003 (source: APACS)
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5.3 Availability of Branches

5.3.1 Although free ATMs in branches seems assured, it is possible that the overall branch availability
may decline. However this is more an area to do with financial exclusion and location, to be discussed in
detail later in this evidence.

5.4 ATM Availability in Branches

5.4.1 We think that, although the number of free ATMs available in each branch is likely to decline, the
overall availability of free ATMs at branches does not seem under threat.

5.4.2 Although the overall number of branch ATMs has increased by about 1.1% since 2001, the
proportion of the entire BBS ATM estate deployed in branches has actually dropped very slightly from
63.7% in 2001 to 60.4% in 2003.33 This would suggest that banks and building societies are undergoing an
overall trend of moving their ATMs to remote sites.

32 18 (0.1%) are operated by Independent ATM Deployers (IAD). Source: APACS ATM Survey 2004.
33 Analysis of APACS ATM Surveys 2002–04.
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BBS ATMs Branch vs Non-Branch
2001-2003
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5.4.3 Our analysis suggests that one reason for this reduction of branch estates could be due to banks and
building societies minimising operating costs derived from the LINK Interchange Fee (LIF). The LIF,
about 30p per transaction, can constitute an expense depending on how the machine is used.

— If a BBS cardholder uses his/her own BBS free ATM (this is called an “On-Us Transaction”), no
LIF is exchanged and the cost of the transaction is borne by the cardholder’s institution.

— If the cardholder uses a freeATMused by another deployer (a “Not-on-Us Transaction”), the LIF
is payable by cardholder’s BBS to the ATM deployer.

— For a surcharging ATM, the cardholder pays the LIF, but also a portion to the ATM host (up to
about 85p34) plus an extra cost amounting to £1.50.

5.4.4 The last several years has seen a marked decrease in cardholders using their cards in their own
ATMs, with the volume of “Not-on-Us” transactions exceeded “On-Us” transactions for the first time in
2002.35 This could mean that the exchange of LIF is becoming more of a potential issue for the banks and
building societies. It could be within an institution’s interests to become a net receiver rather than net payer
of LIF charges.

Cash Withdrawal Split 'On-Us' versus 
'Not-on-Us' 1999-2003 (Source: APACS)
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5.5.5 Although there are obviously a host of factors in an institution’s ATM citing policy, such as
branding and marketing, we do think that LIF expense potential is a significant influence. Banks with most
of their ATMs cited inside their branches rather than through-the-wall are more likely to be net payers of
LIF’s because customer “footfall” in a branch will be higher than visitor “footfall”. This could be why there
are nearly three times as many through- the-wall machines as there were those deployed in both customer
area and lobbies in 2002.36 Proportions of the indoor machines are also declining further year-on-year.37
The years 2001–02 saw a noticeable decline in ATMs deployed in customer areas (14% drop) and lobbies
(12% drop).

34 Source: Moneybox advertisement for convenience machines.
35 Source: APACS 2003.
36 APACS ATM Survey 2002.
37 Analysis of ATM Surveys 2001–02.
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5.5.6 We think that financial institutions could address this net-receiver/net-payer balance more
eVectively by citing more of their free ATMs in high volume public spaces such as railway stations where
visitor footfall is proportionally much greater. In the last few years, some financial institutions have invested
heavily in non-branch ATMs, and reduced (or reduced growth) of its branch estates (see chart in Appendix
A). Notably, in the period 2001–03:

— Lloyds TSB has increased its relatively small non-branch estate by 19.5%, and reduced its very
large branch-deployed estate by 6%.

— RBS-Natwest increased its non-branch estate by 23.7%, and increased its branch estate by
only 2%.

— Alliance & Leicester has a very large remote estate of surcharging ATMs, and increased this by
57.5%, and only increased its very small branch estate by only 0.5% in the period.

— Nationwide have increased its demand estate by 24%.

— Co-Operative Bank also has a very large remote estate, much of which is surcharging. Most of its
ATMs (82.7% in 2003) are convenience machines in its Co-op Store chain, and increased this by
126% in the period.

5.5.7 However it should also be noted that other banks have reduced their remote estates. Notable cases
are Abbey and HBOS, and this will be explained in the section on Public Space ATMs below. Nevertheless,
the overall trend is that remoteATMshare has increased slightly compared to a slight decrease in the branch
estate. Most of the 3% growth in free ATMs in 2003 were in the remote estate.

5.5.8 We have not observed any incidence at this time of branches removing all their free ATMs, or
replacing them with surcharging ones. Only very small building societies that cannot aVord the operating
costs of their ownATMhave deployed IADmachines, however this amounts to an infinitesimal share (0.1%
of the entire branch network). Free ATMsmounted on branch exteriors are viable from an LIF perspective,
are relatively cheap to operate compared to a remote machine, and significantly cheaper than face-to-face
counter service. We believe it unlikely at this time that BBS’s will start removing free ATMs from their
branches. We think that, although the overall number of branch-mounted ATMs will continue to decline,
the free branch ATM network is assured as long as the branches themselves continue to exist, and there
remains a sizeable non-branch free ATM network.

5.5.9 However it is possible to envisage a scenariowhereby bank and building society branches eventually
became surrounded by a non-branch network virtually controlled by IADs. This non-branch network
would be levying surcharges well above marginal cost (as they now do) and rising. In such a scenario, it
would simply be longer commercially viable to maintain free machines (compensated by a meagre LINK
Interchange Fee) anywhere.

6. Convenience ATMs

6.1 These aremachines found in corner shops, supermarkets, pubs and night clubs. They are not designed
for general banking usage but rather as a way to access cash without the inconvenience of having to leave
the premises deploying the ATM. In 2003, 19,658 ATMs or 35% of the entire ATM network were deployed
in convenience locations.38 Over 77% of these convenience machines are installed by Independent ATM
Deployers (IADs), and the vast majority of which (about 95% at the end of 2003) are surcharging. A small
minority of Alliance & Leicester and Co-operative Bank convenience machines also charge a fee.

6.2 We have no major concern with the principal of surcharging convenience ATMs, provided the
surcharge is fair and proportionate (see our section below on charges); they are clearly labeled (see our
section on transparency below), and they do not encroach on the free ATM network. However it is not
inconceivable that the latter may indeed happen: that more convenience ATMs may switch to surcharging.
This may be brought about by a combination of an aggressive growth of IAD share combined with banks
and building societies reducing their remote networks.

38 This comprises of stores, supermarkets, department stores, national retail chains, restaurants, public houses, night clubs, bars,
cafes, sports and leisure centres, hotels, campsites, gambling, cinemas, stadiums, and zoos. Source: APACS ATM Survey
2004.
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6.3. AD Growth

6.3.1 We think it is likely that the charging ATMs in convenience stores will continue to grow as much
as the market will bear.

Non-Branch ATMs: Free vs Surcharging 
(Source: APACS)
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6.3.2 The last three years has seen a rapid growth of surcharging ATMs, and 2003 was the first year that
surcharging ATMs overtook free ATMs in the non-branch network. Of all the non-branch ATMs in the
UK (both convenience and what we label ‘public space’), 14,436 or 53.3% are now surcharging. While the
entire free machine estate in the UK has increased at a steady rate of about 3-4% per year since 200039, the
surcharging ATMs have increased at a faster rate (72% year-on-year in 2001, declining slightly to 51.8%
year-on-year in 2003). Between 2000 and 2004, surcharging ATMs deployed by IADs grew at an average
rate of 3,670 newmachines, or nearly 10% of the entire UKATM population, per year. Although this rapid
rise has been from a base of nil in 2000, the surcharging ATMs are catching up with the free population.
The vast majority of the surcharging non-branch ATMs are deployed by IADs.

6.3.4 This rapidly growing market for surcharging ATMs has allowed rapid entry of an IAD industry
over the past four years:

— It is concentrated. Of the 9 significant IADs, four own 68% of the market:

— Hanco at 25% was recently been acquired by RBS;

— Moneybox at 15%;

— Cardpoint (which bought a quarter of HBOS’s machines) at 14%; and

— TRM at 13%.

— The industry is also quite lucrative. Cardpoint announced this week better than expected pre-tax
profits rose from £50,000 last year to over £1.8 million this year. This impressive increase is likely
due to a switch in business development stages from capital expenditure to profit maximisation.
Its chief executive promised its shareholders that “looks forward to delivering significant growth
in 2005”.40

6.3.5 Given this development and concentration, the IADs are making notable progress in accessing the
convenience market. Small businesses are given clear incentives to install such machines, including
impressive return figures, relatively low risk, and even add-on perquisites such as free telephone lines
allowing them to open up new service lines.41 The reason for the development of newmarkets not previously
served by ATMs is obvious. This growth is likely to continue, but will eventually reach a saturation point
when over-supply would begin to aVect marginal revenue.

6.3.6 To combat this saturation point fear, we think that IADs will seek to extend this growth into the
free ATM network installed in convenience locations by the banks and building societies.

39 Source: LINK.
40 Letter from the Chief Executive of Cardpoint to Shareholders, Cardpoint Annual Report 2004, 22 Nov 2004.
41 See for example advert for Moneybox ATMs in small business publication. The lease for a convenience ATM is about £124
(!VAT) per month. Total risk £1,484 ! VAT against £4,635 returns from transaction revenue (assuming 5–6 withdrawals
per day). The advert also promotes free BT telephone line installation.
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6.4 Bank and Building Society (BBS) Reduction

6.4.1 While the convenience market seems highly attractive to the IADs, the banks and building societies
would have every reason to reduce their remote services in these locations. In 2003, convenience machines
accounted for 67% of the BBS Non-Branch network, and 26.5% of the entire BBS network.42

6.4.2 It is quite possible that BBS will elect to reduce this network in the future. Non-branch ATMs are
more costly than branches, mainly because operating costs of supplying and servicing a remote location
would be much higher. Newer machines, particularly those installed by the IADs, allow the host retailer to
resupply the machine with cash from his own float (another attractive characteristic for small businesses),
thus mitigating a significant element of operating cost. However the older BBS machines are not likely to
be designed for this. Nevertheless, rents are relatively low compared to some public spaces, so it is possible
that the larger institutions may elect to keep this estate intact.

6.4.3 Convenience locations are also characterised by their relatively low footfall compared to other non-
branch locations. Therefore we think from an LIF balancing perspective, own customer exposure is likely
to be relatively modest, so LIF expenses would be proportionally lower. Nevertheless, some higher volume
locations would remain lucrative.

Chart 1: Number of ATMs
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Chart 2: Number of ATMs by ownership
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6.5 Therefore we think it is likely that some of the existing free convenience ATMs will be removed or
switched from free to surcharging.

42 APACS 2004.
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7. Public Spaces

7.1 These are ATMs in airports, railway and underground stations, motorway services, post oYces, and
shopping centres.

We have developed this third category distinct from convenience ATMs because it is one where bank
branches are not normally within easy access, and they are in a generally shared location where more than
one business is operating. In 2003, 7,436 machines (over a quarter of the entire non-branch network) were
cited in “public spaces”.43

7.2 Presently these public spaces are served by a mixture of branded bank or building society free ATMs.
At the end of 2003, there were slightlymore BBSATMs than IADs (56 to 44% split), and public spaceATMs
constitute over a third of the BBS Non-Branch share. However we think this make up will change
significantly in the next few years. We think that:

— although free ATMs in busy central public spaces seem fairly assured at this time; however

— it is possible that free ATMs in quieter lower volume places are under threat.

7.3 As described above, non-branch ATMs must be much more expensive than branch ATMs owing to
their remoteness. One of the major costs is re-supply, and unlike convenience locations, there is no one host
retailer to take the re-supply role. Another considerable cost in many public spaces is space rental, which is
probably why the much busier locations such as central London mainline stations are almost exclusively
dominated by the larger banks and building societies. On the plus side, footfall is considerably higher than
both branches and convenience locations, so the LIF balance question must be considerable.44

HBOS NON-BRANCH ATM ESTATE

(as at March 2004)

Corner shops, newsagents, etc 306 31.2%
Supermarkets 70 7.1%
Other retail 52 5.3%
Sports centres, gambling, etc 7 0.7%
Bars, pubs, clubs 29 3.0%
Post oYces 8 0.8%
Motorway services 386 39.3%
Railway stations, etc 26 2.6%
Garages, etc 55 5.6%
Workplaces 43 4.4%

TOTAL NON-BRANCH 982

Source: APACS

7.4 However this LIF revenue would surely bemuch lower in lower volume public spaces, such as smaller
motorway service centres and post oYces. Sowe think it is not inconceivable that financial institutions could
determine that an outright sale of their ATMs in quieter public spaces is more beneficial. Smaller banks and
building societies have already begun to do this.

7.5 InMay 2004, HBOS was the first major financial institution to sell part of its share to an IAD. It sold
816 non-branch ATMs to Cardpoint plc. This amounts to 83.1% of its entire non-branch network. The sale
also follows a period of consistent decline: between 2001 and 2003, it shed nearly a third of its remote
network prior to the sale.45 Its non-branch network now accounts for only 6.1% of its entire ATM estate.
Not surprisingly most of the ATMs in the deal were in public spaces, according to information compared
from both the Cardpoint literature and APACS data on HBOS’s pre-sale estate. Over half were in what we
label as “public spaces”, including post oYces, motorway services, railway stations, garages, workplaces,
and shopping centres.

7.6 It is also likely that a large proportion, of not eventually all, of these sold machines will be converted
from free to surcharging. This is likely for two reasons. First the IAD will try to maximise its surcharging
estate. Cardpoint announced that over 250 machines that were previously non-charging will be switched to
charging status. The company stated that “the process to bring retailers to the charging model continues
and you will see this number increase in the year ending 30 September 2005.”46

43 Source APACS 2003. These include railway and transit stations, airports, post oYces, motorway services, shopping centres,
workplaces, and moving locations such as exhibitions. Trend analysis is not possible, because data breaking down the UK
non-branch network in this way for previous years is not available.

44 Not surprisingly, a machine at London’s Liverpool Street Station was the busiest ATM in the UK in 2002. It dispensed over
£1.7 million in December of that year, five times the national monthly average. Source: APACS ATM Survey 2002.

45 See Chart in Appendix A.
46 Cardpoint Annual Report 2003–04, Letter from CEO to Shareholders, 22 Nov 2004.
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7.7 Second, it is in HBOS’s interests for the machines to be surcharging. If it sells machines that are
unlikely to be converted to charging, then when its own cardholders using them will result in a LINK
Interchange Fee expense on HBOS. This is not such a factor for smaller building societies, but it is for the
fifth largest retail bank in the UKwith an estimated 11% current account market share.47 Over time this can
amount to a false economy for the seller, eclipsing any gain on the sale. So it’s in the seller’s interest to ensure
that the machines sold are most likely to be converted.

7.8 This puts quieter lower volume locations, particularly those with limited free machine access
elsewhere particularly at risk of transfer. This can be illustrated with a very simple example. A large bank
is considering selling one of two ATMs. One is located in a busy mainline station where there are two other
free ATMs and considerable footfall; the other in a quieter service station outside a small village with only
surcharging convenience ATMs within a 2km radius. Their perspectives, other things being equal, could be
as follows:

— Prospective IAD: the quieter service station is more attractive because competition against free
ATMs for the high potential footfall is limited. The only competition comes from the other
surcharging ATMs. In the case of the station, footfall is greater, but there is competition with
free ATMs.

— Selling Bank: the quieter service station is more attractive to sell. Although rent will be cheaper,
the smaller location will have more limited exposure to its own customers, so LIF expense is
limited. The mainline station will be more expensive, but it is more likely to attract visitor footfall.

7.9 If analysed in isolation, the HBOS-Cardpoint deal constitutes a tiny proportion of the entire ATM
population. However it is not inconceivable that other financial institutions may follow the example.
Analysis of the remote ATM estates for fourteen banks and building societies (Appendix A) reveals that
Abbey,HSBC, andBarclays also seem to be undergoing a programme to reduce their non-branch networks.
The smaller banks and building societies would quickly follow suit. It is possible to generate a scenario of
the likely free/surcharging ATM share in the light of such developments:

— Cardpoint purchase of 816 HBOS non-branch machines, all of which eventually become
surcharging.

— If each of those three financial institutions sells 80% of its non-branch network, the IAD share will
increase by another 1,400 machines.

— Smaller banks selling non-branch networks, resulting in another 200 machines

— However other banks increase their non-branch network by about 2.5% as in 2003.

— IAD convenience ATM growth drops slightly from 52% in 2003 to 45%, resulting in 6,500 new
machines.

— The total surcharging IAD population will rise to over 55,000 machines.

7.10 Under this scenario, surcharging IADs would then constitute over 64% of the entire ATM estate in
the UK, and over 83% of the non-branch network. As more people are forced to use these machines, the
“utilisation gap” between the volume of surcharged and free transactions would narrow considerably.

8. Fairness and Proportionality of Surcharges

8.1 We think the current fixed surcharges of £1.50–£1.75 (in some cases asmuch as £5), costing consumers
asmuch as 17%of themoneywithdrawn, is excessive and unfair. It is wholly disproportionate to the realistic
cost of running even a remote convenience ATM. This only suggests that firms in this market are charging
what they wish, in many cases because consumers have little choice in an increasingly captive market. If this
continues unchecked, the industry would be at liberty to further inflate the surcharge further as free ATMs
become less accessible.

8.2 For surcharging ATMs, we would like to see:

— The surcharge be calculated on a floating rather than fixed basis so that the fee is proportional to
the amount withdrawn.

— The surcharge subject to a cap. We think the surcharge cap of about 7% to a maximum of £1 is
reasonable and should be set.

9. Transparency of ATMs

9.1 Which? has long taken the view that all ATMs should bear clear messaging. Given the aggressive
growth in surcharging machines in the last few years, we believe that transparency is more important
than ever.

9.2 The Independent ATM Deployer (IAD) industry has claimed that the ATM growth is driven by a
clear demand from consumers who are prepared to pay the charge. In order for this to be truly the case,
consumers would have to be aware that

47 Market share data: Mintel Current Accounts report, January 2004.
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— the machine charges a fee, before they committed to investing time in the machine (queuing for
example);

— the fee charged can be £1.50 to £1.75 (higher in some cases), amounting to upwards of 17% of the
transaction if they are withdrawing £10; and

— that they have the option of using a BBS machine that levies no surcharge, but they have
nevertheless chose to use a surcharging machine.
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9.3 Wewould argue that consumers are not suYciently aware of these three bits of information. InMarch
2004, we conducted an omnibus survey of 2000 consumers, asking them their awareness of charging and
non-charging machines. All adults with a debit card or cash point card were asked—from a list—when they
thought they would be charged for taking money from cash machines. The correct response is that only
machines in convenience/local stores will charge:

— One third (33%) expected to be charged for taking money out at a cash machine in a local store.

— Two thirds (67%) did not know that they would be charged in this case.

— Only 23% correctly said that they would only be charged in this case.

— Consequently, 77% of people either did not know when they would be charged for taking money
from a cash point or were mistaken in their understanding of when they would be charged.

— Indeed, 47% thought that a bank would charge them when, in reality, none of the banks currently
charge for use of their cash machines.

— A fifth (18%) did not think they would be charged on any of the given occasions.

9.4. This indicates a clear lack of awareness of the three points raised above. We think that if consumers
were better aware of these points, it is possible that the market would be better able to respond to and bear
the rise of surcharging ATMs.

9.5. Labelling has already been attempted by the industry. The LINK Membership set down some
guidelines eVective April 2004 on how they are to be labelled. These must be either:

— A label or sticker on the machine indicating that a charge is payable. This charge must not be
obstructed; or

— An on-screen message in the “welcome screen” of the ATM.
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9.7. While charging ATMs are often easily recognised by their bright colours, many consumers are still
unaware that they need to look out for the stickers or on-screen messages. Often consumers don’t know the
machines charge, especially when most of the ATMs on the market do not charge. Some operators appear
to be either disregarding or flouting the LINK guidelines by displaying warnings in a way that makes it
diYcult for them to spot, or delaying the electronic warning until later in the transaction, so the consumer
decides to proceed and pay the charge anyway.

9.8. On the issue of transparency, we would like to see all ATMs, both free and surcharging, carrying
both a conspicuous sign indicating that the machine is free or surcharging and an unambiguous and un-
missable early-stage on-screen message:

— The sign should be so that the consumer could see from a distance whether a charge is applicable,
which could be useful in the event of a queue for example. It should state unambiguously whether
the machine is free or surcharging, specifically what that charge is, and to which card users this
charge would apply. Some banks and building societies have done this, we would like to see all
follow suit.

— The on-screen message should appear directly after the consumer’s card has been inserted warning
the user that there will be an £x charge for the withdrawal and asking them whether they wish to
continue.

— We also agree withNationwide’s proposal that ATMs should bear a 30-day advance warning prior
to a change in status from free to charging, and prior to any increase in the charge.

10. Financial Exclusion and Location

10.1. Another principle area of concern is the impact of surcharging ATMs on consumers in deprived
areas.

10.2. Research by the Campaign for Community Banking Services (CCBS) found that 6,000 BBS
branches that existed in 1990 were closed by 2004. The UK already has the lowest density of BBS branches
compared to Europe. The closures have left an estimated 800 communities without a single bank branch.
Although rural areas are predominant targets, deprived areas of cities are not exempt. A 1998 survey by the
New Economics Foundation found that London lost 20% of its branches between 1990 and 1995. It should
be noted however that the trend of branch closures ceased in 2000–01, nevertheless the CCBS believes that
the trend could continue again in 2004–05. Approximately a thousand more communities are at risk of
losing their last branch.

BBS Branches per 1m Inhabitants 
(Source: CCBS)
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10.4. We andCCBShave lobbied for shared branch banking as a solution to this problem but no progress
has been made.

10.5. Instead the banking industry has turned to the Post OYce as a solution for consumers to access
and manage their accounts. However Post OYces too have been subject to branch closures, with over 1,500
branches closed since 2002, and there is a programme to shut down at least 1,700 more. Moreover, many
of the ATMs installed in and around Post OYces are or soon will be charging. According to the Nationwide
ATM report, over 70% of the ATMs in Post OYce machines charge a fee.

10.6. The impact of branch closures on ATM availability is diYcult to ascertain without detailed
mapping of the present and future situation regarding free non-branch ATMs. We would like to see the
financial institutions and IADs providing detailed information on the localities where new surcharging
ATMs will be cited. To provide some impetus for this, we have undertaken the precursor to such a project.
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10.7. For a sample of 58 of the 800 communities that the CCBS have identified as branchless, we
conducted some rudimentary non-scientific research to assess access in those communities of free and
charging ATMs. For each community name supplied to us by the CCBS, we used the “ATMLocator” tool
on the LINK website to map the closest five free and surcharging machines to the given epicentre. Of the
58 communities assessed:

— Only 4 communities (6.9%) had no ATM less than 2 km from the epicentre;

— 24 (41.1%) had a free ATM within 1 km of the epicentre;

— 21 (36.2%) had a free ATM within 2 km of the epicentre;

— 13 (22.4%) had a free ATM between 2 and 4 km of the epicentre; and

— For 24 communities (41.1%), the closest free ATM was 4 km from the epicentre or further.

10.8. Our findings would suggest that branch closures are indeed having an impact on consumer’s free
access to their own money. In view of the economics of cash machines, we think these “free ATM black out
areas” are likely to increase significantly over the next few years.

10.9. As ATMs convert from free to surcharging machines, groups of people living in aVected areas will
be ostensibly forced to use surchargingATMs for their primary cash access.While we agree that surcharging
ATMs are reasonable as convenience machines where consumers can exercise clear choice, we are seriously
concerned that matters of financial exclusion and location will make “convenience”machines used for more
than they were designed.

10.10. This is particularly disturbing in an era where consumers have salaries, benefits or pensions
deposited directly into their current account (the latter two as a result of a clear government policy).
Consumers are eVectively being taxed to access their own pensions and benefits. We think this is deplorable
and must be reversed.

10.11. Our response to this specific access/exclusion issue is three-fold:

— First, we would like to see the banks and building societies establish shared branch services. We
have long campaigned for this with the CCBS.

— Second, in the certain communities where even shared branches are clearly not justifiable, the
banks and building societies must commit to ensuring that these communities are served by free
non-branch ATMs.

— Third, we would like to see some exemptions for those individuals who rely on state support to
meet basic living costs. The technology should be developed so that ATM cards belonging to
current accounts receiving (for example) income support, disability allowance, or pensions are
earmarked to be exempt from ATM surcharges.
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Appendix A:

Branch versus Remote ATM Estates for Selected Banks and Building Societies: 2001–03
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Supplementary memorandum submitted by HM Treasury

Re: Inquiry into Cash Machine Charges

I am writing following your hearing of 10 February 2005, at which I gave evidence and agreed to provide
you with further information on several issues.

Research into the Impact of ATM charges

You noted that on 8 February 2005 I responded to a Parliamentary Question from John Robertson, MP
asking what assessment the Treasury has made of the impact of ATM charges on various groups with the
answer, “no such assessment has been made.” I am able to confirm that this answer was correct. The
Treasury has made no assessment of the impact of ATM charges, although oYcials have been monitoring
developments in the ATMmarket. As I stated in the evidence I gave, we do not believe that, at present, there
is cause for undue concern about charges. The latest figures from LINK show that surcharged withdrawals
account for only 3–6% of the total and, although this figure has been growing, the rate of growth is now
slower than in previous years.
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As I said inmy evidence, our work on financial inclusion is focused on reducing the number of individuals
who have no bank account at all. At present, I believe that those benefit recipients who do have a bank
account have adequate free access to their funds, either from freeATMsor over the counter at the PostOYce
or banks.

I stated that DWP are satisfied that their customers are not experiencing problems with ATM charges
and mentioned that they had commissioned some independent research which backs up this assertion. This
research was into DWP customers’ experience of having their benefits or pensions paid into bank or Post
OYce card accounts. Customers were specifically asked to list the “disadvantages” ofDirect Payment. Being
charged to access their cash was not listed as a disadvantage, supporting DWP’s view that their customers
are able to access their cash free of charge without having to payATM charges. A copy of theDWP research
can be found at http://www.dwp.gov.uk/directpayment/pdfs/dp—report 04.pdf.

How DWP have been Ensuring that Benefits can be Accessed Free of Charge

I thought you might also find it helpful if I provided you with a little more detail on the work DWP have
been doing to ensure their customers have free access to their money. As you are probably aware DWP is
coming to the end of a two year programme to phase out order books andmakeDirect Payment into a bank
account its normal method of payment. DWP has worked closely with the banking industry and the
voluntary sector to ensure that its customers understand how they can continue to access their cash free of
charge at a wide range of outlets.

In addition to this, DWP has also introduced two important safeguards to ensure that its vulnerable
customers can still get access to their money free of charge. The first is the Post OYce card account. This is
an ultra simple account that was designed specifically as a steppingstone to full financial inclusion. It was
targeted at those who did not yet feel able to operate even a basic bank account. The Post oYce card account
only accepts payments of benefits, pensions and Tax Credits. It does not have an overdraft facility and
money can only be withdrawn at a Post OYce counter. As it cannot be accessed at an ATM, the four million
people who will be using this account cannot incur any ATM charges.

For themost vulnerableDWP customers (eg elderly housebound people without a regular carer) a cheque
payment service has been introduced. This was previously referred to as the Exceptions Service. It was
designed in consultationwith all of themajorDWPcustomer representative groups. It is specifically targeted
at those who cannot make use of a bank account. The cheques can be cashed free of charge at a Post oYce
counter by the customer or their representative. It is expected that over one million people will be paid by
cheque. As ATMs play no part in these transactions, again the question of charging does not arise.

The Geography of Financial Exclusion

On the issue of the analysis the Treasury has done on the geography of financial exclusion, a summary of
the secondary analysis the Treasury conducted for the publication of “Promoting financial inclusion” last
December can be found on page 14 of that report. In addition, I am able to share some of the background
analysis to this work (attached). I hope that this is useful as you continue your inquiry. The terms of our
contract with the company that provided the information mean that I am unable to share the raw data with
any third party. You are, of course, free to contact the research company, CACI, if you wish to discuss with
them the possibility of direct access to the information.

The Payment Systems Task Force

Our memorandum explained the background to the Payment Systems Task Force and the timescale on
which it is operating. As noted in the memorandum, several of the Task Force’s planned workstreams may
have an impact on the ATM industry in the UK. These are the LINK Access and Governance workstream
(scheduled for 2005), the Price IneYciency workstream (scheduled for 2006) and the Transparency
workstream (scheduled for 2007). Each working group will make an assessment of the evidence available at
the time, carry out further studies and look at options for change. Precise terms of reference for eachworking
group will be agreed by the working group and the Task Force when a working group begins. It is therefore
diYcult to say in advance exactly what ground the working groups will cover.

Finally, I would like to reiterate the fact that I very much welcome the interest the Committee has been
taking in this subject. It is an important area of public policy and I look forward to seeing the results of
your inquiry.
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The Geography of Financial Exclusion—note for the Treasury Select Committee

In 1% of all postcode districts, more than 70% of families are financially disengaged, on low

incomes:
Birmingham 11 postcode districts
Bradford 2 postcode districts
London 6 postcode districts
Glasgow 3 postcode districts
Liverpool 5 postcode districts
Manchester 3 postcode districts
Wolverhampton 1 postcode district
Middlesbrough 1 postcode district

The 10% most financially excluded postcode districts contain 68% of all the financially

excluded. These postcode districts are found in the following areas:

Aberdeen 1 postcode district
Birmingham 20 postcode districts
East Lancashire 4 postcode districts
Bradford 7 postcode districts
Bolton 4 postcode districts
Brighton 1 postcode district
Bristol 2 postcode districts
CardiV 2 postcode districts
Prenton 2 postcode districts
Croydon 2 postcode districts
Coventry 4 postcode districts
Crewe 2 postcode districts
Gravesend 1 postcode district
Dundee 3 postcode districts
Derby 2 postcode districts
Dudley 3 postcode districts
London 63 postcode districts
Falkirk 1 postcode district
Alloa 1 postcode district
Glasgow 18 postcode districts
Huddersfield 2 postcode districts
Hull 3 postcode districts
Halifax 1 postcode district
Ilford 2 postcode districts
Liverpool 14 postcode districts
Leicester 5 postcode districts
Wrexham 1 postcode district
Leicester 6 postcode districts
Luton 3 postcode districts
Great
Manchester 14 postcode districts
Bedford 2 postcode districts
Motherwell 6 postcode districts
Newcastle 7 postcode districts
Nottingham 6 postcode districts
Northampton 1 postcode district
Newport 3 postcode districts
Oldham 5 postcode districts
Rochdale 2 postcode districts
Oxford 1 postcode district
PaisleyGreenock 5 postcode districts
Peterborough 1 postcode district
Kings Lynn 1 postcode district
Portsmouth 2 postcode districts
Havant 1 postcode district
Preston 2 postcode districts
SheYeld 3 postcode districts
Rotherham 1 postcode district
Swansea 1 postcode district
Stockport 1 postcode district
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Hyde 1 postcode district
Slough 2 postcode districts
Southampton 2 postcode districts
Sunderland 4 postcode districts
Stoke 2 postcode districts
Telford 1 postcode district
Teeside 7 postcode districts
Warrington 1 postcode district
Runcorn 1 postcode district
Widnes 1 postcode district
St Helens 1 postcode district
Wakefield 4 postcode districts
Wigan 2 postcode districts
Walsall 4 postcode districts
Wolverhampton 6 postcode districts

Supplementary memorandum submitted by the Royal Bank of Scotland

Duringmy appearance before your Committee on 1 February, I undertook towrite to you on the strategic
independence of our free to use estate and that of Hanco, and to let you have information on the facilities
we make available in Speke, Merseyside.

The strategic distribution teams for Hanco and for RBS free to use ATM estate report into separate
departments within the Group’s Retail Banking Division and, on a day to day basis, operate independently.
We chose to maintain the two departments as separate entities within the Retail Division as the two
operating models are diVerent from each other, requiring diVerent business approaches that provide
complementary oVerings for our customers.

On those few occasions where a site falls into a competitive tender between the two teams, this
independent structure ensures both internal and external competition. This approach is not uncommon
across TheRoyal Bank of ScotlandGroup. To have independent unitsmaintaining responsibility for similar
aspects of business drives innovation and standards, as, for example, in the competition for loan and
insurance business between Lombard, Direct Line and our branch networks. A more general example is the
way in which our Royal Bank of Scotland and NatWest brands compete on the high street.

On the second point, I attach a map of Speke (not printed). The map shows the locations of all LiNK
Automatic Telling Machines (ATMs) and Convenience Cash Dispensers (CCDs) relative to our NatWest
branch and the Post OYce. NatWest is the only bank with a branch in Speke.

The map highlights the path one would take from the Post OYce/Citizens Advice Bureau to the NatWest
branch. The distance is 0.82 of a mile, which is consistent with the UK wide data confirming that 84% of all
CCDs are within a one mile radius of a free to use ATM. The NatWest branch has a free to use ATM, which
handles on average 8,000 withdrawals per month. The Hanco machine, situated within the Post OYce,
handles on average 350 withdrawals per month. It is worth noting that free cash withdrawals are also
available to our basic bank account holders in Speke at the Post OYce.

23 February 2005

Supplementary memorandum submitted by Nationwide Building Society

Growth of Charging Cash Machines

1. During the Committee’s inquiry into charging cash machines, some assertions have been made
regarding the growth of charging cash machines: that the growth of charging machines has been entirely at
new, sometimes called “greenfield” sites where there was previously no ATM; and, in a linked point, that
the number of free machines is continuing to increase and has not been aVected by the entry of independent
ATM deployers into the market.

2. In some cases these assertions have led to a suggestion that the number of ATM transactions on which
a charge is levied will remain relatively small, and that even if half the UK’s cash machines were to charge
(which, it is now accepted, is likely to happen at some point in the next twelve months), the proportion of
transactions on which a charge is levied will not go beyond 5% of the total.
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3. Nationwide is concerned that certain misconceptions lie behind these assertions, which might lead
policymakers to believe that there is little need for changes to policy or practice in the UK cash machine
network. As we stated in our original submission to the Committee, we are committed to retaining a viable
network of free cash machines in the UK and believe that failure to act now, on the part of the industry and
of government, could lead to serious damage to the viability of the free network in the future.

4. The example of the growth of charging ATMs in the United States demonstrates how the expansion
of charging machines as a proportion of the network can impact on the ability to receive cash for free. 95%
of ATMs in the US levy charges on some or all users (it is now general practice for banks in theUS to charge
other banks’ customers for using their ATMs, and also for banks to charge their own customers where they
use an alternative provider’s ATM—a practice sometimes known as “double-dipping”, which is forbidden
under the LINK rules in the UK). According to the American Bankers’ Association, this growth has led to
around 40% of transactions in the US being charged-for

Growth in the Number of Free Machines

5. The assertion that the number of free machines continues to rise is questionable, since growth in the
first part of 2004 was as low as 0.3%. However, this assertion also fails to take into account the diVerence
between the trend as regards free ATMs located in bank and building society branches, and the trend as
regards free “remote” (non-branch) ATMs. The figures clearly show that there are fewer free “remote”
ATMs than there were a year ago, whilst the overall number of free ATMs is being boosted by an increase
in free branch ATMs, giving a small overall growth49. Consequently, access to free ATMs is increasingly
linked to access to bank and building society branches—people without access to branches have a decreasing
chance of access to a free ATM.

6. Nationwide was reassured to hear competitors such as HBOS and RBS Group state so firmly their
commitment to keep their own ATMs free. However, we believe that for a free network to remain viable,
that commitment needs to extend beyond the promise to keep branch-based machines free. If more banks
followed the lead of HBOS and abbey in selling oV some or all of their remote ATMs to charging operators,
then ultimately free ATMs could be restricted almost entirely to bank branches. It could become the norm
for non-branch ATMs to charge a fee, something which could have a serious impact on those living in
communities without a bank branch, particularly those who are less mobile.

Charging Machines Replacing Free Machines

7. While the majority of charging ATMs may be installed at new, or “greenfield”, sites, it would be a
misconception to believe that this is exclusively the case or that charging machines will not seek to increase
their ATM holdings through replacing free ATMs.

8. Charging operators already compete to buy free ATMs from banks and convert them to a charging
model, as took place with abbey’s sale of ATMs toMoneybox, and HBOS’ sale of more than 800 ATMs to
Cardpoint. Nationwide has itself been approached by a charging operator with a view to discussing “this
type of deal” for our ATM estate, so wemust conclude that all banks and building societies with any ATMs
are being approached, and that charging operators are seeking to increase their holdings through further
conversion of free ATMs. (The charging operator’s letter to Nationwide is appended to this submission.)

9. The Committee has also heard evidence of the aggressive approach of the charging operators who seek
to expand their networks by taking over sites where banks or building societies currently operate free
machines profitably. Nationwide previously submitted, in confidence, evidence of a charging operator
oVering financial inducements to a site owner where a free ATM was being operated profitably by
Nationwide.

10. In the financial year 2004–05, Nationwide has to date lost 8 ATM sites where the owner plans to
replace the free Nationwide ATM with a charging ATM. Nationwide lost a further twenty two ATM sites
in early 2004 to a charging operator. All these siteswere profitable forNationwidewithout charging. Further
to the Committee’s request we have appended details and figures relating of ATM sites which Nationwide
has recently lost to charging operators. (These figures are submitted in confidence to the Committee.)

11. Action to protect the viability of the free ATM network needs to be taken to avoid a scenario where
only ATMs at bank and building society branches are free, and all other ATMs charge a fee. The
Committee’s inquiry has itself proved helpful in bringing to public attention the growth in charging
machines and exposing some of the bad practice on transparency and consumer information which takes
place in the industry.

49 According to LINK data for the 12 months to October 2004, the total number of free remote ATMs fell by 507, while the
total number of free branch ATMs rose by 234
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12. Nationwide urges the Committee to demand further action: better transparency, so that consumers
can see at a glance whether a machine will charge, and are able to exercise a real choice; better information
and research on the ATMmarket, so that the impact of cash machine charges (particularly on low-income
groups) is monitored and action can be taken to remedy problems; and fair charges, so that the interests of
consumers are protected.

21 February, 2005

Supplementary memorandum submitted by HBOS

As you requested at the Committee’s recent hearing on cash machine charges, I am writing to briefly
outline the relationship that Bank of Scotland’s business banking team has with Cardpoint.

In September 2002, Bank of Scotland entered into an arrangement with Cardpoint to provide loan—a
standard commercial banking transaction. The relationship is limited to debt instruments only; we do not
have an equity interest other than the standard protections in case of loan default. HBOS has also provided
business-banking facilities to Cardpoint on our usual terms since this date.

Subsequently we decided to sell our remote ATMs and this deal with, as it happened, Cardpoint, was
finalised in March 2004. Working with Bank of Scotland’s business banking team, Cardpoint finalised an
extension of the loan to facilitate their purchase of our ATMs in May 2004.
Our loan and banking arrangements with Cardpoint are managed by Bank of Scotland’s business banking
team which is separate from our retail bank; the latter managed the sale of our remote ATMs to Cardpoint.
So the two aspects of our relationship with Cardpoint are conducted at arms length, by separate teams.

I would also like to reiterateHBOS’s commitment to improving transparency at all ATMs.Within LINK,
we are driving the work to improve the policing of regulations and are keen to see the transparency rules
included in the Banking Code.

I hope this information is helpful to the Committee—please do get in touch if you have any queries.

1 March 2005

Supplementary memorandum submitted by Which

Thank you for inviting our comments to the LINK memorandum of 12 January 2005. Your inquiry has
drawn attention to the critical issue of cash machine charges, and as a consumer organisation that has been
campaigning on this matter for many years, we would be pleased to participate in any follow-up activities
either involving your committee or any other organisation.

Which? Overall Policy Position on ATMs

To reiterate, our position on cash machines is threefold. We have no issue with charging cash machines
provided three conditions are met:

1. the charging machines do not infringe on consumers’ free access to their own money. This is
particularly important in areas of financial exclusion;

2. the charge itself is fair and proportionate to the cost of the transaction, and subject to a sliding scale
and possibly even a cap; and

3. all cash machines (both free and surcharging) are clearly and unambiguously labelled, showing
whether the machine charges and if so how much.

Our Specific Position on Labelling

The last element on the labelling of cash machines is a significant element of our position in this area, and
one that needs to be implemented within a relatively short timeframe. As the Chairman of the Committee
correctly pointed out in the inquiry hearings, consumers are confused by how themachines are labelled, and
the current situation is simply not appropriate.

In the December hearing of the Committee’s inquiry, we argued that consumers are not suYciently aware
of whether which machines are free and those that charge. Our survey in March 2004 found that:

— One third (33%) expected to be charged for taking money out at a cash machine in a local store.

— 77% of people either did not know when they would be charged for taking money from a cash
machine or were mistaken in their understanding of when they would be charged.
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— 47% thought that a bank would charge them when, in reality, none of the banks currently charge
for use of their cash machines.

— A fifth (18%) did not think they would be charged on any of the given occasions.

Also in the written evidence, we set down a series of criteria of what eYcient labelling should include. In
order for consumers tomake a correctly informed choice, we think consumers need three essential categories
of information, as outlined in the table below:

The consumer needs to know. . . Therefore the physical labelling
should:

That the machine charges a fee, before the consumer commits to Be clearly visible by most people
investing time in the machine (queuing for example). from a certain distance (the exact

distance is subject to discussion but
we mean the vicinity of about 5–10
metres).
Have safeguards to ensure this
labelling is not obstructed.

That the fee charged can be £1.50 to £1.75 (higher in some Include the amount of the
cases), amounting to upwards of 17% of the transaction if they surcharge, and this must also be
are withdrawing £10. clearly visible.

That he/she has the option of using a bank or building machine Appear on non-surcharging cash
that levies no charge, but she/he has nevertheless chosen to use a machines as well as charging ones,
charging machine. and the labelling should appear in

a way to suggest that consumers
have a choice.
Be accompanied (on charging
machines) by an on-screen message
that appears directly after the
consumer’s card has been inserted
warning the user that there will be
an £x charge for the withdrawal
and asking them whether they wish
to continue.
Be accompanied (on machines
prior subject to status change from
free to charging) by a 30-day
advance warning of this status
change.

Our policy calls for physical labelling on the cash machines as well as on-screen messages. We think on-
screen messages have limited eYciency because consumers tend not to see them. Therefore we believe clear
physical labelling is essential.

In the Committee hearing in December, we proposed that a type of standardised labelling system be
adopted by the industry. All cash machines in the UK could be equipped with a universal symbol that can
be clearly seen and instantly understood. “£0” within a traYc sign-style green circle would denote that no
surcharge is levied; while a red triangle encompassing the amount of the charge itself, as either an amount
or a percentage (should a sliding scale be adopted).

We think this labelling could be adopted with minimum investment by the deployers. We gather there is
a problem with some site owners allowing the obstruction of physical labelling that could curtail the
machine’s use. Therefore there should be safeguards, such as allocation of responsibility to the site owner,
to ensure the labelling is not obstructed, defaced, or removed.

Another issue we have raised is the enforceability of the labelling. In April 2004, the LINKMembership
set down guidelines on how labelling should appear. While charging ATMs are often easily recognised by
their bright colours, many consumers are still unaware that they need to look out for the stickers or on-
screen messages. As the Committee has heard from the evidence and hearings, some operators appear to be
either disregarding or flouting the LINK guidelines by:

— displaying warnings in a way that makes it diYcult for them to spot;

— delaying the electronic warning until later in the transaction, so the consumer decides to proceed
and pay the charge anyway; or as the Chairman correctly underlined in one of the sessions; and

— misleading the consumer with signs such as “free balance enquiries”.
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Clearly there appears to be an issue of compliance and enforcement. While LINK’s intentions are well
founded, it unfortunately lacks the capacity to enforce decisions taken by itsmembership.Wehave therefore
proposed that the ATM labelling should be brought into the Banking Code, and that the Independent ATM
Deployers (IADs) become signatories of that self-regulation.

Response to the LINK Proposals

While this proposal is well intended and constitutes some progress, it falls well short of what we think is
necessary. Each element of the LINK core proposal shall be analysed in turn.

— Have an initial on-screen message that shows the amount of the likely charge.

This is positive and better than is currently in place, but not suYcient unless accompanied by physical
signage described above. Although we have been encouraged by somemembers already doing this, we think
it falls short because the amount of surcharge should be clearly labelled on the machine itself and visible
from a distance. On-screen messages usually can’t be seen by consumers until they come close to it. This is
useless for consumers in a queue, for example. Nevertheless this is useful as a measure complementary to the
physical signage outlined above.

— Have external signage on the cash machine itself that indicates that the machine will charge.

This is not a large progress from the rules LINK agreed to in 2003, and it falls far short of what we called
for. There appears to be no content on:

— the display of the surcharge itself;

— the wording and legibility (font, appearance, colour contrast, etc) of the message which should be
standardised;

— how and where on the machine the sign would be mounted;

— measures to protect against site owners obstructing the message; and

— displaying on non-charging cash machines (important for competition reasons).

Any signs that advertise the presence of the machine or indicate its location will also indicate that the
machine will charge.

This can be a very useful provision for those “LINK cash machine inside” shop-front signs. We welcome
the initiative LINK has taken in this regard, but would advise that such a shop-front sign would be even
more useful if it indicated the amount of surcharge.

While some of these proposals are helpful, we are concerned that they do not come near the steps needed
to address the disclosure and transparency issues you identified in the hearings on cash machine charges.
We urge both LINK and its members to re-consider this matter, and consider implementing some of the
proposals we recommended and are outlined above. Thank you again for inviting our views on this issue
and please do not hesitate to contact us should you have any further questions.

4 March 2005

Letter from the OYce of Fair Trading to the Chairman of the Committee

CASH MACHINE CHARGES

Thank you for your letter of 7 March to Sir John Vickers on the subject of the transparency of cash
machine charges. I am replying for John as he is away. Your letter seeks our views on whether the OFT
would be supportive of a voluntary agreement requiring charging cash machines to display a sign giving the
amount that the machine charges. As well as considering the competition issue, we have summarised our
position on transparency.

You raise the question of whether competition between charging cash machines would be harmed or
enhanced by signs which bear the price of transactions. This is not an issue that we have yet considered in
detail so a definitive answer is not possible. As you know, there is already price information provided on-
screen before a transaction is made.

The type of issue that we would need to consider in order to provide a better reasoned answer to the
competition element of your question might include:

— evidence on the nature of competition between operators of charging machines. For example, do
they compete directly in close proximity in certain locations? Or does the main competition
between them take place in persuading site-owners to allow them to place a machine on their
premises?
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— evidence on consumer willingness to search for cheaper cash machines, even if transparency of
charging were greater. For example, how far are consumers willing to travel to find the cheapest
cash machine? Howmuch of a constraint on the price charged at any particular charging machine
is the price charged at other charging machines (as opposed to the proximity of a free machine)?

— evidence on the costs related to the proposed changes. For example, does it support the cited
operator’s claim that the changes would prohibitively raise the cost of changing the price charged
at the machines?

We would also need to consider whether the increased visibility of prices might potentially result in
uniformly higher prices. This could occur if all cash machine operators had an increased incentive not to
change prices because of the combined eVect of a) the cost of replacing/updating the signs, and b) it being
easier to monitor the prices of their competitors.

The basis behind the consumer protection legislation which covers prices has always been that consumers
should have price information before they decide whether to enter into a contract. Even if a card has to be
inserted into the cash machine before the advice on charges is given we regard the price information as
transparent and timely, as long as the transaction can be aborted before a charge is incurred.

As you know, the OFT chairs the Payment Systems Task Force, which seeks to identify, consider and
resolve competition, eYciency and incentive issues relating to payment systems. Many of the themes which
will be covered in the Task Force were raised by the Cruickshank report of 2000. The Task Force currently
plans to look at the access and governance arrangements of the Link scheme later this year.

You also ask whether we would be able to provide any information on the situation in other countries
regarding their transparency requirements, and any policy debate onATM interchange fees and surcharges.
We hope to be able to provide you with an overview of payment related pricing models for personal
customers, which include cash machines, within the next week. However, this information will not be
specifically on transparency requirements and the policy debate over charges.
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