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Florida has emerged as a major testing ground for banks' electronic funds transfer 
activities, according to a leader in the Honor System, who suggests what the state's 

experience may herald for EFT nationwide. 

EFT activities in Florida are creating wide-
spread interest Accounts of just what is happen-
ing in the state vary according to the source. I 
would like to discuss Barnett Banks' ex-
perience in what is becoming one of the key 
electronic banking markets. As of this autumn 
POS will be a major reality in Florida, with over 
300 retail locations where 4.25 million card-
holders will be able to buy goods with debit 
cards. 

This development is important to all Florida 
banks, and especially to Barnett Barnett Banks 
of Florida is the state's largest financial organi-
zation; with $11 billion in assets, it is number 
two in the southern United States. Much of our 
growth has come from retail, or consumer 
banking. Through 305 branches, over a million 
people do business with Barnett, giving the 
bank the largest customer base in the state. 

Barnett was somewhat late entering the ATM 
environment but it caught up rapidly. Today 
Barnett has about $9 million invested in the 
electronic payment system, in terms of its 242 
ATMs and electronic switch hardware and 
software. W e have invested so heavily because 
we want to maintain and increase our market 
position. Our approach to doing so is the same 
as a retailers: provide the utmost convenience 
and service quality to customers. The evolving 
payment systems will assist banks in serving 
customers well, through vehicles such as ATMs, 
POS, and perhaps home banking. 

On the corporate banking side, Barnetfs 
position is to increase market penetration by 
actively providing a complete array of services 

'The author is senior vice president, Barnett Banks of 
Florida, Jacksonville. The bank is among the ten original 
funding members of the Florida Interchange Croup, which 
owns and operates the Honor System. 

and helping companies to enter the electronic 
payments environment. W e view POS systems 
as a new area of corporate services. In talking 
with companies that do business in Florida, we 
find that most know less about electronic 
payments than do Kroger or Publix. In fact, the 
vast majority are looking to banks to provide 
information and services to them. Thus, rather 
than a reduced role for banks in the payment 
system, we see a changing one. 

Retailers must come to agree that banks are 
to be an active rather than passive POS partici-
pant The equipment and switch vendors have 
the hardware and software, and they certainly 
have a good salesforce. While banks do not 
always have the systems, they do have the 
account relationships, and retailers traditionally 
have gone to the banks anytime they ventured 
into a new finance-related service. W e must 
create and demonstrate a value for the retailers 
to come to us now. 

Through Honor, Barnett Banks and others are 
trying to educate ourselves so that we can 
educate others, and to create that value for 
retailers. The creation of the Honor System was 
a big step in our educational process. The 
Honor System in Florida is a shared ATM 
network currently linking each Honor member's 
off-bank site ATMs. About 4.5 million card-
holders are in the Honor System; over 1,800 
ATMs are in the state. As of April 1984 member 
banks' proprietary ATMs, those at branch sites, 
can be linked directly to the Honor System. In 
effect, nearly all the proprietary ATMs have 
now become Honor ATMs. What this will do to 
the average number of ATM transactions per 
location is easy to predict. In the short term, 
Florida may be saturated with ATMs. People 
are going to make only so many transactions 
through an ATM, just as the number of times 
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Bankers Ask " W h o Should Pay?" 

In discussion following my presentation, Gordon 
Oliver of Citizens and Southern Bank mentioned that 
there is a lot of confusion over the possible benefits in 
differential pricing between electronic and paper 
access to funds. He firmly believes that banks have the 
paper processing business down to a science, making 
it relatively inexpensive for them to process checks He is 
unconvinced, therefore, that electronic movement of 
funds is cheaper for banks than a paper check process 

Oliver points to productivity as a big problem for banks 
As everyone is aware, bank costs have increased 
substantially because of deregulation. Banks pay for 
many more balances than they used to, and at much 
higher rates This leaves them no choice but to un-
bundle services, pricing on an explicit basis and allow-
ing consumer costs to rise significantly. 

The big problem, stressed by Oliver, is who should 
pay the cost of the new services. Bankers think they 
should receive a fee and retailers think just the 
reverse. As an example, it was mentioned earlier that 
Kroger was able to earn good fee income (renting space) 
from installing ATM a Oliver doubted that this could 
continue. In fact, he believes that such situations are 
likely to project us into the point-of-sale environment 
quicker, because P O S devices are cheaper. Banks 
cannot afford to put ATMs in all the 7-11 stores in 
Georgia, for instance, when they already have more 
ATM capacity than is needed to handle the transactions 
Having all those additional machines renders the whole 
system less productive. If adding ATMs yields little further 
benefit to the banks, surely they will not undertake the 
capital expense. The question of who bears the cost 
gets back to the question of who benefits and in what 
ways If the retailer benefits through reduced cost 
then you expect the retailer to be willing to pick up 
some of that cost. 

But to my way of thinking, in the long run we are not 
talking about offsetting costs for the new system. 
What I hope we are talking about is a system that 
eventually reduces costs for everybody involved. Con-
sequently, what we should do is to differentiate the 
cost of the paper system from the cost of the electronic 
system. If electronics, POS, and ATMs are less ex-
pensive, then banks will be creating incentives for 
consumers to use electronics simply by charging 
more for check transactions than for electronic trans-
actions A prerequisite to success here is that there be 
equal opportunity access for both systems If the 
electronic medium is as accessible as the check 
medium, and you differentiate cost, perhaps you will 
wind up with the lowest overall cost for the entire 
payment system. 

Banks cannot be the only players offering incentives 
for electronic payments however. Gasoline retailers 
have pioneered cash discounts and could carry over 
the concept to debit card transactions. Thus when a 
customer uses a debit card at a gasoline station, he 
will get a 4 cent discount per gallon. Some gasoline 
retailers are taking the first step forward into this area, 
and I think other retailers will begin to follow their lead, 
helping to differentiate the cost of paper and elec-
tronics. After all, the retailer gains from lower cost and 
increased funds availability by shifting to POS. 

If electronic payments provide increased conve-
nience for the consumer, then he will be willing to pay 
something. But the consumer is not willing to pay the 
entire cost of a new system in which the retailer and 
the bank will also benefit. Banks retailers and con-
sumers alike will share some of the cost, just as every 
group will realize the long-term benefits 

they will cash a check is finite. Many ATM 
owners will be hard-pressed to reach a break-
even point, because the initial cost is dwarfed 
by the ongoing expenses and per transactions 
revenue is fixed by Honor. Annual expense in 
some cases is greater than initial purchase 
price. 

W e believe that the ATM is an interim device 
for most retailers, and that is why we have 
decided to pursue the point-of-sale, direct 
debit, and credit applications of non-ATM de-
vices for the retail trade industry. The most 
immediate and beneficial impact of POS is the 
reduction in the cost of credit card transactions. 
The authorization cost to retailers for customers 
using credit cards may be reduced as much as 
one and a half percent through the use of POS. 
Such cost reductions help retailers to offset 

equipment costs and are their chief impetus in 
moving towards POS. Accepting debit cards 
seems to be a secondary consideration. With 
the terminals that are coming out now, a 
retailer can become part of a debit and credit 
card POS network for about $500 to $1,000 for 
the terminal and something between 15 and 
30 cents a transaction. These prices open up 
POS benefits not just to the large companies, 
but to the medium and small ones as well. 

Of course, the leaders in POS have been 
primarily the large companies that are willing 
to undertake the research and development 
expense. One of those leaders is Mobil Oil 
Corporation, with which Barnett has signed an 
agreement to provide direct point-of-sale appli-
cations at over 200 Florida stations. Interest-
ingly, through this endeavor with Mobil we 
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have discovered that banks are not nearly so far 
along in developing POS as we had thought. 
The Honor System was developed by bankers 
well acquainted with ATM technology, and it 
functions as a superb ATM shared network. 
However, many questions are encountered in 
developing a point-of-sale network that are not 
raised with an ATM. 

For example, what sort of daily transaction 
amount for an individual consumer do you set 
in a POS environment? With ATMs the bank 
allows consumers to take as much cash as it 
sees fit in a simple bank-customer transaction. 
In a point-of-sale world with a $200 daily limit, 
what do you do if on a Friday you shop for $120 
worth of groceries, proceed to fill up the car for 
$30, and then decide you want $100 cash from 
the ATM for a trip that weekend? Perhaps 
banks should set a uniform limit for ATMs and 
have a different limit for POS, or maybe banks 
should just increase the limit overall to $1,000 
a customer. Then banks are faced with a security 
issue. 

Another question is, what happens when the 
system goes down? Point-of-sale direct debit 
must be on-line, unlike ATMs. In an on-line 
environment, the service had better be up 99-
plus percent of the time or else both retailer 
and consumer will get angry. The fact is that as 
long as there is a shared network, as long as 
there are over 100 banks, each of which has 
some sort of computer to process those trans-
actions, the risk is always present that one 
component will fail. Not much thought has 
been given to the absolute necessity of a 
simple and efficient backup for off-line POS 
debit transactions. 

What we have had to do is create a paper 
backup system that allows us to take information 
from the consumer and create a document that 
is going to be paid. That might sound easy, but 
take a look at your debit card. What information 
can you read off the debit card that tells you 
anything about your checking account? Not 
many people could even determine what their 
checking account number is by looking at their 
debit cards. When you consider that over 160 
institutions are members of Honor, think of the 
plight of the poor merchant. Many debit cards 
look like credit cards, and many fail to identify 
the specific issuing bank. The merchant can 

become quite confused with potentially hun-
dreds of acceptable and unacceptable payment 
methods for POS. 

A third POS issue concerns account access. 
Should we offer the consumer the option of 
using a savings or checking account to pay at 
the point of sale? If we offer a savings option, 
are all types of savings accounts eligible? What 
about drawing on a credit account via a debit 
card? Seemingly there will have to be some 
compromise between consumer options and 
computer systems so that a POS transaction 
can remain a fast electronic transaction. Clearly, 
a great deal more is involved than just convert-
ing an ATM system to a POS system. 

The new electronic environment has already 
created some changes in consumer banking in 
Florida. The most obvious is that new branches 
are smaller. As we establish more outlets for 
consumers to access banking services, we have 
less need for a 4,000 square foot branch. Today, 
Barnett's average branch is 2,400 square feet 
and this may shrink even more. 

Some institutions are thinking about separating 
the branch into two parts. One would be a 
highly automated transaction area, with rela-
tively few tellers but several ATMs. The other 
side of the office might be reserved for high-
profit services—the consulting, investment and 
credit services that require more personal, 
private banking. A bank could design the facility 
so the two streams of traffic do not intermingle 
and the transactions for both sets of customers 
can be completed most efficiently. On the 
corporate side, some banks are beginning to 
combine under a single merchant or retailer 
umbrella service offerings that used to be sold 
and administered by separate parts of the 
organization. Additional changes in the way 
banks provide services will depend upon how 
rapidly the electronic environment takes hold 
among consumers and retailers. 

If we correctly package our traditional products 
and utilize new delivery vehicles that are 
becoming available, banks may have at least as 
large a role—if a somewhat different one— in the 
future payment system. By combining in net-
works and taking a leadership role in educating 
both the consumer and the retailer, banks can 
and will maintain their position in the payment 
system. But this will require an active partici-
pation by all the players in all the issues. 
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