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Are Cashless ATMs Legal? Risks, Penalties & Alternatives

Cashless ATMs disguise card payments as ATM withdrawals, and that transaction

miscoding carries real federal penalties. Here's what businesses and consumers should

know.
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Cashless ATMs that disguise retail purchases as ATM withdrawals are illegal under federal

law. These devices process debit card payments at a store’s point of sale while making

the transaction appear to be a standard cash withdrawal on your bank statement. That

built-in deception is the core legal problem, and it exposes merchants, payment

processors, and device operators to criminal liability including bank fraud charges

carrying up to 30 years in prison.

How Cashless ATMs Actually Work

Despite the name, a cashless ATM does not dispense cash. It sits at a store’s checkout

counter and processes what is really a debit card purchase, but it codes the transaction

as an ATM withdrawal. When you swipe or insert your card, the system rounds your

purchase total up to the nearest $5, $10, or $20 increment so the charge looks like a

typical ATM withdrawal amount on your bank statement. The merchant keeps the amount

covering your purchase and hands back the difference as change in cash.

For example, if your purchase totals $73, the machine might process an $80 “ATM

withdrawal.” You receive $7 in cash from the merchant, and your bank statement shows

an $80 ATM transaction rather than a $73 retail purchase. The merchant’s bank account

receives the $73 as though it processed a legitimate cash withdrawal. This rounding-and-

change mechanism is specifically designed to make retail sales look like ordinary ATM

activity to every bank involved in the transaction.

Why Transaction Miscoding Is Illegal

The fundamental legal issue is straightforward: cashless ATMs lie to banks. When a retail

purchase is coded as an ATM cash withdrawal, the card-issuing bank and the payment

network both receive false information about what actually happened. The merchant

didn’t hand you $80 in cash from an ATM vault. It sold you a product and disguised the

sale. That deception meets the elements of federal bank fraud, which covers any scheme

to defraud a financial institution or obtain money from one through false representations.
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This is where most operators get themselves into serious trouble. The miscoding isn’t an

accident or a gray area. The entire system is designed around it. Every transaction that

flows through one of these devices sends fabricated data to a financial institution, and

doing that repeatedly can also trigger federal money laundering charges because the

payment structure is designed to conceal the nature and source of funds.

The cannabis industry drove widespread adoption of cashless ATMs because marijuana

businesses have historically struggled to access banking services. Federal prohibition of

marijuana creates compliance headaches for banks, so dispensaries turned to cashless

ATMs to accept debit cards without needing a traditional merchant account. But the

workaround just traded one legal problem for another, and major card networks and

federal regulators have cracked down hard.

Federal Criminal Penalties

Federal bank fraud carries a maximum penalty of 30 years in prison and a fine of up to

$1,000,000 for each count. Because every single miscoded transaction can constitute a

separate act of fraud, a merchant running a cashless ATM for months could face an

enormous number of counts. Money laundering charges, if added, carry their own

penalties on top of the bank fraud exposure.

Beyond criminal prosecution, businesses face civil consequences that can be just as

devastating. Card networks maintain internal blacklists of merchants involved in

fraudulent activity. Mastercard’s Member Alert to Control High-risk Merchants list, for

instance, keeps entries active for five years. A merchant placed on that list will struggle to

obtain any new payment processing account during that period, and the few processors

willing to work with listed merchants impose significantly higher fees and restrictive

contract terms. There is no formal notification when a merchant is added, so businesses

often discover they’ve been listed only after being denied a new merchant account.

The Durbin Amendment Misconception

A common claim is that the “convenience fee” charged by cashless ATMs violates the

Durbin Amendment of the Dodd-Frank Act. The reality is more nuanced. The Durbin

Amendment, codified as Section 920 of the Electronic Fund Transfer Act, regulates

interchange fees that card-issuing banks charge merchants on debit transactions. It does

not directly govern fees charged to consumers at the point of sale. The Federal Reserve

has confirmed that consumer-facing fees fall outside the scope of Section 920 and its

implementing regulation.

That said, the fee structure on cashless ATMs is still legally problematic. The “ATM fee” a

customer pays is deceptive because no ATM withdrawal is actually occurring. Labeling a

retail processing charge as an ATM surcharge misrepresents the nature of the

transaction, which feeds back into the broader fraud issue. The legal vulnerability isn’t

really about the fee amount — it’s that the entire transaction is mislabeled from start to

finish.
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Regulatory Oversight

Several federal agencies have authority over the financial activity flowing through

cashless ATMs. The Financial Crimes Enforcement Network monitors financial

transactions for signs of illicit activity and requires suspicious activity reports for

transactions of $2,000 or more that appear to involve funds from illegal sources or are

designed to evade reporting requirements.  FinCEN has also issued guidance urging

financial institutions to be vigilant about kiosk-based transactions linked to drug

trafficking and fraud.

One common misconception is that ATM operators themselves must maintain full anti-

money-laundering compliance programs under the Bank Secrecy Act. Independent ATM

owners and operators are not generally classified as money services businesses and are

not directly required to maintain those programs.  The BSA obligations fall on the banks

that hold the operators’ accounts. Those banks must apply customer identification,

beneficial ownership verification, and suspicious activity reporting requirements to ATM

operator accounts just as they would to any business customer.  This distinction matters

because when a bank discovers that an ATM operator is running a cashless ATM scheme,

the bank itself faces regulatory risk for failing to flag the suspicious activity.

State-level requirements add another layer. Many states require money transmitter

licenses for businesses that transfer monetary value on behalf of others, and some states

have expanded those requirements to cover virtual currency businesses. Application fees

and bonding requirements vary widely, but the licensing process itself can take months

and involves background checks on owners and officers.

Compliant Payment Alternatives

Businesses that need to accept debit cards without a traditional merchant account do

have legal options. Legitimate PIN debit solutions process transactions exactly as they are

— point-of-sale purchases, coded accurately, with fees disclosed upfront. The customer

swipes or inserts their card, enters a PIN, and the transaction appears on their bank

statement as a retail purchase rather than a fabricated ATM withdrawal.

The key difference is honesty in the transaction coding. A compliant PIN debit system

tells the card-issuing bank, the payment network, and the customer exactly what

happened: a retail purchase at a specific merchant. The processing fee is disclosed

before the customer completes the transaction, and no rounding or cash-back

manipulation is involved. Settlement to the merchant typically occurs within one to two

business days.

For cannabis businesses specifically, the compliant path remains difficult because of the

federal-state conflict over marijuana legality. Some payment processors have developed

cannabis-specific compliance programs, but availability varies and the regulatory

landscape continues to shift. Operating in this space without proper banking

relationships and accurately coded transactions is where businesses most frequently

cross legal lines.
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Welcome to LegalClarity, where our team of dedicated professionals brings clarity to the
complexities of the law.

Protecting Yourself as a Consumer

If you’ve used a cashless ATM, the most important thing to check is how the transaction

appears on your bank statement. A legitimate retail purchase should show the

merchant’s name and the exact amount you spent. If your statement instead shows a

generic “ATM withdrawal” for a rounded-up amount at a store where you bought

something, that transaction was miscoded. You aren’t criminally liable as a customer, but

the miscoding can cause practical problems.

Your bank’s daily ATM withdrawal limit applies to transactions coded as ATM withdrawals,

so cashless ATM purchases eat into that limit and could cause a legitimate ATM

withdrawal to be declined later the same day. You may also be hit with your bank’s out-of-

network ATM fee on top of whatever the merchant charged, since the transaction looks

like you used a third-party ATM. Combined surcharges and out-of-network fees can add

close to $5 per transaction.

Federal law requires that any ATM operator charging a fee must disclose the fee amount

on the machine’s screen or on paper before you’re committed to the transaction, and you

must have the chance to cancel without being charged.  If a machine charges you

without showing the fee first, that’s a separate regulatory violation.

If you see an incorrect charge or a transaction you didn’t authorize, contact your bank

immediately. Under Regulation E, your liability for unauthorized electronic fund transfers

depends on how quickly you report the problem. If you notify your bank within two

business days of learning about the unauthorized transfer, your liability caps at $50. Wait

longer than two business days and your exposure rises to $500. If you fail to report an

unauthorized transfer within 60 days after your bank sends the statement showing it, you

could face unlimited liability for any additional unauthorized transfers that occur after that

60-day window.

Once you report a problem, your bank has 10 business days to investigate and resolve

the error. If it needs more time, it can extend the investigation to 45 calendar days, but it

must provisionally credit your account within the initial 10-business-day period while it

continues looking into the dispute.  Keep every receipt from the transaction and note

the date, time, and location — this documentation strengthens your position if the

investigation takes the full 45 days.
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No content on this website should be considered legal advice, as legal guidance must be tailored to
the unique circumstances of each case. You should not act on any information provided by

LegalClarity without first consulting a professional attorney who is licensed or authorized to practice
in your jurisdiction. LegalClarity assumes no responsibility for any individual who relies on the

information found on or received through this site and disclaims all liability regarding such
information.

Although we strive to keep the information on this site up-to-date, the owners and contributors of
this site make no representations, promises, or guarantees about the accuracy, completeness, or

adequacy of the information contained on or linked to from this site.
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