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CIAPTER T

THE PROBLEM AND DEFINITIONS OF TERMS USED

The small businessman has the constant problem
of doing many different jobs, usually not having time

enough to do sach job thoroughly. This type of business

b

s not able to afford costly non-productive administra-

tive and clerical help to perform these jobs., In many

help that will work for small businesses has become
non-ecxistent because of better fringe benefits Ifrom

the larger companies. In effect, the egmployee benefits
given by large companies have eliminated tThe small
businessman from the competition for personnel.,
In addition to being more competitive in the

personnel market, large companies have overcome the tine

consuming delays in record keeping, stock control,

back-order control, and other information processing
through the utllization of automatic data processing

systems, thereby becoming more codbevluﬁvo in satisfying
the customer!s wants,
Many small busine ssmen have adjusted to these

competitive problems by utilizing automatic data processing

-~



service centers, The data processing service centers
Erovide the small businessman with the processing of
his data on a fee basis determined by the emount of

=T o+ - - s - S Fa P & ¥
the cost to the small businessman is for the size of

Tor a full month's rental of the

equivment the cost btecomes feasible,

I. THE PROBLEM

atement of the problem, The adaptation and
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1ion has improved management decision malking ability
The computers are now available to the small business-
man &s an outside service. This is the adaptation of
idezs and practices developed by larger concerns by
small businesses to Improve their mansgement and over-
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come the problems of old data and insulf
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The purpose of this study is to investigate the us
ol data processing service centers by small bu

-

“Franklin G. Moore, Manufacturing Manazement (fourt
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edition; Homewood, Illinols: Ricnard D. lrwin, lnc., 1935),
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i Tae hansas City area to determine '«*.T:.Lat, 11 any

similarity exists between the uses made of computers by
larze conmpanies to the uses made by small businessmen.

II. DEFINITIONS OF TERMS USED

The following terms and words are defined to provide
clarity of thought in.this study.

S Small Business. The Small Business Administration's

criteria for "small" have been used here. In general,
a small business is independently owned and operated ana
is not dominent in its field of operation.2

~/ Computer(s). A device with internal storage, be it

core or other type of storage, that can be prograrmed

(V%)

internally rather than externally.
On line., In the tele-processing systems sense, an

on line system eliminctes the need for human intervention

2 - - 5 . . .

“James L, Gibson and W, Warren Haynes, Accountinz in
Small Business Decisions (Lexington, Kentucky: Unlversity
of Kentucky Press, 1963), p. 2.

3 . ) . 3 .

“Walter W, Finke, "Computers Yesterday, Today and
Tomorrow," Credit and Financial Management, Jan., 19656, ppo.

James F, Holmes, Data Transmission and Data Processi
Dictionary (New York: John FF, Rider Publisher, Inc., 190%),



o Batch processing, The accumulation of like datse

into large batches for economical or efficient processin

Data Processing. A generic term for the operations

arried out on computing and auxiliary equipments especially

as applied to business situations.6
“ Program., Series of sequential instructions reguired

n
A

for a computer to perform an overation or operations.

Punched card egquipment. Units of equipment referszd

to as unit record egu pment such as key punches, sortiers,

. -

rs, etc., that use punched caerds as informatioc:

Un-structured interview. The stimulus and responc:

of the formant is left free so that any answer is relevant

and acc***table.9

Tr

Kansas City area., The metropolitan area that Includes

both Kansas City, Missouri, and Kansas City, Kansas; and
the other numerous towns and cities that comprise the

trading area,

51pid., p. 8.
&

ibid., p. 23.

T1pid., p. 70.

Ibides Do Tle

9John Madge, The Tools of Social Science (London:
Longmans Green and Co., Ltd., 1963), p. 165.
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Computer Service Bureaus. A computer service
center sells comput time and may also sell computer-
related services such as problem analysis and programming.
Service bureaus, in terms of ownership, fall into two
catazories -- those owned by computer man cturers an

ovned,

O V am
Lrozran

ram or a seri

o the data processing.

10

The assembly of a composite

es of computer programs to

and the selection

cre done by the service cernter, with litile or wno cheice
of couirosure availeble to the custcaner.

III. ASSUMPTIONS AND LIMITATIONS
ASSUMPTIONS

& A

In this study '‘several assumptions must be made,
Since the study is limited to one geographic area and
based on those businesses whose management were willing
to provide the information needed, rather than specific

selections, the findings

cshould be taken as indicative

of what uses are made by small businesses in this ares,.
~
““Gordon B. Davis, An Introduction to Electronic
Computers (New York: McGraw, Inc., 1965), p. Lo2.
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It nav be assuned, however, if a similar study were
to be conducted in another geo phic ares or with
snother group of selected businesses that like results
would be found.

ZJor this study, the large companies! uses ol
conputers for mansgement Information, forecasting, and

decision making reviewed

in Chapter II will not be

investigated, but will serve as the basis of comparison
of small business utilization of commuters.

It is assumed that the ecoanomic theories and
principles for the management of small businesses and
large companies are the same.

Further, it is assumed that the use of computers
by small businesses for statisticel analysis or for
da reduction beyond normal income and expense
accounting transactions is using the compubter in
nanazement decisions.

T TXTTMAMTONTA
o)
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This study is limited geographically to the Xansas
City metropolitan area. The study is further limited
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started with a literature survey which involved the

BE o L

Kansas, the use of Linda Hall Library located in

Library, Technical and Business Section, Kansas City,
Missouri. TIrom these libraries the backsround
information necessary was secured and the relerences
ed in the study were selected,.

e selected references from the review of literct

relative to (1) ability of computers to provide

accounting systems; (3) similarity of management
decisions for small businesses and large companies;
(l.) needs for adequate and accurate information for
menazement decisions; and {5) large company uses of

cornputers; are presented in the study.
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>a processing service centers in

the Kansas City area from the June, 1966, issuve of Comnu

!1‘:

2osters of Electronic

“m Aande mees a3
ar.c. Augonmacion 1‘18.‘“&211’18,

Computer and Data Processing Service Centers"., The

incluéed the name of the executive to be co cted.
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The 1list was then compared with the Telephone Directory
Yellow Page Advertisements and the Kansas City Chapter
of Datea Processing Management Associlation listing of
members. From these sources the listiz
centers in the Xansas City area was dsveleped and is
presented 1in Appendix A of this study.

ollowing the compilation of the list of service

-

..)'

enters in the Kansas City area, the necessary appoir
ments were made and the infTormation for this study wes
obtained by interviewing the service center execuitives.

The result of each interview was transcribed as soon

+

Lol ) 1 1 i Wi & 1 = i e i Lza.- L : i.n- i

after the interview as possible to retain the maximum
value of the notes of the interview. These reports of
the interviews of the service center executives are

n

attached to the study in Appendix C,
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10y was to I1nvestigate the use of data processin

determine what similarity exists between the uses made

of computers by large companies to the uses made by

] . . = e
small businesses, Following the statement of the ¢
problem are the definitions of the terms used., This

2pter then lists the sssumptions and limitations
that have been made for this study, that the study is
linmited to one geographic area and limited to those
businesses whose managenent are willing to provide the
information needed, TFor this study, the writer made

the Iellowing assumptions: that the uses large

companies make of computers for management information,

| 3]

forecasting, and decision making will serve as a basis
of comparison and will not be investigated; that when
a small business is using a computer for statistical
analysis that they are using it for management

.,

declslons; based on the review of literature presented
in Chapter II.

a7 I
Cav

The following chapters contain the literature
120 been reviewed and the datz gathered by the intervier

Text 1s the analysis of the data, which attempts to

W

S
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the "state of the art" of small business
dzta processing uses compared to the uses of computers

by larse companies that have their own computers.

v

- .

Pollowing the analysis o

f the data is the sumari-
zation of the data collected, and the development of
specific conclusions, These include how this technologi-
r oriented change in the management information
syatem has altered the concepts of business practices

with possible resultant effects on the business

education.



CHAPTER II

REVIEW OF THE LITERATURE

A

A review of research within the area of small business
management utilization of data processing service centers
did not produce any previous studies.

With the introduction of the first computer to be
used for commercial processing in 1951 by the U.S. Census
Bureau and the subsequent introduction in 1955 by a non-
governmental environment, 1 the acceptance and use of

computers by large companies has been greater than predicted.

Ability of computsrs to provide management information:

The introduction and use of computers to relieve
tusiness management of repetitive and sometimes tedlious
bookkeeping chores, to give correlation of large masses of
data, and to provide stimulation for the exploration of new
ideas has resulted 1n many changes 1n managerilal technilques
and methods.

Computers add a fourth new dimension t
didn't exist in the past. They are so wonde i3

so fast and economical for handling data, me g
calculations, and printing out results that they

nmost of the work of payroll accounting, cost accounting,
controlling inventories, customer billing, and ©
handling of receipts. And they calculate answer
complex problems,

1 . . .
Walter W, Finke, "Computers Yesterday, Today and
Tomorrow," Credit and Financiel Menagement, January, 1966,

op, 18-20.



In the past, managers always had to manage Irom
only piecemeal bits of information about the activities
of their organizations. Worse yet, the Information
they got was always old before they got it. Today
they can have v1rtua“1y complete information rignt up
to the minute.

Menagers cen also let computers solve certain kinds
of problems for them. They can put into a computer
all the facts relating to a p“oolem and let the
computer calculate how different courses of action will
probably work out. Then they can choose the best course
knowing thet it is the best.

These advantages of computers have been used by the
ma jority of large companies to operate and manage. This
use has improved thelr control and by increasing efficilency

has improved their competition with other businesses.

The role and limitations of accounting systems.

In a study of accounting uses in small businesses
the authors found that accounting plays a large role in

decision meking of management.

Accounting 1s one of the greatest factors in
motivating management to initiate the decision-
making process. Managers commonly have predetermined
notions of what constitutes satisfactory accounting
results, and if they are dissatisfied with current
results, they exhibit a homeostatic tendency to search
for improvements. The income statement is particularly
important in this respect; if the net income figure
falls sgort of aspirations, new alternatives are
scught. .

o Franklin G, Moore, Manufacturing Management, (fourth
dition: Homewood, Illinois; Richard D. Ilrwin, Inc., 1965),
« LlLa

3James L. Gibson and W. Warren Haynes, Accounting in Small
Business D60181ono,(LeA1nuton, Xentucky: University of
Aentucky Press, 1963), p. 11l.

g




accounting and economic logic in making

menagement decisions has been defined as that of accounting

providing the data and managerial economics providing the
system.

It i1s generally recognized that both accounting

data and logic of economics enter into business decisions.
Exactly what their respective contributions are or

t they potentially might be is, however, not clearly
defined.... Accounting provides the data while
managerial economics offers a system for handling those
data in making decisilons; such, roughly, is the
nature of the relationship between accounting and
economics.}+

The problems in the application of data that has been
provided by accounting for use by management is the data
being oriented to the past rather than the future, and the
data is very structured by the accounting profession and
regulatory agencies.

The primary task of accounting is the recording
of historical events, as opposed to the estimation of
future, uncertain events. There is a strong tradition
that accounting should reflect actual incurred costs.
The accounting profession and regulatory agencies have
attempted to limit the amount of personal judgement
by establishing "conventions", "principles', or
"standards", These "guldes to action' govern the
manner in which data are treated in accounts.

The managerial economist is less interested than
the accountant, however, in such historical costs and
events, He is concerned with future revenues and costs,
and the impact of decisions on these costs. To the
economlst, it is irrational to permit past costs to
influenge movements toward optimum positions of the
future.




udy, the authors made the followln
about the 1lnadequacy of accounting s
decision making because of improper design
The accounting systems are rarely designed to
develop rc]evant daua explicitly for internal decision
meking. n the contrary the systems exist to provide
data for external parties éﬂ ;nly government agencies)
and for financial control.

Similarity of management decisions in small businesses and

larce companies.

The small businessman performs the same functions and
makes management decisions concerning these functions very
similarly to large companies except for the difference in size.

The small businessman, however, must perform
various functions -- planning, production, “Vdulﬁﬁo,
selling, labor relations, public relations, accounting,
etc.,, == leaving little time for the nec?ssary ingredient
of adeguate capital budgeting -- search.

The fact that systematic control of a business need
not to be complicated nor need to be expensive 1s stated
by Rodgers.

Setting aside the notion that systematic control
is for giants and only possible at great expense wlith
compl*coted systems is the first step toward underotanding
and using eflectlveBmeans of control in 8ll businesses
reﬂardless of size.

®1vid., p. LS.
TIbid., p. 11L.

- N "
Jack D, Rodgers, M
™

Lee E. Preston (Englewood
1962), p. 128.

Il

azing the Independent B*sine
gliffs, N.d.,: [FIrentis
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lleed for adequate and accurate information,

In order to overcane the limitations of an improperly
designed accounting system that does not provide adequate

or timely data Gibson and Haynes have stressed changes that

.

will improve small business decisions.

Wle thus stress several requirements for improved
small business decisions -- better education in the
neaning of the data supplied by the present accounting
systems, improved skills in adapting these data to
individual declsion-meking problems, greater attention
to the relations between past and future data, recognition
of the nonaccounting variables that must be combined
with accounting estimates to permit complete analyses,
and a fuller recognition of the fundamental econonmic
concepts that are needed for the correct interpretation
of the various types of information that are avsailable.

9

The reguirement that accurate information be used in
making good management decisions 1s essential.

Aside from advantages of location that a firm may
possess, or the advantage of having a unique product,
or the benefits that it derives from a good reputation
(all of which, incidentally, may be due to earlier wise
decisions), probably the main determinant of an enter-
prise's success is the quality of the decisions madse
by its management. Good decisions alcne, however,
cannot suffice. They must be implemented., Moreover,
good decisions generally cannot be made 1n the absence
of accurate information. Essentially, control of
business operations consists of providing mesns
assuring (1) that decisions result in appropriate
overations and (2) that information about operations
is generated so that decisions can be made.lV

or

9C—ibson, op. cit., pr. 126-127.

10Rodgers, ep. eite, p. 128,
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Small businessmen have resorted to the use of outside
services to overcome the problems that they have in maintaining
records and in securing specialized help.

The use of outside services in the small business
can be of great value 1n providing sveclallized ser-
vices not otherwise obfailnable. Through a public
accounting firm, management can hire one-third of an
accountant, or through a management consulting firm,
acquire perhaps one-quarter of a purchasing agent
or one-Ififth of & marketing research department; and
through similar specialized agencies similarly acquire
that amount of specialized knowledge needed in the
varticular business under consideration,ll

Large company uses of computers.

A very recently published report by the American
Management Association that Investigated the current
"state of the art" in computer applications found that
the uses of computers have shifted from primarily a piece
of office equipment to the use of a computer as a
management tool for a control system approach.

Analysis of computer information from the
standpoint of the participating companies! applica-
tions verifies the well-known fact that routine
clerical applications are in common use, But 1t

also points out that sales analysis and inventory
control now outnumber accounting applications.

llJohn T. Wheeler, Msnaging the Independent Business,
ed. Lee E, Preston (Englewood Cliffs, N. J.: Prentice-nall,
Inc., 1962), p. 296,
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In order of frequency, the companies participa{ing
in this study have the following applications:

Function: No. of Companiecs:
Payroll 27
Sales Analysis 235
Inventory control 211
General accounting 197
Billing and invoicing 195
Cost accounting 188
Accounts receivable 183
Accounts payable 152

Personnel 136
Production control 133
Production planning 128
Shipping--distribution 106
Seles planning 95
Purchase--ordering 89

The computer in the hands of large companies has
changed the management of the companies since it has
become the tool to provide the means to make the management
scilences and techniques work., When a company makes EDP the
management tool for information the data processors and
systems functions are normally united.

Companies which adopted the computer as a plece
of office equipment have found that EDP is not easily
relegated to the accounting department. Corporetions
which purchased the computer to serve as a management

tool without first analyzing their needs have found
thelr problems maximized rather than minimized., Many

12H. Valliant Higginson, Managing with EDP A Look at

uhb State of the Art, New Yor H Y.: The American Management
Association, 1 55) p. 111,
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of the basic issues relating to data processing have
been revealed as basic lssues of management -- for
example, what kinds of information are needed to run

the company; what are the critical areas of the business;
how much emphasis should be placed on planning; how
closely should the company be controlled; should the
organization be centralized or decentralized.

As a result, some companiles have allied EDP? with
thelr corporate control or plamming functions, some
have converted it to a "management information systenm",
and some have linked 1t with management engineering
or consulting services, In some corporations, data
processors report to systems managers; in others, the
reverse 1s true., DBut there are few instances in which
the functions are separate.

Thus the fields of data processing and management
sciences have merged and the techniques of the latter,
which made little headway as "systems and procedures”
and "operations research", have gained a new impetus.
And since computers are being used to perform the work
of companies rather than merely to solve problems, it
seems likely E%at EDP, and management science, are
here to stay.

The literature reviewed for this study has noted
that the Electronic Data Processing (EDP) system provides
a valuable tool in Improving management decisions by
providing adequate and accurate information. The literature
has shown, in addition, the capability of an EDP system 1in
implementing and overcoming the limitations of an accounting

system. The review further identified the use of outside

services by small businesses for overcoming record maintenance

L31p14., p. 25,
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broblems and in securing help that they are not able
to otherwise obtain. The use of data processing service
senters as an outside service is one of the helps
available to small business meanagers.
The following chapters of this study present the data
cathered from the interviews, the analysis of the data, and

the summary, conclusions, and recommendations of the study.



TIE INTERVIEW RESULTS

+11 e

In order to secure the inlormation necded

by 2 B S 5 K % oS o
SETUL,, lniverviews Ol eXecuvlives O

T, T e et 7 2 P i ] B s . po Q mi- = L -

the Kansas City metropolitan arca were made. The inter-

e A » e it L 3 P - Fal P eap— -
views were to determine the type and nature of data processing

services provided to small businesses. Executives inter-

A - - -

viewed represented all the service centers in the Lensas City

area who were willing to cooperate in this study The
list includes, but is not limited to, the service centers
listed in the "Roster of Electronic Computer and Data

Processing Services', in Computer and Automation magazin

Because of the relatively small number of service

centers in the Kansas City area no attempt was made to

utilize statistical sampling. Also, the use of sampling
techniques were eliminated becau of the anticipated

vossibility that some firms would not be able to cooperate

-

in this study because of the nature of the data.
Unstructured interviews were used to gather the
for this study. The use of structured interview or
guestionnaire would tend to restrict the responses of the
interviewee limiting significont data that would be of

valuve to this stuady.
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From the executives interviewed attemots were made to
secure the names of executives of the small businesses that
are using the service centers in order to gain the customer's
attitudes and expectations of the use of the service centers.
The small business executlve interviews were not conducted
due to the refusal of the service center executives to
divulge the names.,

Since the service centers are providing packaged
program services to their customers it is the opinion of
the author that interviewlng customer executives would not
provide the information desired by this study. Because
the packaged program is not changeable to provide additional
special analysis of the customer's data, the information
about the customert!s evolution of the use of data processing
could not be determined.

The customer banks were not interviewed since the
packaged approach again limited the amount of information
about the management decisions that could be gathered.

In general, the interviews were conducted to answer
the questions outlined in Appendix B, Each interview
was conducted at the convenience of the executive interviewed
and on the average took approximately two hours. After
completing each interview with a management executive of

a service center a narrative report was written covering
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the 1interview. ZEXach report 1s presented in Appendix C.
In this chapter the data found is presented in summary form.

There are three different types of service centers
availatle to Kansas City small business management. The
largest group of avallable service centers are the data pro-
cessing centers of banks. The second group of service centers
are those owned by the data processing equipment manufacturers,
while the remainder of service centers are those companies
organized for data processing work. The data gathered from
the interviews will be presented under the ownership
designations of Bank Service Centers, Equipment Manufacturer

Service Centers, and Independent Service Centers.
I, BANK SERVICE CENTERS

The data processing service centers in banks were
developed to provide income for the data processing
operation of the.bank to offset the high costs of machine
and personnel so that the bank could do its own data
processing. The typical sefvice offered by banks seems
to fall into these general catagories: the processing of
accounts for other banks; work for corresponding and
assoclated banks; sometimes a requirement to improve the
business's records to secure a loan; and to provide service

for their customers.
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The service centers in banks provided the same packaged
programs for their bank customers that they used to process
their own data. The largest volume of processing by the
banks 1s that of demand deposit accounting. All bank
service centers use Magnetic Character Imprint Reading
equipment, but one center is in the process of adding punch
tape egquipment. In addition to the processing of other
banks! data, bank service centers do work for other business
customers., The most common function they do for these
customers 1s accounts receivable billing and enalysis.
Payroll accounting 1s another popular service offered by
most of the bank data service centers. The banks have
also developed additional services for their customers.
Examples of these are an accounts receivable accounting
system for hospitals, National Defense Student Loan
collection and accounting service, and a construction con-
tractor cost control program. Significantly, none of
the bank service centers offer an inventory control program,
nor do they offer accounts peyable programs; in addition,
nona provided a complte accounting and general ledger
prozram. The executives interviewed stated that they encounternt
the lack of understanding of the systems approach necessary

for autcmated data »rocessing by theilr customer executives.
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[t was the opinion of the banlt service center executives
that the customer executives were not able to analyse their
own business operatlons in the light of a total systemns
approach.

The executives of older bank service centers interviewed
expressed the fact that they had tried to provide any-type
service their customef desired 1n the beginning and had to
stop because the center was losing money. They all have
changed to a few specific packaged program services. In
this same area 1t was noted that the newest bank data
center has expressed the willingness to do any and all
services that the customer would want.

The bank operated service center exécutives all
stated that the writing of a program for a service customer
was expensive. The exact expense varied with the service
center and the complexity of the service to be provided
from ten thousand dollers to over twenty thousand dollars.
It may ve significant that the Xansas City banks have been
very reluctant to do a complete analysis of their own
total operations, but have been primarily interested in
the use of the computer for those jobs that are high volume.
The banks are starting to consider the development of a
systems analysls of their own operations.

The six bank owned service centers interviewed for



this study used IBM equipment »redominantly FPour of
the service centers used IBM 360 computers, one bank

-

ad a Burroughs computer, and one bank had a National

9 RPac

Register Computer.

[

services performed by the six bank owned service centers

in the Kansas City area. All the six bank service centers

do the same demand and time deposit operations for other

banks that they do for themselves. The next most frequently
offered services to customers are accounts receivable billings
and payroll accounting and paycheck writing. Half the bank
service centers, three, do cost allocation work, normally

in conjunction with payroll accounting. Only one bank service
center, not always the same one, does the remaining work

of savings and loan bank accounting, hospital accounts
receivable system, National Defense Student Loan collection,
Service Personnel Allotment Disbursement, and freight billing

control accounting.
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THE NUMBER AND TVP“Q OF SERVICES PERFORME
BY SIX BANK SERVICE CENTERS IN THE
METROPOLITAN KANSAS CITY ARE!

ED

Demand and Time Deposit Accounting
Accounts Receivables / Billing / Analysis
Payroll Accounting and Paychecks

Cost Allocations

Savings and Loan Bank Accounting

Hospital Accounts Receivable System
National Defense Student Loan Collection

Service Personnel Allotment Disbursement

o

reight Billing Control Accounting
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Demand and Time Deposit Accounting
iccounts Receivables / Billing / Analysis
Payroll Accounting and Paychecks

Cost Allocations

Savings and Loan Bank Accounting

Hospital Accounts Receivable System

Tational Defense Student Loan Collection

Service Personnel Allotment Disbursement

Freight Billing Control Accounting
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— EQUIPKENT MANURACTURE rr
Ll e ..a‘q,ul‘..;_.ﬁ MANUFACTURER RVICE CENTER

The data processing equipment manufacturer operated
service centers provide full systems data processing. nese
service centers provide packaged program services for
inventory control, accounts receivables, and general ledger
gccounting The Univac center, that has a new manager, is
in the market for any data processing business. They will
do batech processing of one-shot overload type work in
addition to complete, full systems processing. The Kansas
City branch of Service Bureasu Corporation, a subsidiary of
1B, has progressed to the position of doing a sub-sys
or complete system package. They refuse to do any more
one-shot overload type of worlk., Service Bureau Corporation
is selling and promoting the full systems data processing.
They offer their customers a complete service, including

a systems analysis of the customer's business, then design

gnd implement the data processing system found to be needed.
Thus, they overcome the customer'!s lack of systems knowledge.
Cenerally, they found that their customer executives did

not lmow systems concepls. Service Bureau Corporation did

not find prograrming costs to be expensive. The reduced

[ &)

-

costs were attributed to better personnel, who were better

rained in systems and programming. The ma e capable

of

personnel were not just program coders that many other

gservice centers used for this work.
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Univac Data Processing Center has a Univac camputer.
Service Bureau Corporation was the only service center
in Kansas City area with more than one canputer. They
have one IBY 360-30, one IBM 11,60, and one IBM 1,01,

Table II on page 29 shows the services that are
available in the Kansas City area to small business
customers of the eguipment manufacturer owvned service
centers. Both of the service centers perform full systems
data processing, inventory control, accounts receivable
billing and analysis, accounts payable accounting, and
statistical analysis work. Only one center will do
punch card machine work and overload one-shot data

processing.




TABLE II

THE NUMBER AND TYPES OF SERVICES PERFORMED BY
TWO EQUITMENT MANUFACTURER SERVICE CENTERS
IN THE KANSAS CITY METROPOLITAN AREA

Full System Data Processing

Inventory Control

dccounts Receivable / Billing / Analysis
Accounts Payable

‘Statistical Analysis

Punch Card / Machine Work

Overload / One-shot Operations
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L Lo INDEPENDENT SESVICE CENTERS

The independently owned service centers provide the
largest variety of ED? services for the small business
customer in the Kansas City area. The services provided
range from batch processing of one-shot overload work by
two service centers to full systems data processing. The
independent service centers also provide full general ledger
accounting date processing, inventory control, accounts
receivable accounting and accounts payable accounting.

One service center, Automated Data Service Company,
limits their work to only accounts receivables and associlated
sales analysis. They provide the billing services and do
analysis of the sales by any variables the customer may
desire.

Another service center, Statistical Tabuleting Corporation,
provides any amount of data processing service their customer
desires. A unique service they furnish is the development
and printing of mailing lists and labels by ZEDP,

The Charles R. Overfelt Company, Inc., is best known
in Kansas City for EDP work in inventory control. Actually,
they are doing full data processing for any service the
customer desires, rrom batch type one-shot overload work
to full EDP systems work. They also provide the only data-link

from the customer to the service center encountered by the



author in the interviews for this study. A stock broker
customer 1s connected by data-phione to the service center
for transmission of data and return of the reports. The
Overfelt company is movinzg into complete data processing
systems work and doing less one-shot processing. The
executive interviewed at Overfelt stated that he thought
the costs of doing progremming for a customer were not
nearly as expensive as stated by the bank service centers.
The difference was attributed to better personnel, the use
of systems oriented programmers, not program coders,

Another unique EZDP service center interviewed was
Midwest Research Institute. Although this service center
is providing only business service for one customer, at
the time of interview, they have done feasibility, operations
research and other simulation studies. Because of the
scientists end resesrch personnel on the staff of this
Institute, the data center does, or has done, practically
all types of business and scientific data processing.

The independent data processing service centers use
packaged programs, and in cases of one-shot overload work
they can use the customer's programs. The systems analysis
and program development are done by the service center,
thereby overcaming the customer!s inability to perform this
function. The independent service centers all used III1

equipment. The smallest computer used was an IBM 1401 with



11,000 core at Autcmated Data Service Company, while the

others used IBM 360 computers. No independent service
conter had more than one computer, Charles R, Overfelt

Company, Inc., was renting time on a bank IEZM 360-30
computer and had ordered an IZII 360-20 computer to expand
their capacity.

Table III on page 33 lists the services available to
the small businessman in the Xansas City area at the four
independently owned service centers. The only service
available from all four service centers is accounts
receivable billing and sales analysis. This is because one
independent service center does only this type of work.

The remaining three service centers perform processing of
the customers! data for payroll accounting, inventory
control, accounts payable, cost allocation, and full data
systems processing. Only two of the independent service
centers expressed a willingness to do punch card machine
work and one-shot overload processing, while only one
independent service center stated that they prepared ric’ling
lists and labels, and only one service center did operations

>

research, simulation, and feasability studies.
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Accounts Receivable / Billing / Sales Analysis

Full System Data Processing

o

Inventory control

Payroll Accounting

Cost allocation

Punch Card / Machine work

Overload / One-shot processing
Mailing Address Lists and Labels
Operations Research and Simulation

Feasabili ity Studies
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In summary, the data gathered from the interviews of
data processing service center executives in the Kansas City
area found that the small business executive has the choice
of three different types of service centers. Although the
ownership of the service center may be a bank, or a data
processing equipment manulacturer, or an independently owned
company, all of them used their own developed package of
programs to process the data. Again, despite the service
center ownership, the executives interviewed stated that
the small business executives they came in contact with were
lacking in knowledge and understanding of the systems concepts
necessary for data processing applications. This lack is
reflected in the service center developed packaged programs
provided by all centers and systems analysis provided by
some service centers,

The bank owned service centers stated that program
development and writing was expensive, while the remainder
of the service centers did not find this to be true. The
bank service centers provided linmited and specified services,
where the other service centers provided any accounting type
service plus full systems data processing. The number of
service centers that provided batch type one-shot over-
load data processing was limited to three service centers,

and one of these preferred not to do this type of work.



he predominent equipment used is IBM, and the

most popular compubter is the IBM 360-30 model. Only one
IBM subsidiary which has three computers.

The next chapter will present an analysis of the
data that has been gathered by this study. TFollowing
the anelysis of the data is the summarization of the data
collected and the development of specific conclusions.
These include how this technologically oriented change
in the management information system has altered the
concepts of business practices and possible resultant

effects on the teaching of business practices.



CHAPTER IV
ANALYSIS OF DATA

The first chapter stated the problem to be investigated
by this study and defined the terms used; in addition, the
procedure for conducting the study was stated in Chapter I.
In Chapter II a review of related literature was made to
establish the feasibility of small business use of data
processing service centers. Chapter III is the presentation
of the data gathered from interviews of twelve service center
executives in the metropolitan Kansas City area. In this
chapter the data presented in Chapter III is analyzed. The
analysis considers the following sections; cost, types of

services offered, and problems encountered.
I. CosT

The service center executives interviewed had different
opinions of the cost of providing data processing service
for a customer. The bank service center executives found
that the costs of development of individual programs, which
required a system analysis, was too much for theilr customers
to afford. Therefore, to make data processing feasible for
the bank service center customers the costs have to be spread
over many customers by the use of specific packaged programs.

The non-bank service center executives did not agree with



this opinion. They felt that the cost of analysis was

not too great, due to their more cepable employeses. This
difference in opinion of the costs to the customer is
reflected in the services they provide. The bank service
centers provide selected packaged programs of services
while the other service centers promote and provide full
systems service available from a wider variety of packaged

programs.
II. TYPES OF SERVICES OFFERED

Both bank service centers znd other service centsrs
have changed from any-type service to & packaged program
approach as they gained experience in providing customer
services. The development of the packaged program approach
has been defended by the executives interviewed for
numefous reasons. 4in the processing of bank data the natural
pattern would be for packaged programming to develop because
of the structured requirements of the cognizant regulatory
authorities, which would be the same for all banks under
the same authorities. In effect, the structured regquirements
have produced the same processing by all bank service
centers of bank data. The only variation noted was the

method for the removing of stop-payment checks from

processing.
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The problems of system analysis of the customer's
v o
operation, the resultant time consuption, and the cost
to the service center already discussed, has strengthened

the packsge approach, With a package of services the

g it 5 -

center can detall the services they will provide their
customer and can give the customer a firm, fixed oprice.
Although two service centers stated they were individualizing
each joob, on further probing of the answers the author feels
they are actually choosing from existing packages the parts
that fit each customer. Wnhik this cholice may result from
the service center's systems analysis, in the author's
opinion this 1s really a package approach and more a

case of semantics than a case of individual, tallor-made

systems. However, the interviews showed that the non-

bank service centers are doing full systems data processing.
III. PROBLEMS ENCOUNTERED

The service center executives interviewed have
expressed the constant problem of having to educate the
small business maneger in the systems approach. This
problem of the lack of systems understanding is overcome
with two different approaches by the Kansas City service

centers, The first approech is for the service center

to determine what information is needed from the data
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in certain standard business coperations such as accounts

receivable, and to design & specifilc packsage program to

provide that information., The second approach is for the
service center to perform & systems analysis of the customer!s
business., From this analysis the center determines what
information is needed by the customer. The center then
selects tTic parts of existing packeage programs that are
appropriate. In both instances the service center takes

the initietive.

Summary of Analysis., In the data gathered by inter-
views of service center executives it was found that the
service centers in the Kansas City area were owned by banks,
equipment manufacturers, or independently owned. Despite
the difference of ownership there were many similarities
in the problems executives faced in providing data processing
services for small business customers,

The bank owmned data processing service center executives
interviewed expressed the problem of the high expenses of
systems analysis, program writing, snd program developing.
The non-bank service center executives interviewed stated
that they do not find systems analysis and programming to
Dbe nearly so expensive,

The bank owned service centers do not provide full

systems data processing, only selected packaged programs.



The non-bank service centers provided full systems data
processing, and a wide verietvy of services.
The lack of understanding and knowledge of the
systems concepts by small business executives was noted
by all the service center sxecutlves interviewed. The
offering of a service center designed package program and
the making of a systems analysis of the customer's business
were two methods of circuaventing the small business customer':
lack of systems knowledge.

The next chaoyter will give the summary, conclusions
of this study, and the recommendations that automated data

processing service center use by small businessmen has on

the teaching of business subjects.



CHAPTER V
SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS

The small business adaptation of large company
developed ideas and practices of computer use to improve
their management and overcome the problems of old data
and insufficient personnel by the use of data processing
service centers was investigated by this study to determine
what, if any, similarity exists between the uses made of
computers by large companies and the uses made by small

businessmen.
I. SUMMARY

Tke small businessman in the Kansas City metropolitan
erea has the choice of many service centers for his date
processing. The service centers are owned by banks,
equipment manufacturers, and independents. Although the
service center ownership differed, the study found that
similarities existed in the data processing services
provided.

a The bank service center executives were all of the

pinion that the expenses of making a systems analysis of

&)

-

ot

b

he customer's operation and the subseguent program

development were too much for their business customers to

afford. The non-bank service center executives did not



agree with this opinion, and stated their costs were less
because of more qualified personnel.

The bank service centers offered their customers
certain specified packaged programs. In the case of other
banks, the customer was offered the same data procéessing
package the service center performed on its own data, For
their other business customers the bank service centers
offered a specific packaged pfogram, such as accounts
receivable accounting, or payroll accounting. The bank
service centers did not offer & full data processing systen
to their customers. The non-bank service centers offered
& large and varied amount of data processing services,
They providéd from individual accounting functions, such
es accounts receivable, accounts payable, inventory control,
to a fully automated data processing system. In addition,
sane of the non-bank service centers would make a complete
systems anslysis of the customer's operation and design
and provide the complete package of data processing system.
In either case, the specified package service of the bank
service centers or a full data system of the other service
cefhters, the service center selected and designed the
datz processing program, not the customer.

All the service center executives interviewed stated

they had the problem that the customer executives did not
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understand the systems concepts and were unable to make
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ems evaluation of their own business operation,

L

II. CONCLUSIONS

The conclusions presented here are based upon the
literature reviewed and the data given subjectively by the
twelve service center executives interviewed in the

»

Kansas City area. It may be reasonably assumed that

|-

gimilar gituations exist in other metropolitan locations

e

in the United States. However, no claim is made that the
findings any conclusions preéented here are applicable to
any circumstances other than those immediately involved.
It is assumed that, in general terms, the results of this
study constitute valid evidence of the applications
available to and the uses made by small businessmen of
service centers.

On the basis 6? the findings in this study the
author concludes that:

1. The application of automated data processing to
a small businessman's operations does entail costs for
sy8tems analysis and program development.

2. The small business executive has the choice of
service centers with different ownership in the Kansas City
erea. The choice not only involves the type of ownership,

but also involves the types and amounts of data processing



services provided by the service center, This may become
a problem to the customer should he start with one center
and then desire more data processing, which the center
does not provide. The other extreme is possible also, in
that the customer may become involved in a full data sysbtenm
before it is wanted or needed.

3. The lack of knowledge by small business managers
of systems analysis and the systems approach is a baslic
problem. This lack of knowledge and understanding of the

systems concepts makes the optimum use of data processing

L0}

more costly and delays utilization of the ser?icesf/ This
problem impedes small business managers in the application
of data processing because they elther must accept an
outside specialist or consultant's opinion, or not know if
they are being provided good service or getting the most
return for their expenses.

L, A possiblé similarity may exist between the uses
nade of computers by large companies to the uses made by
small businesses in the Kansas City area., The reason
thzt the extent of correlation could not be determined
wa® that the small business executives! names were not
divulged. Therefore an investigation of their use could
not be made. In addition, the small business customer does

noct control the content of the data processing programs doie



by the service centers. This has resulted from the uss of
packaged programs by the service centers which would seem
to hinder the natural development from basic accounting
data processing through the full range of menagement infor-

mation systems.
ITI. RECOMMENDATIONS

In this study one problem that presents a direct
concern to business education has been stated by all the
service center msnagement interviewed. This is the problem
of the business executive'!s lack of understanding ol the
systems concepts, There is a resultant gap in the cormuni-
cation between the small business executive and the service
center executive. The communication gap is not only costly,
but also, impedes the small businessman from getting the
sdvantages he desires from automated data processing.

In overcoming this lack of systems understanding the
educational institutions have a formidable Job. he job

is one of educating both the present business executives

and the future executives, Thes education of the future execu-

t#ve is perheps the easier task. The college business

=~

education needs to reorient its basic philosophy so that
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the student, while learning the verious parts and pieces
that melte up the whole does not lose the picture ol the

complete system that is the whole. The business education
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Service Center Executives Interviewed

R, Hopper

Assistant Vice-President
Cormercial National Bank
: gt lHimmesota Avenue
nansas City, Kanses

r . S
Frad
-

A. J. Lombardo

Vice President
llerchants Produce Barnk
531 Welnut

Kansas City, Missouri

Dave B“own, Supervisor
¥Midwest Data “r000551nu
(lletropolitan National Bank)
7530 Troost

Kansas City, Missouri

Leorniard Bettinger

futomated Data Service Co., Inc.
5183 Passo

Kansas City, Missouri

George C. McCarten, Jr.
Avtcmated Customers! Services
Cormerce ”Tu~* Company

Tenth and Walnut

Kansas C;uj, Missouri

vle Fletcher, Manager

T

Univac Deata Proca::;pg Center
1901 Baltimore Avenue
Kansas City, Missouri

T. E. Holdsworth, lansger
Service Bureau Corporation
291. Main Street

Kansas City, Missouri



e
s Data Processing
Iidwest Research Institute
1125 Volker Boulevard
Kansas City, lMissouri

th W, Smith, Sales
Statistical Tabulating Corporation
922 Walnut

Kansas City, Iissouri

D. Stanley Love
Assistant Cashier and lianager
Computer Services

ity National Bank and Trust Company
Tenth and Grand Avenue
Kansas City, llissouri

Bruce Rider, Manager

Da ca Proces ing

First National Bank

Tnﬁta and Dalt,more Avenue
Xansas City, Missouri

H. C. Haselwood, lanager

Charles R, Overfelt Company, Inc.
12th and Grand Avenue

Kansas City, Missouri

. Harry R, lay

Data Processing Systems
Ernst and Ernst

18 East Petticoat Lane
Kansas City, Missouri
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APPERDIX B
Outline of General Questionz with Hesponse Tally
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mestbions for Service Center Executives

Does your service center provide both punch card accounting
and computer services? 3 Yes G No

Are your services furnished on a Batch basis?

12 Yes 0 o
Do you provide on-line services? 1l Yes 11 Mo
Do you do the programming for all work? 12 Yes 0 No

Do your customers do their own programming for on-line
services? 0 Yes 12 No

Do your customers utilize your services for a complete
accounting record system? 3 Yes 9 No

Do you maintain the accounting work on a continuing
oasis? 12 Yes 0 Yo
Batch-basis? 12 Yes 0 lio

What types of analytical or statistical analysis are you
asked to provide? Sales, Cost, Inventory, Simulation,

0, R,
Do your customers ask that you provide them with assistance

in systemizing their data? 12 Ye .

¢
1]
O
O

Do you think your customers are using data processing as
a2 tool of meanagement or are they using it to eliminate

a tedious job? Or both? Both 12 Yes 0 Mo



Do your customers tend to expand their usage of your
data services as they continue to use them?
5 Yes 7 Yo
Do you find that you have to revise the format they use to

present data to you? ©Service Center designs format - 12,

s T

Small Business Executives

J
O
|
i) |
i
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53
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These questions were not answered due to inability to
secure names from Service Center Dxecutives)

Do you use punch card accounting services?

Do vou usc computerized services?

Do you use on line computer services?

Do you do your own programming? Want to do your own?

Do you use the services for accounting work such as:
acco ncs payable, accounts receivebles, expenses, and
payroll?

Did you start with the amount of services you now use?

Do you anticipate expanding the amount of data processing
scrvices you use?

IlZave you had any statistical or analytical services made
for you?

"lat do you like about data processing services?

What don't you like about data processing services?

How nhas data processing helped you?

How has data processing caused you troubles?
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COMMERCIAL RATIONAL BANK

¥Mr, Grady R. Hopper, Ir,, Assistant Vice Pre ent

I

fol

i

12}

Much interest by business in solving their special

and specific prodlems in manegement control by use of EDP

st, have very few if any to go beyond accounting work.

1. lNMost people in service bureau business work have
made their Data Processing work into a "standerdized package”
go don't have too much "individualizing" of work to business!
needs., (Oxample: Commerce Trust Bank tried this approach
and had to stop because it was too expensive.)

2. Most service bureau operations have not had the
amount of equipment to do extensive work for outside businesses
The advent of larger sized machines and additional periphal
equipnent (such as disk files, tape drives, data links, etc.)
is just becoming a .reality so that the companies cax consider
becoming more involved in the supplying of services to
other companies.

At the present time their data processing center is
doing work for 20 outside benks and five businesses. In
this work they are providing package services. In that
they are doing the same processing for their customers
thet they are doing for their own bank. They provide
demand deposit account work (checking account cancellations),
time-deposit account meintenance and other associated

work in payroll,



Cormercial National Baank (contt.)
For other businesses than banks they are doing work
on payroll snd accounts receivables, These jobs are

done from their own developed packages of procsreams., The

worlt is packaged in that Commercial National offers the

o

customer such-and-such services for their accounts

4]

receivaebles, and does not attempt to provide more or less
than the total package. In fact, Commercial Mational does
not deviate from the established program, rathsr, make the
customer change to fit the services,

In discussing the services offered Mr, Hopper said
that he l1s constently being consulted by businessmen to
assist them in overcoming problems in their operations by
using data processing and that he is actively working on
and searching for problems to be resolved by their data
processing center, At the present time they are increasing
their disk storages. They are starting to bulld-up the
data "base" files to provide more services for their customers.

The majority of work in bank data processing is done

ng the night shift since the data arrives after the
cJBsiﬁg of the banks. They are considering and evaluating
the establishment of a data link to Southwestern Kansas for
more data processing services work.

Mr., Hopper stated that basically 21l the data processing

services they were doing for their customers was to



Cormercial National Bank (con't.)

provide revenue for the data processing center since the
emount of work in their owm bank did not support the costs
of the equipment they had and by doing outside work they

could meet the costs of their eguipment.

The data processing center has an IBM 360 camputer.



MERCHANTS PRODUCE BATK

- A tre

Mr, A, J. Lombardo, Vice President

-

Mr. Lombardo stated that their data processing operation

time deposit activity, with check clearance of demand deposit
the predominant activity.
The cost of ten to fifteen thousand dollars for the

development and writing of programming for another job suct

-3'

as accounts receivable, accounts payable, etc., for business
customers made this work too expensive to be considered.

The fact that the computer data processing operation can

be and is most expensive to establish (up to $335,000 to
550,000 before it even gets operating) means that management
is reluctant to increase the investment of mare money,

which will tske years to recover. DBecause of this costly

P

investment, the best action by & bank is to restrict its

services to those for other banks. This does not require
the development of additionel programs and its increased

grpenses. The limitation of services to only other banks
is very sound since the income will speed the recovery of
the initial investment.

Mr. Lombardo explained that their services were done

on a batch basis. The processing done on a check cancellation



1. Preliminary proof program, to provide balancing
proof.,

2. Sort to numerical sequence -- computer sorting while

physical sort of checks.

3. Tag out of stop-pay checks.

(, ]

L. Match to accounts,

From the above programs the following reports are
senerated:

1. Insufficient-fund checks.

2. Stop-pay checks.

3. New accounts,

L, Lists of overdrafts processed.

5. Closed accounts postings reports.

6. "V-I-P" accounts balances.

Mr. Lombardo stated that to his lkmowledge, their
operation was the only one in Kansas City that provided
for extraction of the specific stop-pay check from the
transactions at the beginning of the processing. Most
opérations handle the stop-pay check routine as a manual
removel by the customer'!s bank after processing., This
was normal in other operations because of the problem of
more checks in the processing batch for the same amount
and the difficulties of getting the exact check number in

the high volume processing operation.
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Merchants Produce Bank {(con't.)
The services provided other banks are the package of

prograems they do for their own bank. This is the most

oh

esirable approach since all the banks have the same functions
end processes to be performed in the processing, snd in
addition, many of the customer executives are not lknowledgable
of the systems approach to their needs. In addition,

Mr, Lombardo stated that the supplying of a package ol
services eliminated involved discussions and analysis of

the customer's operation, which is costly, and the customer
could be shown exactly the services he was to have perlormed
for him, When the data processing center improved their

ovn progrems the customers benefitted by getting the

improvements, tco,

The bank uses a Burroughs computier.



CITY NATIONAL BANK
Mr. D. Stanley Love

In order to have a full understanding of the City
National Bank Computer services, Mr. Love explained how
they arrived at the present operation. When they started
their services they would "rush out and set up a job each
time the phone ranzg" and requested camputer services. From
this beginning, which proved to be very costly for the bank,
the present operation policy developed. The policy adhered
to for additional service work requires that data vprocessing
must benefit the bank by providing more business and in
addition, must be finan ialiy self-supporting. In explaining
this policy further, IMr, Love sta ed that what they were
looking for and interested in were programs that will
increase the accounts of the bank and that there will be
snough volume of data processing to make it financially
feasible, The problem of low volume work is that the
program and systems work expenses make the total costs
unreasonable., City National is not a large computer
devartment in the number of personnel 1t has, and is by
policy limited to growth that potentially provides growth
for the bank., The amount of work that City National Bank
provides is small compared to corresponding West Coast

banks, where computer service departments of 50 to 60 people



City National Bank (con't.)
are normal and any and all computer szervices are done. The

computer service department is only eleven people in City
National Bank, IMr. Love stated, to explain the difference
between Kansas City and the Vest Coast banks,

The present policy has not eliminated the computer
services to customers, but rather, it has given the depert-
ment a specilic policy for the services they provide now
and wiil develop in the future. They currently are
providing package programs of services for other banks,

They are in their third. generation of payroll services;

which provides a combined earnings statement and deposit
receipt for each employee, a printed payroll register for

the company with a breakdown of ten different items sucn

as: naﬂe of' employee, deductions, dependents, end so on.

In addition to the payroll register the service provides
additional reports of the Year~to-Date and Quarter-to-Date
totals for all employee's earnings, taxes, and deductions;

a printed deduction register shoring the voluntary deductions
of each employee each pay period; the company FICA guarterly

report {IRS Form 9L1A); applicable Kansas or Missouri state

fd

payroll tax reports; the yvear-end W-2 tax forms for al
personnel employed by the company.
P

Other services they provide nre a llational Defense

Student Loen progream for the collection of student loans,



which was developed in cooperation with the Kansas City
Regional Council of Iligher Education and is being provided
to the area colleges, and incldentally, the service has
been offered to Kansas State Teachers College for their
consideration and subscrintion. City Maetional also

provides a Goverrment Allotment Programm to act as fiscal

egent for service persomnnel pay allotments to other loan
agencies or companies. Another progream is a service on
Freight Payment. The service 1s an account type that
handles truck and railroad car loading freight payment
collection control,

They provide account receilvable billing services
in addition to the above services. The computer services
department does the machine work for Automated Mansgement
Systems, Inc. The Automated Manggement Systems Company
branch in Kansas City designs ond sells a packaged account
receivable system, primaril;: to doctors and dentists.
Mr, Love stated they will perform sales analysis for
customers on a special basis when the customer provides
the programming, |

They do not do any gceneral ledger, inventory control,
or accounts payable services. -1aey will not rent out
"wtholesale'" or block time any more, Mr. Love stated.

They use an IO 360 computer with tape drives.



STATISTICAL TABULATING CORPORATION

Mr., Kenneth W, Smith, Silcs

The Kansas Ciluvy office is a recional office of the
company whose main office is in Chicago, Illinois. The
company 1s equipped to perform many and varied data
processing work. They can do all the types of data
processing from unit record work through automated
computer record keeping.

A large smount of their work is in the area of

generating and making of mailing list

]

for their customers;
such as wholesalers, for example Zeff Distributing Co.,
and othersvthat want to cover specific segrements of the
market.

In addition, they do continuing worlk for customers
in all filelds of business. Some examples of this are their
work in providing accounts receivables billing for doctors;
insurance agency billings and reports of types, locations,
amount of insurance, and expiration dates; sales analysis
reports for various companies; accounts payaole accounting
work; feasibility studies for companies; and payroll accounting
work for gbout sixteen companies, some with cost control
reporting.

They will provide overload type work for customers
and will provide complete systemized accounting and report
work,

™

The computer used by STC is an IDBM 360,



AUTOMATED DATA SERVICE CO., INC.
Mr. Leonard Bettinger

They provide service for their customers on accounts
receivables and sales only. The sales and accounts receiv-
ables were considered by Iir. Lettinger to be for all practical
purpvoses as the same thing.

Thelr company was started by present personnel to
provide these services to their customers through the companies

Arental of "

wholesale! computer time from other sources and
has progressed to where they have their own small size (l.,000
core) machine without any disk packs or tape drives.

They will provide the customer with accounts receivable
billing of invoices, and do any and all_types of svatistical
reports on the sales. The areas covered 1in the reports
are product mix and its chéa zes, area and product relations,
area and salesmen comparison, or any other type of report
the customer desires.

Further inquiries into the customers types of business
size of customer companies and more specific informetion
or examples of the reports were answered by Mr. Bettinger
that the company policy was not to discuss their customers
in more than a general nature and that they could not

divulge any more information,
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HARLES R. OVERFELT CO., IKC.
Mr, H. C. Haselwood

The Overfelt Company speclalizes in data processing
for accounting and business. Ilr., Overfelt is a Certified
Public Accountant and has developed the data processing
operation as a business service business. They lease
block time from the Traders National Bank IBM 360-30
computer for their computer needs. In addition they have
their own unit record machine with keypunches, collator,
sorter, IBM 03 accounting machine and an IBM 1050 Data
Link machine,

Ilr, Easelwood explained that their entire operation
is for commercial or business data processing., They do
not do any scientific or engineering work. Their work
is about 20% for manufacturing companies, the remainder
for retail stores, nedical clinic billings, insurance
agency work, wholesale distributors, and stock brokxers.
The stock broker accéunt is located in The Plaza area
(lL7th Street) and the data is transmitted throughout the
day to their machine room .(at 12th and Grand) by the
Data Phone and IEN 1050, They process the incoming data
and send the results back to the customer over the Data
Phone linlc,

They will do any amount or type of data processing

from one-shot work to designing and doing a total systen
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Charles R, Overfelt Co., Inc. (con't.)

for the customer. Mr, Haselwood stated that they handle
each system on an individual beasis and tailor it to <the
customer's needs. They find this provides more of their
customer's need and is not that difficultT or expensive to
accowplish,

Mr. Haselwood said thet they could provide each
customer with a Data Processing system tailored to his
operation since their progreamming costs were much less than
most service centers., This was due, he felt, to a higher
caliver of programmers they employed, and they only wanted
to recover the programming costs on each job and make their
incorie on the processing work. Mr, Haselwood stated that
in most cases there was not adequately qualified menagement
and supervision of the computer area; and the programming
personnel were merely coders not capable of maeking a
systemized program -- unable to think through the needs
and then the coding out of the program is very simple and
8asY.

The smaller accounts they have are normally straight
accounting such as: monthly billing, calculating and
writing payroli checks; while the larger accounts are more
of a systems work with statistical or analytical reports.
The size of the company's operation determines the type
of services they want or use; although this is not always

true. Normally, the larger (gross income) business wants



Charles R. Overfelt Co., Inc. (con't,)
more Information and a cauplete automated data system
because of the speed in zetting the information and
due to the reduced costs.

They also do inventory work for the major deparitment
enc women's and men's wear stores in Kansas City. This
worlt is usually every sixz months. They keypunch the
physical inventory reports and consolidate them into one
report, giving the various departmental and other breskdowns
requested by the customer. It is handled as an individual
requirement basis for each customer, although portions of
the program that are the same are used whenever possible,

Mr, Haselwood said that their work was well enough
diverszified and did not include any few predominant
customers so that the loss of any account would not cause
a great problem. Their biggest problem in the service
business was on determining the pricing on the "peak load,
one-shot type" jobs since it was hard to estimate the efficiency
that they could do any unfamiliar job; and, also, whether
or not some problem would crop up that would reduce their

gfficiency.



COMMERCE TRUST CO.

Mr. George C. McCarten, Jr.

Cormerce Trust provides packaged services for their

(_v

data processing customers. This policy has evolved as the
only logical approach to sound manapgement of service
centers, Mr. McCarten stated. In the beginning they tried
to do anything a customer wanted, and found the costs of
providing the services were prchibitive., Mr, McCarten
explained that the basic problem of automated data processing
is that the business executive does net understand his own
opsration adequately enough to be able to lmow how or what

he wants from the automated data processing beyond th

"I have a problem" stage. To provide knowledgeable services
to the business executive the service center 1s required

to first meke a thorough systems analysis end then by
educating the business executive in order to give him a
better knowledge of his operation and problems so he can
melze an adequate definition of the goals he is trying to
accomplish, This requires considerable tTime by personnel

of thie service center and not feasible unless they have

(9]
o

i
an adequate stefl, and then this is only possible when
the emount of potential data processing business will

s rw

ustily the esxpense through adequate revenue. In addition

[

m

to the analysis and enlightemment problems is the one that

the designing and development of a specilic comput Pro



Commerce Trust Co., (con't.)

will add more costs to those already incurred; this can
result in the costs for a control type program for a
cu:tcmér resulting in expenses of up to $20,000 for the
service center. For the service center to survive and
prosper the development of specific paclkiages has evolved.
Normally, the programs are sold in a packaze to many

ustomers tle reby providing a smaller cost per customer
and making the data processing service costs within reason
for each business customer

Mr, McCarten explained that Commerce Trust is currently

providing services for 21 banks and 45 businesses, with
four more banks heving signed service contracts with them

‘l"\
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for service to begin shortly.
business customers they have, lr, MeCerten stated they
have been doing a labor cost control progran for a con-
struction company in Santa Barbara, California. The data
is forwarded to them by mail -~ which provides an average
of one day service from the West Coast and is much cheaper
than a phone line data 1linli,

The construction company lebor report provides not
only the current "this week" costs for the four hundred
odd control centers, but also provides analysis of the
costs, The costs are shown for the total to-date expenditure
on each control center with an analysis of the total spent

against the bid estimate and the detailing of percentage



Cormerce Trust Co., (con't,)
of completion and the status of the control center being

over or under estimated total.

4
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In addition to the construction labor report they
can provide labor distribution rezorts by job number, or
other control factors for manufacturing firms as an
additional service for fthelr customers payroll computations,
when the edditional information is provided on the Iindividual
time cards. By providing the data center with sufficient
data Commerce Trust has a package program for analysis and
reporting of the data., This data can be provided by the
customer simply by using tiie Tarmat and method of the package;
in other words by adjusting his data to the package.

Another example of a systenized application is their
package for hospitals accounts receivable billing and
"control. The discharge of the petilent starts the operation

L

Ol

.

the system., The informetion on the patient -- name,
type of hospitalization coverazgec, the timing of the billing
(viz: member of staff, don't bill, send bill for remainder
not paid by.insurance, bill each thirty days, and etc.,)
and the amount of tne bill are fed into the system at this
point. From this initiel data, the cormputer updates its
files that contain history and status of the family's
account and total of amount due, with sub-~total for the

various sources of payment, such as Medicare, Blue Cross,



Commerce Trust Co., (con't.)
Blue Shield, patient, and other sources. The first
report prepared shows the patient'!s account and

1

baelance with annotations of tlie source or metho

joN
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payment. The next report generated is a listing of
accounts annotated with the source and method of payment,
with & further breakdown showing the age of the balance
due. The final report generated was one detailing the bal-
ances due the hospital brolken down into the sources of

-

payment and further categorized into current, 30, 60, and
90 day or longer balances with a final composite balance.
Mr., McCarten said that the hospitel in St, Joseph, lo.,
they had started doing this work for had experienced
an increase of over LO% reductions of their sccounts
receivables with an increase of 307 faster payment,
This would certainly be an improvement since the report
he used had a balance of over four hundred thousand dollars
in open billing. He further stated that because of thie
ability of the computer to provide fast reports it was
the only case he knew where a current up-to-date “eporu.
of the hospiltal accounts receiveables was being made that -
was in balance.

Commerce Trust does not do any inventory control

work, Mr. McCarten said inventory control has oresented

so many variables, from company to company, that they
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Commerce Trust Co., (cont't.)
found they would have to make a tailored program in each
instance and therelore haven'!t done any o this work.

E

Another area they are studying for exvansion of
services is the stock control of department stores., ICZi
has been working with the major mail order companies and
have spent over $15 million in the development of computerized
control techniques in this area, Mr. McCarten stated.
He further stated that the 1511 control technigues had shown
how the store could get more volume while reducing the total
stock by responding to customer demands faster and by
spotting customer changes in buying faster. The biggest
problem that he said he had had in his talks with local
stores was the executive's lack of knowledge of the specifics
of their own operation so they were unable to understand
the computer system and discuss their problems.

T

Their computer eguipment i1s an IBM 360.
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MIDWEST DATA PROCESSING

¥Mr. Dave Brown

The installation of a Xational Cash Register lodel

Zr3
i

315 computer in January, 19567, was the start of data
vrocessing for this service center. Primarily the data
processing 1is for the Metropolitan Bank, and they are in
the initial stages of expandinz their business.

At the time of the interview they were doing demand
and time deposit processing for five additional banks.
They expressed the desire tc do any business data processing
they can get as soon as they can get it.

¥Mr., Brown, -supervisor of the Data Processing, stated
they had their computer delivered on January lst and were
operational before the end of the month, They are now
getting punched tape equipment for processing demand
accounts, Under this technique, the customer bank generates
a punched tape of all transactions that are encoded by
them, then, the punched tape is Torwarded to the data
center for processing and the checks are not needed for the
data processing. The checks can be forwarded where
necessary for clearing. This will provide at least one day

speed-up in the clearing, and will benefit the banks in

the suburbs.
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SERVICE BUREAU CORFPORATION (I=M)
Mr. T. E. Holdsworth

The Service Bureaun Corporation has changed their

approach on data processing work from batch jobs to a
packaged system approach. UYThey are now offering their
customers a service for one individual system to a total
system data processing system., In the present approach
the system analysts will study your needs and tailor a
data system to their findings and your needs and put it
into operation. They will no longer take batch jobs nor
overload one-shot jobs., Their effort is into providing
the customer with a complete package for either a single
system such as inventory, sales and accounts receivables
or for all your data processing; further,‘on a two year
contract they are showing a cost reduction for thzsir services
to the customer in the second year. HNot only a cost
reduction, but they will if you like, give you all the
programs flow charts and documentation at the end of the
second year so that the customer can operate his own
computer if he likes.

Mr. Holdsworth stated that their biggest competitor
wag "Big Brother', the IBM equipment sales office, since

SBC can go iInto many installations that are renting equipment

and do a better job than thie customer i1s doing and do it



Service Bureau Corporation (con't.)
for "thousands leszs' than the uipment and personnel
P
costs. They are advancing toward the 1949-70 completion
v
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date on the 33BC network of centers and reeder inputs.

——!
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Inéer this arrangement Kansas City will be a compu

with feeder lines froam Denver, Des Iloines, Omaha, Wichita,

m

nd St. Louis. The work will be fed into 360-20 computers
at the feeder cities and will be performed in Kansas City
on a 360-30 computer that has been bullered by a 360-20.

Should Kansas City find they are not able to perform the

L

work at its arrival the network is capable of shifting the
work to the main switching center in Chicsgo, which can
reswitch it to another Central processing office that

has free time. The completed work is then routed baclk

to the originator.

The reasons given for S3C!'s lower cost of operation

1

are two, I'irst, their utilization of their computers

Al v

is high; at the present itt's ghtly over 0O hours

2

for the three shilt seven day working schsdule for three

computers; and secondarily, they have realized a 15% decrea
on straight run times on their 360 computer over the 11,00
series computers. Since they have gotten their Supervisory
System program operational they have measured an increase
of 26% speed in operations. Thus, the higher utilization

and faster operation re

f
v

ult in more work for less money

to the customer, Mr. Holdsworth stated.
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Service Bureau Corporation {(con't.)
Kr, Holdsworth stated he did not have any problenm
in selling the system approach since he had adequate
nanpower to be able to send enough systems analysts into
the customer's business to make a thorough and comprehensive
evaluation, then show the customer management exactly
what they could do and how much it would cost. They also
were in probably the best condition of any competitive
organization since they had a very large library of programs,
At the present time they are using an ICM 360-30, an
IBM 1460, and an IBM 1401 computer. They anticipate
replacing the 1400 series computers with 360 models

in the future.
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¥r. Lyle Fletcher

The Univac Data Processing Center provides its
customers with package programs of data processing end
in addition will do any type of batch operation or
maechine processing.

Mr. Fletcher has been the manager only two weeks
(at time of interview), and stated that he was just
getting into the operation. He stated that in brief
his problem is one of rebuilding the business volume
up to its previous levels and removing the existing

S <

loss in operation. Specifically, he said beyond a

general desire to do any and all work he could, he
just wasn't able to be specific as To the services they
could provide, due. to his short time in the job.

They use a Univac computer.



MIDWEST RESEARCH INSTITUTE
Hr. Dean Lawrence

Mlidwest Research Institute is willing and able to
provide any type computer and data services to their
customers. They are currently providing a considerable
amount of time for scientific-engineering calculation
solving work in addition to business and economic type
work on their IO 360-30 computer.

Mr., Lawrence stated that they have been active in
doing business studies for many compenies. The studies
are varied and cover sone aspects of the company, for
example they have recently done studies for TIIE Freight
Line and S & T Treen Stamps. In addition to the studies
end simulations they do, i1l does the payroll for Massman
Construction Compeny.

Mr. Lawrence stated they were able to do about eny
type computer or data processing work a customer could
desire. They have sufficient staff of systems analysts,
programmers, and machine personnel, with capabilities in
scientific, engineering fields, and business work with
the additional support of the Institutetl's scientific
and economic area research personnel; which gives them
the ability to do any type job the customer desires.

The only limitation to the job size is the budget

imposed by the customer, Mr, Lawrence said.



ERNST AND ERNS
Vir, Harry R, Mayo

The use of automated data processing service bureaus
by business is increasing and this is normel and good, lr.
Mayo stated., Not only does the use of a service bureau
overcome the problems of delay and cost of "in house type"”
accounting, but it can teke a greater volume of data as
the company grows end not cause an increase in company
personnel. Mr, lMayo explained that he had helped a company

set up their system a few years ago with a work force of

£

three clerical personnel to prepare the company'!s data
for the service center. Since then the quantity of work
has increased over four times, yet only three clerical
people are needed. This, he felt, is the bvest part of service
bureau data processing.

In using data processing service centers there are
many problems that the business executive must face and
be prepared to resolve or adjust to them. First, too
many small companies (executives) don't really know what
they want in information and data. The next problem is
the "interface" with the service bureau; the method, manner,
and control of data turned over to the service bureau.

The small business executive turns the work over to a

service bureau and wants to retain control of the data.



Ernst end Ernst (con't.)

Another problem facing the small business executive is
that too many service bureaus are basically profit making
organizations not service orientated. The service bureaus
do not tell their customers all the services they can
perform with the data available; and in many cases for a
very small increase in cost or no cost to the custcomer.
The lack ef well gualified service bureau personnel also

presents & problem to the customer.

Many companies have gotten into their own camputer

3

justifiable need. XNr.

ck

because of prestige or status -- no

=

layo said these were the "golf course' or "luncheon'
computers One company executive will announce to the

group that his company has installed "a computer®, which

may be anything from a small desk computational machine
o (") (%]

to an honest-to-goodness computer, From this announcement,

a company executive will return to his office and start

i1

action to get "their own" computer zince they are just as

bip and "if the other company has one they certainly need

one and they must keep up to date with these new lmprovements'

jigLout actually investigating the costs, alternatives,

or needs they get a computer. Nr. Mayo said he i1s known

es the man "who throws out computers" in Kansas City. This
reputation is from being called to justify a larger computer

and his findings that the work could be done better and

cheaper by a service bureau.

i

.
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layo said that a company that wants to overcome
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its data problems by automation has to firat make =&
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complete and thorough evaluation of its needs, goals,
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costs, and then plan the system., After this the problems

that are part of service bureau use can be eliminated or

controlled, Here in Kansas City the keypunch operators
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has resulted in the use of punched tape equipment to
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transfer the customer's data to the service bureaun. It

o business machine operator and trair
them to run a punched tape producing business machine, and
you can replece them easier than keypunch operators, By
and item counts the

meking debit and credit "hash totals

service bureau customer can keep control of his data, since

ot

alance to the customerts totals.

OJ

he service bureau must

Mr, Mayo said that the package program approach zeems
to be the best for small business customers. By spreading
the program development and debugging costs over many

-

customers the unit costs are very small, For example, he

]
e

aid, that there is a packege payroll progrem now being

v
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used that originally cost over $200,000. Because the

) b

packsage has been used many times the costs are less than
$20,000 for a customer; yet the customer benefits by heving

a better package than he could afford to have developed

for himself alone, Mr, Mayo asked, "Do businesses want



Ernst and Ernst {(contt.)
to really pay the cost for individuality?" "This needs
some roally deep thinkting."

In Kers as City the fact that, up until this year,
there were three check clearing houses created the
computer boom by banks. In his estimation many of the
banks would be better off to rent their processing and
have only one or two big computers handling the transactions.
Because every bank got thelr owm computer the service
bureau business has been fragmnented by each bank's eifforts
to expand their work to pay for their computer, This
has hurt the overall service bureau picture in Xansas City
rather than helped it. Since there now is a consolidation
into one check clearing house in the city and the pull out
of a large trust fund from esnother bank, the banks computer
departments are being squeezed and this may in time improve
the situation, Mr,., llayo stated.

In Kansas City the primary places a small business
compeny can go for data processing are limited. HNr., ajyo
stated that he thought Statistical Tabulating was the besh
for general work and Charles Cverfelt was very good in

his area of inventory and accounts recelvable and/or szles.

4 1

By staying in the specific speciality that he does,

Charles Overfelt has developed some very good worlk end does

a very good job, The main difficulty in working with ID!!'s
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Frnst and Drnst (cont't.)

Service Bureau Corporation is that the rapid rotation of
their executives does not help in providing a close customer-

service center relatlonship.



FIR3ST NATIONAL BAEK

The First National Bank does considerable work for
other banks. The processing is done by their owun developed
package of programs. They do all the same things other

"‘x_')""

banlks data processing centers do for thelr customers. Ian

addition to the normal workloads in demand deposits,
savings, they do some booklieeping work for banks. They
also do some mortgase and loan service company data
vrocessing; which is not being done by other bank data

centers.

The First does considerable payroll data processing

for other than financial ingstitutions, llr. Rider stated.
In the area of doing work for businesses lir, Qlder said

that at the start of their data processing some years
ago they tried the operation of doing any and all woerk
every time the phone rang. They soon found out they
were losing money end stopped the work. Wow they are
very particular about what worlk they will take. FPFirst
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it has to venefit the beanl, by providinz new business,
velfore they will consider the data processing. Then,
the data processing must be of sulflicient quantity to

pey its way.



