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C:L\PT~R I 

T:-m PROBLE?-I ~\ND DE:r!'Il'TITIONS OF TERl-TS USED 

~he small businessman has the constant problem 

oE doi~~ many different jobs, usually not having time 

e~o~gh to do each job tho~o;J0hly. This type of business 

is not able to afford costly non-productive ailiQinistra­

tive and clerical help to perform these jobs. In ~any 

cases, at the present tirQe, the quality of help needed 

is not available at any price; in other cases the supply 

of help that will work for small businesses has bee one 

llO:i'1-8xistent because of better fringe benefits 1':1."0:':,1 

the larger companies. In effect, the employee benefits 

given by large companies have eliminated the small 

businessmful from the competition for perso~Del. 

In addition to being more competitive in the 

nersonnel market, large companies have overCOlne the tine 

consuning delays in record keeping, stock control, 

back-order control, and other information processins 

tl~:""oUGh the utiliza.tion of automatic data pl"cces::::ing 
• ..l.. • .l"l.ystems, thereby becomi2:"~ more competitive In SaL-lS.J.ylng 

tbe customer's wacts. 

:·lany small businessr:lsn have adjusted to these 

c~}petitive problems by utilizing automatic data processL:3 



---

? 

sc::,'.Ticc cen:;e:.."s. The d~t2 processinc service centers 

;:;":'~8vicle the small b-~siness~'18.n Hith the p::'ocessinG of 

his data on a fee basis deterr~ined by the amount of 

t:'Yl8 i"C tc.l-:es to accomplish :;~~e processinG. Because 

tLe cost to the snaIl businessman is for the size of 

t~e job done and not ror a full month's rental of the 

~qu:'yment the cost becomes feasible. 

I. TI-IE PROBLEZ 

Stateme~t of the uroblem. The adapt~t:'on and 

~se of the com.puters by larGe COD~~1ies to provide fast 

a.:.-.lG. ec.onm-:lical handling of accou.:'1.ting data, along Hi til. 

~~l~~:in..s available :r.1ore cOrJ.:;.;lete information in a ti::J.ely 

~ ,. , 0 d .1-' 0, , "1"' 10 0:>..c...S_'llOn l1as l.l-nprove managemenv aeClSlon ma.l{lng aOl l"CY. 

~he computers are now available to the small business­

::J.a~ as an outside service. This is the adaptation of 

ideas and practices developed by larger concerns by 

s:::.all businesses to :.n!prove their ma:1.agement and over-

u __C ,..,." the :?roblens 0 o~d data ~~d ins~ficient person2cl. 

~'1.e ~Ul~pose of this study is to investiGate the use 

0: ~ata ,~ocessing service centers by small businesses 

O

~T.'r'.... ]rl l.:1 'l'~OOY,C>... c;, -'.T"'n"-r,,,.-....... .1-'1rlJ L~ oC ,-1,~_) ... _0._ ... ,. _._ .1_ (''''0--'-'7"'
an.... :.. G--A. ..... ... 1"-_ ... ~~c __ 7'\~n"....<;.-'e1"')e-nt ,,_ _
 

--,~.!..-': • H - T ,...,~ 11'-; -;"'. R" -;., d D 1..,...·-j T l('~~
t,;'__ J~_on, -,-_no-,--",," lc~~ar . ~ _~c., _ /V../ J ,~_Olr~e:TOv\..;" ~'J~n, 

.., 'l1...1. ...J.._•• 
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~~ the Kansas City area to determine ~~~at, if any, 

s=-:-l:;'lari ty exists betHeen the uses made of computeT's by 

1c.2:'.::;e conpanies to the uses made by small bllsinessme:~1. 

II. DEFIN~TIO~S OF TEill1S USED 

The folloVling terms and 1-lOrds are defined to provide 

clarity of thought in this study. 

~ Small Business. The Small Business A~ninistration's 

criteria for "small" have been used here. In general, 

a small business is independently o~med and operated and 

is not dominant in its field of operation. 2 

-~ ~­~ Computer(s). A device with internal storage, be ..l..v 

core or other type of stora~e, that Cfu"1 be progr~~ 

internally rather than externally.3 

., .On .Llne. In the tele-processing systems sense, an 

on line system ellllinates the need for hunan intervention 

between source recording and the ultimate processinG 

. 4by a compu-cer. 

2James L. Gibson B...."1d TrI. ~Jar~en Haynes, ACCOUl""lt~_::::; in 
S=all B~siness Decisions (Lexington, Kentucky: University 
of Kentucky Press, 1963), p. 2. 

3~lalter ~,!. Finke, ilComputers Yesterday, Today and 
To~-.:orro..,,;," Credit and Financ:'al ?.fanagement. Jan., 1966, pp. 13-20. 

).1- - 1m . James 1"0_1:'.
T:1 -r es, Data Transmission and Data Proces3~~~ 

-T-'- T7l R' d D bl~h -------r 1 0 7 ~ -- 6 1_.4.D~ctionary (New York: UOr'L"11:'. LJ. 81" .loU _lS er, .Lnc., ~/o;·), iJ. 



problems and in securing help that they are not able 

to otherwise obtain. The use of data processing service 

centers as an outside service is one of the helps 

available to small business managers. 

The following chapters of this study present the data 

gathered from the interviews, the analysis of the data, and 

the summary, conclusions, ~~d recommendations of the study. 



rot"l"T~, "-)nT"l""') ITT 
v_~_l._ ..... -.J ... :. J....i..L 

TID n:·':'2~~VIK·: E:CSUT.JTS 

L1 opder to secu.:.."e the i::1i'ol'T:l3.tion needed :'or t::~s 

s~u~~, ~nterviews of executives of service centers in 

t~e Kansas City metropol~tan area were made. The inter­

ViO':73 1VG::>e to determine the type and natv.re of date:. ~)r'ocessing 

services provided to small businesses. Executives inter­

vicued represented all the service centers in the ==an.sas City 

area vrho Here Hilling to cooperate in this study. Th8 

list includes, but is not Ibnited to, the service ce~ters 

listed in the ltRoster of Electronic COl~lputer and Da~& 

ProcessinG Services'l, in Computer and. Autone-tion naC;8.zL'J.e 

01' Ju...'1e, 1966. 

Because of the relatively small number of service 

centers in the Ka..."'1sas City area no attempt 1..;as made to 

utilize statistical sampliD0. Also, the use of s~DlinG 

teclli'J.iques were eliminated because of the anticipated 

:?ossibility that some firms Hould not be aole to cooperate 

in this study because or the nature of the data. 

Unstructured intervievls Here used to cather the date:. 

for this study. The use of structured interview or 

~estiolli'J.aire would tend to restrict the responses of the 

interviev:ee limiting si.c;nifico..nt data that Hould be of 

value to this study. 
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From the executives interviewed attempts Here made to 

secure the names of executives of the small businesses that 

are using the service centers in order to gain the customer's 

attitl1des and expectations of the use of the service centers. 

The small business executive intervie~ls were not conducted 

due to the refusal of the service center executives to 

divulge the names. 

Since the service centers are providing packaged 

progr&~ services to their customers it is the opinion of 

the author that interviewing 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 customer'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 interview. Each report is presented in Appendix C. 

In this chapter the data round is presented in summary rorm. 

There are three dirrerent types or service centers 

available to Kansas City small business management. The 

largest group or available service centers are the data pro­

cessing centers of banks. The second group of service centers 

are those owned by the data processing equipment manuracturers, 

while the remainder of service centers are those companies 

organized for data processir~ work. The data gathered from 

the interviews will be presented under the o\vnership 

designations of Bank Service Centers, Equipment Manuracturer 

Service Centers, and Independent Service Centers. 

1. BAlIK 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 service offered by baru~s seems 

to fall into these general catagories: the processing of 

accounts for other ba~s; work for corresponding and 

associated banks, sometimes a requirement to improve the 

business's records to secure a loan; and to provide service 

for their customers. 



The service centers in ba~~s provided the same packaged 

programs fop their bank cU.stom.ers that they used to process 

their OHn data. The largest volume of processing by the 

banks is that of demand deposit accounting. All bank 

service centers use Magnetic Character h~print Reading 

equipment, but one center is in the process of adding punch 

tape equipment. In addition to the processing of other 

barurs' data, bank service centers do work for other business 

customers. The most COlliYQon function they do for these 

customers is accounts receivable billing and analysis. 

Payroll accounting is another popular service offered by 

most of the baruc data service centers. The banks have 

also developed additional services for their customers. 

Examples of these are an accoants receivable accounting 

system for hospitals, National,Defense Student Loan 

collection and accounting service, and a construction con­

tractor cost control progr~~. Significantly, none of 

the bank service centers offer an inventory control program, 

nor do they offer accounts p2yable progrmQs; in addition, 

nona provided a comp~te accounting and general ledger 

pr03ram. The executives intervieHed stated that they encountered 

the lack of understanding of the systems approach necessary 

for autrnnated oat~ ?roccssing by their customer executives. 
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It Has the opinion of the bank service center executives 

that the custoDler executives were not able to analyse their 

ovm business operations in the light of a total systems 

approach. 

The executives of older bame service centers interviewed 

expressed the fact that they had tried to provide any-type 

service their customer desired in 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 it was noted that the newest bank data 

center has expressed the willingness to do any and all 

services that the customer would want. 

The b~~ operated service center executives 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 dollars to over twenty thousand dollars. 

It may be significant that the Kansas City banks have been 

very reluctant to do a complete analysis of their o~m 

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 analysis of their own operations. 

The six bank owned service centers interviewed for 



this study used IBH equipment 2JY'edominantly. Pour of: 

t~e service centers used IB~~ 360 computers, one balli~ 

hQQ a 3ur~ouGhs co~puter, and one b~~{ had a National 

Cash "S.ecis ter Col1rputer. 

Table I on page 26 shows the data processing 

services perfor.med by the six barJ~ ovT.~ed service centers 

in ~~e Kansas City area. All the six baN~ service centers 

o the S8Irle demand fu'"1d time deposit operations for other 

banks that they do for themselves. The next most frequently 

offered services to customers are accounts receivable billings 

~d payroll accounting and paycheck writing. Half the b~~~ 

service centers, three, do cost allocation work, normally 

in conjunction with payroll accounting. Only one bank service 

center, not alwa~rs the same one, doe s the remaining Hork 

of savings ~~d 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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TABLE I 

TEE NUMBER A~ID ~£PES OF SERVICES PERFOillvillD 
BY SIX BAmC SERVICE CENTERS IN THE 

}~TROPOLITAN KANSAS CITY AREA 

Demand and Time Deposit AccOilllt:ing 6 

hCCOunts Receivables / Billing / Analysis 5 

Payroll Accounting and Paychecks 5 

Cost Allocations 3 

Savings ~Ld Loan B~~ Accounting 1 

Hospital Accounts Receivable System 1 

National Defense Student Loan Collection 1 

Service Personnel Allo~aent Disbursement 1 

Freight Billing Control Accounting 1 


