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I. INTRODUCTION





I . INTRODUCTION

• This report is produced by INPUT as part of The Market Analysis

Service (MAS).

• Research carried out for this report was done first through a series

of meetings with industry experts. Industry data was then gathered from

Savings and Loan regulatory agencies and national trade associations.

Lastly, a series of on-site and telephone interviews was conducted with

both users and vendors.

• An extensive review of vendor-provided literature and follow-up

interviews added to the comprehensiveness of the analysis conducted.

• Before the research began, INPUT clients were asked to suggest

particular questions and specific areas of interest to be incorporated

into the study.

• Inquiries and comments on the information presented in the report

are requested from clients.

„ 1 _
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A. SCOPE OF THE STUDY

• This report deals specifically with markets and business opportun-

ities for computer service vendors with Savings and Loan Associations (S&Ls)

.

• This report does not cover markets and business opportunities with

Mutual Savings Banks and Credit Unions.

• Mutual Savings Banks were not considered because they operate more

like commercial banks than S&Ls; they are regional in scope (Northeast

United States) and they comprise a small sector of the thrift marketplace.

• Credit Unions were not considered in this study because they operate

in a different marketplace (consumer lending) and have vastly different

characteristics than do S&Ls.

• The following definition of S&L size in terms of assets is used

throughout this study:

DEFINITION ASSET SIZE

Very Large (VL) Over $1 billion

Large (L) Between $100 million
and $1 billion

Medium (M) Between $25 million and
$100 million

Small (S) Under $25 million

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited. INPUT



B. INTERVIEW PROGRAM
,

^

• The user analysis program consisted of 20 interviews, 12 on-site

and 8 by telephone. Interviews were conducted in April and May 1977.

• In addition, 14 computer services vendors were contacted, half on-

site and half by telephone, about their services in relation to S&Ls.

• The interview program is summarized in Exhibits I-l and 1-2.

C. ECONOMIC ASSUMPTIONS

• All figures given in the report are in current dollars.

• The forecast period is 1977-1981. During all forecasts given in

the report assume a 14% average S&L industry growth rate, including a

5% average annual inflation rate over the forecast period.

- 3 -
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EXHIBIT I-l

SAVINGS AND LOAN INTERVIEW PROGRAM

S&L
SIZE

NUMBER OF
S&Ls (1976)

ASSETS
(1976)

NUMBER
OF

INTERVIEWS

INTERVIEW
ASSETS

(BILLIONS)

VERY LARGE 38 111.0 6 19.70

LARGE ' 664 112.1 5 2.10

MEDIUM 1680 O O QOO e O 6 .81

SMALL 2582 26.5

—

i

3 .06

TOTAL 4964 . 338.4 20 22.7

- 4 -
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EXHIBIT 1-2

SAVINGS AND LOAN

COMPUTER SERVICES VENDOR

INTERVIEW PROGRAM

NUMBER OF

VENDOR TYPE INTERVIEWS

FEDERAL HOME LOAN BANKS 1

COMPUTER SERVICE VENDORS 7

S&L JOINT VENTURES 2

S&L SERVICE COMPANIES 2

DATA BASE VENDORS 2

TOTAL 14

- 5 -
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M. EXECUTIVE
SUMMARY





II. EXECUTIVE SUMMARY

FINDINGS

1. Market Structure

• There are 4,964 S&Ls (1976 census) in the United States who conduct

business at some 15,405 locations. Within this total population there

are four sub-markets:

2,582 small S&Ls with assets under $25 million.

1,680 medium S&Ls with assets of from $25 to $100 million.

664 large S&Ls with assets of from $100 million to $1 billion.

38 very large S&Ls with assets over $1 billion.

While only accounting for 14% of the institutions in number, the

latter two categories account for almost 60% of the industry's asset base,

and 68% of the total funds spent for EDP.

• Although S&Ls are spread across the country, six states account for

over 50% of the total asset base; these are California (17%), Illinois (7%),

Florida (7%), Ohio (7%), New York (6%), and Texas (5%). California has 9

out of the 10 largest S&Ls.

- 6 -
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• Between 1960 and 1975, the industry's asset base grew from $72 billion

to $338 billion, a 14% average annual growth rate. This industry growth

is expected to continue at about the same rate for the next few years.

• There is a great deal of strong lobbying at both the state and fed-

eral levels for regulations that would permit S&Ls to expand their range

of financial services. Presently, S&Ls are limited almost exclusively to

consumer savings and lending on residential real estate. If the lobbyists

have their way, S&Ls may ultimately become "Family Finance Centers" offer-

ing a full range of consumer financial services, while today's commercial

banks would evolve into "Business Financial Centers."

Opposing forces within the S&L industry (and there are many) are

quite content to "borrow at 6% and lend at 9%." Thus the long-term future

directions of the S&L industry are far from clear at this writing.

2. Data Processing Use by S&Ls

• The S&L industry is highly automated. Both in-house EDP and outside

services are widely used and accepted. The transaction-oriented nature of

the S&Ls' main applications (savings and loans accounting) coupled with

their relative simplicity have made this industry a natural EDP user. In

1976,83% of all institutions used some form of automation.

• Within the typical S&L organization there are five functional areas

(or application groups) that use EDP:

Savings . Financial/Cash Management

. Lending . Specialty Consumer Services

Administration

- 7 -
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The first two, "Savings" and "Lending," are far and away the most

important areas accounting for 82% of all EDP expenditures. The fastest

growing area is "Specialty Consumer Services" which is essentially com-

prised of a myriad of other consumer interface applications.

• Within 3-5 years, EFTS will likely become fundamental to the S&L

industry. These systems will change the way S&Ls do business and the way

they process information.

• Exhibit II-l summarizes both in-house and services EDP expenditures

for 1976 (actual) and 1981 (forecast) for the four sub-markets. In 1976,

S&Ls spent $355 million for EDP, about IhX of revenues. This figure is

expected to grow to $676 million in 1981, an AAGR of 14%.

• By 1981, 99.6% of the total S&L asset value will be managed by

automated systems, up from 95% today. Thus, the industry is already

highly penetrated.

• Computer Services account for about one-third of the total expen-

diture for all EDP. In terms of existing customers, services prospects

lie primarily within the three smaller sub-markets. Since just about all

the very large, large and medium S&Ls are already automated, new customers

will come from the "small" category.

• In-house installations tend to be concentrated in the larger firms

as would be expected. IBM, NCR, Burroughs and Univac appear to be the

leading mainframe suppliers.

_ 8 -

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited.
'NPUT



IHH
HM

o

paM
H
M
O
W

HM
Q

Q

NM

CO

PQ

iH 00 o> 00
00 o
C7^ 1—

1

iH

'AL

I—

1

</>

o
S

1—

1

CM CO m
<r o> CM in

iH CO
(H </>

rH iH 00 iH
6M

00 iH rvi iH
as iH CM

^ ' <o-

M

H w S
M CO r- tH -J-m iH iH

o> iH
,_l <o-

iH in rH 1

^

o
00 0^ CN
(T> CM

w iH <j>

CO
po

1

m <r O CM
«^ fO in rH <r

cy> CM
iH CO-

NH
1^w w H

>- o M O
Pi Q H

CO
> CO

- 9 -

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited. INPUT



• The savings (and to a lesser extent, lending) function Is basically

an Interactive remote computing application. Industry statistics show

about 36,000 terminals, mostly teller terminals. In use today. This

figure will nearly double to 68,000 units by 1981.

3. Computer Services Opportunities

• Spending for computer services, $114 million In 1976, will keep

pace with overall EDP expenditures and will grow 14% each year to reach

$216 million by 1981. Services are entrenched because most of the smaller

S&Ls cannot justify development of an ln~house EDP system with a remote

computing network. If and when new applications such as checking accounts

and consumer credit become a reality, smaller S&Ls will become even more

dependent on services.

• In terms of delivery mode, only the market for Interactive remote

computing Is viable, accounting for 82% of all S&L services expenditures.

Expenditures for facilities management, software, batch processing, etc.

are all minor.

• Data Base services are a small opportunity, $7 million In 1981, that

should be considered by RCS vendors offering access to financial and econ-

omic data bases.

• Large and medium S&Ls represent 90% of the services market today and

will continue to be the best market areas in the future.

- 10 -
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4. Competitive Environment

• Over 200 vendors sell processing services to S&Ls. As shown in

Exhibit II-2, there are five types of vendors. In no category does any

one vendor have a dominant market position.

• The Federal Home Loan Bank has been ordered by the courts (under

appeal) to divest their S&L computer services operations. When this

happens, the FHLB's accounts will represent a new market for other services

vendors.

• Commercial banks are, by and large, expected to move away from pro-

cessing for S&Ls. Their customers also represent a potential new market

for other services vendors. ^
i

• NCR Corp, and ADP Network Services, Inc. are the only two commercial

services vendors that process more than two million accounts annually.

• Much of the processing services for S&Ls is provided by S&L associa-

tions and S&L joint-venture companies. These are essentially "captive"

organizations. However, as processing requirements increase, it may not

be economic for many of these organizations to make the investment needed

to provide new services such as EFTS. Thus these organizations may prove

to be good candidates for takeover, licensing or joint venture by com-

mercial services vendors.

- 11 -
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EXHIBIT H-2

CLASSES OF RCS VENDORS SERVING S&Ls

VENDOR CLASSIFICATION NUMBER DOLLAR MARKET SHARE

• S&Ls 44 14%

• S&L JOINT VENTURES 67 18

• COMMERCIAL BANKS 40 12

• FEDERAL HOME LOAN
BANKS

4 18

• COMMERCIAL RCS
VENDORS

45 38

TOTAL 201 100%

- 12 -
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B . RECOMMENDATIONS

1. Marketing Strategies

• Concentrate marketing in the ten states that account for 60% of the

market and on the large and medium size S&Ls within those states.

• Be poised to move into the S&L customer base of the FHLB and com-

mercial banks if and when they stop providing services.

4 The NCR customer base may well be particularly susceptible to dis-

placement. Watch for signs of unhappiness among their customers.

• Establish a specialty group within marketing for financial insti-

tutions which presumably would handle banks, finance companies, credit

unions, etc. as well as S&Ls. Become known as a financial services

specialist.

• Offer allied but subsidiary services, such as remote access, to

financial and economic data bases as "sweeteners." Financial planning and

modeling, cash management and portfolio management are other good appli-

cations .

• Transaction price services.

2. Technical/Product Strategies

• Have an active new product program underway to develop solutions for

new applications, specifically the new consumer interface applications an-

ticipated for the future.

- 13 -
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• Establish Automated Clearing Houses (ACH) for groups of S&Ls.

• Stay abreast with new terminal developments and be ready to offer

the best price/performance units as soon as they are available.

• Develop and offer Electronic Funds Transfer Network Services. Keep

up with the latest developments In the credit field and allied products

such as ATM (Automatic Teller Machines)

.

3. New Entrants

• Because the S&L market is today near saturation (at least in terms

of the dollars managed by EDP systems), there is little room for the new

market entrant who would go into the business from scratch.

• New entrants should pursue a merger, joint-venture, or acquisition

strategy focusing attention on the several S&L joint-venture services

companies. Some of these organizations will become, in time, amenable to

takeover because they lack the capital needed to keep pace with new

product demands.

- 14 -
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III. SAVINGS AND LOAN INDUSTRY STRUCTURE

A. INDUSTRY OVERVIEW

1. HISTORY

• A savings and loan (S&L) association is commonly defined as a

locally-owned and privately-managed thrift and home financing institution.

S&Ls are direct descendants of British building societies.

• The first building association in the U.S. was organized in 1831

in Pennsylvania. In 1875, New York became the first State to regulate

S&Ls.

• A census in 1893 revealed 5600 associations, with 1.35 million

members and assets of $475 million. Assets reached $1 billion in 1923,

$2 billion in 1927, and $9 billion in 1930.

• In the depression, S&L assets declined to under $6 billion. The

decline was not reversed until 1938.

® The post World War II years ushered in a golden age for S&Ls. At

the close of 1975, there were about 5000 S&Ls in the U. S. with assets

of $338 billion.

« A chronology of significant events in the development of the S&L

industry is presented in Exhibit III-l.

- 15 -
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EXHIBIT III-l

SIGNIFICANT EVENTS IN THE DEVELOPMENT

OF THE SAVINGS AND LOAN INDUSTRY

DATE EVENT

1892 « The United States Savings and Loan League was organized
by representatives from 13 state leagues. The U. S. League
has become a strong national trade association.

1932 9 The Federal Home Loan Bank system was established. The
Reconstruction Finance Corporation together with the Home
Owners Loan Corporation refinanced nearly a billion dollars
in home mortgages from 1933 through 1936.

1933 • Federal savings and loan associations were authorized by
the Home Owners Loan Act of 1933. Between 1933 and 1937,
$275 million in federal funds were invested in S&L accounts
of 1400 new federal and state associations.

1934 • The Federal Savings and Loan Insurance Corporation was
established. Account coverage was raised from $5000 to

$10,000 in 1950 to $20,000 in 1963, and to $40,000 in 1974.

1938 • The Federal National Mortgage Association was established
as a government corporation, rechartered as a federal agency
in 1954, and established as a private government-sponsored
corporation in 1968. It has become the largest purchaser of

residential mortgages.

1948 • The expansion of the savings and loan business was an out-
standing feature of the post-war decade. With liquid assets
of over $2 billion, it entered a new phase of growth and
development.

1955 • The Federal Home Loan Bank became an independent agency.
The FHLB and Federal Savings and Loan Insurance Corporation
have since become member-owned.

1959 • The first S&L holding company was formed in California in

1955. The formation of S&L stock companies accelerated until
the Holding Company Act of 1959 limited complete ownership to

one S&L.

- 16 -

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited. INPUT



EXHIBIT III-l (CONT'D.)

DATE EVENT

1966 ® The Interest Rate Adjustment Act of 1966 granted the

Federal Home Loan Bank Board explicit power to fix the max-
imum rates on the term structure of savings accounts. This
has resulted in the current rate differential between sav-
ings at commercial banks and at S&Ls.

1970 • The Federal Home Loan Mortgage Corporation was created
by the Emergency Home Finance Act of 1970 to establish an
active secondary mortgage market.

1974 • Federal Regulations permitted Negotiable Order of With-
drawal (NOW) accounts, a third-party pa3rment mechanism, in
two states - Massachusetts and New Hampshire.

19 75 9 Stock charters for federal S&Ls were authorized. Regula-
tions also permit mutually owned state S&Ls to convert to

federal stock associations.

1977 • Congress is currently considering sweeping reforms of

the structure of the nation's financial institutions. The
main provisions for S&Ls are;

- extension of federal ceilings on savings interest rates
for 5 1/2 years.

permission for S&Ls to offer checking accounts

- permission for S&Ls to invest a significant part of

their assets in more short-term instruments such as

consumer loans, corporate bonds and commercial paper.

» 17 -
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2. A FINANCIAL INTERMEDIARY ROLE

• Savings and loan associations are private organizations established

under both federal and state laws. They carry the word "Federal" in their

names if federally chartered. S&L associations are financial inter-

mediaries . They act as ' go-betweens making loans and other investments

using both deposited and borrowed funds. S&Ls accept the risk on interest-

earning investments and use the income to pay interest to savers and div-

idends to investors, pay operating expenses, and build reserves.

• Most S&L associations have a mutual type of corporate structure,

that is, they are owned by their depositors. All federal associations

were mutual companies until 1976, when federal S&L associations could become

stock companies.

• >^ There is a trend of state organizations becoming stock companies.

This appears directly related to merger/acquisition activity. At the end

of 1975, 709 S&L associations (14%) were stock companies. They held 21%

of aggregate S&L assets. California remained the leader in stock companies

with $38 billion (52%) of all stock company assets. S&L associations are

the second largest type of financial intermediary, with 1975 year-end assets

of $338 billion. They are outranked only by commercial banks, whose 1975

assets totaled $958 billion (Exhibit III-2)

.

• Total assets of S&Ls were 35% of those of commercial banks in 1975,

as compared with 28% in 1960. Between 1960 and 1975, S&L assets increased

by a factor of 4.7, commercial bank assets by 3.7, and total financial
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interaediary assets by 3=6» Weaker growth periods, such as 1965-70, for

S&Ls occurred primarily as a result of restrictive monetary policies,

imposed by the Federal Reserve and strong competition from commercial

banks for the savings dollar,

3. INDUSTRY ADMINISTRATIVE ORGANIZATION

• The savings and loan industry is tightly constrained; it is estab-

lished and regulated by both state and federal statutes. Over the last

decade, the framework within which S&Ls conduct their business has gone

through extensive alteration. More influence is being exerted by

federal legislation and the Federal Home Loan Bank Board.

• The current administrative organization of the S&L industry is

illustrated in Exhibit III-3. The major regulating agency is the Federal

Home Loan Bank Board which operates with S&L associations much as the

Federal Reserve Board does with commercial banks. The Board establishes

the policies that are executed by the 12 district Federal Home Loan Banks

(FHLBs) . Associations which were members of FHLBs held 98% of total S&L

assets in 1975

.

• Consumer savings are insured (to $40,000) by the Federal Savings and

Loan Insurance Corporation (FSLIC) . Insured associations held 98% of total

S&L assets.

• Because of fluctuating money market conditions, the secondary mortgage

market is very important to the S&L industry. S&L asset portfolios contain
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primarily long-term fixed interest rate home mortgages. The Federal Home

Loan Mortgage Corporation (FHLMC) provides funds to the secondary mortgage

market by the purchase and sale of S&L loan portfolios. At the close of

1975 the FHLMC held $3.1 billion in conventional and $1.8 billion in FHA-VA

loans in its portfolio.

• The Federal National Mortgage Association (Fannie Mae) also supports

the secondary mortgage market but through the private money market. At the

end of 1975, it held $31.8 billion in mortgages in its loan portfolio.

• The Government National Mortgage Association (Ginnie Mae) , a HUD

agency, moderates interest rate risk. Ginnie Mae absorbs some of the

mortgage discount premiums on fixed-interest rate, long-term mortgage

instruments in a rising interest rate market. At the end of 1975, it held

$7.2 billion in mortgages in its loan portfolio.

• The growth of the secondary market has replaced such practices

during the 1950s as West Coast S&Ls advertising for savings funds in the

East and Mid-West.

B. PRESENT STRUCTURE OF THE SAVINGS AND LOAN INDUSTRY

In outlining the S&L industry structure, some perspective is gained

by contrasting S&Ls with commercial banks.

1. COMPARISON WITH COMMERCIAL BANKS

• S&L associations differ from commercial banks in the following ways:

- Commercial banks accept demand deposits, operate checking

- 22 -
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accounts, and use the deposits In a highly leveraged manner to make

loans and Investments. To date, S&Ls cannot.

- Commercial banks can extend consumer credit through bank credit

cards. S&Ls cannot.

Commercial banks are allowed highly flexible asset and liability

portfolios. S&Ls primarily borrow short (savings deposits) and lend

long (home mortgages)

.

- S&Ls are allowed to offer a higher term structure of interest

rates than are commercial banks.

- S&L associations have a mutual type of corporate structure.

Virtually all commercial banks are stock companies.

• The number of S&Ls was 35% of that of commercial banks in 1975, as

compared with 47% in 1960 (Exhibit III-4) . The number of S&Ls in 1975 was

21% less than in 1960. The number of commercial banks was 6% more. By

contrast, the number of S&L branches increased by a factor of 6.5 in this

15-year period. The number of commercial bank branches increased by a

factor of 2.8. Despite the impact of S&L consolidations and mergers,

the comparatively rapid growth of S&L branching operations has improved

the total outlet position of S&Ls relative to commercial banks.

• The total of S&L outlets was 35% of that of commercial bank outlets

in 1975, as compared with 33% in 1960. The total of S&L outlets increased

by a factor of 1.9 in this 15-year period. The total of commercial bank

outlets increased by a factor of 1.8. This improvement in the total

outlet position of S&Ls relative to commercial banks is important because

consumers have a strong preference for conducting their financial •
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transactions on a local basis.

• Although the percentage of S&L outlets relative to coimnerclal bank

outlets Increased between 1960 and 1975, the percentage of S&L deposits

relative to commercial bank deposits markedly decreased. Total savings

deposits of S&Ls were 84% of those of commercial banks in 1975, as com-

pared with 101% in 1960. This weakening in the total deposit position

of S&Ls relative to commercial banks is also seen in relative shares of

total constmier savings. The S&L share of consumer savings was 38% in both

1960 and 1975. However, the commercial bank share increased from 39% in

1960 to 42% in 1975 (Exhibit III-4)

.

• These comparisons of S&L and commercial bank growth rates suggest

that the convenience of additional services which banks offer (such as

third-party payment mechanisms) is more important to consumers than the

convenience of additional locations. The "one-stop" location for

financial transactions is so convenient that many consumers are persuaded

to maintain savings accounts where they bank and are willing to forego the

fractional interest rate advantage offered by S&Ls.

• Esiiiblt III-5 shows that the assets of S&Ls are much less concentrated

than the assets of commercial banks. In 1975 the asset share of the top

10 commercial banks was greater than, the asset share of the top 100 S&Ls.

In 1975, there were 4262 S&Ls. 86% had assets of less than $100 million,

representing 34% of total S&L assets (Exhibit III-6)

.

• The following factors have influenced the corporate structure and
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EXHIBIT III-5

RELATIVE CONCENTRATION OF ASSETS OF
SAVINGS AND LOAN AND

,
COMMERCIAL BANKS IN 1975

ASSET SHARE OF TOP
10 INSTITUTIONS

ASSET SHARE OF TOP
100 INSTITUTIONS

SAVINGS AND LOANS 9% 30%

COMMERCIAL BANKS 35% 69%

> - -
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asset concentration of the S&L industry:

(1) S&Ls operate locally, providing financial services in the

primary home mortgage market and the consumer savings area.

(2) Large commercial banks operate both nationally and internation-

ally with both consumer and corporate funds.

(3) Large commercial banks have a well established correspondent

relationship with smaller commercial hanks. S&Ls do not have

such arrangements.

(4) Until 1976 all federal S&Ls were mutual associations. Many

states still only allow the formation of mutual S&Ls, which

inhibits consolidation and merger.

• S&L mergers and acquisitions will accelerate over the next decade

because of intensified competition from banks and credit unions.

• The new applications derived from electronics technology (such as

EFTS, automatic teller systems, etc.) will tend to support merger as a

way of sharing costs.

2. SAVINGS AND LOAN INDUSTRY STRUCTURE

• The assets of savings and loans grew rapidly between 1960 and 1975

from $71.5 billion to $338.4 billion, an AAGR of 10.9%. With stable growth

in the national economy, an AAGR of at least 10% should continue through

the 1970s.

S&L assets are not held throughout the country uniformly. Major

factors causing variation are population growth, state laws and regulations,
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and the early strength gained by some associations through the efforts of

professional money managers.

• In 1975, 10 states had accounted for 61% of S&L total assets.

California led with 17% of all assets (Exhibit III-7) . The largest S&Ls

are located in California with all but one S&L having assets of $2 billion

or more in 1976 located there (Exhibit III-8) . Factors which have made

California such fertile ground for S&L growth are:

the population explosion of the 1950s

demand for housing

ability to form S&L stock companies

liberal state branching regulations

legal ability to form S&L holding companies.

• State chartered associations in 1975 constituted 59% of the total

number of S&Ls. As shown in Exhibit III-9, their number declined 34%

between 1960 and 1975. This was due to a combination of consolidation

and merger along with some conversion to federal charter. However, their

assets grew fourfold between 1960 and 1975.

• Although federal S&Ls constituted only 41% of the total number of

sales in 1975, they held 58% of total S&L assets. Their assets grew

fivefold between 1960 and 1975.

• The most prevalent form of S&L charter is the mutual organization.

In 1975 they numbered 4255 as opposed to 709 S&L stock companies.

- 29 -
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EXHIBIT III-7

LEADING STATES IN SAVINGS AND LOAN
ACTIVITY IN 1975

STATES

TOTAL
ASSETS

($BILLION)
% NUMBER OF

ASSOCIATIONS
/o

AVERAGE
ASSETS/AboN.
($MILLION)

CALIFORNIA $ 58 17% 169 3% $ 343

ILLINOIS 24 7 124 2 194

FLORIDA 25 7 441 9 57

OHIO 24 7 423 9 57

NEW YORK 19 6 139 3 137

TEXAS 16 5 306 6 52

PENNSYLVANIA 15 4 450 9 33

NEW JERSEY 14 4 242 5 58

INDIANA 6 2 170 3 35

NORTH CAROLINA 6 2 180 4 33

10 LEADING
STATES 207 61 2644

1

53 78

OTHER 40

STATES 131 39 2320 47 56

TOTAL $ 338 100% 4964 100% $ 68
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EXHIBIT III-8

LEADING SAVINGS AND LOAN ASSOCIATIONS IN 1976
BY TOTAL ASSETS

ASSOCIATION RANK
1976

ASSETS
($BILLIONS)

% INCREASE
OVER 1975
ASSETS

HOME SAVINGS *

LOS ANGELES, CALIF. 1 $ 7.69 22.4 %

GREAT WESTERN SAVINGS *

BEVERLY HILLS, CALIF. 2 6.33 18.2

AMERICAN SAVINGS *

BEVERLY HILLS, CALIF. 3 6.20 22.2

CALIFORNIA FEDERAL
LOS ANGELES, CALIF. 4 3.94 13.4

GLENDALE FEDERAL
GLENDALE, CALIF. 5 2.69 21.8

IMPERIAL SAVINGS *

SAN DIEGO, CALIF.

HOME FEDERAL
SAN DIEGO, CALIF. 7 2.30 23.5

GIBRALTAR SAVINGS it

BEVERLY HILLS, CALIF. 8 2.23 23.2

FIRST FEDERAL
DETROIT, MICHIGAN 9 2.18 24.5

CITIZENS SAVINGS *

SAN FRANCISCO, CALIF. 10 2.00 12.7

TOTAL $37.9

* STOCK COMPANY
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EXHIBIT III-9

DISTRIBUTION OF ASSOCIATIONS AND ASSETS
BETWEEN FEDERAL AND STATE

SAVINGS AND LOANS

NUMBER OF ASSOCIATIONS ASSETS ($ BILLION)

YEAR FEDERAL STATE TOTAL FEDERAL STATE TOTAL

1960 1873 4447 6320 $ 38.5 $ 33.0 $ 71.5

1965 2011 4174 6185 66.7 62.9 129.6

1970, 2067 3602 5669 96.3 79.9 176.2

1975 2048 2916 4964 $195.4 $143.0 $338.4
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• Although stock companies constituted 14% of total S&L associations,

they held 21% of aggregate S&L assets. As Exhibit III-IO illustrates,

California remained the leader with 52% of all stock company assets.

• Six of the 10 largest S&Ls are stock companies. Until 1975 only a

few states allowed this structure to exist for S&Ls. Since 1976, however,

several S&L associations were allowed to apply to the Federal Home Loan

Bank Board for conversion to stock companies. This regulatory change has

induced many state and federal S&L associations to convert to stock compan-

ies. A rise in consolidations and mergers has accompanied this conversion.

• The composition of savings accounts at S&Ls has changed since 1966.

Federal regulations in that year allowed S&Ls and commercial banks to be-

gin offering a variety of certificate accounts for savings with a guaran-

teed term between 90 days and 6 years. By the end of 1975, savings cer-

tificates represented 57% of total savings held by S&Ls (Exhibit III-ll)

.

This has tended to decrease the activity rate on total savings accounts.

The activity rate is currently estimated at 2 1/2 transactions/month on

pass book accounts.

• The number of savings accounts rose from 29.5 million in 1960 to

68.1 million in 1975, for an AAGR of 5.7% (Exhibit III-12) . Through 1976,

the number grew to 75.5 million. The size of the average savings account

increased from $2,110 in 1960 to $3,912 in 1975, an AAGR of 4.2%. Through

1976, the average size grew to $4,120.
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EXHIBIT III-IO

DISTRIBUTION OF SAVINGS AND LOAN
STOCK COMPANIES IN 1975

STATE
NUMBER OF

ASSOCIATIONS

TOTAL
ASSETS
($BILLION)

% OF
TOTAL

CALIFORNIA 79 $ 36.9 52 %

TEXAS 198 10.0 14

OHIO
. 95.r.-." ., 8.1 11

ILLINOIS 71 2.6
,

4

OTHER 46 STATES 266 13.4 19

TOTAL 709 $ 71.0 100 %

j
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EXHIBIT III-ll

SAVINGS AT SAVINGS AND LOAN ASSOCIATIONS IN 1975

BY TYPE OF ACCOUNT

YEAR PASS BOOK
(%)

CERTIFICATE
(%)

1967 77.8 % 22.2 %

1968 77.0 23.0

1969 68.7 31.3

1970 59.4 40.6

1971 54.6 45.4

1972 50.6 49.3

1973 46.7 53.3

1974 44.1 55.9

1975 42.7 % 57.3 %
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EXHIBIT III-12

NUMBER AND SIZE OF SAVINGS ACCOUNTS
AT SAVINGS AND LOANS

NUMBER OF AVERAGE SIZE

ACCOUNTS OF ACCOUNT
(MILLIONS) ($)

1960 29.5 $ 2,110
1965 40.7 2,711
1970 48.2 3,038

1974 63.6 3,819
1975 68.1 * 3,912 *

1976 73.1 *
$ 4,120 *

*ESTIMATED
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000079

• At the close of 1975, mortgage loans on the books of all S&Ls

totaled $278.7 billion (Exhibit III-13) . This was 83% of total S&L

assets. The mortgage loan portfolio increased at an AAGR of 10.8% be-

tween 1960 and 1975.

• Association loans to consumers for other than home mortgages have

expanded rapidly during recent years. They rose from $1.9 billion in 1970

to $6.9 billion in 1975, an AAGR of 29.4%. This was more than twice the

AAGR of 13.1% for mortgage loans in this same 5-year period. The major

factor in this growth was the permission granted S&Ls by the Housing Act

of 1968 to loan up to 10% of their assets to consumers for mobile homes.

• Non-mortgage consumer loans accounted for only 2 % of total S&L

assets in 1975. This share will increase rapidly if and when Congress

liberalizes the lending powers of S&Ls.

\i The number of mortgage loans at all S&Ls stood at 13.5 million at

the end of 1975. The number of other consumer loans was 1.6 million, for

a total of 15.1 million loans outstanding. The total of loans outstanding

at the end of 1976 is estimated at 15.8 million.

C. SAVINGS AND LOAN GROWTH AND PERFORMANCE

1. GROWTH

• Except for temporary dislocations in the money markets the S&L indus-

try has experienced remarkable and sustained growth from 1960 to 1975. Data

have been summarized in Exhibit III-14 to highlight significant operational
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EXHIBIT III-14

SAVINGS AND LOAN OPERATIONAL CHARACTERISTICS

1960 1965 1970
1

GROWTH
1975 FACTOR

NUMBER OF
ASSOCIATIONS 6320 6185 5669 4964 0.8

TOTAL ASSETS

($ BILLION) $71.5 $129.6 $176.2 $338.4 4.7

TOTAL DEPOSITS

($ BILLION) $62.2 $110.3 $146.4 $286.4 4.3

TOTAL LOANS

($ BILLION) $60.2 $110.7 $152.2 $285.6 4.8

NUMBER OF
SAVINGS ACCOUNTS
(MILLIONS) 29.5 40.7 42.2 73.1 2.5

NUMBER OF
LOAN ACCOUNTS
(MILLIONS) 7.6 10.0 11.7 15.1 2.0

NUMBER OF
EMPLOYEES
(THOUSANDS) 71. 7 97.6 102.0 175.5 2.4

OPERATING
INCOME

($ BILLION) $ 3.7 $ 7.1 $11.0 $ 29.4 7.9

NET INCOME
AFTER TAXES

($ BILLON) $ .58 $ .82 $ .90 $ 1.51 2.6

OPERATING
MARGIN (%) 15 . 5% 11.6% 8.2% 6.2% 0.4

* SOURCE: 1976 SAVINGS & LOAN
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characteristics.

2. PERFORMANCE

• A general idea of performance measurement for a typical S&L can be

gained from a comparison of average S&L operating characteristics as shown

in Exhibit III-15.

• The increase of average S&L personnel by a factor of only 3 came

about through increased operating efficiency achieved by using on-line

computer automation. The increased complexity of S&L operations coupled

with the large increase in the number of S&L branches would otherwise have

caused the number of personnel to grow at a much more rapid rate.

• The decline in operating margins makes S&Ls good candidates for

cost effective service proposals.

3. INFLUENCING FORCES

• The savings and loan industry has been evolving from a provider of

savings deposits and mortgage loan services to a provider of an increasing

range of consumer financial services. This trend has accelerated under

the pressures of competition with other financial institutions and with

new service opportunities created by advances in electronic technology.

• The market position of S&Ls nationwide has been weakening. Two

comparisons which reveal this trend are:

S&Ls held a 38% share of total consumer savings in both 1960

and 1975, while banks increased their share from 39% in 1960 to 42%
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EXHIBIT III-15

AVERAGE SAVINGS AND LOAN ASSOCIATION

PERFORMANCE MEASUREMENTS

1960 1965 1970 1975

GROWTH
FACTOR

1960-1975

TOTAL ASSETS

($ MILLION) $11.3 $21.0 $31.1 $68.2 6.0

TOTAL DEPOSITS

($ MILLION) $ 9.8 $17.8 $25.8 $53.7 5.5

TOTAL LOANS

($ MILLION) $ 9.5 $17.9 $26.8 $57.5 6.0

NUMBER OF
SAVINGS
ACCOUNTS 4,670 6,580 8,500 13,720 2.9

NUMBER OF
LOAN ACCOUNTS 1,200 1,620 2,060 3,040 2.5

NUMBER OF
EMPLOYEES 11 16 18 35 3.2

OPERATING
INCOME

($ MILLION) $ .6 $ 1.1 $ 1.9 $ 5.9 9.8

NET INCOME
AFTER TAXES

($ THOUSAND) $ 92 $132 $159 $304 3.3

OPERATING
MARGIN (%) 15.5% 11.6 8.2 6.2% 0.4
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in 1975. ' T :

S&Ls share of total pass book savings deposits declined from a

high of 42% in 1964 to 33% in 1973, while banks increased their share

from 34% to 39%. Pass book savings tend to indicate new savings

accumulations.

• Three factors account for the declining trend in total market share.

The interest rate differential has declined to the current 1/4%

level. This has resulted in significant consumer preference for accept-

ing convenience at banks rather than the slight rate advantage at

S&Ls.

- Commercial banks have nearly three times as many locations as S&L

associations. There is a strong correlation between share of consumer

deposits and share of financial office locations.

- Commercial banks offer full-service banking, including third-

party payments or checking accounts ; they offer the consumer the con-

venience of saving where he banks.

• Since the 1960s, the money markets for residential financing have ex-

hibited the following characteristics and trends.

- Residential financing has become one of the largest users of

capital and credit.

- The supply of residential credit has been marked by high volatil-

ity. This has decreased the value of S&L portfolios.

- S&L associations have become the major source of residential

credit. In periods of uncertainty this has made S&Ls less competi-

tive than commercial banks.
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The secondary market has become a significant source of funds

for residential financing during cyclical periods in the economy.

The secondary market greatly helped both the value and flexibility

of S&L asset portfolios.

- The asset structure of residential mortgages has become more

liquid and marketable. This has increased the ability of SfieLs to

compete with commercial banks in money markets.

The rate premium that residential mortgages enjoyed over other

long-term securities such as AAA corporate bonds has disappeared.

This has tended to increase competition between S&Ls and commercial

banks

.

• The stability of money markets has been seriously eroded. Instabil-

ity has resulted from a combination of such factors as increased use of

manipulative, federal, fiscal and monetary policy, unanticipated stresses

such as the oil crisis, and the rapid exchange of mobile international

funds from one currency to another. The consequence has been a rapid

shift in interest rates and S&L savings flows. Uncertainty in money mar-

kets has increased competition between S&Ls and other financial inter-

mediaries, commercial banks and credit unions in particular.

• Increased uncertainty in money markets in the 1960s fostered

federal regulatory and legislative changes. Some of the regulations were

the product of competition between the Federal Reserve and the Federal Home

Loan Bank, each attempting to overcome perceived disadvantages for its

members. Highlights are:
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In 1966 Congress passed legislation placing maximum interest

ceilings on S&L savings accounts. The rate differential, now only

1/4% between S&L savings and commercial bank savings gives some pro-

tection to S&Ls in competing for consumer savings.

In 1970 federal regulations authorized S&Ls to issue a wide

assortment of term savings accounts. This has permitted S&Ls to

lengthen the term structure of their liability portfolio. This

tends to increase their financial flexibility and make them more

competitive

.

- In 1975 the Federal Home Loan Bank Board loosened many restric-

tions on how S&Ls can conduct their business. The result has been

to enable the S&Ls to become more competitive with commercial banks.

The regulation revisions were oriented toward making S&Ls "family

finance centers."

• As a result of federal regulatory and legislative changes, S&L assoc-

iations are less insulated from money market fluctuations and from competi-

tion from other financial institutions. Association managers have had to

become increasingly more knowledgeable and responsive to economic and compet-

itive trends

.

• S&Ls pioneered the use of on-line computer systems for their day-to-

day operations. The on-line systems have increased teller productivity,

greatly reduced transaction errors, and increased customer service.

• S&Ls have continued to take the lead in technological innovation.

They frequently use technology to offer consumers convenience services in
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an attempt to offset the competitive edge enjoyed by commercial banks in

the areas of funds transfer and consumer credit services.

• Electronic Funds Transfer (EFT) technology Is rapidly developing in

two areas:

Automated Clearing Houses (ACHs) are currently set up by asso-

ciations of commercial banks to handle such payment mechanisms as

direct deposit of payroll, social security payments and preauthorlzed

loan payments. To date S&Ls have not had access to ACHs equal to

that of commercial banks. S&Ls are countering by a combination of

legal action and development of their own EFT networks, such as the

California Savings Association Central Corporation network.

~ S&Ls are most vigorous in pursuing electronic systems to pro-

vide Improved consumer services. S&Ls plan to use Automatic Teller

Machine (ATM) and Point of Sale (POS) devices to increase their de-

posits and increase their customer base. There were over 40 such

experiments authorized by FHLBs and state agencies. Some represen-

tative projects are outlined in Exhibit III-16.

• S&Ls in six states have been authorized to provide interest-bearing

NOW accounts. State chartered S&Ls in three more states can provide non-

interest bearing NOW accounts. The transactions currently flow through the

normal check clearing system to an intercept bank designated by the S&L.

This method will give way to either associations of S&Ls developing their

own clearing systems, or S&Ls gaining equal access to the Federal Reserve

System clearing system.
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D. FUTURE TRENDS

• The trend toward the convergence of S&Ls and commercial banks as

financial intermediaries is expected to continue over the next decade, as

S&Ls acquire third-party payment mechanisms and greater consumer service

powers

.

• Congressional movement toward sweeping reform of the structure of

the nation's financial institutions includes consideration of the follow-

ing measures.

- Extension of federal ceilings on savings interest rates for a

term of 5-1/2 years.

- Permission for all depository institutions, including S&Ls, to

offer checking or other third-party transfer accounts. This would

give them access to ACHs and the Federal Reserve check clearing

system.

- Permission for federal associations to invest a portion of their

assets in short-term securities such as consumer loans, corporate

bonds and commercial paper.

- Permission for federal S&Ls to issue variable-interest rate

home mortgages.

• There is little doubt that the computer and communications technology

for national EFT networks will soon be available. The second report of the

National Commission on Electronic Funds Transfers recognized this maturing

technology in recommending:
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that Congress act to insure that EFT terminals would not be

given the restrictive interpretation of financial branches.

that EFT networks be allowed to cross state lines to serve

national market areas.

that depository institutions be allowed to share EFT networks

at their discretion subject to antitrust laws.

that the Federal Reserve Board permit all depository institu-

tions equal access to ACHs.

that the Federal Reserve Board not discriminate against private

market development of alternative ACHs.

that the Federal Government should not become operationally

involved in POS switching and clearing facilities in the foreseeable

future.

• The impact of the Commission's recommendations if enacted by Congress

would be:

The development of competing electronic funds transaction and

clearing networks by the private sector.

The possible interconnection between EFT networks to create

regional and national EFT networks.

The development of alternate ACHs by the private sector to

serve one or more types of financial intermediaries.

• The recent decision of Visa, Inc. (formerly National BankAmericard Inc.)

to allow access to their network to those S&Ls which issue consumer credit

is a portent of the coming trend.
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• Interviews indicate that many S&L managers expect that federal S&Ls

within the next 2-5 years will be given greater power in the area of

consumer service, particularly the ability to have checking accounts.

S&L managers plan a 250% increase in the procurement of MICR sorters

and readers during 1976-77. By 1977, 7% of all associations expect to be

processing third party payments.
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IV. USE OF EDP

A; THE SAVINGS AND LOAN INDUSTRY IS HIGHLY AUTOMATED

• In 1976, 83% of all S&Ls used some form of automation, either In-

house or services. Nearly all Institutions in the medium and larger cate-

gories used EDP, while 60% of the small S&Ls were users. The latter figure

is growing rapidly and by 1981, 80% of small S&Ls will be users.

• In the base year S&Ls spent $355 million for EDP, a figure that

represents about 1.25% of revenues. By 1981, expenditures will be $676

million annually and will amount to approximately 1.5% of revenues. The

AAGR for EDP expenditures is 14% over the forecast period in parallel with

the industry's projected revenue growth.

• The degree of automation when expressed in terms of S&L industry

asset value is striking. In 1976, 95% of total S&L assets were managed

using automated systems. By 1981, that portion will be 99. 6%

I

® The smaller the S&L, the more likely it is to use outside computer

services as opposed to establishing an in-house EDP function. Exhibit IV-1

shows the relative utilization of in-house and outside EDP by S&L size.
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EXHIBIT IV-1

RELATIVE UTILIZATION OF IN-HOUSE EDP

AND COMPUTER SERVICES BY S&Ls

1976-1981

S&L
SIZE

CATEGORY

IN-HOUSE
(%)

COMPUTER
SERVICES

(%)

NO EDP

1976 1981 1976 1981 1976 1981

VERY LARGE 97 99 3 1 0 0

LARGE 41 42 59 57 Trace 0

MEDIUM 9 10 88 90 3 0

SMALL 3 5 62 75 35 20
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B. EDP EXPENDITURES FOR S&L FUNCTIONS

• Functionally, EDP is used by S&Ls in five major activities:

Savings

- Loans

Administration

Financial Management

- Special Consumer Services

The distribution of EDP expenditures across these categories in 1976

and projected to 1981 is given in Exhibit IV-2.

• The primary "consumer interface" areas of the savings and loan

functions taken together accounted for the lion's share (80%) of all EDP

expenditures in 1976. This situation is not expected to change dramatically.

• The smallest expenditure area (in 1976) was for Special Consumer

Services, but this is the most rapidly growing area and represents an in-

teresting target of opportunity because most of the services that fall with-

in this functional area will be new to S&Ls. Services that fall within

this area include such things as automatic payroll and social security

check deposits, consumer credit, EFTS, IRA and Keogh accounts, income tax

preparation and others. A complete list is given in Chapter V.

• The Financial Management Function accounts for a fairly significant

portion of the EDP dollar in the S&L industry, about 13% of total. In

particular, RCS services for computer-aided financial planning are in-

creasing in importance.
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C. IN-HOUSE EDP

• In 1976, S&Ls spent over $241 million for in-house EDP which is ex-

pected to grow to nearly $460 million in 1981. Of the total in-house

budget, on average, 38% is for personnel and the balance for hardware and

communications. The in-house expenditure breakdown is shown in

Exhibit IV-3.

• The average growth rate for EDP expenditures on terminals and for

central processing is expected to remain nearly equal due to the following

factors

:

The relative cost of teller terminals is declining.

The newer, modular terminals use shared devices permitting

two teller stations per terminal unit. The forecast assumed

that 60% of the new teller terminal growth would be for dual

teller terminals.

The on-line interactive nature of the savings and loan

functions require central processing to handle 5-6 trans-

actions/second while maintaining a 2-4 second transaction res-

ponse time. Since over 80% of the EDP dollars are spent on

the consumer interface function, relative central processing

costs will not decrease as much as for other types of inter-

active computing applicatons.

- The lack of industry concentration has resulted in a

relatively large number of central processors, each attached

to a local (state-wide at most) terminal networks. The same
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EXHIBIT IV-3

S&L EXPENDITURES FOR EDP IN-HOUSE

CATEGORY
1976

ACTUAL
($M)

1981 FORECAST AAGR
(%)

'76-'81($M)

% OF
TOTAL

CENTRAL PROCESSING
(CPU, PERIPHERALS, ETC.) 43.0 83.0 18 14

REMOTE HARDWARE
(TELLER TERMINALS,
CONSUMER STATIONS, ETC.)

74.3 139.7 30 13

DATA COMMUNICATIONS 30.9 58.6 13 14

PERSONNEL 93.0 178.0 39 13

TOTAL 241.2 459.3 100 14
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economics of CPU scale are not as readily applicable In

the S&L Industry until major structural changes take place.

• Survey results from 180 S&Ls with in-house EDP equipment showed that

IBM has nearly half (46%) of the current S&L installed base in terms of

numbers of installations. We did not compute the dollar market shares of

leading mainframes for this study. Suffice it to say that all of the six

large and very large S&Ls surveyed used IBM equipment. Exhibit IV-4 gives

the survey results. The four main vendors and their market shares (again

in numbers of installations) are:

. IBM - 46% . Burroughs - 16%

. NCR - 25% . Univac - 10%

• The average expenditure of in-house EDP users by size category is

given together with a list of typical mainframes in Exhibit IV-5.

• In 1976, S&Ls operated 32,345 teller terminals, 3,446 CRTs for ad-

ministration, 941 other administrative terminals and 132 automated on-

line teller machines. This total of nearly 36,000 units is expected to

double to nearly 68,000 by 1981.

• Because of the on-line transactional nature of the S&L business, data

communications is a major expense item. S&L communications networks are

regional in nature (never more than statewide) , seldom spanning more than

800 miles. Network costs are high, however, because they currently use

dedicated lines to tie terminals to the CPU. Appropriate use of packet

switching such as offered by a few VAN (value-added network) vendors may

ultimately serve to reduce line costs substantially.
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EXHIBIT IV~4

DISTRIBUTION OF IN-HOUSE EDP CENTRAL PROCESSORS

AT SAVINGS AND LOAN ASSOCIATIONS

MANUFACTURER MODEL
NUMBER OF

S&Ls SURVEYED
%

370/158 6

370/145 5

370/135 19

370/125 6

360/65 1

IBM 360/40/50 10

360/30/20 10

5400s 15

1401/1440 3

Sys 3 8

TOTAL 83 45.6

615 12

251 10

NCR ^.jyy
'

315

C 50/100
C 200/300

8

9

7

TOTAL 46 25.2

B 2502/2771 6

BURROUGHS B 3501/3741
B 500s

3

20

TOTAL 29 16.0

1106 1

UNIVAC 9400
490

15

2

TOTAL 18 9.8

OTHERS 4 3.4

GRAND TOTAL 180 100.0
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EXHIBIT IV-5

AVERAGE S&L EDP EXPENDITURES

IN-HOUSE USERS

S&L
SIZE

CATEGORY

ANNUAL
REVENUE

($ THOUSANDS)

ANNUAL
AVERAGE EDP
EXPENDITURE

($ THOUSANDS)

TYPICAL
MAINFRAME

USED

VERY LARGE 150,000 1,500 IBM 370/148

LARGE 20,500 270 IBM 370/135
NCR 251
B 3500

MEDIUM 5,600 72 B 520
IBM 360/30
NCR 201

SMALL 960 10 NONE
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D. IN-HOUSE VS COMPUTER SERVICES CHOICE BY USERS

• The very large S&Ls have chosen almost without exception to go the

in-house route. They chose to go in-house some time ago, in order to grow

more rapidly through branching and through offering consumers extras such

as daily interest. The very large S&Ls are likely to remain in-house,

although one. Coast Federal, just recently went the other way.

• All other factors being equal, large S&Ls would just as soon stay

with computer services organizations. The S&L financial officers inter-

viewed felt that they would rather have the EDP headache go away. They are

more concerned with activity in the financial marketplace than with

"economies" to be gained from going in-house. Furthermore they are con-

cerned with the software changes coming about with the trend toward con-

sumerism. S&L managers recognize the high cost of software development.

The interest in large S&Ls going in-house becomes greater as the S&L asset

size approaches $700 million, and when annual EDP expenditures approach

$0.5 million.

• The medium size S&L is really a relatively small financial organi-

zation (see Exhibit III-5) . Medium size S&Ls are heavily dependent on out-

side computer services organizations for their daily processing. Except

for the highly innovative organization, or where an S&L is located in a

sparsely populated state, medium size S&Ls have chosen the computer

services route. ^

• The manager of a small S&L will, when he can, choose the computer

services route. He often can decrease his total EDP costs by giving up his
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In-house manual or batch system and going on-line with a computer services

vendor. Two of the S&Ls Interviewed had gone to computer services within

the last several years.
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V. APPLICATIONS ANALYSIS

• As noted in Chapter IV, there are five functional areas in a Savings

and Loan company:

Savings

Loans

Administration

Financial Management

Special Consumer Services

In this chapter, the myriad applications relating to each function are

briefly described and the relative importance of EDP to each illustrated

graphically

.

• S&L size frequently determines whether or not EDP is used to support

or accomplish a given application. However , there may be great differences

in the extent to which EDP is utilized by S&Ls within a given size

category to solve a given application. An attempt is made in this chapter

to sort out the degree of EDP utilization for each application as a

function of S&L size, mode of service delivery, and other factors if

present.
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A. THE SAVINGS FUNCTION

• Applications for the SAVINGS FUNCTION are illustrated in Exhibit V-1.

This function includes all the day-to-day business operations that comprise

the customer interface for savings handling. The three principal appli-

cations groups within this function are:

Consumer Savings

Region and Branch Activities

Savings Administration

• The most important application within the consumer savings group is

passbook savings and withdrawals . The application calls for interactive

remote computing using slow-speed teller terminals. On average, 2.5

transactions per account per month are executed.

• All other applications within the consumer savings group can be

performed by either batch or remote processing. They tend to be discrete

events with extremely low transaction rates.

• The Region and Branch Activity group of applications includes branch

P&L management and resource balancing. Data is gathered from daily

transactions and analyzed to produce periodic management reports used to

track performance branch-by-branch, region-by-region.

• The third application group within the savings function is Savings

Administration which is primarily concerned with the opening, closing and

changing of accounts. Industry statistics state that over the past 15
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EXHIBIT V-1

PRINCIPAL APPLICATIONS: SAVINGS FUNCTION

APPLICATIONS GROUP APPLICATIONS PERFORMED WITHIN GROUP

CONSUMER SAVINGS • PASSBOOK

- POSTING OF SAVINGS & WITHDRAWALS

- STATEMENT PREPARATION

- INTEREST COMPUTATION

- ACCOUNT TRANSFERS & CLOSEOUTS

• SAVINGS CERTIFICATE PROCESSING

• MARKET RATE CERTIFICATES

• NEGOTIABLE CERTIFICATES

• INVESTMENT ANNUITIES

0 IRA & KEOGH ACCOUNTS

REGIONAL AND
BRANCH ACTIVITY

• P&L MANAGEMENT

- SAVINGS & LOAN ANALYSIS

_ INCOME/COST PROCESSING

• RESOURCE BALANCING

• JOURNALING

SAVINGS
ADMINISTRATION

• ACCOUNT STATUS

- NEW ACCOUNTS

- ACCOUNT CHANGES

- DORMANT ACCOUNT CONTROL

• DATA BASE MANAGEMENT
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years, the number of savings accounts has increased 6% per year. For

every new account opened, there are, on average, at least two changes to

existing accounts per year.

• The use of data base systems to create a centralized customer infor-

mation file has greatly increased the efficiency of Savings Administration.

The data base permits the S&L to determine the status of all the accounts

belonging to a single customer, permits access to account records by name

only, and eliminates multiple address changes with the attendant cost of

duplicate mailings.

• The chart given in Exhibit V-2 illustrates the relative importance

of EDP to individual applications within the savings function.

B. THE LOAN FUNCTION

• The applications required to service the loan function are shown in

Exhibit V-3. This function includes the consumer interface for lending

and activities relating to secondary mortgage markets. Applications

groups within this function are

Lending

Loan Administration

Real Estate Management

Secondary Mortgage Markets

80% of the EDP activity in this function relates to the lending application.
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EXHIBIT V-3

PRINCIPAL APPLICATIONS: LOAN FUNCTION

APPLICATIONS GROUP APPLICATIONS PERFORMED WITHIN GROUP

LENDING • CONSUMER LOANS

- Mortgage Loan Processing

- Installment Payments

- Loan Payoff Computation

- Automatic Payments

• IMPOUND ACCOUNTING HANDLING

- Insurance

• APPRAISALS

- Computer assisted appraisals using

. . local real estate loan history
data base.

• CONSTRUCTION LOANS

Progress Payments

LOAN

ADMINISTRATION

• LOAN COMMITMENT TRACKING

• LOAN DOCUMENTATION

• LOAN SERVICING

REAL ESTATE
MANAGEMENT

• RENTAL PROPERTY ACCOUNTING

• APPRAISALS

SECONDARY MORTGAGE
MARKETS

• COMPUTER ASSISTED MORTGAGE MARKET
TRADING
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• The secondary mortgage market application consists of participation*

purchase, sale and servicing of packages of residential mortgages. The

application has become Important to S&Ls both for Increasing revenues and

for asset portfolio liquidity. Some 180 S&Ls use the system provided by

AMMINET.

• Only 20 S&Ls used computer aided loan appraisal In 1976. This number

Is expected to Increase to over 300 by 1981. The EDP operation Involves

use of a data base of residential property loan histories.

• The relative Importance of EDP to each loan function application Is

Illustrated In Exhibit V-4.

C. THE ADMINISTRATION FUNCTION

• Applications for the ADMINISTRATION FUNCTION are shown In Exhibit V-5.

This function Includes those Items relating to the S&L*s Internal operations.

The three principal applications grows within this function are

Personnel

Facilities

. Staff Service

this function accounts for only 4% of EDP expenditures.

• Payroll is frequently handled by commercial banks in exchange for

S&L compensatory balances.

• Exhibit V-6 shows how important EDP is to each size category of S&Ls

by application.
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EXHIBIT V-5

PRINCIPAL APPLICATIONS: ADMINISTRATION FUNCTION

APPLICATIONS GROUP APPLICATIONS PERFORMED WITHIN GROUP

PERSONNEL • PERSONNEL RECORDS

- Affirmative Action

- Equal Opportunity

- Accounting

• PAYROLL

= Payroll Systems

- Government Reporting

FACILITIES N/A - None Automated Yet

STAFF SERVICES • AUTOMATIC DEPOSITS

- Payroll

- Social Security

• PUBLIC FUNDS ACCOUNTING

• DEFERRED COMPENSATION ACCOUNTS
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D. THE FINANCIAL MANAGEMENT FUNCTION

• Applications for the FINANCIAL MANAGEMENT FUNCTION are given in

Exhibit V-7. This function is basically concerned with money management

and corporate accounting and reporting. There are three principal appli-

cations groups within this function:

• Financial Planning

Financial Reporting

Asset & Liability Management

Responsibility for the data processing operations of the S&L whether in-

house or outside usually falls within this functional area.

• Financial planning and forecasting using models and data bases

supplied through commercial RCS vendors is growing in importance to the

S&L industry. In 1976 over half of the large and very large S&Ls had in-

house professional economists using such services for portfolio analysis,

money market forecasting and related economic uses.

• Exhibit V-8 shows the importance of EDP to each class of S&L by

applications.

E. THE SPECIAL CONSUMER SERVICES FUNCTION

• This "function" is a catch-all for all the services that S&Ls provide

or may provide in addition to the basic savings and lending functions.

For the purposes of this study, we have chosen to group these applications

under three headings
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EXHIBIT V-7

PRINCIPAL APPLICATIONS: FINANCIAL MANAGEMENT FUNCTION

APPLICATIONS GROUP APPLICATIONS PERFORMED WITHIN GROUP

FINANCIAL • PLANNING AND BUDGETING
T>T A XTKT T XTPLANNING

- MODELING

- FORECASTING

- PLANNING ACCOUNTING & FINANCIAL ,

1

INFORMATION
j

pTMAWn AT A PPnTTTT AtJATVQTTCV rK.\Jrl.l. /uNiiXiXoCiD

REPORTING
- SINGLE UNIT

12V DT7r'Tn\T— Dl KlliblUJN

• STATEMENT PREPARATION

- GENERAL LEDGER

• COST ANALYSIS

ASSET & LIABILITY • CASH MANAGEMENT
MANAGEMENT

® LIQUIDITY MANAGEMENT

• INVESTMENT MANAGEMENT

- PORTFOLIO ANALYSIS

- ECONOMIC MODELING

- USE OF ECONOMIC /FINANCIAL DATA BASES
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Funds Transfer

Third Party Payment

Consumer Credit

Many of the applications mentioned in Exhibits V-9 and V-10 are awaiting

regulatory approval and thus are not actually in use today. Some elements

of interest in this category are noted in the following paragraphs.

• Electronic Funds Transfer is the most rapidly growing application.

In 1976 there were only 46 EFTS under development or installed. By 1981,

most S&Ls will be so equipped. A more extensive description of EFTS is

given in Chapter VII.

• In 1976, 7 States permitted S&Ls to offer NOW (Negotiable Order of

Withdrawal) accounts to consumers.
|

• In 1977, the board of VISA, Inc., granted S&Ls membership in their

credit card network.

• The S&L industry is driving toward what is frequently referred to as

the "Family Finance Center" concept. The kinds of services enbodied in

this concept are listed in Exhibit V-10.

• The importance of EDP to the applications falling within the

Specialty Consumer Services Function is given in Exhibit V-11.
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EXHIBIT V-9

PRINCIPAL APPLICATIONS: SPECIAL CONSUMER SERVICES FUNCTION

APPLICATIONS GROUP APPLICATIONS PERFORMED WITHIN GROUP

FUNDS TRANSFER • POINT OF SALE (P-O-S)

• AUTOMATED TELLER TERMINALS (ATM)

• EFT NETWORK MANAGEMENT

THIRD PARTY
PAYMENT

• NOW ACCOUNTS

• CHECKING ACCOUNTS

- Demand Deposit Accounting

- Clearing House

• PAY BY PHONE

• AUTOMATED TELLER TERMINALS

CONSUMER CREDIT • CREDIT CARDS

• CONSUMER LENDING

Credit Authorization Networks
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EXHIBIT V-10

"FAMILY FINANCE CENTER"

TYPICAL CONSUMER SERVICES OFFERED

• SAVINGS ACCOUNTS
^

- CERTIFICATE
- PASS BOOK

• NEGOTIABLE CERTIFICATES
• MARKET RATE CERTIFICATES
• DIRECT DEPOSIT OF PAYROLL CHECKS
• DIRECT DEPOSIT OF SOCIAL SECURITY CHECKS
• CHECKING ACCOUNTS
« CONSUMER LENDING
• CONSUMER CREDIT
• PHONE TRANSFER OF FUNDS
• PHONE PAYMENT OF BILLS
• INVESTMENT ANNUITY ACCOUNTS
• IRA ACCOUNTS
• KEOGH PLAN ACCOUNTS
• MONTHLY ACCOUNT STATEMENTS
• TRUST DEED AND NOTE COLLECTION
• INCOME TAX PREPARATION
• TRAVELERS' CHECKS
m SAFETY DEPOSIT BOXES
® SAVE BY MAIL
@ SAVING CLUB MEMBERSHIP
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VI. COMPUTER SERVICES
MARKETS

I





VI . COMPUTER SERVICES MARKETS

A; MARKET HIGHLIGHTS

• S&Ls spent 32% of their total EDP Budgets on computer services in

1976 and this proportion will hold through 1981, as computer services ex-

penditures almost double from $114 million in 1976 to $216 million by

1981 (as shown in Exhibit VI-1)

• S&Ls depend on computer service organizations to provide a major

portion of their interactive computing requirements. The industry has

developed along this line because most S&Ls are small financial organiza-

tions as contrasted to commercial banks. Industry structural changes

such as the ability to offer consumers checking accounts and consumer

credit will tend to increase S&L dependence on computer service organiza-

tions.

• The most significant positive factor influencing computer services

market growth will be the ability of computer service vendors to respond

rapidly to the changes occurring in the marketplace resulting from regu-

latory and structural changes in the financial markets, and from the intro-

duction of new electronics technology.
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• Over 90% of the S&L financial officers interviewed who used computer

services were satisfied with both the cost and performance of their com-

puter service vendors.

B. EXPENDITURES FOR COMPUTER SERVICES

• Remote computing services account for 82% of all S&L computer ex-

penditures. In 1976, S&L RCS expenditures were over $93 million. This

market will grow to nearly $187 million by 1981, or 87% of total S&L com-

puter services expenditures.

• S&L expenditures for data base related remote computing services

will grow from just under $2 million in 1976 to nearly $7 million by 1981,

for an average annual growth rate of 37% over 5 years. The size of this

market is still relatively small, 2% compared with other RCS services.

• The primary growth areas for current data base related RCS services

are the secondary mortgage market, loan appraisal and financial planning

services

.

• S&L financial and data processing officers interviewed indicated

that S&Ls do not use remote batch services to any measurable extent.

• The use of batch processing is on the decline as S&Ls implement

centralized data base operations and make more file changes using inter-

active computing. Even the general ledger is now produced as a by-product

of day-to-day interactive transactions. About 20% of small S&Ls still

used batch processing for savings and loan operations in 1976. Small S&Ls
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will continue to use batch processing services in 1981, primarily for

administrative and financial management operations,

• S&Ls have made limited use of facilities management services. The

availability of a wide variety of S&L computer services vendors acts as

a barrier against greater S&L use of facilities management services. Few

S&Ls have much incentive to go the facilities management route.

• Very large and large S&Ls that have in-house central processors use

over 70% of the professional services. S&Ls use professional services to

create operating systems and communications processing software for micro

and mini computers in their branch and communication net nodes.

• Over 80% of 1977 expenditures were made by very large and large S&Ls

that have in-house computers. The applications packages are generic. The

packages are systems-oriented. Examples of systems packages purchased by

S&Ls can be found in Exhibit VII-3.

• S&L data processing managers of in-house computer systems expressed

interest in processing applications packages. Possibilities cited were

NOW account processing, consumer installment loans and demand deposit

accounting.
; i

C. COMPUTER SERVICES EXPENDITURES BY S&L SIZE

• Large and medium sized S&Ls accounted for nearly 90% of total S&L

expenditures for computer services in 1976, as shown in Exhibit VI-2.

Their domination of the market opportunity will continue.
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EXHIBIT VI-2

COMPUTER SERVICES EXPENDITURES

BY S&L SIZE

S&L
SIZE

CATEGORY

SERVICES EXPENDITURES

AAGR %

1976 1981

AMOUNT
(MILLION)

%

COMPUTER
SERVICES
BUDGET

AMOUNT
(MILLION)

% TOTAL

COMPUTER
SERVICES
BUDGET

VERY LARGE $ 3.6 3.5 $ 6.4 3.0 12.8

LARGE 57.5 50.5 110.9 51.5 13.9

MEDIUM 42.0 37.0 77.7 35.5 12.9

SMALL 10.9 9.0 21.3 10.0 14.3

TOTAL 114.0
1

100.0 216.3 100.0 13.6

- 83 -

© 1 977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited. INPUT



• In 1981, interactive services to large and medium sized S&Ls will

be the only significant market as shown in Exhibit VI-3.

D. COMPUTER SERVICES EXPENDITURES BY S&L FUNCTIONS

• S&L computer services expenditures on the savings and loan functions

together were nearly $93 million or 81% of S&L computer services budgets,

as shown in Exhibit VI-4. These expenditures will increase to nearly $169

million in 1981 still utilizing 80% of S&L computer services expenditures.

• The loan function growth rate is larger than that of the savings

function because of additional RCS services for automated loan document

preparation, loan appraisal and secondary mortgage market operation.

• In the financial management area, general ledger preparation is

being produced more as a by-product of daily interactive operation and

less by batch operation, decreasing computer service expenditures. The

decrease is being offset by the S&L increased use of RCS computer services

for financial planning and economic analysis.

• Computer services in administrative functions are used in personnel

accounting and government compliance reporting. Except for the very large

S&Ls which process payroll in-house, commercial banks process S&L payroll

for compensating demand deposit balances. This situation will change if

S&Ls are granted authorization to offer consumer checking accounts.

• Exhibit VI-5 shows that RCS will dominate all other delivery service

modes for all S&L functions in 1981.
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EXHIBIT VI-3

DISTRIBUTION OF 1981 COMPUTER SERVICES EXPENDITURES

USER SIZE

MODE OF SERVICE VERY
LARGE LARGE MEDIUM SMALL TOTAL

REMOTE COMPUTING SERVICES
INTERACTIVE
REMOTE BATCH
DATA BASE

1 4J. . '+

0

2.0
0

3.5

DO . H

0

1.0
0

0 6.5

SUB TOTAL 3.4 97.7 69.4 16.3 186.6

BATCH PROCESSING 0 4.0 4»0 5.0 13.0

FACILITIES MANAGEMENT 0 1 S n ni . .J

PROFESSIONAL SERVICES 1.0 3 .

2

1 R

SOFTWARE PRODUCTS
SYSTEM PACKAGES
APPLICATION PACKAGES

1.2
.8

1.8
1.2

1.0
0

0

0

4.0
2.0

SUB TOTAL 2.0 3.0 1.0 0 6.0

TOTAL 6.4 110.9 77.7 21.3 216.8

($ MILLION)
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EXHIBIT VI-4

DISTRIBUTION OF SAVINGS AND LOAN COMPUTER SERVICES

BY MAJOR S&L FUNCTION

1976 1981

;

'

. .9
EXPENDITURES
($ MILLION)

% EXPENDITURES
($ MILLION)

% AAGR

(%)

SAVINGS 57.0 50.1 99.0 45.9 12.3

LOAN 35.8 31.3 70.5 32.0 14.6

ADMINISTRATION 3.3 2.9 6.9 3.5 15.8

FINANCIAL
MANAGEMENT 14.1 12.7 25.4 11.9 12.6

SPECIALTY CONSUMER

SERVICES 3.6 3.0 14.4 6.7 32

TOTAL 113.8 100.0 216.2 100.0 14
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EXHIBIT VI-5

SAVINGS AND LOAN INDUSTRY COMPUTER SERVICES EXPENDITURES
BY MODE OF SERVICE AND MAJOR S&L FUNCTION

1981

S&L FUNCTION

MODE OF SERVICE EXPENDITURES ($ MILLION)

SAVINGS LOAN
ADMINIS-
TRATIVE

FINANCIAL

PLANNING

SPECIALTY
CONSUMER
SERVICES TOTAL

REMOTE COMPUTING
SERVICES 86.1 58.8 5.6 21.9 14.4 186.8

BATCH PROCESSING 5.0 4.0 1.0 3.0 0 13.0

FACILITIES
MANAGEMENT 2.0 1.7 .3 .5 0 4.5

PROFESSIONAL
SERVICES 3.0 3.0 0 0 0 6.0

SOFTWARE
PRODUCTS 3.0 3.0 0 0 0 6.0

TOTAL 99.1 70.5 6.9 25.4 14.4 216.3

- 87 -

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited. INPUT



E. WHO ORDERS COMPUTER SERVICES

• The designation of the S&L Manager responsible for ordering computer

services for the major consumer interface Savings and Loan functions depends

on whether or not the S&L has an in-house EDP system. The responsibility

for ordering computer services to support other S&L functions depends on

S&L size. Exhibit VI-6 indicates ordering responsibility for S&L computer

services . /
-

• Very large and some large S&Ls have vice-presidents who are the

directors or managers of data or information processing, and have in-house

EDP systems. They order professional programming services and software

products . '

• The chief financial officer in very large and large S&Ls will order

financial and economic planning RCS. Some very large S&Ls have business

economists who order RCS services for economic and financial forecasting.

• The chief loan officer in very large and large S&Ls orders data base

related RCS services for secondary mortage market operations and for auto-

mated loan appraisal. The chief appraiser in some very large S&Ls may

have the responsibility for ordering RCS for loan appraisal.

• , .. The chief financial officer or treasurer of large S&Ls orders RCS

and batch services which relate to the consumer interface, such as RCS

for the savings and loan function. He also orders RCS for financial
.

planning.
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• Some large S&Ls have a chief loan officer who orders data base re-

lated RCS for loan appraisal and secondary mortgage market operation.

In other large S&Ls the operating vice-president orders these services.

• The S&L president or chief operating officer would be responsible

for signing a facilities management contract.

® In medium-size S&Ls the chief financial or chief operating officer

has the responsibility for ordering all computer services.

• In small S&Ls the president or association manager has the respon-

sibility, with the approval of the management committee.
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VII. MARKETING AND TECHNICAL REQUIREMENTS

A. SYSTEM REQUIREMENTS

• As noted earlier, on-line interactive processing is the principal

method of automated processing for S&ls. This section describes the

functional specifications of the systems designed to meet the industry's

need.

1. INTERACTIVE SYSTEMS

a. Terminals

• An RCS vendor to the S&L industry must be able to support a wide

variety of terminals for teller operation, for administrative data

entry and control, and for inquiry. The terminals must be supported on

an interactive basis during the business day. Exhibit VII-1 lists the

characteristics of some widely used terminals for S&L on-line operations.

• Teller terminals are made up of coirfjinations of the following devices:

Keyboards for data entry;

- Forms printers for pass books and paper documents;

CRT displays for inquiry and response;
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- Readers for customer magnetically encoded plastic cards; and

PIN pads.

• The older terminals have selected functions built into each model.

The newer terminals are modular in nature, permitting the S&L more

flexibility in equipment selection and modification.

Administrative terminals are used to enter and update data in the

central files and to access the data base in response to . information

requests. Most terminals use the standard CRT displays. The IBM 3270

is frequently used for teller operations.

• Many S&Ls are providing small inquiry terminals in their branch

offices for use by customers. The terminal consists of a function

keyboard, a plastic card reader, a PIN pad, and a small CRT. The cus-

tomer can make inquiries as to his account balances, interest accumula-

tion, certificate interest dates, etc. The IBM 3606 is frequently used.

b. Transaction Rates

• S&L customer service policy requires that teller equipment be on-

line during business hours. Interviews with S&L managers indicate al-

most total agreement that the average transaction response must be be-

tween 2-4 seconds for 80% of the transactions. Maximum response time

should not exceed 7-8 seconds for no more than 10% of the transactions.

• Peak system load times occur during the first 10 days of each

quarter called the 'reinvestment period'. Many pass book savers conduct
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their business at this time, sometimes only to have their accumulated

Interest posted. The use of plastic cards with the attendant shift to

savings statements Is helping to level off the quarterly crunch.

• Typical systems must handle an average of 5-6 transactions/second

while maintaining an average response time of 2-4 seconds. Another mea-

sure of performance cited by one user Is 80-100 thousand transactions

per 6-hour day operating on 1.5 million savings and loan accounts.

c. Communications

• Many S&L service organizations are utilizing a computer as a

communications front end to their central processors. Minicomputers

enable the service organizations to accept a greater variety of terminal

types. Examples of minicomputers used as front ends by S&Ls are the 6A

16/110 and PDF 11/34.

• S&Ls use leased communications lines almost exclusively. The high

cost of these lines is one of the main reasons that regional S&L service

centers have not expanded nationwide.

• Most communications lines used by S&Ls are 1200 baud. Some computer

service organizations serving S&Ls have 2400 baud service in branches

with high activity levels. A few of the largest S&Ls have high speed

(4800-9600 baud) service.

• One line normally supports six to ten terminals on 1200 baud ser-

vice. In large S&L branches, the terminals are often connected in a
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cluster to a communication controller, which polls the terminals for

transaction activity and packs the data for transmission on 2400 baud

lines.

• Drop points on leased communication lines allow the terminals in

small S&L branches in a single geographic area to be efficiently con-

nected to a single leased line., This technique is especially useful

to service organizations.

• The early on-line systems for S&L transaction processing used special-

ized branch communications controllers to concentrate, modulate and mul-

tiplex the data to the central processing center. These communication

controllers supported only one type of fixed function teller terminal.

The IBM 2711 and NCR 621 are typical of the specialized branch communi-

cations controllers.

In the current generation of on-line systems, these fixed teller

terminals are being replaced by modularized, intelligent, teller and ad-

ministrative terminals. The terminals are supported by programmable

communications processors with typically 32-64K of MOS memory. The

communication control program can be altered to meet changing system

requirements. The IBM 3601 and PDP 11/34 are typical of the program-

mable processors now in use.

• There are a number of line communication protocols for teller

and administrative terminals. They are indicated in Exhibit VII-1.

Users and service organizations expressed mixed feelings about the IBM
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SDLC protocol. Some felt SDLC degrades response time, particularly

in filling CRT screens. Others were pleased with the ability to use

dial-up voice grade telephone lines.

d. Reporting

• Data centers supporting S&L operations have special reporting re-

quirements for each quarter, semi-annual and annual period. Dividend

notices, dividend checks, extensive regulatory reports, general ledger,

financial statement preparation, and federal tax reporting place heavy

processing workloads on central porcessing systems which are already

loaded to capacity for on-line transaction posting of dividends to

consumer pass books.

• Large S&Ls and many of the larger service organizations use micro-

film and microfiche equipment to record daily account transactions,

quarterly dividend data and regional regulatory reports. The Memorex

1603 and Datagraphics 4360 are typical of the equipment used,

e. Security

• S&Ls are highly conscious of data security. S&L service organiza-

tions use careful security measures to control access to their premises

and to store and protect account information. The use of dedicated

leased communications lines greatly simplified the security of data

access

.

• New consumer services related to the use of magnetically encoded
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plastic cards have added a new dimension to data security. Consumers

are able to transact their savings business at other branches and re-

mote locations. The current solution to consumer data security Is by

assigning the customer a secret Personal Identification Number (PIN)

which only he keys In on a PIN pad. The PIN/account number Is encoded

for transmission using a BuStandards encryption algorithm.

• S&L managers Interviewed feel particularly vulnerable to tampering

In the dial-up data communications system. They feel such systems add

another dimension to the security risk of consumer financial data.

f. Central Processor

• Exhibit VII-2 shows the distribution of central processor equipment

determined from a survey of 134 S&L service organizations. Outside of

the omnipresence of IBM, NCR and Burroughs are the Industry's preferred

mainframe vendors. ' '

g. Data Base & Storage

• Both S&Ls and S&L service organizations are Implementing centralized

data bases for their on-line operations. Typical storage requirements

for the savings account related information is 300-500 characters and for

loan related Information 600-800 characters. Total storage requirements

for all functions of a typical S&L having 15,200 savings accounts is 100

million characters.

• S&Ls are data-base oriented and centralized data bases are key to

efficient on-line operation of the savings and loan functions. Half of

- 98 -

© 1977 by INPUT, Menio Park, CA. 94025. Reproduction Prohibited.



EXHIBIT VII-2

CENTRAL PROCESSORS IN USE AT

S&L SERVICE ORGANIZATIONS

MANUFACTURER MODEL NUMBER
COMMUNICATIONS

CONTROLLER

FRONT END
MINI/MICRO
PROCESSORS

BURROU(mS B500 10 DC1200

B3700/4700S 25 B4353

B6700/1700S 3 B6350/B7350

TOTAL 28

NCR Ro

300s 11 NCR 4 Jo

600s 2 PDPllS

TOTAL 21

IBM 360/20/40 11

360/50 9 IBM 2700 's 16/llOs

360/65 3 PDPlls

370/125/135 20

370/145/155 19

370/158/168 11 IBM 3700s

TOTAL 73

OTHERS HONEYWELL 6600s

UNIVAC 490/llOOs

12

TOTAL 134
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the S&L service organizations interviewed have implemented data base

management systems. These systems enable the customer or the teller

to access data using a wide variety of key words and data fields.

« . Larger S&Ls are becoming increasingly more interested in accessing

and using external ecomonic, financial and commercial data bases

through RCS services. Examples of currently available data bases use-

ful to S&Ls can be found in Chapter VIll.

,h. Software . .

• Interviews with S&L service organization managers indicate that

they both procure, develop and sell a wide variety of software packages.

Some S&Ls are actively selling their on-line operational software to

both S&L service organizations and commercial banks . They also buy

software packages to aid in program development, data base management,

communications software for mini and micro controlled communications

processors, general ledger, payroll and personnel systems. Examples

of typical software packages used or written by S&L service companies are

shown in Exhibit VII-3.

2. ELECTRONIC FUNDS TRANSFER

• The growing importance of Electronic Funds Transfer systems justi-

fies separate consideration of its technical requirements. The systems

under development and operation are composed of POS/ATM terminals con-

nected to electronic switching networks, some of which accomplish the
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ACH functions, and are connected to S&L host computers,

a. Systems

• POS/ATM terminals accept entry primarily via plastic card and PIN

pad. The following information is required for transmission.

> - Personal Identification Number (PIN)

- Account

Payment media—cash, check, credit card, etc.

- Type and amount of transaction

- Identification of the S&L responsible for the funds transfer.

The terminals must have the ability to display the transaction ac-

knowledgment and have a printing device for a receipt.

• The EFT switch is part of a distributed communication network. The

POS/ATM terminals are clustered around a communications processor

which are in turn interconnected to other communications processors

via either automated dialup or leased lines. These communication pro-

cessors concentrate and route the messages to the front processor which

is connected to the central processor (the switching center)

.

• The central processor acts as the automated clearinghouse (ACH)

for the participating S&Ls. It is interconnected to the host computer

at the S&L or at the S&L Service Company. The switch may also be inter-

connected to other retailer and financial institutions, their host com-

puters, national credit card networks, and credit verification networks.
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• The switch may have a data base or access to a data base of local

account data files from the participating S&Ls. The processor accesses

the appropriate account, records the transaction on an activity log, and

transmits a transaction response back through the communications network

to the appropriate terminal. At the end of the day the processor posts

and updates all local files, and reconciles the net value exchanged be-

tween the switch and the participating retailers, S&Ls and other finan-

cial Institutions.

b. Security

• Maintaining security within the EFT network Is a major technical

requirement. S&Ls pride themselves In knowing their customers. The ad-

vent of off-premises ATM and POS terminals permits the consumer access to

his account data from multiple access points. The off-premises factor adds

one dimension of complexity to security requirements. The other dimension

occurs through the addition of S&L host computers, and credit processing

networks

.

3. EXAMPLE OF AN S&L DISTRIBUTED COMPUTING NETWORK

• Distributed networks can hardly be called commonplace in the S&L

industry. But the VISION system in operation at Home Federal Savings and

Loan of San Diego is worthy of special consideration. It is too early to

tell if it is truly a precursor of the future, but there is no doubt that

its success will be felt with the industry.

• The concept of the VISION system is to have a highly reliable on-line
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system through use of redundant components. The components of the mod-

ular teller/administrative terminals consist of 110 key alphanumeric key-

board, 1920-character CRT screen, shared forms printer, shared magnetically

encoded plastic card reader and PIN pads for entry of secret customer

identification numbers.

• The modular terminals are connected independently by 4-wire cables

in clusters of six (12 tellers) to a General Automation model GA 16/110

processor. The processor has sufficient storage capacity to provide elec-

tronic journaling. Two processors are located at each office to insure

continued operation.

• The processors are interconnected via leased communications line to

a network of 8 satellite GA 16/440 minicomputers . Each satellite mini-

computer is interconnected through network switching to 8 branch proces-

sors insuring high communications availability.

® The satellite computers are connected by leased communications lines

to the GA 16/440 front end processors to two IBM 360/65s, one on-line, the

other a backup.

• The IBM 360/65s will be replaced by 2 minis of DEC 10-like capa-

bility. This will occur following the successful restructuring of the

software to permit distribution of the transaction processing to the

satellite minicomputers and the branch processors. Control and handling

of the customer data base will then be accomplished on the in-house mini-

computer.
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• The system permits monitoring of transaction activity throughout the

communications network, and switching to alternate leased communications

lines in the network to balance activity or to bypass line failures.

• Analysis of early cost data indicates that Home Federal may be able

to operate the system at half the cost of their previous EDP equipment

and network, with greatly improved system performance and uptime.

B. PRICING

• The pricing of the on-line computer services on a *per account'

basis has become a de facto industry standard. This method enables S&L

users to compute their EDP service costs with a high degree of precision.

Any new services vendor must offer this type of pricing structure.

• Some typical 1976 prices of eight S&L services vendors are listed

in Exhibit VII-4.

C. MARKETING REQUIREMENTS

• The S&L industry can, in many ways, be thought of as a subset of the

banking industry. Marketers of computer services to S&Ls must be well-

versed in the needs and activities of both types of financial institutions.

Successful vendors will adopt an interdisciplinary approach in which

several different kinds of expertise can be brought to bear on customer

problems. These disciplines or knowledge areas include:

In-depth understanding of basic S&L day-to-day operations

- Communications system design
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Carrier rate structures and use of SPCCs, VANs, satellite

communications, etc.

Electronic Funds Transfer Systems

Data Base Management Systems

Data Security, PIN Operations, Encryption Algorithms

• The marketing staff must keep informed of all legislation and regu-

latory activity likely to impact S&Ls. The ability to accurately pro-

ject which new services S&Ls will be offering, so that systems can be

planned to handle the applications ahead of the competition will be a key

factor in determining future market share.

• Some secondary applications require that specialists be made avail-

able .

MBAs (typically) versed in financial planning, modeling

and forecasting are needed to support the planning applications.

PhD (typically) economists are needed to deal with in-house

economists at large and very large S&Ls in forecasting money mar-

ket trends, interest rates, etc. Sometimes arrangements can be

made with university people to obtain this kind of support with-

out retaining full-time employees.

The secondary mortgage market requires people who are

specialists at this application.

• The influence of Electronic Funds Transfer Systems on S&L operations

is mentioned in Chapter IV. Over the next 3-5 years EFT Systems will
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force significant changes in both the personal way S&Ls do business and

in S&L information processing systems.

• EFTS will become fundamental to the long-range viability of S&L

computer services vendors. In order to get into the S&L services market,

the successful vendor must offer EFT network services.

• Most existing S&L service organizations are small. They lack the

capital and technical expertise to develop effective EFTS networks unless

they form cooperative ventures. For example the California Savings Asso-

ciation Central Corporation (SACC) is spending over $2 million to develop

an EFT switch for California S&Ls. An additional 20 million will even-

tually be required for 3000 PCS/ATM terminals.

• One of the most promising marketing approaches for the successful

computer services vendor is to combine a vendor-developed national EFTS

network with S&L market outlets through joint ventures with very large

S&Ls or S&L leagues.
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VIII. COMPETITIVE
ENVIRONMENT





VIII. COMPETITIVE ENVIRONMENT

A» VENDORS

• Over 200 processing services (remote computing and batch) vendors

sell to S&Ls. These vendors fall into five distinct organizational cate-

gories as shown in Eadiiblt VIII-1. The distribution of activity by cus-

tomer size and by vendor category is given in Exhibit VIII-2 in terms of

numbers of customers and in Exhibit VIII-3 in terms of dollars.

• .
In each vendor category, no one vendor has a dominant market posi-

tion. The major participants in each category are discussed in the fol-

lowing paragraphs.

1. FEDERAL HOME LOAN BANK

• The Federal Home Loan Bank is presently the largest single computer

services vendor to the S&L industry. Their services are offered from

four district offices — Des Moines, Chicago, Cincinnati and Pittsburgh.

• A federal court ruling, now under appeal, requires that the FHLBs

divest their S&L Computer Services Operations. The accounts presently

serviced by the FHLB may well represent a new market for other vendors.
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EXHIBIT VIII-1

CLASSES OF RCS VENDORS SERVING S&Ls

VENDOR CLASSIFICATION NUMBER DOLLAR MARKET SHARE

® S&Ls 44 14%

• S&L JOINT VENTURES ,''67 18

• COMMERCIAL BANKS 40 12

» FEDERAL HOME LOAN
BANKS

• ^ > .- ;:. - 18

® COMMERCIAL RCS
VENDORS

45 38

TOTAL 201 100%
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2. COMMERCIAL BANKS

• State Street Bank & Trust Co . of Boston is the leading commercial

bank offering computer services to S&Ls. They presently service nearly

1.8 million accounts and had 1976 revenues of approximately $3.1 million.

• Midland National Bank of Milwaukee , Wisconsin is probably the second

largest commercial bank services company. They service nearly 1.2 million

accounts and had $2 million in revenues in 1976.

• The remaining commercial banks all put together account for another

$7.3 million of revenues. Many are moving away from the business because

of the need to concentrate EDP resources on in-house banking operations

.

The commercial bank share of the S&L market should decline substantially

in the next few years.

3. S&L JOINT VENTURES

• Florida Information Management Services is the leading S&L joint-

venture services company in the east. The company services 76 S&Ls with

a total of 2 million accounts. 1976 revenues were approximately $3.7

million.

• Data Line Service Company is the leading S&L joint-venture services

company in the west. The company services 23 S&Ls with a total of nearly

1.2 million accounts. 1976 revenues were approximately $3.1 million.

• All other joint ventures put together accounted for only $11.4

million in 1976. The Interview program did not reveal any particular user
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biases for or against joint-venture companies. As a result they will

likely continue maintaining their present market share.

4 . S&L ASSOCIATIONS

• This category includes all situations in which an individual S&L

does processing for other small, local S&Ls. No single vendor in this

category processes much more than 500,000 accounts. Thus, there are no

significant large vendors.

• Of all the very large S&Ls interviewed, only one expressed strong

interest in becoming an S&L processing services vendor,

5. COMMERCIAL VENDORS

9 Commercial vendors have a 38% market share overall and are the big-

gest vendor category for all sizes of customers.

• NCR Corp. is the largest commercial vendor serving S&Ls. They ser-

vice nearly 10 million accounts at 500 S&Ls through 9 regional data

centers. Their 1976 revenues from S&Ls are estimated at $16.7 million,

accounting for 43% of all commercial vendor business . The user interview

program revealed that many NCR S&L customers are upset about what they

perceive to be a reluctance on NCR's part to upgrade their data centers

with new mainframes and provide new model teller terminals on-site. As a

result, some NCR customers are potentially good prospects to switch vendors.

• ADP Network Services, Inc . is probably the second largest commercial

vendor. They service about 170 S&Ls, and process nearly 2 million accounts.

1976 revenues are estimated at $3.5 million.
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• No other large ( > $25m annual sales) computer services vendor has

a significant share of the S&L market. Exhibit VIII-4 contains a list

of other vendors who processed from 575,000 up to 2»000,000 accounts In

1976.

B. DATA BASES AND FINANCIAL PLANNING SERVICES

• The offering of financial and economic data bases, sometimes coupled

with financial planning services using sophisticated models » is becoming

an important adjunct service for RCS vendors selling to S&Ls. These ser-

vices are most often used for loan appraisal, secondary mortgage market

trading, economic planning and financial forecasting. Some external data

bases used by S&Ls are shown in Exhibit VIII~5.

• The Society for Real Estate Appraisers (SREA) Market Data Centers ,

Inc. has a joint-venture arrangement with Tymshare, Inc. which offers an

historical data base of residential property information in Texas, Florida

and California, Using multivariance statistical techniques, an appraised

value for a given piece of property is predicted. In this case, each

appraisal generates $7 of RCS revenues. SREA is expanding the service to

38 states in 1977. The average asset size of S&L users is $200 million.

• ADP Network Services, Inc., Interactive Data Corporation, Data

Resources, Inc., and others offer economic and financial data bases used

by business economists at some 'large' and 'very large' S&Ls. (See

input's mas report issued January 1977 for a complete rundown on this

subject)

.
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• The Federal Home Loan Bank Board maintains a large national data

base of S&L financial operating data. They are now in the process of

making this data base available to RCS vendors either through the FHLB

Board or through each district.
, ;

;

• Remote Computing Corporation is the leading vendor of Remote Compu-

ting Services (RCS) services for financial planning. Their Savings and

Loan Planning Package (SLP) is currently being used by some 80-100 S&Ls

on a national basis. The system enables S&L financial officers to accom-

plish computer-aided cash management, liquidity management, profit analy-

sis, budgeting and long-range planning. Rights to use the Decision Dyna-

mics model can be either purchased or leased. The model is not available

for installation on S&L in-house computers. ... ._. ..

• Another S&L financial planning input/output model is offered by

McSweeny & Associates through a joint venture with GEIS. There are 20

S&Ls using the GE RCS system. The model leases for $275/month, and uses

an average $350/month per user in RCS costs. The average asset size of

S&Ls who do the budgeting process is $250 million, whereas the entire

planning system is used by larger S&Ls with average assets of $750 million.

• SBC offers a profit planning application package to S&L financial

managers and controllers for computer-aided budgeting.

C. • OTHER COMPUTER SERVICES

1. FACILITIES MANAGEMENT

• Electronic Data Systems is the leading vendor offering facilities

management services. EDS manages the operations of about 30 S&Ls through
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facilities management arrangements. EDS offers computing services to

other S&Ls from the data centers they operate for their clients. EDS

facilities management services are for S&Ls whose aggregate asset size is

approximately $3.75 billion. EDS services an aggregate of 450,000 savings

and loan accounts.

• National Sharedata also provides facility management services for

S&Ls. An aggregate of 220,000 savings and loan accounts are serviced.

• Boeing Computer Services, Inc. provides facilities management serv-

ices to S&Ls in two locations. The aggregate number of accounts serviced

is 130,000.

2. SOFTWARE PRODUCTS

• A number of vendors, including S&Ls themselves, sell software pack-

ages- to S&L data processing managers. Examples of software packages ac-

quired by S&Ls can be found in Chapter V.

• The software packages that S&Ls procure from computer services ven-

dors are systems packages in general. The software packages that S&Ls

procure from other S&Ls are industry applications oriented.

3. PROFESSIONAL SERVICES FOR MICRO/MINI COMPUTERS

• S&Ls utilize the services of contract programming groups for develop-

ment of micro codes for communications processors , and for developing com-

munications-oriented operating systems for mini computers used as communi-

cation processor front ends and for regional nodes in communication net-
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works. SCI, Inc. and Peretronics were frequently mentioned by users as

leading vendors of these services.

D. FUTURE CHANGES IN VENDOR CLASSES

• S&L financial managers interviewed felt that EFT systems would

change the structure of S&L computer service vendors.

• Many smaller commercial service vendors lack the capital to keep

pace with rapidly changing technology and will merge or be acquired by

other computer services vendors.

® Many S&L joint-venture service companies will require additional

capital resources and technical expertise to remain competitive. S&L

chief executive officers will prefer to apply the capital to their prime

line of business, residential lending. Some will expand by adding S&Ls

to the joint venture. Others will merge, and some will be acquired by

commercial computer services vendors

.

® The most forward-looking S&L managers look to national EFT networks

offered by large computer services vendors.
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Confidential

Input Questionnaire User Catalog No.

Study: Computer Services Markets for the S&L Industry

1. How large is your institution (assets)?
Q Less than $50 million

$50 - $100 million ° $100-$250 million

$250-$500 million $500 million-$l billion

D over $1 billion

2. Could we obtain a copy of your last annual report or public

statement? Yes No

3. Do you have an in-house computer? Yes No

VJhat is its make and size?

Now Future

Make

Memory size

Operating System

Data base languages

4. Do you run the system on-line? D Yes Q No

If on-line, what are the number and types of terminals you support?

No. Make Line Speeds
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What applications do you support with your in-house EDP system?

Present Applications % of Total
Utilization

What new applications do you plan to implement over the next 3 years?

FUTURE APPLICATIONS DEVELOP
IN-HOUSE

OUTSIDE
SERVICES

Do you or anyone else in the organization use outside computer

services? No

% or $ % or $

Remote Computing

Batch Processing

Facilities Management

Software Products

- System Packages

- Application Packages

Software Services

Data Bases

Other (explain)
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8. Who buys or authorizes the purchase of computer services in your

organization?

9. Could you briefly describe outside services and applications?

Service % of Total
or Company Application Utilization Performance

10. Software packages/data bases/ services used

Name Vendor Funct ion Performance

11. Have you considered using outside computer services for any of the

in-house processing?

No If yes, which one(s)
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12 . Can you estimate your entire EDP budget either in gross dollars

or as a % of deposits?

1977 1978 1981 Comments

Total Budget (% or $)

Outside '

"

In-house

People

Hardware

Other

13. VJhen you use an outside service who usually selects the vendor?
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lA . Please rank these characteristics in choosing an outside vendor

(1 = unimportant; 5 = very important)

Rank Notes

a) Geographic location of vendor

b) Vendor's hardware/software

c) Technical support/training

d) Availability of national network

e) System capacity/response

f) Price

g) Other (explain)

15. Have you changed or added any outside vendors recently?

No

16. Under what conditions might you change vendors?

17. All other things being equal how much of a price reduction would it take

to induce you to change vendors or go in-house?

18. What outside computer services or applications might you consider using if

they were currently available?

19. What changes and improvements would you like to see vendors adopt in the

next 3-5 years in order to make computer services more valuable to you?
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20. Have you considered/would you consider facilities management?

21. What is your position on doing EDP work in-house vs. using

outside services?

22. Are there any Industry developments occurring or likely to be

occurring which would increase/decrease your use of outside

computer services?

23. How do your vendors bill you?

Transaction pricing

Fixed minimum + monthly variable

CPU, connect, I/o, storage

Other
[

24. How much support (sales, installation, training) did you need from

the vendor at time of installation?

25. How much support do you require now?
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26. Do you have any specific technical requirements for your vendors?

n hardware

software

network

D languages

terminals

O communication speeds

other

27. Have you considered the use of minicomputers to replace outside

computer services?

28. Do you have any advice or further suggestions you would like to

offer vendors of computer services to better help service your

needs?

29. Is there anyone else in the organization who should be contacted

regarding other computer services?
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Confidential

Input Questionnaire Vendor Catalog No.

Study: Computer Services Markets for the S&L Industry

1. Do you supply computer services to S&L* s?

no

Yes Explain products/services

2. Which areas of the country do you serve?

3. Who in the S&L industry orders your services?

^\

4. Do you offer hardware in conjunction with your service?

No

Yes Explain '

5. What is the distribution of S&L's that use your services?
% //

Less than $50 million assets

$50 to $100 million assets

$100-$250 million assets

$250-$500 million assets

$500-$l billion assets

Over $1 billion assets
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6. Can you estimate annual revenues obtained from these services?

1977 1978 1981 Comments

% of total

or $ ____

7. What are the main reasons users choose your service over that of

competition?

8. Are there any special software aids available? Describe.

9. What is the fee structure for your services?

10. Are you about to offer a new or improved service in the near

future? Describe.

11. What equipment do you use for your computer services?

12. What terminal systems do you support?
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13. Are the computer services you offer

on-line

remote batch

interactive

other; explain

14. Available literature being sent?

Yes

No
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APPENDIX B

DEFINITIONS

• The following are definitions of special terms related to the S&L

industry used in this report:

Automated Clearing House (ACH)

An automated clearing house exchanges pa3nnents between

members via computer media such as magnetic tape. The ACH

is formed by an association of private depository institu-

tions. Most of the current ACHs are located on the premises

of Federal Reserve Banks. The ACHs in Chicago and New York

are privately operated.

Demand Deposit Accounting

Commercial banks offer consumers checking account

services. The consumer deposits can be withdrawn on demand.

In exchange for this service the consumer gives up his right

to earn interest on his balances on deposit.

Electronic Funds Transfer Systems (EFTS)

Electronic Funds Transfer Systems use consumer-operated

terminals, telecommunications and computers to accomplish

funds transfers between consumers and retailers or depository

institutions in lieu of cash or paper check.
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- Individual Retirement Account (IRA)

The IRA Account is a special savings account. The

deposits and interest are protected from income taxation

until the consumer retires. The IRA plan is used by in-

dividuals who work for companies that do not have ade-

quate retirement plans.

- Electronic Journaling

In current S&L on-line systems printed tapes are

created of all teller transactions for each day. At the

close of business the tapes are used to reconcile the tel-

lers' cash, etc. The journal tapes are saved at the branch

until the reconciliation process is completed by the serv-

icing computer, usually the next day. In newer on-line

systems, journaling is handled by the mini/micro processor

in the branch office. Reconciliation is handled between

the branch office and the servicing computer immediately

upon the close of the business day.

- Keogh Account

The Keogh Account is a special savings account. The

deposits and interest are protected from income taxation

until the consumer retires. The Keogh plan is used by self-

employed people like doctors and actors

.

Market Rate Certificate

The Market Rate Certificate is a special savings cer-

tificate. It is issued by some very large S&Ls for deposits

of $100,000 or more. The rate offered is the same as could
,||
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be obtained for prime commercial paper (slightly above the

current bank prime rate)

.

Negotiable Certificate

The Negotiable Certificate is a special savings cer-

tificate. It is issued by some very large S&Ls for deposits

of $100,000 or more. The interest rate is fixed for a period

of time (1 to 5 years) . The certificate is negotiable in

that ownership may be transferred without interest penalty

until the certificate matures.

Negotiable Order of Withdrawal (NOW) Account

A NOW Account is a special savings account. NOW

Accounts pay the regular savings passbook rate of interest.

The consumer writes a NOW draft (similar to a check) which,

when countersigned by the depository institution, allows for

third-party payment.

• Computer Services . These are services provided by vendors which

perform data processing functions using vendor computers, or assist users

to perform such functions on their own computers.

• The following are the definitions of the modes of service used in

this report

:

Remote Computing Services (RCS )

Provision of data processing to a user by means of ter-

minals at the user's site/s connected by a data communications

network to the vendor's central computer. The three sub-modes
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of RCS are:

1. Interactive (timesharing) is characterized by inter-

action of the user with the system, primarily for

problem-solving timesharing, but also for data entry

and transaction processing - the user is 'on-line'

to the program/files

.

2. Remote Batch is where the user hands over control of

a job to the vendor's computer which schedules job

execution according to priorities and resource re-

quirements .

3. Data Base is characterized by the retrieval of infor-

mation from a vendor-maintained data base - this may

be owned by the vendor or a third party.

Batch Services

This includes data processing performed at vendors'

sites of user programs and/or data which are physically

transported (as opposed to electronically by telecommuni-

cations media) to and/or from those sites. Data entry and

data output services, such as keypunching and COM proces-

sing, are also included. Batch services include those

expenditures by users which take their data to a vendor

site which has a terminal connected to a remote computer

used for the actual processing.
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Facilities Management (FM) (also referred to as

'Resource Management' or 'Systems Management*).

The management of all or a part of a user's data

processing functions under a long-term contract (not

less than one year) . To qualify as FM, the contractor

must directly plan and control as well as operate the

facility provided to the user on-site, through communi-

cations lines, or in mixed mode. Simply providing re-

sources even though under a long-term contract and/or

for all of a user's processing needs does not neces-

sarily qualify as FM.

- Professional Services

Management consulting related to EDP, systems con-

sulting, systems design and programming, and other pro-

fessional services are included in this category. Serv-

ices can be provided on a basis of: "Time and Materials",

whereby the user pays for the time used of an individual

on a daily or other fixed rate, or "Fixed Price", where

the user pays a fixed fee for a specific task or series

of tasks

.

- Software Products

This category is for users' purchases of systems and

applications packages for use on in-house computer systems.

The figures quoted include lease and purchase expenditures

,

as well as fees for work performed by the vendor to imple-

ment and maintain the package at the users ' sites . Fees
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for work performed by organizations other than the pack-

age vendor are counted in Professional Services. The two

sub-categories are:

1. Systems Packages are operating systems, utilities,

and language routines that enable the computer/

communications system to perform basic functions.

This software is provided by the mainfram manu-

facturers with their hardware; other vendors pro-

vide improved versions of this and special-purpose

routines. This classification includes compilers,

data base management software, communications

packages, simulators, performance measurement soft-

ware, diagnostic software, and sorts.

2. Applications Packages are software which perform

processing to serve user functions: they consist

of general-purpose packages, such as for account-

ing and inventory controls , and special-purpose

packages, such as personal trust, airline schedul-

ing, and demand deposit accounting.
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