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“Those |banks) still nmmng mainframe-based [core]
systems see [that] 's costly. and they can't justify
the retum on Investment.” says Zeynep Fredrick,
EVP and Cio, Webster Bank.
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The new generation of core banking platforms
promises to improve agility and customer insight
through streamlined systems integration. And
intensifying competitive forces increasingly are
driving banks to consider core system replacements.

E"'IEL‘. T HOUSES a bank's primary deposit and loan informa-
te i

.| tion systems, and helps the bank provide myriad
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&= (o function at all, some experts say.

: It may be the heart of the bank, but the core sys-
tem often is held together by a complex and tenuous web of
technology designed to force disparate systems to talk to one
another. As the pace of change in the industry continues to
accelerate, banks are beginning to realize that they might just
need a heart transplant. >>

By Maria Bruno-Britz
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“I see some very large banks spending millions of dol-
lars a year to deal with their old batch systems to help
them respond to customer demands in real time,” says Bart
Narter, senior analyst with Celent ( Boston). “When you're
looking at nine figures a year in additional maintenance
costs, you start to think it might be worth it to migrate to
a new system. It's getting out of control.”

Undertaking a core systems replacement, however, is
risky business, which is largely why, with a few exceptions,
the U.S. market has seen little movement in this area.
Banks face the quandary of whether to take the risk of
replacing their existing core systems or simply to try to
hold the old ticker together by piling on the middleware
layers. Yet it's that specter of risk
and uncertainty that keeps many

the Americas in terms of core replacements, Drechsel says,
he adds that he has seen more interest among banks recent-
ly in core systems replacement. “We've seen more RFPs in
the last six months from U.S. banks than we have in the
last five years,” he relates. “They're doing serious inves-
tigative work now.”

A lot of that investigative work is being driven by chang-
ing consumer behaviors and expectations, particularly in
terms of real-time transactions in the payments space,
according to Celent’s Narter. “I'm seeing the banks look
harder at their core systems mainly because of debit cards,”
Narter explains.

“These are real-time transactions that are irrefutable.
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it until it's absolutely necessary” [} arst Cal ‘hunn Bank.

However, insiders agree that
banks are thinking much more seriously about replace-
ments than they have in recent years. “Almost every bank
is looking for options to enhance its environment,” says
Zeynep Fredrick, EVP and CIO of Waterbury, Conn.-based
Webster Bank ($17.5 billion in assets). “Those still running
mainframe-based systems see [that] it's costly, and they
can't justify the return on investment. There's a need for
more real-time solutions today.”

C.G. Kum, president and CEO of First California Bank
($1.2 billion in assets) in Camarillo, Calif, says there def-
initely is more talk in the industry about the viability of
current core systems. “Over the past couple of years, my
peer banks have been evaluating their core systems, in part
so they could avail themselves of better technology that's
more affordable,” he comments.

The benefits of the new generation of core systems, sug-
gests Dan Drechsel, SVP and GM for financial services for
the Americas with SAP (Walldorf, Germany), include
improved agility and systems integration. “The new sys-
tems are based on SOA [service-oriented architecture], a
common integrated platform for visibility into CRM, cus-
tomer information and transaction banking systems,” he
says. “This combination provides a core level of agility for
financial institutions to take advantage of for a long peri-
od of time. Most believe this generation of SOA-enabled,
built-from-scratch architectures will be able to withstand
the 30-year duration [that banks are accustomed to].”

Although the U.S. is lagging behind even other parts of
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They're not like batch ACH transactions,” he continues. “You
need real-time balances and real-time risk analysis because
these payments are occurring in real time. The old systems
were optimized for processing batch payments, such as
checks. Payments and information demands will continue
to go to real time and will drive a lot of the changes at banks
as they move to the payments systems of the future.”

Size Matters

Like SAF, core systems vendor Open Solutions (Glastonbury,
Conn. ), which caters to midsize and small banks, also has
noticed an uptick in business over the past 12 to 18 months,
according to Mickey Goldwasser, VP, product marketing and
communications. “The fundamental reason they're looking
is that a lot of their systems aren't cutting it anymore,” he
asserts. “The competition is changing, and they need to
address different demographics as they come into play.”

Don Free, research director with Stamford, Conn.-based
Gartner, adds that while “There haven't been any visible
changes beyond the normal replacement cycles, ... under
the covers, I am hearing more noise, especially among the
midsize banks.”

It's no surprise that most of the action in core systems
replacement is occurring among small and midsize players;
size definitely is a factor when considering core replacement,
experts agree, as the amount of I'T complexity and risk varies
dramatically according to a bank's size. Therefore, while the
large, global players are using the vast resources at their
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disposal to maintain and apgrade thetr existing legacy infra-
structure, the smaller players, theugh Incking in compar-
ble scale, see an opportunity to dramatically modernize.
According to Free, it's becoming o matter of survival for
mideize banks to resvalunie their current systema. “Midsize
banks are disappearing.” he contends “Either they're grow-

“Bemg competi
recquie ' more |

s PDon Free,

in;lmnrﬂmr‘rlhin;muiud. These are grounds for
are seeing edicts from the board to position themselves for
the future. By updating their cores, they become more agile.
Being competitive today requires more than the typical trans-
action precessing that [legacy] care systems perform.”

Technolegy Divide
And eompetition in banking is growing mare fierce every
diy — not just from domestic banks, bat from foreign banks
and nonbanks as well, Free continues. “0f the top 15 banks
in the 118, npbout & third are Iiurlu-ip:l..'hr nodes, prnting
ouif that foreign banks often bring different buskness mod-
el to the LIS, market. along with their own technalogies
that tend to differ from typical U5 bank deploymenta
“Thiry da bring some advantages to the table that the LS
banks den't have,” Free saye

The Fact that foreign banks use vendors from thedr own
regions i= one factor contributing to the growing disparity
et ween I]uljl'lrlmﬁlund'in 115 .binsed banks versus oth-
era Accarding to Accenture's Busch, there are differences in
come technologies based on geography. SAF, for example, often
i# deployed at Europenn financial institutions, he says.

SAP. much like Oracle (Redwood Shores, Calif), is bring-
ing its enterpriss know-how into the core systems space,
Busch adds. “They're not boaking to only alightly improse the
existipg platforms, but to create & new set of capabilities en
a new platform with real-time processing,” be explains. “They
bring to bear standand software and integrated platforms"

Biut this doesn't necessarily mean that the solutions are
better than those offered by ULS-based core systems ven-
dara, Busch notes. “The banks that wse [SAP] might have
n superior architecture, but they [often] lack some of the
business functionality necessary to compete in the 118
market.” ho contends. Busch explains that the isswuo of “local.
ization” — ensuring that systems are updated to reflect
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the regulations and products unique to each market —
often drives a bank's decision to tap a loeal vendor,

The technology divide between L15 banks and nonbanks
in the financial services space is even greater than the dis-
parity between domestic and foreign institothons. Particular-
by in the payments and lending aress, banks increasingly
fnce competition from upstaris
that aren’t hindered by legacy
nrchitoctures, ohweros Miloe Nicos-
tro, SV and chief marketing offi-
cer for Open Solutione

“They're using relationn] sys:
tems that help them betier
understard their custonsers,” he
enys, adding that while banks want to pursue relationship-
based banking. in many cases their systems still aro account-
ing-based. *[Banks| need o relationalrules-based system
that tells them what to do. Legney systems can do this, but
you need to create other systems (o make it work.”™

Gaven the Hmihnl]npnjmj}mﬂ:ﬂulndﬂm}imm
ing pressure from more-modern competitors, banks are
upgrading their technology, according to Christine Pratt,
research direclor with Framinghnm, Mass -based Finan-
cial Imsights. “To say no one 18 daing anything would be
wrong,” she insiste. “They're all doing it n Little different-
1w It's a question of where you put your money.”

Supporting Growth
In fack, the banks interviewed for this article all have
replnced their core systems to ona degree or another. And
in keeping with what the experts are observing in the indus-
itry, they all fall into the upper end of the midsize sector,
While their journeys nlong the core replacement rond hove
taken different turns, the one unifying theme appears to
e their desire to have a system that will grow with them.

According to First Californin’s Kumi, the bank onder-
went & total core replacement about three years ago. The
bank, bir relates, was growing rapidly, mainly through acqui-
sittons, and decided to resvalunte its existing systems. “At
the time, we wore a $300 million bank, and we knew we
were going to grow,” he explains. “So wo wnnted o system
thnt would grow with us”™ Thi bank chose o cutsource its
core processing, sebecting the iCore clientserver-based solu-
tion from Hutchinson, Knn -based DT

“We were growing,” explains Kum. “So our IT world
became more complex. But the [DCI) core solution let us
integrate our acquisitions much more easily”

The new operating mode] is more agile and gives the bank
meare condrl over s 1T related needs, Kom continuees. "With
ithe legacy aystem, evervihing is dictated to you, and the pro-
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fesstomals who grew up in that environment e
became order takers,” he says. “We want our o
poaple to have an element of creativity”

Kum ncknvw]edpes that the replacement
was disruptive. If any glitches occurred, however, it wns
maore |ikely duse to the hamans than the technology, he saye.
“We hnd several individuals who grew up on our legacy
syatem who were afrnid of the core switch,” he explains.
“Ehst thiey were the first ones to sdmit that the changeover
wnsn't as bad as they thought it would be.”

Moting that mergers and aoquisitions often contribute
to the core systems problems that banks experience today,
David Wegman, senior viee president for Raleigh, N.C.-
hased] Fisery [T, contends that a good core helps ease the
process of integrating the acquired entity onto the main
phu'wm.ﬂnd. he adda, vendors often will assiat with the
process. “We have a team that helps convert banks aequired
I:junrl:l.i.rnt.l onto our core salotion,” snys Wegmnn, who
ks In eharge of the vendor's Premier core banking solution,
which tnrgots banks ranging from de nevos to those with
abauwt 30 billion in sssets.

Webster Bank's core replacement. came about a8 a resalt
of n decision to change its charter. According to the bank's
Frodrck, Webster onjginally was o thoft. Due to an increas-
ing commaercial client porifolio, however, it became clear
that if the bank wished to continue to grow it would need
to convert bo & commercial bank. Part of that transition
invalvid corverting
its aystems as well.
“We were an S&L
umnisl 3004 " Frodrick
says. “But in 2004,
OUr systeme wore -il L & I
elective for a thrift, Al1e0% |
nol & commercial
bank with commereial loans and cash management clisnis
It didn’t support our growth plans®

Wehater now uses the core platform from Jacksanvalle,
Fln -baged Fidelity Mationa] Information Services, “This
runs on a mainframe, but we look at it as a utility — it's
nat what will differentiate us,” explains Fredrick. “Instead,
wo forused on the channels and implemented new technol-
ay there. We batlt an S0A middlewnre layer so we could
act in real time and not have to worry about going to the
muinframe to make changes in COBOL"

This actually was Fredrick's second core replacement
during hor career. *One thing | noticed that never changes
is that people underestimate the amount of training you
nieed bo gve your emplovess,” ghe relates. “We also tend to
overestimnie people’s ability to learn these new things, One
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0 aof the most difficult paris of & core conver-
sion ks educating people on the new system
and pmﬂﬁhmhlﬁﬂumu in
thie hands of 3,000 people. I'm not trivializ.
ing the IT nspect of the conversion, but [ do think most
banks overlook the training aspect.”

Owercoming Limitations

While grewth (s a primary driver of core conversions, some-
times banks start down the road to s core replacement
almost unintentionally. That was the case with Natick,
Mlnss -based Middbesex Savings Bank (53,4 billion in assets),
Accarding to Chuck Baver, EVP and CT0, the bank origi-
nally was looking for a new front-end teller system. “We
had a teller platform for about two years when we were
informed that the vendar was discontinuing support for
it,” he explains. “As we looked for & new system, we real-
ized we were limited in what we could bay becanse of oar
legacy mainframe transaction-processing engine. So we
decided to braaden sur search to find & new core svatem
that would support o new front end.”

Middlesex selected Open Solutions for ita new core. But
the bank didn’t do & wholesale replacement of all its appli-
cations, Baver relates, “What was appealing about Cpen
Solutions is that we were able to keep in place our ancil-
lary npplications, such as the general ledger system and
online banking, and create interfaces using Open Salu-

“When we l{lml-;ﬁl for e 1_1]:]1 to help
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tions,” he says. adding that the hank meoved from its eld
muainfrome system (oa Unix plotform ranning on HE (Palo
Alto, Calif ) hardware.

Middlesex Savings now has n svstem that will grow with
it. “Ohuir mission was fo become more oriented to sales and
service,” Bawer aays. “We have the ability to do that new
and provide information to the people dealing directly with
the customers.”

Another benefit to the conversion was that the bank
gainad sccess to more skilled IT people, Bavoer adds. “When
wit leoked for people 1o help support our legacy mainfrme
aystems, we found that experienced help from that era was
hard to find." he relates. “The new system gives us the abil-
ity o run industry-standard applications, and we now have
a wide range of folks to choose from."
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