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Abstract

This study investigates the entry threshold for providing a new transaction service
channel via the real options approach, where the entry threshold is established by using an
Internet banking system designed for the use of financial institutions under transaction rate
uncertainty. This work is based on the assumption that an Internet banking system requires
a limited replacement period of equipments or software upgrades, which will be charged as
a fixed cost when the system is renewed following the replacement period. Additionally,
the current paper discusses the differences between the real options approach and the
conventional net present value method. Sensitivity analyses of related parameters are also
conducted through numerical simulation. The results of the novel approach presented in
this study provide a valuable reference for financial institutions to establish Internet banking
systems.
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1. Introduction

Following the development of more technologically advanced and
secure Internet services, financial institutions have begun introducing
Internet banking systems (IBS) to complement their traditional service
channels, namely counter tellers, automated teller machines, telephone
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