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E-BANKING

Introduction

Information Technology has become a necessary tool in today’s  organizations. Banks today

operate in a highly globalized, liberalized, privatized and a competitive environment. In order to

survive in this environment banks have to use IT. IT has introduced new business paradigm. It

is increasingly playing a significant  role in improving the services in the banking industry.

Indian banking industry has witnessed a tremendous developments due to sweeping changes

that are taking place in the information technology. Electronic banking has emerged from such

an innovative development. Modern technology is seen as a panacea for most of the ills that the

banking sector faces today. Even at present, India is a relative unbanked country as the credit-

to-GDP ratio is one of the lowest in the developing economies. So banks are facing the dual

challenge of increasing penetration and high growth trajectory. The banking industry can kill

two birds with one stone that is with help of technology. Tremendous progress took place in the

field  of  technology  which  has  reduced  the  world  to  a  global  village  and  it  has  brought

remarkable changes in the banking industry. Branch banking in the brick and mortar mode has

been transformed into click and order channel mode.

E-Banking

Electronic  banking,  also  known as  Electronic  Funds  Transfer  (EFT),  is  simply  the  use  of

electronic means to transfer funds directly from one account to another, rather than by cheque

or cash. 

Electronic  banking  ,  e-banking  ,  online  banking  ,  home banking or  electronic  banking  (e-

banking) is the handling of banking transactions  via data lines using PCs, smartphones and

other  electronic  terminals  or  telephone  connections  using

telephones and fax machines (telebanking , Telefon banking

or Phone banking ).

Various Forms of E-Banking

 Internet Banking

Internet Banking lets us handle many banking transactions via

our  personal  computer.  For  instance,  we  may  use  our

computer  to  view  our  account  balances,  request  transfers

between accounts, and pay bills electronically.
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Internet banking system and method in which a personal computer is connected by a network

service  provider  directly  to  a  host  computer  system of  a  bank  such  that  customer  service

requests  can  be  processed automatically  without  need for  intervention  by customer  service

representatives.  The  system  is  capable  of  distinguishing  between  those  customer  service

requests which are capable of automated fulfillment and those requests which require handling

by a customer service representative. The system is integrated with the host computer system of

the bank so that the remote banking customer can access other automated services of the bank. 

The method of the invention includes the steps of inputting a customer banking request from

among a menu of banking requests at a remote personnel computer; transmitting the banking

requests  to  a  host  computer  over  a  network;  receiving  the  request  at  the  host  computer;

identifying the type  of customer banking request received; automatic logging of the service

request, comparing the received request to a stored table of request types, each of the request

types having an attribute to indicate whether the request type is capable of being fulfilled by a

customer service representative or by an automated system; and, depending upon the attribute,

directing the request either to a queue for handling by a customer service representative or to a

queue for processing by an automated system.

 Automated Teller Machines (ATM)

An unattended electronic machine in a public place, connected to a data system and related

equipment and activated by a bank customer to obtain cash withdrawals and other banking

services. Also called Automatic Teller Machine, Cash Machine, also called Money Machine.

An  Automated  Teller  Machine

or  Automatic  Teller  Machine

(ATM)  is  an  electronic

computerized

telecommunication  device  that

allows  a  financial  institution's

customers  to  directly  use  a

secure  method  of

communication  to  access  their

bank  accounts,  order  or  make

cash  withdrawals  (or  cash

advances using a credit card) and

check  their  account  balances

without  the  need  for  a  human

bank teller (or cashier in the UK). Many ATMs also allow people to deposit cash or cheques,

transfer money between their bank accounts, top up their mobile phones' pre-paid accounts or

even buy postage stamps. 

On most modern ATMs, the customer identifies him or herself by inserting a plastic card with a

magnetic stripe or a plastic smartcard with a chip,that contains his or her account number. 

The customer then verifies their identity by entering a passcode, often referred to as a PIN

(Personal Identification Number) of four or more digits. Upon successful entry of the PIN, the

customer may perform a transaction.
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If the number is entered incorrectly several times in a row (usually three attempts per card

insertion),  some  ATMs will  attempt  retain  the  card  as  a  security  precaution  to  prevent  an

unauthorized user from discovering the PIN by guesswork. Captured cards are often destroyed

if the ATM owner is not the card issuing bank, as noncustomer's identities cannot be reliably

confirmed. The Indian market today has approximately more than 17,000 ATM’s.

 Tele Banking 

Undertaking  a  host  of  banking  related  services  including  financial  transactions  from  the

convenience of customers chosen place anywhere across the GLOBE and any time of date and

night has now been made possible by introducing on-line Telebanking services. By dialing the

given Telebanking number through a landline or a mobile from anywhere, the customer can

access  his  account  and  by  following  the  user-

friendly menu, entire banking can be done through

Interactive  Voice  Response  (IVR)  system.  With

sufficient numbers of hunting lines made available,

customer  call  will  hardly  fail.  The  system  is  bi-

lingual and has following facilities offered 

•  Automatic  balance  voice  out  for  the  default

account. 

• Balance inquiry and transaction inquiry in all 

• Inquiry of all term deposit account

• Statement of account by Fax, e-mail or ordinary

mail.

• Cheque book request

• Stop payment which is on-line and instantaneous 

• Transfer of funds with CBS which is automatic and instantaneous 

• Utility Bill Payments

• Renewal of term deposit which is automatic and instantaneous

• Voice out of last five transactions. 

 Smart Card

A  smart  card  usually  contains  an  embedded  8-bit

microprocessor  (a  kind  of  computer  chip).  The

microprocessor is under a contact pad on one side of

the card. Think of the microprocessor as replacing the

usual magnetic stripe present on a credit card or debit

card. The microprocessor on the smart card is there for

security.  The host computer and card reader actually

"talk"  to  the  microprocessor.  The  microprocessor

enforces access to the data on the card. The chips in

these cards are capable of many kinds of transactions.

For  example,  a  person  could  make  purchases  from
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their  credit  account,  debit  account  or  from a  stored  account  value  that's  reload  able.  The

enhanced memory and processing capacity of the smart card is many times that of traditional

magnetic-stripe cards and can accommodate several different applications on a single card. It

can also hold identification information, which means no more shuffling through cards in the

wallet to find the right one -- the Smart Card will be the only one needed.  

Smart cards can also be used with a smart card reader attachment to a personal computer to

authenticate a user. Smart cards are much more popular in Europe than in the U.S. In Europe

the health insurance and banking industries use smart cards extensively. Every German citizen

has  a  smart  card for  health  insurance.  Even though smart  cards  have been around in their

modern form for at least a decade, they are just starting to take off in the U.S. 

 Debit Card

Debit  cards  are  also  known  as  check  cards.  Debit  cards  look  like  credit  cards  or  ATM

(Automated Teller Machine) cards, but operate like cash or a personal check. Debit cards are

different from credit cards. While a credit card is a way to "Pay Later," a debit card is a way to

"Pay Now." When you use a debit card, your money is quickly deducted from your checking or

savings account. 

Debit cards are accepted at many locations,  including grocery stores,  retail  stores,  gasoline

stations, and restaurants. 

 E-Cheque

An e-Cheque is  the electronic  version

or representation of paper cheque. The

Information  and  Legal  Framework  on

the E-Cheque is the same as that of the

paper cheque’s. It can now be used in

place of paper cheques to do any and all

remote transactions. 

An  E-cheque  work  the  same  way  a

cheque does, the cheque writer "writes"

the e-Cheque using one of many types

of electronic devices and "gives" the e-Cheque to the payee electronically. The payee "deposits"

the Electronic Cheque receives credit, and the payee's bank "clears" the e-Cheque to the paying

bank. The paying bank validates the e-Cheque and then "charges" the check writer's account for

the check 
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Other Forms of Electronic Banking

• Direct Deposit

• Electronic Bill Payment

• Electronic Check Conversion

• Cash Value Stored, etc.

Concerns of E-Banking

 Regulatory Risk 

Because the Internet allows services to be provided from anywhere in the world, there is a

danger that banks will try to avoid regulation and supervision. What can regulators do? They

can require even banks that provide their services from a remote location through the Internet to

be  licensed.  Licensing  would  be  particularly  appropriate  where  supervision  is  weak  and

cooperation between a virtual bank and the home supervisor is not adequate. Licensing is the

norm, for example, in the United States and most of the countries of the European Union. A

virtual bank licensed outside these jurisdictions that wishes to offer electronic banking services

and take deposits in these countries must first establish a licensed branch.

 Legal Risk

 Electronic banking carries heightened legal risks for banks. Banks can potentially expand the

geographical scope of their services faster through electronic banking than through traditional

banks. In some cases, however, they might not be fully versed in a jurisdiction's local laws and

regulations before they begin to offer services there, either with a license or without a license if

one is not required. When a license is not required, a virtual bank—lacking contact with its host

country supervisor—may find it even more difficult to stay abreast of regulatory changes. As a

consequence, virtual banks could unknowingly violate customer protection laws, including on

data collection and privacy, and regulations on soliciting. In doing so, they expose themselves

to losses through lawsuits or crimes that are not prosecuted because of jurisdictional disputes.
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Money laundering is an age-old criminal activity that has been greatly facilitated by electronic

banking  because  of  the  anonymity  it  affords.  Once  a  customer  opens  an  account,  it  is

impossible for banks to identify whether the nominal account holder is conducting a transaction

or even where the transaction is taking place. To combat money laundering, many countries

have  issued  specific  guidelines  on  identifying  customers.  They  typically  comprise

recommendations for verifying an individual's identity and address before a customer account is

opened and for monitoring online transactions, which requires great vigilance.

Operational Risk

 The reliance on new technology to provide services makes security and system availability the

central operational risk of electronic banking. Security threats can come from inside or outside

the system,  so banking regulators  and supervisors must  ensure that  banks have appropriate

practices in place to guarantee the confidentiality of data, as well as the integrity of the system

and the  data.  Banks'  security  practices  should  be  regularly  tested  and reviewed by outside

experts  to  analyze  network vulnerabilities  and recovery preparedness.  Capacity planning to

address  increasing  transaction  volumes  and  new  technological  developments  should  take

account  of  the  budgetary  impact  of  new  investments,  the  ability  to  attract  staff  with  the

necessary  expertise,  and  potential  dependence  on  external  service  providers.  Managing

heightened operational risks needs to become an integral part of banks' overall management of

risk, and supervisors need to include operational risks in their safety and soundness evaluations.

 Reputational risk 

Breaches of security and disruptions to the system's availability can damage a bank's reputation.

The more a bank relies on electronic delivery channels, the greater the potential for reputational

risks. If one electronic bank encounters problems that cause customers to lose confidence in

electronic delivery channels as a whole or to view bank failures as system wide supervisory

deficiencies,  these  problems  can  potentially  affect  other  providers  of  electronic  banking

services. In many countries where electronic banking is becoming the trend, bank supervisors

have  put  in  place  internal  guidance  notes  for  examiners,  and  many  have  released  risk-

management guidelines for banks.

Reputational risks also stem from customer misuse of security precautions or ignorance about

the need for such precautions.  Security  risks  can be amplified  and may result  in  a  loss  of

confidence in electronic delivery channels. The solution is consumer education—a process in

which regulators and supervisors can assist. For example, some bank supervisors provide links

on their  websites  allowing  customers  to  identify online  banks with  legitimate  charters  and

deposit insurance. They also issue tips on Internet banking, offer consumer help lines, and issue

warnings about specific entities that may be conducting unauthorized banking operations in the

country.

 Regulatory tools

There are four key tools that regulators need to focus on to address the new challenges posed by

the arrival of e-banking.
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 Adaptation

 In  light  of  how rapidly  technology  is  changing  and  what  the  changes  mean  for  banking

activities, keeping regulations up to date has been, and continues to be, a far-reaching, time-

consuming, and complex task. In May 2001, the Bank for International Settlements issued its

"Risk Management Principles for Electronic Banking," which discusses how to extend, adapt,

and  tailor  the  existing  risk-management  framework  to  the  electronic  banking  setting.  For

example, it recommends that a bank's board of directors and senior management review and

approve the  key aspects  of  the security  control  process,  which  should include measures  to

authenticate the identity and authorization of customers, promote no repudiation of transactions,

protect data integrity, and ensure segregation of duties within e-banking systems, databases, and

applications.  Regulators and supervisors must  also ensure that their  staffs have the relevant

technological  expertise  to  assess  potential  changes  in  risks,  which  may  require  significant

investment in training and in hardware and software.

 Legalization

New methods for conducting transactions,  new instruments,  and new service providers will

require legal definition, recognition, and permission. For example, it will be essential to define

an electronic signature and give it the same legal status as the handwritten signature. Existing

legal definitions and permissions—such as the legal definition of a bank and the concept of a

national border—will also need to be rethought.

 Harmonization

 International harmonization of electronic banking regulation must be a top priority. This means

intensifying  cross-border  cooperation  between  supervisors  and  coordinating  laws  and

regulatory practices internationally and domestically across different regulatory agencies. The

problem of jurisdiction that arises from "borderless" transactions is, as of this writing, in limbo.

For now, each country must decide who has jurisdiction over electronic banking involving its

citizens. The task of international harmonization and cooperation can be viewed as the most

daunting in addressing the challenges of electronic banking.

 Integration

This  is  the  process  of  including  information  technology  issues  and  their  accompanying

operational risks in bank supervisors' safety and soundness evaluations. In addition to the issues

of privacy and security, for example, bank examiners will want to know how well the bank's

management has elaborated its business plan for electronic banking. A special challenge for

regulators will be supervising the functions that are outsourced to third-party vendors.

Computerization of Banks in India - Issues &Events

In the Eighteenth and Nineteenth Centuries the Industrial revolution brought profound changes

in the life style of man. Many activities that were hitherto performed by man employing his

hands and his finger skill came to be carried at great speed and efficiency by machines. Man

continued to carry out only those functions that needed his thinking process to be involved. The

Industrial  Revolution  on  account  of  mass  production  of  goods  and  services  brought  large

commercial and business organizations, transcending national boundaries that employed several
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thousands of persons for performing routine, repetitive clerical tasks, relating to record keeping,

maintaining accounts, attending/answering correspondence, preparing vouchers, invoices, bills

and  multiple  of  such  other  functions.  This  created  white-collar  employment  for  educated

persons by leaps and bounds. 

Clerical task is defined as a routine and repetitive performance involving, adding, subtracting,

multiplying, dividing numbers, and duplicating data/information from one source to another.

The tools employed are "a pen, ink and paper", the knowledge of arithmetic tables, the basic

knowledge  of  a  language  and  minimum  acquaintance  with  rules  &  procedures  of  the

organization that are followed day in day out and relevant to the job of the particular employee.

Two plus two is four. It is always four. Should we need an educated worker to compute this

task again and again? A business needed human agents to attend to production,  marketing,

finance  etc.  depicting  high-level  tasks.  But  more  and  more  people  were  employed  for

performing low level tasks. 

The Government  of  India  and the  States  including government  owned bodies  employed  as

many as 100 lakh junior employees at the clerical and subordinate level. Such employees by

virtue  of  their  strength  of  numbers  organize  themselves  into  powerful  trade  unions,  and

aggressively utilize the bargaining power without reference to the input benefit the organization

is deriving from them and the productivity they are providing. In this world of human beings

necessity is the mother of inventions. After 15 years of educational studies, an individual should

not  be  employed  for  routine  repetitive  tasks.  This  makes  him  dull  and  feel  the  work

monotonous without job satisfaction. He turns back and diverts his loyalty to an informal group

i.e. the trade union. He feels happy once in a month on pay day, but on other days his work

leaves him nothing to rejoice. There are neither opportunities nor challenges to bring in his

innovative or creative genius. As years passes the clerical employment results in the individual

losing efficiency and productivity to progressively depict a trend of progress in reverse.

The  advent  of  mechanical  calculating  devices  and  later  electronic  computing  in  the  West

heralded  a  new  age  that  dispensed  with  this  white  collar  and  white-elephant  employment

progressively. This evolved in the west three decades before, but the advent of this evolution in

India is only now taking place.

To quote again a concrete example- the statistics of two banking institutions in India, the largest

and the next large in size can be fruitfully compared. These are the State Bank of India, that was
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until recently employing 2.3 Lakh workers, for a turnover of Rs.36,000 Crores (Deposit 25000

+ Advances 11000 Crores-latest).

ICICI bank has  at  present  less  than  1000 branches  and around 10000 employees.  It  has  a

turnover of Rs.23000 Crores (Deposits16 + Advances 7 thousand Crores). The bank started

functioning from the year 1997 and has gained the No.2 position in status in India after SBI in

volume of business turnover within 5 years of its operation. It will be interesting to know that

CMD of ICICI Bank draws annual emoluments of Rs.150 Lakhs, while CMD of SBI around

Rs.4 to 5 Lacs. ICICI is a new age high-tech and fully computerized bank, while SBI retained

its manual operations in totality up to 1993 and maintained the work force of that time up to

2001, though it is partially computerized starting from the year 1993.

As per employee turnover for ICICI bank is Rs.2.3 Crores, that for SBI is Rs.1.56 Lakhs. The

gap accounts for the difference between manual operations and high-tech banking. 

Computerization  brings  transparency,  improves  customer  care  and  customer-service

tremendously  and  reduces  substantially  scope  for  corruption  or  extending  undue  favour  to

particular constituents and uneven service to others.

Challenges Faced In Computerization

Computerization  is  expensive  and  needs  huge  investment  in  hardware  and  software  and

subsequent  maintenance.  The  National  Stock  Exchange,  India's  No.1  user  in  computerized

service has spent Rs.180 Crores to enable investors and brokers across the country to trade

securities  online.  The  rate  of  obsolescence  in  respect  of  both  hardware  and  software  is

considerable. New and better products are emerging in the market, whose use would enable a

rival organization to throw a challenge.

Computer crimes are committed widely in the West. India is no less potentially exposed to this

risk,  when  turnover  under  Internet  banking  increases.  It  is  easier  to  enforce  security  of

information and accountability of performers in a manual system. But it needs elaborate steps to

incorporate these features in the electronic system. 

The structure of legal system is so far based on manual record keeping. It has to provide for

electronic data to be accepted legally as evidence and in contracts. Indian banking has accepted

computerization since 1993, more out of sheer compulsion and necessity to cope up increasing

overload and incompatibility of the manual system to sustain further growth. 
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Computerization of Banks in India

E-commerce and E-banking are the buzz words in the global commercial activities today. E-

banking  or  Electronic  banking  refers  to  conducting  banking  activities  with  the  help  of

information technology (IT) and computers.

Computerization  of  banking  functions  in

India  was  resisted  by  labour  unions  for

fear of loss of job opportunities. Secondly,

computerization needs IT savvy personnel

which require intensive technical training.

Thirdly,  computerization  needs  heavy

capital outlay for purchase of machines.

Fourthly,  to  have  effective

computerization of banks a large number

of  bank  branches  situated  in  rural  areas

need to be connected. Telecommunication

facility at rural areas is slow to reach. For

the  reasons  mentioned  above,

computerization  made  a  slow  entry  in

Indian banks.

A. Rangarajan Committee

In the early 1980s, a high level committee

was formed under the chairmanship of Dr. Rangarajan, Governor of Reserve Bank of India to

suggest measures for phased introduction of computers and mechanization of banking activities

in India. However, the focus of computerization at that time was on customer service in banks.

Accordingly  during  1985  -  89  two  models  of  branch  automation  were  developed  for

implementation in banks. 
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They were (a) front office mechanization, and (b) back office automation. In the front office

mechanization front desk operations were computerized leaving back office activities carried

under manual system.

In  the  back  office  automation,  back  office  operations  like  maintenance  of  General  Ledger

accounts, etc., were computerized while front office work was done manually.

Under both the systems, customers were given regular and timely statement of accounts without

any errors. Having achieved the basic objective of introducing elements of automation in banks,

the second committee constituted in 1988 under the chairmanship of same Dr. Rangarajan drew

up a detailed plan for computerization of banks in India.

Accordingly automation, i.e., use of machines like computers, use of IT, etc., were extended to

other  areas  of  banking  activities  like  funds  transfer,  Automated  Teller  Machines  (ATM ),

transmission of messages through electronic mail system, etc.

B. Present position of computerization in banks in India:

Based on the suggestions made by Rangarajan Committee, banks started initiating measures to

computerize  their  various  operations.  Public  Sector  Banks  (PSU banks)  started  identifying

important / large branches for full branch computerization.

Banks  which  had  fully  computerized  some  of  their  branches  started  inter-connecting  their

computerized branches using leased telephoned lines or through satellite system. This enabled

banks  to  have  a  better  centralized  control  over  branches  besides  ensuring  comprehensive

service to their customers.

In  the  third  stage,  banks  started  providing  for  sizeable  funds  for  computerization  of  their

operations. It was necessitated due to financial sector reforms initiated in the early 90s through

Narasimham Committee recommendations.

Further globalization and liberalization measures introduced during 1990s allowed setting up of

new private sector banks and free entry of foreign banks into India. This brought in a different

and new operating environment to banks.

The deregulation of interest rate regime, phased reduction in Cash Reserve Ratio / Statutory

Liquidity Ratio, introduction of universal banking system, permission to start new banks in the

private sector, etc., by Reserve Bank of India encouraged competition among banks.

These measures had pushed the Indian banks to go for state-of-art IT and services and products

like " anywhere banking ", " tele- banking" etc.  Simultaneously the importance of effective

Management Information System (MIS) for control of operations, maintenance of data base,

good customer relationship was felt.

Accordingly  banks  presently  cover  performance  monitoring,  decision  making,  control  of

branches,  administrative  matters,  submission  of  statutory  returns  to  RBI,  inter  branch

transactions,  reconciliation  of  outstanding entries  in  various  accounts,  funds transfer,  credit

related information, investment management, treasury operations through money market, fore

market, securities market, employees personal data and scores of other operations with the use

of IT and computers.
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Yet the level of computerization may differ from banks to banks. Today, we may say that 80

per cent of banking operations in cities are computerized. The process is fast picking up even at

rural branch level.

Today, the number of computers in use with banks in India had crossed 1, 00,000. The total

number of ATMs is more than 2000.

Based on the norms worked out by Rangarajan Committee (II), 7827 branches of the Public

Sector banks were identified for full branch computerization up to March 2000 of which around

4620  were  computerized  as  on  March  99.  Meanwhile,  the  networking  of  the  already-

computerized  branches  also  assumed  urgency  and  some  of  the  Banks  have  started  inter-

connecting their computerized branches using leased telephone lines or Very Small Aperture

Terminals (VSATS). This is meant to provide a more comprehensive service to customers and

at the same time give banks better centralized control over the branch operations. As of now,

New Private  Sector  and  Foreign  Banks  have  an  edge  over  Public  Sector  Banks  as  far  as

implementation of technological solutions is concerned. However, the latter are in the process

of making huge investments in technology.

The  Financial  Reforms  that  were  initiated  in  the  early  90s  and  the  globalization  and

liberalization measures brought in a completely new operating environment to the Banks that

were till then operating in a highly protected milieu. The arrival of foreign Banks and Financial

Institutions, the setting up of a number of private banks and the measures of de-regulation that

encouraged competition has led to a situation where the survival of those who do not join the

race will become difficult. Unless the state-of- the-art IT was introduced as early as possible,

winning new business and even holding on to the old one will become increasingly difficult.

Services  and  products  like  "Anywhere  Banking"  "Tele-Banking"  "Internet  banking"  "Web

Banking" , e-banking, e-commerce, e-business etc. have become the buzzwords of the day and

the  Banks  are  trying  to  cope  with  the  competition  by  offering  innovative  and  attractively

packaged technology-based services to their customers.

Simultaneously, the importance of effective MIS for control of operations and of maintaining

customer and business/industry data bases for strategic planning has also surfaced; while Banks

are looking at Data warehousing, Data mining, Business Restructuring etc. as most essential

things to have as early as possible, they are taking urgent steps to computerize the operations in

their administrative and controlling offices (viz. head /zonal/regional offices) as well as the data

collection machinery, so as to evolve an effective MIS. In this phase, the new communication

revolution  sweeping  the  nation  and  the  world  has  come  in  extremely  handy,  as  the

communication  infrastructure  has  improved  significantly  and  the  Internet  technologies  are

available to network branches at a relatively low and affordable cost with a high degree of

reliability.
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The  present  level  of  MIS

covers, basically, information needed for control, performance monitoring, decision making etc.

and encompasses most activities in administrative offices like processing of statutory returns

under Reserve Bank of India Act, monthly/quarterly performance reports from branches, credit

information/BSR,  inter-branch transactions,  personnel  inventory,  provident  fund accounting,

profit and loss accounts, cash and investment management, stationery stock accounting,  and

branch house-keeping etc. 

Computerization in Public Sector Banks (As on March 31, 2006)

 Branches already Fully Computerized  48.5%

 Branches Under Core Banking Solutions 28.9%

 Fully Computerized Branches  77.5%

 Partially Computerized Branches 18.2%

 Non Computerized Branches 4.3%

 Online banking

Online banking also known as internet banking, e-banking or virtual banking, is an electronic

payment system that enables customers of a bank or other financial institution to conduct a

range of financial transactions through the financial institution's website. The online banking

system will typically connect to or be part of the core banking system operated by a bank and is

in  contrast  to  branch  banking  which  was  the  traditional  way  customers  accessed  banking

services.

To access a financial institution's online banking facility, a customer with internet access would

need to register with the institution for the service, and set up a password and other credentials

for customer verification. The credentials for online banking is normally not the same as for

telephone or mobile banking. Financial institutions now routinely allocate customers numbers,

whether or not customers have indicated an intention to access their online banking facility.

Customer  numbers  are  normally  not  the  same  as  account  numbers,  because  a  number  of

customer  accounts  can  be  linked  to  the  one  customer  number.  Technically,  the  customer

number can be linked to any account with the financial institution that the customer controls,

though the financial institution may limit the range of accounts that may be accessed to, say,

cheque, savings, loan, credit card and similar accounts.

The customer visits  the financial  institution's  secure website,  and enters the online banking

facility using the customer number and credentials  previously set up. The types of financial

transactions  which  a  customer  may transact  through online  banking are  determined  by the
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financial  institution,  but  usually  includes  obtaining  account  balances,  a  list  of  the  recent

transactions,  electronic bill  payments  and funds transfers between a customer's  or another's

accounts. Most banks also enable a customer to download copies of bank statements, which can

be printed at the customer's premises (some banks charge a fee for mailing hard copies of bank

statements).  Some  banks  also  enable  customers  to  download  transactions  directly  into  the

customer's accounting software. The facility may also enable the customer to order a cheque

book, statements & report, loss of credit cards, stop payment on a cheque, change of address

and other routine actions.

Today,  many banks are  internet  based-only institutions.  These  "Virtual  Banks" have lower

overhead costs  than  their  brick-and-mortar  counterparts.  In  the  United  States,  many online

banks are insured by the Federal Deposit Insurance Corporation (FDIC) and can offer the same

level  of  protection  for  the  customers'  funds  as  traditional  banks.  Online  banking  facilities

typically  have  many  features  and  capabilities  in  common,  but  also  have  some  that  are

application specific. The common features fall broadly into several categories:

A bank customer can perform non-transactional tasks through online banking, including:

 Viewing account balances

 Viewing recent transactions

 Downloading bank statements, for example in PDF format

 Viewing images of paid cheques

 Ordering cheque books

 Download periodic account statements

 Downloading applications for M-banking, E-banking etc.

 Bank customers can transact banking tasks through online banking, including –

 Funds transfers between the customer's linked accounts

 Paying third parties,  including bill  payments  (see,  e.g.,  BPAY) and third party fund

transfers (see, e.g., FAST)

 Investment purchase or sale
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 Loan applications and transactions, such as repayments of enrollments

 Credit card applications

 Register utility billers and make bill payments

 Financial institution administration

 Management of multiple users having varying levels of authority

 Transaction approval process

Conclusion

Information technology has empowered customers and businesses with information needed to

make better investment decisions. At the same time, technology is allowing banks to offer new

products,  operate  more  efficiently,  raise  productivity,  expand  geographically  and  compete

globally. Due to IT, the Banking Industry has become more efficient and by providing services

of greater quality and value. 

E-banking has become a necessary survival weapon and is fundamentally changing the banking

industry worldwide. Today, the click of the mouse offers customers banking services at a much

lower cost and also empowers them with unprecedented freedom in choosing vendors for their

financial service needs. No country today has a choice whether to implement E-banking or not

given  the  global  and  competitive  nature  of  the  economy.  The  invasion  of  banking  by

technology has created an information age

and commoditization  of  banking services.

Banks have come to realize that survival in

the new e-economy depends on delivering

some or all of their banking services on the

Internet  while  continuing  to  support  their

traditional infrastructure.

 The  rise  of  E-banking  is  redefining

business  relationships  and  the  most

successful  banks  will  be  those  that  can

truly strengthen their relationship with their

customers.  Without  any  doubt,  the

international  scope of  E-banking provides

new  growth  perspectives  and  Internet

business is a catalyst for new technologies and new business processes. With rapid advances in

telecommunication systems and digital technology, E-banking has become a strategic weapon

for  banks  to  remain  profitable.  It  has  been  transformed  beyond  what  anyone  could  have

foreseen 25 years ago. 

Two years ago, E-banking was a strategic advantage, nowadays; it is a business reality, if not a

necessity.
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