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Net.B@nk (NASDAQ: NTBK)

Increasing competition and expanded marketing program
Rating: Maintain Hold

January 26, 2000

KEY CONSIDERATIONS

¢ Net.Bank continues to be one of the nation’s leading Internet
banks, having reached $1.3 Billion in assets at the end of 4Q99.

e Net.Bank has more than tripled its deposit account base since
January 1, 1999. Deposit accounts have increased from 17,400
to 66,000. From September to December 1999, the bank added
nearly 20,000 new deposit accounts.

e The account growth was mostly attributed to an expanded
marketing program in the fourth quarter 1999. The growth was
primarily in high interest checking (up to 4.00 A.P.Y.) and money
market accounts.

e The online banking segment, however, is becoming saturated
with increased competition. Traditional banks and financial
institutions are now offering online banking and trading. There is
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a growing trend to become "financial supermarkets" by offering one-stop shopping. We see Net.Bank'’s
competition increasing to include traditional banks such as Citigroup (NYSE: C), online brokers such as
Ameritrade (NASDAQ: AMTD), in addition to other “branchless” banks such as TeleBanc (NASDAQ: TBFC).

e This intense competition in the online banking market causes us to reiterate our HOLD rating. We
recommend that investors use caution as a result of the stock’s 78% decline from its 52 week high.
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Based in Atlanta, Georgia, Net.Bank, Inc., is a
financial services company whose only subsidiary -
Net.Bank - is a leading FDIC-insured bank that
operates exclusively over the Internet. The
company'’s mission is to profitably provide a broad
range of banking and financial services to the
growing number of Internet users. Net.Bank went
public in July 1997. Currently, Net.Bank has $1.3
billion in total assets and over 66,000 customer
accounts. Net.Bank’'s Web site can be reached at
www.netbank.com
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COMPANY SUMMARY

Net.Bank continues to grow its assets and customer base. With $1.3 Billion in assets, and customers in all
50 states and 20 different foreign countries, Net.Bank is one of the largest FDIC-insured banks operating
solely on the Internet. The Company thrives on its ability to offer higher interest rates because of its low
overhead costs of its branchless bank. Some key areas include:

Online Lending. The Company offers “armchair lending” in which applicants, for example, can apply for
home equity loans over the Internet. A response is generated in as little as 30 seconds and the loan is
delivered in 7 days. This is known as the Company’s 30/7 lending process.

Checking Accounts. As stated before, the Company offers various attractive checking account options.
NetValue Checking earns the customer an interest rate of 3.00 % and 3.05 % APY (annual percentage yield)
for no monthly service fee. The SuperValue Checking option offers a 3.93 % rate with a 4.00 % APY for a
$4.50 service charge per statement.

Online Bill Pay. Net.Bank offers online bill pay services, free of charge.

Online Trading. The Company’s online trading, through its association with UVEST Investment Services,
compares to that of other online brokers. Their commissions are competitive at $25 up to 2,000 shares.
(Competitive if you are not a heavy trader.) Idle investment cash is automatically swept into the checking
account, earning interest. 50 free real time quotes for every trade, in addition to 50 free real time quotes
are available to trading customers.

Credit Cards. In mid-December the Company announced that it is offer new low-rate, e.card™ enabled
VISA ® credit card through a marketing agreement with First USA. Customers can apply online for the
Net.Bank Platinum VISA credit card that refunds the cardholder 5% on purchases made at popular e-
vendors such as Amazon, CDNOW, and eToys.

Equipment Lease Financing. Net.Bank continues to serve its small-business customer base with its
online equipment lease financing with Republic Leasing Service.

INDUSTRY OUTLOOK AND COMPETITION

As mentioned briefly above, the online banking industry has come under some intense competition during
the past year. We feel that the competition includes traditional brick and mortar banks as well as other
Internet-only competitors. Net.Bank has one distinct advantage over the traditional banks, in that it can
offer more attractive rates on its checking accounts and CD's. Net.Bank experiences much lower overhead
costs and can pass these savings along to its customers.

As of January 23, Net.Bank was offering a 6-month CD for 6.40%, compared to the national average of
4.68%; and a 1-year CD at 6.70%, compared to the national average of 5.05%. These rates of 6.40% and
6.70% were the highest 6-month rate and the third highest 1-year rate respectively in the nation. Only
Providian National Bank in New Hampshire and Providian Bank in Utah offered higher rate for the 1-year CD.

Despite online banks offering attractive rates and posting good revenue and asset numbers, some in the
industry appear to be ripe for consolidation. Recently, Telebanc (TBFC) announced fourth quarter revenues
up 120% and annual revenues up 133% from the prior year. On January 12, 2000 however, an industry
defining merger was closed between Telebanc and E*TRADE® Group Inc. to create a leading pure-play e-
commerce financial network to unite banking, brokerage services and related financial products and
services. Through its recent merger with E*TRADE® Group, Inc., the combined Company is now set to
compete head-on with the leading financial services companies worldwide.




We feel that this might be an indication of what is to come in the industry. Many of the brokerages will be
looking to partner up with a bank to create synergies. The overall goal of the industry appears to be the
production of one-stop shopping centers in order to satisfy customer needs.

GROWTH STRATEGY

Net.Bank’s growth strategy remains in building its customer base. They have been doing this through
marketing and advertising campaigns as well as customer referrals. Its advertising focuses on informing the
public on the advantages and ease of on-line banking. On December 2, 1999, the company launched a new
customer referral promotion that rewards customers who refer others to open a Net.Bank checking, money
market, or CD account. In The Net.Bank Tell-A-Friend promotion, Internet-savvy customers were targeted
online through the Web site and rewarded with entries into a random sweepstakes including a Grand Prize
of a $1,000 CD. The company clearly recognizes the role of customer referrals in its success. It must
continue expanding itself with similar programs.

RECENT PARTNERSHIPS AND STRATEGIC ALLIANCES

During the fourth quarter of 1999 and the beginning of first quarter 2000, Net.Bank has been busy
partnering with widely known, popular establishments. Under a one year deal, which began on January 1 of
this year, Net.Bank started to advertise and show off its content on MSN Money Central, which attracts a
reported 5 million viewers each month. This was the first portal pact for the Company.

In mid-December of last year, Net.Bank announced that it was expanding its web-based loan center with a
new low-rate e.card ™-enabled VISA ® credit card through a marketing agreement the bank signed with
First USA. As mentioned above, customers and consumers can now apply online for a Net.Bank Platinum
VISA credit card that refunds the cardholder 5% on purchases made at popular e-vendors such as Amazon,
CDNOW, and eToys

Most recently, the Company announced an agreement with Yahoo! Inc., the leading global Internet
company which serves more than 105 million users. This arrangement offers Net.Bank customers a new
channel from which they can view their account information. Registered Yahoo! ® users can view their
Net.Bank account information on Yahoo! Finance. As Net.Bank's CEO D.R. Grimes stated, "Our goal is to
offer our customers a broad array of financial services conveniently through the Internet. This agreement
with Yahoo! Allows us to expand the anytime, anywhere banking convenience our customers already enjoy
by giving them the ability to view their account information on Yahoo!. Additionally, this relationship gives
Net.Bank the opportunity to bring its full array of banking products and services to a tremendously broad
service."

KEY RISK FACTORS

The biggest threat Net.Bank faces is increased competition. The Company must make it a priority to both
retain and increase its customer base through superior service. Many people are aware of what online
banking has to offer, and the Company should focus its marketing on building these customer relationships.
One year ago, companies mostly had to inform, educate and convince people of the benefits of their
services. Net.Bank must now keep their customers and pursue others who haven't experienced online
banking.

Although the public is more accepting of online banking than it was a year ago, we feel people are not
totally convinced of its merits. A recent Wall Street Journal article highlighted the concern that customers
seem to have with online only banks and their preference of the security of established banks. The article
pointed out that people generally enjoy the comfort of being able to visit an office and see a human face.
As many brick and mortar banks go online, customers have the luxury of both options. Customers of these
traditional banks have the advantage of Internet banking along with the use of branches for check cashing
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and other transactions that are more difficult in cyberspace. If this trend continues, online banks could be
in for some choppy times.

INVESTMENT OPINION

With many larger banks in the mix, many smaller online banks are in danger of being swallowed up by a
traditional bank or simply might be left behind. Many of these online banks and trading companies appear
very similar at face value. For example, in comparing P/Sales ratios of a few major players, the similarities
are telling. Recently, Net.Bank (11.22 down to a more recent 7.74), Charles Schwab (7.63), E*XTRADE®
Group Inc (6.25) and Ameritrade (7.38) are all within percentage points of each other. In order to
differentiate between them, the marketing and branding of the individual company names will be important
in the game of survival. We see some of these companies reducing fees in order to gain a competitive
advantage. This increased competition will result in downward pressure on many of the stock prices.

Net.Bank could experience a downturn in the short term. In fact, the company just announced lower than
expected earnings for 1999 of $0.11 per share, but we expect a rebound to $0.28 per share in 2000. With
the stock price staying a few points below $20, we are at this time, maintaining a Hold rating on Net.Bank.
Net.Bank shares are not behaving like those of an Internet stock, with minimal volatility lately. Depending
on the company's desire to remain independent or not, Net.Bank could face consolidation as well. With its
growing customer base, the company could make an attractive acquisition target by a larger bank or
brokerage firm.
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