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Price: * $27.20 | EPS ** 2014A: $1.77 P/E 2014A: 15.4x
52 Wk. Range: $22.00 - $28.50 | (FY: DEC) 2015A: $2.47 2015A: 11.0x
Div/Div Yld: $0.00/0.0% 2016E: $2.66 2016E: 10.2x
Shrs/Mkt Cap: 4.6 mm/$125 mm | Book Value: $21.87 Price/Book Value: 1.24x

* Limited trading. ** Diluted.

Background

Paragon Commercial Corporation (the “Company”) is a Raleigh, North Carolina-based commercial
bank holding company for Paragon Bank (the “Bank”), a bank that began operations on May 10, 1999.
With approximately $1.3 billion in assets as of March 31, 2016, the Bank focuses on business banking
and private banking. The Bank conducts operations through locations in Raleigh, NC, Charlotte, NC,
Cary, NC and an operations center (Raleigh, NC). Paragon Commercial Corporation offers a broad
array of products to commercial clients, business owners and other targeted private banking customers,
either through its own products or through affiliated companies that have partnered with the Bank.
Commercial and private banking products and services offered include check and statement imaging,
business checking, money market investment accounts, certificates of deposit, letters of credit, online
banking and business loans. Paragon also offers commercial insurance, retirement plans, leasing, and
investment services, commercial real estate financing, residential mortgages and accounts receivable
funding through the third party providers. The Bank also provides a variety of financial products and
services exclusively to individuals who desire a comprehensive banking relationship, from premium
checking, money market and certificate of deposit accounts to customized financing solutions for
personal and business needs. The shares are quoted on the OTC QX marketplace under the symbol
“PBNC”).

First Quarter EPS Was Up 22%

Paragon Commercial Corporation reported strong first quarter earnings that were a nice improvement
from the year-ago numbers. Even though the results were actually a bit below what we were
projecting, the improvement was still quite impressive (EPS was up 22%) and the momentum in a
number of key areas was encouraging. Balance sheet growth was strong, driven mainly by loans, and
recent hires should help to maintain that momentum. Asset quality continued the favorable trend that
it has been in for some time, and given that the Bank has negligible nonaccrual loans today, we expect
the provision for loan losses to remain low for at least the next few quarters. We would also note that,
based on its current price, Paragon’s shares appear attractively valued from a long-term standpoint,
given its recent growth, high profitability metrics and the pricing multiples. (Investors should keep in
mind that liquidity is limited in the stock.)

Net income for the first quarter of 2016 was $2.8 million, or $0.62 per diluted share, up 23% (22% on
a per share basis) from $2.3 million, or $0.51 per diluted share, in 2015’s first quarter. We had
projected earnings would be $0.69 per share. Relative to the year-ago figures, the improvement in
earnings was mainly driven by strong growth in net interest income, which increased 12% to $10.6
million in 2016’s first quarter from $9.5 million in the year-ago quarter. The net interest margin has
been inching up for several quarters, and was 3.54% in 2016’s first quarter, versus 3.48% in 2015’s
first quarter, although it was mainly the double digit growth in average earning assets that led to the net
interest income strength. Core noninterest income was essentially unchanged from the year-ago
quarter. Excluding gains on the sale of securities and losses on the sale of OREO, noninterest income
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was $393,000, versus $398,000 in 2015’s first quarter. Noninterest expense was $6.6 million in the
first quarter of 2016, largely due to additional key hires, up from $5.9 million in the first quarter of
2015. Earnings also benefitted from the fact that there was no provision for loan losses in 2016’s first
quarter, whereas there was a $571,000 provision in the year-ago quarter.

Balance sheet growth is also holding up well. Loan origination activity is benefitting from several new
commercial lending hires at the Bank, and are part of the reason that gross loans increased 11% to
$1,045,000 at March 31, 2016 from $944,000 at the year-ago date. Assets increased 6% over the same
period, while deposits, which continued to experience a favorable shift away from Internet and
brokered deposits to local funding, grew 10%. Capitalization ratios remain solid as well, as the equity-
to-assets ratio was 7.47% at March 31, 2016, and all of the Bank’s regulatory capital ratios exceed
“well capitalized” minimums.

Stock Performance and Relative Valuation

Paragon has done an outstanding job of building shareholder value over time. The Company originally
issued stock at a price of $52,500 per share in 1999. Since that time, there have been five stock
splits/dividends, the result of which is that each original share is now equal to 10,000 shares. Based on
the current price of $27.20, that equates to a current value of $272,000, or an annual rate of return of

over 19%. The. S&P 500’s return over the Relative Stock Performance

same time period was less than half that Annualized Returns
amount, and the NASDAQ Bank return NASDAQ
was even lower. While the long-term |Approximate Dates Paragon S&P 500 Bank
return has been quite impressive, so have |One Year 17.0% -0.8% 0.0%
the more recent returns. Over the past |Three Year 45.7% 10.5% 8.4%
year, Paragon’s stock is up 17%, while it |Five Year 20.0% 11.1% 8.8%
increased at a 20% annual rate over the |>nce Ineeption (May 1999) 10.2% 4.6% 22%

past five years. All of these return measures significantly exceed those of the other indices. Despite
the fact that Paragon Commercial’s stock has appreciated significantly over these periods, the shares
appear to be quite reasonably priced at today’s valuation, based the multiples of book value, earnings,
and the Company’s performance. One of the metrics we often consider when comparing banks is the
ratio of the ROAE divided by the stock price’s multiple of book value, which effectively produces a
“return on the market value of equity.” Higher figures, all else being equal, are obviously more
attractive for purchase than lower ones. If we take Paragon’s most recent ROAE of 11.46% and divide
it by its market to book value ratio of 1.24x, we arrive at a return on the market value of equity of
9.24%. The median comparable ratio for Southeast publicly traded banks 6.8%, and for North
Carolina publicly traded banks, is about 6.4%.

Asset Quality Remains Excellent
As of March 31, 2016, nonperforming assets were $5.7 R s
million, or 0.43% of assets, versus $6.0 million, or 0.46% L
of assets, at year-end 2015 and $18.5 million, or 1.46% of 6.0
total assets, at March 31, 2015. As can be seen in the
adjacent chart, Paragon has almost no nonaccruing loans.
The allowance for loan losses was $7.9 million (0.76% of :
gross loans) at March 31, 2016, versus $7.6 million (0.80% 4.0
of gross loans) at the year-ago date.

Projections Lowered
Based on the most recent results, we are lowering our earnings projection for 2016 to $12.2 million, or
$2.66 per diluted share, from our previous estimate of $12.9 million, or $2.82 per diluted share. These
projections could vary widely depending on changing conditions.
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