
Quarterly Results ($000s) Q3  2015 Q3  2016

Net Income 3,313              3,455              

Pretax Income 5,020              5,036              

   Add back provision -                  391                 

   Deduct Security Gains (145)                -                  

Pretax Bef. Nonrec. Items 4,875              5,427              

 

 
   
  

 AVAILABLE ON THE WEB AT www.equityresearch.com 

  

 Paragon Commercial Corporation (NASDAQ  - PBNC)  

 
 John A. (Buddy) Howard, CFA   
 November 11, 2016 

    
 

Price:                                            $37.61 
 

52 Wk. Range:               $25.50 - $39.99 
 

Div/Div Yld:                        $0.00 / 0.0% 
 

Shrs/Mkt Cap:          5.4 mm / $205 mm  

 

 

EPS *               2015A:         $ 2.47  
 

(FY: DEC)        2016E:          $ 2.66  
                   
                          2017E:        $ 2.75  
 

Book Value:                        $ 24.77 
 

 

        P/E            2015A:             15.2x 
 

                           2016E:            14.1x 
 

                           2017E:            13.7x 
 

        Price/Book Value:            1.52x 

* 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 $1.5 billion in assets as of September 30, 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 NASDAQ 

under the symbol “PBNC.”  

 

Third Quarter Results Were In Line With Expectations  

Paragon Commercial Corporation reported third quarter earnings that were slightly below our 

projections but, on an operating basis, were actually better than we had modeled.  The earnings per 

share comparisons were affected by the additional shares from the Company’s initial public offering, 

which was completed in June 2016.  Those additional shares in 2016’s third quarter led to a drop in 

EPS, although aggregate earnings actually improved from the year-ago figures.  Moreover, there were 

nonrecurring gains in the year-ago quarter (and none in 2016’s third quarter), and a higher provision in 

2016’s third quarter (it increased due to rapid loan growth, as opposed to loan degradation), the net 

result being that normalized earnings were actually stronger than stated earnings.  Finally, we would 

note that we were quite impressed with loan growth, which continues to advance at double digit rates.  

We were also impressed that nearly every category of loan (commercial real estate, commercial and 

industrial, consumer real estate and construction and development, etc.) increased from the year-ago 

level, so the growth was broad based.    

 

In terms of the specific results, net income for the third quarter of 2016 was $3,455,000, or $0.64 per 

diluted share, versus $3,313,000, or $0.73 per diluted share, in 2015’s third quarter.  Although the 

increase in aggregate earnings was about 4%, 

pretax income before the provision for loan losses 

and security gains was closer to 11%, which was 

more in line with what we had expected.  The 

largest driver of the improving core earnings was 

net interest income, which has benefitted
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principally from rapid average earning asset growth.  Net interest income was $11.8 million in 2016’s 

third quarter, up 10% from $10.7 million in the year-ago quarter.  Margins have been holding steady, 

with modest pressure on asset yields being offset by a drop in funding costs from strong core deposit 

growth.  Excluding net losses on the sale of OREO and security gains, noninterest income increased 

roughly 7% to $438,000, while noninterest expense was up 10%, reflecting key hires over the past 

year, as well as the expenses (legal, audit, printing, etc.) associated with going public.  (Despite the 

increase in expenses, Paragon Commercial’s efficiency ratio was 54.4% in the most recent quarter, the 

third best out of 31 publicly traded banks in NC.)  Finally, we would note that there was a provision for 

loan losses of $391,000 in the third quarter of 2016, versus no provision in the year-ago quarter.   

 

For the first nine months of 2016, Paragon Commercial Corporation reported earnings of $9.8 million, 

or $2.00 per diluted share, versus $8.3 million, or $1.82 per diluted share, in the year-ago period.  Net 

interest income increased 11%, noninterest income (excluding security gains and OREO write-downs) 

was essentially unchanged and noninterest expense was up 8% over this period.   

 

Loan Growth Continues to Propel the Balance Sheet  

We follow a number of banks that occasionally have 

spurts of growth in the loan portfolio.  However, in 

Paragon Commercial’s case, it is the ability to sustain 

that loan growth that bodes well for long-term 

shareholder value, at least in our view.  The 2011 drop in 

the loan portfolio occurred as the Company was reducing 

its risk-based assets and working through problem 

credits, but since that time, loans have increased each 

year by an average of about 12%.  Recent momentum has 

been even stronger.  Gross loans at September 30, 2016 

were $1.2 billion, up 17% from the year-ago level of $1.0 

billion.  Also noteworthy is the increase in core deposits, 

as was mentioned earlier.  Noninterest bearing deposits 

increased 16% to $188 million over the past year, while money market accounts and interest checking 

accounts grew 53% to $767 million, and time deposits (the most expensive) dropped 38% to $244 

million.  The Company’s capital position remains strong as well.  Shareholders’ equity totaled $135 

million, or 9.1% of assets, at September 30, 2016, as compared to $94 million, or 6.9% of total assets, 

at the year-ago date. All of Paragon’s regulatory capital ratios comfortably exceeded “well capitalized” 

minimums.  

 

Asset Quality Remains Excellent and Has Been Stable on a Linked Quarter Basis  

Asset quality metrics remain quite good.  Total nonperforming assets at September 30, 2016 were $6.1 

million, or 0.41% of assets, versus $6.4 million, or 0.44% of total assets, at June 30, 2016 and $13.8 

million, or 1.01% of total assets, at September 30, 2015.  Roughly 84% NPAs are OREO, and 

nonaccruing loans were only 0.08% of total loans outstanding at September 30, 2016.  The allowance 

for loan losses was $7.9 million (0.68% of gross loans) at September 30, 2016, versus $7.6 million 

(0.76% of gross loans) at the year-ago date.     

 

Projections Maintained 

We are maintaining our earnings projection at $13.3 million, or $2.66 per diluted share, and are 

introducing our 2017 earnings projection at $15.0 million, or $2.75 per diluted share.  One factor that 

is likely to restrain earnings growth in the coming year is the need to add to the provision for loans 

losses, not due to any anticipated degradation to loan quality, but to simply allow the allowance to 

keep pace with the growth in the loan portfolio.  That should bode well for longer-term earnings, 

however.   
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