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Financial Highlights
($ in thousands, except per share data) YEAR ENDED DECEMBER 31

2006 2005 $ Change % Change

STATEMENTS OF OPERATIONS

Total interest income $53,211 $33,373 $19,838 59.4%
Total interest expense 26,481 14,593 11,888 81.5

Net interest income 26,730 18,780 7,950 42.3
Provision for loan losses 2,655 2,515 140 5.6  

Net interest income after provision 24,075 16,265 7,810 48.0
Noninterest income 3,821 2,982 839 28.1
Noninterest expense 19,110 13,023 6,087 46.7

Income before income taxes 8,786 6,224 2,562 41.2
Provision for income taxes 2,616 1,719 897 52.2

Net income $6,170 $4,505 $1,665 37.0

PER SHARE DATA

Earnings per share - basic $1.09 $0.94 $0.15 16.0%
Earnings per share - diluted 1.04 0.88 0.16 18.2
Cash dividends paid 0.15 0.12 0.03 25.0
Tangible book value 6.92 6.18 0.74 12.0
Closing market price 18.58 16.86 1.72 10.2

BALANCE SHEET DATA

Total assets $951,731 $594,550 $357,181 60.1%
Loans 774,664 499,247 275,417 55.2
Allowance for loan losses 10,400 6,140 4,260 69.4
Goodwill 26,129 3,423 22,706 663.3
Deposits 786,777 490,892 295,885 60.3
Borrowings and trust preferred securities 86,386 66,557 19,829 29.8
Shareholders’ equity 72,523 33,114 39,409 119.0

KEY RATIOS

Return on average assets 0.82% 0.82%
Return on average tangible equity 18.20% 16.34%
Efficiency ratio 62.55% 59.84%
Allowance for loan losses to period-end loans 1.34% 1.23%
Nonperforming assets to total assets 0.24% 0.45%
Net loan charge-offs to average loans 0.20% 0.38%
Equity to assets ratio 7.62% 5.57%
Tangible equity to assets ratio 4.77% 5.01%

FORWARD LOOKING
STATEMENTS

This report contains certain forward-looking
statements with respect to the financial
condition, results of operations and business
of the Company and the Bank. These
forward-looking statements involve risks and
uncertainties and are based on the beliefs
and assumptions of management of the
Company and on the information available to
management at the time that these
disclosures were prepared. These statements
can be identified by the use of words like
“expect,” “anticipate,” “estimate” and
“believe,” variations of these words and
other similar expressions. Readers should not
place undue reliance on forward-looking
statements as a number of important factors
could cause actual results to differ materially
from those in the forward-looking
statements.  Factors that could cause actual
results to differ materially include, but are
not limited to, (1) competition in the Bank’s
markets, (2) changes in the interest rate
environment, (3) general national, regional
or local economic conditions may be less
favorable than expected, resulting in, among
other things, a deterioration in credit quality
and the possible impairment of collectibility
of loans, (4) legislative or regulatory
changes, including changes in accounting
standards, (5) significant changes in the
federal and state legal and regulatory
environment and tax laws, (6) the impact of
changes in monetary and fiscal policies,
laws, rules and regulations and (7) other
risks and factors identified in the Company’s
other filings with the SEC. The Company
undertakes no obligation to update any
forward-looking statements.



To Our

Shareholders

By any measure, 2006, the fifteenth year 

since the bank was founded in 1991, was a

remarkable year for your Company. Total assets

increased 60%; net income increased 37%, and

diluted earnings per share increased 18%. 

These impressive results drive value for our

shareholders and continue to make Bank 

of North Carolina “The Place to Be, For All 

the Right Reasons.”

The most significant event in 2006 was our

decision, announced in February 2006, to 

partner (acquire) SterlingSouth Bank & Trust in

Greensboro. This transaction closed in July 2006

and our systems conversion was completed in

early September. The strategic impact on our

company has been compelling:

Foremost, the merger was appealing because

of the exceptional team of bankers who

remained with us following the merger. 

For some time we had been looking for a way to

enter the Greensboro market but would not do

so until we found the right bankers to lead us.

We now have an experienced team with an

excellent following in a very competitive market.

Equally important was the decision to invite

four Greensboro directors to join our Board of

Directors. Three were involved in founding

SterlingSouth Bank & Trust in 2001 and all are

well connected and recognized as leaders in

their respective industries and in a number of

non-profit and community endeavors.

Our shareholder base increased in size and

geographical depth with the addition of the

Greensboro ownership.

Finally, this merger further expands our

customer base into the dynamic Greensboro

metro market which enhances our franchise

W. Swope Montgomery, Jr.
President & CEO
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value and increases our market share in the

third-largest MSA in North Carolina.

The decision to merge with SterlingSouth Bank &

Trust had very little to do with “cost cutting” to

make the numbers work. Rather, to support 

our 60% growth in assets and put in place

infrastructure for future growth, it was important

to retain the majority of the Greensboro staff.

Throughout 2006, “merger teams” worked

tirelessly toward the September conversion to

minimize customer disruption. The coordinated

efforts clearly paid off, with a seamless

integration of our operating systems.

Our philosophy for success has always started

with finding the right people, and Greensboro

was no exception. We expect to benefit from 

this continuity of talented bankers who have

excellent followings and are able to attract new

business with our higher legal lending limits.

Further, we expect to continue to add quality

people and offices to this market in the future.

While 2006 was exciting because of the merger,

it clearly was only part of our success story over

the past twelve months. As important was our

exceptional organic growth in 2006. During late

2005 and early 2006 we were able to attract

quality bankers in two new markets, Harrisburg

and Northern Davidson County. Thanks to their

reputation as local leaders in both banking and

community development, these bankers were

able to attract exceptional teams to these new

offices. Several other offices added seasoned

lenders and staff during 2006, as more bankers

Consistent Record of Growth
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Our philosophy for success has always

started with finding the right people.



are becoming aware of the opportunities within

our organization and want to be a part of Bank

of North Carolina.

Financial Success

Total assets increased 60% ending the year at

$952 million, a $357 million increase over $595

million at year-end 2005. A significant portion of

the $357 million in asset growth was the $177

million we gained by acquiring SterlingSouth Bank

& Trust. This means the Bank had significant

organic growth of more than $180 million, or

26%, which clearly drives shareholder value.

Organic growth came from all existing offices plus

our new full-service office in Salisbury (formerly

one of our loan production offices), and the new

offices in Harrisburg and North Davidson. We are

committed to enhancing long-term shareholder

value with a combination of strong organic growth

and thoughtful strategic acquisitions where we

find quality bankers in growth markets.

Because of the dedication of our employees, we

did not use the merger as an excuse to take a

step backward as it related to our operating

performance in 2006. In fact, the merger was

slightly accretive to earnings in our first full

quarter of combined numbers (fourth quarter

2006) and for the full year ended December 31,

2006, especially when excluding one-time

merger-related expenses. Net income for the year

was $6.2 million, up 37% from the $4.5 million

reported in 2005. Earnings per share for 2006

increased 18% to $1.04 on a fully diluted basis,

compared with $0.88 per share earned in 2005.

Left to Right:

Ralph N. Strayhorn III 
EVP & CAO

W. Swope Montgomery, Jr.
President & CEO

Richard D. Callicutt II
EVP & COO

David B. Spencer
EVP & CFO

Another record year of

financial performance.
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Excluding one-time merger-related expenses of

$310,000 incurred during 2006, equal to $0.03

per share, the Company earned core net income

of $6.37 million, or $1.07 per diluted share, for

the year. This represents a 22% increase in core

earnings per share when compared with the

$0.88 reported for 2005. Core return on average

tangible equity was 18.8% for 2006.

In addition to assets increasing by 60%, total

loans ended the year at $774 million, an

increase of 55% from the $499 million reported

as of December 31, 2005. Deposits increased

60% over the same one-year period.

Expansion and Execution

Smart growth, our theme for the past five years,

continued to describe our expansion efforts in

2006. While our organization is very dedicated to

revenue growth, we will not grow our balance

sheet or short-term revenue at the expense of

long-term success. For us, smart growth means

doing the little things well, that add up to

tremendous long-term benefits for our

shareholders.

As we have emphasized previously, expansion

opportunities must be carefully evaluated to

ensure quality, high-growth markets; quality

bankers with strong leadership skills and

impeccable moral character, and the prospect 

of adequate earnings contributions in a six-to-

eighteen month time frame. In addition to our

SterlingSouth Bank & Trust acquisition––which

met all the criteria––we opened a full-service

Consistent Growth in Net Income
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For us, smart growth means doing 

the little things well, that add up 

to tremendous long-term benefits 

for our shareholders. 
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office in the northern section of Davidson County.

This market adjoins the southern tip of the

Winston-Salem metro market, and is a rapidly

growing industrial and residential community.

While this market opportunity may not have the

population density of High Point, Salisbury, or

Greensboro, it met all our expansion criteria. We

were fortunate to be able to attract the three

most dominant bankers in this area to lead our

expansion efforts in the North Davidson market.

These three bankers joined Bank of North

Carolina with more than 60 years of combined

banking experience in the North Davidson

market. This team has a long track record of

success, as both community leaders and

respected bankers.

The growth results for 2006 were greatly

influenced by our acquisition of SterlingSouth

Bank & Trust; however, when looking at non-

acquisition, internal growth for the year, the

results are still very impressive. Total assets

increased $357 million, of which $177 million

was attributed to the SterlingSouth Bank & Trust

merger and $180 million was organic. Total loans

increased $275 million, of which $130 million

was internally generated and deposits had

organic growth of $155 million for the year. We

believe that certain strategic acquisitions such as

SterlingSouth Bank & Trust can help drive long-

term shareholder value; however, we firmly

believe that there is no substitution for solid,

double-digit organic growth from within 

the franchise.

We are committed to enhancing long-term shareholder value with a

combination of strong organic growth and thoughtful strategic acquisitions.
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Fundamentals

Our banking fundamentals––loan growth, credit

quality, and net interest margin remained strong

in 2006. Loans increased 60% during 2006, to

$774 million, driven by a rise in real estate-

related commercial and construction loans, both

acquired and organically generated. Asset quality

remained sound, with the allowance for loan

losses to nonperforming loans at 839%, up from

336% a year earlier, while non-performing assets

decreased to 0.30% of loans and other real estate

owned as of December 31, 2006, from 0.54% 

at the end of 2005.

In addition, the net interest margin rose to

4.08% during 2006, compared with 3.92% for

2005. This increase resulted from additional

increases in short-term rates by the Federal

Reserve during 2006, which translated into

immediate increases to our variable rate loan

portfolio; while the full impact of rate increases

on the deposit portfolio tend to lag six to

eighteen months. Following the Federal

Reserve’s completion of its rate increases, which

appears to have happened in mid-2006, we

anticipate our Bank, as well as our entire

industry, to experience downward pressure 

on net interest margins.

Disciplined capital management continued to 

be an area of focus in 2006. Despite minimal

activity in our Stock Repurchase Plan during

2006, capital levels declined during the year,

primarily due to strong organic growth and 

the acquisition of SterlingSouth Bank & Trust. 

Diluted EPS Growth
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s m a r t

Our banking fundamentals…loan

growth, credit quality, and net

interest margin-remained strong.



To supplement our regulatory capital position,

we issued $7 million in trust-preferred securities

in September 2006. This marked our fourth

issuance of trust-preferred securities, totaling $23

million, since 2003. The Bank also issued $8

million in subordinate debentures in 2005. 

The trust-preferred securities are treated as 

Tier I capital, within certain limits, while the

debentures are treated as Tier II capital for

regulatory purposes. These forms of non-equity

capital have helped our Company maintain its

well-capitalized status per regulatory guidelines.

This intensive capital management has paid

great dividends for our shareholders, evidenced

by our return on average tangible equity

increasing each of the past six years, going from

10.3% in 2000 to 18.2% in 2006.

The Place to Be, For All the

Right Reasons.

At Bank of North Carolina, our mission is to

provide the best banking experience possible 

by anticipating your needs and exceeding your

expectations while assisting you in achieving

your short-term and long–term financial goals.

We are committed to providing a challenging

and rewarding work environment for our

employees while maintaining solid financial

strength to ensure superior returns for 

our shareholders.

As is clear from our Mission Statement and our

tagline “The Place to Be, For All the Right

Reasons,” it is our goal to truly be the company

where people want to bank, work, and invest.

It is our goal to truly be the Company 

where people want to bank, work, and invest.

g r o w t h
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Employees

While many of our competitors may say they

want to hire the best, many seem to settle for

less. At Bank of North Carolina, having

experienced bankers with proven track records 

in the local community is a must. For our

organization to continue to grow and still

maintain the personal touch and responsive

service that our customers demand, each of our

offices must have seasoned leadership with

tremendous knowledge of the local market. 

With this formula, we can expand our footprint,

while allowing our local offices to have a greater

level of decision-making authority.

Many of our competitors are centralizing decision

making, and hiring younger, less expensive

“sales types” to carry their flags. However, we

have listened to our customers…and they have

said clearly that this is not what they want. 

They want a relationship with their bank and

their banker, and this can best be accomplished

with bankers who have the experience to

recognize and discuss both simple and complex

financial issues and the authority to quickly

respond to customers’ needs.

As leaders of your Company, management is

charged with not only attracting top-tier talent,

but also nurturing, retaining, motivating,

rewarding, and providing a path for

advancement. We are proud that the retention

rate among our officers has been well above

91% since inception, and our platform for

personal and career growth is exceptional.

Return on Average Tangible Equity

1999 2000 2001 2002 2003 2004 2005

8.58%

10.50%

12.74%

14.68%

15.53%
16.34%

18.20%

2006

10.26% 0
Bankers with the experience to

recognize and discuss both

simple and complex financial

issues and the authority to

quickly respond to these needs.
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Customers

As I have said on many occasions, the key to 

our success has always been the outstanding

individuals who come together to make up the

Bank of North Carolina team. However, we

constantly stress that without a companywide

dedication to the customer, we will never be

able to reach our true potential. I am very proud

to report that all the employees of our Company

recently reaffirmed our commitment to

protecting and maximizing the customer

experience at Bank of North Carolina. As is

evident from our Mission Statement, we value

each and every opportunity to make a positive

impact with our customers. While complacency

and indifference have plagued the quality of

service within our industry, we are committed to

being the banking option for those who want

and demand more. We believe that if each of

our team members personally takes ownership

in the customer experience, given the quality of

our people, great things are going to happen.

Investors

We understand that our shareholders have a

multitude of investment options, and we are

continually humbled by the loyalty and trust

shown to our Company by each of you. 

While we are very proud of our past success, 

we understand that we must embrace the past

while challenging these same historical traditions

each and every day. We must continue to be

innovative, efficient, and balanced. Growth must

lead to profitability, and short-term actions must

Growth of Investment in BNCN
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6
Committed to being 

the banking option 

for those that want 

and demand more.
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lead to long-term returns for our shareholders.

Since 1998, your investment in BNC Bancorp 

and Bank of North Carolina has returned a

compounded annual return in excess of 21%.

Accounting for cash dividends, this return

exceeds 22% annually. As the leadership group,

your Board and executive management team

will never lose sight of our ultimate charge…

consistent long-term returns to you, our owners.

We are confident that by attracting and retaining

the best banking professionals in our markets

and creating a customer experience second to

none, we can continue to provide significant

returns to our loyal shareholders.

Summary

This past year was one of exceptional progress

for BNC Bancorp in many ways. We delivered

strong profitability, we expanded our franchise

into the dynamic Greensboro market with the

successful acquisition and integration of

SterlingSouth Bank & Trust, we strengthened 

our support infrastructure, and we gained market

share in each of our banking markets. These

significant accomplishments are due to our team

of talented and dedicated professionals, who set

the standard of excellence for our company each

and every day. For this, I am most grateful.

The current environment for financial institutions

is very challenging as competition intensifies,

interest rates remain volatile, and regulatory

changes remain constant and stifling. BNC

Bancorp and Bank of North Carolina are
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s m a r t

Growth must lead to profitability,

and short-term actions must lead 

to long-term returns for our

shareholders.



responding to these challenges by focusing on

maintaining a strong and healthy balance sheet,

maintaining a conservative but active credit

underwriting culture, improving operational

efficiencies, and expanding our franchise into

and within our targeted high-growth markets.

We enter 2007 well positioned to manage 

strong growth into the foreseeable future and

committed to rewarding all stakeholders with

superior returns.

In closing, we wish to thank you, our

shareholders, for your financial commitment as

investors. You have our promise that we will

continue our tireless efforts to enhance the value

of your investment. We also are extremely

grateful for the dedication and enthusiasm of our

outstanding (and growing) team of more than 200

employees, and for the thousands of remarkable

and entrepreneurial customers whom we are

privileged to serve. We are indeed fortunate.

W. Swope Montgomery, Jr.
President & CEO

W. Groome Fulton, Jr.
Chairman of the Board

Thank you, our shareholders, for your financial commitment as an investor.

g r o w t h
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“I don’t need an umbrella, sports bag, or 

any FREE gift to determine who I bank with.”  

“All I really need is a friendly and caring attitude. I’m happy to do this testimony, because that’s exactly 
how I’m treated at Bank of North Carolina” friendly

HHoollllyy  GGoooocchh
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the way they would like to be treated if roles

were reversed. By following this “Golden Rule”

of banking, we’ve been rewarded with excellent

growth in each of the communities we serve.

Our emphasis on putting people first has helped

attract customers from larger banks, while our

financial expertise and attention to detail assures

a high level of repeat business. Our customers

know that this is the place to be. 

For all the right reasons.

Some banks offer banking services. We do more

than that. We offer a banking experience. It’s 

our hope that everything we do reminds our

customers that we value them and appreciate

their business. 

At Bank of North Carolina, the customer

experience starts with a smile and warm

greeting in each of our banking locations. Our

tellers, bankers and staff treat each customer 

The place to 

be for all the

right reasons.

s m a r t g ro w t h

2006

W. Swope Montgomery, Jr.
President & Chief Executive Officer
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“Want some good advice?” 

You don’t choose a bank

because of how well they 

do your everyday transactions.”

“You need an outstanding relationship with a knowledgeable banker. When I need finance support to do a deal, 
I need my banker to make it happen quickly and without a hassle…like at Bank of North Carolina.”

fast

JJaammeess  PPaatttteerrssoonn
CCEEOO
PPaatttteerrssoonn  PPaarrttnneerrss16



It’s our people

that make

the difference.

empowered and energized. Our employees are a

tremendous part of our success and growth. And 

by nurturing each employee’s potential, we’re

raising our level of customer service to a height

that many larger banks can’t reach. In our

employee training we invest in personal

development as well as financial skills. This

helps keep employee quality high and staff

turnover low. And it provides a strong foundation

for the kind of relationship-driven community

banking we’re known for.

Part of our job is to protect our customers’

assets. This includes their financial accounts,

valuables and important documents. It also

includes what may be their most valuable 

asset: Time.

This emphasis has a positive effect on the way

we do business. It ensures that our customers

get fast answers and efficient service at all

times, at all Bank of North Carolina locations. 

Just as important, it keeps our staff engaged, s m a r t g ro w t h

2006

Richard D. Callicutt II
Executive Vice President & 
Chief Operating Officer
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“But, when I have financial needs, I want to work with someone that will give me simple and honest advice. 
I switched to Bank of North Carolina for that very reason.” forthright

“I don’t want to be sold anything by a bank.”

GGwweenn  OOwweennss
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We’re here to serve people. And through the

years, changes in the banking industry have

allowed Bank of North Carolina to serve more

people in more ways. Administrative and support

functions have become more centralized––

and more efficient. This has enabled us to

provide individualized service while keeping

decision making at the local level. As a result,

we’re attracting new customers who miss the

personal interaction they once had with their

bank. And we’re gaining experienced employees

who have become frustrated with “big bank”

processes. Today, through our network of 13

banking locations plus a dedicated loan

production office, we offer an outstanding

selection of financial services. And they’re all

delivered by high-caliber employees who

understand their customers and know how 

to meet their needs.

s m a r t g ro w t h

2006

Understanding

and meeting your

financial needs.

David B. Spencer
Executive Vice President & 
Chief Financial Officer
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“Free checking?  I can get that anywhere.”

“What I can’t get just anywhere, is a bank that can adapt with the constant changes of my business. 
I sure as heck get it with Bank of North Carolina.” flexible

BBuuttcchh  LLeewwiiss
PPrreessiiddeenntt
LLeewwiiss  &&  LLeewwiiss  BBuuiillddeerrss,,  IInncc..20



But building strong relationships is more than

just a business strategy. It’s our guiding 

philosophy. Since we’re involved in decisions that

affect lives and dreams, we strive to stay deeply

connected with each community we serve. 

We’ve been doing business here in North

Carolina since 1991, and we’ll keep connecting

with customers in markets large and small. And

we’ll do it one successful relationship at a time.

Relationships connect people. And whether the

connection is personal, professional or both, 

a successful relationship can last a lifetime. 

At Bank of North Carolina, we understand the

importance of a good banking relationship. 

We stay in touch with our customers. We learn

their names and recognize their faces. And we

always let them know just how much 

they’re appreciated. 

Building

relationships, one

customer at a time.

s m a r t g ro w t h

2006

Ralph N. Strayhorn III
Executive Vice President & 
Chief Administrative Officer
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Smart Expansion

Extending 

Our Reach 

To New 

Markets
Our expansion into Northern Davidson County

was strategically positioned, to increase market

share in this rapidly growing industrial, and

residential community.

1-85 NORTH / SOUTH1-40 EAST / WEST

N O R T H  C A R O L I N A
G R O W T H  B Y  C O U N T Y

HIGH GROWTH MARKET– BNC OFFICE

HIGH GROWTH MARKET– BNC LENDING AREA

HIGH GROWTH MARKET

MEDIUM GROWTH MARKET

SLOW GROWTH MARKET

Information based on Market Scoring Analysis by Raymond James & Associates.
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On September 11th, the three Greensboro based

SterlingSouth Bank & Trust offices re-opened as Bank of

North Carolina. This merger opened the Greensboro market

for Bank of North Carolina, with full service offices located

at Friendly Center, Irving Park and Downtown.

Former SterlingSouth Bank & Trust customers were

comforted with the assurance they would continue to

receive the same quality personalized service, from the

same familiar bankers they had come to know.  

In addition, customers now had a total of 13, full service

offices in several counties, along with a greater array of

products and services.  

On September 12th, a welcome reception was held at

Greensboro Country Club for SterlingSouth Bank & Trust

customers, employees and shareholders. It was a nice time

of good food, getting to know new folks, and a chance 

for everyone to see a presentation, showing the solid 

financial performance Bank of North Carolina brought 

to the merger.

Downtown

Irving Park

Friendly Center
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D. Vann Williford
President, Atlantic Coast Toyotalift, Inc.

Richard F. Wood
Financial Advisor/Stock Broker, Wachovia Securities
Secretary, BNC Bancorp and Bank of North Carolina

Bob M. Burleson
Director Emeritus

D. Kermit Cloniger
Director Emeritus

John J. Collett, Jr.
Director Emeritus

Lloyd M. Higgins, M.D.
Director Emeritus.

Carlyle A. Nance, Jr.
Director Emeritus

W. Swope Montgomery, Jr.
President & Chief Executive Officer

Richard D. Callicutt II
Executive Vice President & 
Chief Operating Officer

David B. Spencer
Executive Vice President & 
Chief Financial Officer
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