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From the President

“Believing

inour
communities
and having

the capabilities
to support them
has resulted in

a great year.”

When we commit to delivering exceptional service to our communities, the results
speak. I'm pleased to present this 2019 Annual Report of business activity on behalf
of Peoples Bancorp of North Carolina, Inc. In its 107th consecutive year of being
presented, this report is a reflection of the dedication, integrity and work of our
employees. Through their consistent service, this company continues to positively
impact the lives of our customers while strengthening our collective communities.

Year-to-date highlights are as follows:

Net earnings were a record $14.1 million or $2.37 basic net earnings per share and
$2.36 diluted net earnings per share for the year ended December 31, 2019, as
compared to $13.4 million or $2.23 basic net earnings per share and $2.22 diluted
net earnings per share for the same period one year ago.

Total loans increased $45.9 million to $849.9 million at December 31, 2019, compared
to $804.0 million at December 31, 2018.

Core deposits were $932.2 million or 96.45% of total deposits at December 31, 2019,
compared to $859.2 million or 9795% of total deposits at December 31, 2018.

Shareholders’” equity was $134.1 million, or 11.61% of total assets, at December 31,
2019, compared to $123.6 million, or 11.31% of total assets, at December 31, 2018. The
Company repurchased 90,354 shares of its common stock during the year ended
December 31, 2019 under the Company’s stock repurchase program, which was
funded in February 2019.

Our team of employees are the reason our customers trust us to serve them. People
do business with people they trust and who deliver. Our employees carry out our vision
and deliver on our mission of striving to be exceptional at serving. Our customers
depend on us to support them on their financial journeys. What we do here is more
than transactional; we're building relationships and, providing financial services and
information that can make a meaningful difference in our customer’s lives.

To our shareholders: the exceptional service we deliver to our customers and
employees aligns with our focus on maintaining the highest operating standards,
including being a well-capitalized bank with strong earnings. In everything we do, we
stay true to the core values and guiding principles upon which our bank was founded.

Here is a recap of some of our more noteworthy achievements and announcements
this year.

Investment in Technology

To keep pace with the modern conveniences our customers expect, we made
numerous investments in technology, such as installing new ATMs and making
upgrades to existing ones. In addition, we upgraded our in-branch displays with video
capabilities, refreshed our website design, and rolled out customer interaction tablets
in some of our offices.
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Brand Focus

The Peoples Bank brand continues to be embraced both internally and externally, from our human resources efforts to
product promotions and community service. It's inspiring to be that bank that strives to be exceptional and encourages
others to be exceptional too. Our 92% Customer Service Index score is proof of our continuing efforts to deliver on our
brand promise.

Joe Lampron’s Retirement

We'd like to recognize Joe Lampron for the incredible contributions he has made to our company and wish him well as he
transitions into retirement, which is planned for mid-2020. Joe has been an exceptional member of our management team
since 2001 and he has played a significant role in the successful financial performance of the bank during that time. We
are fortunate to have had his expertise and leadership and hope that he enjoys this next phase of his life.

The Directors of Peoples Bancorp are instrumental to the success of our company. Their continued dedication to Peoples
Bank is a consistent reminder for us to deliver on our mission. Please join me in thanking them for their hard work and
commitment.

In addition to the Bank, which operates as a wholly owned subsidiary of the Company, we would like to remind you of our
three subsidiary companies:

Peoples Investment Services, Inc., licensed financial advisors who provide access to investment products, which include
stocks, bonds, mutual funds, annuities, and other suitable monetary investments through our affiliation with Raymond
James Financial Services, Inc.

Real Estate Advisory Services, Inc., which provides real estate appraisals (both residential and commercial) to Peoples
Bancorp’s market areaq, thereby becoming a valued partner with respect to mortgage-related transactions.

Community Bank Real Estate Solutions, LLC, assists community banks across the country with appraisal management
services.

The Annual Shareholders Meeting is scheduled for May 7 2020 at Catawba Country Club beginning at 11 a.m. I look forward
to seeing all shareholders at the Annual Meeting, so that | may have the privilege of personally thanking each and every
one of you for your continued support. We hope you will continue to recommend our Bank and subsidiary companies to
members of your communities.

Sincerely,

e A Al

Lance A. Sellers
President and Chief Executive Officer



O elliott davis

Report of Independent Registered Public Accounting Firm

To the Shareholders and the Board of Directors of Peoples Bancorp of North Carolina, Inc.

We have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Peoples Bancorp of North Carolina, Inc. as of
December 31, 2019 and 2018, and the related consolidated statements of earnings, comprehensive
income, shareholders' equity and cash flows for each of the three years in the period ended
December 31, 2019 (not presented herein); and in our report, dated March 13, 2020, we expressed an
unqualified opinion on those consolidated financial statements.

In our opinion, the information set forth in the accompanying condensed consolidated financial

statements is fairly stated, in all material respects, in relation to the consolidated financial statements
from which it has been derived.

f%@w Auc

Charlotte, North Carolina
March 13, 2020

elliottdavis.com

Financial Highlights

Dollars in Thousands Except Per Share Amounts

2019 2018 Change
Interest income 49,601 45,350 9%
Interest expense 3,757 2,146 75%
Net interest earnings 45,844 43,204 6%
Provision for loan losses 863 790 9%
Net interest earnings after provision for loan losses 44,981 42,414 6%
Non-interest income 17,739 16,166 10%
Non-interest expense 45,517 42,574 7%
Income taxes 3,136 2,624 20%
Net earnings 14,067 13,382 5%
Per Share of Common Stock
Basic net earnings 2.37 2.23 6%
Diluted net earnings 2.36 2.22 6%
Cash dividends 0.66 0.562 27%
Market price at December 31 32.85 24.46 34%
Book value at December 31 22.68 20.62 10%
At Year-end
Loans, net 843,194 797,578 6%
Available for sale securities 195,746 194,578 1%
Assets 1,154,882 1,093,251 6%
Deposits 966,517 877,213 10%
Shareholders’ equity 134,120 123,617 8%
Key Performance Ratios
Return on average assets 1.23% 1.22%
Return on average shareholders’ equity 10.45% 10.81%
Dividend payout ratio 28.00% 28.41%
Average shareholders’ equity to total average assets 11.78% 11.31%




Consolidated Balance Sheets

For the years ended December 31, 2019 and 2018

Consolidated Statements of Earnings

For the Years Ended December 31, 2019, 2018 and 2017

(Dollars in thousands)

(Dollars in thousands, except per share amounts)

December 31, December 31, 2019 2018 2017

Assets 2019 2018 Interest income:

Cash and due from banks, including reserve requirements $ 48,337 40,553 Interest and fees on loans $ 43,301 38,654 34,888
of $13,210 at 12/31/19 and $8,918 at 12/31/18 IiErEst en 6 e Erte 213 304 219

Interest-bearing deposits 720 2,817 Interest on federal funds sold 331 = =

Federal funds sold 3,330 - Interest on investment securities:

Cash and cash equivalents 52,387 43,370 U.S. Government sponsored enterprises 2,670 2,333 2,404
Investment securities available for sale 195,746 194,578 States and political subdivisions 2,915 3,877 4,236
Other investments 4,231 4,361 Other 171 182 202

Total securities 199,977 198,939 Total interest income 49,601 45,350 41,949
Mortgage loans held for sale 4,417 680
Loans 849,874 804,023 Interest expense:

Less allowance for loan losses (6,680) (6,445) NOW, MMDA & savings deposits 1,596 769 598

Net loans 843,194 797,578 Time deposits 909 472 466
Premises and equipment, net 18,604 18,450 AALS bries 20 ) e

o Junior subordinated debentures 844 790 590

Cash surrender value of life insurance 16,319 15,936

Other 203 115 61
Other real estate - 27
Total interest expense 3,757 2,146 2,377

Right of use lease asset 3,622 - - -

Net interest income 45,844 43,204 39,572

Accrued interest receivable and other assets 16,362 18,271 Provision for (reduction of) loan losses 863 790 (507)

o] gt $ e VeEE 2 Net interest income after provision for loan losses 44,981 42,414 40,079
Liabilities and Shareholders’ Equity . .

Non-interest income:

Deposits: Service charges 4,576 4,355 4,453
Noninterest-bearing demand $ 338,004 298,817 Other service charges and fees 714 705 593
NOW, MMDA & savings 516,757 475,223 Gain on sale of securities 226 15 R
Time, $250,000 or more 34,269 16,239 Mortgage banking income 1,264 851 1,190
Other time 77,487 86,934 Insurance and brokerage commissions 877 824 761

Total deposits 966,517 877,213 Appraisal management fee income 4,484 3,206 3,306

Gain (loss) on sales and write-downs of other real estate (11) 17 (239)

Securities sold under agreements to repurchase 24,221 58,095 .

Miscellaneous 5,609 6,193 5,300

Junior subordinated debentures 15,619 20,619 ) )

Total non-interest income 17,739 16,166 15,364

Lease liability 3,647 -

Accrued interest payable and other liabilities 10,758 18,707 )

Non-interest expense:

\ioe] o i oo Salaries and employee benefits 23,238 21,530 20,058

Commitments (Note 10) Occupancy 7,364 7,170 6,701
Professional fees 1,490 il;525 1,236

Shareholders’ equity: "

Advertising 1,021 922 1,195

Series A preferred stock, $1,000 stated value; authorized BTt @2y EEsiee 890 994 1.048
5,000,000 shares; no shares issued and outstanding - - FDIC insurance 119 308 347
Common stock, no par value; authorized Appraisal management fee expense 3,421 2,460 2,526

20,000,000 shares; issued and outstanding 5,912,300 shares Other 7,974 7,645 7,917

at December 31, 2019 and 5,995,256 shares at December 31, 2018 59,813 62,096 -

Total non-interest expense 45,5617 42,574 41,228

szl s (Eee 60,535 Earnings before income taxes 17,203 16,006 14,215
Accumulated other comprehensive income 3,644 986 Income tax expense 3136 2 624 3047
Total shareholders’ equity 134,120 123,617 Net earnings $ 14,067 13,382 10,268
Total liabilities and shareholders’ equity $ 1,154,882 1,098,251 Basic net earnings per share $ 2.37 2.23 1.71
Diluted net earnings per share $ 2.36 2.22 1.69

Cash dividends declared per share $ 0.66 0.52 0.44

See Appendix A to the Peoples Bancorp of North Carolina, Inc. Proxy Statement, dated March 25,

2020, for a complete set of Consolidated Financial Statements.

See Appendix A to the Peoples Bancorp of North Carolina, Inc. Proxy Statement, dated March 25, 2020, for a complete set of Consolidated Financial Statements.
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