
The fourth quarter 2004 operating results
for North State Bank reflect positive trends
as we have focused on growth and
profitability over the last four and one-half
years.  We now compare very favorably
with our peers in total deposits as North
State Bank was ranked #8 out of 22
financial institutions in Wake County as of
June 30, 2004, in deposit market share, and
was one of only three banks to increase
deposit share over the previous year.  We
were also ranked #36 in total deposits out of

106 banks across the state for the period ending June 30, 2004.  

Looking into the future, we plan to stay focused on strengthening
existing core banking relationships and acquiring more similar
relationships as we become well-known as the bank of choice for our
customer niche here in Wake County.  

For the year ending December 31, 2004, North State Bancorp (the
“Company”) reported net income of $1.4 million, compared to
$979,000 for the same period in 2003, an increase of 40.6%. For the
quarter ended as of the same date, net income was $425,000, compared
to $294,000 in 2003, reflecting a 44.6% increase. Basic earnings per
share for the Company were $0.18 and $0.58, for the quarter and year
ended December 31, 2004, respectively, compared to basic earnings per
share of $0.12 and $0.42, respectively, for the same periods last year. 

Aprimary factor in the increase in net income is an improving net interest
margin for the Bank, an area which continues to receive much attention.
Net interest income for the Bank increased 44.1% to $8.5 million for
2004, compared to $5.9 million for 2003.  For the fourth quarter 2004, net
interest income was $2.5 million, a 47.1% increase over net interest
income of $1.7 million for the same period in 2003.

Total assets for the Bank as of December 31, 2004, were $309.4
million, a 24.1% increase over the $249.0 million reported as of the
same date in 2003.

Total deposits and total loans as of the end of the fourth quarter 2004
were $269.1 million and $244.6 million, respectively. These year-end
totals were 29.1% and 34.8%, respectively, over total deposits of
$208.5 million and total loans of $181.5 million at year-end 2003. 

For a more detailed analysis of our quarterly and year-to-date
operating results, I encourage you to review the accompanying report
prepared by Equity Research Services, which can also be viewed on
our website under “Financial Information.”

Because the road to success is always under construction, our company
must constantly be in a state of becoming a better and higher
performing bank.  I remain convinced that the best way for this to
happen is to have and keep in our company people who are passionate
about growth and development.  In other words, we must have a
learning organization.  Jack Welch, former CEO of General Electric
Corporation, is quoted as follows, “Our behavior is driven by a
fundamental core belief: the desire, and the ability, of an organization
to continuously learn from any source, anywhere; and to rapidly
convert this learning into action is its ultimate competitive advantage.”

With help from all of our people, we will intensify our efforts to
become a high performing bank through better planning, preparation
and execution, while keeping a sharp eye on products, services and
technology in order to improve our overall operating performance.  

Recent changes involving some of our people are as follows:

• Gary Woodlief, who has served our Bank as vice president and senior
commercial loan officer and opened the Wake Forest Loan
Production Office, has been promoted to senior vice president and
will lead North State’s efforts at our new office at North Hills when
it opens in early 2005.  Gary is a strong leader and is deeply
committed to our values, vision and plans for the future.  A Wake
Forest native, Gary has done an excellent job there and will continue
to have oversight for that office as we make plans to build a
permanent banking office there.
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At North State Bank it is exciting to welcome new people and to see
the growth and development of our people who, in essence, are the
bank.  In just 12 months, we have increased our staff by 19% and
promoted people within the bank to greater leadership positions. We
have also opened a new office in West Raleigh and have been planning
and staffing for our office and headquarters at the New North Hills.
Just in the fourth quarter, we hired Craig Swinson as vice president
and business development officer and Brian Clarke as vice president,
and promoted Gary Woodlief to senior vice president.

Craig has spent more than 16 years in banking, including time spent as
a branch manager, commercial banker, and business development
officer.  We are confident that Craig will use his experience, skills, and
leadership in significant ways at our North Raleigh office.  He
currently serves as an Executive Board Member for Delta Dental Plan
of North Carolina.

Brian has a wide range of experience in financial services, including
positions as a business banking relationship manager and a sales
executive/customer relationship manager.  We are pleased that Brian
will also play a key role in our future.  He is a community volunteer,
serving on the advisory board for the Raleigh Chamber of Commerce
and the African-American Cultural Complex. He and his wife, Joan,
live in Raleigh.

Gary has been with North State since 2002.  Because of his leadership
and experience, he was named senior vice president and executive for
the Bank’s newest office at North Hills.  Gary will also oversee the
Bank’s office in Wake Forest, where he opened North State’s loan
production office in the Wakefield Corporate Center, which will be
replaced by a full-service office late this year.  Regarding the new role,
Gary said: North Hills is an exclamation point on four-and-a-half
years of phenomenal results in a great market.  Opening this office and
new headquarters solidifies our presence in wake County; it’s not just
another office, it is a commitment to this market.  The opportunities
ahead are just tremendous.

Gary serves on the Economic Development Committee for the Wake
Forest Chamber of Commerce and the Boards of Directors for the
Banks Kerr YMCA and the Raleigh Chapter of Robert Morris
Associates. He also volunteers in the Education First Program at
Lockhart Elementary. A native of Wake Forest, Gary and his wife,
Robin, have two children and live in Knightdale.

We look forward to all that Craig, Brian, Gary, and others hired and
promoted in 2004 will contribute as we continue to grow and prepare
North State Bank for success in 2005 and beyond.

• Craig Swinson and Brian Clarke, both vice presidents, joined us
recently and are a good fit for our bank.  They will be working with
professionals and other North State Bank customers in order to help
us penetrate our market more thoroughly.  

• Andrew Wheeler, who has been with North State for some time, will
serve as banking office manager at North Hills.  Andrew’s future with
our bank is bright and I am pleased that he will be serving in a
leadership role at North Hills.  Presently, Phillip Frye is serving as
banking office manager at the North Raleigh office and continues to
learn and grow as he works hard to serve our customers there. 

This newsletter also provides information about one of our core areas
of business—property management.  This very important business
sector has prompted us to continue to learn more about the property
management business and how our bank can improve our service to
these customers.  Our commitment to this market sector will only
deepen and broaden in the years ahead.  

Thank you for entrusting us with your investment and I trust that you
have been pleased with your returns as a shareholder, while we strive
to find better and more efficient ways to enhance shareholder value
through what I have shared in this letter as well as other ways yet to
come.  More information will be available at our annual meeting,
which will be held on May 10, 2005, at Carolina Country Club.  We
hope you plan to attend to learn more about your company and our
plans for the future. 

Sincerely,

Larry D. Barbour
President and CEO
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We look forward to welcoming you into our
new North Hills office in early 2005.

Gary Woodleif Brian Clarke

Craig Swinson



PLAN NOW TO ATTEND
SUMMER SALUTE 2005

Summary Balance Sheet
As of December 31, 2004

AA SS SS EETT SS
Cash, Due from Banks $    4,015
Federal Funds Sold 20,088
Investment Securities Available
for Sale at Fair Value 36,785

Loans less allowance ($3,053) 241,567
Other Assets 6,896
Total Assets $309,351

LL II AA BB II LL II TT II EESS  AA NN DD  SS HH AA RREE HH OOLL DDEE RRSS ’’  EEQQ UU II TTYY
Demand Deposits $ 73,748
Interest-Bearing Deposits 195,385
Total Deposits 269,133
Other Borrowings 19,428
Other Liabilities 1,876
Total Liabilities $290,437

SS HH AARR EEHH OO LL DD EERRSS ’’ EE QQUU II TTYY
Total Shareholders’ Equity $  18,914
Total Liabilities and Shareholders’ Equity $309,351

Summary Statement of Income and Expense

For the quarter and year ended December 31, 2004

Quarter Year
Interest Income $ 3,684 $ 12,599
Interest Expense 1,223 4,135
Net Interest Income 2,461 8,464
Provision for Loan Losses 231 920
Net Interest Income after
Provision for Loan Losses 2,230 7,544

Noninterest Income 277 1,034
Noninterest Expenses 1,828 6,364
Net Income before Income Taxes 679 2,214
Income Tax Expense 258 838
Net Income $  421 $ 1,376

Basic Earnings Per Share $ 0.18 $ 0.58

SIGNIFICANT RATIOS

Return on Average Assets 0.51%
Return on Average Equity 7.50%
Efficiency Ratio 67.00%
Net Charge-offs to Average Loans 0.11%
Nonperforming Loans $ 260,000
Allowance for Loan Losses to
Nonperforming and Nonaccrual Loans 851.6%

Allowance for Loan
Losses to Loans 1.25%

The information as of and for the year ended December 31, 2004, as presented is
unaudited. This newsletter contains forward-looking statements. The actual results might
differ materially from those projected in the forward-looking statements for various
reasons, including our ability to manage growth, our limited operating history, substantial
changes in financial markets, regulatory changes, changes in interest rates, loss of
deposits and loan demand to other savings and financial institutions, and changes in real
estate values and the real estate market. Additional information concerning factors that
could cause actual results to materially differ from those in the forward-looking
statements is contained in the Company’s SEC filings, including its periodic reports under
the Securities Exchange Act of 1934, as amended, copies of which are available upon
request from the Company.

(in thousands)

(in thousands except for per share data)

For the quarter ended December 31, 2004
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The 2005 North State Bank Summer
Salute for Hospice of Wake County
is just a few months away—mark
your calendars now for Saturday,
May 21, 2005! The Embers will be
the evening’s entertainment as we
shag the night away at the North
Ridge Country Club. 

If you are interested in becoming a sponsor or would like to contribute to
Hospice in memory of a loved one, contact Paige Fly at (919) 645-2720.
Visit our website (www.northstatebank.com) for a current listing of our
sponsors and watch for ticket information!

INVESTING IN THE FUTURE 
OF PROPERTY MANAGEMENT
Property management is a key business for our Bank and has been from the
very beginning.  We understand this business and offer a variety of deposit
products with competitive rates for associations, while meeting the credit
needs for property improvements for the associations with flexible terms.
Currently, serving property management companies has brought more than
$40 million in deposits to our Bank, which encourages us to strive to deepen
these relationships while acquiring other property management company
relationships.   

We recently invested in equipment and people, doubling our processing
capability.  We will be able to not only better serve current customers who
are growing their businesses, but develop new business in this area, as well.   

According to Sandra Temple, senior vice president and chief operations
officer, and the person spearheading North State’s efforts in this area, “We
provide value-added service. I have been involved with the Community
Association Institute-NC for a number of years, so I can speak their
language and am current on the issues that they are facing. North State is
able to partner with the property management companies to find solutions
to financial challenges. The investment in new equipment and staff was an
important step in solidifying our commitment to this area of our business.”

We serve companies all over North Carolina. A web-based component of
our system allows those not in our immediate area to experience seamless
service and have access to their information at all times.  We are committed
to this area of our business and are planning for continued growth.

                                    



PO Box 18367
Raleigh, NC 27619

North State Bank / Raleigh 919-855-9925

www.northstatebank.com

As Barbara Doolittle was working
away at CCB where she had been for
29 years, her phone rang.  The call was
from two close friends who were
working with North State and
encouraging Barbara to join the team.
According to Barbara, it was a great
decision.  Now serving North State as
vice president and account relationship
manager at the Falls of Neuse office,
Barbara says, “There is an incredible
family feeling among the staff. Larry
Barbour is a great role model; he really
cares about the employees and our
customers. We have a team spirit and
camaraderie that spills over to the way
we treat our customers-as if they were
family.”

After all these years, the fundamentals still come down to the
relationship with the customers, she shared: I love working with

customers. Having been in banking for so long, I know the rewards that
come with getting to know them—you end up going through life
together. I have attended weddings and funerals with some of my
customers. It’s an amazing experience to get to know people on that
level, knowing that you can help them achieve their financial goals and
build a friendship.

A native of New York, she and her husband, Scott, moved to Raleigh
more than 30 years ago when Scott chose to attend North Carolina State
University after serving in the U.S. Navy. Her son, Matt, lives nearby
and works in Research Triangle Park. 

Moments of free time are spent on their property in Granville County.
The land has a farmhouse on it that was built around 1900, and they are
gearing up to begin renovations. “There is a lot of work ahead, but we'll
have fun doing it.”

When she’s not spending time on their property, Barbara enjoys
reading, walking, gardening, interior decorating and is a confessed
choc-o-holic. She and her husband also enjoy NASCAR and are ready
for this year's season to begin.

I love working with customers. Having been in banking for so long, I know the rewards
that come with getting to know them—you end up going through life together.“ ” 

GETTING TO KNOW BARBARA DOOLITTLE

Barbara Doolittle with her husband Scott.

Please contact Kirk Whorf 
at 919-645-2707 or email him at
kwhorf@northstatebank.com to update
your mailing address.

    


