March 9, 2009

Mr. Neil M. Barofsky

Special Inspector General

Troubled Asset Relief Program

1500 Pennsylvania Ave., NW,_ Suite 1064
Washington. D.C. 20220

Re:  BNC Bancorp, Thomasville, North Carolina
Use of TARP Capital Purchase Program funds

Dear Mr. Barofsky:

BNC Bancorp is the holding company for Bank of North Carolina, a commercial bank chartered
under North Carolina law in 1991 and headquartered in Thomasville, North Carolina. BNC Bancorp is a
participant in the Troubled Asset Reliel Program. having issued through the Capital Purchase Program on
December 5. 2008 31.260 shares of Fixed Rate Cumulative Perpetual Preferred Stock, Series A, to the
United States Department of the Treasury. along with a warrant to purchase 543,337 of BNC Bancorp
common stock, no par value per share, for an aggregate purchase price of $31.260,000. As requested in
vour February 6, 2009 letter, we are providing the information contained in this letter and in the
attachments to assist your office with the audit of TARP participants’ use of funds.

If after review of this letter and attachments you have any questions or require additional
information. please call me at (336) 869-9200. You may also call Mr. David B. Spencer. Chief Financial
Officer. for information at the same number.

Bank of North Carolina and its market

Bank of North Carolina’s primary market arca is the 1-85 and [-40 corridor in central North
Carolina. which the bank services through full-service offices in Thomasville. High Point. Salisbury.
Greensboro. Archdale. Lexington, Kernersville, Harrisburg, Welcome, and Oak Ridge, along with imited-
service barking offices in Winston-Salem and Mooresville, North Carolina. The primary employers in the
market — known as the Piedmont Triad — have traditionally been furniture and textile manufacturers. but

ver the years most of those companies have closed, leaving many people unemployed. Among the first
areas to experience the economic recession that has spread across the country, few large-scale employers
remain in our market. Instead our market depends on small businesses to {ill the gap left by the decline in
the furniture and textile manufacturing businesses.

Despite the challenging economic environment, we have achieved robust growth of approximately
20% annnally since 2001, growth that has been supported with consistently strong capital. As we stated in
our February 10, 2009 press release reporting financial results for 2008, we finished 2008 with total assets
of approximately $1.6 billion, a Tier 1 risk-based capital ratio of 9.99% and a 1otal risk-based capital ratio
of 11.83%. The 200 basis-point increase over capital levels at September 30. 2008 is due to the
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December 3, 2008 infusion of $31.3 million of Capital Purchasc Program funds. Our leverage ratio at the
end of 2008 was 8.77%, up from 7.14% on September 30, 2008. A copy of our February 10, 2009 press
rclease accompanies this letter.

Our participation in the TARP Capital Purchase Program

Encouraged by the FDIC to apply for participation in the TARP Capital Purchase Program, we
were among the first to apply. concluding that the Capital Purchase Program gave us the opportunity to
raise capital quickly, at low cost, and with little shareholder dilution. And as we stated in our December 8.
2008 press release announcing our receipt of Capital Purchase Program funds, we considered it our
responsibility to participate. rewarding the taxpayers of our communities with an even healthier, more
highly capitalized company, better enabling us to serve our customers and communitics with access to
affordable and reasonably underwritten consumer and commercial credit, supporting economic growth in
our communities with loans to creditworthy businesses, and supplying affordable financing to individuals
at a time when secondary markets remain in turmoil. We have put the Capital Purchase program funds to
use as we stated we would, greatly increasing our lending in the three-month period ended February 28,
2009 by comparison to the same three-month period one year ago. Although we also stated in our
December 8, 2008 press relcase that the Capital Purchase Program funds would enhance BNC Bancorp's
opportunities for strategic acquisition and expansion during a period of what we expect to be accelerated
industry consolidation, we have identified no specific acquisition and expansion opportunities and no
Capital Purchase Program funds have been or are expected in the immediate future to be dedicated to
financing acquisitions or similar expansion opportunities. A copy of our December 8, 2008 press releasc
also accompanies this letter. :

We have no unused Capital Purchase Program funds. Of the total $31.3 million Capital Purchase
Program funds, $7 million was applied immediately to repayment of borrowings outstanding under a $20
million line of credit with a Georgia-based financial institution, a line of credit we had drawn upon as a
source of bank capital contributions at a time when capital markets were seized up and not functioning.
Outstanding borrowings under the line of credit were $7.5 million on December 5. 2008, and by the end of
the day we had repaid all but $500.000. Another $22 million of the Capital Purchase Program funds were
contributed by us to Bank of North Carolina. The remaining funds. approximately $2 million. have been
retained by BNC Bancorp for general corporate purposes and commingled with other holding company
funds.

Lending. The $22 million contributed to the bank has not been segregated from other bank capital
but is instead being employed by the bank in the ordinary course of its lending and investment activities.
Consistent with the November 12, 2008 Interagency Statement on Meeting the Needs of Credinworthy
Borrowers. the Capital Purchase Program funds held by Bank of North Carolina have enhanced the bank’s
ability to fund responsible lending and have enabled the bank to better satisfy the credit nceds of
houscholds and businesses in our market. We believe it is clear that the Capital Purchase Program funds
have had a direct and significant impact on Bank of North Carolina’s lending. contributing in the threc-
month period ended February 28. 2009 to a 47% increase in new and renewed loans by comparison to the
same three-month period in the preceding year. as follows ~
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new and rencwed loans new and rencwed loans
three months ended February 29, 2008 three months ended February 28, 2009
December 2007 oo £32.072.294 December 2008, 551,183,143
January 2008 ... 29.352,875 January 2009 ..o 51,102,023
February 2008 ... 41.356.905 February 2009 48.585,861
total e $102.782.074 total o, $150.871,027

This Capital Purchase Program-funded increase in new and renewed loans reversed a trend of
decelerating growth that became pronounced in June of 2008. By the end of June 2008 ~ before the crisis
in the credit markets had taken hold — bank management had already embarked upon a course of slower
growth. anticipating that loan growth would slow throughout the remainder of 2008 and into 2009.

The first program we initiated after receiving Capital Purchase Program funds is our Builder
Participation Program. This Program makes available up to $100 million of in-house credit to qualificd
buyers who purchase residential housing inventory currently being financed as part of our residential
construction loan portfolio. With the secondary mortgage market functioning inefficiently, we have
increased our in-house commitment to fill the credit vacuum. providing builders in our market with a
source of qualified buyers and making affordable and rational credit more readily accessible. The Builder
Participation Program is a major commitment on our part to help stabilize the housing market in our
communities and provide credit locally. To date, Bank of North Carolina has provided credit in the
amount of approximately $5.6 million through the Builder Participation Program since receiving Capital
Purchase Program funds. The Builder Participation Program is described on our websitc at
www.bankofnc.com. A copy of the information on the web page accompanies this letter.

Despite the depressed state of the residential housing market. our residential mortgage lending
volume actually has increased. In December 2008 we closed 24 residential mortgage loans aggregating
$4.847.744, followed by 12 loans aggregating $2.580,782 in January 2009 and 44 loans aggregating
$7,898.918 in February 2009, for a total of 80 loans and $15.3 million in the three-month period,
compared to 71 loans and $13.9 million in the comparable three-month period one year ago. Although
this increase does not in isolation appear to be significant, based on market conditions it is a rcason for
optimism that residential mortgage lending increased at all. as it did particularly in February 2009. It is
more difficult to obtain loan approval today than it was one year ago. This is primarily due to appraisals
not supporting values assigned to the mortgage property. Because of a marked decline in real estate sales,
determining the fair market value of a property using comparable sales data has become a greater

challenge.

Enhanced loan loss protection. The additional capital attributable to the infusion of Capital
Purchase Program funds bolsters our organization’s cushion against further loan losses. Because of the
economy’s impact on our borrowers, we continue to experience higher levels of past duc and non-
performing assets than we have in the past. Non-performing assets and credit losses increased in the
fourth quarter of 2008. as we expected they would. As we stated in our February 10, 2009 earnings
release, although we expect non-performing assets and losses to stay above historical levels throughout
2009. we remain optimistic that NPAs and losses will remain manageable.
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Investments. As we stated in our February 10, 2009 earnings release for the year ended December
31.2008. management began in early November of 2008 implementing a strategy to deploy capital into
government agency mortgage-backed securities, well before rates in the government agency mortgage-
backed securities markets began to decline due to aggressive purchases by the Federal Reserve. by the
Treasury Department, and by other community banks seeking to leverage their new Capital Purchase
Program funds. That strategy continued after Bank of North Carolina received its $22 million portion of
the Capital Purchase Program funds, with the bank purchasing $280 million of FNMA and FHLMC
mortgage-backed securities in November and December of 2008, promoting secondary housing market
liquidity and single-family housing loan availability. The bank has also purchased $70 million of bank-
qualified municipal securities since October of 2008, providing much-needed support for municipal
markets.

We have maintained the cash dividend rate. In this challenging economic environment many
companies — particularly financial institutions — have lately reduced or eliminated altogether cash
dividends. Because of BNC Bancorp's capital strength and sound balance sheet, we have not. Cash
dividends for the fourth quarter of 2008 were $0.05 per share, on earnings of $0.07 per share. We have
maintained our dividend in order to support investor confidence in our long-term stratcgic plan and in our
ability to generate sufficient capital to fund future dividends and growth opportunities.

Executive Compensation

The board of directors and the executive officers of BNC Bancorp are aware of the executive
compensation limitations associated with TARP and with receipt of Capital Purchase Program funds,
including -

1) under the Emergency Economic Stabilization Act of 2008 and implementing rules
and guidance issued by the Treasury Department in 2008 and in 2009:

- the requirement that incentive compensation arrangements exclude incentives for
senior executive officers to take unnecessary and excessive risks that threaten the value of the
company.

- the required recovery of bonus or incentive compensation paid based on statements
of earnings, gains, or other criteria that are later proven to be materially inaccurate.

- the prohibition against payment of so-called golden parachute payments to a
selected class of officers. and

- the $300.000 compensation deduction limit for compensation paid to a selected
class of officers, and

2) under the American Recovery and Reinvestment Act of 2009:

- the required annual submission of executive compensation arrangements to a non-
binding, advisory vote of shareholders,
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- under rules to be established by the Treasury Department, the prohibition of all
bonus and incentive awards (other than restricted stock under limited conditions) to a selected class
of officers. including at the very least the five most highly compensated executives in the case of a
company that, like BNC Bancorp, received more than $235 million of Capital Purchase Program

funds,

- the required establishment of an independent compensation committee of the
board,

- the mandatory adoption by the board of a policy governing luxury expenditures,
and

- the potential claim by the Treasury Department for reimbursement of bonuses or
other compensation paid to a selected class of officers before enactment of the American Recovery
and Reinvestment Act of 2009,

As your office is aware, the new executive compensation limitations of the Economic Stabilization
Act of 2008 and the American Recovery and Reinvestment Act of 2009 are without precedent in Federal
law, are barely five months old but have nevertheless changed significantly within that short period, are
not absolutely clear and settled in all cases in which the limitations potentially apply, and in some cases
will not even be effective until the Treasury Department issues additional rules and guidance.
Nevertheless, we are working diligently to determine precisely how these new executive compensation
apply to the executive compensation arrangements of BNC Bancorp and Bank of North Carolina. The
new executive compensation limitations will be taken into account by the board and by the board’s
compensation committee in future compensation decisions.

As required by section 111(e) of the Emergency Economic Stabilization Act of 2008, as amended
by the American Recovery and Reinvestment Act of 2009, at the 2009 annual meeting of shareholders
BNC Bancorp will permit a separate shareholder vote to approve the executive compensation disclosed in
BNC Bancorp’s proxy statement for the meeting. The proposal will be non-binding, and the results of the
shareholder vote will be advisory only. Information about the proposal to approve executive
compensation will be included in BNC Bancorp’s proxy statement, which we expect to mail to
shareholders in April 2009.

We have identified the class of senior executive officers who will be identified in the
compensation disclosures required to be included in BNC Bancorp’s proxy statement for the 2009 annual
meeting and who will therefore be most affected by the executive compensation limitations. All of these
officers have executed agreements making their existing compensation arrangements subject to any
superseding requirements implemented by the Treasury Department under the TARP Capital Purchase
Program. The senior executive officers in 2009 are -

- W. Swope Montgomery Jr.. President and Chief Executive Officer,

- David B. Spencer, Executive Vice President and Chief Financial Officer,

- Richard D. Callicutt II, Executive Vice President and Chief Operating Officer.
- Thomas M. Nelson, Senior Vice President. and

- William Harvey McMurray 111. Senior Vice President.
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As a public company with securitics registered with the SEC under the Sccurities Exchange Act of

1934. BNC Bancorp has been required for many years to adhere to SEC compensation disclosure
principles, including rules requiring detailed disclosures of executive compensation actually paid and
detailed disclosures of the basis upon which compensation decisions are made. Consistent with SEC
disclosure principles and evolving compensation practices in the industry. BNC Bancorp had already
established an independent compensation committee of the board long before the Emergency Economic
Stabilization Act of 2008 became law. Since its formation the compensation committce’s role has grown
and become more demanding, reflecting the increased attention paid to public company cxecutive
compcnsahon practices by the SEC, by the media, and by stockholder advocates in recent years.
particularly in times of crisis that have led to the enactment of legislation such as the Sarbanes-Oxley Act

of 2002, the Economic Stabilization Act of 2008, and the American Recovery and Reinvestment Act of

2009.

Comprised entirely of outside dircctors who are independent of management, the Compensation
Committee of BNC Bancorp’s board of directors adopted a resolution affirming the committee’s review of
executive compensation arrangements. After discussions about the executive compensation arrangements
with our Chief Financial Ofticer. Mr. David B. Spencer, who also acts as the Chief Risk Officer, and
review of information and literature provided by independent legal counsel concerning executive
compensation trends and recent developments in executive compensation. the committee determined that
the executive compensation arrangements of BNC Bancorp and Bank of North Carolina for senior
executive officers and others affected by the TARP-related executive compensation rules and guidelines
exclude incentives that would lead the senior executive officers and others to take unnecessary and
excessive risks that threaten the value of the corporation. A statement of the Compensation Committee
affirming this conclusion will be included in BNC Bancorp’s proxy statement for the 2009 annual
meeting. but a copy of the resolution adopted by the committee accompanies this letter.

We expect that the compensation committee’s role will expand in the coming years, now that
executive compensation practices are no longer merely a matter of the exercise by a board of its obligation
to exercise sound business judgement but are now also a matter of compliance with Federal law. We are
working with our accounting and payroll department to ensure compliance with the $500,000
compensation deduction limitation applicable to compensation of selected officers. We have reviewed the
employment agreements and salary continuation agreements of senior executive officers to determine
whether the new executive compensation limitations have any impact on thosc agreements. We have
determined that the e\ecutwe com ensancn hmxtauons do indeed have an imnact on thosc agreements

I or exampl

Cash compensation and bonuses are paid exclusively by Bank of North Carolina. not by BNC
Bancorp. Equity-based incentive arrangements are of course arrangements that exist at the level of the
haldmg, company only. The five senior executive officers of Bank of North Carolina and BNC Bancorp
who will be named in and whose compensation will be disclosed in BNC Bancorp’s proxy statement for
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the 2009 annual meeting received cash bonuses for 2008. The cash bonus payments made in December
2008 to these individuals are shown in the following table, which for comparison purposes also shows the
bonuses paid for the previous year. as reported in BNC Bancorp’s April 22, 2008 proxy statement for the
2008 annual meeting —

bonus amounts for 2007,

reported in the Summary
Compensation Table of

bonus for 2008, the proxy statement for
paid on December the 2008 annual meeting
26, 2008 *
W. Swope Montgomery Jr............. $ 35.000 $138.000
David B, Spencer....cvviiiennn. S 54,000 $100,800
Richard D. Callicutt Hoooeviiniverns $ 55.000 $101,000

not a named executive
Thomas Nelson ... S 9.000 officer in 2008

not a named executive
William McMutray ..o, 8 5,000 officer in 2008

The bonuses for 2008 and for 2007 were paid in accordance with our Compensation for
Stakeholders program, an incentive bonus arrangement that has formed an essential part of our total
compensation package for over seven years. The Compensation for Stakeholders program awards
improvements in areas such as average loans, average corc deposits, net interest income. net interest
margin, efficiency ratio. non-interest income, while deducting for unacceptable levels of credit quality,
including charge-offs. nonperforming assets, and loans past duc. This program reinforces a culture in
which employees’ interests are closely aligned with those of our shareholders. promoting consistent. long-
term earnings growth and superior shareholder returns while maintaining exceptional credit quality,
efficient deployment of non-interest expenses. and a strong correlation between expansion and
profitability. In short. we believe the terms of the Compensation for Stakeholders program are entirely
consistent with the admonition of the Emergency Economic Stabilization Act of 2008 and the American
Recovery and Reinvestment Act of 2009 that executive compensation exclude incentives for senior
executive officers to take unnecessary and excessive risks that threaten the value of the company.

We also maintain an Omnibus Stock Ownership and Long Term Incentive Plan under which we
may grant stock options. restricted stock, stock appreciation rights. and performance-based awards,
potential awards that enhance our ability to attract and retain employees of outstanding ability and our
ability to establish incentive for employees to make material contributions to our success. The value of
awards under the omnibus plan can be contingent both upon the market performance of our common stock
and the achievement of financial and other performance objectives. In fact. as we stated in our April 22,
2008 proxy statement for the 2008 annual meeting of sharcholders, we intend to associate the vesting of
awards to the achievement of selected financial performance goals, rather than providing for awards that
become vested merely with the passage of time and that accrue value merely because of changes in the
price of our stock. This does not mean that we will not grant time-based vesting awards or that we will
not grant options or other awards that accrue value in direct correlation to changes in the price of our
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stock. We will, however. make a greater effort to customize awards — particularly for the highest level
executives — so that award vesting and award values bear a strong correlation to long-term shareholder
interests. No awards were made to the senior executive officers in 2007 under the omnibus plan, none
were made in 2008, and none have been made in 2009. The omnibus plan is administered by the
independent compensation committec of BNC Bancorp’s board.

With assistance as necessary from compensation consultants and other independent advisors the
board and its independent compensation committee will continue to review the evolving executive
compensation limitations of the Emergency Economic Stabilization Act of 2008, as amended by the
American Recovery and Reinvestment Act of 2009. including regulations and guidance issued by the
Treasury Department. The board and committee will continue to analyze the application of those
limitations to the specific executive compensation practices of BNC Bancorp and Bank of North Carolina.
making changes as necessary and seeking to establish and refine an exccutive compensation program that
promotes the long-term interests of all sharcholders in a sound and prosperous financial institution. We
believe our executive compensation practices are consistent with that goal, but the process of review and
refinement is, always has been. and will always be ongoing, even when the Treasury Department no
longer holds our preferred stock.

Certification

I, W. Swope Montgomery Jr., certify that: | have reviewed this response and supporting documents
and, based on my knowledge. this response and the supporting documents do not contain any untrue
statement of a material fact or omit to state a material fact necessary to make the statements made. in light
of the circumstances under which statements were made. not misleading.

President an ief Executive Officer
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BNC Bancorp Receives $31.3 Million Investment From the U.S. Treasury's Capital Purchase
Program

Compary Releass - 1208/2008 14:30

THOMASVILLE, 8.0, Dec. 8 PRNewswire-FirstCalll — (MASDAG-SMALL:BNCN; BNC Bancorp (Hasdag: BRNCN, the parent company
of (NASDAQ-SHMALLBNCH] Bank of Morth Caroling, announced that it has resaived 3 $31.3 miliion investmant from the U.S. Treasury
under the Capitat Purchase Program. The transaction is part of the Treasury's program which is designed to provide capital o healthy,
well-managed financial institutions o Increase their ability to provide much needed credit to businesses and consumers. The 831.3 mitlion
in Seaior Preferred shares and warrants to purchase common stock represents 3% of the Company's risk-weighted assets as of
September 30, 2008, (NASDAC-SMALL:BNCN) BNC Bancorp intends to use the proceeds for general corporate purposes with an
emphasis on meeting the credit needs of its customers and corinurities.

ISIVBNCLOGO )

{Logo: Do Wy ney
“White the Capital Purchase Program is voluntary and {NASDAD-SMALL BRCN) BNC Bancorp’s financial health remains strong, we
pelieve it was our responsibility fo parficipate and reward the faxpayers of our communities with an even haalthier, more highly capifalized
Company. We believe that participation will enable us o belter support economic growth in our communities by providing loans o
creditworthy businesses and supplying affordable financing to individuals at a time when sacondary markets remain in tumoll” saild W.
Swope Montgomery, President and CEQ. "This capital will aiso add greater flexibifity in considering strategic acquisifion, investment, or
expansion opportunities that will likely become available as the financial services industry continues to consolidate.”

The Senior Preferrad shares pay 3 dividend of 5% per year for the first five years and 8% per year thersafter. The Prefarred Stock may
be redeemed for 100% of the issue price. Howaver, for a period of three years from the date of investment, the Senior Preferred shares
may only be receemad if 25% of the purchase price I3 attributable o a qualifying equity offering. In conjunction with the purchase of
Senior Preferred shares, the Treasury received a warrant o purchase 543,337 shares of (NASDAQ-SMALLIBNCN]) BNC Bancorp
common stock with an exarcise price of $8.63. The exsrcise price was calculated based on the average of clasing prices of the
Company’s common stock on the 20 trading days ending on the fast rading day prios (o the date of the Treasury's approval of the

Company's applicabon under the program.

(NASDAQ-SMALL:BNCN) BNC Bancorp is the parent Company of (NASDAQ-SMALL:BNCN] Bank of North Caroling, a $1.3 billion
commercial bank that provides & complete line of banking and financial services (o individuals and businesses through full-service
banking offices located in the cities of Thomasville, High Paint, Salistury, Greensboro, Archdale, Lexington, Kernersville, Harrisburg,
Welcome and Dak Ridgge. Morth Carolina. In addition, the Bank operates limited service banking offices in Winston-Satern and
Mooresville, Norih Caroling. (NASDAQ-SMALL:BNCN] Bank of North Caroling is insured by the FOIC and is an equal housing lender.
(NASDAG-SMALLBNCN) BNC Bancorp's stock is quoted in the NASDAG Capilal Markel under the symbol "BRCN.

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

Erom tims io time, we make writien and oral forward-looking statements within the meaning of certain secudities laws, including in this
press relesss, in other flings with the U.S. Securities and Exchange Commission, in repors lo sharehoiders and in other
communications. These forward-looking statements inclede, among others, statements with respect to our cbjectives for 2008 and
beyord, and the medium and long term strategies 1o achieve those ohiectives, as well a8 statements with respact to cur beliefs, plans,
expectations, anticpations, estimates and intentions.

By their very nature, forward-looxing statements involve inherent risks and unceriainties, both general and specific, and nsks exist that
predictions, forecasts, projections and other forward-looking statements witl not be achieved. We caution readers not to place undug
refiance on these statements as a number of important factors could cause aclual resulls to differ matenially from the plans, abjectives,
expectations, estimates and intentions sxpressed in such torward-iooking statements. These factors induds, but are not limited (o, the
strength of the Morth Caroling economy in general and the srength of the local sconomizg within North Caroling in which we conduct
sperations; the strengih of the United States economy; the effects of changes in monstary and fiscal poficy, Including changes in intarest
rate policies of the Board of Govermnors of the Federal Reserve System in the United Siates: judicis! dedsions; the effects of competition
in the markets in which we operate; inflation; the timely development and infroduction of new prodocts and services in receptive markets;
the Impact of changes in the laws and regulations regulating financial services (induding banking, insurance and securities); changes in
tax laws; technological changss; our abllity to complete strategic acquisiions and o integrale scquisitions; judicial or reguistory
proceedings: changss in consumer spending and saving babits; the possible impact on our businesses of intemational conflicls and other
davelopments including those refating o the war on tarrorisin and o ariicipation of and success in managing the dsks implicated by the
foregoing.

SOURCE (NASDAQ-SMALL-BNCN] BNC Bancorp

Comact: W. Swope Momgomery, Jr., President and CEQ of BNC Bancurp, +1-436-476-8200

http://www.snl.com/interactivex/file. aspx?1d=7083914&KeyFileFormat=XML&SearchMod... 3/9/2009
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BNC Bancorp Announces Profits for the 2008 Fourth Quarter and Full-Year

Company Release - 02710/2008 14:08

THOMASVILLE, N.C., Fab. 10 /PRNewswire-FirstCall/ - (NASDACG-SMALLBNUN) BNC Bancorp (Nasdag: BNON) today reported earmings
for the fourth quarder ard the full-year 2008. For the Tourth quarter, net income tolaled $626,000 and net income available to comnon
shareholders totaled $483,000, or $0.07 per diluted common share, compared with $71.55 million, or $0.22 per ditluted common shars,
earned it the fourth quarter of 2007,

{Logo: nipdfewa Sewsamonivegk- /oty 2003081 ERCLOGD )

For the year erded Dec. 31, 2008, net income totaled 53.8% milfion and net Income availatie to common shareholders totaled 33.85 mifion,
or 50.52 per divted comenon shars, compared to $7.44 millicn, or $1.05 per diuted common share, samed for the year endsd Dec. 31,
2007,

Operating samings available (¢ sommaon shareholders for the full year of 2008 iotaled $4.12 million, or $0.588 per diluted common share,
compared to $7.44 milion, or $1.05 per diluted common share In 2007, The 2008 results exciuds $413.000 in afterdax chargss relsting o a
one-ime separation of empioyment setlement and $141.000 in after-izx securities gains, both incurred during the second quartsr of 2008

Tolal assets as of Dec. 31, 2008 were §1.57 billion, an increase of 38.2 percent compared with $1.13 billion as of Des. 31, 2007, Total bans
on Dac. 31, 2008 wers 51.01 bilien, an increase of 8.07 percent from the $932.8 millon reported as of Dee. 31, 2007, Investment securities

mncreased to S422.68 million at the end of 2008, an increase of 3334.9 millon, or 381.09%, when compared to the $87.7 milfion cutstanding at

the end of 2007, Deposits increased 34.0 percent over the same ons-year period,

W. Swope Monlgomety, Jr., President and Chief Executive Officer, said, "While our Company is oot imvnune 10 the effects of the economic
stowdown in terms of higher credit costs, we arg very pleased with the sverall resulls from the fourth quarter. During the fourth quartsr our
Company eamed $0.07 par cortwnon share, mainfained our nen-performing asssts at managesble levels, increased our capital through our
pardicipation ins the Capltal Purchase Program {CPP)}, effectively and profitably leveraged & portion of this new capitsl, Inflisted a Bullder
Padicipation Program to help spur housing activily in our local markets and significantly improved our liguidity ratios. The challenging
economy and actions by our govemment are unprecedented and we are fully aware of the impact they may have on our industry and on our
performance. However, we remain focused on running a safe and sound instifuion and are convinced that there will be a number of
opportunities for those companias that keep their focus on crealing long-term shargholder value.”

“We have devoled a remandous amount of effort to idenlifing the rsk within our foan portfolle, particularly within the real estate seciors,
and are laking what we believe are the appropriale actions to minimize fulure losses, We aiso realize thal in this unprecedented economy
this Is an ongoing, fuld process that requires our constant focus and evaluation. Unfortunately, there i no perfect template for this fype
credit cyle, however, we arg convinted that recognizing any impairments sarly, working with those custorners who show a desire to honor
their obligations, and effectivaly ulilzing both Internal and external resources will uiimately lead to the most productive path for our Company
and shareholders,” said Monigomary.

Provision for Loan Losses and Asset Quality

*As sxpecied we did see a4 ingreass in non-performing assets and credit losses during the quader,” Monigomary continued, "inthis
unprecedentsd economy, our cormpany 16 working very difigently 1o resolve each of the non-performing relationships and keep our charge-
offs at manageable levels. Despile our effarts 1o work with our customers 1o atfain a positive resclution, our strategy is 1o recagnize and
record impairments promptly, s move roubled assele trough our process as Quickly as possitie, Widle the exdent or depth of the
economic downtum is unteriain, we remain oplimistic that our non-performing assets snd lnsses will remain manageable: however, we
sapedd they wil sigy sbowe historical levels throughout 20087

Non-performing asseis 45 a perceniage of lotal assels at Dec. 31, 2008 were 51 1.17 percent, up from B9 percent ss of Sept. 30, 2008,
ared B4 percent al Dec. 31, 2007, The gliowance for loan and lease logsses 3t Deo. 31, 2008 increased $1.42 miliion, or 12.1 percent. fom
year ago levels, The aliowance for loan and lease losses of $13.2 million is 1.31 percent of tota! loans outstanding at the end of 2608, down
from 1.38 percent at the prior quarier end, and up from 1.26 percent ot e end of 2007,

The fourth quarter provision for loan losses was 52.7 million, an Increase of $200,000 compared W the chargs for the third quarter of 2008,
and up $1.95 mition cornpared fo the fowrth quarter of 2007, Net charge-offs Tor the quarter wers 53.3 milion, with 1.4 million relating o the
resolution of g previously dentified workout cradil where the iuss had been earier entified and aliocated in our itemal aliowance risk
matrix.

k. Montgomery noted, "The investment portfolio continues t perform as intended with aif investments in government agencies or high
quality bank-quatified municipal securities, Company policy has slways been (o (ake litle credit rsk in the investment portolio and s
commitment (o quality has served us well during these wrbulent times. To-date, there have been no impgiment charges in our investment

portfolio.”

Tax equivatent net interest incoma for the fourth quarter of 2008 increased $630,000 or 7.3 parcent compared o he same three-month
pericd in 2007, Components of tie change in net indsrest income for the comparable guaniers were: the InCrease in earming assets
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contributed a $969,000 increase, while the reduction in nel interest margin reduced net interest income by $315,000. The Company reported
a tax equivalent net interest margin of 3.02% for the fourth quarter of 2008, compared to 3.19% for the third quarter of 2008, and 3.37% for
the fourth quarter of 2007. The decrease in net interest margin over the last fifteen months resulted from the prolonged actions by the
Federal Reserve to aggressively reduce key benchmark lending rates. "Over the coming 12 months we have $637 million in CD's maturing
with an average cost of 3.26%. If rates remain at current levels, we anticipate significant margin improvement as these deposits reprice,”

said Montgomery.
Deployment and Use of Treasury Capital investment

During the fourth quarter of 2008, the U.S. Treasury invested $31.3 milion in (NASDAQ-SMALL:BNCN) BNC Bancom through the CPP. This
program has received much aftention in the media, and while there are many written terms and conditions of the program, our reasoning for
participating was o better enable our Company to serve our custorners and communities with access to affordable and reasonably
underwritten consumer and commercial credit.

Our Company has a history of commitment to our focal economy and in the fourth quarter we took this strong commitment a step further with
the announcement of the Builder Participation Program. This program was designed to provide up to $100 million in available in-house credit
to qualified buyers who purchase residential housing inventory listed on our website and currently being financed as part of our residential
construction loan portfolio. With the secondary mortgage market not functioning efficiently, we have stepped up our in-house commitment to
help fill that void, and provide our builders with a source for qualified buyers to access affordable and deserving credit. Our Builder
Participation Program is a major commitment on our part to help stabilize the housing market in our communities, and provide credit locally
when secondary markets are not functioning as intended.

Also in the fourth quarter, when the Treasury announced thelr plans to offer capital injections into healthy banks, our management
recognized that there were significant advantages to being an early recipient, and therefore we were one of the first to apply for and receive
the CPP. In early November, well before rates in the mortgage backed securities markets began to decline due to aggressive purchases by
the Federal Reserve, the Treasury, and other community banks looking to leverage their new capital, management began implementing our
strategy to deploy a portion of the CPP capital into government agency mortgage-backed securities. This strategy resulted in the Company
investing $315 million in government backed securities during the fourth quarter with an average tax-equivalent yield of 5.70%.

Growth in Capital

{NASDAQ-SMALL:BNCN) BNC Bancorp's leverage ralio was 8.77%, up from 7.14% in the third quarter of 2008. In addition, the Company’s
Tier 1 risk-based capital and total risk-based capita! ratios were 9,98% and 11.83%, respectively, up from 7.77% and 9.74%, respectively, at
Sept. 30, 2008. These increases reflect the $31.3 million of capital invested by the U.S. Treasury on Dec. 5, 2008.

in December, the Board of Directors declared a $0.05 per share quartedy dividend, payable Feb. 20, 2009 to shareholders of record on Feb.
6, 2008. "While there are many companies reducing or efiminating dividends as a result of these challenging economic times, as a result of
(NASDAQ-SMALL:BNCN} BNC Bancorp's capital strength and healthy balance sheet, we are pleased to be able to continue our cash
dividend at the same annualized rate. The initiation of a quartery cash dividend signals an ongoing confidence in our Company’s long-termn
strategic plan ang ability to generate sufficient capital to fund future dividends and growth opportunities,” said W. Swope Montgomery Jr.,
President and CEO.

{NASDAQ-SMALL:BNCN) BNC Bancorp is the parent Company of (NASDAQ-SMALL:BNCN) Bank of North Carolina, a $1.57 billion
commercial bank that provides a compiete line of banking and finandial services to individuals and businesses through full-service banking
offices located in the cities of Thomasville, High Point, Salisbury, Greensboro, Archdale, Lexington, Kemersville, Harrisburg, Welcome and
Oak Ridge, North Carolina. In addition, the Bank operates limited service banking offices in Winston-Salem and Mooresville, North Carolina.
(NASDAG-SMALL:BNCN) Bank of North Carolina is insured by the FDIC and Is an equal housing lender. (NASDAQ-SMALL:BNCN} BNC
Bancorp’s stock is quoted in the Nasdaq Capital Market under the symbol "BNCN."

CAUTION REGARDING FORWARD-LOOKING STATEMENTS

From time to time, we make written and oral forward-looking statements within the meaning of certain securities laws, induding in this press
release, in other filings with the U.S. Securities and Exchange Commission, in reports to shareholders and in other communications. These
forward-looking statements include, among others, statements with respect to our objectives for 2008 and beyond, and the medium and long
terms strategies to achieve those objectives, as well as slatements with respect lo our beliefs, plans, expectations, anticipations, estimates

and intentions.

By their very nature, forward-looking statements involve inherent risks and uncertainties, both general and spedific, and risks exist that
predictions, forecasts, projections and other forward-looking statements will not be achieved. We caution readers not to place undue reliance
on these statements as a number of important factors could cause actual results to differ matedatly from the plans, objectives, expectations,
estimates and intentions expressed in such forward-looking statements. These factors indude, but are not limited to, the strength of the
North Carolina economy and real estate markets in general and the strength of the local economies and real estate markets within North
Caroiina in which we conduct operations; the strength of the United States economy; the effects of changes in monetary and fiscal policy,
including changes in interest rate polides of the Board of Govemors of the Federal Reserve System in the United States; judicial decisions;
the effacts of competition In the markets in which we operate; inflation; the timely development and introduction of new products and
services in receptive markets; the impact of changes in the laws and regulations regulating financial services (induding banking, insurance
and securities); changes in lax laws; technological changes; our ability to complete strategic acquisitions and o integrate acquisitions;
judicial or requlatory proceedings; changes In consumer spending and saving habits; the possible impact on our businesses of intemational
conflicts and other developments induding those relating to the war on terrorism; and our anticipation of and success in managing the risks

implicated by the foregoing.
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TARP Funds in NC to Help Out the Homebuilder Community

BY BRAD FIHRELSTEIN

NEW YORK~—It is not oaly the Jarge players
that are disclosiog bow they plan to spend
thedr Tronbled Asset Relief Program funds. A
trio of North Carolina-based institutions have
tied their spending of the goveramen! mongy
to progeans to help oul the homebuilder
communily.

Citizens Sowh Bank, Gastonta, N.C,, said

it will use all of its $20.5 million in TARP
money 10 create a 30-year residential loan
program with a starting interest rate of 3.5%
in an effort 1o stimulate its local hovsing
market,

The lona program hag a maximum rate of
5.5% and waives closing costs,

The progrusn will bring together boilders
and developers, who are Citizens South
customers and have extra housing stock or

HATIONAL NORTRARE NOWS FEBUARY 23,2009

residential lots ready for sale, with copsumers
who are looking for the best possible
morigage rate, Participating  builders and
developers will agree to pay the closing costs
on e motgages 85 a form of assistance 1o
yualified homebuyers,

The start e of 3.5% is set for the first
24 months; thea the loan adjusts o the 5.5%

rate. Applicants will be qualified at the 5.5%
rate. Citizens Sonth will hotd the oans in
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| received $31.3 million in TARP funds.
. A portion of that money was used

in the
fourth quarter a5 part of the funding to

| purchase $315 million in povernment agency
1 morlgage-biacked securitiog,

It hay zlso made a commitnent of $100

mitlion for its Builder Participation Program,
where congumers can purchase from the
residential housing inventory listed on its
wehsite which BNC is providing construction
oan fonding.

At the Bank' of Ouak-Ridyge (NG9, Ron
Black, chief exeoutive, said its Community
Loan lovestment Progrmm uses the TARP
funds to pravide financiag on specific homes
and Jots §o the Triad area. :

“Withowt this specinl financing  and
incentives, these homes and lots would
mast likely sit vacant. This program allows
homebuyers the opportunity to move forward
with getting their dream home. This, in twen,
allows hemeboilders to put people to work

aad get a wleon on theic wvestment”™ M
Black said,

BY FEREIFER BN

NEW YORK—Based on a review of the
33 US. homshuilders with wore than
$10 million in revenue, nearly 30% are in
financial distress and in danger of filing
for bankrupicy, according to ag analysis by
Grant Thomton Corporate Advisory and
Restructuring Services.

“I’s striking when you see just how rouch
cash flow has continued to docline for the
better builders,” said John Bittner, pantoer at
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Homebuilder Bankruptcies Rising

better negotiation position with the leader™

According o Grant Thorgton principal
Tim Skillman, Southern California and .
Florida are key markets to watch for evidence
of a national tumaround,

“We won’t begin to sce a recovery nntil
these regions boBtom ost” be ssid “The
indicator will not be the quantity of sales, but
the median price of homes sold.”
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