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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statemabtsut future expectations, activities and evdms ¢onstitute forward-looking statements within
the meaning of, and subject to the protection etti®n 27A of the Securities Act of 1933, as amendad Section 21E of the Exchange Act and are
intended to be covered by the safe harbor provigetthe same. Forward-looking statements are basediobeliefs, assumptions and expectations of our
future financial and operating performance and gingwans, taking into account the information caothgavailable to us. These statements are not
statements of historical fact. The words “believeyay,” “forecast,” “should,” “anticipate,” “estiate,” “expect,” “intend,” “continue,” “would,” “cold,”
“hope,” “might,” “assume,” “objective,” “seek,” “@n,” “strive” or similar words, or the negativestbése words, identify forward-looking statements.

Forward-looking statements involve risks and uraettes that may cause our actual results to diffaterially from the expectations of future results
we express or imply in any forward-looking statetsein addition to the other factors discussed&‘Risk Factorssection of this Annual Report on Fo
10-K, factors that could contribute to those diéfeces include, but are not limited to:

our limited operating history

the effects of future economic, business and mariweditions and changes, domestic and fore

changes in the local economies in our marketsaaelaersely affect our customers and their abititransact profitable business with us, including
the ability of our borrowers to repay their loamsa@rding to their terms or a change in the valuthefrelated collatera

changes in the availability of funds resultingrierieased costs or reduced liquid

a deterioration or downgrade in the credit quaityl credit agency ratings of the securities insmaurities portfolio

impairment concerns and risks related to ourstment portfolio of collateralized mortgage obligas, agency mortgage-backed securities and
pooled trust preferred securiti

the incurrence and possible impairment of goddwgiociated with an acquisition and possible a#/short-term effects on our results of
operations

increased credit risk in our assets and increapedating risk caused by a material change in ceroial, consumer and/or real estate loans as a
percentage of our total loan portfol

the concentration of our loan portfolio in loandlateralized by real estat

our level of construction and land development emtimercial real estate loar

changes in the levels of loan prepayments andethdting effects on the value of our loan portfp

the failure of assumptions and estimates underlfhegestablishment of and provisions made to tlesvahce for loan losse

our ability to expand and grow our business guetations, including the establishment of additidmanches and acquisition of additional
branches and banks, and our ability to realizectist savings and revenue enhancements we expecsiroh activities

changes in governmental monetary and fiscal jgsljiéncluding interest rate policies of the Boafdsovernors of the Federal Reserve System, or
changes in interest rates and market prices, wdoakd reduce our net interest margins, asset viahsmtnd expense expectatio

increased competition for deposits and loans adlyeedfecting rates and terrr

the continued service of key management perso

the potential payment of interest on demand depasibunts to effectively compete for custom

potential environmental liability risk associateittwlending activities

increased asset levels and changes in the compositiassets and the resulting impact on our dapitals and regulatory capital ratic



our ability to acquire, operate and maintain @ffctive and efficient systems without incurrimgexpectedly difficult or expensive but necessary

technological changes; a

e legislative and regulatory changes, includingnges in banking, securities and tax laws and réignis and their application by our regulators,
including those associated with the Dodd Frank \8&ket Reform and Consumer Protection Act (thediBrank Act”) and changes in the scope
and cost of Federal Deposit Insurance Corpora“FDIC”) insurance and other covera

e increases in regulatory capital requirements#orking organizations generally, which may advgraéfiect our ability to expand our business or
could cause us to shrink our busine

e the effects of war or other conflicts, acts of deism or other catastrophic events that may affeceral economic condition

e changes in accounting policies, rules and practiogsapplications or determinations made thereu

e the risk that our deferred tax assets could Haaed if future taxable income is less than culyesstimated, if corporate tax rates in the futare
less than current rates, or if sales of our chpiteck trigger limitations on the amount of neeogting loss carryforwards that we may utilize for
income tax purposes; ai

e other factors and risks described under “Riskdtat herein and in any of our subsequent repbrswe make with the Securities and Exchange

Commission (thé¢Commissiol” or “SEC”) under the Exchange Ac

Forward-looking statements are not guaranteesridimeance or results. A forward-looking statememyrmclude a statement of the assumptions or bases
underlying the forwardeoking statement. We believe we have chosen thgsemptions or bases in good faith and that theyesrsonable. We caution y
however, that assumptions or bases almost alwaysfnan actual results, and the differences betwssssumptions or bases and actual results can be
material. When considering forward-looking statetaepou should keep in mind the risk factors arfbotautionary statements in this Annual Report on
Form 10-K. These statements speak only as of tteeafdhis Annual Report on Form ¥0{or an earlier date to the extent applicable)dpt as required |
applicable law, we undertake no obligation to updatblicly these statements in light of new infotima or future events.



PART |
Item 1. — Business
Overview

Southern National Bancorp of Virginia, Inc. (“Soath National”, “we” or “our”) is the bank holdingpmpany for Sonabank (“Sonabank” or the “Bank”), a
Virginia state chartered bank which commenced djmrsi.on April 14, 2005. Sonabank conducts fullvg@r community banking operations from locations
in Fairfax County (Reston, McLean and Fairfax), (Mttesville, Warrenton, Middleburg, Leesburg, NMarket, Front Royal, South Riding, Richmond ¢
Clifton Forge, Virginia and in Rockville, Marylarahd maintains loan production offices in Richmo@Harlottesville, Warrenton and Fredericksburg. A
December 31, 2011, we reported, on a consolidadsis btotal assets of $611.4 million, total loaret, of deferred fees, of $491.8 million, total deit®of
$461.1 million and shareholders’ equity of $99. lliom.

While we offer a wide range of commercial bankiegvices, we focus on making loans secured primasilgommercial real estate and other types of
secured and unsecured commercial loans to smaklnaalilim-sized businesses in a number of industgessell as loans to individuals for a variety of
purposes. We are a leading Small Business Admatistr (SBA) lender among Virginia community banWée also invest in real estate-related securities,
including collateralized mortgage obligations ageérecy mortgage backed securities. Our principatcgsuof funds for loans and investing in securiiess
deposits and, to a lesser extent, borrowings. Viéx afbroad range of deposit products, includingcking (NOW), savings, money market accounts and
certificates of deposit. We actively pursue businetationships by utilizing the business contaétsur directors, senior management and other bank
officers, thereby capitalizing on our knowledgeoaf local market areas .

Effective December 4, 2009, Sonabank assumed eeattgiosits and liabilities and acquired certairetsssf Greater Atlantic from the FDIC as receivar f
Greater Atlantic Bank, pursuant to the terms ofiechase and assumption agreement entered inteeliyathk and the FDIC on December 4, 2009 (the
“Agreement”). On December 5, 2009, the former GreAtlantic offices, located in Reston, New Marketont Royal and South Riding, Virginia and
Rockville, Maryland opened as Sonabank branches.

Southern National filed a Form 8-K on February 12, disclosing that it will restate its financ&htements for the year ended December 31, 2069, th
interim quarterly periods and year ended DecemhePB10 and the interim quarterly periods throught&mber 30, 2011. In December 2009, we acquired
Greater Atlantic Bank from the FDIC. We have idiéed errors in the purchase accounting relateth&b acquisition. The most significant adjustment
involves the initial estimate of the FDIC indemaiftion asset. We engaged an outside vendor talatdahe estimated fair value of the indemnifioati

asset. Recently, we retained another vendor istasgith the evaluation and accounting for the einmhification asset going forward, and the error was
discovered. The restatement resulted in the relefshe entire gain of $11.2 million recognizedidg the fourth quarter of 2009. All 2009 and 2010
amounts set forth in this Annual Report on FormKl@s applicable, reflect the restatement of presfipissued financial statements.

The Bank paid no cash or other consideration taiaed@sreater Atlantic Bank. The Bank and the FRHgered into a loss sharing agreement (the “loss
sharing agreement”) on approximately $143.4 milljoost basis) of Greater Atlantic Bank’s assetee Bank will share in the losses on the loans and
foreclosed loan collateral with the FDIC as spedifin the loss sharing agreement; we refer to thesets collectively as “covered assets.” Pursaihie
terms of the loss sharing agreement, the FDIC ligatied to reimburse the Bank for 80% of lossesmfo $19 million with respect to the covered asset
The FDIC will reimburse the Bank for 95% of loss#e&xcess of $19 million with respect to the codeassets. The Bank will reimburse the FDIC for 80%
of recoveries with respect to losses for whichRB#C paid the Bank 80% reimbursement under thedbssing agreement, and for 95% of recoveries with
respect to losses for which the FDIC paid the Ba5fl reimbursement under the loss sharing agreement.



On October 1, 2011, we completed the acquisitiothefMidlothian Branch of the Bank of Hampton Raatiée assumed deposits in the amount of §

million.

We primarily market our products and services talsand medium-sized businesses and to retail goassi Our strategy is to provide superior service
through our employees, who are relationship-origatied committed to their respective customers. Odinchis strategy, we intend to grow our business,
expand our customer base and improve our profitabilhe key elements of our strategy are to:

Utilize the Strength of our Management Teahie experience and market knowledge of our managéteam is one of our greatest
strengths and competitive advantages. Our chair@aargia S. Derrico, was the founder, chairmarnefttoard and chief executive
officer, and our president, R. Roderick Porter, waspresident and chief operating officer, of ®eut Financial Bancorp, Inc., a publicly
traded bank holding company. At the time of itedal Provident Bankshares, Inc. in April of 200duthern Financial had $1.5 billion in
assets and operated 34 full-service banking offdé®outhern Financial Bank, which was foundedairfax County and subsequently
expanded into Central and Southern Virginia. Inoigdhe members of our current senior managemaent,t85 of our employees
previously worked with our chairman and presidér@@uthern Financial Ban

Leverage Our Existing Foundation for Additional @uth. Based on our management’s depth of experience emairc infrastructure
investments, we believe that we will be able teetallvantage of certain economies of scale typiealjgyed by larger organizations to
expand our operations both organically and thraatgdtegic coseffective branch or bank acquisitions. We beliehat the investments v
have made in our data processing, staff and braathork will be able to support a much larger absse. We are committed, howeve
control any additional growth in a manner desigteethinimize the risk and to maintain strong capitdios.

Continue to Pursue Selective Acquisition OpportasitHistorically, acquisitions have been a key p&uw growth. Since our formatio
we have completed the acquisition of the MidlothiBzanch in Richmond, Virginia on October 1, 2011 aicquisition and assumption of
certain assets and liabilities of Greater AtlaBank from the FDIC on December 4, 2009, the actjoisbf a branch of Millennium Bank
in Warrenton, Virginia on September 28, 2009, tbgudsition of the Leesburg branch location from Raers Corporation which opened
on February 11, 2008, the acquisition ¢f3ervice Bank in December of 2006 and the acquisiticthe Clifton Forge branch of First
Community Bancorp, Inc. in December of 2005. Weik to continue to review branch and whole bankiigittpn opportunities,
including possible acquisitions of failed finandiastitutions in FDIC assisted transactions, andlpuirsue these opportunities if they
represent the most efficient use of our capitalenride circumstances. We believe that we have dstradad that we have the skill set and
experience to acquire and integrate successfully bank and branch acquisitions, and that withstheng capital position we have, we
well-positioned to take advantage of acquisitiopaunities as they may arise. We intend to foausaogets in our market areas or other
attractive areas with significant core depositsand potential customer base compatible with somgh strategy



De novo branch expansic. In addition to our acquisition strategy, we ptaropen de novo branches from time to time tarilbur
existing footprint as we did in Middleburg in 20:

Focus on the Business Owr. It is our goal to be the bank that business owireour markets turn to first for commercial bantkneeds
as a result of our superior personal service aaedaifored products and services that we providehdlp achieve this goal, w

(o]

have a standing credit committee that meetsften as necessary on a “when needbedis to review completed loan applicatic
making extensive use of technology to facilitate ioternal communications and thereby enablingoug$pond to our customers
promptly;

are an SBA approved “Preferred” lender, whiehmits us to make SBA loan decisions at Sonabaitier than waiting for SBA
processing. We offer a number of different typeSBA loans designed for the small and medsized business owner and so
of our SBA loan customers also have other relatigmsswith Sonabank. This product group is complea gaper intensive” and
not well utilized by some of our competito

provide Internet business bankingvatw.sonabank.corvhich allows our business customers 24-hour weledascess to their
accounts so they can confirm or transfer balarmqagbills, download statements and use our “Welkhoxg” or “Sona Cash
Manager”

provide our business customers with “SonbBldise,” a service that utilizes Check 21 technolmggllow customers to make
remote deposits from their business locations anesghem access to those funds within 24 to 48$@nd

provide our business customers with acceS&\BL, our recently developed state-of-the-art &bssed lending system. Unlike
most asset-based lending systems, which are basedoual processes or software that certifies gpamyis borrowing base
periodically, SABL provides a real time capabilibyanalyze and adjust borrowing availability basadactual collateral levels.
SABL is predicated on a link between any kind afamting software used by the customer and Son{s server

Maintain Local Decisio-Making and AccountabilityWe believe that we have a competitive advantage larger national and regional
financial institutions by providing superior custenservice with experienced, knowledgeable managgruealized decision-making
capabilities and prompt credit decisions. We beithat our customers want to deal directly withpglkesons who make the credit
decisions

Focus on Asset Quality and Strong Underwrit. We consider asset quality to be of primary imaoce and have taken measures in an
effort to ensure that, despite the growth in oanlportfolio, we strive to maintain strong assedligy.

Build a Stable Core Deposit Ba. We intend to continue to grow a stable core diépase of business and retail customers. To thenex
that our asset growth outpaces this local deposilihg source, we plan to continue to borrow amgerdeposits in the national market
using deposit intermediaries. We intend to contiouepractice of developing a deposit relationshiih each of our loan custome



General

Our principal business is the acquisition of defsosom the general public through our branch eiand deposit intermediaries and the use of these
deposits to fund our loan and investment portfoli’e seek to be a full service community bank firavides a wide variety of financial services to ou
middle market corporate clients as well as to etail clients. We are an active commercial lentlave been designated as a “Preferred SBA Lender” an
participate in the Virginia Small Business Finamchuthority lending program. In addition, we areautive commercial real estate lender. We alsosnve
funds in mortgage-backed securities, collateralimedtgage obligations, securities issued by agsnafi¢he federal government and pooled trust prefer
securities.

The principal sources of funds for our lending anestment activities are deposits, amortizatiod @payment of loans, prepayments from mortgage-
backed securities, repayments of maturing investrsecurities, Federal Home Loan Bank advances et borrowed money.

Principal sources of revenue are interest anddadeans and investment securities, as well agf@enme derived from the maintenance of deposit @cto
and income from bank-owned life insurance polic@sr principal expenses include interest paid grodiés and advances from the Federal Home Loan
Bank of Atlanta (“FHLB”) and other borrowings, an@erating expenses.

Available Information
Southern National files annual, quarterly and otleports under the Securities Exchange Act of 19184 the Securities and Exchange Commission

(“SEC”). These reports are posted and are availabho cost on our website, www.sonabank.cttmough the Investor Relations link, as soon as
reasonably practicable after we file such documeritts the SEC. Our filings are also available tigh the SEC’s website at www.sec.gov.

Lending Activities

Our primary strategic objective is to serve smalitedium-sized businesses in our market with a&tadf unique and useful services, including a &nthy
of commercial mortgage and non-mortgage loans. & feems include commercial real estate loans, oactin to permanent loans, development and
builder loans, accounts receivable financing, lioesredit, equipment and vehicle loans, leasimgl, @@mmercial overdraft protection. We strive to do
business in the areas served by our branches, \ighadho where our marketing is focused, and tts¢ mejority of our loan customers are located iisting
market areas. Virtually all of our loans are froringihia, Maryland, West Virginia, or Washington D.The Small Business Administration may from time
to time come to us because of our reputation apéerigse as an SBA lender and ask us to reviewradogside of our core counties but within our marke
area. Prior to making a loan, we obtain loan apgibois to determine a borrower’s ability to repayd the more significant items on these applicateme
verified through the use of credit reports, finahstatements and confirmations.

The following is a discussion of each of the mayges of lending:
Commercial Real Estate Lending

Permanent.Commercial real estate lending includes loans &manent financing. Commercial real estate lentipgally involves higher loan principal
amounts and the repayment of loans is dependelat;ga part, on sufficient income from the propestsecuring the loans to cover operating expenmses a
debt service. As a general practice, we requirecontmercial real estate loans to be secured bymafaged income producing properties with adequate
margins and to be guaranteed by responsible paviiedook for opportunities where cash flow frone ttollateral properties provides adequate debtcserv
coverage and the guarantor’s net worth is strondécember 31, 2011, our commercial real estateslé@r permanent financing including multi-family
residential loans and loans secured by farmlaradedt$237.3 million, of which $16.7 million was aged in the Greater Atlantic transaction.



Our underwriting guidelines for commercial realadstioans reflect all relevant credit factors, inithg, among other things, the income generated fie
underlying property to adequately service the diblat availability of secondary sources of repaynaertt the overall creditworthiness of the borrovier.
addition, we look to the value of the collaterahil@ maintaining the level of equity invested by thorrower.

All valuations on property which will secure loamger $250 thousand are performed by independesidauaippraisers who are reviewed by our executive
vice president of risk management and/or an officéependent of the transaction. We retain a Jediton real estate and obtain a title insurandepgon
first trust loans only) that insures the propestyree of encumbrances. In addition, we do tiél@rshes on all loans secured by real estate.

Construction. We recognize that construction loans for commeramiltifamily and other non-residential propertes involve risk due to the length of
time it may take to bring a finished real estatdpict to market. As a result, we will only makegbaypes of loans when pre-leasing or pre-salesher
credit factors suggest that the borrower can dheydebt if the anticipated market and properthdbmsv projections change during the constructibage.

Income producing property loans are supported ligegexe of the borrower’s capacity to service thietdall of our commercial construction loans are
guaranteed by the principals or general partnerfetember 31, 2011, we had $42.4 million of cardton, land and development loans, of which $2.9
million was acquired in the Greater Atlantic tractsan.

Construction loan borrowers are generally pre-diealifor the permanent loan by us or a third pafte obtain a copy of the contract with the general
contractor who must be acceptable to us. All plapscgifications and surveys must include proposgaiévements. We review feasibility studies and risk
analyses showing sensitivity of the project to ablés such as interest rates, vacancy rates, lateseand operating expenses.

Commercial Business Lending

These loans consist of lines of credit, revolvingdit facilities, demand loans, term loans, equipnieans, SBA loans, stand-by letters of credit and
unsecured loans. Commercial business loans arealsreecured by accounts receivable, equipmengritory and other collateral, such as readily
marketable stocks and bonds with adequate marcass, value in life insurance policies and savingstane deposits at Sonabank. At December 31, 2011,
our commercial business loans totaled $92.1 milladrwhich $2.1 million was acquired in the Greaiélantic transaction.

In general, commercial business loans involve nooedit risk than residential mortgage loans antiestate-backed commercial loans and, therefore,
usually yield a higher return to us. The increasskifor commercial business loans is due to tipe tyf collateral securing these loans. The incikas&
also derives from the expectation that commeroiah$ will be serviced principally from the operasmf the business, and that those operations wiayen
successful. Historical trends have shown that thyses of loans do have higher delinquencies tharigage loans. Because of this, we often utilize th
SBA 7(a) program (which guarantees the repaymenpdd 90% of the principal and accrued interestspto reduce the inherent risk associated with
commercial business lending.

10



Another way that we reduce risk in the commeraahl portfolio is by taking accounts receivable alfateral. Our accounts receivable financing féiei,
which provide a relatively high yield with considéte collateral control, are lines of credit unddich a company can borrow up to the amount of a
borrowing base which covers a certain percentagkeo€ompany’s receivables. From our customer’stpafi view, accounts receivable financing is an
efficient way to finance expanding operations beedaorrowing capacity expands as sales increasto@ars can borrow from 75% to 90% of qualified
receivables. In most cases, the borrower’s custepay us directly. For borrowers with a good trestord for earnings and quality receivables, wé wil
consider pricing based on an increment above tineeprate for transactions in which we lend up fmeecentage of qualified outstanding receivablegdas
on reported aging of the receivables portfolio.

We also actively pursue for our customers equiprtease financing opportunities. We provide finagcamd use a third party to service the leases. Paym
is derived from the cash flow of the borrower, sedit quality may not be any lower than it wouldibéhe case of an unsecured loan for a similariarho
and term.

SBA Lending

We have developed an expertise in the federallysguaed SBA program. The SBA program is an econaievelopment program which finances the
expansion of small businesses. We are a Prefeerddr in the Washington D.C. and Richmond Distiiétthe SBA. As an SBA Preferred lender, our pre-
approved status allows us to quickly respond tdocusrs’ needs. Under the SBA program, we origiaaie fund SBA 7(a) loans which qualify for
guarantees up to 90% of principal and accruedesteWe also originate 504 chapter loans in whietgenerally provide 50% of the financing, takinfiy st
lien on the real property as collateral.

We provide SBA loans to potential borrowers who@n@posing a business venture, often with existigh flow and a reasonable chance of success. \
not treat the SBA guarantee as a substitute far@tver meeting our credit standards, and, exaapihinimum capital levels or maximum loan terms, th
borrower must meet our other credit standards picaple to loans outside the SBA process.

Residential Mortgage Lending

Permanent.Our business model generally does not include nggg@manent residential mortgage loans. We doljt on a case-by-case basis. In the case
of conventional loans, we typically lend up to 80%he appraised value of singlemily residences and require mortgage insurancéms exceeding th
amount. We have no sub-prime loans. Substantifllbf ¢he residential mortgage loans were acquirggrevious acquisitions.

We retain a valid lien on real estate and obtaitieinsurance policy that insures the propertirée of encumbrances. We also require hazardanseran:
flood insurance for all loans secured by real propié the real property is in a flood plain as dgmted by the Department of Housing and Urban
Development. We also require most borrowers to adwdunds on a monthly basis from which we makbuitsements for items such as real estate taxes,
private mortgage insurance and hazard insurance.

Construction. We typically make single family residential camnstion loans to builders/developers in our mageeias. Construction loans generally have
interest rates of prime plus one to two percentfard of one to three points, loan-to-value raio80% or less based on current appraisals andstefm
generally nine months or less. In most cases, wieemake a residential construction loan to a bujlthe residence is prld. All plans, specifications a
surveys must include proposed improvements. Bomreweist evidence the capacity to service the debt.
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Home Equity Lines of Credit. Sonabank rarely originates home equity lines oflitreAt December 31, 2011, we had outstandingrizada totaling $44.5
million, of which $35.4 million were acquired inglGreater Atlantic transaction.

Consumer Lending

To a limited extent, we offer various types of secuand unsecured consumer loans. We make cons$oamsrprimarily for personal, family or household
purposes as a convenience to our customer basethieee loans are not the focus of our lendingiéies. As a general guideline, a consuraetébt servic
should not exceed 40% of his gross income or 45%ebfncome. For purposes of this calculation, dietitides house payment or rent, fixed installment
payments, the estimated payment for the loan beiggested and the minimum required payment on evglving debt. At December 31, 2011, we had
million of consumer loans.

Credit Approval and Collection Policies

Because future loan losses are so closely inteetivimith our underwriting policy, we have institutetiat management believes is a stringent loan
underwriting policy. Our underwriting guidelineseaailored for particular credit types, includingds of credit, revolving credit facilities, demalodns,
term loans, equipment loans, real estate loans, I8Bis, stand-by letters of credit and unsecuraddoWe will make extensions of credit based, among
other factors, on the potential borrower’s creditiiness, likelihood of repayment and proximityntarket areas served.

We have a standing Credit Committee comprisecedghin officers, each of whom has a defined lendinthority in combination with other officers. Tlees
individual lending authorities are determined by Ghief Executive Officer and certain directors @md based on the individual's technical abilitglan
experience. These authorities must be approvedibpaard of directors and our Credit Committee. Oradit Committee is comprised of four levels of
members: junior, regular, senior, and executivegan experience. Our executive members are MsicD@and Messrs. Porter and Baker. Mr. Stevens,
Chief Risk Officer, must approve risk ratings foahs over $1.5 million. Loans over a certain smest be approved by the full Board of Directorgveo
outside directors. Under our loan approval procésssponsoring loan officer’s approval is requioedall credit submissions. This approval must be
included in or added to the individual and joinengthorities outlined below. The sponsoring loariceffis primarily responsible for the customer’s
relationship with us, including, among other thingistaining and maintaining adequate credit fileimation. We require each loan officer to maintaian
files in an order and detail that would enablesirdérested third party to review the file and dsiee the current status and quality of the credit.

In addition to approval of the sponsoring loanc#fi we require approvals from one or more membftise Credit Committee on all loans. The approvals
required differ based on the size of the borrowiglgtionship. At least one senior or one executiagnber must approve all loans in the amount of {100

or more. All three of the executive members ofecbmmittee must approve all loans of $1 million aremn Regardless of the number of approvals needed,
we encourage each member not to rely on anotherh@esmapproval as a basis for approval and to trisaapproval as if it were the only approval
necessary to approve the loan. Our legal lending to one borrower is limited to 15% of our uninmea capital and surplus. We have an internal guida
line of 75% to 80% of the legal lending limit. A§December 31, 2011, our legal lending limit wppmximately $13.8 million. Our largest group cttezh

of December 31, 2011, was approximately $13.0 omilli
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The following collection actions are the minimabpedures which management believes are necessprggerly monitor past due loans and leases. W
borrower fails to make a payment, we contact thedveer in person, in writing or on the telephoné.a®minimum, all borrowers are notified by mail whe
payments of principal and/or interest are 10 dast due. Real estate and commercial loan borroaverassessed a late charge when payments are 10-15
days past due. Customers are contacted by a |fiaerdfefore the loan becomes 60 days delinquefiter A0 days, if the loan has not been broughtesurr

or an acceptable arrangement is not worked out tiv@tborrower, we will institute measures to rem#gy default, including commencing foreclosure@t
with respect to mortgage loans and repossessiocallateral in the case of consumer loans.

If foreclosure is effected, the property is sol@agtublic auction in which we may participate dsdader. If we are the successful bidder, we incltrae
acquired real estate property in our real estateedvaccount until it is sold. These assets aréechat fair value net of estimated selling costsiffe extent
there is a decline in value, that amount is chatgeaperating expense. At December 31, 2011, weottzat real estate owned totaling $14.3 million, of
which $636 thousand, net of discount, resulted fforaclosures on loans that were acquired in thea@r Atlantic transaction.

Special Products and Services
To complement our array of loans, we also provigefollowing special products and services to mmmercial customers:
Cash Management Services

Cash Management services are offered that enabBahk’s business customer to maximize the effyjesf their cash management. Specific products
offered in our cash management services programdacdhe following:
Investment/sweep accounts

Wire Transfer services

Employer Services/Payroll processing services

Zero balance accounts

Night depository services

Lockbox services

Depository transfers

Merchant services (third party)

ACH originations

Business debit cards

Controlled disbursement accounts

SONA 24/7 (Check 21 processing)

Sonabank asset based lending (SABL)

Some of the products listed above are describetpth below.

° SONA 24/7/Check 21SONA 24/7 is ideal for landlords, property managersdical professionals, and any other businessgstcept checks.
Sonabank is a market leader in banking technolagg,has created SONA 24/7 to empower its businessmers. Now the customers of Sonabank can
have total control over how, when, and where thieécks will be deposited. SONA 24/7 uses the neeckf runcation technology outlined by the “Check
Clearing for the 21st Century Act”, passed in OetoP004 (Check 21). This act allows banks to haurigersal technique for processing checks. With
Check Truncation, paper checks can now be convéstetéctronic images and processed between gaaticg banks, vastly speeding up the check clearing
process. SONA In-House passes on the benefits @€iChruncation directly to Sonabank’s businessarusts.
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° Lockbox Services:Sonabank will open a lockbox, retrieve and scannmag checks, and deposit them directly into th&@mer’s account. The
images of the checks will then be available to vaine. This makes bookkeeping for the customstrdad easy, and because Sonabank is checking the
lockbox daily, funds will often be available soonBig businesses have been using lockboxes fordéscas a cash management tool. Sonabank makes this
service cost effective for all small and mediurredibusinesses as well.

° Employer Services: Sonabank will provide its business clients withtwafe that allows them to generate ACH payroll $egtions to the
employees’ accounts.

° SABL: Asset Based Lending is a form of “collateral-tifidending. It is a combination of secured lendargd shorterm business lending. It it
specialized form of financing that allows a bak'ommercial customers to pledge their working tasdgpically inventory and account receivable
collateral to secure financing. Asset Based Lendioigowers are typically in the service, manufaagior distribution fields.

SABL is an Asset Based Lending software systemf byi Sonabank that allows the bank to monitor ¢bateral of its commercial borrowers who h
pledged their working assets (accounts receivantesother qualifying assets such as inventory)odlateral. SABL will also have the ability to trackhe:
offsets (liabilities, e.g. other loans the custorhas with the bank) to the line of credit. SABL wdlerve to provide the more stringent controls
supervision that this type of lending requires.

One control that is typical of Asset Based Lendisighat the commercial borrower is required to hdsecustomers remit invoice payments to a |
controlled lockbox. The bank retrieves these paymand the bank applies them directly to any ontiitey balance on the line. SABL allows for this
can combine that service with remote capture (cl2dgkf warranted.

Most Asset Based Lending systems are manual presesssoftware that certifies the borrowing basgopéally. These certifications are usually proad
in the form of manually created borrowing baseskbdcup with field exams. SABL will provide a re@ne capability to analyze and adjust borrov
availability based on the levels of collaterallst moment.

SABL also offers an automated collateral uploakling receivable information directly from the clisraccounting system. SABL also offers discretig
borrowings and pay offs, allowing clients to borrow or pay down their line at their discretionJ@sg as they are compliant with the SABL systenstlyg
SABL offers superior reporting, offering reportshiank officers that provide all the information yheeed to monitor risk. Customized reports can &k
built for clients.

° Other Consumer/Retail Products and Service€Other products and services that are offered bytre are primarily directed toward the
individual customer and include the following:

Debit cards

ATM services

Travelers Check

Savings bond

Notary service in some branct

Wire transfers

Telephone bankin

Online banking with bill payment servic
Credit Cards
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Competition

The banking business is highly competitive, andpofitability depends principally on our abilitp tompete in the market areas in which our banking
operations are located. We experience substamtipetition in attracting and retaining savings dg{soand in lending funds. The primary factors we
encounter in competing for savings deposits areeoient office locations and rates offered. Diremtnpetition for savings deposits comes from other
commercial bank and thrift institutions, money metrinutual funds and corporate and government seuvwhich may offer more attractive rates than
insured depository institutions are willing to paye primary factors we encounter in competingldans include, among others, interest rate and loan
origination fees and the range of services offe@ampetition for origination of loans normally cosiieom other commercial banks, thrift institutions,
mortgage bankers, mortgage brokers and insurampamies. We have been able to compete effectiviglyather financial institutions by:

e emphasizing customer service and technology;
e establishing long-term customer relationslaipd building customer loyalty; and
e providing products and services designed tyess the specific needs of our customers.

Employees

At December 31, 2011, we had 112 full-time equintkmmployees, five of whom were executive officégnagement considers its relations with its
employees to be good. Neither we nor Sonabank pagtg to any collective bargaining agreement.

SUPERVISION AND REGULATION

The business of Southern National and the Bankwaingect to extensive regulation and supervisioreufederal banking laws and other federal and state
laws and regulations, including primary oversighthe Board of Governors of the Federal Reservéefysind secondary oversight by Virginia and
possibly other authorities. In general, these land regulations are intended for the protectiothefcustomers and depositors of the Bank and mahé&
protection of Southern National or its sharehold8es forth below are brief descriptions of selddgavs and regulations applicable to Southern Matianc
the Bank. These descriptions are not intended t® dmmprehensive description of all laws and regria to which Southern National and the Bank are
subject or to be complete descriptions of the land regulations discussed. The descriptions afitstat and regulatory provisions are qualified igith
entirety by reference to the particular statuted ragulations. Changes in applicable statutes Jatéignos or regulatory policy may have a materidéefon
Southern National, the Bank and their business.

In addition to the system of regulation and sugstovi referenced above, the Dodd-Frank Wall Stredoin and Consumer Protection Act (the “Dodd-
Frank Act”), which is discussed in greater detailow, created the Consumer Financial ProtectioreBui(the “Bureau”), a new federal regulatory body
with broad authority to regulate the offering amdyision of consumer financial products. The Bure#icially came into being on July 21, 2011, and
rulemaking authority for a range of consumer firiahprotection laws (such as the Truth in Lendingt,Ahe Electronic Funds Transfer Act and the Real
Estate Settlement Procedures Act, among othersdfgaed from the federal prudential banking returkato the Bureau on that date. The Dodd-Frank Ac
gives the Bureau authority to supervise and exami@p®sitory institutions with more than $10 billionassets for compliance with these federal corsum
laws. The authority to supervise and examine daggsnstitutions with $10 billion or less in agsdor compliance with federal consumer laws walimain
largely with those institutions’ primary regulatorslowever, the Bureau may participate in examaretiof these smaller institutions on a “samplingi¥ia
and may refer potential enforcement actions againsh institutions to their primary regulators. eTBureau will also have supervisory and examination
authority over certain nonbank institutions thd&eotonsumer financial products. The Dodd-Frankidentifies a number of covered nonbank institusio
and also authorizes the Bureau to identify additiégmstitutions that will be subject to its juristion. Accordingly, the Bureau may participate in
examinations of the Bank, and could supervise aathine other direct or indirect subsidiaries of theun National that offer consumer financial prasuc
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The earnings of the Bank and therefore of Southiational are affected by general economic condsti@hanges in federal and state laws and regugation
and actions of various regulatory authorities,udahg those referenced above. Additional changése laws and regulations applicable to us aguiatly
proposed at both the federal and state levels. r@dnglatory framework under which we operate wilhnge substantially over the next several yeateas
result of the enactment of the Dodd-Frank Act, \atgalls for a variety of mandatory and permissidemakings to implement its requirements. The Dodd
Frank Act represents a significant overhaul of masgects of the regulation of the financial sewicelustry, addressing, among other things, systeisk,
capital adequacy, deposit insurance assessmentajroer financial protection, interchange feesvagities, lending limits, mortgage lending practices
registration of investment advisors and changesngntive bank regulatory agencies.

Federal Reserve Oversight, including the Bank Holdig Company Act of 1956 Under the Bank Holding Company Act of 1956, as ateen(“BHCA"),
we are subject to periodic examination by the Faldeeserve Board (“FRB”) and required to file pdi@reports regarding our operations and any
additional information that the FRB may require r@ativities at the bank holding company level largted to:

° banking, managing or controlling banl|

° furnishing services to or performing services far bank subsidiary; ar

° engaging in other activities that the FRB hageined by regulation or order to be so closelgtez to banking as to be a proper incident to
these activities

Some of the activities that the FRB has determmerkgulation to be proper incidents to the busiredsa bank holding company include making or
servicing loans and specific types of leases, paiifty specific data processing services and adtispme circumstances as a fiduciary or investroent
financial adviser. In approving acquisitions of kiag or nonbanking organizations or the additiomohbanking activities, the FRB considers, amoigiot
things, whether the acquisition or the additioraivities can reasonably be expected to producefiierio the public, such as greater conveniemmeebse
competition, or gains in efficiency, that outweigjich possible adverse effects as undue concemtiafti@sources, decreased or unfair competitiontlicts
of interest or unsound banking practices. Southational does not currently plan to perform anyhafse activities, but may do so in the future.

With some limited exceptions, the BHCA requiresrgueank holding company to obtain the prior appt@fdhe FRB before: (i) acquiring substantially al
the assets of any bank; (i) acquiring direct aliiect ownership or control of any voting sharesoy bank if after such acquisition it would owncontrol
more than 5% of the voting shares of such banke@mit already owns or controls the majority oftsslares); or (iii) merging or consolidating withogher
bank holding company. In approving bank acquisgibg bank holding companies, the FRB is requirecbtwsider, among other things, the financial and
managerial resources and future prospects of thie halding company and the banks concerned, theecdence and needs of the communities to be
served, and various competitive factors.
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In addition, and subject to some exceptions, th€BHind the Change in Bank Control Act, togethehwliteir regulations, require FRB approval prior to
any person or company acquiring “control” of a b&kding company. Control is conclusively presurt@eéxist if an individual or company acquires 25%
(5% in the case of an acquirer that is a bank hgldompany) or more of any class of voting seasitf the bank holding company. Control is rebuytab
presumed to exist if a person acquires 10% or nudrany class of voting securities and either leggstered securities under Section 12 of the Exgphdct
or no other person owns a greater percentage béldss of voting securities immediately after tlnsaction. The regulations provide a procedure fo
challenging this rebuttable control presumptiom S2ptember 22, 2008, the FRB issued a policyrateon equity investments in bank holding
companies and banks, which allows the FRB to gdigdya able to conclude that an entity’s investmisnitot “controlling” if the entity does not own in
excess of 15% of the voting power and 33% of tital ®quity of the bank holding company or bank.pBeding on the nature of the overall investment and
the capital structure of the banking organizatlmsed on the policy statement, the FRB will permoitcontrolling investments in the form of votingdan
nonvoting shares that represent in the aggregatesé than one-third of the total equity of thaliag organization (and less than one-third of alags of
voting securities, assuming conversion of all catible nonvoting securities held by the entity) giipless than 15% of any class of voting secesitdf the
banking organization.

In November 1999, Congress enacted the Gramm-LBélgy Act (“GLBA”), which made substantial revigig to the statutory restrictions separating
banking activities from other financial activitiddnder the GLBA, bank holding companies that aré-eapitalized under the prompt-corrective-action
provisions of the Federal Deposit Insurance CoramaAct of 1991 and welinanaged under applicable FRB regulations and nihet oonditions can ele
to become “financial holding companies” and engageertain activities that are not permissibleddsank holding company. As financial holding
companies, they and their subsidiaries are pemitt@cquire or engage in previously impermiss#utvities such as insurance underwriting, se@siti
underwriting and distribution, travel agency adtas, insurance agency activities, merchant banairdjother activities that the FRB determines to be
financial in nature or complementary to these éitis. Financial holding companies continue to bigject to the overall oversight and supervisiothef
FRB, but the GLBA applies the concept of functioregulation to the activities conducted by subsid& For example, insurance activities would be
subject to supervision and regulation by staterarsce authorities. Furthermore, if after becomirimancial holding company and undertaking act@stno
permissible for a bank holding company, the comgdaily to continue to meet any of the prerequisitedinancial holding company status, the company
must enter into an agreement with the FRB to comyjilly all applicable capital and management reguéets. If the company does not return to compli
within 180 days, the FRB may order the companyitest its subsidiary bank or the company may ditooe or divest investments in companies engaged
in, activities permissible only for a bank holdicgmpany that has elected to be treated as a fimldmaiding company. Although Southern National has
elected to become a financial holding company @eoto exercise the broader activity powers pradibe the GLBA, we may elect to do so in the future.

In addition, as a Federal Reserve Member bankB#mk is also subject to primary oversight by théBFF-Rs well as secondary oversight by the Virginia
Bureau of Financial Institutions and the Consunirafcial Protection Bureau. Notably, the discussibalow are relevant to both Southern National and
the Bank.

Bank Permitted Activities and Investments. Under the Federal Deposit Insurance Act (“FDIARe activities and investments of state membekdare
generally limited to those permissible for natiobahks, notwithstanding state law. With appropri@gulatory approval, a member bank may engage in
activities not permissible for a national bankhi& tappropriate bank regulator determines thatdtieity does not pose a significant risk to the Dgip
Insurance Fund and that the bank meets its miniaypital requirements.
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Dodd-Frank Wall Street Reform and Consumer Protecton Act. In July 2010, Congress enacted the Dodd-Frankégilatory reform legislation,
which the President signed into law on July 21,@08any aspects of the Doddtank Act are subject to further rulemaking and taike effect over sever
years, making it difficult for us to anticipate theerall financial impact to us or across the indusThe Dodd-Frank Act broadly affects the finatc
services industry by implementing changes to tharftial regulatory landscape aimed at strengthethgound operation of the financial servicesmect
including provisions that, among other things:

Create a new regulatory authority, the Consumeiarkiial Protection Bureau, responsible for implenmgnt examining and enforcil
compliance with federal consumer financial la

Apply new regulatory capital requirements, inéhgdchanges to leverage and risksed capital standards and changes to the congooi
permissible tiered capital, which, among othergbinwill require us to deduct all trust preferredwrities issued on or after May 19, 2010 f
our Tier 1 capital (existing trust preferred seteasi issued prior to May 19, 2010 for all bank leddcompanies with less than $15.0 billiol
total consolidated assets as of December 31, 2@08x@mpt from this requiremen

Broaden the base for FDIC insurance assessmemtstfr®@ amount of insured deposits to average totatalidated assets less average tan
equity during the assessment peri

Permanently increase FDIC deposit insurance to $@80and provide unlimited FDIC deposit insuran@gibning December 31, 20
through December 31, 2012 for noninterest bearergahd transaction accounts at all insured depgsitstitutions;

Permit banks to engage in de novo interstate biagdhthe laws of the state where the new brarglhoibe established would permit
establishment of the branch if it were charteredigh state

Repeal the federal prohibitions on the paymentntdrest on demand deposits, thereby permitting slgpyg institutions to pay interest
business transaction and other accot

Require financial holding companies to be well talffied and well managed as of July 21, 2011. Basiling companies and banks must
be both well capitalized and well managed in otdeacquire banks located outside their home s

Eliminate the ceiling on the size of the DIF andr@ase the floor of the size of the D
Add new limitations on federal preemptic

Impose new prohibitions and restrictions on thditghdf a banking entity and nonbank financial caang to engage in proprietary trading
have certain interests in, or relationships withedge fund or private equity fui

Require that sponsors of a-backed securities retain a percentage of the arielitinderlying the securitie

Requirement that banking regulators remove refe®ite and requirements of reliance upon credihgatifrom their regulations and repl
them with appropriate alternatives for evaluatingditworthiness

Implement corporate governance revisions, includiity regard to executive compensation and proxess by shareholders, that apply ti
public companies, not just financial institutiol

Amend the Electronic Fund Transfer Act which, amatiger things, gave the FRB the authority to esthbiules regarding interchange f

charged for electronic debit transactions by paytneard issuers having assets over $10 billion anehforce a new statutory requirement
such fees be reasonable and proportional to thialaobst of a transaction to the issuer;
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e Increase the authority of the FRB to examine usamchor-bank subsidiaries

Some of these and other major changes could miéngact the profitability of our business, thalue of assets we hold or the collateral avail&neur
loans, require changes to business practicesyoeg fos to discontinue businesses and expose wlltiioamal costs, taxes, liabilities, enforcemertiats and
reputational risk. Many of these provisions becaitfiective upon enactment of the Dodd-Frank Act,levbthers are subject to further study, rule- mgkin
and the discretion of regulatory bodies. In lighthese significant changes and the discretionrdéfd to federal regulators, we cannot fully prettiet effec
that compliance with the Dodd-Frank Act or any iemEknting regulations will have on our businessesbdity to pursue future business opportunities.
Additional regulations resulting from the Dodd-Fkakct may materially adversely affect our busindsgncial condition or results of operations.

The likelihood, timing, and scope of any such cleagd the impact any such change may have on uspossible to determine with any certainty. Also,
additional changes to the laws and regulationsiegdle to us are frequently proposed at both therfd and state levels. We cannot predict whetber
legislation or regulations will be enacted andnfcted, the effect that it, or any regulationsyidave on our business, financial condition sutes of
operations. Set forth below is a brief descriptidhe significant federal and state laws and l&gns to which we are currently subject. These
descriptions do not purport to be complete andjagdified in their entirety by reference to thetpmarar statutory or regulatory provision.

Insurance of DepositsSubstantially all of the deposits of the Bank a®ured up to applicable limits by the Deposit lasiwe Fund (“DIF”) of the FDIC
and the Bank must pay deposit insurance assesstoahts FDIC for such deposit insurance protecti®@he FDIC maintains the DIF by designating a
required reserve ratio. If the reserve ratio faow the designated level, the FDIC must adapstoration plan that provides that the DIF witura to an
acceptable level generally within 5 years. The Bd§erve ratio is maintained by assessing depgdiistitutions an insurance premium based upon
statutory factors, including the degree of riskitisitution poses to the DIF.

The Dodd-Frank Act amended the statutory regimesgtiag the DIF. Among other things, the Dodd-Fréak established a minimum designated reserve
ratio (“DRR") of 1.35 percent of estimated insudhosits, required that the fund reserve ratiolrda85 percent by September 30, 2020 and direbted t
FDIC to amend its regulations to redefine the agsest base used for calculating deposit insurassesaments. Specifically, the Dodd-Frank Act megui
the assessment base to be an amount equal toaregawconsolidated total assets of the insuredsitepy institution during the assessment periodjusi

the sum of the average tangible equity of the idwlepository institution during the assessmeribgeand an amount the FDIC determines is necessary
establish assessments consistent with the riskdtessessment system found in the Federal Depa@sitdnce Act.

On February 7, 2011, the FDIC approved a final thisg amended its existing DIF restoration plan immalemented certain provisions of the Dodd-Frank
Wall Street Reform and Consumer Protection Actis Thle, which took effect April 1, 2011, changée +DIC’s assessment system from one based on
domestic deposits to one based on the averagelmaied total assets of a bank minus its averaggiltéee equity during each quarter. Under the Fetyride
2011 final rule, the total base assessment ratésavy depending on the DIF reserve ratio. Faaraple, for banks in the best risk category, thal tohse
assessment rate will be between 2.5 -and 9 basisspehen the DIF reserve ratio is below 1.15 petceetween 1.5 and- 7 basis points when the DIF
reserve ratio is between 1.15 percent and 2 peroetween 1 and- 6 basis points when the DIF resextio is between 2 percent and 2.5 percent and
between 0.5 and- 5 basis points when the DIF resamio is 2.5 percent or higher.
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Separately, in November 2009, the FDIC adoptedeathat required all insured institutions with liex exceptions, to prepay their estimated quartésky
based assessments for the fourth quarter of 20@%oarall of 2010, 2011 and 2012. The assessmérith totaled $1.9 million for Southern Nationalasv
calculated by taking the institutianactual September 30, 2009 assessment base astragljt quarterly by an estimated 5% annual ghorate through th
end of 2012. Each institution recorded the eratim@unt of its prepaid assessment as a prepaid sxpan asset on its balance sheet, as of Decerhper 3
2009. As of December 31, 2009, and each quarteedfier, each institution records an expense chiaege to earnings, for its quarterly assessment
invoiced on its quarterly statement and an offsgttiredit to the prepaid assessment until the &ssethausted. As of December 31, 2011, $678 towis
prepaid assessments is included in other ass#is mccompanying consolidated balance sheet.

Safety and SoundnessThere are a number of obligations and restristiomposed on bank holding companies and their dgpgsnstitution subsidiaries

by federal law and regulatory policy that are desijto reduce potential loss exposure to the depesf such depository institutions and to the Difhe
event that the depository institution is insolvents in danger of becoming insolvent. These obidges and restrictions are not for the benefitofestors.
The FRB’s Regulation Y, for example, generally rieggia holding company to give the FRB prior nob€@any redemption or repurchase of its own equity
securities, if the consideration to be paid, togethith the consideration paid for any repurchasegdemptions in the preceding year, is equabéb br
more of the holding company’s consolidated net tnoFhe FRB may oppose the transaction if it bebetat the transaction would constitute an unsefe o
unsound practice or would violate any law or retiata Depending upon the circumstances, the FRBdc@ike the position that paying a dividend would
constitute an unsafe or unsound banking practice.

Regulators may pursue an administrative actionrmsgainy bank holding company or national bank whiclates the law, engages in an unsafe or unsound
banking practice or which is about to engage in@safe and unsound banking practice. The admitiistraction could take the form of a cease andstlesi
proceeding, a removal action against the respangiblividuals or, in the case of a violation of lamunsafe and unsound banking practice, a civibfig
action. A cease and desist order, in addition tijiting certain action, could also require thettain action be undertaken. Under the policiethefFRB,
Southern National is required to serve as a sofrfi@ancial strength to the Bank and to commibreses to support the Bank in circumstances where
Southern National might not do so otherwise. Natathle Dodd-Frank Act codified the FRB’s “sourcestriength” doctrine; this statutory change became
effective in July 21, 2011. In addition to the fgoéng requirements, the Dodd-Frank Act’'s new priavis authorize the FRB to require a company that
directly or indirectly controls a bank to submipoegts that are designed both to assess the abflgych company to comply with its “source of sg#ri
obligations and to enforce the company’s compliamitk these obligations. As of March 27, 2012, BRB and other federal banking regulators have not
yet issued rules implementing this requirement,chldire scheduled to be issued by July 21, 2012.
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Capital Requirements.Each of the FRB and the FDIC has issued risk-basddeverage capital guidelines under a tigocapital framework applicable
banking organizations that it supervises. Underiflebased capital requirements, Southern Natiandlthe Bank are each generally required to miaiata
minimum ratio of total capital to risk-weighted ass(including specific off-balance sheet actigfisuch as standby letters of credit) of 8%. Astdelf of
the total capital must be composed of “Tier 1 Gagitwhich generally consists of common sharehatequity, retained earnings, a limited amount of
qualifying perpetual preferred stock, qualifyinggt preferred securities and noncontrolling inter@sthe equity accounts of consolidated subsigsatess
goodwill and certain intangibles. Tier 2 capitahgrally consists of certain hybrid capital instants and perpetual debt, mandatory convertible debt
securities and a limited amount of subordinated,dgimlifying preferred stock, loan loss allowameel unrealized holding gains on certain equity stes.
In addition, each of the federal banking regula@mggncies has established minimum leverage capdairements for banking organizations. Under these
requirements, banking organizations must maintamramum ratio of Tier 1 capital to adjusted averagiarterly assets equal to not less than 3% ttess
than 4%, subject to federal bank regulatory evauatf an organization’s overall safety and soursdnén sum, the capital measures used by the federa
banking regulators are:

° the Total Ris-Based Capital ratio, which is the total of Tier itk-Based Capital and Tier 2 Capit
° the Tier 1 Ris-Based Capital ratio; ar
° the leverage ratic

Under these regulations, a state bank will be:
° “well capitalized” if it has a Total Risk-Base@fital ratio of 10% or greater, a Tier 1 Risk-Ba&mpital ratio of 6% or greater, a leverage ratio

of 5% or greater, and is not subject to any writigreement, order, capital directive, or promptective action directive by a federal bank
regulatory agency to meet and maintain a spedéiital level for any capital measu

° “adequately capitalized” if it has a Total Riskd®d Capital ratio of 8% or greater, a Tier 1 ABsised Capital ratio of 4% or greater, and a
leverage ratio of 4% or grea—or 3% in certain circumstanc—and is not well capitalizec

° “undercapitalized” if it has a Total Risk-Basedptal ratio of less than 8% or greater, a TieridkBased Capital ratio of less than 4%, or a
leverage ratio of less than 4% (or 3% in certafnuwrnstances

° “significantly undercapitalized” if it has a Tdfaisk-Based Capital ratio of less than 6%, a Ti€isk-Based Capital ratio of less than 3%, or a
leverage ratio of less than 3%;

° “critically undercapitalize” if its tangible equity is equal to or less than @f4angible asset:

The risk-based capital standards of each of the &fBthe FDIC explicitly identify concentrationsar&dit risk and the risk arising from non-traditéb
activities, as well as an institution’s ability neanage these risks, as important factors to bentigdte account by the agency in assessing antistits
overall capital adequacy. The capital guidelines @rovide that an institution’s exposure to a idecin the economic value of its capital due tonges in
interest rates be considered by the agency ada facvaluating a banking organization’s capétdéquacy.

The federal banking agencies’ risk-based and |geeratios are minimum supervisory ratios generafiglicable to banking organizations that meet gerta
specified criteria. Banking organizations not megthese criteria are expected to operate withtalgpdsitions well above the minimum ratios. Thedel
bank regulatory agencies may set capital requirésrfen a particular banking organization that aighir than the minimum ratios when circumstances
warrant. FRB guidelines also provide that bankirgpaizations experiencing internal growth or makéieguisitions will be expected to maintain strong
capital positions substantially above the minimwpesvisory levels, without significant reliance intangible assets.

In addition to requiring undercapitalized instiaris to submit a capital restoration plan, agengylegions contain broad restrictions on certainvéts of
undercapitalized institutions including asset gtovetcquisitions, branch establishment and exparistomew lines of business. With certain excejam
insured depository institution is prohibited fronaking capital distributions, including dividendsdais prohibited from paying management fees tdrobn
persons if the institution would be undercapitalizdter any such distribution or payment.
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As an institution’s capital decreases, the FDIGi®ecement powers become more severe. A significamidercapitalized institution is subject to mareda
capital raising activities, restrictions on intaregtes paid and transactions with affiliates, reat@f management and other restrictions. The FE4€ only
very limited discretion in dealing with a criticglundercapitalized institution and is virtually téged to appoint a receiver or conservator.

Banks with risk-based capital and leverage rat&ew the required minimums may also be subjecettain administrative actions, including the
termination of deposit insurance upon notice aratihg, or a temporary suspension of insurance withchearing in the event the institution has myitale
capital.

Changes to Definition of Tier 1 Capital.

Under Section 171 of the Dodetank Act trust preferred securities issued onfiardMay 19, 2010 no longer qualify as tier 1 capiHowever, bank holdir
companies with assets of less than $15 billiorofd3ecember 31, 2009) may continue to count trustepred securities issued before May 19, 2010 tds
their tier 1 capital. For bank holding companiethwnore than $15 billion, there is a three yearsphaut of tier 1 treatment for trust preferred sities
issued before May 19, 2010 (from January 1, 208@utgh January 1, 2016). Basel Ill also eliminatasttpreferred securities from the definition @frti.
capital, but calls for a 10 year phase out of tieis1 capital qualification. However, Basel lllsaot yet been implemented by US regulators. The
inconsistencies that exist between the Dodd-FractkaAdd Basel Il are expected to be addressedduatrs through future rulemakings.

Revisions to Capital Adequacy RequirementsThe Dodd-Frank Wall Street Reform and ConsumereRtimn Act requires the FRB, the Office of the
Comptroller of the Currency (“OCC”) and the FDICadopt regulations imposing a continuing “floor”"tbe 1988 capital accord (“Basel I") of the Basel
Committee on Banking Supervision (the “Basel Contemit) capital requirements in cases where the Bkl Committee capital accord (“Basel 117)
capital requirements and any changes in capitallagigns resulting from Basel Il (defined belowherwise would permit lower requirements. In Jufie o
2011, the FRB, the OCC and the FDIC issued a foiat rule to implement this requirement for ingtibns that satisfy certain asset thresholds csetibat
voluntarily apply the final rule.

On December 16, 2010, the Basel Committee releigsédal framework for strengthening internatiowapital and liquidity regulation (“Basel 111”). Bal
IIl, when implemented by the U.S. banking ageneied fully phased-in, will require bank holding camnmges and their bank subsidiaries to maintain
substantially more capital, with a greater emphasisommon equity. In June 2011, the Basel Commitisued a revised version of the rules that irexus
minor modification of the credit valuation adjusmméor the risk of loss caused by changes in teditspread of a counterparty due to changes irétsit
quality). The U.S. banking agencies have yetdodsregulations implementing Basel Ill.. Notwitimgtang its release of the Basel Il framework, tresBl
Committee is considering further amendments to Béséncluding the imposition of additional capitsurcharges on globally and systemically impdrtan
financial institutions. In addition to Basel llhé Dodd-Frank Wall Street Reform and Consumer Bfiote Act requires or permits the Federal banking
agencies to adopt regulations affecting bankintituteons’ capital requirements in a number of ®&s. Accordingly, the regulations ultimately appble
to the Company may be substantially different fittve Basel Il framework as published in Decembet@and modified in June 2011.

The Basel lll final capital framework, among othieings, (i) introduces as a new capital measureni@on Equity Tier 1" (“CET1"), (ii) specifies thatifr

1 capital consists of CET1 and “Additional Tierdpdtal” instruments meeting specified requiremetiiiy,defines CET1 narrowly by requiring that most

adjustments to regulatory capital measures be e@&T1 and not to the other components of cagpitdl (iv) expands the scope of the adjustments as
compared to existing regulations.
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When fully phased in on January 1, 2019, Baseakljuires banks to maintain (i) as a newly adoptéernational standard, a minimum ratio of CET1is&r
weighted assets of at least 4.5%, plus a 2.5% t@lagnservation buffer” (which is added to the%s.€ET1 ratio as that buffer is phased in, effedyive
resulting in a minimum ratio of CET1 to risk-weightassets of at least 7%), (ii) a minimum ratidief 1 capital to risk-weighted assets of at |€a8%%,
plus the capital conservation buffer (which is atlttethe 6.0% Tier 1 capital ratio as that buffephased in, effectively resulting in a minimumrTie
capital ratio of 8.5% upon full implementation)j)(a minimum ratio of total (that is, Tier 1 pld$er 2) capital to risk-weighted assets of at |éa6%6, plus
the capital conservation buffer (which is addeth®8.0% total capital ratio as that buffer is gthi, effectively resulting in a minimum total d@pratio
of 10.5% upon full implementation) and (iv) as avheadopted international standard, a minimum lagerratio of 3%, calculated as the ratio of Tier 1
capital to balance sheet exposures plus certaibhaéfnce sheet exposures (computed as the avemagadh quarter of the month-end ratios for thetgupn
Basel Il also provides for a “countercyclical dapbuffer,” that would be added to the capital ®envation buffer generally to be imposed when matio
regulators determine that excess aggregate cnaittly becomes associated with a buildup of systeisikc

Proposed Liquidity Requirements. Historically, regulation and monitoring of bankdabank holding company liquidity has been addissea
supervisory matter, without required formulaic meas. The Basel lll final framework will requirerides and bank holding companies to measure their
liquidity against specific liquidity tests thatfladugh similar in some respects to liquidity measuristorically applied by banks and regulators for
management and supervisory purposes, going forwalrde required by regulation. One test, refertecs the liquidity coverage ratio (“LCR’ls designe:
to ensure that the banking entity maintains an aaleglevel of unencumbered high-quality liquid &s&gjual to the entity’s expected net cash outflmva
30-day time horizon (or, if greater, 25% of its egfed total cash outflow) under an acute liquigitgss scenario. The other, referred to as thstakle
funding ratio (“NSFR”), is designed to promote maredium- and long-term funding of the assets atigtiies of banking entities over a one-year time
horizon. These requirements will incentivize bagkéntities to increase their holdings of U.S. Teeasecurities and other sovereign debt as a coemgon
of assets and increase the use of long-term debfasding source. The Basel lll framework callstfte LCR to be implemented subject to an obsewmati
period beginning in 2011, but would not be introgldi@s a requirement until January 1, 2015, an8i8ER would not be introduced as a requirement until
January 1, 2018. However, these requirements hatvget been implemented by U.S. banking regulaffinsis, these new standards are subject to further
rulemaking and their terms could change before émgntation.

Prompt Corrective Action. Under Section 38 of the Federal Deposit Insurantie(A&DIA”), each federal banking agency is reqdite implement a
system of prompt corrective action for institutidhat it regulates. The federal banking agencied|{dling the FRB and the FDIC) have adopted
substantially similar regulations to implement &&t38 of the FDIA. Section 38 of the FDIA and tiegulations promulgated thereunder also specify
circumstances under which the FDIC may reclassifiel capitalized bank as adequately capitalizedi may require an adequately capitalized bank or an
undercapitalized bank to comply with supervisoriicarcs as if it were in the next lower category (@ptcthat the FDIC may not reclassify a significantl
undercapitalized bank as critically undercapitaljze

The FRB and the FDIC may take various correctii®ons against any undercapitalized bank and ank baat fails to submit an acceptable capital
restoration plan or fails to implement a plan atedfy the FRB or the FDIC. These powers include aloe not limited to, requiring the institutiontie
recapitalized, prohibiting asset growth, restrigtinterest rates paid, requiring prior approvatapital distributions by any bank holding compalmgtt
controls the institution, requiring divestiture the institution of its subsidiaries or by the halglicompany of the institution itself, requiring @welection
of directors, and requiring the dismissal of dicestand officers.
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The aggregate liability of the holding company nfumdercapitalized bank is limited to the lesseb%f of the institution’s assets at the time it bmea
undercapitalized or the amount necessary to chesmstitution to be “adequately capitalized.” THenk regulators have greater power in situationsravh
an institution becomes “significantly” or “critidgf undercapitalized or fails to submit a capitestoration plan. For example, a bank holding compan
controlling such an institution can be require@ltain prior FRB approval of proposed dividendsmight be required to consent to a consolidatiotoor
divest the troubled institution or other affiliates

Brokered Deposit Restrictions. Adequately capitalized institutions (as definedgurposes of the prompt corrective action rulescdbed above) cannot
accept, renew or roll over brokered deposits exagipt a waiver from the FDIC, and are subject ttrietions on the interest rates that can be paiduzh
deposits. Undercapitalized institutions may noe@tcrenew, or roll over brokered deposits .

Payment of Dividends.Southern National is a legal entity separate astindit from Sonabank. The principal sources ofaasgh flow, including cash flow
to pay dividends to its stockholders, are dividethdd Sonabank pays to its sole shareholder, Souttigtional. Statutory and regulatory limitatiornmpdy to
Sonabank’s payment of dividends to us as well &ottthern National’s payment of dividends to iteckholders.

It is the policy of the FRB that bank holding comjes should pay cash dividends on common stock amlyf income available over the past year ang
if prospective earnings retention is consistenhilie organization’s expected future needs andhilah condition. The policy provides that bank hotd
companies should not maintain a level of cash éivity that undermines the bank holding companylgyati serve as a source of strength to its bagkin
subsidiaries.

Under FRB policy, a bank holding company has histdly been required to act as a source of findrati@ngth to each of its banking subsidiaries. As
described above in the discussion of “Safety ansh8pess” requirements, the Dodd-Frank Act codifiés policy as a statutory requirement. Under this
requirement, Southern National is expected to cdmesburces to support Sonabank, including at tiwtesn we may not be in a financial position to
provide such resources. Any capital loans by a lbendting company to any of its subsidiary bankssarfgordinate in right of payment to deposits and to
certain other indebtedness of such subsidiary bakksliscussed below, a bank holding company, itagecircumstances, could be required to guarantee
the capital plan of an undercapitalized bankingsgliary.

Capital adequacy requirements serve to limit thewmhof dividends that may be paid by Sonabankdddrfederal law, the Bank cannot pay a dividend if,
after paying the dividend, the bank will be “undmsitalized.” The bank regulatory agencies may dededividend payment to be unsafe and unsound ever
though the Bank would continue to meet its capéguirements after the dividend.

The ability of Southern National to pay dividendsalso subject to the provisions of Virginia laviheTpayment of dividends by Southern National and
Sonabank may also be affected by other factors, ast¢he requirement to maintain adequate cagitalearegulatory guidelines. The federal banking
agencies have indicated that paying dividendsdbptete a depository institution’s capital basaridnadequate level would be an unsafe and unsound
banking practice. Under the Federal Deposit Inszga@orporation Improvement Act of 1991, a depogitostitution may not pay any dividend if payment
would cause it to become undercapitalized orafriéady is undercapitalized. Moreover, the fedagancies have issued policy statements that prolate
bank holding companies and insured banks shouldrgéiy only pay dividends out of current operateagnings.
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In the event of a bank holding company’s bankrupiegier Chapter 11 of the U.S. Bankruptcy Codetrilngtee will be deemed to have assumed and to cure
immediately any deficit under any commitment by dedtor holding company to any of the federal bagkigencies to maintain the capital of an insured
depository institution. Any claim for breach of suabligation will generally have priority over masther unsecured claims.

Because we are a legal entity separate and digtomatour subsidiary Sonabank, our right to pap@te in the distribution of assets of any subsydigron
the subsidiary’s liquidation or reorganization via#t subject to the prior claims of the subsidiagreditors. In the event of a liquidation or othesolution
of an insured depository institution, the claimslepositors and other general or subordinated tomsdare entitled to a priority of payment over th@ms
of holders of any obligation of the institutionite shareholders, arising as a result of theiustas shareholders, including any depository instit holding
company (such as us) or any shareholder or creftliéoeof.

Privacy. Under the GLBA, financial institutions are requieddisclose their policies for collecting and mitng confidential information. Customers
generally may prevent financial institutions frohmsing nonpublic personal financial information lwitonaffiliated third parties except under narrow
circumstances, such as the processing of transaatamuested by the consumer or when the finamsttution is jointly sponsoring a product or sess
with a nonaffiliated third party. Additionally, fancial institutions generally may not disclose eonsr account numbers to any nonaffiliated thirdypgor
use in telemarketing, direct mail marketing or ottiarketing to consumers. Financial institutions farrther required to disclose their privacy pagto
customers annually. Financial institutions, howewel be required to comply with state law if & more protective of customer privacy than the GLBA
Sonabank has established policies and procedugesstme our compliance with all privacy provisiofishe GLBA.

Consumer Credit Reporting. On December 4, 2003, President Bush signed theaRdirAccurate Credit Transactions Act amendingeberal Fair Credit
Reporting Act. These amendments to the Fair CRelitorting Act (the “FCRA Amendments”) became effexin 2004.
The FCRA Amendments include, among other things:

° requirements for financial institutions to degejmlicies and procedures to identify potentiahiity theft and, upon the request of a consumer,
place a fraud alert in the consur s credit file stating that the consumer may bevibém of identity theft or other frauc

° consumer notice requirements for lenders that assumer report information in connection with -based credit pricing progran

° for entities that furnish information to consumeporting agencies (which would include Sonabardquirements to implement procedures and

policies regarding the accuracy and integrity &f filrnished information and regarding the correctié previously furnished information that is
later determined to be inaccurate; ¢
° a requirement for mortgage lenders to discloseicsedres to consumet

The FCRA Amendments also prohibit a business #tives consumer information from an affiliate fraging that information for marketing purposes
unless the consumer is first provided a noticeamdpportunity to direct the business not to usdrtformation for such marketing purposes (theamp);
subject to certain exceptions. We do not sharewraes information among our affiliated companiesrfarketing purposes, except as allowed under
exceptions to the notice and opt-out requiremddgsause no affiliate of Southern National is cutlyesharing consumer information with any other
affiliate for marketing purposes, the limitations sharing of information for marketing purposesnat have a significant impact on us.
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Audit Reports. Insured institutions with total assets of $500 imillor more must submit annual audit reports preghéay independent auditors to federal
and state regulators. In some instances, the exbtt of the institution’s holding company canused to satisfy this requirement. Auditors museiez
examination reports, supervisory agreements armttepf enforcement actions. For institutions watal assets of $1 billion or more, financial stagats
prepared in accordance with generally acceptedusticy principles, management’s certifications @mnéng responsibility for the financial statements,
internal controls and compliance with legal requiemts designated by the FDIC, and an attestaticghéguditor regarding the statements of management
relating to the internal controls must be submitteat institutions with total assets of more th&bdllion, independent auditors may be requiredetgew
quarterly financial statements. The Federal Defasiirance Corporation Improvement Act of 1991 (IE\") requires that independent audit committees
be formed, consisting of outside directors onlye Tommittees of such institutions must include membvith experience in banking or financial
management, must have access to outside coundahast not include representatives of large custeme

Anti-Terrorism and Anti-Money Laundering Legislatio n. A major focus of governmental policy on financiasiitutions in recent years has been aim
combating money laundering and terrorist financifige USA PATRIOT Act of 2001 (the “USA Patriot AgtSubstantially broadened the scope of United
States anti-money laundering laws and regulatignsiposing significant new compliance and due eifige obligations, creating new crimes and penalties
and expanding the exttarritorial jurisdiction of the United States. Tbaited States Treasury Department has issued asdne cases, proposed a nur

of regulations that apply various requirementshef WSA Patriot Act to financial institutions. Thesgulations impose obligations on financial ingtdans

to maintain appropriate policies, procedures amdrots to detect, prevent and report money laumdeaind terrorist financing and to verify the idgntf

their customers. Certain of those regulations irepgpsecific due diligence requirements on finanidistitutions that maintain correspondent or private
banking relationships with non-U.S. financial ihgtions or persons. Failure of a financial inst@ntto maintain and implement adequate programs to
combat money laundering and terrorist financingoazomply with all of the relevant laws or regugais, could have serious legal and reputational
consequences for the institution.

Office of Foreign Assets Control RegulationThe United States has imposed economic sanctiatstfect transactions with designated foreign toes,
nationals and others. These are typically knowthasOFAC” rules based on their administration by the U.Sa3uey Department Office of Foreign Ass
Control (“OFAC”"). The OFAC-administered sanctioasgeting countries take many different forms. Galygrhowever, they contain one or more of the
following elements: (i) restrictions on trade withinvestment in a sanctioned country, includinghbitions against direct or indirect imports frand
exports to a sanctioned country and prohibition8ld$. persons” engaging in financial transactiogiating to making investments in, or providing
investment-related advice or assistance to, aisesect country; and (ii) a blocking of assets in ethihe government or specially designated natioofaiise
sanctioned country have an interest, by prohibitiagsfers of property subject to U.S. jurisdict{@rcluding property in the possession or contfdlc5.
persons). Blocked assets (e.g., property and bap&gits) cannot be paid out, withdrawn, set offansferred in any manner without a license fromAGCF
Failure to comply with these sanctions could haaréosis legal and reputational consequences.

Virginia Law. Certain state corporation laws may have an antde&r affect. Virginia law restricts transactiord\vibeen a Virginia corporation and its

affiliates and potential acquirers. The followinigaission summarizes the two Virginia statutes i@y discourage an attempt to acquire control of
Southern National.
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Virginia Code Sections 13.1-725 — 727.1 govern liistfed Transactions.” These provisions, with salexceptions discussed below, require approval by
the holders of at least two-thirds of the remaininging shares of material acquisition transactioesveen a Virginia corporation and any holder ofen
than 10% of any class of its outstanding votingesaAffiliated Transactions include mergers, stexghanges, material dispositions of corporatetases

in the ordinary course of business, any dissolubiothe corporation proposed by or on behalf ofraerested shareholder, or any reclassificatiocluiting

a reverse stock split, recapitalization, or mexfehe corporation with its subsidiaries which ieases the percentage of voting shares owned biatigflry
any 10% shareholder by more than 5%.

For three years following the time that a shareboliecomes an owner of 10% of the outstanding gatirares, a Virginia corporation cannot engagenin a
Affiliated Transaction with that shareholder with@pproval of two-thirds of the voting shares ottiemn those shares beneficially owned by that
shareholder, and majority approval of the disirgte directors. A disinterested director is a menab¢he company’s board of directors who was (i) a
member on the date the shareholder acquired mareli®%, and (ii) recommended for election by, os ekected to fill a vacancy and received the
affirmative vote of, a majority of the disinteredtdirectors then on the board. At the expiratiothefthree-year period, the statute requires agghafv
Affiliated Transactions by two-thirds of the votispares other than those beneficially owned byl@%é shareholder.

The principal exceptions to the special voting iegraent apply to transactions proposed after theetyear period has expired and require eitherttieat
transaction be approved by a majority of the caapion’s disinterested directors or that the tratieacsatisfies the fair-price requirement of thatste. In
general, the fair-price requirement provides that twostep acquisition transaction, the 10% shareholdestpay the shareholders in the second step «
the same amount of cash or the same amount anatyasideration paid to acquire the Virginia amation’s shares in the first step.

None of the foregoing limitations and special vgtiequirements applies to a transaction with ardp $8areholder whose acquisition of shares taking
or her over 10% was approved by a majority of thporation’s disinterested directors.

These provisions were designed to deter certaeotadrs of Virginia corporations. In addition, thatate provides that, by affirmative vote of a nmayoof
the voting shares other than shares owned by a¥tyst@reholder, a corporation can adopt an amendméstarticles of incorporation or bylaws providi
that the Affiliated Transactions provisions shait apply to the corporation. Southern National &mpout” of the Affiliated Transactions provisionsien it
incorporated.

Virginia law also provides that shares acquired transaction that would cause the acquiring péssanting strength to meet or exceed any of theehr
thresholds (20%, 33/3 % or 50%) have no voting rights for those shavaeeding that threshold, unless granted by anhajmte of shares not owned by
the acquiring person. This provision empowers apuamg person to require the Virginia corporatiorhold a special meeting of shareholders to camsid
the matter within 50 days of the request. SoutiNational also “opted out” of this provision at tti@me of its incorporation.

Federal Reserve Monetary PolicyThe Bank will be directly affected by governmentmatary and fiscal policy and by regulatory measaféscting the
banking industry and the economy in general. Thi®@as of the FRB as the nation’s central bank daectly affect the money supply and, in generdeetf

the lending activities of banks by increasing cecrdasing the cost and availability of funds. An artpnt function of the FRB is to regulate the nadib

supply of bank credit. Among the instruments of etany policy used by the FRB to implement this obije are open market operations in United States
government securities, changes in the discountrat@ember bank borrowings and changes in resemugrements against bank deposits. These means ar
used in varying combinations to influence overadivgth of bank loans, investments and deposits,iatedest rates charged on loans or paid on depddit
monetary policies of the FRB have had a signifiefect on the operating results of commercial Isankhe past and are expected to continue to dio so

the future; however, the effects of the various FiBcies on our future business and earnings dape@redicted.
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Reserve Requirementsln 1980, Congress enacted legislation that imposserve requirements on all depository institutithrag maintain transaction
accounts or nonpersonal time deposits. NOW accpmurey market deposit accounts and other typasaifunts that permit payments or transfers to third
parties fall within the definition of transactionaunts and are subject to these reserve requitepanare any nonpersonal time deposits at aitutics.

For net transaction accounts in 2012, the first$hdillion will be exempt from reserve requiremets3.0% reserve ratio will be assessed on net
transaction accounts over $11.5 million to andudgig $71.0 million. A 10.0% reserve ratio will Bpplied to net transaction accounts in excess b7
million. These percentages are subject to adjudtinethe FRB.

Restrictions on Transactions with Affiliates and Irsiders. Transactions between banks and their affiliateggav@rned by Sections 23A and 23B of the
Federal Reserve Act. An affiliate of a bank is &ayk or entity that controls, is controlled by ®uinder common control with such bank. In general,
Section 23A imposes limits on the amount of suahgactions to 10% of Sonabank’s capital stock angliss and requires that such transactions be sécur
by designated amounts of specified collaterallsib imits the amount of advances to third pantigsch are collateralized by the securities or ddtigns of
Southern National or its subsidiaries. As of July 2011, the Dodd-Frank Act eliminated the exclngibtransactions by a depository institution with

its financial subsidiary from the 10% of capitahit under Section 23A for all covered transactiensered into on or after July 21, 2010. “Covered
transactions” are defined by statute to includeam lor extension of credit, as well as a purchéseaurities issued by an affiliate, a purchasasskets
(unless otherwise exempted by the FRB) from thiéia#, the acceptance of securities issued bffikate as collateral for a loan, and the issweaota
guarantee, acceptance or letter of credit on belfiah affiliate.

Affiliate transactions are also subject to Secf28B of the Federal Reserve Act, which generallyies that certain transactions between Sonabatitsn
affiliates be on terms substantially the sametdeast as favorable to Sonabank, as those pregaili the time for comparable transactions witweolving
other nonaffiliated persons. The FRB has also s®egulation W, which codifies prior regulationgden Sections 23A and 23B of the Federal Reserve Act
and interpretive guidance with respect to affilimsactions.

The restrictions on loans to directors, executiffieers, principal shareholders and their relate@riests (collectively referred to herein as “iesgd)
contained in the Federal Reserve Act and Regul&@i@pply to all insured institutions and their ddizgies and holding companies. These restrictions
include limits on loans to one borrower and codisi that must be met before such a loan can be.riadee is also an aggregate limitation on all &t
insiders and their related interests. These loanaat exceed the institution’s total unimpaireditzd@nd surplus, and the FDIC may determine tHatser
amount is appropriate. Insiders are subject toreafoent actions for knowingly accepting loans imlaiion of applicable restrictions.

28



Concentrated Commercial Real Estate Lending Regulans. In 2006, the federal banking agencies, includirgEbBIC, promulgated guidance govern
financial institutions with concentrations in commeial real estate lending. The guidance sets foatlameters for risk management practices that are
consistent with the level and nature of a finaniiatitution’s commercial real estate lending portfolio. Thedgace provides that a bank has a concentr

in commercial real estate lending if (i) total refed loans for construction, land development, atin@r land represent 100% or more of total capital

(ii) total reported loans secured by multifamilydamon-farm residential properties and loans forstaction, land development, and other land repriese
300% or more of total capital and the bank’s conuia¢real estate loan portfolio has increased 50¥%hare during the prior 36 months. Owner occupied
loans are excluded from this second categoryctrecentration is present, management must emplghtemed risk management practices that address the
following key elements: including board and managetoversight and strategic planning, portfolio eg@ment, development of underwriting standards,
risk assessment, review and monitoring through setaakalysis and stress testing, and maintenanicemrgfased capital levels as needed to supporettes |

of commercial real estate lending.

In October 2009, the federal banking agencies tsadeitional guidance on commercial real estatditenthat emphasizes these considerations and also
supports prudent loan workouts for financial ingtdns working with commercial real estate borraesweho are experiencing diminished operating cash
flows, depreciated collateral values, or prolondethys in selling or renting commercial properties.

In addition, the Dodd-Frank Act contains provisidhat may impact the Bank’s business by reduciegathount of our commercial real estate lending and
increasing the cost of borrowing, including ruletating to risk retention of securitized asset%ti®a 941 of the Dodd-Frank Act requires, amongeoth
things, that a loan originator or a securitizeas$et-backed securities retain a percentage af#uk risk of securitized assets. The banking agsnhave
jointly issued a proposed rule to implement thespiirements but have yet to issue final ru

Cross-Guarantee ProvisionsThe Financial Institutions Reform, Recovery anddEoément Act of 1989 contains a “cross-guaranteeVipion which
generally makes commonly controlled insured depoginstitutions liable to the FDIC for any lossesurred in connection with the failure of a comriyon
controlled depository institution.

Community Reinvestment Act.Under the Community Reinvestment Act and relategilaions, depository institutions have a contiguamd affirmative
obligation to assist in meeting the credit needtheir market areas, including low and moderate+ine areas, consistent with safe and sound banking
practice. The Community Reinvestment Act requitesadoption by each institution of a Community Restment Act statement for each of its market
areas describing the depository institution’s éff@o assist in its community’credit needs. Depository institutions are pedaltiy examined for complianc
with the Community Reinvestment Act and are pedallly assigned ratings in this regard. Banking fagus consider a depository institutisrlCommunity
Reinvestment Act rating when reviewing applicatitmgstablish new branches, undertake new linesisihess, and/or acquire part or all of another
depository institution. An unsatisfactory ratinqicagnificantly delay or even prohibit regulatoypaoval of a proposed transaction by a bank holding
company or its depository institution subsidiaries.

The GLBA and federal bank regulators have madeouarchanges to the Community Reinvestment Act. Agrather changes, Community Reinvestment
Act agreements with private parties must be digdand annual reports must be made to a bank’saiprifaderal regulatory. A bank holding company will
not be permitted to become a financial holding campand no new activities authorized under the GtB#y be commenced by a holding company or
bank financial subsidiary if any of its bank sulisites received less than a “satisfactory” ratimgt$ latest Community Reinvestment Act examinatibme
Bank received a “satisfactory” rating in the mastent examination for Community Reinvestment Achpbiance in October 2010.
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Fair Lending; Consumer Laws. In addition to the Community Reinvestment Act, otfegleral and state laws regulate various lendimdy@nsumer

aspects of the banking business. Governmental agemecluding the Department of Housing and Urbawvelopment, the Federal Trade Commission and
the Department of Justice, have become concermégibspective borrowers experience discriminaitiotmeir efforts to obtain loans from depositorydan
other lending institutions. These agencies havadirblitigation against depository institutionsegling discrimination against borrowers. Many ofsithe
suits have been settled, in some cases for masemas$, short of a full trial.

Recently, these governmental agencies have cldwifleat they consider to be lending discriminatiod have specified various factors that they wié ts
determine the existence of lending discriminatioder the Equal Credit Opportunity Act and the F&using Act, including evidence that a lender
discriminated on a prohibited basis, evidence éghander treated applicants differently based ahipited factors in the absence of evidence that th
treatment was the result of prejudice or a conscintention to discriminate, and evidence thataléz applied an otherwise neutral non-discriminator
policy uniformly to all applicants, but the pra&ibad a discriminatory effect, unless the praattdd be justified as a business necessity.

Banks and other depository institutions also algesat to numerous consumeriented laws and regulations. These laws, whicluge the Truth in Lendir
Act, the Truth in Savings Act, the Real Estatel8etént Procedures Act, the Electronic Funds Tramsée, the Equal Credit Opportunity Act, the Fair
Housing Act, the Home Mortgage Disclosure Act, fEizér Credit Reporting Act and the Expedited FundsaiRability Act require compliance by depository
institutions with various disclosure requirements aequirements regulating the availability of ferafter deposit or the making of some loans tocensts.

Many of the foregoing laws and regulations are scitjo change resulting from the provisions inBreeld-Frank Act, which in many cases calls for
revisions to implementing regulations. In additiomersight responsibility for these and other comsuprotection laws and regulations has, in large
measure, transferred to the Bureau of ConsumenEialaProtection (“Bureau”). The Bureau has repslid the transferred regulations in a new secftion o
the Code of Federal Regulations but has not yeensatistantive changes to these rules. It is aat®ipthat the Bureau will be making substantivengha

to a number of consumer protection regulationsassciated disclosures in the near term.

The foregoing is only a brief summary of certaiatstes, rules, and regulations that may affectt@ontNational and the Bank. Numerous other statare
regulations also will have an impact on the operetiof Southern National and the Bank. Supervigiegulation and examination of banks by the reguye
agencies are intended primarily for the protectibdepositors, not shareholders.

Legislative Initiatives. In light of current conditions and the possibilifycontinuing weak economic conditions, regulatwaise increased their focus on
regulation of financial institutions. From timetime, various legislative and regulatory initiasvare introduced in Congress and State Legistatusach
initiatives may change banking statutes and theatipg environment for us and Sonabank in substhatid unpredictable ways. We cannot determine the
ultimate effect that any potential legislationeifacted, or implementing regulations with respleeteto, would have, upon the financial conditiomesults

of our operations or the operations of Sonaban&h#@nge in statutes, regulations or regulatory Esdiapplicable to us or Sonabank could have a ihter
effect on the financial condition, results of ofganas or business of our company and Sonabank.
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Incentive Compensation. In June 2010, the FRB, OCC and FDIC issued cohgmave final guidance on incentive compensatiditigs intended to
ensure that the incentive compensation policigsaoking organizations do not undermine the safetysoundness of such organizations by encouraging
excessive risk-taking. The guidance, which covérsmaployees that have the ability to materialljeat the risk profile of an organization, either
individually or as part of a group, is based upuoa key principles that a banking organization’simo/e compensation arrangements should (i) provide
incentives that do not encourage risk-taking beytiedorganization’s ability to effectively identibnd manage risks, (ii) be compatible with effeztiv
internal controls and risk management, and (iiisbpported by strong corporate governance, inctpdative and effective oversight by the organizatio
board of directors. Also, on February 7, 2011,RB4C proposed an interagency rule to implementageincentive-based compensation requirements of
the Dodd-Frank Act. Under the proposed rule, finanastitutions with $1 billion or more in assetsuld be prohibited from offering incentive-based
compensation arrangements that encourage inapatepisk taking by providing excessive compensatiothat may lead to material financial loss.
Regulators have yet to issue final rules on théctop

The FRB will review, as part of the regular, ridcused examination process, the incentive compiemsarrangements of banking organizations, sualms;
that are not “large, complex banking organizatiofitese reviews will be tailored to each organiatbased on the scope and complexity of the
organization’s activities and the prevalence okimttve compensation arrangements. The findingeeEtpervisory initiatives will be included in refsoof
examination. Deficiencies will be incorporated itie organization’s supervisory ratings, which aéfect the organization’s ability to make acquisits
and take other actions. Enforcement actions maghen against a banking organization if its incemttompensation arrangements, or related risk-
management control or governance processes, pisleta the organization’s safety and soundnesstla@arganization is not taking prompt and effestiv
measures to correct the deficiencies.

Enforcement Powers of Federal and State Banking Ageies. The federal banking agencies have broad enforcepmamtrs, including the power to
terminate deposit insurance, impose substantiasfand other civil and criminal penalties, and &pupm conservator or receiver. Failure to complyhwi
applicable laws, regulations, and supervisory ageres could subject Southern National or the Barktheir subsidiaries, as well as officers, direstanc
other institution-affiliated parties of these orgaations, to administrative sanctions and potelyti&lbstantial civil money penalties. In additianthe

grounds discussed above, the appropriate feden&irfmpagency may appoint the FDIC as conservatoeagiver for a banking institution (or the FDICyr
appoint itself, under certain circumstances) if ang or more of a number of circumstances existyding, without limitation, the fact that the bamds
institution is undercapitalized and has no reastenptospect of becoming adequately capitalizeds faibecome adequately capitalized when requoetbt
so; fails to submit a timely and acceptable capéatoration plan; or materially fails to implemeamt accepted capital restoration plan. The VirgBuaeau

of Financial Institutions also has broad enforcenpenvers over the Bank, including the power to isgorders, remove officers and directors and impose
fines.

Future Regulatory Uncertainty. Because federal regulation of financial instituiamanges regularly and is the subject of consagidlative debate, we
cannot forecast how federal regulation of finantiatitutions may change in the future and impastaperations. Southern National fully expects that
financial institution industry will remain heavihggulated in the near future and that additionaklar regulations may be adopted further regulagegific
banking practices.
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Item 1A. Risk Factors

An investment in our common stock involves riskBeTollowing is a description of the material risksd uncertainties that Southern National believes
affect its business and an investment in the comstack. Additional risks and uncertainties thatave unaware of, or that we currently deem immadteria
also may become important factors that affect usam business. If any of the risks described is innual Report on Form 10-K were to occur, our
financial condition, results of operations and clstvs could be materially and adversely affectéthis were to happen, the value of the commoglsto
could decline significantly and you could losedllpart of your investment.

We have a limited operating history, which makes itlifficult to predict future prospects and financial performance.

We have only been operating as a bank holding cagnpiace April of 2005. Due to this limited operagihistory, it may be difficult to evaluate our
business prospects and future financial performaFgeere can be no assurance that we can maintajorofitability. Further, our future operating rétsu

depend upon a number of factors, including ouritgkiid manage our growth, retain our customer tzaskto successfully identify and respond to emergin
trends in our market areas.

Difficult market conditions and economic trends hae adversely affected the banking industry and coulddversely affect our business, financial
condition and results of operations.

We are operating in a challenging and uncertaimecoc environment, including generally uncertaimaitions nationally and locally in our markets.
Financial institutions continue to be affected legléhes in the real estate market that have neggtimpacted the credit performance of mortgage,
construction and commercial real estate loans aswlted in significant write-downs of assets by ynfimancial institutions. Concerns over the staypitf
the financial markets and the economy have resinteleécreased lending by financial institutionghteir customers and to each other. We retain direct
exposure to the residential and commercial reatesharkets, and we are affected by these eventsalfility to assess the creditworthiness of cugtiem
and to estimate the losses inherent in our crexdtfgio is made more complex by these difficultnket and economic conditions.

A prolonged national economic recession or furtteterioration of these conditions in our marketsl@darive losses beyond that which is providedifor
our allowance for loan losses and result in thep¥ahg consequences:

° increases in loan delinquenci

° increases in nonperforming assets and foreclos

° decreases in demand for our products and servidesh could adversely affect our liquidity positicand

° decreases in the value of the collateral securimdgaans, especially real estate, which could redustomer borrowing power

While economic conditions in the Commonwealth ofgifiia and the U.S. are showing signs of recoviérgre can be no assurance that these difficult
conditions will continue to improve. Continued deek in real estate values, home sales volume§raantial stress on borrowers as a result of the
uncertain economic environment, including job less®uld have an adverse affect on our borrowetfoatheir customers, which could adversely affect
our business, financial condition and results afrafions.
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Liquidity risk could impair our ability to fund ope rations and jeopardize our financial condition, resilts of operations and cash flows.

Liquidity is essential to our business. Our abitidyimplement our business strategy will depen@wanability to obtain funding for loan originations
working capital, possible acquisitions and otharagal corporate purposes. An inability to raised&ithrough deposits, borrowings, securities solieun
repurchase agreements, the sale of loans andsmbgeres could have a substantial negative effecuofiquidity. We do not anticipate that our rétd
commercial deposits will be sufficient to meet fumding needs in the foreseeable future. We theeafely on deposits obtained through intermediaries
FHLB advances, securities sold under agreementptarchase and other wholesale funding sourcebttrothe funds necessary to implement our growth
strategy.

Our access to funding sources in amounts adequiditeance our activities or on terms which are atakle to us could be impaired by factors thatcftes
specifically or the financial services industryemonomy in general, including a decrease in thellef/our business activity as a result of a dowmin the
markets in which our loans are concentrated or @@veegulatory action against us. Our ability torbe could also be impaired by factors that are not
specific to us, such as a disruption in the finaheiarkets or negative views and expectations atheuprospects for the financial services industryght
of the recent turmoil faced by banking organizadiand the continued deterioration in credit markBtsthe extent we are not successful in obtaisingh
funding, we will be unable to implement our strateg planned which could have a material advefeetadn our financial condition, results of opevats
and cash flows.

Declines in asset values may result in impairmentharges and adversely affect the value of our invasents, financial performance and capital.

We maintain an investment portfolio that includest is not limited to, collateralized mortgage ghlions, agency mortgage-backed securities anggool
trust preferred securities. The market value oégtnents may be affected by factors other thauiderlying performance of the issuer or compositibn
the bonds themselves, such as ratings downgradies;se changes in the business climate and a fdifuaity for resales of certain investment sedties.
At each reporting period, we evaluate investmentsather assets for impairment indicators. We mayeuired to record additional impairment chaifes
our investments suffer a decline in value thabissidered other-than-temporary. During the yeaedridecember 31, 2011, we incurred other-than-
temporary impairment charges of $329 thousandateh two of our trust preferred securities holdin@uring the year ended December 31, 2010, we
incurred other-than-temporary impairment charge®288 thousand pre-tax on two of our trust prefésecurities holdings and one collateralized magtga
obligation. During the year ended December 31, 20@9incurred other-than-temporary impairment ckargf $7.7 million pre-tax on seven of our trust
preferred securities holdings and one collaterdlin@rtgage obligation. If in future periods we datime that a significant impairment has occurred, w
would be required to charge against earnings thditerelated portion of the other-thaemporary impairment, which could have a materiezise effect o
our results of operations in the periods in whivh Wwrite-offs occur.

Our pooled trust preferred securities are partityilaulnerable to the performance of the issuethefsubordinated debentures that are collaterahiotrust
preferred securities. Deterioration of these tpueferred securities can occur because of defhyltbe issuer of the collateral or because of dalgof
dividend payments on the securities. Numerous @i@nstitutions have failed and their parent baokding companies have filed for bankruptcy, which
has led to defaults in the subordinated debenthetsollateralize the trust preferred securitiagther, increased regulatory pressure has beeerglzn
financial institutions to maintain capital ratidscae the required minimum to be well-capitalizedjah often results in restrictions on dividendsd éeads
to deferrals of dividend payments on the trustgmreid securities. More specifically, the Federadd®ee has stated that a bank holding company should
eliminate, defer or significantly reduce dividenti§) its net income available to shareholderstfoe past four quarters, net of dividends paitois
sufficient to fully fund the dividends, (ii) its pspective rate of earnings retention is not coestswith its capital needs or (iii) it is in dangsrmnot meeting
its minimum regulatory capital adequacy ratios. #iddal defaults in the underlying collateral orfeieals of dividend payments for these securitimsd
lead to additional charges on these securitiesoamdtier-than-temporary impairment charges on ditust preferred securities we own.
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The failure of other financial institutions could adversely affect us.

In addition to the risk to our pooled trust preéetisecurities discussed above, our ability to eagagoutine funding transactions could be advgrsel
affected by the actions and potential failurestbeofinancial institutions. Financial institutioase interrelated as a result of trading, clearaoginterparty
and other relationships. We have exposure to méfereht industries and counterparties, and weinely execute transactions with a variety of
counterparties in the financial services indusity.a result, defaults by, or even rumors or cons@bout, one or more financial institutions withomhwe
do business, or the financial services industryegalty, have led to market-wide liquidity probleiusd could lead to losses or defaults by us or bgrot
institutions. Many of these transactions expos®sedit risk in the event of default of our coenparty or client. In addition, our credit risk miag
exacerbated when the collateral we hold cannoblubat prices that are sufficient for us to recower full amount of our exposure. Any such lossadd
materially and adversely affect our financial cdiwti and results of operations.

If the goodwill that we recorded in connection withbusiness acquisitions becomes impaired, it couldalie a negative impact on our profitability.
Goodwill represents the amount of acquisition cvar the fair value of net assets we acquiredémptirchase of another entity. We review goodwill fo

impairment at least annually, or more frequentlgvénts or changes in circumstances indicate thrging value of the asset might be impaired. Exaap
those events or circumstances include the following

° significant adverse changes in business clirr
° significant changes in credit qualil

° significant unanticipated loss of custome

° significant loss of deposits or loans;

° significant reductions in profitability

We determine impairment by comparing the implieid falue of the reporting unit goodwill with therecging amount of that goodwill. If the carrying
amount of the reporting unit goodwill exceeds tin@lied fair value of that goodwill, an impairmenss is recognized in an amount equal to that excess
Any such adjustments are reflected in our resdltgperations in the periods in which they becomeviim. As of December 31, 2011, our goodwill totaled
$9.2 million. While we have recorded no such impegnt charges since we initially recorded the goddthiere can be no assurance that our future
evaluations of goodwill will not result in findingg impairment and related write-downs, which mayé a material adverse effect on our financial
condition and results of operations.

If our nonperforming assets increase, our earningwill suffer.

Southern National experienced a significant incedasion-covered nonperforming assets from Decer®@bg?009 to December 31, 2011, resulting in
increases to our provision for loan losses. Atddeber 31, 2011, our non-covered nonperforming agegtich consist of nonaccrual loans, loans past du
90 days and accruing and other real estate owr@&KEO")) totaled $18.2 million, or 4.29% of totalmeovered loans and OREO, which is an increase of
$4.7 million or 34.9% compared with non-covered penmforming assets at December 31, 2010. At DeceBibe2009, our non-covered non-performing
assets were $8.5 million, or 2.42% of non-coveoath$é and OREO.
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Until economic and market conditions improve, weyrnantinue to incur losses relating to an incraasenperforming assets. Our nonperforming assets
adversely affect our net income in various ways.d@ot record interest income on nonaccrual l@ar@REQ, thereby adversely affecting our net irdere
income, and increasing loan administration costselMwve take collateral in foreclosures and sinplaceedings, we are required to mark the related to
the then fair value of the collateral, which magirahtely result in a loss. We must reserve fobaiae losses, which is established through a cupemod
charge to the provision for loan losses as weft@® time to time, as appropriate, write down tlaéue of properties in our OREQ portfolio to reflect
changing market values. Additionally, there arealdges associated the resolution of problem assetgell as carrying costs such as taxes, insuramde
maintenance related to our OREO. Further, thdugen of nonperforming assets requires the adgtivelvement of management, which can distract them
from more profitable activity. Finally, an increasethe level of nonperforming assets increasesegulatory risk profile. There can be no assueahat

we will not experience future increases in nonpenfag assets.

A significant amount of our loans are secured by r&l estate and the continued economic slowdown aneépressed residential real estate market in
our primary markets could be detrimental to our financial condition and results of operations.

Real estate lending (including commercial, constoug land development, and residential loans)lage portion of our loan portfolio, constituti$§98.8
million, or approximately 81.1% of our total loanrgfolio, as of December 31, 2011. Total real estains covered under the FDIC loss sharing agneeme
amount to $80.4 million. The residential and conuie@mreal estate sectors of the U.S. economy eagpeed an economic slowdown that has continued into
2010. Specifically, the values of residential anthmercial real estate located in our market araas declined, and these declines may continueein th
future. If the loans that are collateralized byl estate become troubled during a time when manteditions are declining or have declined, themves

not be able to realize the full value of the celtat that we anticipated at the time of originatihg loan, which could require us to increase wavigion for
loan losses and adversely affect our financial g@mrdand results of operations.

Current market conditions include an over-suppliaofl, lots, and finished homes in many marketduging those where we do business. As of December
31, 2011, $119.1 million, or approximately 24.2%oaf total loans, were secured by single-familydestial real estate. This includes $74.6 millian i
residential 1-4 family loans and $44.5 million iorhe equity lines of credit. Total single-family ideantial real estate loans covered under the FD$8 |
sharing agreement amount to $60.7 million. If hoggharkets in our market areas deteriorate, weewpgrience a further increase in nonperformingdpan
provisions for loan losses and charge-offs. While difficult to predict how long these conditiowdl exist and which markets, products or othegraents

of our loan and securities portfolio might ultimigtbe affected, these factors could adversely affec ability to grow our earning assets or afieat result:

of operations.

If the value of real estate in our market areas weg to decline materially, a significant portion of ar loan portfolio could become under-
collateralized, which could have a material adverseffect on our asset quality, capital structure angrofitability.
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As of December 31, 2011, a significant portion of man portfolio was comprised of loans secured¢dymercial real estate. In the majority of themnb
real estate was the primary collateral componensome cases, and out of an abundance of caut®take real estate as security for a loan even \then
not the primary component of collateral. The resthte collateral that provides the primary or derahte source of repayment in the event of defaait
deteriorate in value during the term of the loam assult of changes in economic conditions, flattns in interest rates and the availability @fre to
potential purchasers, changes in tax and other déagisacts of nature. If we are required to liquedae collateral securing a loan to satisfy thet delbing a
period of reduced real estate values, which we Baea and continue to experience, our earningsapithl could be adversely affected. We are sulbgect
increased lending risks in the form of loan defaab a result of the high concentration of realtedending in our loan portfolio should the restite
market in Virginia and our market area maintairdgpressed levels. A continued weakening of thieergate market in our primary market areas coakke
an adverse effect on the demand for new loanstifigy of borrowers to repay outstanding loang talue of real estate and other collateral segutie
loans and the value of real estate owned by usalfestate values decline further, it is also nligedy that we would be required to increase dioveance
for loan losses, which could adversely affect anaricial condition and results of operations.

We are subject to risks related to our concentratin of construction and land development and commeral real estate loans

As of December 31, 2011, we had $42.4 million afstauction loans, of which $2.9 million are covetedns under the FDIC loss sharing agreement.
Construction loans are subject to risks duringcthrestruction phase that are not present in stanéaidential real estate and commercial real ekfates.
These risks include:

° the viability of the contractol

° the value of the project being subject to succéssfimpletion;

° the contractc' s ability to complete the project, to meet deadliand time schedules and to stay within cost estisnanc
° concentrations of such loans with a single contraand its affiliates

Real estate construction loans may involve thewtsment of substantial funds with repayment dependn part, on the success of the ultimate ptojec
rather than the ability of a borrower or guarantorepay the loan and also present risks of defaulte event of declines in property values omtitity in

the real estate market during the construction@h@sr practice, in the majority of instancespisécure the personal guaranty of individuals ppsut of
our real estate construction loans which providewith an additional source of repayment. As of @gber 31, 2011, we had non-covered nonperforming
construction and development loans in the amouftldE million and $4.6 million of non-covered assttat have been foreclosed. If one or more of our
larger borrowers were to default on their constarceind development loans, and we did not havergitere sources of repayment through personal
guarantees or other sources, or if any of the afergioned risks were to occur, we could incur gigant losses.
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As of December 31, 2011, we had $237.3 millionahmercial real estate loans including multi-famigidential loans and loans secured by farmland, of
which $16.7 million is covered by the FDIC loss shg agreement. Commercial real estate lendingcallyi involves higher loan principal amounts and th
repayment is dependent, in large part, on sufftdi@ome from the properties securing the loanawec operating expenses and debt service. Fedanél b
regulatory authorities issued the Interagency Guideon Concentrations in Commercial Real Estataliognin December of 2006 to provide guidance
regarding significant concentrations of commergéall estate loans within bank loan portfolios. RBHC reiterated this guidance in a letter to finahc
institutions dated March 17, 2008 (FIL-22-2008ktit“Managing Commercial Real Estate ConcentratioresChallenging Environment” to remind banks
that their risk management practices and capit@l$eshould be commensurate with the level andreatfitheir commercial real estate concentratisk. rin
October 2009, the federal banking agencies issdditi@nal guidance on commercial real estate legidiiat emphasizes these considerations and also
supports prudent loan workouts for financial ingtdns working with commercial real estate borrosweho are experiencing diminished operating cash
flows, depreciated collateral values, or prolondetays in selling or renting commercial propertiesaddition, the Dodd-Frank Act contains provisdhat
may impact the Bank’s business by reducing the anofiour commercial real estate lending and ingireathe cost of borrowing, including rules relgtin
to risk retention of securitized assets. Sectioh &the Dodd-Frank Act requires, among other thjrigat a loan originator or a securitizer of asmsatked
securities retain a percentage of the credit rideauritized assets. The banking agencies hamthyjéssued a proposed rule to implement these
requirements but have yet to issue final rulesnkBawith higher levels of commercial real estaen®are expected to implement improved underwriting
internal controls, risk management policies andfpbo stress testing, as well as higher levelaltidwances for loan losses and capital levels r@salt of
commercial real estate lending growth and expos@esabank’s commercial real estate loans are bilewhresholds identified as significant by the
regulatory guidance. If there is deterioration im oommercial real estate portfolio or if regulgtauthorities conclude that we have not implemented
appropriate risk management policies and practitespld adversely affect our business and résudtrequirement of increased capital levels, arwhs
capital may not be available at that time.

The benefits of our FDIC loss-sharing agreements nyebe reduced or eliminated.

In connection with Sonabank’s assumption of thekbanoperations of Greater Atlantic Bank, the Bamkered into the Agreement, which contains loss-
sharing provisions. Our decisions regarding thevfaiue of assets acquired, including the FDICHgisaring assets (referred to herein as the “covered
assets”), could be inaccurate which could matgreatid adversely affect our business, financial @@ results of operations, and future prospects.
Management makes various assumptions and judgrabats the collectability of the acquired loans|uiding the creditworthiness of borrowers and the
value of the real estate and other assets sersicglmteral for the repayment of secured loanshénGreater Atlantic Bank acquisition, we recordddss-
sharing asset that reflects our estimate of thangrand amount of future losses we anticipate oouyiin, and used to value, the acquired loan pbtaotf In
determining the size of the loss-sharing assetamadyzed the loan portfolio based on historicas legperience, volume and classification of loaotyme
and trends in delinquencies and nonaccruals, Exaiomic conditions, and other pertinent infornratio

If our assumptions related to the timing or amafrexpected losses are incorrect, there couldiegative impact on our operating results. Increasése
amount of future losses in response to differenhemic conditions or adverse developments in tlogiaed loan portfolio may result in increased credi
loss provisions. Changes in our estimate of thenginof those losses, specifically if those lossesta occur beyond the applicable Iasgring periods, me
result in impairments of the FDIC indemnificatiossat.

Our ability to obtain reimbursement under the losssharing agreements on covered assets depends on oampliance with the terms of the loss-
sharing agreements.

Management must certify to the FDIC on a quartbdgis our compliance with the terms of the FDIG{skaring agreements as a prerequisite to obtaining
reimbursement from the FDIC for realized losses@rered assets. The agreements contain specifailettand cumbersome compliance, servicing,
notification and reporting requirements, and faltw comply with any of the requirements and gungsl could result in a specific asset or groupssets
permanently losing their loss-sharing coverage.iiaithlly, management may decide to forgo loss-sltaverage on certain assets to allow greater
flexibility over the management of certain ass@sof December 31, 2011, $82.6 million, or 13.5%0ur assets were covered by the FDIC loss-sharing
agreements.

Under the terms of the FDIC loss-sharing agreem#émsassignment or transfer of a loss-sharingesgeat to another entity generally requires thetarmit
consent of the FDIC. In addition, the Bank may asgign or otherwise transfer a loss-sharing agreechweing its term without the prior written conser
the FDIC. Our failure to comply with the termstbé loss-sharing agreements or to manage the abaseets in such a way as to maintain loss-share
coverage on all such assets may cause individaaklor large pools of loans to lose eligibility foss share payments from the FDIC. This couldités
material losses that are currently not anticipated.
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Changes to government guaranteed loan programs calhffect our SBA business.

Sonabank relies on originating government guarahiians, in particular those guaranteed by the S%f December 31, 2011, Sonabank had $45.2
million of SBA loans, $31.9 million of which is guenteed and $13.3 million is non-guaranteed. Samab&ginated $34.9 million, $12.6 million and $I7.
million in SBA loans in the years ended December28il1, 2010 and 2009, respectively. Sonabanktkelguaranteed portions of some of its SBA loai
the secondary market in 2011 and 2009 and intendsritinue such sales, which are a source of nimneist income for Sonabank, when market conditions
are favorable. We can provide no assurance thaitsark will be able to continue originating thesanls, that it will be able to sell the loans in the
secondary market or that it will continue to realgremiums upon any sale of SBA loans.

SBA lending is a federal government created andiidtered program. As such, legislative and regujatievelopments can affect the availability and
funding of the program. This dependence on legiddtinding and regulatory restrictions from tinoetime causes limitations and uncertainties withard
to the continued funding of such loans, with a sy potential adverse financial impact on ouribess. Currently, the maximum limit on individughy
loans which the SBA will permit is $5.0 million. &meduction in this level could adversely affea trolume of our business. As of December 31, 20ad
SBA business constitutes 9.2% of our total loame periodic uncertainty of the SBA program relativavailability, amounts of funding and the waieér
associated fees creates greater risk for our besi@n do more stable aspects of our business.

The federal government presently guarantees 7390% of the principal amount of each qualifying SBA&n under the 7(a) program. We can provide no
assurance that the federal government will mairttz@nSBA program, or if it does, that such guaredteortion will remain at its current funding level
Furthermore, it is possible that Sonabank could ltsspreferred lender status which, subject ttagefimitations, allows it to approve and fund SBXans
without the necessity of having the loan approveddvance by the SBA. It is also possible the faldgovernment could reduce the amount of loans lwhic
it guarantees. In addition, we are dependent oexpertise of our personnel who make SBA loangdeoto continue to originate and service SBA lodf
we are unable to retain qualified employees inftinere, our income from the origination of SBA Igarould be substantially reduced.

We are subject to credit quality risks and our credt policies may not be sufficient to avoid losse
We are subject to the risk of losses resulting ftbenfailure of borrowers, guarantors and relat@digs to pay interest and principal amounts oir the
loans. Although we maintain credit policies aneldit underwriting and monitoring and collection gedures, these policies and procedures may noémi

losses, particularly during periods in which thedb regional or national economy suffers a gengealine. If borrowers fail to repay their loansy
financial condition and results of operations wolbiédadversely affected.
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Financial services companies depend on the accuraapd completeness of information about customers drcounterparties.

In deciding whether to extend credit or enter iotfoer transactions, we may rely on information fsined by or on behalf of customers and countegarti
including financial statements, credit reports atfter financial information. We may also rely @presentations of those customers, counterpartiether
third parties, such as independent auditors, #setaccuracy and completeness of that informatRealiance on inaccurate or misleading financial
statements, credit reports or other financial imfation could have a material adverse impact orbasmess, financial condition and results of openat

If our allowance for loan losses is not adequate twover actual loan losses, our earnings will decree.

As a lender, we are exposed to the risk that cam ients may not repay their loans accordindgnéotérms of these loans, and the collateral seginia
payment of these loans may be insufficient to assepayment. We make various assumptions and juakgrabout the collectibility of our loan portfolio,
including the creditworthiness of the borrowers #melvalue of the real estate and other assetmgeas collateral for the repayment of many of loans.
We maintain an allowance for loan losses to congrigobable inherent loan losses in the loan photftn determining the size of the allowance, veb/ron
a periodic analysis of our loan portfolio, our bistal loss experience and our evaluation of gdremranomic conditions. If our assumptions prové¢o
incorrect or if we experience significant loan kessour current allowance may not be sufficierddeer actual loan losses and adjustments may Essac
to allow for different economic conditions or adseidevelopments in our loan portfolio. A materiddiiion to the allowance for loan losses could eamsr
earnings to decrease. Due to the relatively unseakpature of our loan portfolio, we cannot asyarethat we will not experience an increase in
delinquencies and losses as these loans continuattoe.

In addition, federal regulators periodically reviewr allowance for loan losses and may require@usdrease our provision for loan losses or recogni
further charge-offs, based on judgments differeahtthose of our management. Any significant ineeda our allowance for loan losses or charge-offs
required by these regulatory agencies could havatarial adverse effect on our results of operatemd financial condition.

Our business strategy includes strategic growth, ahour financial condition and results of operationscould be negatively affected if we fail to grow
or fail to manage our growth effectively.

We completed the acquisition of the Midlothian Brrin Richmond, Virginia on October 1, 2011, thguisition and assumption of certain assets and
liabilities of Greater Atlantic Bank from the FDI& December 4, 2009, the acquisition of a brandWiénnium Bank in Warrenton, Virginia on
September 28, 2009, the acquisition of the Leesbragch location from Founders Corporation whickrigd on February 11, 2008, the acquisition of 1st
Service Bank in December of 2006 and the acquisiticthe Clifton Forge branch of First CommunityrBarp, Inc. in December of 2005. We intend to
continue pursuing a growth strategy for our busin€aur prospects must be considered in light ofigies, expenses and difficulties frequently enderad
by growing companies such as the continuing neethfastructure and personnel, the time and dos$isrent in integrating a series of different opierss
and the ongoing expense of acquiring and staffewg banks or branches. We may not be able to expangresence in our existing markets or succegs
enter new markets and any expansion could advea$ilgt our results of operations. Failure to managr growth effectively could have a material ade
effect on our business, future prospects, finargoadition or results of operations, and could askely affect our ability to successfully implemeir
business strategy. Our ability to grow successfwilydepend on a variety of factors, including ttentinued availability of desirable business opyuities,
the competitive responses from other financialiiagbns in our market areas and our ability to a@e our growth. There can be no assurance of sioces
the availability of branch or bank acquisitionghie future.
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Future growth or operating results may require us b raise additional capital, but that capital may na be available or it may be dilutive.

We and Sonabank are each required by the FedesahReto maintain adequate levels of capital tgoettpour operations. In the event that our future
operating results erode capital, if Sonabank isiired to maintain capital in excess of well-capiadl standards, or if we elect to expand througim lo
growth or acquisitions, we may be required to raidditional capital. Our ability to raise capitallwepend on conditions in the capital marketsjclirare
outside our control, and on our financial perfore@nccordingly, we cannot be assured of our atititraise capital on favorable terms when neededt
all. If we cannot raise additional capital whenadea, we will be subject to increased regulatoryesuion and the imposition of restrictions on guowth
and business. These outcomes could negatively ingpa@bility to operate or further expand our @tiens through acquisitions or the establishment of
additional branches and may result in increasepérating expenses and reductions in revenuestiidd have a material adverse effect on our firg@nci
condition and results of operations. In additianpider to raise additional capital, we may needsae shares of our common stock that would dthee
book value of our common stock and reduce our atiskareholders’ percentage ownership intereste@xtent they do not participate in future offgsn

An investment in our common stock is not an insuredleposit.

Our common stock is not a bank deposit and, thezefe not insured against loss by the FDIC, ammgoteposit insurance fund or by any other public o
private entity. Investment in our common stocklgerently risky for the reasons described in tRisk Factors” section and elsewhere in this repod is
subject to the same market forces that affect tloe pf common stock in any company. As a resijtpu acquire our common stock, you may lose son
all of your investment.

Our stock price can be volatile.

Stock price volatility may make it more difficulbf you to resell your common stock when you wart anprices you find attractive. Our stock prieg c
fluctuate significantly in response to a varietyfagtors including, among other things:

° actual or anticipated variations in quarterly resof operations

° recommendations by securities analy

° operating and stock price performance of other anigs that investors deem comparable tc

° news reports relating to trends, concerns and akaes in the financial services indus

° perceptions in the marketplace regarding us araliocompetitors

° new technology used, or services offered, by coitgusf

° significant acquisitions or business combinati@tisategic partnerships, joint ventures or cagitethmitments by or involving us or our
competitors
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° failure to integrate acquisitions or realize aptited benefits from acquisitior
° changes in government regulations; .
° geopolitical conditions such as acts or threatebrism or military conflicts

General market fluctuations, industry factors aadagal economic and political conditions and evenish as economic slowdowns or recessions, interes
rate changes or credit loss trends, could alsoecausstock price to decrease regardless of opgregsults.

Our business is subject to interest rate risk andariations in interest rates may negatively affect or financial performance.

The majority of our assets and liabilities are ntanein nature and subject us to significant riskof changes in interest rates. Fluctuations irrésterates
are not predictable or controllable. Like most fin@l institutions, changes in interest rates capact our net interest income as well as the valnatf our
assets and liabilities, which is the differencentsstn interest earned from interestrning assets, such as loans and investment tiesuaind interest paid «
interest-bearing liabilities, such as deposits lamowings. We expect that we will periodically exignce “gaps” in the interest rate sensitivitiesur
assets and liabilities, meaning that either owgradt-bearing liabilities will be more sensitivecttanges in market interest rates than our interasting
assets, or vice versa. In either event, if mankitrest rates should move contrary to our positias,“gap” will negatively impact our earnings. Ma
factors impact interest rates, including governraemonetary policies, inflation, recession, changasemployment, the money supply, and internation
disorder and instability in domestic and foreigmaficial markets.

Based on our analysis of the interest rate seitgitif our assets, an increase in the general levigiterest rates may negatively affect the maviedtie of
the portfolio equity, but will positively affect omet interest income since most of our assets flamtng rates of interest that adjust fairly ddjcto
changes in market rates of interest. Additionallyjncrease in interest rates may, among othegshireduce the demand for loans and our ability to
originate loans. A decrease in the general levaitefest rates may affect us through, among dtiiegs, increased prepayments on our loan and iegetg
backed securities portfolios and increased conipetibr deposits. Accordingly, changes in the lesfeinarket interest rates affect our net yield mteriest-
earning assets, loan origination volume, loan andgage-backed securities portfolios, and our divezaults. Although our asset liability management
strategy is designed to control our risk from chemip market interest rates, it may not be abfgéwent changes in interest rates from having st
adverse effect on our results of operations arahfifal condition.

We may be required to pay significantly higher FDICdeposit insurance premiums and assessments in theure.

Recent insured depository institution failureswadl as deterioration in banking and economic ctiads, have significantly depleted the FDIC’s DIF,
resulting in a decline in the ratio of reservesured deposits to historical lows. The FDIC dptites that additional insured depository institn$ are
likely to fail in the foreseeable future so theer® ratio may continue to decline. In additiorg tieposit insurance limit on FDIC deposit insuracmeesrag
generally has increased to $250,000. These develofznhave caused the premiums assessed on usBRIBi¢o increase and materially increase our
noninterest expense.
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On February 7, 2011, the FDIC approved a final thite amended its existing DIF restoration plan amglemented certain provisions of the Dodd-Frank
Wall Street Reform and Consumer Protection Actis Tale, which took effect April 1, 2011, changée DIC’s assessment system from one based on
domestic deposits to one based on the averagelatsd total assets of a bank minus its averaggiltée equity during each quarter. Under the Felyriic
2011 final rule, the total base assessment ratésavy depending on the DIF reserve ratio. Faaraple, for banks in the best risk category, thal todse
assessment rate will be between 2.5 and 9 basisspshen the DIF reserve ratio is below 1.15 perdegtween 1.5 and 7 basis points when the DIRvese
ratio is between 1.15 percent and 2 percent, betdiesnd 6 basis points when the DIF reserve ratietween 2 percent and 2.5 percent and between 0.5
and 5 basis points when the DIF reserve ratioSg@2rcent or higher. The new assessment ratesoatraélated for the quarter beginning April 1, 2Gid
reflected in invoices for assessments due SepteBther011.

For the year ended December 31, 2011, our FDIGanse related costs were $522 thousand comparbdbiR@s thousand and $755 thousand for the years
ended December 31, 2010 and 2009. The FDIC inseanatated costs for 2010 and 2009 included spassgdssments. We are unable to predict the impact
in future periods; including whether and when adddl special assessments will occur, in the etleeconomic crisis continues.

A loss of our executive officers could impair our elationship with our customers and adversely affeabur business.

Many community banks attract customers based opehsonal relationships that the banks’ officerd emstomers establish with each other and the
confidence that the customers have in the offidéfs.depend on the performance of Ms. Georgia Sid@erChairman and Chief Executive Officer, and R.
Roderick Porter, President, of our company and Bamia Ms. Derrico is a well-known banker in our kedrareas, having operated a successful financial
institution there for more than 18 years prioraariding our company and Sonabank. We do not haeemioyment agreement with either individual. The
loss of the services of either of these officertheir failure to perform management functionshie imanner anticipated by our Board of Directordaou
have a material adverse effect on our businesss@zaess will be dependent upon the Board’s alidigttract and retain quality personnel, includingse
officers. We have attempted to reduce our riskrigrng into a change in control agreement thdughes a non-competition covenant with Ms. Derriod a
Mr. Porter.

Our profitability depends significantly on local emnomic conditions in the areas where our operationand loans are concentrated.

Our profitability depends on the general econoroieditions in our market areas of Northern Virgiiéaryland, Washington D.C., Charlottesville and
Clifton Forge (Alleghany County), Front Royal, Nétarket, Richmond and the surrounding areas. Unéikger banks that are more geographically
diversified, we provide banking and financial sees to clients primarily in our market areas. Aetember 31, 2011, substantially all of our corruiaér
real estate, real estate construction and resalerfll estate loans were made to borrowers immauket area. The local economic conditions in énea
have a significant impact on our commercial, rethie and construction and consumer loans, thityatiilthe borrowers to repay these loans and tiaes
of the collateral securing these loans. In addjtibthe population or income growth in this regisiows, stops or declines, income levels, depasits
housing starts could be adversely affected anddomslult in the curtailment of our expansion, gtownd profitability. In the last several years, mamic
conditions in our market area have declined atiisfcontinues for a prolonged period of time, wauld likely experience significant increases in
nonperforming loans, which could lead to operatosses, impaired liquidity and eroding capital.

Additionally, political conditions could impact oearnings. Acts or threats of war, terrorism, atbmeak of hostilities or other international or destic

calamities, or other factors beyond our controlldampact these local economic conditions and cadgatively affect the financial results of our kiag
operations.
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The properties that we own and our foreclosed reastate assets could subject us to environmental kisand associated costs.

There is a risk that hazardous substances or wasteaminants, pollutants or other environmentadbtricted substances could be discovered on our
properties or our foreclosed assets (particularlhe case of real estate loans). In this eventnight be required to remove the substances franatfecte:
properties or to engage in abatement procedurasraole cost and expense. Besides being liableruagplicable federal and state statutes for our ow
conduct, we may also be held liable under certmgumstances for actions of borrowers or otherdtpiarties on property that collateralizes one orenad
our loans or on property that we own. Potentialiremmental liability could include the cost of rediation and also damages for any injuries caused to
third-parties. We cannot assure you that the costrooval or abatement will not substantially excté®e value of the affected properties or the loans
secured by those properties, that we would havguade remedies against prior owners or other resplenparties or that we would be able to reseall th
affected properties either prior to or followingngpletion of any such removal or abatement procedufenaterial environmental problems are discodere
prior to foreclosure, we generally will not forestoon the related collateral or will transfer ovaingp of the loan to a subsidiary. It should be dpte
however, that the transfer of the property or lo@ns subsidiary may not protect us from environtakiability. Furthermore, despite these actionsoor
part, the value of the property as collateral g@herally be substantially reduced and, as a regalmay suffer a loss upon collection of the loan.

The small to medium-sized businesses we lend to mhagve fewer resources to weather a downturn in theconomy, which may impair a borrower’s
ability to repay a loan to us that could materiallyharm our operating results.

We make loans to professional firms and privatelped businesses that are considered to be smakdium-sized businesses. Small to medium-sized
businesses frequently have smaller market shaaesttieir competition, may be more vulnerable tmeoaic downturns, often need substantial additional
capital to expand or compete and may experiencgtauatial volatility in operating results, any of it may impair a borrower’s ability to repay a loém
addition, the success of a small and medium-sizsihlbss often depends on the management talentsffants of one or two persons or a small group of
persons, and the death, disability or resignatfoone or more of these persons could have a mbéeheerse impact on the business and its abilitgpay
our loan. A continued economic downturn and otlvemés that negatively impact our target marketddcoause us to incur substantial loan losses thalth
materially harm our operating results.

We are heavily regulated by federal and state ageiss; changes in laws and regulations or failures tcomply with such laws and regulations ma:
adversely affect our operations and our financial esults.

We and Sonabank are subject to extensive regulaigrervision and examination by federal and siat&ing authorities. Any change in applicable
regulations or federal or state legislation cowdgina substantial impact on us and Sonabank, anespective operations. Additional legislation and
regulations may be enacted or adopted in the fuhatecould significantly affect our powers, authoand operations or the powers, authority and
operations of Sonabank, which could have a matadaérse effect on our financial condition and Itssof operations.

Further, bank regulatory authorities have the aitthto bring enforcement actions against banksthed holding companies for unsafe or unsound
practices in the conduct of their businesses ovifations of any law, rule or regulation, any d@fon imposed in writing by the appropriate bank
regulatory agency or any written agreement withaency. Possible enforcement actions againstwld aalude the issuance of a cease-and-desist orde
that could be judicially enforced, the impositidincovil monetary penalties, the issuance of dinegsito increase capital or enter into a strategitsiaction,
whether by merger or otherwise, with a third patity, appointment of a conservator or receivertehmination of insurance of deposits, the issuarice
removal and prohibition orders against institutadfiliated parties, and the enforcement of suclipastthrough injunctions or restraining orders. The
exercise of this regulatory discretion and powey imave a negative impact on us.
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As a regulated entity, Sonabank must maintain certa required levels of regulatory capital that may Imit our operations and potential growth.

We and Sonabank are subject to various regulatpital requirements administered by the FederaéRes Failure to meet minimum capital requirements
can initiate certain mandatory, and possibly adddl discretionary actions by regulators thatniflertaken, could have a direct material effect on
Sonabank’s and our company'’s consolidated finarstegements. Under capital adequacy guidelinegtendegulatory framework for prompt corrective
action, Sonabank must meet specific capital guidslthat involve quantitative measures of Sonalsaassets, liabilities and certain off-balance sheet
commitments as calculated under these regulations.

Quantitative measures established by regulati@nsure capital adequacy require Sonabank to maimteiimum amounts and defined ratios of total and
Tier 1 capital to risk-weighted assets and of Tieapital to adjusted total assets, also knowheseverage ratio. For Sonabank, Tier 1 capitabists of
shareholders’ equity excluding unrealized gainslaedes on certain securities, less a portionsahibrtgage servicing asset and deferred tax dsseist
disallowed for capital. For Sonabank, total capitasists of Tier 1 capital plus the allowanceléan and lease loss less a deduction for low le@urse
obligations.

As of December 31, 2011, Sonabank exceeded therammquired to be well capitalized with respecaltahree required capital ratios. To be well
capitalized, a bank must generally maintain a lagerratio of at least 5%, a Tier 1 risk-based ehpittio of at least 6% and a total risk-basedteapatio of
at least 10%. However, the Federal Reserve cogluine Sonabank to increase its capital levels.example, regulators have recently required certain
banking companies to maintain a leverage ratia tdast 8% and a total risk-based capital ratiatdéast 12%. As of December 31, 2011, Sonabank’s
leverage, Tier 1 risk-based capital and total iaked capital ratios were 14.31%, 18.62% and 19.838pectively.

Many factors affect the calculation of Sonabanisk-based assets and its ability to maintain tlellef capital required to achieve acceptable ehpittios.
For example, changes in risk weightings of asstdive to capital and other factors may combinmtoease the amount of risk-weighted assets iTtée
1 risk-based capital ratio and the total risk-basmgital ratio. Any increases in its risk-weighessets will require a corresponding increase indfstal to
maintain the applicable ratios. In addition, redagd loan losses in excess of amounts reserveslifdr losses, loan impairments, impairment losses on
securities and other factors will decrease Sondbapital, thereby reducing the level of the apgthie ratios.

Sonabanls failure to remain well capitalized for bank regtoly purposes could affect customer confidenceability to grow, our costs of funds and FL
insurance costs, our ability to pay dividends onaapital stock, our ability to make acquisitioagd on our business, results of operations anddiah
condition. Under FDIC rules, if Sonabank ceasdseta well capitalized institution for bank regulgtpurposes, the interest rates that it pays owoslep
and its ability to accept, renew or rollover brad@deposits may be restricted. As of December @11 2we had $10.2 million of brokered deposits,chihi
represented 2.2% of our total deposits.
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We may become subject to increased regulatory capitrequirements.

The capital requirements applicable to Southerriodat and the Bank are subject to change as atrafstile Dodd-Frank Act, the international reguigito
capital initiative known as Basel Il and any otlfigiture government actions. In particular, the B/édank Act eliminates Tier 1 capital treatmentfoost
trust preferred securities after a three-year plrageriod that begins January 1, 2013. FurtheenBasel Il also eliminates trust preferred sd@msgifrom
the definition of Tier 1 capital, but calls for @ §ear phase out of this Tier 1 capital qualificatiHowever, Basel lll has not yet been implemetet) S
regulators. It is anticipated that the capitaluiegments for most bank and financial holding comes, as well as for most insured depository ingtihs,

will increase, although the nature and amount@fncrease have not yet been specified. Complyittgany higher capital requirements mandatecdhiey t
Dodd-Frank Act and new capital standards brougbtiaby Basel Ill implementation may affect our agéns, including our asset portfolios and finahcia
performance.

We may not be able to successfully compete with a@ts for business

The metropolitan statistical area in which we opeeis considered highly attractive from an econoarid demographic viewpoint, and is a highly
competitive banking market. We compete for loarpadits and investment dollars with numerous regdiand national banks, online divisions of out-of-
market banks and other community banking instingjas well as other kinds of financial institusand enterprises, such as securities firms, insera
companies, savings associations, credit unionstgage brokers and private lenders. Many competitar® substantially greater resources than us, and
operate under less stringent regulatory environsdrite differences in resources and regulationsmele it harder for us to compete profitably, reslthe
rates that we can earn on loans and investmegtgase the rates we must offer on deposits and fathds and adversely affect our overall financial
condition and earnings.

The recent repeal of federal prohibitions on paymenof interest on demand deposits could increase oumterest expense.

All federal prohibitions on the ability of finandiastitutions to pay interest on demand deposibaats were repealed as part of the D&daink Wall Stree
Reform and Consumer Protection Act. As a resulijriréng on July 21, 2011, financial institutionsutd commence offering interest on demand depasits t
compete for clients. Our interest expense will @ase and our net interest margin will decreaseibagin offering interest on demand deposits raettt
additional customers or maintain current customehsch could have a material adverse effect onbmsginess, financial condition and results of openast

We are subject to transaction risk, which could adersely affect our business, financial condition andesults of operation.

We, like all businesses, are subject to transactshg which is the risk of loss resulting from hamerror, fraud or unauthorized transactions due to
inadequate or failed internal processes and syst@masexternal events that are wholly or partiblyond our control (including, for example, compute
viruses or electrical or telecommunications outagBsansaction risk also encompasses compliankewisich is the risk of loss from violations of, or
noncompliance with, laws, rules, regulations, priesd practices or ethical standards. Although aekgo mitigate transaction risk through a systém o
internal controls, there can be no assurance thatill not suffer losses from transaction riskghe future that may be material in amount. Any ésss
resulting from transaction risk could take the farfrexplicit charges, increased operational cdgigation costs, harm to reputation or forgone
opportunities, any and all of which could have derial adverse effect on business, financial camaliand results of operations.
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We must respond to rapid technological changes artiese changes may be more difficult or expensiveah anticipated.

If competitors introduce new products and servambodying new technologies, or if new industry d&ds and practices emerge, our existing produtt an
service offerings, technology and systems may becolsolete. Further, if we fail to adopt or devehapv technologies or to adapt our products and
services to emerging industry standards, we maydosrent and future customers, which could haraterial adverse effect on our business, financial
condition and results of operations. The finans@&lices industry is changing rapidly and in ortdetemain competitive, we must continue to enhar
improve the functionality and features of our proyservices and technologies. These changes enmole difficult or expensive than we anticipate.

The impact of financial reform legislation is uncetain.

The recently enacted Dodd-Frank Wall Street Refanth Consumer Protection Act institutes a wide rasfgeforms that will have an impact on all
financial institutions. The Act includes, amonget things, changes to the deposit insurance aaddial regulatory systems, enhanced bank capital
requirements and new requirements designed togirod@sumers in financial transactions. Many e&thprovisions are subject to rule making procedure
and studies that will be conducted in the future e full effects of the legislation on Southeratidnal cannot yet be determined. However, these
provisions, or any other aspects of current propesgulatory or legislative changes to laws appliedo the financial industry, if enacted or adaptmay
impact the profitability of our business activitieschange certain of our business practices, dietuour ability to offer new products, obtain fir@ng,
attract deposits, make loans, and achieve satisfairtterest spreads, and could expose us to additcosts, including increased compliance costsese
changes also may require Southern National to treigeificant management attention and resourcesake any necessary changes to our operations in
order to comply, and could therefore also materiatlversely affect our business, financial conditiand results of operations.

We currently intend to pay dividends on our commorstock; however, our future ability to pay dividendsis subject to restrictions.

We have not paid any dividends to our holders ofimmn stock in the past, but we have declared teedash dividend on our common stock in February
2012. There are a number of restrictions on ouitwald pay dividends. It is the policy of the FedeReserve that bank holding companies shouldcpai
dividends on common stock only out of income adddaver the past year and only if prospective iegsiretention is consistent with the organizaton’
expected future needs and financial condition. fiblecy provides that bank holding companies shawtimaintain a level of cash dividends that
undermines the bank holding company’s ability tvees a source of strength to its banking subrsédia

Our principal source of funds to pay dividends on @mmon stock will be cash dividends that we isecéom Sonabank. The payment of dividends by
Sonabank to us is subject to certain restrictiomsoised by federal banking laws, regulations andaiiies. The federal banking statutes prohibiefedly
insured banks from making any capital distributi¢insluding a dividend payment) if, after making ttiistribution, the institution would be “under
capitalized” as defined by statute. In additiorg, talevant federal regulatory agencies have aughiriprohibit an insured bank from engaging inuasafe
or unsound practice, as determined by the agenagriducting an activity. The payment of dividersdsld be deemed to constitute such an unsafe or
unsound practice, depending on the financial candibf Sonabank. Regulatory authorities could ingpadministratively stricter limitations on the dtlyilof
Sonabank to pay dividends to us if such limits wad@emed appropriate to preserve certain capitajusidy requirements.
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Severe weather, natural disasters, climate changagts of war or terrorism and other external eventgould significantly impact our business

Severe weather, natural disasters, climate chage of war or terrorism and other adverse extaamahts could have a significant impact on ouritgtib
conduct business. Such events could affect thlisgaof our deposit base, impair the ability afibowers to repay outstanding loans, impair the@alf
collateral securing loans, cause significant progpgamage, result in loss of revenue and/or caage incur additional expenses. Although managernast
established disaster recovery policies and proesgtinere can be no assurance of the effectiverissgeh policies and procedures, and the occurrehce
any such event could have a material adverse effeour business, financial condition and resultsperations.

We are subject to claims and litigation pertainingto fiduciary responsibility.

From time to time, customers make claims and tagallaction pertaining to our performance of odudiary responsibilities. Whether customer claame
legal action related to our performance of our diduy responsibilities are founded or unfoundededeéing claims is costly and diverts management’s
attention, and if such claims and legal actionsmateresolved in a manner favorable to us, they reaylt in significant financial liability and/odsersely
affect our market perception and products and sesvas well as impact customer demand for thos#upte and services. Any financial liability or
reputation damage could have a material adversetesh our business, financial condition and reseiitoperations.

Our information systems may experience an interrupibn or breach in security.

We rely heavily on communications and informatigatems provided both internally and externally eaauct our business. Any failure, interruption or
breach in security of these systems (such as & épikansaction volume, a cyber-attack or othdorgseen events) could result in failures or disams in
our customer relationship management, general tedgeosit, loan and other systems. While we halieips and procedures and service level agreements
designed to prevent or limit the effect of thedad, interruption or security breach of our infotiona systems, there can be no assurance that ahy su
failures, interruptions or security breaches wilt nccur or, if they do occur, that they will beegdately addressed. While we maintain an insurpotiey
which we believe provides sufficient coverage atamageable expense for an institution of our siwkszope with similar technological systems, Howgve
we cannot assure that this policy would be suffitte cover all related financial losses and dammai®uld we experience any one or more of ourtbirad
party’s systems failing or experiencing a cybeaekt The occurrence of any failures, interruptionsecurity breaches of our information systemsao
damage our reputation, result in a loss of custdmsiness, subject us to additional regulatorytBgruor expose us to civil litigation and possifileancial
liability, including remediation costs and increadggotection costs, any of which could have a niatadverse effect on our financial condition aaduits

of operations.

Item 1B. Unresolved Staff Comments

Southern National does not have any unresolvefictaiments to report for the year ended Decembg?@11.
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Iltem 2. — Properties

The following table sets forth the date openedaguared, ownership status and the total depoditsineluding brokered deposits, for each of ourkiag
locations, as of December 31, 2011:

Date Opened Owned or Deposits

Location or Acquired Leased

(in thousands’

Home Office and Branch:

6830 Old Dominion Drive December 200 Leasec $ 44,83:
McLean, Virginia 2210:

Branch Offices:

511 Main Stree December 200 Owned $ 40,37:
Clifton Forge, Virginia 2444

1770 Timberwood Boulevat April 2005 Leasec $ 26,54«
Charlottesville, Virginia 2291

11527 Sunrise Valley Driv December 200 Leasec $ 33,64¢
Reston, Virginia 2019

10855 Fairfax Boulevar December 200 Leasec $ 16,45(
Fairfax, Virginia 2203(

550 Broadview Avenu April 2007 Leasec $ 29,23
Warrenton, Virginia 2018

1 East Market Stret April 2008 Leasec $ 21,80(
Leesburg, Virginia 2017

11 Main Stree September 200 Leasec $ 28,46¢
Warrenton, Virginia 2018

11834 Rockville Pike December 200 Leasec $ 64,82:
Rockville, Maryland 2085;

1 South Front Royal Avent December 200 Owned $ 45,84+
Front Royal, Virginia 2263!

9484 Congress Stre December 200 Owned $ 42,15¢
New Market, Virginia 2284

43086 Peacock Market Pla December 200 Leasec $ 13,70(

South Riding, Virginia 2015
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Date Opened Owned or Deposits
Location or Acquired Leased (in thousands'
10 West Washington Stre May 2011 Leasec 4,497
Middleburg, Virginia 2011"

13804 Hull Street Roa October 201: Owned 38,56+
Midlothian, Virginia 2311z

Loan Production Offices:
230 Court Squar March 200t Leasec NA
Charlottesville, Virginia 2290

2217 Princess Anne Stre April 2005 Leasec NA
Fredericksburg, Virginia 224C

550 Broadview Avenu September 200 Leasec NA
Warrenton, Virginia 2018

Executive Offices:
1002 Wisconsin Avenu April 2005 Leasec NA
Washington, D.C. 2000

Item 3. - Legal Proceedings

Southern National and Sonabank may, from timente tibe a party to various legal proceedings arisirige ordinary course of business. There are no
other proceedings pending, or to management’s lkedyd, threatened, against Southern National ortssokaas of December 31, 2011.

Item 4. Mine Safety Disclosures.
Not applicable
PART II
Item 5. - Market for Registrant's Common Equity, Rdated Stockholder Matters and Issuer Purchases ofdtity Securities
Common Stock Market Prices
On November 6, 2006, Southern National closed ernirttial public offering of its common stock, $@.par value. The shares of common stock solden th
offering were registered under the Securities Adt383, as amended on a Registration StatemenigiRaipn No. 333-136285) that was declared effecti

by the Securities and Exchange Commission on Oct®be2006. The shares of common stock were gadoaice to the public of $14.00 per share
(equivalent to $12.73 after the stock dividend dezdl in May 2007).
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Southern National completed a public offering sfédommon stock in an underwritten public offerif¢G Partners, LLC acted as the sole manager fc
offering. Southern National closed on the offerorgNovember 4, 2009, selling 4,791,665 shares wfngon stock, including 624,999 shares sold pur:
to an overallotment option granted to the underwriter, atriagpof $6.00 per share. The gross proceeds frarshares sold were $28.7 million. The
proceeds to Southern National from the offeringenegoproximately $26.9 million after deducting $nBlion in underwriting commission and an estimg
$486 thousand in other expenses incurred in coiumewatith the offering.

Southern National’'s common stock is traded on theddq Global Market under the symbol “SONA”. Oamenon stock began trading on the Nasdaq
Capital Market in November 2006, and the exchaiggimg) was upgraded to the Nasdaq Global Mark#éiebpen of trading on December 18, 2007.

There were 11,590,212 shares of our common stotstanding at the close of business on April 12,20vhich were held by 160 shareholders of record.
The following table presents the high and low irdeyy sales prices for quarterly periods during 2&@dd 2010:

Market Values

2011 2010
High Low High Low
First Quarter $ 792 $ 714 $ 86z $ 7.1€
Second Quarter 7.2% 6.3¢ 8.5C 7.1t
Third Quarter 7.11 6.1¢ 7.7¢ 6.81
Fourth Quarter 6.2¢ 5.81 8.0t 7.04

Dividend Policy

Dividends are paid at the discretion of our bodrdiectors. While we paid a nonrecurring 10% stdokdend to our holders of common stock in 200@, w
have not paid a cash dividend on our common stotke past until our board of directors declaredsh dividend on February 7, 2012. The amount and
frequency of dividends, if any, will be determinggour board of directors after consideration of earnings, capital requirements, our financialditon
and our ability to service any equity or debt ohatigns senior to our common stock, and will dependash dividends paid to us by our subsidiary bask
a result, our ability to pay future dividends widépend on the earnings of Sonabank, its financiadlition and its need for funds.

There are a number of restrictions on our abititpay cash dividends. It is the policy of the FRBttbank holding companies should pay cash divisend
common stock only out of net income available dherpast year and only if prospective earningitis is consistent with the organization’s expédcte
future needs and financial condition. The policgyides that bank holding companies should not raaird level of cash dividends that undermines the
bank holding company’s ability to serve as a sowfdénancial strength to its banking subsidiargr la foreseeable period of time, our principal seuwf
cash will be dividends paid by our subsidiary barith respect to its capital stock. There are cartastrictions on the payment of these dividendsoised
by federal and state banking laws, regulationsarttorities.

Regulatory authorities could administratively imgdisnitations on the ability of our subsidiary baokpay dividends to us if such limits were deemed
appropriate to preserve certain capital adequagyimements or in the interests of “safety and soasd.”

50



Recent Sales of Unregistered Securities
None
Securities Authorized for Issuance under Equity Corpensation Plans

As of December 31, 2011, Southern National hadtamitng stock options granted under its Stock QpRtan, which is approved by its shareholders.
following table provides information as of DecemBér 2011 regarding Southern National’s equity cengation plans under which our equity securities
are authorized for issuance:

Number of securities
remaining available for
future issuance under

Number of securities t¢ Weighted-average equity compensation

be issued upon exercic  exercise price of plans (excluding
of outstanding options outstanding options securities reflected in
warrants and rights  warrants and rights column (a))
Plan category (a) (b) (c)
Equity compensation plans approved by security érs 415,32 $ 8.0¢ 587,17!
Equity compensation plans not approved by sechotgers — — —
Total 415,32 $ 8.0¢€ 587,17!

Issuer Purchases of Equity Securities
None
Performance Graph

The following chart compares the cumulative totereholder return on Southern National common stockhe period from November 1, 2006, when the
common stock was registered under Section 12 obduarrities Exchange Act of 1934 and first listedtoe Nasdaq Capital Market, to December 31, 2011,
with the cumulative total return of the Russell @06dex and the SNL Bank and Thrift Index for tlaene period. Dividend reinvestment has been assumed
This comparison assumes $100 invested on NovemI2806 in Southern National common stock, the RU2660 Index and the SNL Bank and Thrift
Index. The historical stock price performance fouthern National common stock shown on the grapdmbis not necessarily indicative of future stock
performance.
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Item 6. - Selected Financial Data

The following table sets forth selected financiatadfor Southern National as of December 31, 22010, 2009, 2008 and 2007, and for the years ended
December 31, 2011, 2010, 2009 and 2008, and 2007:

2011 2010 2009 2008 2007
(As Restated) (As Restated)
(in thousands, except per share amount:

Results of Operations:

Interest incom $ 33,42 % 36,29C $ 23,90¢ $ 24,40 $ 21,79¢
Interest expense 6,087 8,51: 8,071 11,98: 11,08¢
Net interest incom 27,33¢ 27,773 15,82¢ 12,41¢ 10,70¢
Provision for loan losses 8,492 9,02t 6,53¢ 1,657 1,29(
Net interest income after provision for loardes 18,84« 18,75: 9,291 10,76: 9,41¢
Noninterest income (los 2,14t 1,37t (5,58¢) (229 311
Noninterest expenses 14,89¢ 14,19, 11,06 9,10¢ 7,88¢
Income (loss) before income ta 6,09: 5,93( (7,357 1,52: 1,84«
Income tax expense (benefit) 1,692 1,87¢ (2,677) 31E 10¢€
Net income (loss) $ 4,401 % 4,05/ $ (4,680 $ 1,20¢  $ 1,73¢€
Per Share Data (1):
Earnings per shar- Basic $ 03¢ $ 03¢ $ (0.62) $ 0.1¢ $ 0.2€
Earnings per shar- Diluted $ 03¢t $ 03¢ $ 0.62) $ 0.1¢ $ 0.2
Book value per shal $ 858 % 814 $ 771 $ 1012 $ 10.1¢
Tangible book value per she $ 758 % 7.1 $ 6.6 $ 837 $ 8.34
Weighted average shares outstanc- Basic 11,590,21 11,590,21 7,559,96. 6,798,54 6,798,54
Weighted average shares outstanc- Diluted 11,591,15 11,592,86 7,559,96. 6,798,54 6,875,55
Shares outstanding at end of per 11,590,21 11,590,21 11,590,21 6,798,54 6,798,54
Selected Performance Ratios and Other Datz
Return on average ass 0.74% 0.67% -1.02% 0.2% 0.54%
Return on average equi 4.51% 4.31% -6.45% 1.75% 2.51%
Yield on earning asse 6.2(% 6.57% 5.71% 6.45% 7.47%
Cost of funds 1.31% 1.7%% 2.27% 3.7(% 4.7%%
Cost of funds including nc¢-interest bearing deposi 1.22% 1.6% 2.12% 3.4%% 4.42%
Net interest margil 5.0€% 5.05% 3.7¢% 3.2&% 3.67%
Efficiency ratio (2) 51.52% 48.01% 64.4% 67.05% 68.9%
Net charg-offs to average loar 1.62% 1.8€% 1.65% 0.32% 0.24%
Allowance for loan losses to total r-covered loan 1.54% 1.52% 1.4&% 1.4(% 1.33%
Stockholder¢ equity to total asse 16.2(% 16.0% 14.91% 15.92% 18.3¢%
Financial Condition:
Total asset $ 611,37 $ 586,65: $ 604,22: $ 431,92: % 377,28:
Total loans, net of deferred fe 491,76t 463,05 462,78 302,26t 261,40°
Total deposit: 461,09! 430,97 455,79: 309,46( 265,46¢
Stockholder equity 99,05: 94,33 90,08¢ 68,77¢ 69,27t

(1) Reflects 10% stock dividend declared April 19, 2(
(2) Efficiency ratio is calculated by dividing niaterest expense by the sum of net interest ingolerenoninterest income, excluding any gains/losses
sales of securities, gains/w-downs on OREO, gains on acquisitions and gainsatnaf loans
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Iltem 7. — Management's Discussion and Analysis ofifiancial Condition and Results of Operations

As part of ongoing accounting of the acquisitiorGa€ater Atlantic Bank, we have identified errarshe purchase accounting related to that acquisitiTh
most significant adjustment involves the initialiemte of the fair value of the FDIC indemnificatiasset. The financial information for the yeardieg
December 31, 2010 and 2009 provided in this Manag¢siDiscussion and Analysis of Financial Conditand Results of Operations has been restated to
reflect the correction of the errors. For moreiniation, see the explanatory note in Part 1, teamd Note 2 — Restatement of Consolidated Finhncia
Statements and the Notes to Consolidated FinaStaaéments of this Annual Report on Form 10-K.

Management’s discussion and analysis is preseateitithe reader in understanding and evaluatiadittancial condition and results of operations of
Southern National. This discussion and analysisishbe read with the consolidated financial staets, the footnotes thereto, and the other finAdeita
included in this report.

CRITICAL ACCOUNTING POLICIES

Our accounting policies are in accordance with Lyeherally accepted accounting principles and githeral practices within the banking industry.
Management makes a number of estimates and assmspdilating to reported amounts of assets anilitieb and the disclosure of contingent assets and
liabilities at the date of the consolidated finahsitatements and the reported amounts of reveaneesxpenses during periods presented. Different
assumptions in the application of these methogmbcies could result in material changes in onaficial statements. As such, the following policies
considered “critical accounting policies” for us.

Allowance for Loan Losses

The allowance for loan losses is a valuation alloweafor probable incurred credit losses. Loandssse charged against the allowance when managemen
believes the collection of the principal is unlikelRecoveries of amounts previously charged-affaedited to the allowance. Management’s
determination of the adequacy of the allowanceaisel on a three year historical average net Iqesriexce for each portfolio segment adjusted foresu
industry and economic conditions (referred to agrent factors”) and estimates of their affect oan collectability. While management uses available
information to estimate losses on loans, futurdtamt to the allowance may be necessary basethanges in economic conditions, particularly those
affecting real estate values.

The allowance consists of specific and general @orapts. The specific component relates to loaatsate individually classified as impaired. Thagel
component provides for estimated losses in uninegdivans and is based on historical loss experiadgested for current factors.

A loan is considered impaired when, based on ctiiéormation and events, it is probable that SeuthiNational will be unable to collect the schedule
payments of principal or interest when due accaydinthe terms of the loan documentation. Factorsiclered by management in determining impairment
include payment status, collateral value, and tiodability of collecting scheduled principal anderest payments when due. Loans that experience
insignificant payment delays and payment shortigdliserally are not classified as impaired. Managemetermines the significance of payment delayk an
payment shortfalls on a case-by-case basis, taktog-onsideration all of the circumstances surtg the loan and the borrower, including the lénaft

the delay, the reasons for the delay, the borrangibr payment record, and the amount of the &ibim relation to the principal and interest owed
Impairment is measured on a loan by loan basisdormercial and construction loans by either thsgmevalue of expected future cash flows discouat
the loan’s effective interest rate, the loan’s ot#hle market price, or the fair value of the cfal if the loan is collateral dependent. Indiatlaonsumer
and residential loans are evaluated for impairnbesed on regulatory guidelines.
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The general component covers non-impaired loanssabpased on historical loss experience adjusteduoent factors. The historical loss experieisce
determined by portfolio segment and is based oratial net loss history experienced by SouthertioNal over the most recent three years. Thisactu
loss experience is adjusted for current factoredas the risks present for each portfolio segm@&hiese current factors include consideration ef th
following: levels of and trends in delinquencieslampaired loans; levels of and trends in charffe-and recoveries; trends in volume and termoans;
effects of any changes in risk selection and undéng standards; other changes in lending poligiescedures, and practices; experience, abilitg,deptl
of lending management and other relevant staffpnat and local economic trends and conditionsyugtiy conditions; and effects of changes in credit
concentrations. The following portfolio segmenévé been identified: owner occupied commercidl@state, non-owner occupied commercial real estate
construction and land development, commercial lppemdential 1-4 family, multi-family residentidhans secured by farmland, home equity lines editr
(HELOC) and consumer. While underwriting practigethis environment are more stringent, the bastlreates the effect of internal factors on futue¢ n
loss experience to be negligible. Managementisnas¢ of the effect of current external economiciemmental conditions on future net loss expergisc
significant in all loan segments and particulanyloans secured by real estate including singlelyatr4, non-owner occupied commercial real estatd
construction and land development loans. Thegerfamclude excess inventory, generally less dehthiven in part by fewer qualified borrowers and
buyers. These considerations have played a signifirole in management’s estimate of the adeqahthe allowance for loan and lease losses.

FDIC Indemnification Asset

Southern National filed a Form 8-K on February 012, disclosing that it will restate its financ&htements for the year ended December 31, 2069, th
interim quarterly periods and year ended DecemhePB10 and the interim quarterly periods througpt8mber 30, 2011. In December 2009, we acquired
Greater Atlantic Bank from the FDIC. We have idiéed errors in the purchase accounting relateth&b acquisition. The most significant adjustment
involves the initial estimate of the fair valuetbé FDIC indemnification asset. An external venassisted with the calculation of the estimatedvfalue o

the indemnification asset. We have corrected titewanting for an error made in the initial fair walcalculation, and historical amounts set fantthis

Annual Report on Form 10-K, as applicable, refteetrestatement of previously issued financiakstents discussed above.

The acquisition of Greater Atlantic Bank on Decembe2009 was accounted for under the acquisitiethimd of accounting, and the assets and liabilities
were recorded at their estimated fair values. FREC indemnification asset was measured separfiaty each of the covered asset categories asdtis
contractually embedded in any of the covered asegories. A revised calculation of the estimdisddvalue of the indemnification asset as of the
acquisition date has been completed, and we havatee the FDIC indemnification asset accordinghe revised fair value of the indemnification ass®et
of the acquisition date in the amount of $8.8 millrepresented the present value of the estimaisigayments expected to be received from the F@IC
future losses on covered assets based on the adid#itment estimated for each covered asset &lddk sharing percentages at the acquisition ddte.
revised estimated gross cash flows associatedthigtreceivable were $9.3 million. These cash flowese then discounted at a market-based rate lectef
the uncertainty of the timing and receipt of thesleharing reimbursement from the FDIC. The ultimallectability of this asset is dependent ugan t
performance of the underlying covered assets, élssgge of time and claims paid by the FDIC. Thieifhce between the gross cash flows and the fair
value of the indemnification assets, $489 thousauiiltibe accreted through the statement of openatiover the estimated loss period of the loans.
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Other than Temporary Impairment (“OTTI") of Investm ent Securities

Securities are monitored to determine whether draen their value is other than temporary. Magragnt utilizes criteria outlined in ASC 320-68; ASC
820-10 and ASC 325-40, such as the probabilityotlecting amounts due per the contractual termtb@finvestment security agreement, to determine
whether the loss in value is other than temporditye term “other than temporary” is not intendedhiticate that the decline in value is permanént.
indicates that the prospects for a neam recovery of value are not necessarily favarabi that there is a lack of evidence to supmortvalues equal to,
greater than, the carrying value of the investm@&nmnce a decline in value is determined to be atien temporary, the value of the security is reduand :
corresponding charge to earnings is recognized.

An evaluation of the portfolio for other than temg@iy impairment is performed at each reportingqakriln performing a detailed cash flow analysiga¢t
trust preferred security, Sonabank works with irefetent third parties to estimate expected cashsflawd assist with the evaluation of other than tenany
impairment. The cash flow analyses performed fertthst preferred securities included the followasgumptions:

.5% of the remaining performing collateral will deft or defer per annur

Recoveries ranging from 25% to 47% with a two ylagron all defaults and deferra

No prepayments for 10 years and then 1% per anouthé remaining life of the securit

Additionally banks with assets over $15 billiofllwo longer be allowed to count down stream tiustferred proceeds as Tier 1 capital (although
it will still be counted as Tier 2 capital). We jeot that this will incent the large banks to preplaeir trust preferred securities if they canfat is
economically desirable. As a consequence, we hebjeqted in all of our pools that 25% of the cadlat issued by banks with assets over $15
billion will prepay in 2013

e Our securities have been modeled using the ahssemptions by independent third parties usinddiveard LIBOR curve to discount projected
cash flows to present value

Goodwill and Intangible Assets

Management is required to assess goodwill and attemgible assets annually for impairment or maften if certain factors are identified which could
imply potential impairment. This assessment ineslpreparing analyses of market multiples for sinvlperations, and estimating the fair value of the
reporting unit to which the goodwill is allocatetf.the analysis results in an estimate of faieamaterially less than the carrying value we wdéd
required to take a charge against earnings to waiten the asset to the lower fair value. Basedurmassessment completed with the help of an autsid
investment banking firm, we believe the goodwills®.2 million and other identifiable intangibles#.0 million are not impaired and are properlyoreled
in the consolidated financial statements as of bdwe 31, 2011.

Valuation of Deferred Tax Asset

The provision for income taxes reflects the taxeet§ of the transactions reported in the finargti@ements, including taxes currently due as veedramnge
in deferred taxes. Deferred tax assets and lissliepresent estimates of the future tax retunseguences of temporary differences between carryin
amounts and tax bases of assets and liabilitieferied tax assets and liabilities are computedsiyg currently enacted income tax rates and apglyi
those rates to the periods in which the deferredisaets or liabilities are expected to be realaeskttled. As changes in tax laws or rates aaeted,
deferred tax assets and liabilities are adjusteslitih the provision for income taxes. As of Decenfide 2011 and 2010, management concluded that it i
more likely than not that Southern National wilhgeate sufficient taxable income to fully utilizeraleferred tax assets.
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OVERVIEW

Southern National Bancorp of Virginia, Inc. (“Soath National”)is a corporation formed on July 28, 2004 underakes of the Commonwealth of Virgir
and is the holding company for Sonabank (“Sonabpal’irginia state chartered bank which commengestations on April 14, 2005. The principal
activities of Sonabank are to attract depositsa@rginate loans as permitted under applicable bapkégulations. Sonabank operates 14 branches in
Virginia located in Fairfax County (Reston, McLeamd Fairfax), in Charlottesville, Warrenton (2),udcwun County (Middleburg, Leesburg (2), and South
Riding), Front Royal, New Market, Richmond and @lif Forge, and we also have a branch in RockWiiryland. We have administrative offices in
Warrenton and an executive office in Georgetownshkifegton, D.C where senior management is located.

On September 28, 2009, Southern National Bancohgrginia, Inc. completed the purchase of the Watwe branch office, acquired at fair value sele
loans in the amount of $23.8 million and assumefdiatvalue approximately $26.8 million of depoditsm Millennium Bank, N.A. No premium was p.
in this transaction.

Southern National completed a public offering sfégdmmon stock in an underwritten public offerif¢G Partners, LLC acted as the sole manager fc
offering. Southern National closed on the offerorgNovember 4, 2009, selling 4,791,665 shares ofngon stock, including 624,999 shares sold pur:
to an overallotment option granted to the underwriter, atiagpof $6.00 per share. The gross proceeds fl@shares sold were $28.7 million. The
proceeds to Southern National from the offeringenegoproximately $26.9 million after deducting $nBlion in underwriting commission and an estim
$486 thousand in other expenses incurred in coromewtth the offering.

Effective December 4, 2009, Sonabank assumed eeattgiosits and liabilities and acquired certairetsssf Greater Atlantic from the FDIC as receivar f
Greater Atlantic Bank, pursuant to the terms ofiechase and assumption agreement entered inteelyathk and the FDIC on December 4, 2009 (the
“Agreement”). On December 5, 2009, the former GreAtlantic offices, located in Reston, New Marketont Royal and South Riding, Virginia and
Rockville, Maryland opened as Sonabank branches.

Under the terms of the Agreement, the Bank acqustdastantially all of the assets of Greater At@B@ank, including all loans at a fair value of $18.3
million, and assumed substantially all of its lighgs, including the insured and uninsured deoaita fair value of $178.7 million. In connectiwith the
Greater Atlantic acquisition, the FDIC made a gaayment to the Bank of approximately $27.0 millidhe terms of the Agreement provide for the FDIC
to indemnify the Bank against claims with respediabilities of Greater Atlantic not assumed bg Bank and certain other types of claims listeth@n
Agreement.
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The Bank paid no cash or other consideration taiaed@sreater Atlantic Bank. As part of the Greaiélantic acquisition, the Bank and the FDIC entkre
into a loss sharing agreement (the “loss sharimgeagent”) on approximately $143.4 million (costibpsf Greater Atlantic Bank’s assets. The Bank wi
share in the losses on the loans and foreclosedcoiateral with the FDIC as specified in the Isbaring agreement; we refer to these assets tedlgcas
“covered assets.” Pursuant to the terms of thedbasing agreement, the FDIC is obligated to reirsdthe Bank for 80% of losses of up to $19 million
with respect to the covered assets. The FDICreiithburse the Bank for 95% of losses in excesslefiillion with respect to the covered assets. The
Bank will reimburse the FDIC for 80% of recoveriesh respect to losses for which the FDIC paidBamk 80% reimbursement under the loss sharing
agreement, and for 95% of recoveries with respekigses for which the FDIC paid the Bank 95% rairsbment under the loss sharing agreement.

On October 1, 2011, we completed the acquisitiothefMidlothian Branch of the Bank of Hampton Raatiée assumed deposits in the amount of §
million. Goodwill in the amount of $437 thousanadaa premium on time deposits of $303 thousand wezerded. No core deposit intangible assel
recorded. We also acquired the office buildingnfuure and equipment in the amount of $1.7 million

RESULTS OF OPERATIONS

Subsequent to the release of our financial regotthe fourth quarter and year ended DecembeR@11, we received additional information which ealis
us to adjust the valuation of four loans to the sdmorrower downward by $1.7 million. As a resfdt, the fourth quarter of 2011, we recorded an otk
impairment of $1.7 million. Given the financialradition of this borrower, we have concurrently rgeized a charge off for the amount of impairment a
total charge-offs of $3.2 million were recordedidgrthe quarter and $8.0 million for the year enBedember 31, 2011. After the additional charde-of
net income for the year ended December 31, 2011$d@smillion compared with the net income $5.5limnil previously reported in our earnings release
furnished in Form 8-K. This loan impairment reddiehareholders’ equity and total assets as of Dbeefil, 2011 by the $1.1 million after-tax decrease
net income.

Net Income

Net income for the year ended December 31, 201134a6 million, up from $4.1 million (as restatedy the year ended December 31, 2010. Net in
during 2010 was adversely affected by a fourth gudoan loss provision of $5.3 million and corresding charge-offs on two related loans

Net income for the year ended December 31, 2010 $4ak million (as restated), compared to a los$4f million (as restated) for the year er
December 31, 2009. Other than temporary impair{@iill) charges on investment securities relatecréalit were $7.7 million in 2009. OTTI charges
investment securities related to credit were $2881sand in 2010. During 2009 we recognized a bangaichase gain of $424 thousand on the Milleni
Warrenton branch acquisition. Net interest income2010 was $27.8 million (as restated) compare$il® 8 million in 2009, attributable primarily the
acquisition of Greater Atlantic Bank late in theifth quarter of 2009.

Net Interest Income

Our operating results depend primarily on our n&griest income, which is the difference betweeerest and dividend income on interest-earning asset
such as loans and investments, and interest expenséerest-bearing liabilities such as deposits lorrowings.
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Net interest income was $27.3 million during te@ayended December 31, 2011, compared to $27.®m(Hls restated) during the prior year. Average
interest-earning assets for the year ended Dece®1h@011 decreased $12.6 million compared to @ngesperiod in 2010 (as restated). Average loans
during 2011 were $477.6 million compared to $468ilion (as restated) last year. Average investnsecurities decreased by $17.4 million in the year
ended December 31, 2011, compared to the samedper&®10. During 2011, we did not acquire any siées as we were unable to identify investment
securities that met our yield and stability thrddeo The average yield on average earning adseteased from 6.57% (as restated) in 2010 to 6ih9%
2011. The Greater Atlantic Bank loan discount atbenecontributed $3.3 million during 2011, compateds5.9 million (as restated) during 2010. Averag
interest-bearing liabilities for the year ended &maber 31, 2011 decreased $11.1 million comparéaetgsame period in 2010. Average interest-bearing
deposits decreased by $15.7 million, while avetageowings increased by $4.5 million compared ta®0The average cost of interest-bearing liab#iti
decreased from 1.79% in 2010 to 1.31% in 2011.aMezage cost of interest-bearing deposits decrdamedl.71% in 2010, to 1.23% in 2011, primarily
because of the reduction in the average cost oeyararket accounts from 1.71% to .87% and time siépfrom 1.83% to 1.55%. The interest rate spread
for the year ended December 31, 2011 increased 4t@8% (as restated) to 4.88% compared to the gamed last year. The net interest margin was 5.
in 2011, up from 5.03% (as restated) in 2010.

Net interest income was $27.8 million (as restatkd)ng the year ended December 31, 2010, compargil5.8 million (as restated) during the priory:
Average interest-earning assets for the year eBaéegmber 31, 2010 increased $134.2 million (asited} over the same period in 2009. Average loans
during 2010 were $463.3 million (as restated) camg&o $339.1 million during 2009. Average investtngecurities increased by $5.7 million in the year
ended December 31, 2010, compared to the samelprr&®09. The average yield on average earningtsfscreased from 5.71% in 2009 to 6.57% (as
restated) in 2010. The Greater Atlantic Bank lostalint accretion contributed $5.9 million (as aésd) during 2010, of which $2.3 million was rethte
HELOCSs. The yield on portfolio loans declined itel2010 as a result of fixed rate loans rollingifibating rates that are customarily subject t@ifs in
today’s market, but were not four or five years adgeen the loans were originated. On the other hardyad paid rates in excess of market on largeegnon
market accounts for former Greater Atlantic Banktomers to retain them, and, as of the beginnintaotiary, we adjusted those rates to current market
rates. Average interest-bearing liabilities fa trear ended December 31, 2010 increased $120iBmubmpared to the same period in 2009. Average
interest-bearing deposits increased by $116.0anillivhile average borrowings increased by $4.4ionilcompared to 2009. The average cost of interest
bearing liabilities decreased from 2.27% in 2009.@0% in 2010. The average cost of interest-bgateposits decreased from 2.22% in 2009, to 1.#11% i
2010, primarily because of the reduction in therage cost of time deposits from 2.44% to 1.83%. ifiterest rate spread for the year ended Deceniber 3
2010 increased from 3.44% to 4.78% (as restatedpaced to the same period last year. The net siterargin was 5.03% (as restated) for the yeardende
December 31, 2010 compared to 3.78% for the yed@eDecember 31, 2009.
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The following tables detail average balances a@riggt-earning assets and interest-bearing lias)ithe amount of interest earned/paid on suchsaasd
liabilities, and the yield/rate for the periodsicated:

Average Balance Sheets and Net Intere
Analysis For the Years
Ended December 31, 2011, 2010 and 2009

2011 2010 2009
Interest Interest Interest
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
Balance Expense Rate Balance Expense Rate Balance Expense Rate
(Dollar amounts in thousands)
(As Restated) (As Restated)

Assets
Interes-earning asset:
Loans, net of deferred fees (1) $ 477,63! $ 31,27¢ 6.55% $ 463,26! $ 33,45( 7.22% $ 339,110 $ 21,04( 6.2(%
Investment securitie 50,83: 1,914 3.71% 68,23¢ 2,63¢ 3.8€% 62,50¢ 2,701 4.32%
Other earning assets 11,52¢ 231 2.00% 21,04¢ 20E 0.97% 16,68" 16E 0.9%%
Total earning assets 539,99: 33,42 6.1%, 552,54¢ 36,29( 6.5704  418,30¢ 23,90¢ 5.7l
Allowance for loan losse (6,269) (5,757 (4,609
Intangible asset 11,27¢ 12,13 11,58:
Other non-earning assets 52,61( 48,14( 31,31«
Total assets $ 597,61¢ $ 607,06 $ 456,59¢
Liabilities and stockholders’

equity
Interes-bearing liabilities
NOW account: $ 15,89¢ 43 0.27% $ 15,44) 44 0.28% $  8,04¢ 16 0.1<%
Money market accoun 148,56 1,28¢ 0.87%  165,21: 2,82( 1.71% 58,46: 97C 1.6€%
Savings account 6,03% 36 0.5% 5,05¢ 33 0.65% 2,50t 14 0.55%
Time deposits 233,38 3,618 1.55%  233,83: 4,27t 1.83% 234,54 5,72¢ 2.4
Total interest-bearing deposits 403,88 4,98( 1.23%  419,54! 7,17z 1.71%  303,55! 6,72¢ 2.22%
Borrowings 61,45¢ 1,107 1.8(% 56,92( 1,341 2.36% 52,56¢ 1,34¢ 2.57%
Total interest-bearing liabilities 465,34° 6,087 1.3l 476,46! 8,51° 1.7%4 356,12( 8,071 2.270
Noninteres-bearing liabilities

Demand deposi 31,64: 31,41t 24,00:

Other liabilities 3,03¢ 5,21F 3,67¢
Total liabilites 500,02¢ 513,09! 383,79¢
Stockholders’ equity 97,58¢ 93,96¢ 72,79’
Total liabilities and

stockholders’ equity $ 597,61¢ $ 607,06 $ 456,59¢
Net interest incom $ 27,33¢ $ 27,77 $ 15,82¢
Interest rate spree 4.88% 4.7¢% 3.44%
Net interest margil 5.0€% 5.05% 3.7¢%
(1) Includes loan fees in both interest income andt#ieulation of the yield on loan
2) Calculations include n¢-accruing loans in average loan amounts outstan
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The following table summarizes changes in net @gtincome (as restated) attributable to changtd®inolume of interest-bearing assets and lidduslit
compared to changes in interest rates. The chiangterest, due to both rate and volume, has Ipeeportionately allocated between rate and volume.

Year Ended December 31, 2011 vs. 20 Year Ended December 31, 2010 vs. 20!
Increase (Decrease Increase (Decrease
Due to Change in: Due to Change in:
Net Net
Volume Rate Change Volume Rate Change

(in thousands’
Interest-earning assets

Loans, net of deferred fe $ 1,087 $ (3,259 $ (2,179 $ 8,57t $ 3,83 $ 12,41(
Investment securitie (657) (64) (721) 411 477 (66)
Other earning assets (19) 45 26 42 (2) 40
Total interest-earning asset: 411 (3,27¢) (2,867 9,02¢ 3,35¢ 12,38¢

Interest-bearing liabilities:

NOW accounts 1 2 Q) 19 9 28
Money market accoun (260) (1,277 (1,532 1,821 29 1,85(
Savings accouni 6 (©)] 3 16 3 19
Time deposits (8) (6549) (662) (17) (1,436 (1,459
Total interest-bearing

deposits (26)) (2,930 (2,19)) 1,83¢ (1,399 444
Borrowings 12C (359 (234) (769) 761 (8)
Total interest-bearing

liabilities (147 (2,289) (2,42%) 1,07( (634) 43€
Change in net interesi

income $ 55z % (999 $ (442) $ 7,95¢ % 3,99C $ 11,94¢

Provision for Loan Losses

The provision for loan losses is a current chaogearnings made in order to increase the allowéordean losses to a level for inherent probabksés in
the loan portfolio based on an evaluation of trenlportfolio, current economic conditions, chanigethe nature and volume of lending, historicahloa
experience and other known internal and exterrabfa affecting loan collectability. Our loan lagtowance is calculated by segmenting the loatfqiay
by loan type and applying risk factors to each segin The risk factors are determined by considepeer data, as well as applying management’s
judgment.

The provision for loan losses charged to operatfonthe years ended December 31, 2011, 2010 a@8 ®@s $8.5 million, $9.0 million, and $6.5 million
respectively. We had charge-offs totaling $8.diomlduring 2011, $8.8 million during 2010, and B5nillion during 2009. There were recoveries toigl
$199 thousand during 2011, $167 thousand durin® 20l $157 thousand during 2009. The loan impaitsneere elevated in 2011 because of the four
related loans discussed above, and in 2010 dueetlméans previously mentioned.

Our provision for loan losses for the fourth quad&2011 was $3.4 million. In the fourth quartér2010 it was $5.3 million and was primarily reldte
impairment of a similar amount on two Kluge relatedns, one a development loan and one a resitlemtiigage on a house in the development. I
fourth quarter of 2011 we sold two of the tractslued in the Kluge development loan.

During the fourth quarter of 2009 our provision foan losses was $4.3 million with impairment ofG#illion. One of the loan impairments was relats
a $1.8 million commercial and industrial loan calibyg a fraud perpetrated on the Bank. The borravaes apprehended, convicted and is now in prison.
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Noninterest Income

The following table presents the major categorfasominterest income for the years ended Decembg2@11, 2010 and 2009 (in thousands):

2011 2010 Change

Account maintenance and deposit service fe: $ 83z % 90C $ (67)
Income from bank-owned life insurance 1,33¢ 554 782
Gain on sale of SBA loan: 39t - 39t
Net loss on other asset (297) (2749 (23
Net impairment losses recognized in earning (329 (28¢) (42)
Gain on sale of securities available for sal - 14z (142
Other 207 341 (134

Total noninterest income $ 2,14t $ 1,37t $ 77C

2010 2009 Change
(As Restated)

Account maintenance and deposit service fe: $ 90C $ 67¢ $ 224
Income from bank-owned life insurance 554 57¢ (25)
Bargain purchase gain on acquisitior - 424 (429)
Gain on sale of SBA loan: - 20¢€ (20€)
Net loss on other asset (2749) (219 (60)
Net impairment losses recognized in earning (28¢) (7,719 7,42¢
Gain on sale of securities available for sal 14z 371 (229
Other 341 86 25E

Total noninterest income (loss $ 1,37t $ (5,586 $ 6,961

Noninterest income increased to $2.1 million durg@il from $1.4 million in 2010. The increase waigely attributable to an $800 thousand insur
benefit resulting from the death of an officer cadteby bankewned life insurance in the second quarter of 28id the sale of SBA loans during the fo
quarter of 2011which resulted in a gain of $395.8and. This was partially offset by an OTTI chafiecredit on trust preferred securities in the artoof
$329 thousand.

Noninterest income was $1.4 million during 2010 paned to noninterest loss of $5.6 million (asatet) in 2009. During the year ended Decembe
2009, there were OTTI charges related to credi7o7 million compared to $288 thousand for 2010e Mtorded a gain of $424 thousand on the
Millennium Warrenton Branch acquisition in the thguarter of 2009. Noninterest income for 2010udeld account maintenance and deposit service fees
of $900 thousand compared to $676 thousand for 26BCthe increases resulting from the Greater @taBank and Millennium Branch acquisitions.
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Noninterest Expense

The following table presents the major categorfasominterest expense for the years ended Deceg&ihe2011, 2010 and 2009 (in thousands):

Salaries and benefit:
Occupancy expense
Furniture and equipment expense:!
Amortization of core deposit intangible
Virginia franchise tax expense
FDIC assessmen
Data processing expens
Telephone and communication expens
Change in FDIC indemnification asse
Other operating expense:

Total noninterest expenst

Salaries and benefit:
Occupancy expense
Furniture and equipment expense:
Amortization of core deposit intangible
Virginia franchise tax expense
FDIC assessmen
Data processing expens
Telephone and communication expens
Change in FDIC indemnification asse
Acquisition expenses
Other operating expense:

Total noninterest expenst

2011 2010 Change
(As Restated)

$ 6,781 $ 6,18¢ $ 601
2,24( 2,101 13¢

55€ 591 (39

91¢ 943 (24)

68€ 73E (49

522 70E (18%)

54€ 587 (41)

392 403 (1)

(99) (60) (39)

2,34 2,00¢ 341

$ 14,89¢ $ 14,197 $ 69¢

2010 2009 Change
(As Restated)

$ 6,18¢ $ 4,461 $ 1,72¢
2,101 1,61¢F 48€

591 51€ 75

942 731 212

73t 562 172
70E 75E (50

587 33¢ 24¢

408 28¢ 12C
(60) - (60)
- 49¢ (499

2,00¢ 1,301 70E

$ 14,197 % 11,06: $ 3,13¢

Noninterest expense was $14.9 million in 2011 caegéo $14.2 million (as restated) in 2010. Legadense increased by $260 thousand during :
compared to 2010. There was noninterest expenappbximately $82 thousand related to the MidentiBranch which was acquired in October 2011. As
of December 31, 2011 we had 112 full-time equivaéanployees compared to 107 at the end of 2010.

Noninterest expenses were $14.2 million (as redyabering the year ended December 31, 2010, cordgar$11.1 million during 2009. The amortizatior
the Greater Atlantic Bank core deposit intangitdded $200 thousand during the year ending DeceBhe2010. The remaining increases were primarily
attributable to the costs of operating a thirteeambh system rather than an eight branch systerialpaoffset by the reversal of bonus accrualsiiog

$111 thousand for the year. As of December 31, 20d6ad 107 full-time equivalent employees comp&oetD3 at the end of 2009.



FINANCIAL CONDITION

Total assets were $611.4 million as of Decembe2811, up from $586.7 million (as restated) as e€E&@mber 31, 2010. Total loans increased from $
million (as restated) at the end of December 2019491.8 million at December 31, 2011. The increéaske loan portfolio was achieved despite coritig
repayments in the covered portfolio and the sal&5€8 million in SBA loans during the fourth quart®/e continued to experience repayments oi
covered portfolio. The covered portfolio decreaBedh $95.8 million (as restated) at the end of 261$82.6 at the end of 2011. Loan closings inrtbe-
covered portfolio were a robust $46.6 million dgrithe fourth quarter of 2011, only a portion of whiwas reflected in increased outstan
balances. Non-covered loans were up to $409.2omidt the end of 2011 compared to $367.3 millibtha end of 2010.

Loan Portfolio

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agraeoreapproximately $143.4 million (cost basis) of
Greater Atlantic Bank’s assets. The Bank will ghiarthe losses on the loans and foreclosed lobateal with the FDIC as specified in the lossrag
agreement; we refer to these assets collectivelgmagred assets.” Loans that are not covereléndss sharing agreement are referred to as “nvered
loans.”

Non-covered Loans

Non-covered loans, net of deferred fees, grew fron7$Bnillion at the end of 2010 to $409.2 milliontla¢ end of 2011. Owner-occupied commercial real
estate loans grew 1% from $81.5 million at year 2080 to $82.5 million at the end of 2011. Non ewnccupied commercial real estate loans grew 54%
from $76.1 million at year end 2010 to $117.1 roilliat the end of 2011. Non-real estate commereiald increased 17% from $76.6 million at the end of
2010 to $89.9 million at the end of 2011. Condimrcand land loans increased slightly from $39ilion at the end of 2010 to $39.6 million at yeard
2011.

Our residential mortgage loan portfolio decreagechf$58.9 million at December 31, 2010, to $49.8ion at December 31, 2011In the ordinary cour:
of business Sonabank provides residential mort§iagacing to its business clients.

Our commercial real estate lending program inclusteh loans closed under the Small Business Adtnatien (“SBA”) 7(a) and 504 loan programs and
loans closed outside of the SBA programs that seotke the investor and owner-occupied facility nedrk he 504 loan program is used to finance lwrg:
fixed assets, primarily real estate and heavy eneig and gives borrowers access to up to 90% fingrfor a project. SBA 7(a) loans may be usedtier
purchase of real estate, construction, renovatideasehold improvements, as well as machineryipegent, furniture, fixtures, inventory and in some
instances, working capital and debt refinancinge BBA guarantees up to 85% of the loan balanteif?(a) program, and start-up businesses arélkeligi
to participate in the program. During 2011 we elb#oans totaling $21.9 million through the SBA{g)/program and $13.0 million under the SBA’s 504
program. During 2010 we closed loans totaling $8ilion through the SBA'’s 7(a) program and $2.9lioil under the SBA’s 504 program.
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Covered Loans

We refer to the loans acquired in the Greater Aittagcquisition as “covered loans” as we will bemeursed by the FDIC for a substantial portion oy a
future losses on them under the terms of the loasrgy agreement. At the December 4, 2009 acquiisdate, we estimated the fair value of the Greater
Atlantic loan portfolio at $113.6 million, whichpeesents the expected cash flows from the portftiSoounted at a market-based rate. In estimatinf s
fair value, we (a) calculated the contractual ami@mal timing of undiscounted principal and inteqgggyments (the “undiscounted contractual cash flpws
and (b) estimated the amount and timing of undistexdiexpected principal and interest payments“(thdiscounted expected cash flows”). The discount
rate applied to the cash flows contemplates anatefor illiquidity in the loan portfolio and othenarket-based elements. The amount by which the
undiscounted expected cash flows exceeded theatstinfair value (the “accretable yield”) totaled$& million and will be accreted into interest ino®
over the life of the loans. The difference betw#denundiscounted contractual cash flows and thésaodnted expected cash flows is the nonaccretable
difference. The nonaccretable difference totaled $8illion and represents an estimate of the créslitin the Greater Atlantic loan portfolio at the
acquisition date.

Covered loans decreased by $13.2 million from $@&lBon (as restated) at December 31, 2010, ta&&allion at December 31, 2011, because there were
significant payoffs.

The following table summarizes the composition af lmans, net of unearned income at the datesatetic

Total Total Total Non-covered
2011 2011 2010 2010 2009 2009 2008 2007
Non- Non- Non-
Covered covered Amount Percent Covered covered Amount Perceni Covered covered Amount Percenl Amount Percent Amount Percent
(in thousands)
(As Restated
Mortgage loans on real estate
Commercial real estate-
owner-occupied $ 4,85¢ $8245( $ 87,30« 17.7% $ 5,427 $ 81,48 $ 86,91« 18.1%$ 6,61° $ 76,76! $ 83,37¢ 18.(% $ 54,41 18.(% $ 34,34( 13.1%
Commercial real estate-
non-ownetr-occupied 11,24t 117,05 128,30: 26.(% 14,50: 76,06¢ 90,57( 19.€% 18,00¢ 63,05¢ 81,06 17.5% 44,42¢ 14.1% 49,77 19.(%
Secured by farmland - 1,50¢€ 1,50¢€ 0.2% - 3,52: 3,52: 0.6% - 6,471 6,471 1.4%  6,02¢ 2.0%  3,03¢ 1.2%
Construction and land
development 2,88 39,56t 42,44¢ 8.6% 3,24¢ 39,48( 42,72¢ 9.2%  3,49¢ 48,00( 51,49¢ 11.1% 56,58¢ 18.1% 50,51( 19.2%
Residential -4 family 25,307 49,28¢ 74,59¢ 15.1% 28,73 58,90( 87,63 18.¢% 33,81 61,02¢ 94,83¢ 20.5% 60,37¢ 19.¢% 51,86: 19.6%
Multi - family residential 62¢ 19,55¢ 20,18: 4.1% 62¢ 19,177 19,80¢ 4%  2,57C 10,72¢ 13,29¢ 2.9% 5,581 1.8%  8,27: 3.2%
Home equity lines of credit 35,44: 9,04( 44,48 9.C% 40,66: 10,53: 51,19« 11.(% 44,61( 10,53: 55,14: 11.9% 11,50¢ 3.8% 8,42¢ 3.2%
Total real estate loan: 80,35¢  318,46: 398,81 80.% 93,20: 289,16t 382,36¢ 82.£% 109,11 276,57° 385,68 83.2% 238,92( 79.(% 206,22: 78.1%
Commercial loans 2,122 89,93¢ 92,06 18.71% 2,44% 76,64« 79,087 17.1%  3,18¢ 70,757 73,94. 16.(% 60,82( 20.1% 53,20¢ 20.2%
Consumer loans 10€ 1,86¢ 1,97¢ 0.4% 142 2,01( 2,15% 0.4% 192 3,52¢ 3,721 0.8%  3,07¢ 1.C0%  2,47¢ 0.8%
Gross loan: 82,58¢  410,26¢ 492,85t 100.(% 95,78¢  367,82(  463,60¢ 100.% 112,48¢ 350,86. 463,35: 100.(% 302,81 100.(% 261,90° 100.(%
Less deferred fee: - (1,089 (1,088.00 - (554) (554) - (564) (564) (54€) (500
Loans, net of deferred fee: ~ $ 82,58t  $409,18( _$ 491,76t $ 95,78{  $367,26¢ $463,05: $112,48¢  $350,29¢ $462,78 $302,26¢ $261,40°

As of December 31, 2011, substantially all non-cedeand covered loans were to customers locat¥itgnia and Maryland. We are not dependent on
any single customer or group of customers whosag\vaacy would have a material adverse effect onoparations.

At December 31, 2011 we had $87.3 million in codemad non-covered owneccupied commercial real estate loans, and we b&0.8 million in covere
and non-covered non-owner occupied commercialegtalte loans including multi-family residentialhsaand loans secured by farmland.
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The following table sets forth the contractual néguranges of the covered and non-covered comrakbcisiness and construction loan portfolio and the
amount of those loans with fixed and floating ietrrates in each maturity range as of Decembe2®1], (in thousands):

After 1 Year

Through 5 Year. After 5 Years
One Yeal Fixed Floating Fixed Floating
or Less Rate Rate Rate Rate Total
Real estate constructic $ 27,73¢ % 7,74C % - $ 6,46C $ 50¢ % 42,44¢
Commercial and industrial 41,18 13,23:¢ 12,51¢ 1,82¢ 23,30 92,06
Total $ 68,92¢ $ 20,97 $ 12,51¢ $ 8,28: $ 23,81 $ 134,50¢

Past Due Loans and Nonperforming Assets

We will generally place a loan on nonaccrual stathen it becomes 90 days past due. Loans willlaésplaced on nonaccrual status in cases whereeve a
uncertain whether the borrower can satisfy theremtiial terms of the loan agreement. Cash paymeo¢sved while a loan is categorized as nonaccrual
will be recorded as a reduction of principal aglas doubt exists as to future collections.

We maintain appraisals on loans secured by realeegiarticularly those categorized as nonperfagrioans and potential problem loans. In instances
where appraisals reflect reduced collateral valwesmake an evaluation of the borrower’s overalficial condition to determine the need, if any, fo
possible specific impairment or write-down to theét realizable values. If foreclosure occursre@rd other real estate owned at the lower of our
recorded investment in the loan or fair value mssestimated costs to sell.

Our loss and delinquency experience on our loatfgdiar has been limited by a number of factors/uiéng our underwriting standards and the relagivel
short period of time since the loans were origidaté/hether our loss and delinquency experiendkéararea of our portfolio will increase significhnt
depends upon the value of the real estate seclo@mg and economic factors such as the overallauygrof the region.

The following table presents a comparison of noneced nonperforming assets as of December 31hdumsgands):

2011 2010 2009 2008 2007
(As Restated) (As Restated)

Nonaccrual loans $ 4541 $ 9,58t $ 573¢ $ 1,23 $ 371
Loans past due 90 days and accruing intere 32 - - 13E -

Total nonperforming loans 4,57: 9,58t 5,73¢ 1,36¢ 371
Other real estate ownec 13,62( 3,901 2,79¢ 3,43¢ 3,64¢

Total nonperforming assets $ 18,19 $ 13,48¢ $ 853 $ 480z $ 4,01¢
SBA guaranteed amounts included in nonaccrual loan $ 2,46z $ 1,41C $ 154 % 10C $ -
Allowance for loan losses to nonperforming loan 137.66% 58.41% 90.2(% 308.3% 936.9%
Allowance for loan losses to total nc-covered loans 1.54% 1.52% 1.4&% 1.4(% 1.33%
Nonperforming assets to total no-covered asset 3.44% 2.7% 1.74% 1.11% 1.07%
Nonperforming assets excluding SBA guaranteed loar

to total nor-covered asset 2.98% 2.4€% 1.472% 1.09% 1.07%
Nonperforming assets to total no-covered loans anc
OREO 4.3(% 3.62% 2.42% 1.5%% 1.54%
Nonperforming assets excluding SBA guaranteed loar

to total nor-covered loans and OREC 3.72% 3.25% 1.98% 1.56% 1.54%

Covered nonperforming assets are not includederiahle above because the carrying value inclugesmponent for credit losses (the nonaccretabld)yi
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At December 31, 2011, we had one loan modifiedtimabled debt restructuring totaling $1.1 milliomhis modification occurred in 2010. The loan is
paying in accordance with the modified terms anesduot involve any additional commitment to lend.

It is Sonabank’s practice to concurrently chardgecoflateral dependent loans at the time loan impant is recognized. Charge offs on loans indialtju
evaluated for impairment totaled approximately $8i8ion during 2011.

The following table presents covered nonperfornaagets as of December 31, (in thousands):

2011 2010 2009
Nonaccrual loans $ 3,34C $ 2,048  $ 5,08(
Loans past due 90 days and accruing intere 13€ 234 -
Total nonperforming loans 3,47¢ 2,28z 5,08(
Other real estate ownec 63€ 67€ 74C
Total nonperforming assets $ 4,11:  $ 2,95¢ % 5,82(

Allowance for Loan Losses

We are very focused on the asset quality of oun joatfolio, both before and after the loan is ma¥lée have established underwriting standardswieat
believe are effective in maintaining high creditlity in our loan portfolio. We have experiencedn officers who take personal responsibility foe toan:
they underwrite, a standing credit committee teataws each loan application carefully, and a negqmént that loans that are 60% or more of our legal
lending limit must be approved by three executivemhers of our standing credit committee and theBfo&rd of Directors or two outside directors. We
have implemented standardized underwriting andicaaglysis.

Our allowance for loan losses is established thnaitarges to earnings in the form of a provisiaridan losses. Management evaluates the allowaince
least quarterly. In addition, on a quarterly basis board of directors reviews our loan portfobealuates credit quality, reviews the loan loss/j@ion anc

the allowance for loan and lease losses and mdlkages as may be required. In evaluating the alle®, management and the Board of directors canside
the growth, composition and industry diversificatiof the portfolio, historical loan loss experiencarrent delinquency levels and all other knowestdes
affecting loan collectability.

The allowance for loan losses represents manag&mestimate of an amount appropriate to providepfobable incurred losses in the loan portfolichie
normal course of business. This estimate is basealerage historical losses within the various ltypes that compose our portfolio as well as dimese

of the effect that other known factors such asetenomic environment within our market area wik@a@n net losses. We have established an unaltbcate
portion of the allowance based on our evaluatiothe$e factors, which management believes is ptuatehconsistent with regulatory requirements. Due
the uncertainty of risks in the loan portfolio, nagement’s judgment of the amount necessary to hlbean losses is approximate. The allowance @ als
subject to regulatory examinations and determinatip the regulatory agencies as to the appropieats of the allowance.

Our loan review program is conducted by the ChiskROfficer and a third party consultant who repatirectly to the Audit Committee of the Board of
Directors. In 2011, more than 50% of the non-coreuamd non-residential loan portfolio outstandisgphDecember 31, 2010 was reviewed. In 2012 we
plan to review at least 60% of the non-consumerram@residential loan portfolio outstanding as etPmber 31, 2011. The purpose of loan review is to
validate management’s assessment of risk of theichdhl loans in the portfolio and to determine wier the loan was approved, underwritten and isgoei
monitored in accordance with the bank’s creditg@olnd regulatory guidance. Management's riskssssent of individual loans takes into consideration
among other factors, the estimated value of thetlyidg collateral, the borrower’s ability to repakie borrower’s payment history and current paytmen
status.
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The following table presents an analysis of thevadince for loan losses for the periods indicatedi{ousands):

For the Year For the Year For the Year
For the Year Endec For the Year Endec Ended Ended Ended
December 31, 201 December 31, 2011 December 31, 20C December 31, 20C December 31, 20C

(As Restated)

Balance, beginning of perioc $ 559¢ $ 5172 $ 4,21t $ 3,47¢ $ 2,72¢
Provision charged to operations 8,49z 9,02t 6,53¢ 1,657 1,29(
Recoveries credited to allowanc 19¢ 167 157 8 -
Total 14,29( 14,36¢ 10,91 5,141 4,01¢
Loans charged off:
Real estate- commercial 1,16¢ 1,65( 79C 65 50
Real estate- construction, land and
other 46C 3,71¢ - - 40C
Real estate- residential 1-4 family 2,341 2,03¢ 1,08¢ 73€ 75
Commercial 3,97¢ 1,27¢ 3,852 12C -
Consumer 56 81 13 - 15
Total loans charged oft 7,99 8,76¢ 5,741 922 54C
Balance, end of perioc $ 6,298 $ 559¢ $ 517 $ 4,218 $ 3,47¢

Net charge-offs to average loans, ne
of unearned income 1.6%% 1.8€% 1.65% 0.32% 0.24%

The provision for loan losses charged to operatfonthe year ended December 31, 2011 decreasi®lSamillion from $9.0 million in 2010. We had
charge-offs totaling $8.0 million during 2011 cormgxto $8.8 million in 2010.

In 2011, our provision for loan losses was affedig1.7 million in impairment and subsequent ckastfs which occurred on four related loans in a
receivables-based financing when it became app#ranhmuch of the receivables were not collectihle to a dispute between our client and the primary
contractor. This had been in litigation until ndae end of the first quarter of 2012.

Our provision for loan losses for 2010 was affedigdmpairment and chargeffs of $5.1 million on two related loans, one aelepment loan and one
residential mortgage on a house in the developniére. development loan was made to an LLC, which paas of a large complex which included
Kluge Winery. Another creditor foreclosed on theig Winery on December 8, 2010. As a consequenaecognized impairment of the development
to net realizable value as indicated by a Decer@b&0 appraisal. We also recognized impairment efréisidential loan (which was less than 90 dayt
due at the end of the year) based on our mosttefteestimate using the most recent appraisdlérsince our most recent appraisal is approxirgaaefea
old. We have foreclosed on both loans and havetsaicf the tracts included in the Kluge developtiean.

Please refer to “ltem 8 —. Financial Statementsi Supplementary Data, Footnote 4, for informatemarding the allocation of the allowance for |basse:
among various categories of loans.

We believe that the allowance for loan losses atelier 31, 2011 is sufficient to absorb probabderired credit losses in our loan portfolio basedon
assessment of all known factors affecting the ctilaility of our loan portfolio. Our assessmentdlves uncertainty and judgment; therefore, theqadey
of the allowance for loan losses cannot be detexchimith precision and may be subject to changeturé periods. In addition, bank regulatory auities,
as part of their periodic examination, may reqaigdeitional charges to the provision for loan lossefsiture periods if the results of their reviewarrant
additions to the allowance for loan losses.
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Investment Securities

Our securities portfolio provides us with requitieglidity and securities to pledge as requiredateftal for certain governmental deposits and boetbw
funds.

Our securities portfolio is managed by our presiden our treasurer, both of whom have signifieaqerience in this area, with the concurrence of ou
Asset/Liability Committee. In addition to our préent (who is chairman of the Asset/Liability Comteé) and our treasurer, this committee is comprised
two outside directors. Investment management ifopaed in accordance with our investment policyjohhis approved annually by the Asset/Liability
Committee and the board of directors. Our investrpeficy addresses our investment strategies, apppyocess, approved securities dealers and
authorized investments. Our investment policy atitles us to invest in:

e Government National Mortgage Association (GNMPgderal National Mortgage Association (FNMA) and Frederal Home Loan Mortgage
Corporation (FHLMC) mortga¢-backed securities (MB¢

Collateralized mortgage obligatio

Treasury securitie

SBA guaranteed loan poc

Agency securitie

Pooled trust preferred securities comprised mirmum of 80% bank collateral with an investmerddg rating or a minimum of 60% bank
collateral with a AAA rating at purcha:

e Other corporate debt securities rated Aa3- or better at purchas

Mortgage-backed securities are securities that baea developed by pooling a number of real estategages and which are principally issued by
government sponsored entities (GSE’s) such as MA&A FNMA and FHLMC. These securities are deemetdwe high credit ratings, and minimum
regular monthly cash flows of principal and intera® guaranteed by the issuing agencies.

Unlike U.S. Treasury and U.S. government agencyriges, which have a lump sum payment at matunitgrtgage-backed securities provide cash flows
from regular principal and interest payments aridgyal prepayments throughout the lives of theusiies. Mortgage-backed securities which are
purchased at a premium will generally suffer desirganet yields as interest rates drop because tvners tend to refinance their mortgages. Thus, the
premium paid must be amortized over a shorter de@@mnversely, mortgage-backed securities purchasadliscount will obtain higher net yields in a
decreasing interest rate environment. As inteadssririse, the opposite will generally be true.ibyia period of increasing interest rates, fixete ra
mortgage-backed securities do not tend to expegi@ravy prepayments of principal, and consequémthaverage life of these securities will be
lengthened. If interest rates begin to fall, prepawts will increase.

Collateralized mortgage obligations (CMOSs) are Isotitht are backed by pools of mortgages. The maoide GNMA, FNMA or FHLMC pools or they
can be private-label pools. The CMOs are designdatat the mortgage collateral will generate a dbsh sufficient to provide for the timely repaymntesf

the bonds. The mortgage collateral pool can betired to accommodate various desired bond repayscbedules, provided that the collateral cash flow
is adequate to meet scheduled bond payments. §acomplished by dividing the bonds into claseesttich payments on the underlying mortgage pools
are allocated. The bond’s cash flow, for exampée, lse dedicated to one class of bondholders ateg thereby increasing call protection to bondhdin
private-label CMOs, losses on underlying mortgagyesdirected to the most junior of all classes thed to the classes above in order of increasing
seniority, which means that the senior classes bavegh credit protection to be given the highesdit rating by the rating agencies.
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Southern National’s corporate bonds consist of @dadust preferred securities issued by banksftg¢tand insurance companies. The collateral pafls
these trust preferred securities are generallgaast 80% banks or thrifts. If the rating is AaA the collateral pool must be at least 60% bamiks
thrifts. These securities generally have a lomgnt€5 years or more), allow early redemption by idsuers, make periodic variable interest paymemds
mature at face value. Trust preferred securitiesvehe deferral of interest payments for up teefyears.

We classify our securities as either: “held-to-miggli or “available-for-sale.” Debt securities th@buthern National has the positive intent andtgtii

hold to maturity are classified as held-to-matuahd carried at amortized cost. Securities clasbidis available for sale are those debt and esedyrities
that may be sold in response to changes in intesess, liquidity needs or other similar factoBecurities available for sale are carried at falug, with
unrealized gains or losses net of deferred tarelyded in accumulated other comprehensive incdoss)(in stockholders’ equity. Securities total®gp.1
million were in the held-to-maturity portfolio atddember 31, 2011, compared to $44.9 million at Bédoegr 31, 2010. Securities totaling $9.9 million ever
in the available-for-sale portfolio at December 2211, compared to $11.1 million at December 31,020

After the Greater Atlantic transaction on Decende2009, we sold all of their securities excepttf@ir SBA guaranteed loan pools which have avaliue
of $9.8 million at December 31, 2011. We beligvattthese pools provide good coverage in a risitgrést rate environment and sit well within ouse
liability management strategy.

As of December 31, 2011, we owned pooled trustepredl securities as follows (in thousands):

Previously
Recognizec
Cumulative
Ratings Estimater  Current Other
When
Tranche Purchaselr  CurrentRatings Fair  Defaults an Comprehensivi
Security Level Moodys Fitch Moody's Fitch Par Valut Book Value Value Deferrals Loss (1)
(in thousands
ALESCO VIl A1B  Senior Aaa AAA Baa3 BB $ 7,07t$ 6,34¢ $ 3,73t $ 107,400 $ 308
MMCEF Il B Senior Sul A3 A- Bal CC 437 427 308 37,00( 10
7,512 6,77¢ 4,03¢ $ 313
Cumulative Cumulative
Other Comprehensi' OTTI Related t
Other Than
Temporarily
Impaired: Loss (2) Credit Loss (2
TPREF FUNDING IMezzanine Al A- Caa3 C 1,50(C 382 364 134,10( 762 $ 354
TRAP 200°-XI1 C1 Mezzanine A3 A C C 2,081 12€ 23C 157,20" 1,37 57¢
TRAP 200-XllID Mezzanine NR A- NR C 2,03¢ - 31 218,75( 7 2,03z
MMC FUNDING
XVIII Mezzanine A3 A- Ca C 1,057 32 32 121,68: 33E 69C
ALESCOV C1 Mezzanine A2 A C C 2,104 465 38: 90,00( 97€ 661
ALESCO XV C1 Mezzanine A3 A- C C 3,13¢ 29 262 246,10( 547 2,55¢
ALESCO XVI C  Mezzanine A3 A- C C 2,087 11€ 424 82,40( 791 1,18(
14,00 1,15 1,72¢ $ 4,795 $ 8,05¢
Total $ 2151t $ 7,928 $ 5,762

(1) Pre-tax, and represents unrealized losses at datardfar from availab-for-sale to hel-to-maturity, net of accretio
(2) Pre-tax

Each of these securities has been evaluated fenpaltimpairment under ASC 325. In performingedailed cash flow analysis of each security, Sonk
works with independent third parties to identifye tmost reflective estimate of the cash flow estatdab be collected. If this estimate results inrespn
value of expected cash flows that is less tharathertized cost basis of a security (that is, criedis exists), an OTTI is considered to have oeclrif ther
is no credit loss, any impairment is consideredprary.
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The analyses resulted in OTTI charges relateddditcon the trust preferred securities in the amafi$329 thousand during the year ended Decemb,
2011, compared to OTTI charges related to credthertrust preferred securities totaling $151 tlamalsfor the year ended December 31, 2010.

We also own a residential collateralized mortgalglgation which has been evaluated for potentigdaimment. We recorded no OTTI charges for cred
this security during 2011. We recorded OTTI charfgesredit on this security of $137 thousand i1@0

For additional information regarding investmentwséies refer to “Iltem 8 —. Financial Statementai&Bupplementary Data, Footnote 3.

The fair value of available for sale securities #melrelated gross unrealized gains and lossegmexamd in accumulated other comprehensive incooss)|
were as follows (in thousands):

Amortized Gross Unrealized Fair
December 31, 201. Cost Gains Losses Value
SBA guaranteed loan pool $ 95571 $ 28C % - 9,831
FHLMC preferred stock 16 52 - 68
Total $ 957 $ 332 $ - $ 9,90¢
Amortized Gross Unrealized Fair
December 31, 201! Cost Gains Losses Value
SBA guaranteed loan pool: $ 10,82: $ 21€  $ - 11,03¢
FHLMC preferred stock 16 14 - 30
Total $ 10,83¢ $ 23C  $ - $ 11,06¢

The carrying amount, unrecognized gains and lossekfair value of securities held to maturity wasefollows (in thousands):

Amortized Gross Unrecognizec Fair
December 31, 201. Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 26,10¢ $ 1,71C $ 27,81t
Residential governmen-sponsored collateralized mortgage obligation 85 2 87
Other residential collateralized mortgage obligatbns 957 - (157) 80C
Trust preferred securities 7,92¢ 674 (2,840 5,762
$ 35,078 $ 2,38¢ % (2,997 $ 34,46¢
Amortized Gross Unrecognizec Fair
December 31, 201! Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 34,08t $ 1,247 $ - 8 35,33t
Residential governmen-sponsored collateralized mortgage obligation 18¢ 8 - 19¢€
Other residential collateralized mortgage obligatbns 1,16¢€ 5 - 1,171
Trust preferred securities 9,45: 67E (2,865 7,26°
$ 44,898 $ 193 $ (2,865 $ 43,96¢

The following table sets forth the amortized cosd astimated fair value of our investment secuitig contractual maturity at December 31,
2011. Expected maturities may differ from contwattmaturities because borrowers may have the tigtall or prepay obligations with or without cafl
prepayment penalties (in thousands).
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Securities Available for Sale

Weighted
Amortized Estimated Average
Cost Fair Value Yield
SBA guaranteed loan pool

Due in one to five year: 26C 264 2.8<%
Due in five to ten year: 94¢€ 971 2.1%
Due after ten years 8,351 8,60z 2.47%
Total SBA guaranteed loan pools 9,557 9,837 2.45%
FHLMC preferred stock 16 68 0.0(%
$ 9,57: $ 9,90¢ 2.42%

Securities Held to Maturity

Weighted
Amortized Estimated Average
Cost Fair Value Yield
Residential governmen-sponsored mortgag-backed securities
Due after five years through ten year $ 914 % 1,001 5.95%
Due after ten years 25,19: 26,81« 3.7%%
Total residential governmen-sponsored mortgag-backed securities $ 26,10t % 27,81t 3.87%
Residential governmen-sponsored collateralized mortgage obligation
Due after five years through ten year 85 87 6.0(%
Other residential collateralized mortgage obligabns
Due after ten years 957 80C 2.47%
Total collateralized mortgage obligations 1,042 887 2.7¢%
Trust preferred securities
Due after ten year: 7,92¢ 5,762 1.75%
$ 34,16. $ 33,46: 3.45%

Deposits and Other Borrowings

The market for deposits is competitive. We offéina of traditional deposit products that currentlglude non-interest-bearing and interest-bearing
checking (or NOW accounts), commercial checkingneyomarket accounts, savings accounts and cetéfiga deposit. We compete for deposits through
our banking branches with competitive pricing, atigeng and online banking. We use deposits asreipal source of funding for our lending, purchmasi

of investment securities and for other businespqaegs.

Total deposits were $461.1 million at DecemberZ,1 compared to $431.0 million at December 310280%e completed the assumption of $42.2 mi

of deposits of the Midlothian Branch of the BankH#mpton Roads in October 2011. Certificates ofodépncreased $50.7 million during 2011, incluc
$32.2 million from the Midlothian Branch acquisiio This was partially offset by a decrease in nyomarket accounts of $20.9 million during 2011.
assumed money market deposits totaling $9.3 mifiiom the Midlothian Branch acquisition. We had mokered certificates of deposit at Decembe
2011, compared to $27 million as of December 31,02MNoninterestearing deposits were $32.6 million at December 2,1 and $34.5 million
December 31, 2010. We assumed noninterest-beadpgsits totaling $550 thousand from the MidlothBranch acquisition. The total of noninterest-
bearing deposits and NOW accounts was $50.1 mil®nf December 31, 2011, compared to $50.5 midlicthe end of 2010.
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The following table sets forth the average balaaue average rate paid on each of the deposit aétsgor the years ended December 31, 2010, 2069 an
2008:

2011 2010 2009
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
(in thousands)
Noninteres-bearing deposit $ 31,64: $ 31,41t $ 24,00:
Interes-bearing deposits
Savings accoun 6,03t 0.5% 5,05¢ 0.65% 2,50¢ 0.55%
Money market accoun 148,56¢ 0.87% 165,21: 1.71% 58,46: 1.6€%
NOW account: 15,89¢ 0.27% 15,447 0.28% 8,04¢ 0.1<%
Time deposits 233,38° 1.55% 233,83: 1.8%% 234,54( 2.40%
Total interest-bearing deposits 403,88 1.22% 419,54! 1.71% 303,55! 2.22%
Total deposits $ 435,53: $ 450,96( $ 327,55¢

The variety of deposit accounts we offered hasaadlbus to be competitive in obtaining funds ancesponding to the threat of disintermediation (the
of funds away from depository institutions suctbasking institutions into direct investment vehg&cfich as government and corporate securities). Our
ability to attract and maintain deposits, and tfieat of such retention on our cost of funds, hasrh and will continue to be, significantly affettey the
general economy and market rates of interest.

We use borrowed funds, primarily on a short tersifao support our liquidity needs and to temptyraatisfy our funding needs from increased loan
demand and for other shorter term purposes. Onesafti these borrowed funds is securities sold uageeements to repurchase, which are reflectéteat
amount of cash received in connection with thedaations, and may require additional collaterakbam the fair value of the underlying securitit=dged
We engage in these transactions with retail custsed with established third parties, primarilsgsecurities brokerage firms. We also are a mewibe
the FHLB and are authorized to obtain advances tre+HLB from time to time to as needed. The FHi&B a credit program for members with different
maturities and interest rates, which may be fixedasiable. We are required to collateralize ourbwings from the FHLB with our FHLB stock and othe
collateral acceptable to the FHLB. At DecemberZ111 and 2010, total FHLB borrowings were $33.8iamland $35.0 million, respectively. At Decem
31, 2011 we had $101.4 million of unused and akEl&HLB lines of credit. For additional detail erding borrowed funds, refer to “ltem 8 —. Finahcia
Statements” and Supplementary Data, Footnotes d@ &n

Interest Rate Sensitivity and Market Risk

We are engaged primarily in the business of inmgstiinds obtained from deposits and borrowings iinterest-earning loans and

investments. Consequently, our earnings depeadsignificant extent on our net interest incomeicitis the difference between the interest income o
loans and other investments and the interest eepemsieposits and borrowing. To the extent thairdarest-bearing liabilities do not reprice ortore at
the same time as our interest-earning assets,aveubject to interest rate risk and correspondingdations in net interest income. We have emgioy
asset/liability management policies that seek toama our interest income, without having to incsaeceptable levels of credit or investment risk.
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We use a duration gap of equity approach to manageterest rate risk, and we review quarterlgiast sensitivity reports prepared for us by FTN
Financial using the Sendero ALM Analysis SystenhisTapproach uses a model which generates estimfaties change in our market value of portfolio
equity (MVPE) over a range of interest rate scasariMVPE is the present value of expected cashsflioom assets, liabilities and off-balance sheet
contracts using standard industry assumptions asiimhated loan prepayment rates, reinvestmerg eaté deposit decay rates.

The following tables are based on an analysis pegbly FTN Financial setting forth an analysis of mterest rate risk as measured by the estimated
change in MVPE resulting from instantaneous antbgusd parallel shifts in the yield curve (plus 48Gis points or minus 200 basis points, measured i
100 basis point increments) as of December 31, 20E1(plus or minus 300 basis points, measure@@nbhsis point increments) as of December 31, 2010,

and all changes are within our ALM Policy guideBne

Sensitivity of Market Value of Portfolio Equi
As of December 31, 201

Market Value of

Change in Market Value of Portfolio Equit Portfolio Equity as a % ¢
Interest Rate Portfolio

in Basis Point: $ Change % Change Total Equity
(Rate Shock Amount From Base From Base Assets Book Value

(Dollar amounts in thousand

Up 400 $ 94,06¢ $ (6,107 -6.09% 15.3% 94.97%
Up 300 95,56: (4,610 -4.6(% 15.6% 96.48%
Up 200 97,93¢ (2,23¢) -2.25% 16.02% 98.81%
Up 100 98,96t (1,207) -1.2(% 16.19% 99.91%
Base 100,17: - 0.00% 16.38% 101.1%
Down 100 96,05: (4,120 -4.11% 15.71% 96.97%
Down 200 94,52¢ (5,64¢) -5.64% 15.46% 95.4%
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Sensitivity of Market Value of Portfolio Equit
As of December 31, 201

Market Value of

Change in Market Value of Portfolio Equit Portfolio Equity as a % ¢
Interest Rate Portfolio

in Basis Point: $ Change % Change Total Equity
(Rate Shock Amount From Base From Base Assets Book Value

(Dollar amounts in thousand

Up 300 $ 99,64. $ (1,649 -1.62% 16.9¢% 105.6%
Up 200 100,57¢ (709 -0.7(% 17.1% 106.62%
Up 100 100,57¢ (707) -0.7(% 17.1% 106.62%
Base 101,28t - 0.00% 17.26% 107.3%
Down 100 97,67: (3,619 -3.571% 16.65% 103.5%%
Down 200 93,04¢ (8,237) -8.1% 15.8% 98.64%
Down 300 90,39( (20,89%) -10.7€¢% 15.41% 95.82%

Our interest rate sensitivity is also monitoredniignagement through the use of a model run by FRldrigial that generates estimates of the chandeein t
net interest income over a range of interest reg@arios. Net interest income depends upon thé&wvelamounts of interest-earning assets and sttere
bearing liabilities and the interest rates earneglaid on them. In this regard, the model assuimasthe composition of our interest sensitive saad
liabilities existing at December 31, 2011 and Deben81, 2010 remains constant over the period heiegsured and also assumes that a particular change
in interest rates is reflected uniformly acrossyiedd curve regardless of the duration to matueityepricing of specific assets and liabilitiedl ¢ghanges

are within our ALM Policy guidelines.

Sensitivity of Net Interest Incor
As of December 31, 201

Change in Adjusted Net Interest Incon Net Interest Margit

Interest Rate

in Basis Point: $ Change % Change

(Rate Shock Amount From Base Percen From Base
(Dollar amounts in thousand

Up 400 $ 28,321 $ 2,59: 5.1€% 0.4€%

Up 300 27,65¢ 1,924 5.04% 0.34%

Up 200 27,02: 1,291 4.92% 0.23%

Up 100 26,28¢ 55€ 4.8(% 0.1(%

Base 25,73( - 4.7(% 0.0(%

Down 100 26,40¢ 67¢ 4.82% 0.12%

Down 200 26,40¢ 67E 4.82% 0.12%
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Sensitivity of Net Interest Incor
As of December 31, 201

Change in Adjusted Net Interest Incon Net Interest Margi
Interest Rate

in Basis Point: $ Change % Change
(Rate Shock Amount From Base Percen From Base

(Dollar amounts in thousand

Up 300 $ 27,66¢ $ 3,361 5.0¢% 0.61%
Up 200 26,46¢ $ 2,15¢ 4.81% 0.3<%
Up 100 25,19¢ $ 88¢ 4.64% 0.1€%
Base 24,307 $ - 4.48% 0.0(%
Down 100 24,67C $ 363 4.55% 0.07%
Down 200 24,67¢ $ 36¢ 4.55% 0.07%
Down 300 24747 $ 44C 4.56% 0.0€%

Certain shortcomings are inherent in the methodolagd in the above interest rate risk measureméntsieling changes in MVPE requires the making of
certain assumptions that may or may not reflecnthener in which actual yields and costs resporathémges in market interest rates. Accordingly,
although the MVPE tables and Sensitivity of Neehast Income (NII) tables provide an indicatioroaf interest rate risk exposure at a particulanipioi

time, such measurements are not intended to, amdtiprovide a precise forecast of the effecth@nges in market interest rates on our net wornthna
interest income. Sensitivity of MVPE and NIl aredeled using different assumptions and approachrethe low interest rate environment that curnentl
exists, limitations on downward adjustments foeiest rates, particularly as they apply to deposits and do result in anomalies in scenariosatet
unlikely to occur due to the current low intereserenvironment.

Liquidity and Funds Management

The objective of our liquidity management is touassthe ability to meet our financial obligatiofiese obligations include the payment of deposits o
demand or at maturity, the repayment of borrowigigsaturity and the ability to fund commitments artider new business opportunities. We obtain
funding from a variety of sources, including cusesrdeposit accounts, customer certificates of depasl payments on our loans and investments.
Historically, our level of core deposits has begsufficient to fully fund our lending activities.sfa result, we have sought funding from additicuairces,
including institutional certificates of deposit aadailable-forsale investment securities. In addition, we mambiaies of credit from the Federal Home L«
Bank of Atlanta and utilize securities sold undgregzments to repurchase and reverse repurchasavagreborrowings from approved securities
dealers. For additional information about borrag@rand anticipated principal repayments refer ¢odiscussion about Contractual Obligations belod an
“Iltem 8 —. Financial Statements” and SupplemenBata, Footnotes 10 and 11.

We prepare a monthly cash flow report which forecasekly cash needs and availability for the capthree months, based on forecasts of loan closings
from our pipeline report and other factors.
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During the year ended December 31, 2011, we fundedinancial obligations with deposits, securitsegd under agreements to repurchase and borrowings
from the Federal Home Loan Bank of Atlanta. At Dmber 31, 2011, we had $106.6 million of unfundesi of credit and undisbursed construction loan
funds. Our approved loan commitments were $690ghiod at December 31, 2011. The amount of cer@#ioatleposit accounts maturing in 2012 is $157.7
million as of December 31, 2011. Management ardieip that funding requirements for these commitsean be met from the normal sources of funds.

Capital Resources

Capital management consists of providing equityupport both current and future operations. Wesabgect to capital adequacy requirements imposed by
the Federal Reserve and the Bank is subject taatagglequacy requirements imposed by the FDIC.Féueral Reserve and the FDIC have adopted risk-
based capital requirements for assessing bankrgptimpany and member bank capital adequacy. Ehasdards define capital and establish minimum
capital requirements in relation to assets andafénce sheet exposure, adjusted for credit risk.risk-based capital standards currently in effeet
designed to make regulatory capital requirementersensitive to differences in risk profiles amdwagnk holding companies and banks, to account fer of
balance sheet exposure and to minimize disincenfiveholding liquid assets. Assets and off-balastoeet items are assigned to broad risk categ@aes,
with appropriate relative risk weights. The reswdtcapital ratios represent capital as a percerafigaal risk-weighted assets and off-balance sttems.

The risk-based capital standards issued by ther&keeserve require all bank holding companiesateetiTier 1 capital” of at least 4.0% and “totadkdi
based” capital (Tier 1 and Tier 2) of at least 8. 6Pfotal risk-adjusted assets. “Tier 1 capitalhggrlly includes common stockholders’ equity and
qualifying perpetual preferred stock together wélated surpluses and retained earnings, less tiedsi¢or goodwill and various other intangibleSiér 2
capital” may consist of a limited amount of intedrege-term preferred stock, a limited amount ofrtesubordinated debt, certain hybrid capital ins&nots
and other debt securities, perpetual preferredkstiot qualifying as Tier 1 capital, and a limitei@unt of the general valuation allowance for loassks.
The sum of Tier 1 capital and Tier 2 capital isdtaisk-based capital.”

The Federal Reserve has also adopted guidelinehwsbpplement the risk-based capital guidelineb witinimum ratio of Tier 1 capital to average kota
consolidated assets, or “leverage ratio,” of 3.@%arstitutions with well diversified risk, includg no undue interest rate exposure; excellent gssdity;
high liquidity; good earnings; and that are gergrednsidered to be strong banking organizatioated composite 1 under applicable federal guids)iaac
that are not experiencing or anticipating significgrowth. Other banking organizations are requicedhaintain a leverage ratio of at least 4.0%.sEhrile:
further provide that banking organizations expegieg internal growth or making acquisitions will bepected to maintain capital positions substdtial
above the minimum supervisory levels and comparabpeer group averages, without significant rel&@on intangible assets.

Under the FDICIA, each federal banking agency exvis risk-based capital standards to ensuretibat standards take adequate account of intettest r
risk, concentration of credit risk and the risksnohtraditional activities, as well as reflect tgual performance and expected risk of loss orifamdily
mortgages. Under that statute, the Federal Depwsitance Corporation has promulgated regulatiettig the levels at which an insured institutioicts
as the bank would be considered “well capitalizéddequately capitalized,” “undercapitalized,” “sificantly undercapitalized” and “critically
undercapitalized.” The bank is classified “well itajized” for purposes of the FDIC'’s prompt coriigetaction regulations. See “Supervision and
Regulation—Capital Requirements.”
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The following table provides a comparison of owelage and risk-weighted capital ratios and therage and risk-weighted capital ratios of Southern
National and the Bank at the periods indicatedéorhinimum and we-capitalized regulatory standards:

Minimum
Required for
Capital Actual Ratio at
Adequacy To Be Categorizec December 31
Purposes as Well Capitalizec 2011 2010
(As Restated

Southern National
Tier 1 risk-based capital rati 4.0(% 6.0(% 19.3"% 19.7%%
Total risk-based capital rati 8.0(% 10.0(% 20.61% 20.9%
Leverage ratic 4.0(% 5.0(% 14.8% 14.52%
Sonabank
Tier 1 risk-based capital rati 4.0(% 6.0(% 18.62% 18.9¢%
Total risk-based capital rati 8.0(% 10.0(% 19.87% 20.2(%
Leverage ratic 4.0(% 5.0(% 14.31% 13.9%%

Impact of Inflation and Changing Prices

The financial statements and related financial gatgented in this Annual Report on Form 10-K comiogg Southern National have been prepared in
accordance with U. S. generally accepted accouptimgiples, which require the measurement of faialnposition and operating results in terms of
historical dollars, without considering changeshie relative purchasing power of money over time @uinflation. The primary impact of inflation @ur
operations is reflected in increased operatingscastlike most industrial companies, substantiallyof the assets and liabilities of a financiatitution are
monetary in nature. As a result, changes in inteegss have a more significant impact on our perémnce than do the effects of changes in the gerstea
of inflation and changes in prices. Interest raesot necessarily move in the same direction ¢thénsame magnitude as the prices of goods anitesrv
Many factors impact interest rates, including gomeental monetary policies, inflation, recessiorgraies in unemployment, the money supply, and
international disorder and instability in domestiad foreign financial markets. Like most finandiedtitutions, changes in interest rates can impacnet
interest income as well as the valuation of ouetssand liabilities, which is the difference betwésterest earned from interest-earning assets, asitoans
and investment securities, and interest paid arést-bearing liabilities, such as deposits anddwangs.

Our interest rate risk management is the respditgibf Sonabank’s Asset/Liability Management Corntbee (the Asset/Liability Committee). The
Asset/Liability Committee has established poli@esl limits for management to monitor, measure awtdinate our sources, uses and pricing of funte
Asset/Liability Committee makes reports to the looafr directors on a quarterly basis.

Seasonality and Cycles

We do not consider our commercial banking busites® seasonal.
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Contractual Obligations

The following table reflects the contractual matas of our term liabilities as of December 31, 20The amounts shown do not reflect contractuakast,
early withdrawal or prepayment assumptions.

Contractual Obligations

Less Than One to Three to More Than
One Year Three Years Five Years Five Years Total
(in thousands)

Certificates of deposit (1 $ 157,70: $ 77,33¢ % 20,68 $ 63 $ 255,78:¢
Securities sold under agreements to repurc 14,23¢ - - - 14,23¢
FHLB overnight advance 3,50( - - - 3,50(
FHLB long-term advance 5,00( 25,00( - - 30,00(
Operating leases 1,36¢ 2,20 1,002 504 5,07t
Total $ 181,80: $ 104,53t $ 21,68¢ $ 567 $ 308,59!

(1) Certificates of deposit give customers rightgearly withdrawal. Early withdrawals may be ®dbjto penalties. The penalty amount depends on the
remaining time to maturity at the time of early dtawal.

Off-Balance Sheet Arrangements

Southern National is a party to financial instrutisenith off-balance sheet risk in the normal cowtbusiness to meet the financing needs of its
customers. These financial instruments includerndments to extend credit and standby letters eflitr These instruments involve elements of crawlit
funding risk in excess of the amount recognizethéconsolidated balance sheet. Letters of crerliten are conditional commitments issued by Setrth
National to guarantee the performance of a custamarthird party. The credit risk involved inugsg letters of credit is essentially the samehas
involved in extending loans to customers. We lediidfs of credit outstanding totaling $6.5 milliand $2.4 million as of December 31, 2011 and 2010,
respectively.

Our exposure to credit loss in the event of norgrerince by the other party to the financial inseeais for commitments to extend credit and lettérs o
credit is based on the contractual amount of tiesteuments. We use the same credit policies ikimgacommitments and conditional obligations asdee
for on-balance sheet instruments. Unless notedwibe, we do not require collateral or other sagun support financial instruments with creditis

Commitments to extend credit are agreements totleadcustomer as long as there is no violatioanyf condition established in the

contract. Commitments generally have fixed expmratiates or other termination clauses and mayiregayment of a fee. Since many of the
commitments may expire without being completelywdraipon, the total commitment amounts do not necégsepresent future cash requirements. We
evaluate each customer’s creditworthiness on aloasmse basis. At December 31, 2011 and 201Mhadainfunded loan commitments approximating
$107.3 million and $139.9 million, respectively.

Item 7A. - Quantitative and Qualitative Disclosuresabout Market Risk

This information is incorporated herein by referefiom “ltem 7-. Management’s Discussion and Anialy$ Financial Condition and Results of
Operations”, on pages 73 through 76 of this AnfiRegport on Form 10-K.
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Item 8. — Financial Statements and Supplementary Da
Report of Independent Registered Public Accountingdrirm

The Board of Directors and Stockholders
Southern National Bancorp of Virginia, Inc.:

We have audited the accompanying consolidated balaneets of Southern National Bancorp of Virgiima, (the Company) as of December 31, 2011
2010, and the related consolidated statementscofrie and comprehensive income (loss), stockhol@ensity, and cash flows for each of the years i
three-year period ended December 31, 2011. Thesobdated financial statements are the respoitgili the Companys management. Our responsib
is to express an opinion on these consolidatediahstatements based on our audits.

The consolidated financial statements of the Commsof December 31, 2010 and 2009, were auditedthigr auditors whose report dated Marct
2011, expressed an unqualified opinion on thogersiants, before the restatement described in nwéte consolidated financial statements.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamlo(United States). Those standards require
we plan and perform the audit to obtain reasonabiirance about whether the financial statementéree of material misstatement. An audit inclt
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statesagf audit also includes assessing the accot
principles used and significant estimates made Agagement, as well as evaluating the overall fidustatement presentation. We believe that ouits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeneferred to above present fairly, in all materéspects, the financial position of the Compaas/o
December 31, 2011 and 2010, and the results afperations and its cash flows for each of they&athe thregrear period ended December 31, 201
conformity with U.S. generally accepted accounfpmigiciples.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), Southern National Bancot
Virginia, Inc.’s internal control over financiaéporting as of December 31, 2011, based on criestiablished irinternal Control —Integrated Framewol
issued by the Committee of Sponsoring Organizatiminthe Treadway Commission (COSO), and our regdated April 16, 2012 expressed an adv
opinion on the effectiveness of the Company’s imiécontrol over financial reporting.

/sl KPMG LLP

McLean, Virginia

April 16, 2012
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Southern National Bancorp of Virginia, Inc.:

We have audited Southern National Bancorp of Viggiinc.'s (the Company) internal control over financialogmg as of December 31, 2011, base
criteria established imternal Control - Integrated Framewoiksued by the Committee of Sponsoring Organizatadrike Treadway Commission (COS
The Companys management is responsible for maintaining effedtiternal control over financial reporting and fts assessment of the effectivenes
internal control over financial reporting, includedManagemens$ Report on Internal Control over Financial Repaytfltem 9A(2)). Our responsibility is
express an opinion on the Company’s internal contrer financial reporting based on our audit.

We conducted our audit in accordance with the stedelof the Public Company Accounting Oversight ifld@nited States). Those standards require
we planand perform the audit to obtain reasonable assarabout whether effective internal control ovegfinial reporting was maintained in all mate
respects. Our audit included obtaining an undedstgnof internal control over financial reportingssessing the risk that a material weakness exist
testing and evaluating the design and operatingctafieness of internal control based on the asdessie Our audit also included performing suchet
procedures as we considered necessary in the @tanges. We believe that our audit provides a redse basis for our opinion.

A companys internal control over financial reporting is @@ess designed to provide reasonable assuranaeiregthe reliability of financial reporting a
the preparation of financial statements for extepusposes in accordance with generally acceptedwating principles. A company'internal control ot
financial reporting includes those policies andgadures that (1) pertain to the maintenance ofrdscthat, in reasonable detail, accurately andyfaéflect
the transactions and dispositions of the assethefcompany; (2) provide reasonable assurancetithasactions are recorded as necessary to
preparation of financial statements in accordanitle generally accepted accounting principles, drad teceipts and expenditures of the company ang
made only in accordance with authorizations of ngan@ent and directors of the company; and (3) pevahsonable assurance regarding preventi
timely detection of unauthorized acquisition, usedisposition of the company’s assets that coalkla material effect on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or a¢taisstatements. Also, projections of any evaturati

effectiveness to future periods are subject taidiethat controls may become inadequate becauskasfges in conditions, or that the degree of c@npt
with the policies or procedures may deteriorate.
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A material weakness is a deficiency, or a combamatf deficiencies, in internal control over fingadaeporting, such that there is a reasonableipitiss
that a material misstatement of the compararinual or interim financial statements will netgrevented or detected on a timely basis. A nateraknes
related to the design and operating effectivenéssamagement’s controls over the review and assasisaf the accounting for nawutine transactions h
been identified and included in management’s asserss. We also have audited, in accordance with the stalsdaf the Public Company Account
Oversight Board (United States), the consolidatldrxe sheets of Southern National Bancorp of ¥iggilnc. as of December 31, 2011 and 2010, ar
related consolidated statements of income and celmemisive income (loss), stockholders’ equity, aashcflows for each of the years in the thyee+
period ended December 31, 2011. This material weskmwas considered in determining the nature, ¢imand extent of audit tests applied in our aut
the 2011 consolidated financial statements, arslréport does not affect our report dated April 2&12, which expressed an unqualified opinion asd
consolidated financial statements.

In our opinion, because of the effect of the afeationed material weakness on the achievementeoblfectives of the control criteria, Southern Niasi

Bancorp of Virginia, Inc. has not maintained effee internal control over financial reporting as@ecember 31, 2011, based on criteria establish
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatgfrie Treadway Commission.

KPMG LLP
McLean, Virginia

April 16, 2012
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except per share amounts)

December 31  December 31

2011 2010
—(As Restated)
ASSETS
Cash and cash equivalents
Cash and due from financial institutio $ 243z % 2,18(
Interest-bearing deposits in other financial instins 2,60: 7,56¢
Total cash and cash equivalent 5,03t 9,74¢
Securities available for sale, at fair value 9,90¢ 11,06¢
Securities held to maturity, at amortized cos(fair value of $34,464 and $43,965, respectivel 35,07¢ 44,89¢
Covered loans 82,58¢ 95,78¢
Non-covered loans 409,18( 367,26t
Total loans 491,76¢ 463,05
Less allowance for loan losses (6,295 (5,599
Net loans 485,47 457,45!
Stock in Federal Reserve Bank and Federal Home LoaBank 6,65 6,35(
Bank premises and equipment, ne 6,35( 4,65¢
Goodwill 9,16( 8,72:
Core deposit intangibles, ne 1,99¢ 2,91¢
FDIC indemnification asset 7,531 8,29:
Bank-owned life insurance 17,57¢ 14,56¢
Other real estate ownec 14,25¢ 4,577
Deferred tax assets, ne 6,25k 5,937
Other assets 6,10 7,46¢
Total assets $ 611,37 $ 586,65¢
LIABILITIES AND STOCKHOLDERS ' EQUITY
Noninterest-bearing demand deposit: $ 32,58: $ 34,52¢
Interest-bearing deposits:
NOW account: 17,49, 15,96.
Money market accoun 148,95¢ 169,86:
Savings accouni 6,27: 5,49(
Time deposits 255,78:¢ 205,13:
Total interest-bearing deposits 428,51: 396,44!
Total deposits 461,09! 430,97
Securities sold under agreements to repurchase amdher short-term borrowings 17,73¢ 23,90¢
Federal Home Loan Bank (FHLB) advance: 30,00¢( 35,00¢(
Other liabilities 3,491 2,441
Total liabilities 512,32: 492 32:
Commitments and contingencies (see note 1 - -
Stockholders’ equity:
Preferred stock, $.01 par value. Authorized 5,000 sharesno shares issued and outstanc - -
Common stock, $.01 par value. Authorized 45,000 itares; issued and outstanding, 11,590,212 share
December 31, 2011 and 20 11€ 11€
Additional paid in capita 96,64t 96,47¢
Retained earning 5,472 1,071
Accumulated other comprehensive loss (3,182 (3,339
Total stockholders’ equity 99,05! 94,33
Total liabilities and stockholders equity $ 611,37 $ 586,65¢

See accompanying notes to consolidated financaéstents.
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE
(dollars in thousands, except per share amounts)

Interest and dividend income:
Interest and fees on loa
Interest and dividends on taxable securi
Interest and dividends on other earning assets
Total interest and dividend income
Interest expense:
Interest on deposi
Interest on borrowings
Total interest expense

Net interest income

Provision for loan losses
Net interest income after provisionfor loan losses

Noninterest income (loss)
Account maintenance and deposit service
Income from ban-owned life insuranc
Gain on sale of SBA loar
Bargain purchase gain on acquisitic
Net loss on other asse
Total othe-thar-temporary impairment losses (OT"
Portion of OTTI recognized in other comprehensiveime (before taxes)
Net credit related OTTI recognized in earni
Gain on sales of securities available for ¢
Other

Total noninterest income (loss

Noninterest expenses
Salaries and benefi
Occupancy expenst
Furniture and equipment expen:
Amortization of core deposit intangikt
Virginia franchise tax expen:
FDIC assessmel
Data processing expen
Telephone and communication expe
Change in FDIC indemnification as
Acquisition expense
Other operating expenses
Total noninterest expense
Income (loss) before income tax
Income tax expense (benefit)
Net income (loss

Other comprehensive income (loss’
Unrealized gain on available for sale securi
Realized amount on securities sold,

INCOME (LOSS)

For the Years Ended
December 31,

Non-credit component of oth-thar-temporary impairmeron helc-to-maturity securitie:
Accretion of amounts previously recorded upon ti@nt® held-to-maturity from available-for

sale

Net unrealized gain (los
Tax effect

Other comprehensive income (loss)
Comprehensive income (loss

Earnings per share, basic and dilutec

See accompanying notes to consolidated financaéstents.
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2011 2010 2009

(As Restated (As Restated

$ 31,27¢ % 33,45( % 21,04(
1,914 2,63t 2,701

231 20¢ 16t

33,42 36,29( 23,90¢

4,98( 7,172 6,72¢

1,107 1,341 1,34¢

6,087 8,51 8,071

27,33¢ 27,771 15,82¢

8,492 9,02t 6,53¢

18,84« 18,75 9,291

83: 90C 67¢€

1,33¢ 554 57¢

39t - 20€

- - 424
(297) (274 (214
(329) (28¢€) (12,69¢)

- - 4,98
(329 (28¢) (7,714

- 142 371

207 341 86
2,14¢ 1,37¢ (5,586)

6,781 6,18¢ 4,461

2,24( 2,101 1,61¢

55€ 591 51€

91¢ 94: 731

68¢€ 73t 562

522 70¢E 75&

54¢ 587 33¢

392 403 28:¢

(99 (60) -

- - 49¢

2,341 2,00¢ 1,301

14,89¢ 14,19 11,06
6,097 5,93( (7,357)
1,697 1,87¢ (2,677)
$ 4,401 $ 4,05 $ (4,680
$ 10z % 261 $ 30z
- (142 (377)
13z 23¢ (4,989

(5) (123) 3,561
231 234 (1,497
79 79 (507)
152 155 (984
$ 4557 $ 4,20¢ $ (5,664)
$ 0.3t $ 0.3t $ (0.62)




SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2011, 2010 AND 20®

(dollars in thousands, except per share amounts)

Accumulated

Additional Other
Common Paid in Retained Comprehensive
Stock Capital Earnings Loss Total

Balance- January 1, 200¢ $ 68 $ 69,51¢ $ 1,697 $ (2,505 $ 68,77¢
Comprehensive loss

Net loss (4,680 (4,680

Change in unrealized loss on securities availableifsale

(net of tax, $23) (45) (45)

Change in unrecognized loss on securities held

maturity for which a portion of OTTI has been

recognized (net of tax, $484 and accretion, $28 and

amounts recorded into other comprehensive income at

transfer) (939) (939
Total comprehensive los: (5,664
Stock-based compensation expen: 57 57
Issuance of common stock (4,791,665 shares), 48 26,87: 26,91¢
Balance- December 31, 2009 (As Restate 11€ 96,44+ (2,989 (3,489 90,08¢
Comprehensive income

Net income 4,054 4,054

Change in unrealized loss on securities availableifsale

(net of tax, $40) 79 79

Change in unrecognized loss on sceurities held

maturity for which a portion of OTTI has been

recognized (net of tax, $39 and accretion, $123 and

amounts recorded into other comprehensive income at

transfer) 76 76
Total comprehensive income 4,20¢
Stock-based compensation expen: 82 82
Additional cost of 2009 common stock issuanc (48) (48)
Balance- December 31, 2010 (As Restate 11€ 96,47¢ 1,071 (3,339 94,331
Comprehensive income

Net income 4,401 4,401

Change in unrealized loss on securities availableif sale

(net of tax, $35) 68 68

Change in unrecognized loss on sceurities held

maturity for which a portion of OTTI has been

recognized (net of tax, $44 and accretion, $5 and

amounts recorded into other comprehensive income at

transfer) 84 84
Total comprehensive income 4,55%
Stock-based compensation expen: 167 167
Balance- December 31, 201

$ 11€  $ 96,64¢ $ 547z $ (3,187 $ 99,05!

See accompanying notes to consolidated financaéstents.
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands)

For the Years Ended
December 31

2011 2010 2009
(As Restated) (As Restated)
Operating activities:
Net income (loss $ 4,401 $ 4,05¢ $ (4,680
Adjustments to reconcile net income (loss) to mehcandcash equivalents provided by opera
activities:
Depreciatior 54C 537 52C
Amortization of core deposit intangik 91¢ 943 731
Other amortization, ne 33 10¢ 42
Accretion of loan discour (3,272 (5,78)) (565)
Decrease (increase) in FDIC indemnification a (99 (60) -
Provision for loan losse 8,49: 9,02t 6,53¢
Earnings on bar-owned life insuranc (53€) (559) (579
Stock based compensation expe 167 82 57
Gain on sale of loar (39E - (20€)
Impairment on securitie 32¢ 28¢ 7,71
Gain on sales of securitir - (142 (371
Gain on branch acquisitic - - (429)
Net loss on other real estate owt 297 274 274
Provision for deferred income tax (400 (1,729 (2,42¢)
Net (increase) decrease in other as 1,661 (32¢) (3,07))
Net increase (decrease) in other liabilities 1,017 (3,885 1,991
Net cash and cash equivalents provided by operatiractivities 13,15¢ 2,83¢ 5,54:
Investing activities:
Purchases of securities availe-for-sale - - (10,339
Proceeds from sales of securities available far - 4,72¢ 34,01:
Proceeds from paydowns, maturities and calls airéges available for sal 1,21¢ 2,857 1,81¢
Purchases of securities held to matu - - (19,897
Proceeds from paydowns, maturities and calls airitées held to maturit' 9,911 12,89: 12,63
Loan originations and payments, | (49,189 (3,859 (31,319
Proceeds from sale of SBA loa 4,25: - 2,83t
Purchase of bar-owned life insuranc (3,000 - -
Net cash received in branch acquisit 40,40( - 3,11¢
Net cash received in Greater Atlantic acquisi - - 50,21
Net increase in stock in Federal Reserve Bank &ueéfal Home Loan Bar (303 (410 (38€)
Payments received on FDIC indemnification a 85E - -
Proceeds from sale of other real estate ov 2,07t 2,57( 1,65¢
Purchases of bank premises and equipment (522) (1,977 (100
Net cash and cash equivalents provided by investiragtivities 5,69¢ 16,81 44,25¢
Financing activities:
Net decrease in depos (12,39) (24,817 (59,18¢)
Proceeds from Federal Home Loan Bank adva - 5,00( -
Repayment of Federal Home Loan Bank adva (5,000 - (25,357
Net increase (decrease) in securities sold undeeatent to repurchase and other short-term
borrowings (6,172 1,88¢ 1,13(
Issuance of common stock, net of issuance ( - - 26,91¢
Additional cost of 2009 common stock issuance - (48) -
Net cash and cash equivalents used in financing agties (23,567) (17,977 (56,499
Increase (decrease) in cash and cash equivale (4,710 1,67 (6,692
Cash and cash equivalents at beginning of peric 9,74t 8,07( 14,76:
Cash and cash equivalents at end of peric $ 503t $ 9,74t  $ 8,07(
Supplemental disclosure of cash flow informatior
Cash payments fo
Interest $ 6,13¢ $ 8,851 $ 8,74¢
Income taxe: 1,43t 1,557 38C
Supplemental schedule of noncash investing and finaing activities
Transfer from no-covered loans to other real estate ow 12,007 3,20¢ 1,04z
Transfer from covered loans to other real estateeal 82 67€ -

See accompanying notes to consolidated financaéstents.
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1. ORGANIZATION AND SIGNIFICANT ACCOUNTING PO LICIES

Southern National Bancorp of Virginia, Inc. (“Soeth National”)is a corporation formed on July 28, 2004 undeldes of the Commonwealth of Virgir
and is the holding company for Sonabank (“Sonabpal’irginia state chartered bank which commengestations on April 14, 2005. The principal
activities of Sonabank are to attract depositsa@iginate loans as permitted under applicable bapkégulations. Sonabank operates 14 branches in
Virginia located in Fairfax County (Reston, McLeamd Fairfax), in Charlottesville, Warrenton (2),ucwun County (Middleburg, Leesburg (2), and South
Riding), Front Royal, New Market, Richmond and tlif Forge, and we also have a branch in Rockwiryland.

Southern National filed a Form 8-K on February 012, disclosing that it will restate its financ&htements for the year ended December 31, 2089, th
interim quarterly periods and year ended DecembeP310 and the interim quarterly periods througpt8mber 30, 2011. Errors have been identified in
the purchase accounting for the acquisition of @meatlantic Bank in December 2009. (Please raddfootnote 2).

The accounting policies and practices of Southeatiddal and subsidiary conform to U. S. generatlyepted accounting principles and to general practi
within the banking industry. Major policies andaptices are described below:

Principles of Consolidation

The consolidated financial statements include tlomants of Southern National and its wholly ownelsidiary. Southern National is a bank holding
company that owns all of the outstanding commonokstd its banking subsidiary, Sonabank. All mateintercompany balances and transactions have
been eliminated in consolidation.

Use of Estimates

The preparation of the consolidated financial stetiets in conformity with U. S. generally acceptedaunting principles requires management to make
estimates and assumptions that affect the repartexlints of assets and liabilities at the date efitrancial statements and the reported amountsvehue
and expenses during the reporting period. Actuallte could differ from these estimates. Mateggtimates that are particularly susceptible toifigmt
change in the near term include: the determinaifahe allowance for loan losses, the fair valuemegstment securities, other than temporary inmpait
of investment securities, the valuation of goodwiild intangible assets, the FDIC indemnificatiosesmortgage servicing rights, other real estatecal
and deferred tax assets.

Investment Securities
Debt securities that Southern National has thetipesintent and ability to hold to maturity are s$ified as held-to-maturity and carried at amodizest.
Securities classified as available for sale arsataebt and equity securities that may be solddpanse to changes in interest rates, liquiditgdaee other

similar factors. Securities available for sale @agied at fair value, with unrealized gains @sles net of deferred taxes, included in accumultattest
comprehensive income (loss) in stockholders’ equity
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Purchased premiums and discounts are recognizateiest income using the interest method ovetdhas of the securities without anticipating
prepayments, except for mortgage-backed secuvitiese prepayments are anticipated. Gains and lassti®e sale of securities are recorded on the
settlement date and are determined using the spatghtification method.

Southern National purchases amortizing investmectrsties in which the underlying assets are regidbemortgage loans subject to prepayments. The
actual principal reduction on these assets var@s the expected contractual principal reductioa thuprincipal prepayments resulting from the boes’
election to refinance the underlying mortgage basetharket and other conditions. The purchase jpim@siand discounts associated with these assets are
amortized or accreted to interest income over thienated life of the related assets. The estimifieds calculated by projecting future prepaynseand th
resulting principal cash flows until maturity. Pegment rate projections utilize actual prepaynspeied experience and available market information o
like-kind instruments. The prepayment rates fommbasis for income recognition of premiums andalisits on the related assets. Changes in prepaymen
estimates may cause the earnings recognized om &isssts to vary over the term that the assetsetdecreating volatility in the net interest

margin. Prepayment rate assumptions are monitmmddupdated monthly to reflect actual activity #mel most recent market projections.

Management evaluates securities for other-than-eeanp impairment (“OTTI”) on at least a quarterlgdis, and more frequently when economic or market
conditions warrant such an evaluation. For seiesrih an unrealized loss position, managementiderssthe extent and duration of the unrealized,laad
the financial condition and near-term prospectthefissuer. Management also assesses whethtgritmto sell, or it is more likely than not thiawill be
required to sell, a security in an unrealized lossition before recovery of its amortized cost alfieither of the criteria regarding intent oqueement to

sell is met, the entire difference between amatitizest and fair value is recognized as impairmiertiugh earnings. For debt securities that do restrthe
aforementioned criteria, the amount of impairmsrdplit into two components as follows: 1) OTTlated to credit loss, which must be recognized én th
income statement and 2) OTTI related to other factohich is recognized in other comprehensiverimeo The credit loss is defined as the difference
between the present value of the cash flows exgéotbe collected and the amortized cost basiseoity securities, the entire amount of impairmient
recognized through earnings.

In order to determine OTTI for purchased benefitigdrests that, on the purchase date, were natyhigted, the Company compares the present vdlue o
the remaining cash flows as estimated at the piegexvaluation date to the current expected remginash flows. OTTI is deemed to have occurred if
there has been an adverse change in the remaixjpegted future cash flows.

Loans

Southern National provides mortgage, commercial@rsumer loans to customers. A substantial podfdhe loan portfolio is represented by non-
residential mortgage loans throughout its markeaarThe ability of Southern National's debtor&itmor their contracts is in varying degrees depende
upon the real estate market conditions and gereemalomic conditions in this area.

Loans that management has the intent and abilityld for the foreseeable future or until matuntypay-off are reported at their outstanding unpaid
principal balances adjusted for the allowance danllosses, purchase premiums and discounts andedenyed loan fees or costs on originated

loans. Interest income is accrued on the unpaittipal balance. Loan origination fees, net otaiardirect origination costs, are deferred andgeized
as an adjustment of the related loan yield usiegnterest method without anticipating prepayments.
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As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agraeoreapproximately $143.4 million (cost basis) of
Greater Atlantic Bank’s assets. The Bank will ghiarthe losses on the loans and foreclosed lobatel with the FDIC as specified in the lossrag
agreement; we refer to these assets collectivelgasered assets.” Loans that are not coveretlaridss sharing agreement are referred to as “nvered
loans.”

The accrual of interest on all loans is discontthaethe time the loan is 90 days delinquent urtles<redit is well secured and in process of ctitha. In
all cases, loans are placed on nonaccrual stattisanged-off at an earlier date if collection ofgipal and interest is considered doubtful.

All interest accrued but not collected for loanatthre placed on nonaccrual status or charged-oéviersed against interest income. The interethese
loans is accounted for on the cash-basis or caesivezy method, until qualifying for return to acatu Loans are returned to accrual status whethall
principal and interest amounts contractually deetapught current and future payments are reaspraslred.

Most of Southern National’s business activity ishngustomers located within Virginia and Marylantherefore, our exposure to credit risk is sigifity
affected by changes in the economy in those aWwasare not dependent on any single customer opgebuustomers whose insolvency would have a
material adverse effect on operations.

Southern National has purchased, primarily throagfuisitions, individual loans and groups of loawne of which have shown evidence of credit
deterioration since origination. These purchasaas are recorded at the amount paid, such tha&t if@o carryover of the seller’s allowance faro
losses. After acquisition, losses are recognizedrbincrease in the allowance for loan losses.

Such purchased loans are accounted for individwalbggregated into pools of loans based on commiskrcharacteristics such as, credit score, loge,ty
and date of origination. Southern National estesahe amount and timing of expected cash flowg&oh purchased loan or pool, and the expected cash
flows in excess of the amount paid are recordddtasest income over the remaining life of the l@airpool (accretable yield). The excess of thesoar
pool’s contractual principal and interest over etpd cash flows is not recorded (nonaccretableiffce).

Over the life of the loan or pool, expected caslwi continue to be estimated. If the present vafuexpected cash flows is less than the carryingunt, a
loss is recorded. If the present value of expectath flows is greater than the carrying amouns, riécognized as part of future interest income.

In accordance with Accounting Standards Codifieca8d0-30, and based on current information andtsyérit becomes probable that there is a sigaific
increase in cash flows previously expected to Beded or if actual cash flows are significanthegter than cash flows previously expected, thekBah
recalculate the amount of accretable yield forabguired loans as the excess of the revised casis #xpected to be collected over the sum of @)rfial
investment in the loans leg®) cash collected leg8) write downs, if any plus (4) the amount of yield accreted to date. dim®unt of accretable yield will
be adjusted by reclassification from non-accretgigtl. This adjustment would be accounted foa @hange in estimate with the amount of periodic
accretion adjusted over the remaining life of thenis.

Through December 31, 2011, we do not feel thaethas been a significant increase or improvemeexpected cash flows or actual cash flows. We
continuously monitor the portfolio of acquired ledior indications of significant improvement.

89



Allowance for Loan and Lease Losses (ALLL)

The allowance for loan losses is a valuation alloeesfor probable incurred credit losses. Loandssse charged against the allowance when managiemen
believes the collection of the principal is unlikelRecoveries of amounts previously charged-affaedited to the allowance. Management's
determination of the adequacy of the allowanceai&ehl on a three year historical average net Igesriexce for each portfolio segment adjusted forenu
industry and economic conditions and estimates@if affect on loan collectability. While managernases available information to estimate losses on
loans, future additions to the allowance may beessary based on changes in economic conditiontcydarly those affecting real estate values.

The allowance consists of specific and general corapts. The specific component relates to loaaisate individually classified as impaired. Thagal
component provides for estimated losses in uniregdimans and is based on historical loss experiadgested for current factors.

A loan is considered impaired when, based on ctiméormation and events, it is probable that SeuthiNational will be unable to collect the schedule
payments of principal or interest when due accardinthe terms of the loan documentation. Factorsiclered by management in determining impairment
include payment status, collateral value, and tiodability of collecting scheduled principal anderest payments when due. Loans that experience
insignificant payment delays and payment shortigdliserally are not classified as impaired. Managemetermines the significance of payment delayk an
payment shortfalls on a case-by-case basis, taktog-onsideration all of the circumstances surtng the loan and the borrower, including the lénaft

the delay, the reasons for the delay, the borrangibr payment record, and the amount of the &ibim relation to the principal and interest owed
Impairment is measured on a loan by loan basisdormercial and construction loans by either thsgmevalue of expected future cash flows discouat
the loan’s effective interest rate, the loan’s ot#ble market price, or the fair value of the cfal if the loan is collateral dependent. Indiatlaonsumer
and residential loans are evaluated for impairnbesed on regulatory guidelines.

The general component covers non-impaired loanssabbased on historical loss experience adjusteduoent factors. The historical loss experieisce
determined by portfolio segment and is based omthgal net loss history experienced by SouthertioNal over the most recent three years. Thisactu
loss experience is supplemented with other econéawtiors based on the risks present for each gimfegment. These economic factors include
consideration of the following: levels of and tsrin delinquencies and impaired loans; levelsnoftaends in charge-offs and recoveries; trend®iome
and terms of loans; effects of any changes ing&&ction and underwriting standards; other chamgkshding policies, procedures, and practices;
experience, ability, and depth of lending managedraad other relevant staff; national and local eeoit trends and conditions; industry conditionsd an
effects of changes in credit concentrations. Thewing portfolio segments have been identifiemvner occupied commercial real estate, non-owner
occupied commercial real estate, construction and tevelopment, commercial loans, 1-4 family resil, and consumer. While underwriting practices
in this environment are more stringent, the bariknedes the effect of internal factors on futuré loss experience to be negligible. Managemerstisrate
of the effect of current external economic enviremtal conditions on future net loss experiencégisiicant in all loan segments and particularlyloans
secured by real estate including single family h@h-owner occupied commercial real estate andtaart®n and land development loans. These factors
include excess inventory, generally less demangedrin part by fewer qualified borrowers and buyeFsese considerations have played a significalet r
in management’s estimate of the adequacy of tloevalice for loan and lease losses.
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Commercial real estate consists of borrowings s&tby owner-occupied and non-owner-occupied comialeal estate. Repayment of these loans is
dependent upon rental income or the subsequent&tie property for loans secured by non-owoecupied commercial real estate and by cash floorm
business operations for owner-occupied commeredllastate. Loans for which the source of repaynserental income are primarily impacted by local
economic conditions which dictate occupancy ratesthe amount of rent charged. Commercial reatedtans that are dependent on cash flows from
operations can also be adversely affected by cumeanket conditions for their product or service.

Construction and land development primarily consfdiorrowings to purchase and develop raw land iesidential and non-residential properties.
Construction loans are extended to individuals el & corporations for the construction of anwdlial or multiple properties and are secured by lend
and the subsequent improvements. Repayment dddins to real estate developers is dependent ingosale or lease of properties to third parties in
timely fashion upon completion. Should there blagkein construction or a downturn in the markettfmse properties, there may be significant erogio
value which may be absorbed by Southern National.

Commercial loans consist of borrowings for commarpiurposes to individuals, corporations, partni@ssisole proprietorships, and other business
enterprises. Commercial loans are generally sddwyébusiness assets such as equipment, accousigaiele, inventory, or any other asset excludes r
estate and generally made to finance capital experd or operations. Southern National’s riskasyre is related to deterioration in the valueaifateral
securing the loan should foreclosure become neges&enerally, business assets used or producepdrations do not maintain their value upon
foreclosure which may require Southern Nationaktite-down the value significantly to sell.

Residential real estate loans consist of loanadividuals for the purchase of primary residencéhk vepayment primarily through wage or other ineom
sources of the individual borrower. Southern Naits loss exposure to these loans is dependent ohnhaeciiet conditions for residential properties @en
amounts are determined, in part, by the fair valune property at origination.

Consumer loans are comprised of loans to indivielbath unsecured and secured and open-end hontg leguis secured by real estate, with repayment
dependent on individual wages and other incomee rigk of loss on consumer loans is elevated asdhateral securing these loans, if any, rapidly
depreciate in value or may be worthless and/oicdifff to locate if repossession is necessary. €8s this portfolio are generally relatively lolagwever,
due to the small individual loan size and the bataputstanding as a percentage of Southern Natoeatire portfolio.

Transfers of Financial Assets

Transfers of financial assets are accounted feakes, when control over the assets has beenuamefd. Control over transferred assets is dee¢mbd
surrendered when the assets have been isolatedSmothern National, the transferee obtains the (fgée of conditions that constrain it from taking
advantage of that right) to pledge or exchangertdresferred assets, and Southern National doesaiotain effective control over the transferredesss
through an agreement to repurchase them befonerttaurity.

Bank Premises and Equipment

Land is carried at cost. Premises and equipmensgtated at cost less accumulated depreciatioildiBgs and related components are depreciatedjuki

straight line method with useful lives of 30 yearSurniture, fixtures and equipment are depreciagidgithe straight-line method with useful livesgany
from 3 to 10 years. Leasehold improvements are tiredrover the shorter of their estimated usefiddior the lease term.
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Goodwill and Intangible Assets

Goodwill resulting from business combinations ptmdanuary 1, 2009 represents the excess of tlohame price over the fair value of the net assfets
businesses acquired. Goodwill resulting from bessncombinations after January 1, 2009, is gegatatermined as the excess of the fair value of the
consideration transferred, plus the fair valuerof aoncontrolling interests in the acquiree, over fair value of the net assets acquired and iiesil
assumed as of the acquisition date. Goodwill atahigible assets acquired in a purchase businessication and determined to have an indefinite wisef
life are not amortized, but tested for impairmerieast annually. Southern National has selecteguat31 as the date to perform the annual impaitmen
test. Intangible assets with definite useful liaeés amortized over their estimated useful liveth&r estimated residual values. Goodwill is thé/o
intangible asset with an indefinite life on ourdrade sheet.

Other intangible assets consist of core deposhiible assets arising from whole bank and branghiaitions and are amortized over their estimatezful
lives, which range from 7 to 15 years.

Stock Based Compensation

Compensation cost is recognized for stock optiessdd to employees, based on the fair value oé thesrds at the date of granf Black-Scholes model
is utilized to estimate the fair value of stockiops. Compensation cost is recognized over theimedjservice period, generally defined as the ngsti
period. For awards with graded vesting, compensatist is recognized on a straight-line basis tverequisite service period for the entire award.
Bank-owned Life Insurance

Southern National has purchased life insuranceieslion certain key executives. Bank-owned lifumnce is recorded at the amount that can beedali
under the insurance contract at the balance shgetwhich is the cash surrender value adjustedtfar charges or other amounts due that are pi@bab
settlement.

Other Real Estate Owned

Assets acquired through or instead of foreclosuearitially recorded at fair value less costsétl when acquired, establishing a new cost ba$ifair
value declines subsequent to foreclosure, a valuatiowance is recorded through expense. Operatists after acquisition are expensed.

Federal Home Loan Bank (FHLB) Stock

The Bank is a member of the FHLB system. Membergequired to own a certain amount of stock basethe level of borrowings and other factors, and
may invest in additional amounts. FHLB stock igrieal at cost, classified as a restricted secuaityl periodically evaluated for impairment based on
ultimate recovery of par value. Both cash andkstiicidends are reported as income.

Long-term Assets

Premises and equipment, core deposit intangibktashe FDIC indemnification asset and other Itargr assets are reviewed for impairment when events
indicate their carrying amount may not be recovierfitom future undiscounted cash flows. If impdirthe assets are recorded at fair value.
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FDIC Indemnification Asset

The acquisition of Greater Atlantic Bank on Decembe2009 was accounted for under the acquisitiethod of accounting, and the assets and liabilities
were recorded at their estimated fair values. FREC indemnification asset was measured separftmiy each of the covered asset categories asdtis
contractually embedded in any of the covered asstegories. See Footnote 2 for a discussion ofastatement of the indemnification asset. The
indemnification asset represents the present \aflaash flows expected to be received from the FIGuture losses on covered assets based orrelé c
adjustment estimated for each covered asset arlddbesharing percentages at the acquisition dette. estimated gross cash flows associated wigh thi
receivable were $9.3 million, and the present valuthe cash flows was restated to be $8.8 millisrof December 4, 2009. These cash flows were
discounted at a market-based rate to reflect tieertminty of the timing and receipt of the lossrgtmreimbursement from the FDIC. The ultimate
collectability of this asset is dependent upongbgormance of the underlying covered assets, disegge of time and claims paid by the FDIC. The
difference between the gross cash flows and thevéile of the indemnification asset, $489 thousavillibe accreted and recognized as a changeein th
FDIC indemnification asset in our statements obme over the estimated loss period of the loans.

Retirement Plans

Employee 401(k) plan expense is the amount of nragatontributions. Supplemental retirement plapense allocates the benefits over years of service.
Loss Contingencies

Loss contingencies, including claims and legalcadiarising in the ordinary course of businessrezerded as liabilities when the likelihood ofdds
probable and an amount or range of loss can bemahfy estimated. Management does not believe thew are such matters that will have a material
effect on the financial statements.

Dividend Restriction

Banking regulations require maintaining certainizdpevels and may limit the dividends paid by thenk to the holding company or by the holding
company to shareholders.

Fair Value of Financial Instruments

Fair values of financial instruments are estimatsidg relevant market information and other assionpt as more fully disclosed in a separate nétar
value estimates involve uncertainties and mattesggnificant judgment regarding interest rategditr risk, prepayments, and other factors, espgdrathe
absence of broad markets for particular items. ngea in assumptions or in market conditions coigdiicantly affect the estimates.

Operating Segments

While the chief decision-makers monitor the revestieams of the various products and servicesatipes are managed and financial performance is
evaluated on a company-wide basis. Discrete filmhimformation is not available other than on angany-wide basis. Accordingly, all of the finaricia
service operations are considered by managemémst &ggregated in one reportable operating segment.

Reclassifications

Some items in the prior year financial statemergseweclassified to conform to the current predena
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Income Taxes

Income tax expense is the total of the current yre@me tax due or refundable and the change ierdef tax assets and liabilities. Deferred tarssand
liabilities are the expected future tax amountstiiertemporary differences between carrying amoamndstax bases of assets and liabilities, compuséty
enacted tax rates. A valuation allowance, if ndededuces deferred tax assets to the amount edptxbe realized.

A tax position is recognized as a benefit onlyt ifi“more likely than not” that the tax positiorould be sustained in a tax examination, with a tax
examination being presumed to occur. The amouwatgrized is the largest amount of tax benefit thagreater than 50% likely of being realized on
examination. For tax positions not meeting the fenikely than not” test, no tax benefit is recatd€outhern National recognizes interest and/oalbies
related to income tax matters in income tax expense

We adopted the guidance issued by the FASB withe&iso accounting for uncertainty in income taas®f January 1, 2007. A tax position is recoghize
as a benefit only if it is “more likely than notiat the tax position would be sustained in a taan@ration, with a tax examination being presumed to
occur. The amount recognized is the largest amofutaix benefit that is greater than 50% likelybeing realized on examination. The effect of adupti
this new guidance had no effect on our consolidéitethcial statements. We have no unrecognizedbégoefits and do not anticipate any increase in
unrecognized benefits during the next twelve man®isould the accrual of any interest or penalédstive to unrecognized tax benefits be necessasy,
our policy to record such accruals in our incomeaecounts; no such accruals exist as of Decenthe2®L.1. Southern National and its subsidiarydile
consolidated U. S. federal tax return and a Vi@state income tax return. These returns are cuioj@xamination by taxing authorities for all ygafter
2007.

Restrictions on Cash

Cash on hand or on deposit with the Federal Redkaw& was required to meet regulatory reserve &atiog requirements in the amount of $1.2 millad
December 31, 2011 and 2010. These balances dmnointerest.

Consolidated Statements of Cash Flows

For purposes of reporting cash flows, Southerndvati defines cash and cash equivalents as cashatndanks and interest-bearing deposits in other
banks with maturities less than 90 days. Net dlasVs are reported for customer loan and depasitdactions and short-term borrowings.

Earnings Per Share
Basic earnings per share (“EPS”) are computed Wigidig net income by the weighted average numb&oaimon shares outstanding during the year.
Diluted earnings per share reflect additional commloares that would have been outstanding if ggupiotential common shares had been issued, ags

any adjustment to income that would result fromaksumed issuance. Potential common shares tlyaberiasued by SNBV relate solely to outstanding
stock options and warrants and are determined ukangeasury stock method.
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Comprehensive Income (Loss)

Comprehensive income (loss) consists of net incanteother comprehensive income (loss). Other cehgrsive income (loss) includes unrealized gains
and losses on securities available for sale anddhecredit component of other than temporary impant of securities held-to-maturity which are also
recognized as a separate component of equity.

Off Balance Sheet Credit Related Financial Instrumets

In the ordinary course of business, Southern Natibas entered into commitments to extend creditsdandby letters of credit. The face amountliese
items represents the exposure to loss, before deniisg customer collateral or ability to repay. Bioancial instruments are recorded when they are
funded.

Recent Accounting Pronouncements

In April 2011, the FASB issued ASU No. 2011-04&ceivables (Topic 310: A CrediterDetermination of Whether a Restructuring Is aubled Dek
Restructuring. This amendment clarifies the guidance on the uatain made by a creditor on whether a restruagudonstitutes a troubled di
restructuring. It clarifies the guidance relatedatcreditors evaluation of whether it has granted a concegsi@andebtor and also clarifies the guidance
creditor’s evaluation of whether the debtor is experienéiimancial difficulties. The amendment is effectifiog public entities for the first interim or ann
period beginning on or after June 15, 2011, and a@died retrospectively to the beginning of thensal period of adoption. The related disclo
requirements were also effective for interim andal periods beginning on or after June 15, 200k have adopted this guidance for purpose
evaluating our modifications as troubled debt regtrrings.

The FASB issued ASU No. 2011-OBair Value Measurement (Topic 820): Amendments dbigve Common Fair Value Measurement and Disclc
Requirements in U.S. GAAP and IFF. This ASU was issued concurrently with IFRS E&jr Value Measurementsto provide largely identical guidar
about fair value measurement and disclosure remeinés. The new standards do not extend the u&srofalue but, rather, provide guidance about
fair value should be applied where it already tuired or permitted under IFRS or U.S. GAAP, mdghe changes are clarifications of existing guitkan|
wording changes to align with IFRS 13. A publidignis required to apply the ASU prospectively faterim and annual periods after Decembel
2011. Early adoption is not permitted to a publitity. In the period of adoption, a reportingigmvill be required to disclose a change, if amyyaluatior
technique and related inputs that result from apglgthe ASU and to quantify the total effect, ifaptical. The adoption of his standard will not &éa
material impact on our consolidated financial ctindior operations.

The FAB issued ASU No. 2011-05, Comprehensive Iredfopic 220):Presentation of Comprehensive Incomehis ASU increases the prominenct
other comprehensive income in financial statemebtisder this ASU, an entity will have the option poesent the components of net income
comprehensive income in either one or two conseedihancial statements. The ASU eliminates thiéoopin U.S. GAAP to present other comprehen
income in the statement of changes in equity. Atityeshould apply the ASU retrospectively, andefiective for fiscal years, and interim periods hiri
those years, beginning after December 15, 2011.cMently prepare a separate statement of compséheincome, and therefore, have early adoptes
standard as permitted.
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In September 2011, The FASB issued ASU No. 2011Fe8ting Goodwill for Impairmen This ASU permits an entity to make a qualitativeessment «
whether it is more likely than not that a reportingt’s fair value is less than its carrying amohbafore applying the twstep goodwill impairment test. If
entity concludes it is not more likely than nottthle fair value of a reporting unit is less thas ¢arrying amount, it need not perform the tstef
impairment test. The ASU is effective for annaadl interim goodwill impairment tests performed fiscal years beginning after December 15, 20The
adoption of this standard is not expected to havaterial impact on our consolidated financial atiad or results of operation.

2. CORRECTION OF ERRORS RELATED TO PURCHASE ACCOUNTING

In December 2009, we acquired Greater Atlantic Biaoik the FDIC. We have identified errors in theghase accounting related to that acquisition. We
had utilized the services of a valuation consultargssist with the identification and estimatidrih® fair value of the assets acquired and liabdi

assumed. We identified an error in the calcutatibthe FDIC indemnification asset, and on Feby#ar2012, we filed a Form 8-K disclosing that wil w
restate our financial statements for year endec®éer 31, 2009, the interim quarterly periods agal ynded December 31, 2010 and the interim qlarter
periods through September 30, 2011.

Specifically, a redundant credit loss assumptios aaplied to the acquired residential and hometgtpan portfolios for purposes of calculating the
expected credit losses for these portfolios reclerfrom the FDIC. This error resulted in an st@ement of the FDIC indemnification asset. The
correction of the error resulted in the removathef gain of $11.2 million as reported, as well disistments to other amounts originally reported in
2009. We engaged a different advisor to assist vatculating the correct initial fair value of thelemnification asset; accretion of the acquirhl
discount; calculation of estimated amounts due bad¢ke FDIC in the event that losses do not aegh&sgpecified level (the clawback liability); antther
purchase accounting adjustments. Correcting th® pdéchase accounting entries required adjustmerasrtain reported amounts in 2010 and 2011.

Footnote 18 presents the assets acquired andtlesbdssumed on an as reported and as adjustisd bas

Restatement of the quarterly condensed financiafnmation was also necessary. See Footnote 2#etodnsolidated financial statements.

Notes (a) through (f) below describe the restatdradjustments to the consolidated balance sheets@scember 31, 2010 and 2009, and the consotic
statements of income and comprehensive income)(loisanges in stockholders’, and cash flows forttfe years ended December 31, 2010 presented in

the following tables.

(a) Correct the initial fair value of the FDI@lemnification asset as of the date of acquisitioR009, the carrying amount as of December 31020
and the related accretic

(b) Correct the accretion amounts for the accretalsleadint on the acquired loans. On the statemerdssf ffows as reported, the accretion of the
discount was included in loan originations and pegts, net with investing activitie

(c) Reverse the amount recorded for the bangaichase gain on the Greater Atlantic Bank actiomspf $11.2 million, and correct the related tax
effects. Recognize goodwill of $10 thousa

(d) Record a liability for amounts expected#opaid to the FDIC at the maturity of the indernwaifion agreement as credit losses are not expézted

reach levels established in the Purchase and Astammfsgreement for the acquisition of Greater AtlaBank. This liability was reflected at the
net present value of expected cash outflows of $686sand, and is accreted through other operatipgnses to the expected cash disburser

96



(e) Record the tax effects for the impact of the adestts.

(f) Corrections to the statement of cash fléaveeflect the impact of the aforementioned adjustta as well as to present the accretion of the loa

discount in operating activitie

Impact on Consolidated Balance Shee:

December 31, 201I

December 31, 200!

As Previously

As Previously

As As
Reported Restated Adjustment Reported Restated Adjustment
ASSETS
Cash and cash equivalents
Cash and due from financial institutio $ 2,18 $ 2,18 $ - $ 2,85¢ $ 2,85¢ $ -
Interest-bearing deposits in other financial ingiins 7,56k 7,56¢ - 5,21: 5,21z -
Total cash and cash equivalent 9,74 9,74t - 8,07( 8,07( -
Securities available for sale, at fair value 11,06¢ 11,06¢ - 18,50¢ 18,50¢ -
Securities held to maturity, at amortized cos(fair value
of $34,464, $43,965 and $57,841, respectively) 44,89¢ 44,89¢ - 57,69¢ 57,69¢ -
Covered loans 92,17 95,78¢ 3,617 b 111,98¢ 112,48¢ 50C b
Non-covered loans 367,26¢ 367,26¢ - 350,29¢ 350,29t -
Total loans 459,43 463,05 3,617 462,28’ 462,78" 50C
Less allowance for loan losses (5,599 (5,599 - (5,172) (5,172 -
Net loans 453,83t 457 ,45! 3,617 457,11} 457,61! 50C
Stock in Federal Reserve Bank and Federal Home Los
Bank 6,35( 6,35( - 5,94( 5,94( -
Bank premises and equipment, ne 4,65¢ 4,65¢ - 3,22¢ 3,22t -
Goodwill 8,71z 8,72 10c 8,71z 8,72: 10c
Core deposit intangibles, ne 2,91t 2,91t - 3,85¢ 3,85¢ -
FDIC indemnification asset 18,53¢ 8,29: (10,249)a 19,40¢ 8,82¢ (10,589)a
Bank-owned life insurance 14,56¢ 14,56¢ - 14,01« 14,01« -
Other real estate ownec 4,577 4,577 - 3,53 3,531 -
Deferred tax assets, ne 3,78 6,60z 2,82( e 4,55¢ 8,18: 3,62¢¢e
Other assets 7,17¢ 6,80/ (379)e 6,03¢ 6,03¢ -
Total assets $ 590,82 $ 586,65¢ (4,170 $ 610,67« $ 604,22 (6,450
LIABILITIES AND STOCKHOLDERS ' EQUITY
Noninteresi-bearing demand deposits $ 34,52¢ $ 34,52¢ $ - $ 33,33¢ $ 3333¢ $ -
Interest-bearing deposits:
NOW account: 15,96 15,96 - 17,49¢ 17,49¢ -
Money market accoun 169,86: 169,86: - 130,13: 130,13: -
Savings account 5,49( 5,49( - 4,39¢ 4,39¢ -
Time deposits 205,13: 205,13: - 270,42: 270,42: -
Total interest-bearing deposits 396,44! 396,44! - 422,45: 422,45: -
Total deposits 430,97 430,97 - 455,79 455,79: -
Securities sold under agreements to repurchase ai
other short-term borrowings 23,90¢ 23,90¢ - 22,02( 22,02( -
Federal Home Loan Bank (FHLB) advance: 35,00( 35,00( - 30,00( 30,00( -
Other liabilities 1,82¢ 2,441 61z d 5,73¢ 6,32F 58€ d
Total liabilities 491,71( 492,32: 612 513,55( 514,13t 58€
Commitments and contingencies (see note 1 - - - -
Stockholders’ equity:
Preferred stock, $.01 par value. Authorized 5,000,
sharesno shares issued and outstanc - - - -
Common stock, $.01 par value. Authorized 45,000,00
shares; issued and outstanding, 11,590,212 shares
December 31, 2010 and 20 11€ 11€ - 11€ 11€ -
Additional paid in capita 96,47¢ 96,47¢ - 96,44« 96,44« -
Retained earning 5,85¢ 1,071 (4,787 4,05z (2,989 (7,036
Accumulated other comprehensive loss (3,334 (3,339 - (3,489 (3,489 -
Total stockholders’ equity 99,11+ 94,33: (4,783 97,12« 90,08¢ (7,036




Total liabilities and stockholders’ equity $ 590,82: $ 586,65 $ (4,170  $ 610,67« $ 604,22: $ (6,450
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Impact on Consolidated Statements of Income and Copnehensive Income (Loss

December 31, 201I

For the Years Ended

December 31, 200!

As Previously

As Previously

Reported As Restated Adjustment Reported As Restated Adjustment
Interest and dividend income:
Interest and fees on loa $ 30,33: % 33,450 $ 3,117b $ 20,54 $ 21,040 $ 50Ch
Interest and dividends on taxable
securities 2,63t 2,63¢ - 2,701 2,701 -
Interest and dividends on other earning
assets 20E 20E - 165 165 -
Total interest and dividend income 33,17¢ 36,29( 3,117 23,40¢ 23,90¢ 50C
Interest expense:
Interest on deposi 7,172 7,17z - 6,72¢ 6,72¢ -
Interest on borrowings 1,341 1,341 - 1,34¢ 1,34¢ -
Total interest expense 8,51 8,51 - 8,077 8,077 -
Net interest income 24,66( 27,77 3,117 15,32¢ 15,82¢ 50C
Provision for loan losses 9,02t 9,02¢ - 6,53¢ 6,53¢ -
Net interest income after provisior
for loan losses 15,63 18,75: 3,117 8,791 9,291 50C
Noninterest income (loss)
Account maintenance and deposit ser
fees 90C 90C - 67€ 67€ -
Income from ban-owned life insuranc 554 554 - 57¢ 57¢ -
Gain on sale of SBA loar - - - 20¢€ 20¢€ -
Bargain purchase gain on acquisitic - - - 11,58¢ 424 (11,160 c
Net loss on other asse (2749 (274 - (219 (219 -
Total other-than-temporary impairment
losses (OTTI (28¢) (28¢) - (12,699 (12,699 -
Portion of OTTI recognized in other
comprehensive income (before taxes) - - - 4,984 4,984 -
Net credit related OTTI recognized in
earnings (28¢) (28¢) - (7,714 (7,714 -
Gain on sales of securities available for
sale 142 14z - 371 371 -
Other 341 341 - 86 86 -
Total noninterest income (loss 1,37 1,37 - 5,57¢ (5,586 (11,160
Noninterest expenses
Salaries and benefi 6,18¢ 6,18¢ - 4,461 4,461 -
Occupancy expens 2,101 2,101 - 1,61¢ 1,61¢ -
Furniture and equipment expen: 591 591 - 51€ 51€ -
Amortization of core deposit intangikt 943 945 - 731 731 -
Virginia franchise tax expen: 73t 73t - 562 562 -
FDIC assessmel 70E 70E - 75E 75E -
Data processing expen 587 587 - 33¢ 33¢ -
Telephone and communication expe 4023 403 - 283 283 -
Change in FDIC indemnification as 281 (6C (341 2 - - -
Acquisition expense - - - 49¢ 49¢ -
Other operating expenses 1,97¢ 2,00¢ 27d 1,301 1,301 -
Total noninterest expense 14,511 14,197 (314 11,06 11,06 -
Income (loss) before income tax 2,49¢ 5,93( 3,431 3,30: (7,357 (20,660)
Income tax expense (benefit) 69¢€ 1,87¢ 1,17¢e 947 (2,677 (3,624 €
Net income (loss $ 1,801 $ 4,05¢ $ 225 % 2,35¢ $ (4,680 $ (7,036
Other comprehensive income (loss’
Unrealized gain on available for sale
securities $ 261 $ 261 % - $ 308 $ 302 $ -
Realized amount on securities sold, (142 (142) - (37)) (37)) -
Non-credit component of other-than-
temporary impairment on held-to-
maturity securitie: 23¢€ 23¢ - (4,989 (4,989 -
Accretion of amounts previously
recorded upon transfer to held-to-
maturity from available-for sale (129 (123) - 3,561 3,561 -
Net unrealized gain (los 234 234 - (2,497 (2,497 -
Tax effect 79 79 - (507) (507) -




Other comprehensive income (loss) 15E 15E - (984) (984) -

Comprehensive income (loss $ 1,95¢ $ 4,20¢  $ 2,25: % 1,372 $ (5,669 $ (7,03€)

Earnings per share, basic and dilutec $ 0.1€ $ 0.3t $ 01¢ % 031 % (062 $ (0.99
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Balance- January 1, 200¢
Comprehensive loss
Net income (loss

Change in unrealized loss on securities availableif sale (net of tax, $23

Change in unrecognized loss on securities held toaturity for which a portion of OTTI has
been recognized (net of tax, $484 and accretion,$2nd amounts recorded into other

comprehensive income at transfer)
Total comprehensive los:
Stock-based compensation expen:
Issuance of common stock (4,791,665 shares),

Balance- December 31, 200!
Comprehensive income
Net income

Change in unrealized loss on securities availableifsale(net of tax, $40)

Change in unrecognized loss on securities held toaturity for which a portion of OTTI has
been recognized (net of tax, $39 and accretion, 8 2nd amounts recorded into other

comprehensive income at transfer)

Total comprehensive income
Stock-based compensation expen:
Additional cost of 2009 common stock issuanc

Balance- December 31, 201

99

Impact on Consolidated Statement:
of Changes in Stockholder’ Equity

As Previously

Reported As Restated Adjustment

$ 68,77¢ $ 68,77¢ $ -
2,35¢ (4,680 (7,03¢)

(45) (45) -

(939) (939) -
1,372 (5,669 (7,036

57 57 -

26,91¢ 26,91¢ -

97,12« 90,08¢ (7,03¢)

1,801 4,05¢ 2,25¢

79 79 -

76 76 -

1,95¢ 4,20¢ 2,25¢

82 82 -

(48) (48) -

$ 99,11 §$ 94,33 §$ (4,787




Impact on Consolidated Statements Cash Flow

December 31, 201/

For the Years Ended

December 31, 200!

As Previously

As Previously

Reported As Restated Adjustment Reported As Restated Adjustment
Operating activities:
Net income (loss $ 1,801 $ 4,05¢ % 2,25 % 2,35¢ % (4,680 $ (7,03¢)
Adjustments to reconcile net income
(loss) to net cash and cash equivalents
provided by operating activitie
Depreciatior 537 537 - 52C 52C -
Amortization of core deposit
intangible 943 943 - 731 731 -
Other amortization, ne 10¢ 10¢ - 42 42 -
Accretion of loan discour - (5,78)) (5,78) b - (565) (565 b
Decrease (increase) in FDIC
indemnification asse 281 (60) (347) a - - -
Provision for loan losse 9,02t 9,02t - 6,53¢ 6,53¢ -
Earnings on bank-owned life
insurance (559 (559 - (579 (579 -
Stock based compensation expe 82 82 - 57 57 -
Gain on sale of loar - - - (20€) (20€) -
Impairment on securitie 28¢€ 28¢€ - 7,714 7,714 -
Gain on sales of securiti (142 (142 - (37)) (37)) -
Gain on branch acquisitic - - - (429 (429 -
Gain on Greater Atlantic acquisitic - - - (11,160 - 11,16(c
Net loss on other real estate owt 274 274 - 274 274 -
Provision for deferred income tax - (1,729 1,729 f - (2,42¢) (2,42¢) f
Net (increase) decrease in other
asset: (113 (328 (215 f (1,879 (3,07)) (2,197 f
Net increase (decrease) in other
liabilities (3,912 (3,88%) 27f 2,49( 1,991 (499) f
Net cash and cash equivalent
provided by operating
activities 8,61¢ 2,83¢ (5,787 6,10¢ 5,54% (565)
Investing activities:
Purchases of securities availe-for-sale - - (10,339 (10,339 -
Proceeds from sales of securities
available for sals 4,72¢ 4,72¢ - 34,01 34,01: -
Proceeds from paydowns, maturities and
calls of securities available for s¢ 2,857 2,857 - 1,81¢ 1,81¢ -
Purchases of securities held to matu - - - (19,897 (19,897 -
Proceeds from paydowns, maturities and
calls of securities held to maturi 12,89: 12,89: - 12,637 12,637 -
Loan originations and payments, | (9,639 (3,859 5,781b (31,879 (31,319 565 b
Proceeds from sale of SBA loa - - - 2,83t 2,83t -
Net cash received in branch acquisit - - - 3,11¢ 3,11¢ -
Net cash received in Greater Atlantic
acquisition - - - 50,21: 50,21: -
Net increase in stock in Federal Reserve
Bank and Federal Home Loan Bz (410 (410 - (38€) (38€) -
Proceeds from sale of other real estate
owned 2,57( 2,57( - 1,65¢ 1,65t -
Purchases of bank premises and
equipment (1,977 (1,977 - (100 (100 -
Net cash and cash equivalent
provided by investing
activities 11,03: 16,81« 5,781 43,69¢ 44,25¢ 56E
Financing activities:
Net decrease in depos (24,817 (24,817 - (59,18¢) (59,18¢) -
Proceeds from Federal Home Loan Bank
advance! 5,00( 5,00(¢ - - - -
Repayment of Federal Home Loan Bank
advance! - - - (25,357 (25,359 -
Net increase (decrease) in securities sold
under agreement to repurchase and
other shor-term borrowings 1,88¢ 1,88¢ - 1,13C 1,13C -
Issuance of common stock, net of
issuance cos! - - - 26,91¢ 26,91¢ -
Additional cost of 2009 common stock
issuance (48) (48) - - - -

Net cash and cash equivalent



used in financing activities (17,977 (17,977 - (56,499 (56,499

Increase (decrease) in cash and ca:

equivalents 1,67t 1,67t - (6,692 (6,692
Cash and cash equivalents at beginnin
of period 8,07(C 8,07(C - 14,76 14,76
Cash and cash equivalents at end «
period $ 9,74t  $ 9,74t $ - 3 8,07C $ 8,07(
Supplemental disclosure of cash flo
information
Cash payments fo
Interest $ 8,851 $ 8,851 -0 3% 8,74¢ $ 8,74¢
Income taxe: 1,557 1,557 - 38C 38C

Supplemental schedule of noncas
investing and financing activities
Transfer from non-covered loans to other

real estate owne 3,20¢ 3,20¢ - 1,042 1,042
Transfer from covered loans to other real
estate owne 67¢€ 67€ - - -
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3. SECURITIES

The amortized cost and fair value of availablesfale securities and the related gross unrealizied gad losses recognized in accumulated other
comprehensive income (loss) were as follows (iugamds):

Amortized Gross Unrealized Fair
December 31, 201. Cost Gains Losses Value
SBA guaranteed loan pool $ 95571 $ 28C % - 9,831
FHLMC preferred stock 16 52 - 68
Total $ 9,57 $ 332 $ - $ 9,90¢
Amortized Gross Unrealized Fair
December 31, 201! Cost Gains Losses Value
SBA guaranteed loan pool: $ 10,82: $ 21€ % - 11,03¢
FHLMC preferred stock 16 14 - 30
Total $ 10,83¢ $ 23C  $ - $ 11,06¢

The amortized cost, unrecognized gains and loasesfair value of securities held to maturity wasefollows (in thousands):

Amortized Gross Unrecognizec Fair
December 31, 201. Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 26,10¢ $ 1,71C $ 27,81t
Residential governmen-sponsored collateralized mortgage obligation 85 2 87
Other residential collateralized mortgage obligatios 957 - (157) 80C
Trust preferred securities 7,92¢ 674 (2,840 5,762
$ 35,078 $ 2,38¢ % (2,997 $ 34,46¢
Amortized Gross Unrecognizec Fair
December 31, 201! Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 34,08t $ 1,247 $ - 8 35,33t
Residential governmen-sponsored collateralized mortgage obligation 18¢ 8 - 19€
Other residential collateralized mortgage obligatios 1,16¢€ 5 - 1,171
Trust preferred securities 9,45: 67E (2,865 7,26°
$ 44,898 $ 193 $ (2,865 $ 43,96¢

During 2011, we sold no securities. During 2010,sek $4.7 million of available-for-sale mortgagaeked securities resulting in gross gains of $142
thousand. During the year ended December 31, 2008pld $34.0 million of available-for-sale momjgabacked securities and 25,000 shares of FHLMC
preferred stock resulting in gross gains of $3dufand. The tax provision related to these redlisens was $48 thousand and $126 thousand for 20d
2009, respectively.

The fair value and amortized cost, if differentdebt securities as of December 31, 2011 by cantmbmaturity were as follows (in thousands). Siias
not due at a single maturity date, primarily mogterdoacked securities and collateralized mortgadjgattons, are shown separately.

Held to Maturity Available for Sale
Amortized Amortized
Cost Fair Value Cost Fair Value
Due in one to five years $ - % - % 26C $ 264
Due in five to ten years - - 94¢€ 971
Due after ten years 7,92¢ 5,762 8,351 8,602
Residential governmen-sponsored mortgag-backed securities 26,10¢ 27,81¢ - -
Residential governmen-sponsored collateralized mortgage obligation 85 87 - -
Other residential collateralized mortgage obligatbns 957 80C - -
Total $ 35,07t $ 34,46¢  $ 9,551 $ 9,837

Securities with a carrying amount of approximat®p.0 million and $45.3 million at December 31, 2@Ghd 2010, respectively, were pledged to secure
public deposits, repurchase agreements and aflicredit for advances from the Federal Home LoanlkBaf Atlanta (“FHLB”).
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Southern National monitors the portfolio for indize of other than temporary impairment. At Decenil, 2011 and December 31, 2010, certain
securities’ fair values were below cost. As outlire the table below, there were securities withvalues totaling approximately $5.6 million ineth
portfolio that are considered temporarily impaiegdecember 31, 2011. The following tables presgntmation regarding securities in a continuous
unrealized loss position as of December 31, 20t1etember 31, 2010 (in thousands) by duratiomué in a loss position:

December 31, 201.

Less than 12 month: 12 Months or More Total
Unrecognized Unrecognized Unrecognized
Held to Maturity Fair value Losses Fair value Losses Fair value Losses
Other residential collateralized mortgage
obligations $ 80C $ 157 $ - 8 - 8 80C $ (157)
Trust preferred securities - - 4,78 (2,840 4,78 (2,840
$ 80C $ (157 $ 4,78°  $ (2,840 $ 558: $ (2,997)
December 31, 201
Less than 12 month: 12 Months or More Total
Unrecognized Unrecognized Unrecognized
Held to Maturity Fair value Losses Fair value Losses Fair value Losses
Trust preferred securities $ - 3 - 3 4,808 $ (2,865 $ 4,808 $ (2,86%)

As of December 31, 2011, we owned pooled trusteprefl securities as follows (in thousands):

Previously
Recognizec
Cumulative
Ratings Estimatec Current Other
Tranche When Purchase Current Rating: Fair Defaults anc Comprehensivi
Moody ’
Security Level S Fitch Moody' s Fitch Par Value Book Value Value Deferrals Loss (1)
(in thousands
ALESCO VIl A1B Senior Aaa AAA Baa3 BB $ 707t % 6,34¢ $ 373 % 107,400  $ 302
MMCEF Il B Senior Sul A3 A- Bal CcC 437 427 302 37,000 10
7,51z 6,77¢ 4,03¢ $ 31z
Cumulative Cumulative
Other Comprehensiv OTTI Related tc
Other Than Temporarily Impaire Loss (2) Credit Loss (2
TPREF FUNDING Il Mezzanint Al A- Caa3 C 1,50C 38: 364 134,10( 76 $ 354
TRAP 200-XII C1 Mezzanint A3 A C C 2,081 12¢ 23C 157,20! 1,37« 57¢
TRAP 200-XIll D Mezzanint NR A- NR C 2,03¢ - 31 218,75( 7 2,032
MMC FUNDING XVIII Mezzanint A3 A- Ca C 1,057 32 32 121,68: 33t 69C
ALESCOV C1 Mezzanint A2 A C C 2,104 46t 382 90,00( 97¢ 661
ALESCO XV C1 Mezzanint A3 A- C C 3,13¢ 29 262 246,10( 547 2,55¢
ALESCO XVI C Mezzanint A3 A- C C 2,087 11€ 424 82,40( 791 1,18(
14,00: 1,158 1,72¢ $ 479 $ 8,05¢
Total $ 21,51F $ 7,92¢ $ 5,762

(1) Pretax, and represents unrealized losses at datargdfar from availab-for-sale to hel-to-maturity, net of accretio
(2) Pretax

Each of these securities has been evaluated fer ¢ilan temporary impairment. In performing a detacash flow analysis of each security, Sona
works with independent third parties to estimatpested cash flows and assist with the evaluationtbér than temporary impairment. The cash
analyses performed included the following assunmgtio

.5% of the remaining performing collateral will deft or defer per annur

Recoveries ranging from 25% to 47% with a two ylagron all defaults and deferra

No prepayments for 10 years and then 1% per anouthé remaining life of the securit

Additionally banks with assets over $15 billiofllwo longer be allowed to count down streamedttpreferred proceeds as Tier 1 capital
(although it will still be counted as Tier 2 capjtd hat will incent the large banks to prepay thaist preferred securities if they can or ifsit i
economically desirable. As a consequence, we hebjeqted in all of our pools that 25% of the cadlatl issued by banks with assets over $15
billion will prepay in 2013

e Our securities have been modeled using the ahssemptions by independent third parties usinddiveard LIBOR curve to discount projected
cash flows to present value

Because the decline in fair value is attributablehanges in interest rates and illiquidity, antlaredit quality, and because we do not have ttentrto se
these securities and it is more likely than not tlva will not be required to sell the securitieddoe their anticipated recovery, management doe
consider these securities to be other-tt@mporarily impaired during the year ended Decen#der2011, except for the MMC Funding XVIII and TEF
Funding Il securities.
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Our analyses resulted in OTTI charges relatedediton the trust preferred securities in the amadii$329 thousand during the year ended Decemb,
2011, compared to OTTI charges related to credihertrust preferred securities totaling $151 tlamasand $7.6 million for the years ended Decemtg
2010 and 2009, respectively.

We also own $957 thousand of SARM 2085-1A2. This residential collateralized mortgagdigaiion was originally rated AAA by Standard andoPs
After a series of downgrades, this security haslitleer than temporarily impaired in past reporfiegiods. For the fourth quarter of 2011 and basedu
review of the trustee report, shock analysis andect information regarding delinquencies, nonperiog loans and credit support it has been detec
that no OTTI charge for credit was required for therter ended December 31, 2011. The assumpiiets in the analysis included a 3.3% prepay
speed, 12% default rate, a 48% loss severity anacaaunting yield of 2.47%. Wecorded no OTTI charges for credit on this segutitring 2011. W
recorded OTTI charges for credit on this securft137 thousand in 2010 and $139 thousand durif§.20

The following table presents a roll forward of theedit losses recognized in earnings for the periedded December 31, 2011, 2010 and 20C
thousands):

2011 2010 2009

Amount of cumulative oth-thar-temporary impairmerrelated to credit loss prior to Januar $ 8,00z $ 7,712 $ -
Amounts related to credit loss for which an other-temporary impairment was not previously

recognizec - - 7,71¢
Amounts related to credit loss for which an other-temporary impairment was previously

recognizec 32¢ 28¢ -
Reductions due to realized losses (54 - -
Amount of cumulative other-than-temporary impairtestated to credit loss as of December 31 $ 8271 $ 8,002 $ 7,714
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4. LOANS

Loans, net of unearned income, consist of the fiolig at year end (in thousands):

Covered Non-covered Total Covered Non-covered Total
Loans Loans Loans Loans Loans Loans
December 31, 201 December 31, 201!
Mortgage loans on real estate
Commercial real estate- owner-
occupied $ 485 % 82,45( $ 87,30« $ 5427 $ 81,487 $ 86,91«
Commercial real estate- non-owner-
occupied 11,24 117,05¢ 128,30: 14,50: 76,06¢ 90,57(
Secured by farmland - 1,50¢€ 1,50¢€ - 3,52z 3,522
Construction and land loans 2,88: 39,56¢ 42,44¢ 3,24¢ 39,48( 42,72¢
Residential -4 family 25,307 49,28¢ 74,59t 28,73: 58,90( 87,63:
Multi - family residential 62¢ 19,55: 20,18: 62¢ 19,177 19,80¢
Home equity lines of credit 35,44 9,04( 44,48 40,66: 10,53: 51,19«
Total real estate loans 80,35¢ 318,46: 398,81¢ 93,20: 289,16t 382,36¢
Commercial loans 2,12z 89,93¢ 92,06: 2,44: 76,64+ 79,08
Consumer loans 10€ 1,86¢ 1,97¢ 14% 2,01( 2,152
Gross loans 82,58¢ 410,26¢ 492 ,85¢ 95,78¢ 367,82( 463,60¢
Less deferred fees on loan - (1,08¢) (1,08¢) - (554) (554)
Loans, net of deferred fee: $ 82,58t $ 409,18( $ 491,76¢ $ 95,78¢ $ 367,26t $ 463,05¢

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agreeoreapproximately $143.4 million (contractual iss
of Greater Atlantic Bank’s assets. The Bank wilhee in the losses on the loans and forecloseddobeteral with the FDIC as specified in the lgssiring
agreement; we refer to these assets collectivelgmagred assets.” Loans that are not covereléndss sharing agreement are referred to as “nvered

loans.”

The covered loans acquired in the Greater Atlangiasaction are and will continue to be subjedupinternal and external credit review. As a restiand
when credit deterioration is noted subsequenteatguisition date, such deterioration will be noe@d through our allowance for loan loss calcufatio
methodology and a provision for credit losses béicharged to earnings with a partially offsettirogninterest expense item reflecting the changkeo t
FDIC indemnification asset. There has been no piorirecorded on covered loans since acquisition.

Credit-impaired covered loans are those loans sipevidence of credit deterioration since origioatand it is probable, at the date of acquisitibat
Southern National will not collect all contractyatequired principal and interest payments. Gehgratquired loans that meet Southern National’s
definition for nonaccrual status fall within thefishition of credit-impaired covered loans.
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Impaired loans were as follows (in thousands):

December 31, 201.

With no related allowance recordec

Commercial real estate- owner
occupied

Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans

Residential 1-4 family

Other consumer loans

Total

With an allowance recorded

Commercial real estate- owner
occupied

Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans

Residential 1-4 family

Other consumer loans

Total
Grand total

(1) Recorded investment is after charge offs o6$Billion and includes SBA guarantees of $2.5 muilli
(2) Includes loans secured by farmland and t-family residential loans

December 31, 201!

With no related allowance recordec

Commercial real estate- owner
occupied

Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans

Residential 1-4 family

Other consumer loans

Total

With an allowance recorded

Commercial real estate- owner
occupied

Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans

Residential 1-4 family

Other consumer loans

Total

Covered Loans Non-covered Loans Total Loans
Allowance Allowance Allowance
Recorded for Loan Recorded for Loan Recorded for Loan
Losses Investment Losses Allocatec Losses
Investment Allocated (1) (3) Investment Allocated
$ 23t % 4,73¢ - 4,97¢ -
1,831 3,29¢ - 5,12¢ -
1,06: 4,82t - 5,881 -
213 10,70¢ - 10,91° -
1,35¢ 37E - 1,73(C -
$ 469 $ 23,931 - 28,63: -
$ - $ - - - -
- 1,76¢ 98¢ 1,76¢ 98¢
- 452 50 452 50
$ - $ 2,214 1,03¢ 2,217 1,03¢
$ 4,69¢ $ 26,15¢ 1,03¢ 30,85( 1,03¢
(3) The Bank generally recognizes loan impairmet @oncurrently records a charge off to the allovesfor loan losse:
Covered Loans Non-covered Loans Total Loans
Allowance Allowance Allowance
Recorded for Loan Recorded for Loan Recorded for Loan
Losses Investment Losses Allocatec Losses
Investment Allocated (1) (3) Investment Allocated
$ 141 % 35¢& - 49¢ -
1,807 5,50¢ - 7,31¢ -
1,05¢ 4,84¢ - 5,89¢ -
28E 1,55¢ - 1,84: -
18t 2,96¢ - 3,15¢ -
$ 347 $ 15,235 - 18,71( -
$ - % - - - -
- 1,07¢ 50 1,07¢ 50
- 93t 37¢ 93t 37¢€
- 4,56¢ 20 4,56¢ 20
$ - $ 6,57¢ 44€  $ 6,57t $ 44¢€
$ 347 $ 21,817 44¢€ 25,28¢ 44¢€

Grand total

(1) Recorded investment is after charge offs 08 $8illion and includes SBA guarantees of $1.7 rwili
(2) Includes loans secured by farmland and r-family residential loans

(3) The Bank generally recognizes loan impairmest @oncurrently records a charge off to the alloveafor loan losse:!
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The following table presents the average recordeestment and interest income for impaired loansggized by class of loans for the year ended

December 31, 2011 (in thousands):

With no related allowance recordec
Commercial real estate- owner
occupied
Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans
Residential -4 family
Other consumer loans

Total

With an allowance recorded
Commercial real estate- owner
occupied
Commercial real estate- non-owner
occupied (2)

Construction and land development

Commercial loans
Residential -4 family
Other consumer loans

Total
Grand total

Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognized Investment Recognized Investment Recognized
$ 187 $ 19 $ 2,70t $ 192 $ 2,89 3% 211
1,78¢ 84 3,29¢ 18C 5,08z 264
1,08( 102 4,361 241 5,441 344
21¢ 23 6,98( 421 7,19¢ 444
654 16 287 8 941 24
$ 392t % 24 $ 17,63 $ 1,042 $ 21,55 §$ 1,287
$ - 3 - 3 - 3 - 3 - 3 -
- - 96& 30 96& 30
- - 344 40 344 40
$ - $ - 3 1,30¢ $ 70 % 1,30¢ $ 70
$ 392t % 24 $ 18,93¢ $ 1,112 $ 22,86« $ 1,357

(2) Includes loans secured by farmland and t-family residential loans

The following table presents the average recordeestment and interest income for impaired loangte years ended December 31, 2010 and 2009 (in

thousands):

Average of impaired loans during the
year

Interest income recognized during
impairment

2010 2009
Covered Non-covered Covered Non-covered
Loans Loans Total Loans Loans Total
$ 494 % 6,082 $ 11,028 % 36 $ 2,15 % 2,51¢
16C 165 32E - 4 4

The following tables present the recorded investrirenonaccrual and loans past due over 90 daystihdccruing by class of loans as of December 31
2011 and December 31, 2010 (in thousands):

December 31, 201.

Commercial real estate- owner

occupied

Commercial real estate- non-
owner occupied (1)

Construction and land
development

Commercial loans

Residential -4 family

Other consumer loans

Total

December 31, 201!

Commercial real estate- owner

Covered Loans

Non-covered Loans

Total

Loans

Loans Past Due

Loans Past Due

Loans Past Due

Nonaccrual 90 Days or More  Nonaccrual 90 Days or More  Nonaccrual 90 Days or More
Loans Still on Accrual Loans Still on Accrual Loans Still on Accrual

$ - $ - $ - $ - $ - $ -

1,98¢ 13€ 62t - 2,61( 13€

- - 1,087 - 1,087 -

- - 2,772 - 2,772 -

1,35¢ - 57 32 1,41z 32

$ 3,34C $ 13¢ $ 4541 $ 32 $ 7881 $ 16€&

Covered Loans Non-covered Loans Total Loans

Loans Past Due Loans Past Due Loans Past Due

Nonaccrual 90 Days or More  Nonaccrual 90 Days or More  Nonaccrual 90 Days or More
Loans Still on Accrual Loans Still on Accrual Loans Still on Accrual




occupied $ - % - % 356 % - % 35¢ % -
Commercial real estate- non-
owner occupied (1) 1,79¢ - 2,60( - 4,39¢ -
Construction and land

development - - 2,30¢ - 2,30¢ -
Commercial loans 67 - 1,51¢ - 1,58¢ -
Residential -4 family 18t - 2,807 - 2,992 -
Other consumer loans - 234 - - - 234
Total $ 2,04 % 234 $ 958t $ - $ 11,63 $ 234

(1) Includes loans secured by farmland and r-family residential loans

Non-covered nonaccrual loans include SBA guaranteezLiats totaling $2.5 million and $1.4 million at Becber 31, 2011 and December 31, 2010,
respectively.
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The following table presents the aging of the rdedrinvestment in past due loans by class of laaraf December 31, 2011 and December 31, 2010 (in
thousands):

December 31, 201. 30-59 60- 89
Days Days 90 Days Total Nonaccrual  Loans Not Total
Past Due Past Due or More Past Due Loans Past Due Loans
Covered loans:
Commercial real estate- owner occupied $ - $ 302 % - $ 302 % - $ 4551 $ 4,85¢
Commercial real estate- non-owner
occupied (1) - - 13€ 13€ 1,98¢ 9,751 11,87:
Construction and land development - - - - - 2,88: 2,88:
Commercial loans - - - - - 2,12z 2,122
Residential -4 family 26¢ 16 - 28E 1,35¢ 59,10¢ 60,74¢
Other consumer loans 5 - - 5 - 10z 10€&
Total $ 274 $ 31¢  $ 13€ $ 72¢ % 3,34 $ 78,51¢ $ 82,58¢
Non-covered loans:
Commercial real estate- owner occupied $ 847 $ - $ - $ 847 $ - $ 8160 $ 82,45
Commercial real estate- non-owner
occupied (1) 14C - - 14C 62E 137,35 138,11¢
Construction and land development 29C 39 - 32¢ 1,087 38,14¢ 39,56t
Commercial loans 1,022 58& - 1,607 2,77z 85,56( 89,93¢
Residential 1-4 family 952 84C 32 1,82¢ 57 56,44¢ 58,32¢
Other consumer loans 2 - - 2 - 1,86¢ 1,86¢
Total $ 3,25¢  $ 1,46¢ $ 32 $ 475C $ 4541 $ 400,977 $ 410,26¢
Total loans:
Commercial real estate- owner occupied $ 847 $ 302 % - $ 1,15C $ - $ 86,15« $ 87,30«
Commercial real estate- non-owner
occupied (1) 14C - 13€ 27¢€ 2,61( 147,10« 149,99(
Construction and land development 29C 39 - 32¢ 1,087 41,03: 42,44¢
Commercial loans 1,022 58& - 1,607 2,77z 87,68: 92,06:
Residential 1-4 family 1,222 85¢€ 32 2,11C 1,412 115,55¢ 119,07
Other consumer loans 7 - - 7 - 1,96¢ 1,97¢
Total $ 3,526 $ 1,78 $ 166 $ 547¢ $ 7881 $ 479,49t $ 492 85¢
December 31, 201! 30-59 60- 89
Days Days 90 Days Total Nonaccrual  Loans Not Total
Past Due Past Due or More Past Due Loans Past Due Loans
Covered loans:
Commercial real estate- owner occupied $ 31 $ 41z $ - 8 72¢ % - 8 4,69¢ $ 5,427
Commercial real estate- non-owner
occupied (1) 43€ - - 43€ 1,79¢ 12,89¢ 15,13
Construction and land development - - - - - 3,24¢ 3,24¢
Commercial loans - - - - 67 2,37¢ 2,447
Residential -4 family - 173 234 407 18t 68,80: 69,39t
Other consumer loans - - - - - 145 145
Total $ 752 $ 58t $ 234 $ 1571 $ 2,048 $ 92,16¢ $ 95,78¢
Non-covered loans:
Commercial real estate- owner occupied $ 551 % 71¢ % - 8 1,27C $ 35¢ $ 79,85¢ $  81,48]
Commercial real estate- non-owner
occupied (1) 868 - - 86¢& 2,60( 95,29¢ 98,767
Construction and land development 30 - - 30 2,30¢ 37,14¢ 39,48(
Commercial loans 1,64¢ 30 - 1,67¢ 1,51¢ 73,45: 76,64«
Residential 1-4 family 3,73¢ 157 - 3,89¢ 2,807 62,72¢ 69,43:
Other consumer loans 10 9 - 19 - 1,991 2,01(
Total $ 6,84, $ 91t $ - $ 7,75¢ $ 958t $ 350,47¢ $ 367,82(
Total loans:
Commercial real estate- owner occupied $ 867 $ 1,131 $ - 8 1,99¢ $ 35¢ $ 84,55¢ $ 86,91«
Commercial real estate- non-owner
occupied (1) 1,30¢ - - 1,30¢ 4,39¢ 108,19¢ 113,89¢
Construction and land development 30 - - 30 2,30¢ 40,39¢ 42,72¢

Commercial loans 1,64¢ 30 - 1,67¢ 1,58¢ 75,82¢ 79,087



Residential 1-4 family 3,73¢ 33C 234 4,30: 2,992 131,53: 138,82
Other consumer loans 10 9 - 19 - 2,13¢ 2,15:

Total $ 7,59¢ % 1,50C % 234 % 9,33C_ $ 11,637 $ 44264' $ 463,60¢

(1) Includes loans secured by farmland and t-family residential loans
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Activity in the allowance for loan and lease losbg<lass of loan for the years ended Decembe2@1] and 2010 is summarized below (in thousands):

Commercial Commercial

Real Estate Real Estate Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumei
Occupied
Year ended December 31, 201 Occupied (1) Developmen Loans Residential Loans Unallocatec Total
Allowance for loan losses
Beginning balance $ 56z $ 1,265 $ 32 $ 2,42 $ 99¢ $ 9 $ 13 $ 5,59¢
Charge offs (113 (2,050 (460) (3,979 (2,34)) (56) - (7,99%)
Recoveries 3 6 5 12¢ 54 3 - 19¢
Provision 17¢ 79C 1,49¢ 3,64¢ 2,30¢ 86 (13) 8,49:
Ending balance $ 627 $ 1,011 $ 1,367 $ 2221 $ 1,021 $ 42 $ - $ 6,29
Year ended December 31, 201
Allowance for loan losses
Beginning balance $ 94¢ $ 1,06¢ $ 1,177 $ 992 $ 274 $ 102 $ 61C $ 5,17¢
Charge offs (650) (2,000 (3,719 (1,27¢) (2,039 (81) - (8,76%)
Recoveries - 12 - 12¢€ 25 2 - 167
Provision 264 1,18¢ 2,861 2,58: 2,73¢ (15) (597) 9,02¢
Ending balance $ 56z $ 1,265 $ 32¢ $ 2,428 $ 99¢ $ 9 % 13 $ 5,59¢

(1) Includes loans secured by farmland and t-family residential loans

The following table presents the balance in thevedince for loan losses and the recorded investmertn-covered loans by portfolio segment and base
impairment method as of December 31, 2011 and DeeeB1l, 2010 (in thousands):

Commercial Commercial

Real Estate Real Estate Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumei
Occupied
Occupied (1) Developmen Loans Residential Loans Unallocatec Total
December 31, 201.
Ending allowance balance
attributable to loans:
Individually evaluated for
impairment $ - % - 8 98¢ $ 50 $ - % - 8 - $  1,03¢
Collectively evaluated for
impairment 627 1,011 37¢ 2,177 1,021 42 - 5,25¢
Total ending allowance $ 627 $ 1,011 $ 1,367 $ 2227 $ 1,021 $ 42 $ - $ 6,29
Loans:
Individually evaluated for
impairment $ 4,73¢  $ 3292 % 6,59 $ 11,15¢ $ 37t $ - 3% - $ 26,15¢
Collectively evaluated for
impairment 77,717 134,82: 32,97¢ 78,78: 57,95: 1,86¢ - 384,11
Total ending loan balances $ 82,45( $ 138,11f $ 39,56 $ 89,93¢ $ 58,326 $ 1,86¢ $ - $ 410,26¢
December 31, 201
Ending allowance balance
attributable to loans:
Individually evaluated for
impairment $ - % 50 $ - 8 37¢ 3% 20 % - % - % 44€
Collectively evaluated for
impairment 562 1,21¢ 32¢€ 2,04¢ 97¢ 9 13 5,152
Total ending allowance $ 56z $ 1,265 $ 32 $ 2,425 $ 99¢ $ 9 $ 13 $ 5,59¢
Loans:
Individually evaluated for
impairment $ 35¢ % 6,58¢ $ 4,84¢  $ 2,49: $ 753: % - % - $ 21,810
Collectively evaluated for
impairment 81,12¢ 92,18: 34,63¢ 74,15 61,89¢ 2,01 - 346,00t
Total ending loan balances $ 81,487 $ 98,767 $ 39,48( $ 76,64¢ $ 69,43. $ 2,01C $ - $ 367,82

(1) Includes loans secured by farmland and r-family residential loans
Troubled Debt Restructurings

A modification is classified as a troubled debtmesturing (“TDR”) if both of the following exist(1) the borrower is experiencing financial diffiguand
(2) the Bank has granted a concession to the bemowhe Bank determines that a borrower may bemapcing financial difficulty if the borrower



currently in default on any of its debt, or if tBank is concerned that the borrower may not be tabpeerform in accordance with the current termthef
loan agreement in the foreseeable future. Mangasmf the borrower’s financial situation are assel when determining whether they are experiencing
financial difficulty, particularly as it relates thmmercial borrowers due to the complex natuthefloan structure, business/industry risk and
borrower/guarantor structures. Concessions madydedhe reduction of an interest rate at a rateetachan current market rate for a new loan withilsir
risk, extension of the maturity date, reductioraofrued interest, or principal forgiveness. Wheaslusmting whether a concession has been grantedaht
also considers whether the borrower has providédiadal collateral or guarantors and whether sadtiitions adequately compensate the Bank for the
restructured terms, or if the revised terms aresisp@nt with those currently being offered to near customers. The assessments of whether a mriow
experiencing (or is likely to experience) finandificulty and whether a concession has been grhist subjective in nature and management'’s judgimen
required when determining whether a modificatioa EEDR.
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Although each occurrence is unique to the borrcamek is evaluated separately, for all portfolio segta, TDRs are typically modified through reduction
interest rates, reductions in payments, changiagpéyment terms from principal and interest torggeonly, and/or extensions in term maturity.

At December 31, 2011, we had one loan modifiedtimabled debt restructuring totaling $1.1 milliomhis modification occurred in 2010. The loan is
paying in accordance with the modified terms anesduot involve any additional commitment to lend.

Credit Quality Indicators

Through its system of internal controls Southertidiel evaluates and segments loan portfolio crgakitity on a quarterly basis using regulatory
definitions for Special Mention, Substandard andilittul. Special Mention loans are considered teiiticized. Substandard and Doubtful loans are
considered to be classified. Southern Nationaliel®ans classified Doubtful.

Special Mention loans are loans that have a patlengakness that deserves management’s closeiatterit left uncorrected, these potential weakesss
may result in deterioration of the repayment prospéor the loan or of the institution’s credit giam.

Substandard loans are inadequately protected byutfient net worth and paying capacity of the ailigr of the collateral pledged if any. Loans so
classified have a well-defined weakness or wealasemt jeopardize the liquidation of the debteyrare characterized by the distinct possibilitt tthe
institution will sustain some loss if the deficié@s are not corrected.

Doubtful loans have all the weaknesses inheretitase classified as substandard, with the addechcteaistic that the weaknesses make collection or
liquidation in full, on the basis of currently etitgy facts, conditions, and values, highly questine and improbable.
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As of December 31, 2011 and December 31, 2010based on the most recent analysis performed, skecategory of loans by class of loans was as

follows (in thousands):

December 31, 201. Covered Loans Non-covered Loans Total Loans
Classified/ Special Classified,
Substandard
Criticized (1) Pass Total Mention (3) Pass Total Criticized Pass Total

Commercial real

estate - owner

occupied $ 23t $461¢ $485 $ 1,40¢ $ 4,73¢ $ 76,307 $8245( $ 6,37¢ $ 80,92¢ $ 87,30«
Commercial real

estate - non-owner

occupied (2) 1,831 10,041 11,87: - 3,29¢ 134,82: 138,11¢ 5,128  144,86' 149,99(
Construction and land

development 1,06: 1,821 2,88: - 6,59( 32,97¢ 39,56¢ 7,652 34,79¢ 42,44¢
Commercial loans 212 1,90¢ 2,122 33 11,15¢ 78,75( 89,93¢ 11,40: 80,65¢ 92,06:
Residential -4 family 1,358 59,39«  60,74¢ 40 37E 57,91 58,32¢ 1,77¢ 117,30° 119,07
Other consumer loans 10€ 10¢ - - 1,86¢ 1,86¢ - 1,97¢ 1,97¢
Total $ 469¢ $77,89. $82,58¢ $ 1477 $ 26,15« $382,63° $410,26¢ $ 32,327 $460,52¢ $492,85¢
December 31, 201! Covered Loans Non-covered Loans Total Loans

Classified/ Special Classified;
Substandard
Criticized (1) Pass Total Mention (3) Pass Total Criticized Pass Total

Commercial real

estate - owner

occupied $ 141 $ 528t $5427 $ 557 $ 35¢ $ 80,57 $81487 $ 1,05¢ $ 8585¢( $ 86,91«
Commercial real

estate - non-owner

occupied (2) 1,807 13,32¢ 15,13 867 6,58¢ 91,31¢ 98,767 9,25¢ 104,63¢ 113,89¢
Construction and land

development 1,05¢ 2,19¢ 3,24¢ - 4,84¢ 34,63¢ 39,48( 5,89¢ 36,83( 42,72¢
Commercial loans 28t 2,15¢ 2,447 23¢ 2,49: 73,91¢ 76,64« 3,01( 76,077 79,087
Residential 1-4 family 185  69,21( 69,39¢ 40 7,53¢ 61,85¢ 69,43: 7,75¢ 131,06¢ 138,82°
Other consumer loans - 14z 14¢ - - 2,01( 2,01C - 2,15: 2,15:
Total $ 3,47: $92,31t $95,78¢ $ 1,697 $ 21,81 $344,31. $367,82( $ 26,98 $436,62¢ 3$463,60¢

(1) Credit quality is enhanced by a loss sharingagent with the FDIC in the covered portfolio. Hane credit quality indicators used in the noneced
portfolio are combinec

(2) Includes loans secured by farmland and t-family residential loans

(3) Includes SBA guarantees of $2.5 million and7$tillion as of December 31, 2011 and 2010, re$pelgt

Purchased Loans

Southern National purchased impaired loans in tteatér Atlantic transaction, and it was probabiecguisition, that all contractually required paants
would not be collected. The carrying amount ofsthtoans at December 31, 2011 and 2010 was $3i8mahd $3.5 million, respectively. The contradtua
amount of these loans as of December 31, 2011 @b@ ®as $7.1 million and $7.7 million, respectivelhese loans primarily consisted of commercial
estate and construction loans. The discount oretleess, which is nonaccretable, was $3.2 milliod $3.6 million at December 31, 2011 and 2010,
respectively. There was no allowance for loandesm these loans as of December 31, 2011 and 201L6f these loans were acquired in 2009; theeze
no purchased loans acquired in 2011 and 2010. eTMaere no reclassifications from nonaccretableetéfice to accretable yield in 2011 or 2010.

Southern National also purchased performing loariké Greater Atlantic transaction, for which theses at acquisition, no evidence of deterioratibn o
credit quality since origination. The carrying amo of these loans at December 31, 2011 and 20$0®@.3 million and $91.7 million (as restated),
respectively. The total discount on these loans $4at.1 million and $17.2 million (as restatedpatember 31, 2011 and 2010, respectively. The amou
of accretable discount was $8.8 million and $12illion (as restated) at December 31, 2011 and 2fE<pectively. The nonaccretable discount was $5.3
million and $5.1 million (as restated) at DecemBgr2011 and 2010, respectively. Accretion of $8iion, $5.7 million (as restated) and $500 thanud
(as restated) was recognized in income during 22010 and 2009, respectively.

5. FAIR VALUE

ASC 820-10 establishes a fair value hierarchy whéziuires an entity to maximize the use of obsdevadputs and minimize the use of unobservabletmpu
when measuring fair value. The standard descrhre® tevels of inputs that may be used to measiredlue:

Level 1: Quoted prices (unadjusted) for identicaleds or liabilities in active markets that thatgritas the ability to access as of the measurement
date

Level 2: Significant other observable inputs ottem Level 1 prices such as quoted prices for aingissets or liabilities; quoted prices in markets
that are not active; or other inputs that are olz®e or can be corroborated by observable maet d
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Level 3: Significant unobservable inputs that reffle reporting entity’s own assumptions about ggumptions that market participants would use
in pricing an asset or liability

The following is a description of the valuation imedologies used for instruments measured at faireyas well as the general classification of such
instruments pursuant to the valuation hierarchy:

Securities Available for Sale

Where quoted prices are available in an active atadecurities are classified within Level 1 of tieduation hierarchy. Level 1 securities wouldlimte
highly liquid government bonds, mortgage producis exchange traded equities. If quoted markeeprare not available, then fair values are estiinlaye
using pricing models, quoted prices of securiti@th wimilar characteristics, or discounted caskfld_evel 2 securities would include U. S. agency
securities, mortgage-backed securities, obligatafrstates and political subdivisions and certairporate, asset-backed and other securities. rtaice
cases where there is limited activity or less fpanency around inputs to the valuation, securéanesclassified within Level 3 of the valuation

hierarchy. Currently, all of Southern Nationalksadable-for-sale debt securities are considerdaethevel 2 securities.

Assets measured at fair value on a recurring lzasisummarized below:

Fair Value Measurements Usi

Significant
Quoted Prices i Other Significant
Active Markets fo  Observable  Unobservabl
Total at Identical Asset: Inputs Inputs
(dollars in thousands) December 31, 20: (Level 1) (Level 2) (Level 3)
Financial asset:
Available for sale securitie
SBA guaranteed loan poc $ 9,837 $ - $ 9,837 $ -
FHLMC preferred stock 68 68 - -
Total available-for-sale securities $ 9,90¢ $ 68 $ 9,837 $ -

Fair Value Measurements Usi

Significant
Quoted Prices i Other Significant
Active Markets fo  Observable Unobservabli
Total at Identical Asset: Inputs Inputs
(dollars in thousands) December 31, 20: (Level 1) (Level 2) (Level 3)
Financial asset:
Available for sale securitie
SBA guaranteed loan poc $ 11,03¢ $ - $ 11,03¢ $ -
FHLMC preferred stock 3C 30 - -
Total available-for-sale securities $ 11,06¢ $ 30 $ 11,03¢ $ -

Assets and Liabilities Measured on a Necurring Basis:

Trust Preferred Securities Classified as Held/aturity

The base input in calculating fair value is a Bld@rg Fair Value Index yield curve for single isstrest preferred securities which correspond tor#tiegs
of the securities we own. We also use compostiegéndices to fill in the gaps where the bankmgtindices did not correspond to the ratings in ou
portfolio. When a bank index that matches thengatif our security is not available, we used thekiiadex that most closely matches the rating, steji b
the spread between the composite index that moselgt matches the security’s rating and the contpdasilex with a rating that matches the bank index
used. Then, we use the adjusted index yield, wisi¢brther adjusted by a liquidity premium, as thgcount rate to be used in the calculation offessent
value of the same cash flows used to evaluateettwrisies for OTTI. The liquidity premiums werertked in consultation with a securities advisoreTh
liquidity premiums we used ranged from 2% to 5% #re adjusted discount rates ranged from 10.07% #7%. Due to current market conditions as
well as the limited trading activity of these setias, the market value of the securities is higfdysitive to assumption changes and market vipfatihe
have determined that our trust preferred securtiesclassified within Level 3 of the fair valuetarchy.
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Other Residential Collateralized Mortgage Obligat@assified as Heltbh Maturity

The fair value was estimated within Level 2 faituehierarchy, as the fair value is based on eiphiging models, quoted market prices of securitith
similar characteristics, or discounted cash floie have evaluated th&ecurity for potential impairment and, based on mwiew of the trustee repc
shock analysis and current information regardintindaencies, nonperforming loans and credit suppbtias been determined that no OTTI charg:
credit exists for the year ended December 31, 20tk assumptions used in the analysis include®% Prepayment speed, 12% default rate, a 48%
severity and an accounting yield of 2.47%.

Impaired Loans

Generally, we measure the impairment for impaiceths considering the fair value of the loan’s delial (if the loan is collateral dependent). Railue of
the loan’s collateral is determined by appraisalstber valuation which is then adjusted for thetgelated to liquidation of the collateral. Faalue is
classified as Level 3 in the fair value hierarchpn-covered loans identified as impaired totaled $26ililon (including SBA guarantees of $2.5 millioa¥
of December 31, 2011 with an allocated allowanecddan losses totaling $1.0 million compared t@erying amount of $21.8 million (including SBA
guarantees of $1.7 million) with an allocated akmwe for loan losses totaling $446 thousand at Bbee 31, 2010. Charge offs related to the impaired
loans at December 31, 2011 totaled $3.8 milliortlieryear ended December 31, 2011 compared tondillién and $1.2 million for the years ended
December 31, 2010 and 2009, respectively.

Other Real Estate Owned (OREO)

OREDO is evaluated at the time of acquisition amtrged at fair value as determined by independgmtagsal or internal market evaluation less cost to
sell. OREO is further evaluated quarterly for adglitional impairment. Fair value is classified as Level 3 in the fairuahierarchy. At December 31,
2011, the total amount of OREO was $14.3 millioinywhich $13.6 million was non-covered and $636 gand was covered.

At December 31, 2010, the total amount of OREO $/6 million, of which $3.9 million was non-coveradd $676 thousand was covered.
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Assets measured at fair value on a non-recurrisgslzae summarized below:

(dollars in thousands)
Trust preferred securities, held to matu
Impaired no-covered loans
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (2
Construction and land developm
Commercial loan
Residential -4 family
Impaired covered loan
Commercial real esta- owner occupie!
Commercial real esta- nor-owner occupied (2
Construction and land developm
Commercial loan
Residential -4 family
Non-covered other real estate own
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (2
Construction and land developm
Residential -4 family
Covered other real estate own
Commercial real esta- owner occupie!
Commercia

(dollars in thousands)
Trust preferred securities, held to matu
Other residential collateralized mortgage obligagi
Impaired no-covered loans
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (2
Construction and land developm
Commercial loan
Residential -4 family
Impaired covered loan
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (2
Construction and land developm
Commercial loan
Residential -4 family
Non-covered other real estate own
Commercial real esta- owner occupiel
Construction and land developm
Residential -4 family
Covered other real estate own
Commercial real esta- owner occupiel
Commercia

(2) Includes loans secured by farmland and muitiffiaresidential loans.
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Fair Value Measurements Usi

Significant
Quoted Prices i Other Significant
Active Markets fo  Observable Unobservabli
Total at Identical Asset: Inputs Inputs

December 31, 20: (Level 1) (Level 2) (Level 3)
$ 32 $ 32
4,73¢ 4,73¢
3,29¢ 3,29¢
5,601 5,601
11,10¢ 11,10¢
37¢ 37E
23t 23t
1,831 1,831
1,06: 1,06:
21z 212
1,35¢ 1,35¢
1,41¢ 1,41¢
1,51¢ 1,51¢
4,61¢ 4,61
6,07: 6,07:
557 557
79 79

Fair Value Measurements Usi
Significant
Quoted Prices i Other Significant
Active Markets fo  Observable Unobservabli
Total at Identical Asset: Inputs Inputs

December 31, 20: (Level 1) (Level 2) (Level 3)
$ 97: $ $ -3 972
1,171 1,171 $ -
35¢ - 35¢
6,53¢ - 6,53¢
4,84¢ - 4,84¢
2,117 - 2,117
7,51 - 7,51
141 - 141
1,807 - 1,807
1,05¢ - 1,05¢
28t - 28t
18t - 18t
57¢ - 57¢
2,79 - 2,791
52¢ - 52¢€
597 - 597
79 - 79



Fair Value of Financial Instruments

The carrying amount and estimated fair valuesradifcial instruments were as follows (in thousands):

December 31, 201. December 31, 201!
Carrying Fair Carrying Fair
Amount Value Amount Value

(As Restated) (As Restated)
Financial assets

Cash and cash equivalent $ 503t $ 503t $ 9,74t  $ 9,74%
Securities available for sale 9,90t 9,90t 11,06¢ 11,06¢
Securities held to maturity 35,07t 34,46+ 44,89¢ 43,96
Stock in Federal Reserve Bank and FederiHome Loan Bank 6,65 n/s 6,35( n/e
Net non-covered loans 402,88! 400,77 361,66° 360,03°
Net covered loans 82,58¢ 82,07¢ 95,78¢ 95,257
Accrued interest receivable 2,11¢ 2,11¢ 2,35k 2,35k
FDIC indemnification asset 7,531 7,531 8,29: 8,29:
Financial liabilities:

Deposits:
Demand deposits 50,07¢ 50,07¢ 50,49( 50,49(
Money market and savings account 155,23: 155,23: 175,35: 175,35:
Certificates of deposit 255,78 258,92¢ 205,13¢ 207,22:
Securities sold under agreements trepurchase and other shor-term

borrowings 17,73¢ 17,73¢ 23,90¢ 23,90¢
FHLB advances 30,00( 31,29: 35,00( 36,45¢
Accrued interest payable 363 363 41F 41F

Carrying amount is the estimated fair value foihcasd cash equivalents, accrued interest receiatulgoayable, demand deposits, savings accountsy
market accounts, short-term debt, and variableloates that reprice frequently and fully. For fixeate loans or deposits and for variable ratedasith
infrequent repricing or repricing limits, fair vaus based on discounted cash flows using curraenkehrates applied to the estimated life. It was n
practicable to determine the fair value of Fed®®mderve Bank and Federal Home Loan Bank stockaltestrictions placed on its transferability. Fair
value of long-term debt is based on current radgesifilar financing. The FDIC indemnification assvas measured at estimated fair value on theadate
acquisition. The fair value was determined by dlistting estimated future cash flows using the ltarga risk free rate plus a premium. The fair vadfie
off-balance-sheet items is not considered matefiike fair value of loans is not presented on anpgice basis.
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6. BANK PREMISES AND EQUIPMENT

Bank premises and equipment as of December 31, 20d 2010 were as follows (in thousands):

2011 2010

Land $ 1,52C $ 531
Building and improvements 3,34¢ 2,61:
Leasehold improvements 1,86° 1,63:
Furniture and equipment 2,607 2,33¢

9,34( 7,10¢
Less accumulated depreciation and amortizatiol 2,99( 2,44¢
Bank premises and equipment, ne $ 6,35 $ 4,65¢

Future minimum rental payments required under rammcelable operating leases for bank premises thett imitial or remaining terms in excess of oneryea
as of December 31, 2011 are as follows (in thousgand

2012 $ 1,36¢
2013 1,19¢
2014 1,00¢
2015 802
2016 20C
Thereafter 504
$ 5,07t

The leases contain options to extend for periodstof6 years. Rental expense for 2011, 2010 an8 @@&s $1.5 million, $1.4 million and $1.1 million,
respectively.

7. GOODWILL AND INTANGIBLE ASSETS

Goodwiill

Goodwill is evaluated for impairment on an annuadib or more frequently if events or circumstangagant. Goodwill is primarily related to the 2006
acquisition of 1stService Bank. Our annual assessment timing isiduhie third calendar quarter. We performed tiraual review of goodwill with the
assistance of a third-party advisor that providasation and investment banking services to comtyun@nks. Metrics employed in the estimation af fa
value of the reporting unit were derived from reogsmmunity bank M&A transactions. No impairmerdsiindicated in 2011 or 2010.

The change in the balance for goodwill during 2@ 2010 follows (in thousands):

2011 2010
(As Restated)
Balance as of January $ 8,72: $ 8,72:
Midlothian branch acquistio 437 -
Balance as of December 31 $ 9,16( $ 8,72
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Acquired Intangible Assets
Acquired intangible assets were as follows at yeat (in thousands):
December 31, 201.

Gross Carrying  Accumulated  Net Carrying
Value Amortization Value

Amortizable core deposit intangibles $ 6,537 $ (4,542 $ 1,99¢

December 31, 201!
Gross Carrying  Accumulated  Net Carrying
Value Amortization Value

Amortizable core deposit intangibles $ 6,537 $ (3,627 $ 2,91¢

Estimated amortization expense of intangibleslierytears ended December 31 follows (in thousands):

201z % 862

201z 423

2014 13€

201t 122

201¢ 10¢
Thereafter 343
$ 1,99t

8. FDIC INDEMNIFICATION ASSET

The indemnification asset represents our estinfaigare expected recoveries under the FDIC lossiag arrangement for covered loans. The estimated
fair value of the indemnification asset was $8.8iom at December 4, 2009, the date of acquisitidduring 2010 and 2011, the carrying value of the
indemnification asset is increased for accretiomamis of $60 thousand and $47 thousand respectiaetydecreased for cash payments received from the
FDIC of approximately $800 thousand in 2011. Dgr2®10, and in connection with finalizing the puask accounting for the Greater Atlantic Bank, we
reduced the indemnification asset by $591 thousameflect the resolution of other amounts dueréaff the FDIC and other activity related to the fase
transaction in 2009.
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9. DEPOSITS

The aggregate amount of time deposits in denonainatdf $100,000 or more at December 31, 2011 at@ @@&s $180.5 million and $109.9 million,
respectively. At December 31, 2011, the schedniatlrities of time deposits are as follows (in thands):

2012 $ 157,70:
2013 61,741
2014 15,59:¢
2015 17,72¢
2016 2,95t
2017 63

$ 255,78«

The following table sets forth the maturities oftifecates of deposit of $100 thousand and ovesfd3ecember 31, 2011 (in thousands):

Within 3t06 61012 Over 12
3 Months Months Months Months Total
$ 19,81¢ $ 40,267 % 55,37 $ 65,06 $ 180,51°

At December 31, 2011, we had no brokered certéaf deposit and brokered money market depos&@P million compared to $27.0 million in
brokered certificates of deposit and $10.2 milliedrokered money market deposits at December @&I0.2

10. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE AND OTHER SHORT-TERM BORROWINGS
Other short-term borrowings can consist of Feddmhe Loan Bank (FHLB) overnight advances, fedaralis purchased and securities sold under

agreements to repurchase that mature within one ysch are secured transactions with custometsaker/dealers. Other short-term borrowings csinsi
of the following (in thousands):

2011 2010 2009

FHLB overnight advances $ 350C % - 8 -
Securities sold under agreements to repurchas 14,23¢ 23,90¢ 22,02(
Total $ 17,73¢  $ 23,90¢ $ 22,02(
Weighted average interest rate at year en 0.62% 0.7¢% 0.85%
For the periods ended December 31, 2011, 2010 an@d®:

Average outstanding balance $ 20,47 3% 22,24¢ % 22,42¢
Average interest rate during the year 0.74% 0.95% 0.74%
Maximum month-end outstanding balance $ 34,65 $ 2593. $ 26,52(
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Investment securities in the amount of $24.7 millémd $32.2 million were pledged as collateralsiecurities sold under agreements to repurchase at
December 31, 2011 and 2010, respectively.

11. FEDERAL HOME LOAN BANK ADVANCES

At year end, advances from the Federal Home Loark Baere as follows (in thousands):

2011 2010

FHLB fixed rate advance maturing January 2012 witha rate of 1.20% $ 5000 $ 5,00(
FHLB fixed rate advance maturing July 2011 with a ate of 0.835% - 5,00(
FHLB fixed rate advance maturing September 2013 wit a rate of 3.25% 5,00( -
FHLB fixed rate advance maturing September 2013 wit a rate of 3.22% 5,00( -
FHLB fixed rate advance maturing March 2014 with arate of 3.20% 5,00( -
FHLB fixed rate advance maturing March 2014 with arate of 3.13% 5,00( -
FHLB fixed rate advance maturing September 2014 wit a rate of 3.16% 5,00(¢ -
FHLB convertible advances maturing from August 2012hrough October 2012 with fixed rates from

3.86% to 4.20%, and a weighted average interest @ of 4.05% (1) - 25,00(
Total FHLB advances $ 30,000 $ 35,00(

(1) These advances had a five year maturity ane wenvertible to adjustable rate advances at thieropf the
FHLB of Atlanta. In March 2011, the convertible athees were extinguished and replaced with $25amilhif
fixed-rate, no-callable advance:

Each FHLB advance is payable at its maturity datéy a prepayment penalty for fixed rate advancad pff earlier than maturity. Residential 1-4 fgm
mortgage loans in the amount of approximately $m&llion and $88.2 million were pledged as collatdéor Federal Home Loan Bank of Atlanta (“FHLB”
advances as of December 31, 2011 and 2010, resglgctHome equity lines of credit (HELOCS) in tamount of approximately $53.1 million and $61.3
million were pledged as collateral for FHLB advasie¢ December 31, 2011 and 2010, respectively; Ceneial mortgage loans in the amount of
approximately $107.8 million and $84.7 million wexledged as collateral for FHLB advances as of bés 31, 2011 and 2010, respectively. Investment
securities in the amount of $8.3 million and $Irhilion were pledged as collateral for FHLB advasie¢ December 31, 2011 and 2010, respectively.

At December 31, 2011, Sonabank had available eofito borrow an additional $101.4 million fronetRHLB.
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12. INCOME TAXES

Net deferred tax assets consist of the followingnponents as of December 31, 2011and 2010 (in tholg:

2011 2010
gRestated!
Deferred tax assets

Allowance for loan losse: $ 1,557 $ 1,141
Organization costs 20¢ 23E
Unearned loan fees and othe 37E 191

Net operating loss carryover 49€ 69¢

Other real estate owned writ-downs 57¢ 492

FDIC loss share 4,361 5,002

Other than temporary impairment charge 2,63¢ 2,52¢

Net unrealized loss on securities available for sa 1,632 1,711

Other 327 24E

Total deferred tax asset:s 12,17: 12,24

Deferred tax liabilities:

FDIC indemnification asset 3,19: 3,15¢

FDIC gain 2,207 2,64¢

Purchase accounting 35k 42¢
Depreciation 163 67

Total deferred tax liabilities 5,91¢ 6,30

Net deferred tax asset: $ 6,25F $ 5,937

No valuation allowance was deemed necessary omrddftax assets in 2011, 2010 or 2009. Managebwsdigves that the realization of the deferred
assets is more likely than not based on the expectdnat Southern National will generate the nsaggtaxable income in future periods.

At December 31, 2011, Southern National had netadjmgy loss carryforwards of approximately $1.5limil which expire in 2026. We have no
unrecognized tax benefits and do not anticipateiaengase in unrecognized benefits during the tveglve months. Should the accrual of any inteoest
penalties relative to unrecognized tax benefitadmessary, it is our policy to record such accrimtsur income tax accounts; no such accruals exias of
December 31, 2011, 2010 or 2009. Southern Natiamalits subsidiary file a consolidated U. S. fatleax return, and Southern National files a Viigin
state income tax return. These returns are sutgjestamination by taxing authorities for all yeafter 2007.
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The provision for income taxes consists of theofelhg for the years ended December 31, 2011, 26809 (in thousands):

2011 2010 2009
(Restated) (Restated)

Current tax expense (benefit]

Federal $ 2,04¢ % 3,60C $ (249

State 43 - -
Total current tax expense (benefit 2,092 3,60(C (249
Deferred tax benefit

Federal (38¢) 1,729 (2,42¢)

State (12 - -
Total deferred tax benefit (400 (1,729 (2,42%)
Total income tax expense (benefit $ 1,69: $ 1,87¢ $ (2,677

The income tax expense differed from the amoumaime tax determined by applying the U.S. Fedeme tax rate of 34% to pretax income for the
years ended December 31, 2011, 2010 and 2009 dbe following (in thousands):

2011 2010 2009
(Restated) (Restated)
Computed expected tax expense (benef $ 2,072 % 2,01¢ % (2,507
Reduction in tax expense resulting from
Income from bank-owned life insurance (460) (18¢) (197)
Other, net 80 48 21
Income tax expense (benefil $ 1,692 $ 1,87¢ $ (2,677)

13. EMPLOYEE BENEFITS

Southern National has a 401(k) plan that allowsleyges to make preax contributions for retirement. The 401(k) pfaovides for discretionary matchi
contributions by Southern National. Expense fatR®as $78 thousand. There was no expense for BExp@nse for 2009 was $95 thousand.

A deferred compensation plan that covers two exesuffficers was established in 2007. Under ttmpthe Bank pays each participant, or their
beneficiary, the amount of compensation deferred ptcrued interest over 10 years, beginning wighridividual’s retirement. A liability is accruéar

the obligation under these plans. The expensenedior the deferred compensation in 2011, 20102009 was $223 thousand, $209 thousand and $168
thousand, respectively. The deferred compensaadility was $826 thousand and $603 thousand &@ectmber 31, 2011 and 2010, respectively.
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14. STOCK-BASED COMPENSATION

In 2004, the Board of Directors adopted a stockoopplan that authorized the reservation of upd,300 shares of common stock and provided for the
granting of stock options to certain directorsjadfs and employees. As of December 31, 2011onptio purchase an aggregate of 302,500 shares of
common stock were outstanding and no shares rethawalable for issuance. The 2010 Stock Awardslaoentive Plan was approved by the Board of
Directors in January 2010 and approved by the siders at the Annual Meeting in April 2010. Thel@(lan authorized the reservation of 700,000 s
of common stock for the granting of stock awardse ®ptions granted to officers and employees aenitive stock options and the options granted te no
employee directors are non-qualified stock optiofibe purpose of the plan is to afford key emplayae incentive to remain in the employ of Southern
National and to assist in the attracting and ratgiof nor-employee directors by affording them an opportutotshare in Southern National’s future
success. Under the plan, the option’s price cabadéss than the fair market value of the stockhergrant date. The maximum term of the optisrtem
years and options granted may be subject to a dnaekting schedule.

Southern National granted 103,750 options durinl20he fair value of each option granted is estati@n the date of grant using the Black-Scholes
options-pricing model. The following weighted-azge assumptions were used to value options gramteeé year ended December 31, 2011:

2011 2010 2009
Dividend yield 0.0(% 0.0(% 0.0(%
Expected life 10 year 10 year 10 year
Expected volatility 46.1% 42.4% 25.1%
Risk-free interest rat 3.3%% 3.1% 3.0%
Weighted average fair value per option grar $ 43¢ % 4.06 3 2.7¢

e We have paid no dividend

e Due to Southern National's short existence, thlatility was estimated using historical volatilief comparative publicly traded financial
institutions in the Virginia market combined withet of Southern Natione

e The risk-free interest rate was developed ugiegu. S. Treasury yield curve for periods equahtexpected life of the options on the grant
date. An increase in the r-free interest rate will increase stock compensatiqrense on future option grar

A summary of the activity in the stock option pfan 2011 follows:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term Value
Options outstanding, beginning of peri 312,67 $ 8.3t
Grantec 103,75( 7.2C
Forfeited (1,100 9.0¢
Exercised - -
Options outstanding, end of period 415,32!  $ 8.0€ 63 $ 24
Vested or expected to ve 41532 $ 8.0€ 63 $ 24
Exercisable at end of peric 220,54t % 8.8( 44 $ 9

Stockbased compensation expense was $167 thousanch@8ahd and $57 thousand for the years ended Decehp2011, 2010 and 2009, respectiy
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As of December 31, 2011, unrecognized compensatipense associated with stock options was $605#mabwhich is expected to be recognized over a
weighted average period of 3.7 years.

15. FINANCIAL INSTRUMENTS WITH OFF-BALANC E SHEET RISK

Southern National is a party to financial instrutsemith off-balance sheet risk in the normal cowgbusiness to meet the financing needs of its
customers. These financial instruments includerndments to extend credit and standby letters eflitr These instruments involve elements of cradit
funding risk in excess of the amount recognizethénconsolidated balance sheet. Letters of ceaditvritten conditional commitments issued by Seuth
National to guarantee the performance of a custamarthird party. The credit risk involved inuasg letters of credit is essentially the samehas
involved in extending loans to customers. We ledits of credit outstanding totaling $6.5 milliand $2.4 million as of December 31, 2011 and 2010,
respectively.

Our exposure to credit loss in the event of norgretnce by the other party to the financial inseais for commitments to extend credit and lettérs o
credit is based on the contractual amount of tiesteuments. We use the same credit policies ikimgacommitments and conditional obligations asdee
for on-balance sheet instruments. Unless notedwibe, we do not require collateral or other sagun support financial instruments with creditis

Commitments to extend credit are agreements totleadcustomer as long as there is no violatioanyf condition established in the

contract. Commitments are made predominatelydprstable rate loans, and generally have fixedrakiph dates of up to three months or other
termination clauses and usually require paymeatfee. Since many of the commitments may expitbamit being completely drawn upon, the total
commitment amounts do not necessarily represeatddash requirements. We evaluate each custoeredgworthiness on a case-by-case basis.

At December 31, 2011 and 2010, we had unfunded bfieredit and undisbursed construction loan funtaEing $106.6 million and $104.9 million,

respectively. Our approved loan commitments we@0%Bousand and $35.0 million at December 31, 20112010, respectively. Virtually all of our
unfunded lines of credit, undisbursed construcli@m funds and approved loan commitments are Varialte.
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16. EARNINGS PER SHARE

The following is a reconciliation of the denominatof the basic and diluted EPS computations fdr12@010 and 2009 (in thousands, except per share
data):

Weighted
Average
Income (Loss) Shares Per Share
(Numerator) (Denominator) Amount
For the year ended December 31, 201
Basic EPS $ 4,401 11,59C % 0.3¢
Effect of dilutive stock options and warrants - 1 -
Diluted EPS $ 4,401 11,59. $ 0.3¢
For the year ended December 31, 20!
Basic EPS (as restatec $ 4,054 11,59C $ 0.3t
Effect of dilutive stock options and warrants - 3 -
Diluted EPS $ 4,054 11,59: $ 0.3t
For the year ended December 31, 20(
Basic EPS (as restatec $ (4,680 756 $ (0.62)
Effect of dilutive stock options and warrants - - -
Diluted EPS $ (4,680 7,560 $ (0.62)

There were 558,981 anti-dilutive options and wasaluring 2011. There were 453,522 anti-dilutivéi@ps and warrants during 2010, and there were
425,175 anti-dilutive options and warrants durif@2.

17. REGULATORY MATTERS

Southern National and its subsidiary bank are stilbjevarious regulatory capital requirements adstémed by the federal banking agencies. Failuraget
minimum capital requirements can initiate certaimnaiatory - and possibly additional discretionaagtions by regulators that, if undertaken, couldeha
direct material effect on our financial statemehisder capital adequacy guidelines and the regyldtamework for prompt corrective action (PCA), we
must meet specific capital guidelines that invajuantitative measures of our assets, liabilitied @rtain off-balance sheet items as calculate@und
regulatory accounting practices. The capital am®ant classification are also subject to qualigafidgments by the regulators about components, ris
weightings and other factors. At December 31, 281d 2010, the most recent regulatory notificaticetegorized the Bank as well capitalized under
regulatory framework for prompt corrective action.

Quantitative measures established by regulati@msure capital adequacy require Southern Nationmaldintain minimum amounts and ratios of Total and

Tier | capital (as defined in the regulations) vemmge assets (as defined). Management believe$ Brecember 31, 2011, that Southern National malets
capital adequacy requirements to which it is subjec
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The capital amounts and ratios for Southern Natiand Sonabank at year end are presented in tlosvfag table (in thousands):

Required
For Capital To Be Categorized a:
Actual Adequacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
2011
Southern National
Tier 1 risk-based capital rati $ 90,71¢ 19.31% $ 18,73¢ 4.0% $ 28,10° 6.0(%
Total risk-based capital rati 96,56( 20.61% 37,47¢ 8.0(% 46,84 10.0(%
Leverage ratic 90,71¢ 14.8%% 24,367 4.0(% 30,45¢ 5.0(%
Sonabank
Tier 1 risk-based capital rati $ 87,17¢ 18.62% $ 18,72¢ 40% $ 28,09 6.00(%
Total risk-based capital rati 93,01t 19.8™% 37,45¢ 8.0(% 46,82: 10.0(%
Leverage ratic 87,17¢ 14.31% 24,367 4.0(% 30,45¢ 5.0(%
2010 (as restated
Southern National
Tier 1 risk-based capital rati $ 85,421 19.7% $ 17,30 40% $ 25,95: 6.0(%
Total risk-based capital rati 90,80¢ 20.9%% 34,60: 8.0(% 43,25: 10.0(%
Leverage ratic 85,421 14.52% 23,53¢ 4.0(% 29,42( 5.0(%
Sonabank
Tier 1 risk-based capital rati $ 81,96¢ 18.9¢% $ 17,29; 40% $ 25,94¢ 6.0(%
Total risk-based capital rati 87,35( 20.2(% 34,58: 8.0(% 43,24: 10.0(%
Leverage ratic 81,96¢ 13.9% 23,53¢ 4.0(% 29,42( 5.0(%

Southern Nationa$ principal source of funds for dividend paymestdividends received from the Bank. Banking regjoie limit the amount of dividenc
that may be paid without prior approval of regutsitagencies. Under these regulations, the amdutivimlends that may be paid in any calendar ygar i
limited to the current year’s net profits, combingith the retained net profits of the preceding tyears, subject to the capital requirements desdrib
above. During 2012, the Bank could, without papproval, declare dividends of approximately $5ilian plus any 2012 net profits retained to theéedaf
the dividend declaration.

18. FDIC-ASSISTED ACQUISITION

On December 4, 2009, the Bank acquired certairntsasel assumed certain liabilities of Greater AitaBank pursuant to the Agreement at a discouht bi
(negative) in the amount of $20.8 million. A sificent element of the Greater Atlantic acquisitisithe loss sharing agreement between the Bankhend
FDIC. Under the loss sharing agreement with the@Bte FDIC will reimburse the Bank for a substalnpiortion of any future losses on loans and other
real estate owned. We refer to the acquired asséjfsct to the loss sharing agreement collectigslycovered assets.” Under the terms of such loasrg
agreement, the FDIC will absorb 80% of losses dradesin 80% of loss recoveries on the first $19iomlof losses on the covered assets and absorbo®5%
losses and share in 95% of loss recoveries wite@do losses exceeding $19 million. The lossisgarrangement for non-residential aredidential loan

is in effect for 5 years and 10 years, respectivieym the December 4, 2009 acquisition date apddbs recovery provisions are in effect for 8 gemrd

10 years, respectively, from the acquisition date.

This was not simply a financial transaction bubaportunity to broaden and deepen our deposit frisec Greater Atlantic’s branches in Rockville, iro

Royal, New Market and South Riding have been iraisgt into the Sonabank branch system. The Gredlntis branch in Reston has been combined into
Sonabank’s existing Reston branch which is less tiva miles away .
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The Greater Atlantic acquisition has been accoufdednder the acquisition method of accountinge Blssets and liabilities, both tangible and intallegi
were recorded at their estimated fair values abmDecember 4, 2009 acquisition date. The operaiid Greater Atlantic Bank are included in our
operating results from December 4, 2009. We hagstified errors in the purchase accounting rel&etiat acquisition. The most significant adjustine
involves the initial estimate of the fair valuetbé FDIC indemnification asset. Based on currsti@ates, we believe the as reported amount 04$19.
million at December 31, 2009 was overstated by @gprately $10.6 million. The restatement resultethe reversal of the entire gain of $11.2 million
recognized during the fourth quarter of 2009. Wisijion related costs totaling $499 thousand veqgensed as incurred in 2009. A summary of the net
assets acquired and liabilities assumed followsh@usands):

December 4, 20( December 4, 20(

As Reportec As Restatel Adjustment
Assets
Cash and cash equivale $ 23,22: $ 23,22: $ -
Cash received from FDI 26,991 26,99 -
Securities availab-for-sale 28,051 28,05! -
Covered loan 113,56« 113,56« -
Federal Home Loan Bank sto 1,512 1,51¢ -
Covered other real estate owr 98¢ 98¢ -
Core deposit intangibl 1,20t 1,20t -
FDIC indemnification asst 19,40¢ 8,82¢ (10,589
Other assel 657 657 -
Total assets acquired $ 215,60( $ 205,01¢ $ (10,589
Liabilities
Noninteres-bearing deposit $ 9,16¢ $ 9,16¢ $ -
Interest-bearing deposits 169,50¢ 169,50¢ -
Total deposit 178,67¢ 178,67¢ -
FHLB advance 25,357 25,357 -
Other liabilities 407 992 58€
Total liabilities $ 204,440 $ 205,02t $ 58€
Net assets acquired (Goodw $ 11,16 $ (10) $ (11,170

The following table presents pro forma informatamif the acquisition had occurred at the beginhg009. The pro forma information includes
adjustments for interest income on acquired loawsszcurities, amortization of intangibles arisiram the transaction, interest expense on deposits
acquired, and the related income tax effects. prbgorma financial information is not necessaiilglicative of the results of operations as they dwave
been had the transaction been effected on the askdates.

2009
(in thousands, except per share date
Net interest income $ 16,91¢
Net income (loss $ (5,437
Basic earnings (loss) per shar $ (0.72)
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19. BRANCH ACQUISITIONS ACCOUNTED FOR UNDER THE ACQUISTION METHOD

On October 1, 2011, we completed the acquisitiothefMidlothian Branch of the Bank of Hampton Raatiée assumed deposits in the amount of §
million. Goodwill in the amount of $437 thousanadaa premium on time deposits of $303 thousand wemerded. No core deposit intangible assel
recorded. We also acquired the office buildingnfuure and equipment in the amount of $1.7 million

On September 28, 2009, Southern National Bancohgrginia, Inc. completed the purchase of the Watwe branch office, acquired at fair value sele
loans in the amount of $23.8 million and assumefdiatvalue approximately $26.8 million of depoditsm Millennium Bank, N.A. No premium was p.
in this transaction.

20. PARENT COMPANY FINANCIAL INFORMATION

Condensed financial information of Southern Natl®encorp of Virginia, Inc. follows (in thousands):

CONDENSED BALANCE SHEETS
DECEMBER 31,

2011 2010
(As Restated]
ASSETS
Cash $ 3,322 $ 3,34z
Investment in subsidiary 95,51( 90,87¢
Other assets 217 114
Total assets $ 99,051 $ 94,331
LIABILITIES AND STOCKHOLDERS ' EQUITY
Stockholders’ equity:
Common stock $ 11€  $ 11€
Additional paid in capital 96,64* 96,47¢
Retained earnings 5,47 1,071
Accumulated other comprehensive los (3,182 (3,339
Total stockholders’ equity 99,05! 94,331
Total liabilities and stockholders’ equity $ 99,051 $ 94,331
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CONDENSED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2011, 2010 AND 20®
(in thousands)

2011 2010 2009
(As Restated) (As Restated)

Equity in undistributed net income of subsidiary $ 448: $ 4,12t $ (4,62¢)
Other operating expense: 12t 10¢€ 79
Income before income taxe 4,35¢ 4,017 (4,707
Income tax benefit (43) (37) (27)
Net income $ 4401 $ 405¢ $ (4,680

CONDENSED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2011, 2010 AND 20®
(in thousands)

2011 2010 2009
(As Restated) (As Restated)

Operating activities:
Net income $ 4,401 $ 4,05¢ $ (4,680
Adjustments to reconcile net income to net cash anthsh equivalents provided by
(used in) operating activities:

Equity in undistributed net income of subsidiary (4,487 (4,125 4,62¢
Other, net 64 54 27
Net cash and cash equivalents used in operating adties (18) (17) (25)
Investing activities:
Investment in subsidiary - 48 (25,919
Net cash and cash equivalents provided by (used imvesting activities - 48 (25,919
Financing activities:
Issuance of common stoc - - 26,91¢
Additional cost of 2009 common stock issuanc - (48) -
Net cash and cash equivalents provided by (used ifinancing activities - (48 26,91¢
Increase (decrease) in cash and cash equivale (18) ()] 97t
Cash and cash equivalents at beginning of peric 3,34z 3,35¢ 2,38¢
Cash and cash equivalents at end of peric $ 3,32¢ % 3,34 % 3,35¢
21. OTHER COMPREHENSIVE INCOME (LOSS)
The following is a summary of the accumulated ottwnprehensive loss balances, net of tax (in thulsa
Balance a Current Perio Balance a
December 31, 20: Change  December 31, 20:
Unrealized gains (losses) on securities availaiedle $ 152 $ 68 $ 22C
Unrecognized loss on securities held to maturitywfhich other than temporary impairment
charges have been tak (3,139 87 (3,045
Unrealized loss on securities available for salagferred to held to maturity (359 3 (357)
Total $ (3,339 % 152 $ (3,182
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22. QUARTERLY FINANCIAL DATA (UNAUDITED)

On February 8, 2012, our Audit Committee determjragtbr discussions with management, that the presly-issued financial statements as of and for the
quarters ended March 31, 2011 and 2010, June 3Q, &d 2010 and September 30, 2011 and 2010 @dftarin the following tables as first quarter,
second quarter and third quarter, respectivelylhoo longer be relied upon because of errorhénpurchase accounting for the Greater AtlantickBan
acquisition in December 2009. Specifically, thexes an error in the calculation of the estimatédvi@ue of the FDIC indemnification asset and the
amount of the accretable discount on the acquioséred loans. Other corrections to reported ansowete also necessary. Southern National hasedstat
its unaudited interim financial statements to cortbe effects of these errors. Footnotes to tlarize sheet amounts and statement of operationisras
describe the nature of the error correction.

The following interim unaudited condensed consdéddinancial information has been prepared in edaoce with U.S. GAAP for interim financial
information and with the instructions to SEC for+Q and Article 10 of SEC Regulation S-X. In ouiropn, this information has been prepared on ashasi
consistent with that of our audited consolidatedficial statements and all necessary material tadgus, consisting of normal recurring accruals and
adjustments, have been included to present fdidyunaudited quarterly and year-to-date finanaahdOur quarterly results of operations for themeods
are not necessarily indicative of future resultepérations. They do not include all the informatand footnotes required by U.S. GAAP for complete
financial statements. Therefore, these condensesbtidated financial statements should be readmjunction with our audited consolidated financial
statements and note thereto for the year endednilme31, 2011 included in this Annual Report onnfrd0-K.

Balance Sheet Information (Unaudited)

The table below reflects the as reported and d@atezsamounts for certain balance sheet accoumitthe end of each quarter referenced.

Goodwill was restated and increased by $10 thouaaraf December 4, 2009. Therefore, the goodwithihce as restated will be $10 thousand greater for
all periods presented. This adjustment is rediédn the adjustment to Total Assets in the tablews.
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FDIC Deferred Total Liabilities
Covered Indemnification  Tax Asset Total Other Total and Stockholders’
Loans (a) Asset (b) Net, (¢) Assets Liabilities (d)  Liabilities Equity (e)
(dollars in thousands)
2011
First quarter (as reported) $ 85,49( $ 17,99¢ $ 3,73¢ $ 590,43. $ 2,842 490,08: $ 590,43:
First quarter (as restated) 89,017 7,61 6,63¢ 586,47t 3,462 490,70: 586,47t
First quarter (adjustment) 3,527 (20,389 2,90¢ (3,957 62C 62C (3,957
Second quarter (as reported’ 82,93 18,08¢ 4,12¢ 601,38° 2,12¢ 499,58" 601,38°
Second quarter (as restated 86,81! 7,56¢ 6,867 597,48 2,75k 500,21 597,48
Second quarter (adjustment) 3,87¢ (20,519 2,73¢ (3,909 627 627 (3,909
Third quarter (as reported) 80,39¢ 18,22¢ 4,44 605,37¢ 2,371 502,31 605,37¢
Third quarter (as restated) 84,567 7,58( 6,96° 601,42 3,011 502,94! 601,42«
Third quarter (adjustment) 4,16¢ (10,64¢) 2,52¢ (3,959 634 634 (3,959
Fourth quarter 82,58¢ 7,531 6,25t 611,37: 3,491 512,32: 611,37:
2010
First quarter (as reported) 104,20 19,16¢ 4,52¢ 611,67¢ 7,95¢ 513,42¢ 611,67¢
First quarter (as restated) 105,80: 8,79¢ 7,93¢ 606,32: 8,54¢ 514,01¢ 606,32:
First quarter (adjustment) 1,59¢ (20,370 3,41t (5,357) 598 598 (5,357
Second quarter (as reported’ 101,49: 18,75¢ 4,51« 613,17( 2,72 513,81 613,17(
Second quarter (as restated 103,97( 8,83¢ 7,622 608,83t 3,32t 514,41 608,83¢
Second quarter (adjustment) 2,47¢ (9,920 3,10¢ (4,339 60C 60C (4,339
Third quarter (as reported) 99,00¢ 18,95: 4,577 618,74 2,58¢ 518,33: 618,74
Third quarter (as restated) 102,14 8,85¢ 7,671 614,88: 3,19¢ 518,94( 614,88:
Third quarter (adjustment) 3,13¢ (20,099 3,10¢ (3,859 607 607 (3,859
Fourth quarter (as reported) 92,171 18,53¢ 3,782 590,82 1,82¢ 491,71( 590,82
Fourth quarter (as restated) 95,78¢ 8,29: 5,937 586,65¢ 2,441 492,32 586,65«
Fourth quarter (adjustment) 3,617 (10,249 2,15¢ (4,170 613 613 (4,170

(a) Correct the accretion amounts for the accretalsleodint on the acquired loal

(b) Correct the carrying value of the FDIC indemnifioatasset, including the effects of period accre

(c) Correct deferred tax assets associated with thpdeary differences

(d) Recognize the carrying value of the clawback ligbddjusted for periodic accretic

(e) Adjusted for the effects of the restatement enwigsotal liabilities and retained earnir
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Income Statement Information (Unaudited)

Net
Interest Net Interest Income (Loss) Income Earnings (Loss) Per Share
Income (a) Income (a) Before Taxes (b (Loss)(d) Basic Diluted
(dollars in thousands)
2011
First quarter (as reported) $ 7,72¢ % 6,13¢ $ 1,64¢ $ 1,12¢C $ 0.1C $ 0.1C
First quarter (as restated) 8,13¢ 6,54¢ 1,90¢ 1,29C 0.11 0.11
First quarter (adjustment) 41C 41C 26C 17C 0.01 0.01
Second quarter (as reported 7,745 6,227 1,53: 1,311 0.11 0.11
Second quarter (as restatec 8,09z 6,57¢ 1,741 1,44¢ 0.1z 0.1z
Second quarter (adjustment 34¢ 34¢ 20¢ 137 0.01 0.01
Third quarter (as reported) 8,39¢ 6,90¢ 1,941 1,30: 0.11 0.11
Third quarter (as restated) 8,68¢ 7,19¢ 2,10¢ 1,40¢ 0.1z 0.1z
Third quarter (adjustment) 294 294 15¢ 10t 0.01 0.01
Fourth quarter 8,50¢ 7,017 344 25E 0.0z 0.0z
2010
First quarter (as reported) 8,391 6,26( 1,52z 1,041 0.0¢ 0.0¢
First quarter (as restated) 9,48¢ 7,35¢ 3,071 2,05¢ 0.1¢ 0.1¢
First quarter (adjustment) 1,09¢ 1,09¢ 1,54¢ (c¢) 1,017 0.0¢ 0.0¢
Second quarter (as reported 8,561 6,441 1,49¢ 1,02t 0.0¢ 0.0¢
Second quarter (as restatec 9,441 7,321 3,037 2,03t 0.1¢ 0.1¢
Second quarter (adjustment 88C 88C 1,53¢ (c) 1,01C 0.0¢ 0.0¢
Third quarter (as reported) 8,25¢ 6,087 1,622 1,10t 0.1C 0.1C
Third quarter (as restated) 8,911 6,745 1,63¢ 1,117 0.1C 0.1C
Third quarter (adjustment) 65€ 65€ 17 12 - -
Fourth quarter (as reported) 7,96¢€ 5,872 (2,144 (1,370 (0.12) (0.12)
Fourth quarter (as restated) 8,44¢ 6,35¢ (1,817 (1,156 (0.10 (0.10
Fourth quarter (adjustment) 483 483 327 214 0.0z 0.0z

(a) Adjustments to interest income and net interestrime are related to the corrected accretion of ¢khectable discount for the acquired loe

(b) Adjustments to income (loss) before taxestude the effects of the adjustments in (a) almmugled with the impact of correcting the accretion
the FDIC indemnification asset (presented as chang®IC indemnification asset in non-interest exge) and the effects of accreting the FDIC
clawback liability (presented as other operatingemses in nc-interest expense

(c) Includes the effects of adjustments of agpnately $450 thousand in the first quarter of @@hd $650 thousand in the second quarter of 2010 t
reverse amounts erroneously reported as changelid ldemnification asset (included in r-interest expense

(d) Includes the tax effects of the aforemergibentries at the estimated annualized effectivemne tax rate applied during the respective ramprt
periods.

Cash Flow Information (Unaudited)

For the interim periods in 2011 and 2010, accretibthe discount on the acquired covered loansdtiueetable discount) was presented in the lima ite
“loan originations and payments, net” within InvegtActivities. This presentation has been restand the accretion is reflected as a recondiérg to
net income included in Operating Activities.
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As reported and as restated amounts for certaimft@s line items for each of the quarterly periogdferenced in the table below.

Accretion of Total Operating Loan Originations Total Investing
Loan Discount Activities and Payments, Ne Activities
(dollars in thousands)

2011
First quarter (as reported) $ -$ 3,707 $ (8,045 $ (3,22%)
First quarter (as restated) (970) 2,737 (7,075 (2,257
First quarter (adjustment) (970) (970 97C 97C
Second quarter (as reported’ - 2,117 (18,629 (16,239
Second quarter (as restated (77%) 1,34z (17,84%) (15,45¢)
Second quarter (adjustment) (77%) (77%) 77E 775
Third quarter (as reported) - 5,49: (4,999 (4,597
Third quarter (as restated) (807) 4,68¢ (4,197 (3,790
Third quarter (adjustment) (807) (807) 807 807
Fourth quarter (720) 4,38¢ (20,07() 27,20«
2010
First quarter (as reported) - 4,68¢ 9,62¢ 10,53:
First quarter (as restated) (2,736 2,95( 11,361 12,267
First quarter (adjustment) (2,736 (1,736 1,73¢ 1,73¢€
Second quarter (as reported’ - (3,359 (15,56%) (12,11H
Second quarter (as restated (2,727 (5,079 (13,849 (10,399
Second quarter (adjustment) (2,727 (1,727 1,721 1,721
Third quarter (as reported) - 3,29( (1,597 6,89(
Third quarter (as restated) (1,244 2,04¢ (347) 8,13¢
Third quarter (adjustment) (1,244 (1,244 1,24¢ 1,24¢
Fourth quarter (as reported) - 3,99¢ (2,109 5,727
Fourth quarter (as restated) (2,080 2,91¢ (1,029 6,807
Fourth quarter (adjustment) (2,080 (1,080 1,08(C 1,08(
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Item 9. - Changes in and Disagreements with Accouats on Accounting and Financial Disclosure

On March 9, 2011, the Audit Committee of the Boaf@directors of Southern National Bancorp of Vingininc., a Virginia corporation (the “Company”),
informed Crowe Horwath LLP (“Crowe”) that Crowe Wie dismissed as the Company’s independent regépublic accounting firm effective as of the
filing of the Company’s Annual Report on Form 10df the year ended December 31, 2010. The decisichange the Company’s independent registered
public accounting firm was approved by the Compamiudit Committee and the Board of Directors.

Additionally, based on the Audit Committee’s appbwn March 9, 2011, the Company selected KPMG IKPMG”) as the Company’s independent
registered public accounting firm for the fiscahyended December 31, 2011.

Item 9A. — Controls and Procedures

(1)Evaluation of Disclosure Controls and ProcedureSouthern National maintains “disclosure controld procedures,” as such term is defined in Rule
13a-15(e) under the Securities Exchange Act of 1881“Exchange Act”). In designing and evaluatitsgdisclosure controls and procedures, managemen
recognizes that disclosure controls and procedaematter how well conceived and operated, cadigeoonly reasonable, not absolute, assurancettbaat
objectives of the disclosure controls and procesliare met. Additionally, in designing disclosuratrols and procedures, management necessarilylieapp
its judgment in evaluating the cost-benefit relasioip of possible disclosure controls and proceslufiéhe design of any disclosure controls and Ehoees

also is based in part upon certain assumptionstabeuikelihood of future events, and there cambeassurance that any design will succeed in siclge

its stated goals under all potential future condit. Based upon their evaluation as of the enideoperiod covered by this Annual Report on ForrKl@s

well as the material weakness described belowCthief Executive Officer and Chief Financial Offidesive concluded that Southern National’s disclosure
controls and procedures were not effective as aebwer 31, 2011.

(2)Management’'s Report on Internal Control over &ingial Reporting.The management of Southern National Bancorp of iNiag Inc. (“Souther
Nationa”) is responsible for the preparation, integrityddair presentation of Southern National's anragadsolidated financial statements.

Management is responsible for establishing and mai@iimg adequate internal control over financigiaging presented in conformity with U.S. gener
accepted accounting principles. Internal contra@rdinancial reporting includes those policies @ndcedures that (1) pertain to the maintenanceadrd:
that, in reasonable detail, accurately and faiefffect the transactions and dispositions of thetassf Southern National; (2) provide reasonabs@sic
that transactions are recorded as necessary tatpeeparation of financial statements in accor@gawith U.S. generally accepted accounting prinsipé(
that receipts and expenditures of Southern Nati@nal being made only in accordance with authooratiof management and directors of Sout
National; and (3) provide reasonable assurancerdegp prevention or timely detection of unauthodzacquisition, use, or disposition of Soutt
Nationa’s assets that could have a material effect orfitiacial statements.

Because of inherent limitations, internal contreéofinancial reporting may not prevent or deteidstatements. In addition, the extension of argluatior

of control effectiveness to future periods are eabjo the risk that internal controls may becomadequate because of changes in conditions, otk
degree of compliance may change.
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Management has made an assessment of the effexgivef Southern National’s internal control ovaaficial reporting as of December 31, 2011, usieg th
criteria described in the repomternal Control- Integrated Frameworissued by the Committee of Sponsoring Organizatidribe Treadway Commissic
(“COS0”). Based upon its assessment, manageméevées that, as of December 31, 2011, SoutherroNatidid not have effective internal control over
financial reporting because of the existence ofatemial weakness described below.

A material weakness is a deficiency, or combinatibdeficiencies, in internal control over finanaiaporting such that there is a reasonable pdagithat

a material misstatement of the annual or interimaricial statements will not be prevented or detkatea timely basis. As a result of its assesgmen
management identified a material weakness in te@gdend operation of controls over the accounfiimgnon-routine transactions. Specifically, we dit
have adequate controls in place or the requisiteviedge to evaluate the accounting for non-routiaesactions. As a result, there were material
misstatements to the reported interim and annoahfiial statements as described in Notes 2 and 2&iaccompanying consolidated financial statement

KPMG LLP, an independent registered accounting fimat audited our consolidated financial statemamtisided elsewhere in this Annual Report on Form
10-K, has issued an audit report on its assessofientr internal control over financial reportinga@sDecember 31, 2011. That report is includedeémi 8.

(3)Changes in Internal Control over Financial Refiog . Other than the aforementioned changes to inteordrol related to the unremediated material
weakness described above and the remediated nhateekness described below, there have been no dtheges in Southern National's internal control
over financial reporting that occurred during theuwder ended December 31, 2011 that have matesatifigted, or are reasonably likely to materiaffget,
Southern National’s internal control over finanaigborting.

(4)Background and Management’s Remediation Plans

As disclosed in our Current Report on Form 8-Kditen February 7, 2012, we have determined thaaodited financial statements for the years ended
December 31, 2009 and 2010, and the reviewed fiabstatements for the interim quarterly periodsimiy the years ended December 31, 2010 and 2011,
contained material errors. Specifically, we halentified errors in the financial statements reldtea non-routine transaction entered into bybiuek -
specifically, the acquisition of Greater Atlantieuik in December 2009 (an FDIC-assisted transactidn)assist with the purchase accounting assatiate
with the Greater Atlantic acquisition, managemeargaged a valuation consultant in 2009 to assigt thi¢ valuation of the assets acquired and ligslit
assumed, and to provide follow-up services in sgbeet reporting periods. The errors were idemtififeconnection with executing the financial repugt
process for the year ended December 31, 2011.20h@ and 2009 annual amounts, and the quarterlyarador 2011 and 2010, set forth in this Annual
Report on Form 10-K, reflect the restatement ofjmesly issued financial statements. We acknowletige management cannot rely on an external
advisor’s analysis without assessing the accuradyappropriateness of the methods, assumptionsamdusions, and we maintain full responsibility fo
the errors in our financial statements.
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We operate as a community bank, and complex oruatun-routine transactions, such as an FDIC+&sk&cquisition, have historically been
infrequent. However, we may engage in additionahstransactions in the future. Our controls armt@dures for future complex or unusual transastion
such as an acquisition, will be strengthened teigemassurances that material errors will be preaceand/or detected on a timely basis. Specificallr
remediation plans include —

e When appropriate, we will engage consultantsahdsors that possess the requisite experienc&ranlledge to assist with valuation and
purchase accounting matters, or other complex osual transactions. Management engaged a newardate in 2011 and believes that this
aspect of our remediation plan has been compl&tedher, management will be working with the newiadr going forward to properly apply
purchase accounting for the Greater Atlantic adtiois and to assist with the related asset arlliig valuation, based upon the bank's experience
to date, as well as management’s projections. Baeadvisor also will assist in the developmentndéinal control standards to determine whether
the previously established standards for remedidiave been me

e We will develop and implement a documented irdgkraview process that will include more formal mgement and audit committee oversight of
the methods and assumptions used for the valuatidrother calculations, and the accounting conmhssieachec

e Our financial reporting team will prepare detditocumentation of the internal review procedures$gsmed along with the rationale for the
conclusions

We are continually evaluating our system of costanid may institute other remediation steps as Wiélere is no assurance that the remedial stefsawe
undertaken will be sufficient and additional stepsy be necessary to remediate the material weakestsfied above.

(5)Remediation of Previously Disclosed Material \Rfezss

As reported in our Form 10-K filed in March 201hdeaas of December 31, 2010, there was a contraide€y with respect to the identification of a
subsequent event that constituted a material weakn®ubsequent to the notification by Southernodat to Crowe Horwath of their termination as
Southern National’s auditors, management was indorivy Crowe Horwath that a material weakness akist&outhern National’s internal controls related
to subsequent event evaluation. Specifically, Beutt National did not have a control activity imq® to assess the impact of subsequent eventsioes
and assumptions made relative to identified imphlioans. Southern National took an additional $800 charge on a nonperforming loan in March 2011
based on an offer made in February 2011 for thpgaty that secured the loan following Southern dtel’s foreclosure on the loan. The offer was telo
the appraised value of the loan. The additionatgé should have been recorded in Southern Natoiirancial statements as of December 31, 2018, an
has been so recorded.

During 2011, we implemented enhanced subsequeieweontrols and procedures to address this mateeakness. Management concluded that this
material weakness has been remediated as of Dec&hp2011.
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Item 9B. — Other Information

None.

135



PART Il
Item 10. Directors, Executive Officers and Corporée Governance
The information under the captions “Election of éitors”, “Continuing Directors and Executive Offisg “Section 16(a) Beneficial Ownership Reporting
Compliance”, “Corporate Governance — CommitteethefBoard of Directors— Audit Committee, “Corpor&evernance — Director Nominations
Process” and “Corporate Governance — Code of Etiidhe Company’s definitive Proxy Statement fter 2012 Annual Meeting of Shareholders to be
filed with the Securities and Exchange Commissidthiw 120 days after December 31, 2011 pursuaRegulation 14A under the Exchange Act (t2€11
Proxy Statement”), is incorporated herein by refeeein response to this item.
Item 11. Executive Compensation

The information under the captions “Executive Congagion and Other Matters,” “Director Compensatiantl “Board Compensation Committee Report
on Executive Compensation” in the 2012 Proxy Stateis incorporated herein by reference in respomseis item.

Item 12. Security Ownership of Certain BeneficialDwners and Management and Related Shareholder Matte

The information under the caption “Beneficial Owstdp of Common Stock by Management of the CompauayRrincipal Stockholders” in the 2012 Proxy
Statement is incorporated herein by referencespaese to this item.

Item 13. Certain Relationships, Related Transacties and Director Independence

The information under the captions “Corporate Goaece — Director Independence” and “Certain Retetiips and Related Party Transactions” in the
2012 Proxy Statement is incorporated herein byreafee in response to this item.

The information required by this Item concerningwsdties authorized for issuance under equity camsp#don plans is incorporated herein by refereace t
Part Il, Item 5 of this Annual Report on Form 10-K.

Item 14. Principal Accounting Fees and Services

The information under the caption “Fees and Sesvafdndependent Registered Public Accounting Firmthe 2012 Proxy Statement is incorporated
herein by reference in response to this item.
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PART IV
Iltem 15. — Exhibits and Financial Statement Schedak
The following documents are filed as part of ttapart:
(@)(1) Financial Statements

The following consolidated financial statements egpbrts of independent registered public accogrftrm are in Part Il, tem 8 on pages
80 through 14:

Reports of Independent Registered Public Accourfing
Consolidated Balance She- December 31, 2011 and 20
Consolidated Statements of Income and Comprehefhsieene (Loss- Years ended December 31, 2011, 2010 and
Consolidated Statements of Changes in Stockh¢ Equity - Years ended December 31, 2011, 2010 and .
Consolidated Statements of Cash Fl-Years ended December 31, 2011, 2010 and .
Notes to Consolidated Financial Statem

(@)(2) Financial Statement Schedule

All schedules are omitted since they are not regijiare not applicable, or the required informattoshown in the consolidated financial
statements or notes there
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(a)(3) Exhibits

The following are filed or furnished, as noted belas part of this Annual Report on Forr-K and this list includes the Exhibit Inde

Exhibit Description

No.

3.1 Articles of Incorporation (incorporateddia by reference to Exhibit 3.1 to Southern NatitmRegistration Statement on Form S-1
(Registration No. 33-136285))

3.2 Certificate of Amendment to the Articlddmcorporation dated January 31, 2005 (incorpatdterein by reference to Exhibit 3.2 to Southern
Nationa’s Registration Statement on Fori-1 (Registration No. 3%-136285))

3.3 Certificate of Amendment to the Articlddrmcorporation dated April 13, 2006 (incorporategtein by reference to Exhibit 3.3 to Southern
Nationa’s Registration Statement on Fori-1 (Registration No. 3%-136285))

3.4 Amended and Restated Bylaws (incorporhyexeference to Exhibit 3.4 to Southern NationAlfsiual Report on Form 10-K for the year
ended December 31, 20C

35 Amendment No. 1 to Amended and Restatddvigy/(incorporated herein by reference to Exhitiitt® Southern National ’ s Current Report
on Form &K filed on October 14, 200¢

4.1 Specimen Stock Certificate of Southernidyet (incorporated herein by reference to Exbit to Southern National’Registration Stateme
on Form &1 (Registration No. 33-136285))

4.2 Form of Warrant Agreement (incorporateceheby reference to Exhibit 4.2to Southern NatlnRegistration Statement on Form S-1
(Registration No. 33-136285))

4.3 Form of Amendment to Warrant Agreementdiporated herein by reference to Exhibit 4.3 tatBern National’s Registration Statement on
Form &-1 (Registration No. 3:-136285))

10.1+ Southern National Bancorp of Virginiag.l 2004 Stock Option Plan (incorporated hereimdigrence to Exhibit 10.1 to Southern National’s
Registration Statement on Forr-1 (Registration No. 3% 136285))

10.2+ Form of Change in Control Agreement v@iorgia S. Derrico and R. Roderick Porter (incoaped herein by reference to Exhibit 10.1 to
Southern Nation’s Registration Statement on For-1 (Registration No. 3 136285))

10.3+ Form of Southern National Bancorp ofgififa, Inc. Incentive Stock Option Agreement (imparated herein by reference to Exhibit 10.3 to
Southern Nationé' s Registration Statement on Fori-1 (Registration No. 3:-162467))

10.4+ Supplemental Executive Retirement PtarGleorgia Derrico (incorporated herein by refeeeticExhibit 10.4 to Southern National ’ s

Registration Statement on Forr-1 (Registration No. 3:-162467))
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10.5+

10.6+

10.7+

11.0

21.0*

23.1*

31.1*

31.2*

32.1%

Supplemental Executive Retirement PtarRiod Porter (incorporated herein by referendéxoibit 10.5 to Southern National ' s Registration
Statement on Form-1 (Registration No. 3:-162467))

Southern National Bancorp of Virginiag.l 2010 Stock Awards and Incentive Plan (incoreatderein by reference to Exhibit 4.2 to
Southern Nation’s Registration Statement on For-8 (Registration No. 3 166511))

Form of Southern National Bancorp ofgififa, Inc. Incentive Stock Option Agreement (irparated herein by reference to Exhibit 4.3 to
Southern Nationé' s Registration Statement on Fori-8 (Registration No. 3:- 166511))

Statement re: Computation of Per Shareifi@s (incorporated by reference to Note 15 ofrtbies to consolidated financial statements
included in this Annual Report on Form-K

Subsidiaries of the Registra

Consent of KPMG LLF

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 200z
Certification of Chief Financial Officer pursuait $ection 302 of the Sarba-Oxley Act of 2002

Certification of Chief Executive Officer and Chieinancial Officer pursuant to Section 906 of theb&ae-Oxley Act of 200z

+Management contract or compensatory plan ongement
*Filed herewith
**Furnished herewith

Southern National Bancorp of Virginia, Inc. willriish, upon written request, a copy of any exHibted above upon the payment of a reasonable fee
covering the expense of furnishing the copy. Regusisould be directed to:

William H. Lagos, Sr. Vice President and Chief Fiaial Officer
Southern National Bancorp of Virginia, Inc.

550 Broadview Avenue, Suite LL1

Warrenton, Virginia 20186
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be signe
its behalf by the undersigned, thereunto duly atkd.

Southern National Bancorp of Virginia, Inc.

By: /s/ Georgia S.
Derrico Date: April 16, 2012
Georgia S. Derric
Chairman of the Board and Chief Executive Offi

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on behalf of the registra
and in the capacities and on the dates indicated.

Date: April 16, 2012.

Signature Title
/sl Georgia S. Derric Chairman of the Board and Chief Executive Officer

Georgia S. Derric

/s/ R. Roderick Porte President and Director
R. Roderick Porte

/s/ Neil J. Call Director
Neil J. Call
/sl Charles A. Kabbas Director

Charles A. Kabbas

/sl Frederick L. Bollere Director
Frederick L. Bollere

/s/ John J. Forc Director
John J. Forcl
/s/ W. Bruce Jenninc Director

W. Bruce Jenning

/s/ William H. Lagos Sr. Vice President and Chief Financial Officer
William H. Lagos
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Exhibit 21.0
Subsidiaries of Southern National Bancorp of Virgina, Inc.

Subsidiary State of Incorporation

Sonabanl Virginia



Exhibit 23.1

Consent of Independent Registered Public Accountingirm

The Board of Directors and Stockholders
Southern National Bancorp of Virginia, Inc.:

We consent to the incorporation by reference inréiggstration statement No. 333-166511 on Formds-Bouthern National Bancorp of Virginia, Inc. (the
Company) of our report dated April 16, 2012, wiglspect to the consolidated balance sheets of thgp@uy as of December 31, 2011 and 2010, and the
related consolidated statements of income and ceimemisive income (loss), changes in stockholdetstyegnd cash flows for each of the years in thredgh
year period ended December 31, 2011, and the s#eetss of internal control over financial repogtiass of December 31, 2011, which appears in the
December 31, 2011 annual report on Form 10-K .

Our report dated April 16, 2012 states that thesobdated financial statements of the Company a3eafember 31, 2010 and 2009, were audited by
auditors whose report dated March 15, 2011, exptess unqualified opinion on those statements, rbefoe restatement described in note 2 tc
consolidated financial statements.

Our report dated April 16, 2012, on the effectiveanef internal control over financial reportingad€December 31, 2011, expresses our opinion theat th
Company did not maintain effective internal conwekr financial reporting as of December 31, 20é&dduse of the effect of a material weakness on the
achievement of the objectives of the control cidt@nd contains an explanatory paragraph that tesca material weakness related to the design and
operating effectiveness of management’s controés the review and assessment of the accountingofieroutine transactions .

/sl KPMG LLP

McLean, Virginia
April 16, 2012



Exhibit 31.1

CERTIFICATIONS

I, Georgia S. Derrico, certify that:
1. I have reviewed this report on Form 10fkSouthern National Bancorp of Virginia, Inc.;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact ortamstate a material fact necessary to make the
statements made, in light of the circumstances uwtieeh such statements were made, not misleaditigrespect to the period covered by this
report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material respects fit
condition, results of operations and cash flowthefregistrant as of, and for, the periods preseint¢his report;

4. The registrant’s other certifying officer(s)dahare responsible for establishing and maintgmiisclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 186())
for the registrant and have:

a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaoiiee designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidhg report is being prepare

b) Designed such internal control over finanoggorting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principle

c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttsi report our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #pent based on such evaluation; and

d) Disclosed in this report any change in thegignt’s internal control over financial reportititat occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal gegaiin the case of an annual report) that has nadlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reporting; a

5. The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent efatuaf internal control over financial reporting,
the registrant’s auditors and the audit committieghe registrant’s board of directors (or persoegfgrming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which are reasonably
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finatiaimation; and

b) Any fraud, whether or not material, that inedyumanagement or other employees who have a s@mifiole in the registrant’s internal control
over financial reporting.

Date: April 16, 2012
/s/ Georgia S. Derric
Georgia S. Derricc
Chairman of the Board and Chief Executive Offi
(Principal Executive Officer




Exhibit 31.2

CERTIFICATIONS

I, William H. Lagos, certify that:
1. I have reviewed this report on Form 10-K of heun National Bancorp of Virginia, Inc.;

2. Based on my knowledge, this report does notaiomny untrue statement of a material fact ortamstate a material fact necessary to make the
statements made, in light of the circumstances uwtieeh such statements were made, not misleaditigrespect to the period covered by this
report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material respects fit
condition, results of operations and cash flowthefregistrant as of, and for, the periods preseint¢his report;

4. The registrant’s other certifying officer(s)dahare responsible for establishing and maintgmiisclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) amriat control over financial reporting (as definedExchange Act Rules 13a-15(f) and 186())
for the registrant and have:

a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaoiiee designed under our supervision, to
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidhg report is being prepare

b) Designed such internal control over finanoggorting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance rieggtite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygedeaccounting principle

c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttsi report our conclusions about the
effectiveness of the disclosure controls and prooes] as of the end of the period covered byrdpsrt based on such evaluation; and

d) Disclosed in this report any change in thegignt’s internal control over financial reportititat occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal gegaiin the case of an annual report) that has nadlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reporting; a

5. The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent efatuaf internal control over financial reporting,
the registrant’s auditors and the audit committieghe registrant’s board of directors (or persoegfgrming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotver financial reporting which are reasonably
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finatiaimation; and

b) Any fraud, whether or not material, that inedyumanagement or other employees who have a s@mifiole in the registrant’s internal control
over financial reporting.

Date: April 16, 2012 /s/ William H. Lago:
William H. Lagos,
Senior Vice President and Chief Financial Offi
(Principal Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANESOXLEY ACT OF 2002

In connection with the Annual Report of Southerrtidlzal Bancorp of Virginia, Inc. (“Southern Natalf) on Form 10-K for the period ending December
31, 2011 as filed with the Securities and Excha@gmmission on the date hereof (the “Report”), thdarsigned Chief Executive Officer and Chief
Financial Officer of Southern National hereby dgrtpursuant to 18 U.S.C. §1350, as adopted put2oe§906 of the Sarbanes-Oxley Act of 2002, that
based on their knowledge and belief: 1) the Refodist complies with the requirements of Section{d)3or 15(d) of the Securities Exchange Act of 1,934
and 2) the information contained in the Reportygiresents, in all material respects, the finanmdition and results of operations of Southeatidhal

as of and for the periods covered in the Report.

/sl Georgia S. Derric
Georgia S. Derrico, Chief Executive Offic

/s/ William H. Lago:
William H. Lagos, Chief Financial Office

April 16, 2012



