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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statemabtsut future expectations, activities and evdmds ¢onstitute forward-looking
statements within the meaning of, and subjecteqtiotection of, Section 27A of the Securities 81933, as amended, and Section 21E of the
Exchange Act and are intended to be covered bgdfeeharbor provided by the same. Forward-lookiatements are based on our beliefs,
assumptions and expectations of our future findmaeid operating performance and growth plans, takito account the information currently
available to us. These statements are not staterokhistorical fact. The words “believe,” “may;forecast,” “should,” “anticipate,” “estimate,”
“expect,” “intend,” “continue,” “would,” “could,” ‘hope,” “might,” “assume,” “objective,” “seek,” “pig” “strive” or similar words, or the negatives
of these words, identify forward-looking statements

Forward-looking statements involve risks and uraeties that may cause our actual results to diffaterially from the expectations of
future results we express or imply in any forwazdKing statements. In addition to the other factiissussed in the “Risk Factors” section of this
Annual Report on Form 10-K, factors that could cidmite to those differences include, but are rottéd to:

e the effects of future economic, business and etarinditions and disruptions in the credit andficial markets, domestic and foreign,
including the effects of any downgrade in the UWthiBates government’s sovereign debt rating anddhénued effects of the European
sovereign debt crisis and declining currencieseitain emerging market

e changes in the local economies in our marketsaadaersely affect our customers and their alilitransact profitable business with us,
including the ability of our borrowers to repayitieans according to their terms or a change enélue of the related collater

e changes in the availability of funds resultingrinreased costs or reduced liquidity, as welhasadequacy of our cash flow from
operations and borrowings to meet our s-term liquidity needs

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

e impairment concerns and risks related to ourstment portfolio of collateralized mortgage obligats, agency mortgage-backed
securities, obligations of states and politicaldivisions and pooled trust preferred securit

e the incurrence and possible impairment of goddwsisociated with an acquisition and possible astvshort-term effects on our results

of operations

increased credit risk in our assets and increapedhting risk caused by a material change in cercial, consumer and/or real estate

loans as a percentage of our total loan portfi

the concentration of our loan portfolio in loandl@@ralized 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 underlgiegestablishment of and provisions made to tloevahce 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 abilite#dize the cost savings and revenue enhancemergspeet from such activitie

changes in governmental monetary and fiscal jgsliégncluding interest rate policies of the Boafdsovernors of the Federal Reserve

System, or changes in interest rates and markatgnivhich could reduce our net interest margissetavaluations and expense

expectations

e increased competition for deposits and loans adiyeesfecting rates and terrr

e the continued service of key management perso



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

potential environmental liability risk associatedhwproperties that we assume upon foreclosi

increased asset levels and changes in the conguositassets and the resulting impact on our ddpitals and regulatory capital ratic

risks of mergers and acquisitions, includingrétlated time and cost of implementing transactemmd the potential failure to achieve

expected gains, revenue growth or expense sa\

legislative and regulatory changes, includingnges in banking, securities and tax laws and réigakand their application by our

regulators, including those associated with thedehnk Wall Street Reform and Consumer Protediicin(the “Dodd-Frank Act”),

changes in the scope and cost of Federal Depasitdnce Corporation (“FDIC”) insurance and otherecage; and the capital

requirements promulgated by the Basel CommitteBamking Supervision (th“Basel Committe”);

e increases in regulatory capital requirementdbéorking organizations generally, which may advgraéfect our ability to expand our
business or could cause us to shrink our busii

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

e changes in accounting policies, rules and practoelsapplications or determinations made thereui

e the risk that our deferred tax assets could Beaed if future taxable income is less than culyestimated, if corporate tax rates in the
future are less than current rates, or if salemuiofcapital stock trigger limitations on the ambahnet operating loss carryforwards that
we may utilize for income tax purposes; ¢

e other factors and risks described under “Riskaétat herein and in any of our subsequent repbeswe file with the Securities and

Exchange Commission (tI* Commissioi” or“SEC") under the Exchange Ac

Forward-looking statements are not guaranteesrédimeance or resultsand should not be relied upon as representing nesnegt’'s views as of
any subsequent date. A forward-looking statemerytimaude a statement of the assumptions or basdsrlying the forward-looking statement.
We believe we have chosen these assumptions o lmageod faith and that they are reasonable. Wearayou, however, that assumptions or
bases almost always vary from actual results, hadlifferences between assumptions or bases amal agsults can be material. When considering
forward-looking statements, you should keep in nilrisk factors and other cautionary statementsis Annual Report on Form 10-K. These
statements speak only as of the date of this AnRaepbrt on Form 10-K (or an earlier date to theeixapplicable). Except as required by
applicable law, we undertake no obligation to updatblicly these statements in light of new infotimra or future events.



PART |
Iltem 1. — Business

Overview

Southern National Bancorp of Virginia, Inc. (“Soeth National™, “SNBV”, ‘we" or "our") is the bankolding company for Sonabank ("Sonabank*
or the "Bank") a Virginia state chartered bank whammmenced operations on April 14, 2005. Sonabankucts full-service community banking
operations from locations in Fairfax County (RestdicLean and Fairfax), as well as in CharlottesyiWarrenton (2), Loudoun County
(Middleburg, Leesburg (2), and South Riding), FrRolal, New Market, Richmond, Haymarket and Cliffeorge, Virginia, and five branches in
Maryland (four in Montgomery County and one in Feadk County) and maintains loan production offigeRichmond, Charlottesville, Warrent
and Fredericksburg. As of December 31, 2013, werteg, on a consolidated basis, total assets d.8#illion, total loans, net of deferred fees
$546.1 million, total deposits of $540.4 milliondashareholders’ equity of $106.6 million.

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 smdlmedium-sized businesses in a number of indssts well as loans to individuals for a
variety of purposes. We are a leading Small Busidesninistration (SBA) lender among Virginia comntyrbanks. We also invest in real estate-
related securities, including collateralized mogegabligations and agency mortgage backed secur@er principal sources of funds for loans and
investing in securities are deposits and, to altesstent, borrowings. We offer a broad range gidé products, including checking (NOW),
savings, money market accounts and certificatelepbsit. We actively pursue business relationghypstilizing the business contacts of our senior
management, other bank officers and our directbeseby capitalizing on our knowledge of our locedrket areas .

Effective December 4, 2009, Sonabank assumed rehtgiosits and liabilities and acquired certairetsssf Greater Atlantic Bank from the FDIC,
as receiver for Greater Atlantic Bank, pursuarthtoterms of a purchase and assumption agreemieneérinto by the Bank and the FDIC on
December 4, 2009 (the “Agreement”). On Decemb@0B9, the former Greater Atlantic Bank officegdted in Reston, New Market, Front Royal
and South Riding, Virginia and Rockville, Marylaogened as Sonabank branches.

The Bank paid no cash or other consideration toise@reater Atlantic Bank. The Bank and the FBHEered into a loss sharing agreement (the
“loss sharing agreement”) on approximately $143illan (cost basis) of Greater Atlantic Bank’s asseThe Bank will share in the losses on the
loans and foreclosed loan collateral with the FCA€ specified in the loss sharing agreement; ver tefthese assets collectively as “covered
assets.” Pursuant to the terms of the loss shagneement, the FDIC is obligated to reimburse thekBor 80% of losses of up to $19 million with
respect to the covered assets. The FDIC will reisd the Bank for 95% of losses in excess of $18omiwith respect to the covered assets. The
Bank will reimburse the FDIC for 80% of recovenieih respect to losses for which the FDIC paidBlaek 80% reimbursement under the loss
sharing agreement, and for 95% of recoveries wiipect to losses for which the FDIC paid the Bt @eimbursement under the loss sharing
agreement.

On October 1, 2011, we completed the acquisitiothefMidlothian branch of the Bank of Hampton Roadfichmond, Virginia. We assurr
deposits in the amount of $42.2 million.



Effective April 27, 2012, Sonabank assumed suhistnall of the deposits and liabilities and acgai substantially all of the assets of the HarVest
Bank of Maryland from the FDIC as receiver. Theusition included HarVest Bank’s branches in BettzgdNorth Rockville, Germantown and
Frederick, Maryland. Adding these new branchesutoeaisting branch in Rockville brought Sonabartktsl number of branches in Maryland to
five, four of which are in Montgomery County. Thigs a strategic acquisition for Sonabank in ordendpand into an affluent market.

Full details on each of these acquisitions areainat in Form 8-Ks or 8-K/As filed with the SEC December 10, 2009, October 4, 2011 and July
13, 2012, respectively.

We primarily market our products and services talsand medium-sized businesses and to retail ecoesi Our strategy is to provide superior
service through our employees, who are relationshignted and committed to their respective custsmehrough this strategy, we intend to grow
our business, expand our customer base and improvgrofitability. The key elements of our stratege to:

Utilize the Strength of our Management Teahhe experience and market knowledge of our manageteam is one of our greatest
strengths and competitive advantages. Our chair@@eaargia S. Derrico, was the founder, chairmamefitoard and chief executive
officer, and our president, R. Roderick Porter, taspresident and chief operating officer, of 8eat Financial Bancorp, Inc., a
publicly traded bank holding company. At the tinfét® sale to Provident Bankshares, Inc. in ApfiR604, Southern Financial had
$1.5 billion in assets and operated 34 full-seriaeking offices of Southern Financial Bank, whieds founded in Fairfax County
and subsequently expanded into Central and Soutfiggimia. Including the members of our currentisermanagement team, 35 of
our employees previously worked with our chairmad president at Southern Financial Bs

Leverage Our Existing Foundation for Additional @th. Based on our management’s depth of experienceeatairtinfrastructure
investments, we believe that we will be able tetallvantage of certain economies of scale typiealjgyed by larger organizations
expand our operations both organically and thratgitegic coseffective branch or bank acquisitions. We belichat the investmer
we have made in our data processing, risk manageanfeastructure, staff and branch network willddae to support a much larger
asset base. We are committed, however, to contyoddditional growth in a manner designed to min&rthe risk and to maintain
strong capital ratios

Continue to Pursue Selective Acquisition OpportagitAs previously announced, on January 8, 2014, t&ontNational, Inc. entered
into a merger agreement with Prince George’s Fé&anangs Bank (“Prince George’s FSB”). Prince Geds FSB, with assets of
approximately $104 million (as of December 31, 20%&s founded in 1931 and is headquartered in Uigiaelboro, which is the
County Seat of Prince George’s County, MarylanéhderGeorge’s FSB has four offices, all of which ar Maryland, including a
main office in Upper Marlboro and three brancha#$ in Dunkirk, Brandywine and Huntingtown. Histally, acquisitions have been
a key part of our growth. Since our formation, veedrcompleted the acquisition of HarVest Bank ofyend on April 27, 2012, the
acquisition of the Midlothian branch in Richmondrdinia on October 1, 2011, the acquisition andiagsion of certain assets and
liabilities of Greater Atlantic Bank from the FDI& December 4, 2009, the acquisition of a branddibénnium Bank in Warrenton,
Virginia on September 28, 2009, the acquisitiothefLeesburg branch location from Founders Corporathich opened on
February 11, 2008, the acquisition oft$ervice Bank in December of 2006 and the acquisiitthe Clifton Forge branch of First
Community Bancorp, Inc. in December of 2005. Wemgtto continue to review branch and whole bankiia@gpn opportunities,
including possible acquisitions of failed finandiastitutions in FDIC -assisted transactions, ailtipursue these opportunities if they
represent the most efficient use of our capitaleunide circumstances. We believe that we have dsiraded the skill sets and
experience necessary to acquire and integrate ssfatlg both bank and branch acquisitions, andhtit our strong capital position,
we are well-positioned to take advantage of actjioisbpportunities as they may arise. We intenfibtwis on targets in our market
areas or other attractive areas with significam¢ aeposits and/or a potential customer base cdofgpatith our growth strategy



De novo Branch Expansic. In addition to our acquisition strategy, we ptaropen de novo branches from time to time tardfilbur

existing footprint as we did in Middleburg in 20aad Haymarket in 201.

Focus on the Business Owr. It is our goal to be the bank that business owireour markets turn to first for commercial barki

needs as a result of our superior personal seavidehe tailored products and services that weigeo o help achieve this goal, v

o] have a standing credit committee that meeften as necessary on a “when needed” basyitorr completed loan
applications, making extensive use of technologfatilitate our internal communications and therebgbling us to respond to
our customers prompth

o} are an SBA approved “Preferred” lender, Whiermits us to make SBA loan decisions at Sonakathler than waiting for SBA
processing. We offer a number of different typeSBA loans designed for the small and medium-simesiness owner and
many of our SBA loan customers also have othetiogiships with Sonabank. This product group is clex@and “paper
intensive’ and not well utilized by some of our competitc

o} provide Internet business bankingvatw.sonabank.comvhich allows our business customers 24-hour weldascess to their
accounts so they can confirm or transfer balargagpills, download statements and use our “Welkhog” or “Sona Cash
Manager”

o} provide our business customers with “SorEldase,” a service that utilizes Check 21 technplagallow customers to make
remote deposits from their business locations anesghem access to those funds within 24 to 48h@und

o] provide our business customers with acaeSABL, our state-of-the-art asset-based lendistesy. Unlike most asset-based
lending systems, which are based on manual prezess®oftware that certifies a company’s borrowdage periodically, SABL
provides a real time capability to analyze and stdjwrrowing availability based on actual collaktéesels. SABL is predicated
on a link between any kind of accounting softwasediby the customer and Sonal’s server

Maintain Local Decisio-Making and AccountabilityWe believe that we have a competitive advantage larger national and

regional financial institutions by providing supsrcustomer service with experienced, knowledgeatairagement, localized

decision-making capabilities and prompt credit siecis. We believe that our customers want to deatilly with the persons who

make the credit decisior

Focus on Asset Quality and Strong Underwril. We consider asset quality to be of primary im@oce and have taken measures

effort to ensure that, despite the growth in oanlportfolio, we maintain strong asset quality thylo strong underwriting standar



° Build a Stable Core Deposit Ba. We intend to continue to grow a stable core diéppase of business and retail customers. To the
extent that our asset growth outpaces this logabsiefunding source, we plan to continue to boreod raise deposits in the national
market using deposit intermediaries. We intendotatioue our practice of developing a deposit retathip with each of our loan
customers

General

Our principal business is the acquisition of defzofsom the general public through our branch efiand deposit intermediaries and the use of
these deposits to fund our loan and investmenfgims. We seek to be a full service community b#trét provides a wide variety of financial
services to our middle market corporate clientwel as to our retail clients. We are an active owrcial lender, have been designated as a
“Preferred SBA Lender” and participate in the Virigi Small Business Financing Authority lending peog. In addition, we are an active
commercial real estate lender. We also invest fimdsortgage-backed securities, collateralized gagé obligations, securities issued by agencies
of the federal government, obligations of states palitical subdivisions and pooled trust prefersedurities.

The principal sources of funds for our lending anebstment activities are deposits, repayment afip prepayments from mortgage-backed
securities, repayments of maturing investment $eéesirFederal Home Loan Bank advances and otheoled money.

Principal sources of revenue are interest anddedsans and investment securities, as well agyfaeme derived from the maintenance of deposit
accounts and income from bank-owned life insurgudieies. Our principal expenses include interest pn deposits and advances from the
Federal Home Loan Bank of Atlanta (“FHLB”) and atlm®rrowings, and operating expenses.

Available Information
Southern National files annual, quarterly and otleeorts under the Securities Exchange Act of 1884mended, with the SEC. These reports are

posted and are available at no cost on our welygitey.sonabank.comthrough the Investor Relations link, as sooneasonably practicable after
we file such documents with the SEC. Our filings also available through the SEC’s website at vésagov.

Lending Activities

Our primary strategic objective is to serve smalitedium-sized businesses in our market with a@&tyadf unique and useful services, including a
full array of commercial mortgage and non-mortgkgas. These loans include commercial real estates| construction to permanent loans,
development and builder loans, accounts receivfatdacing, lines of credit, equipment and vehidarls, leasing, and commercial overdraft
protection. We strive to do business in the areagesl by our branches, which is also where our stan is focused, and the vast majority of our
loan customers are located in existing market ahdasially all of our loans are with borrowers¥irginia, Maryland, West Virginia, or
Washington D.C. The Small Business Administraticayrfrom time to time come to us because of ourtajmn and expertise as an SBA lender
and ask us to review a loan outside of our coratiesi but within our market area. Prior to makirigan, we obtain loan applications to determi
borrowers ability to repay, and the more significant iteonsthese applications are verified through theaiseedit reports, financial statements
confirmations.



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

Permanent.Commercial real estate lending includes loans ésmanent financing. Commercial real estate lentipgally involves higher loan
principal amounts and the repayment of loans igdéent, in large part, on sufficient income frora finoperties securing the loans to cover
operating expenses and debt service. As a genmaclqe, we require our commercial real estateddarbe secured by well-managed income
producing properties with adequate margins anctguaranteed by responsible parties. We look fppdpnities where cash flow from the
collateral properties provides adequate debt sesdwerage and the guarantor’s net worth is strAh@ecember 31, 2013, our commercial real
estate loans for permanent financing including ifahily residential loans and loans secured bynfand totaled $286.4 million, of which $15.6
million was acquired in the HarVest transaction &B8dL million was acquired in the Greater Atlartiteansaction. Owner occupied commercial real
estate loans totaled $107.8 million.

Our underwriting guidelines for commercial reala¢stioans reflect all relevant credit factors, unlihg, among other things, the income generated
from the underlying property to adequately sertiedebt, the availability of secondary sourceepfiyment and the overall creditworthiness of
the borrower. In addition, we look to the valuedldd collateral, while maintaining the level of egunvested by the borrower.

All valuations on property which will secure loamger $250 thousand are performed by independestdeuappraisers who are reviewed by our
executive vice president of risk management analfoappraisal reviewer. We retain a valid lien eal iestate and obtain a title insurance policy
first trust loans only) that insures the propestyree of encumbrances. In addition, we do tii@rshes on all loans secured by real estate.

Construction. We recognize that construction loans for commeromiltifamily and other non-residential properttes involve risk due to the
length of time it may take to bring a finished restate product to market. As a result, we wilyanbke these types of loans when pre-leasing or
pre-sales or other credit factors suggest thab¢iewer can carry the debt if the anticipated ratdnd property cash flow projections change
during the construction phase.

Income producing property loans are supported lijeexce of the borrower’s capacity to service thietdall of our commercial construction loans
are guaranteed by the principals or general part@g¢rDecember 31, 2013, we had $39.1 million afstnuction, land and development loans, of
which $5.9 million was acquired in the HarVest saction and $1 thousand was acquired in the Gré#tertic transaction.

Construction loan borrowers are generally pre-fjedlifor the permanent loan by us or a third pafye obtain a copy of the contract with the
general contractor who must be acceptable to uglds, specifications and surveys must includppsed improvements. We review feasibility
studies and risk analyses showing sensitivity efitoject to variables such as interest rates negcates, lease rates and operating expenses.

Commercial Business Lending

These loans consist of lines of credit, revolvingdit facilities, demand loans, term loans, equiptheans, SBA loans, stand-by letters of credit and
unsecured loans. Commercial business loans areallgreecured by accounts receivable, equipmengritory and other collateral, such as readily
marketable stocks and bonds with adequate margash, value in life insurance policies and savingktane deposits at Sonabank. At December
31, 2013, our commercial business loans totale® #1@illion, of which $4.4 million was acquiredtine HarVest transaction and $1.1 million was
acquired in the Greater Atlantic transaction.
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In general, commercial business loans involve noogdit risk than residential mortgage loans antiestte-backed commercial loans and,
therefore, usually yield a higher return to us. irteeeased risk for commercial business loans éstduhe type of collateral securing these loans.
The increased risk also derives from the expectdtiat commercial loans will be serviced principdtbm the operations of the business, and that
those operations may not be successful. Histaieats have shown that these types of loans dofrigher delinquencies than mortgage loans.
Because of this, we often utilize the SBA 7(a) pamg (which guarantees the repayment of up to 90#%eoprincipal and accrued interest to us) to
reduce the inherent risk associated with commebeisiness lending.

Another way that we reduce risk in the commeraahl portfolio is by taking accounts receivable @fateral using our SABL system. Our accot
receivable financing facilities, which provide datésely high yield with considerable collateralntool, are lines of credit under which a company
can borrow up to the amount of a borrowing baselwhbvers a certain percentage of the company&vaales. From our customer’s point of
view, accounts receivable financing is an efficiemal to finance expanding operations because bangeapacity expands as sales increase.
Customers can borrow from 75% to 90% of qualifieckivables. In most cases, the borrosetistomers pay us directly. For borrowers witlhad
track record for earnings and quality receivableswill consider pricing based on an increment &bitne prime rate for transactions in which we
lend up to a percentage of qualified outstandingik@bles based on reported aging of the receisaaefolio.

We also actively pursue for our customers equiprieade financing opportunities. We provide finagcamd use a third party to service the leases.
Payment is derived from the cash flow of the boegwo credit quality may not be any lower thamatld be in the case of an unsecured loan for a
similar amount and term.

SBA Lending

We have developed an expertise in the federallyaguieed SBA program. The SBA program is an econadenelopment program which finances
the expansion of small businesses. We are a Redfeemder in the Washington D.C. and Richmond Ristiof the SBA. As an SBA Preferred
Lender, our pre-approved status allows us to quiddpond to customers’ needs. Under the SBA prognee originate and fund SBA 7(a) loans
which qualify for guarantees up to 90% of principatl accrued interest. We also originate 504 chigdes in which we generally provide 50% of
the financing, taking a first lien on the real pedy as collateral.

We provide SBA loans to potential borrowers who@posing a business venture, often with existigh flow and a reasonable chance of
success. We do not treat the SBA guarantee asstitatdfor a borrower meeting our credit standaatsl, except for minimum capital levels or
maximum loan terms, the borrower must meet ourratredlit standards as applicable to loans out$idéSBA process.

Residential Mortgage Lending
Permanent.Our business model generally does not include nggb@rmanent residential mortgage loans. We doljt on a case-by-case basis. In
the case of conventional loans, we typically lepdai80% of the appraised value of single-familsidences and require mortgage insurance for

loans exceeding that amount. We have no sub-poaresl Substantially all of the residential mortglgas in our portfolio were acquired in
previous acquisitions.
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We retain a valid lien on real estate and obtditleainsurance policy that ensures that the priypsrfree of encumbrances. We also require hazard
insurance and flood insurance for all loans sechyexkal property if the real property is in a fbplain as designated by the Department of Hot
and Urban Development. We also require most boneweeadvance funds on a monthly basis from whielvake disbursements for items such as
real estate taxes, private mortgage insurance arath insurance.

Construction. We typically make single family residential camstion loans to builders/developers in our mag¢egs. Construction loans
generally have interest rates of prime plus ortevtopercent and fees of one to three points, loavatue ratios of 80% or less based on current
appraisals and terms of generally nine monthsss. llm most cases, when we make a residentialroatish loan to a builder, the residence is pre-
sold. All plans, specifications and surveys musklide proposed improvements. Borrowers must evieléime capacity to service the debt.

Home Equity Lines of Credit. Sonabank rarely originates home equity lines oflitreAt December 31, 2013, we had outstandingrizza
totaling $32.2 million, of which $25.8 million weeequired in the Greater Atlantic transaction ahd $nillion were acquired in the HarVest
transaction.

Consumer Lending

To a limited extent, we offer various types of gecuand unsecured consumer loans. We make con$oamsrprimarily for personal, family or
household purposes as a convenience to our custmasersince these loans are not the focus of ndinlg activities. As a general guideline, a
consumer’s debt service should not exceed 40%sajituiss income or 45% of net income. For purpob#socalculation, debt includes house
payment or rent, fixed installment payments, thereged payment for the loan being requested aadntiinimum required payment on any
revolving debt. At December 31, 2013, we had $1ildam of consumer loans outstanding.

Credit Approval and Collection Policies

Because future loan losses are so closely integtwnith our underwriting policy, we have institut@tlat management believes is a stringent loan
underwriting policy. Our underwriting guidelinesaailored for particular credit types, includiniges of credit, revolving credit facilities, demand
loans, term loans, equipment loans, real estates|&BA loans, stand-by letters of credit and umsstloans. We will make extensions of credit
based, among other factors, on the potential barsvereditworthiness, likelihood of repayment gmdximity to market areas served.

We have a standing Credit Committee comprised aéiceofficers, each of whom has a defined lendinthority in combination with other
officers. These individual lending authorities determined by our Chief Executive Officer and dertiirectors and are based on the individual’s
technical ability and experience. These authoritiest be approved by our board of directors anddsadit Committee. Our Credit Committee is
comprised of four levels of members: junior, regusenior, and executive, based on experienceegegutive members are Ms. Derrico and
Messrs. Porter and Baker. Mr. Stevens, Chief Ri§ic€), must approve risk ratings for loans overSshillion, as well as exceptions to the Credit
Policy. Loans over a certain size must be apprdweithe full Board of Directors or the Credit Contieé plus two outside directors. Under our |
approval process, the sponsoring loan officerseyd is required on all credit submissions. Thipraval must be included in or added to the
individual and joining authorities outlined belowhe sponsoring loan officer is primarily responsifidr the customer’s relationship with us,
including, among other things, obtaining and mairitey adequate credit file information. We requaigch loan officer to maintain loan files in an
order and detail that would enable a disinteretted party to review the file and determine therent status and quality of the credit.
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In addition to the approval of the sponsoring lofficer, we require approvals from one or more mermatof the Credit Committee on all loans. The
approvals required differ based on the size obthreowing relationship. At least one senior or executive member must approve all loans in the
amount of $100,000 or more. All three of the exieeutmembers of the committee must approve all ladi$&l million or more. Regardless of the
number of approvals needed, we encourage each mewi® rely on another member’s approval as &shbasapproval and to treat his approval
as if it were the only approval necessary to apptbe loan. Our legal lending limit to one borrovwgelimited to 15% of our unimpaired capital and
surplus. We have an internal guidance line of 76809 of the legal lending limit. As of Decemb@r, 2013, our legal lending limit was
approximately $15.8 million. Our largest group déted of December 31, 2013, was approximately $aslizon.

The following collection actions are the minimabpedures which management believes are necessamyperly monitor past due loans and le
When a borrower fails to make a payment, we conkecborrower in person, in writing or on the télepe. At a minimum, all borrowers are
notified by mail when payments of principal andfderest are 10 days past due. Real estate and eaiafrioan borrowers are assessed a late
charge when payments are 10-15 days past due.r@erst@re contacted by a loan officer before the mcomes 60 days delinquent. After 90
days, if the loan has not been brought currenh@czeptable arrangement is not worked out wittbtiteower, we will institute measures to rem
the default, including commencing foreclosure actioth respect to mortgage loans and repossessfawlateral in the case of consumer loans.

If foreclosure is effected, the property is solé@gtublic auction in which we may participate dsduder. If we are the successful bidder, we include
the acquired real estate property in our real estained account until it is sold. These assetinérally recorded at fair value net of estimated
selling costs. To the extent there is a subsediesiine in fair value, that amount is charged terafing expense. At December 31, 2013, we had
other real estate owned totaling $11.8 millionwbich $2.2 million, net of discount, resulted fréoneclosures on loans that were acquired in the
Greater Atlantic transaction.

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

Cash Management services are offered that enabBahk’s business customer to maximize the effajef their cash management. Specific

products offered in our cash management serviaggg@m include the following:
e 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)
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Some of the products listed above are describejoth below.

° SONA 24/7/Check 21SONA 24/7 is ideal for landlords, property manageradical professionals, and any other business¢stcept
checks. Now the customers of Sonabank can havectotirol over how, when, and where their checkslva deposited. SONA 24/7 uses the
Check Truncation technology outlined by the “Ch&t&aring for the 21st Century Act”, passed in Oetc®004 (Check 21). With Check
Truncation, paper checks can now be convertecetdrehic images and processed between participbéings, vastly speeding up the check
clearing process. SONA In-House passes on the itené&fCheck Truncation directly to Sonabank’s bess customers.

. Lockbox Services:Sonabank will open a lockbox, retrieve and scaonmng checks, and deposit them directly into thet@mer’s
account. The images of the checks will then belaia to view online. This makes bookkeeping fa tustomer fast and easy, and because
Sonabank is checking the lockbox daily, funds wften be available sooner. Big businesses have Uigag lockboxes for decades as a cash
management tool. Sonabank makes this service ffestiee for all small and medium sized businessesvell.

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

° SABL: Asset Based Lending is a form of “collateral-lsiskending. It is a combination of secured lendiagd shorterm busines
lending. It is a specialized form of financing tladtows a banks commercial customers to pledge their workingtassgpically accounts receival
and, to a lesser extent, inventory, as collateraecure financing. Asset Based Lending borrowezstypically in the service, manufacturing
distribution fields.

SABL is an Asset Based Lending software systent byilSonabank that allows the bank to monitor thiateral of its commercial borrowers w
have pledged their working assets (accounts resleisaand other qualifying assets such as inven@sygollateral. SABL has the ability to tri
other offsets (liabilities, e.g. other loans thetomer has with the bank) to the line of creditBEAserves to provide the more stringent controld
supervision that this type of lending requires.

One control that is typical of Asset Based Lendsithat the commercial borrower is required to hisg@eustomers remit invoice payments to a |
controlled lockbox. The bank retrieves these paymand the bank applies them directly to any ontstay balance on the line. SABL allows
this and can combine that service with remote cepi@heck 21) if warranted.

Most Asset Based Lending systems are manual presesssoftware that certifies the borrowing basgodeally. These certifications are usui
provided in the form of manually created borrowlrgses backed up with field exams. SABL provideead time capability to analyze and ad
borrowing availability based on the levels of ctdlal at the moment.

SABL also offers an automated collateral uploadtjn receivable information directly from the clisnaccounting system. SABL also off
discretionary borrowings and pay offs, allowingealis to borrow on or pay down their line at théscdetion, as long as they are compliant with
SABL system. Lastly, SABL offers superior reportirggfering reports to bank officers that providé the information they need to monitor ri
Customized reports can also be built for clients.
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° Other Consumer/Retail Products and Servicesther products and services that are offered byt are primarily directed toward-
individual customer and include the following:

Debit cards

ATM services

Travelers Check

Notary service in some branct

Wire transfers

Online banking with bill payment servic
Credit Cards

Competition

The banking business is highly competitive, andpofitability depends principally on our abilitg tompete in the market areas in which our
banking operations are located. We experience autiast competition in attracting and retaining s&a deposits and in lending funds. The primary
factors we encounter in competing for savings diégpase convenient office locations and rates effeDirect competition for savings deposits
comes from other commercial bank and thrift insititus, money market mutual funds and corporategavernment securities which may offer
more attractive rates than insured depositorytingtins are willing to pay. The primary factors amcounter in competing for loans include, among
others, interest rate and loan origination feesthedange of services offered. Competition fogiation of loans normally comes from other
commercial banks, thrift institutions, mortgage kens, mortgage brokers and insurance companiedhiaebeen able to compete effectively with
other financial institutions by:

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

Employees

At December 31, 2013, we had 140 full-time equirEmployees, five of whom were executive officéanagement considers its relations with
its employees to be good. Neither we nor Sonabemk party to any collective bargaining agreement.

SUPERVISION AND REGULATION

The business of Southern National and the Bankwsgct to extensive regulation and supervisioreufetleral banking laws and other federal and
state laws and regulations, including primary oiggatsby the Board of Governors of the Federal Res&ystem and secondary oversight by
Virginia and possibly other authorities. In gengtlaése laws and regulations are intended for tbeegtion of the customers and depositors of the
Bank and not for the protection of Southern Natiamats shareholders. Set forth below are briefatliptions of selected laws and regulations
applicable to Southern National and the Bank. Tldeseriptions are not intended to be a comprehert@sgcription of all laws and regulations to
which Southern National and the Bank are subjetd e complete descriptions of the laws and reguia discussed. The descriptions of statutory
and regulatory provisions are qualified in theitiraty by reference to the particular statutes i@gilations. Changes in applicable statutes,
regulations or regulatory policy may have a matesffifect on Southern National, the Bank and thesibess.
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In addition to the system of regulation and supstovi referenced above, the Dodd-Frank Wall Stredof and Consumer Protection Act (the
“Dodd-Frank Act”), which is discussed in greatetailebelow, created the Consumer Financial PratvedBureau (the “Bureau”), a new federal
regulatory body with broad authority to regulate tifering and provision of consumer financial prots. The Bureau officially came into being
July 21, 2011, and rulemaking authority for a ranfeonsumer financial protection laws (such asTtheh in Lending Act, the Electronic Funds
Transfer Act and the Real Estate Settlement PraesdAct, among others) transferred from the fedemadlential banking regulators to the Bureau
on that date. The Dodérank Act gave the Bureau authority to superviskemmine depository institutions with more thag $ilion in assets fc
compliance with these federal consumer laws. Thieasity to supervise and examine depository instihs with $10 billion or less in assets for
compliance with federal consumer laws remains Igingyéth those institutions’ primary regulators. Wever, the Bureau may participate in
examinations of these smaller institutions on arfjgiing basis’and may refer potential enforcement actions againsh institutions to their prima
regulators. The Bureau also has supervisory aathiation authority over certain nonbank institnighat offer consumer financial products. -
Dodd-Frank Act identified a number of covered narfbmstitutions, and also authorizes the Bureadeatify additional institutions that will be
subject to its jurisdiction. Accordingly, the Batemay participate in examinations of the Bank, @ald supervise and examine other direct or
indirect subsidiaries of Southern National thaeoffonsumer financial products.

The earnings of the Bank and therefore of SoutMational are affected by general economic condstichanges in federal and state laws and
regulations and actions of various regulatory atitiles, including those referenced above. Addiiachanges to the laws and regulations applic

to us are frequently proposed at both the fedemhistate levels. The regulatory framework undeickvive operate has and will continue to change
substantially over the next several years as thdtref the enactment of the Dodd-Frank Act, whiaklls for a variety of mandatory and permissive
rulemakings to implement its requirements. The dBdank Act represents a significant overhaul ohynaspects of the regulation of the financial
services industry, addressing, among other thisxggemic risk, capital adequacy, deposit insurassessments, consumer financial protection,
interchange fees, derivatives, lending limits, mage lending practices, registration of investnaeivisors and changes among the bank regulatory
agencies.

Federal Reserve Oversight, including the Bank Holadig Company Act of 1956Under the Bank Holding Company Act of 1956, as ateen
(“BHCA"), we are subject to periodic examination thye Federal Reserve Board (“FRB”) and requirefilegeriodic reports regarding our
operations and any additional information thatkRRB may require. Our activities at the bank holdioghpany level are limited to:

° banking, managing or controlling ban!

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

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

Some of the activities that the FRB has determinerkgulation to be proper incidents to the busiredsa bank holding company include making or
servicing loans and specific types of leases, paifty specific data processing services and a@tispme circumstances as a fiduciary or
investment or financial adviser. In approving asgigns of banking or nonbanking organizationsher addition of nonbanking activities, the FRB
considers, among other things, whether the acnsitr the additional activities can reasonablykpected to produce benefits to the public, such
as greater convenience, increased competitiorgiosgn efficiency, that outweigh such possibleaade effects as undue concentration of
resources, decreased or unfair competition, casfti€interest or unsound banking practices. SentNational does not currently plan to perform
any of these activities, but may do so in the feitur
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With some limited exceptions, the BHCA requiresrgugank holding company to obtain the prior appt@fahe FRB before: (i) acquiring
substantially all the assets of any bank; (ii) adng direct or indirect ownership or control ofyamoting shares of any bank if after such acquisiti

it would own or control more than 5% of the votstgares of such bank (unless it already owns oralarthe majority of such shares); or

(iii) merging or consolidating with another banlkding company. In approving bank acquisitions bgkoholding companies, the FRB is required
to consider, among other things, the financial muwachagerial resources and future prospects of thie balding company and the banks concerned,
the convenience and needs of the communities sehed, and various competitive factors.

In addition, and subject to some exceptions, th€BHnd the Change in Bank Control Act, togethehuwliteir regulations, require FRB approval
prior to any person or company acquiring “contmi’a bank holding company. Control is conclusivalgsumed to exist if an individual or
company acquires 25% (5% in the case of an acahiatiis a bank holding company) or more of ang<laf voting securities of the bank holding
company. Control is rebuttably presumed to exiatplerson acquires 10% or more, of any class afigsecurities and either has registered
securities under Section 12 of the Exchange Acdoother person owns a greater percentage of st of voting securities immediately after the
transaction. The regulations provide a proceduretiallenging this rebuttable control presumpti@n September 22, 2008, the FRB issued a
policy statement on equity investments in bank ingi¢ompanies and banks, which allows the FRB tegaly be able to conclude that an entity’s
investment is not “controlling” if the entity doest own in excess of 15% of the voting power an 38 the total equity of the bank holding
company or bank. Depending on the nature of tlegadthvinvestment and the capital structure of theling organization, based on the policy
statement, the FRB will permit noncontrolling intraents in the form of voting and nonvoting shated tepresent in the aggregate (i) less than
one-third of the total equity of the banking orgaation (and less than one-third of any class ahgaecurities, assuming conversion of all
convertible nonvoting securities held by the eftityd (ii) less than 15% of any class of votingusities of the banking organization.

In November 1999, Congress enacted the Gramm-LBhley-Act (“GLBA”), which made substantial revigis to the statutory restrictions
separating banking activities from other finanaiefivities. Under the GLBA, bank holding compartiest are well-capitalized under the prompt-
corrective-action provisions of the Federal Depbstirance Corporation Act of 1991 and weltnaged under applicable FRB regulations and
other conditions can elect to become “financiabtliid companies” and engage in certain activiti@s$ #iie not permissible for a bank holding
company. As financial holding companies, they drdrtsubsidiaries are permitted to acquire or eagagreviously impermissible activities such
as insurance underwriting, securities underwriting distribution, travel agency activities, insuagency activities, merchant banking and other
activities that the FRB determines to be finanicialature or complementary to these activitiesaraial holding companies continue to be subject
to the overall oversight and supervision of the FBRE the GLBA applies the concept of functiongutation to the activities conducted by
subsidiaries. For example, insurance activitiesldibe subject to supervision and regulation byesitagurance authorities. Furthermore, if after
becoming a financial holding company and underglkictivities not permissible for a bank holding gamy, the company fails to continue to meet
any of the prerequisites for financial holding camyp status, the company must enter into an agretemiinthe FRB to comply with all applicable
capital and management requirements. If the comgdaeg not return to compliance within 180 days,RR8 may order the company to divest its
subsidiary bank or the company may discontinuevastl investments in companies engaged in, ads/jtiermissible only for a bank holding
company that has elected to be treated as a famlamaiding company. Although Southern National haselected to become a financial holding
company in order to exercise the broader activitygrs provided by the GLBA, we may elect to dorsthe future.
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In addition, as a Federal Reserve Member bankB#mk is also subject to primary oversight by théBFRs well as secondary oversight by the
Virginia Bureau of Financial Institutions and therGumer Financial Protection Bureau. Notably, tiseussions below 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 member
banks are generally limited to those permissibtenfdional banks, notwithstanding state law. Vdipipropriate regulatory approval, a member bank
may engage in activities not permissible for aovel bank if the appropriate bank regulator deteesithat the activity does not pose a significant
risk to the Deposit Insurance Fund and that thd Ipa@ets its minimum capital requirements.

Dodd-Frank Wall Street Reform and Consumer Protectbn Act. In July 2010, Congress enacted the Dodd-Frankegilatory reform

legislation, which the President signed into lawdaly 21, 2010. Many aspects of the Dodd-Frankaketsubject to further rulemaking and will
take effect over several years, making it diffidolt us to fully anticipate the overall financiahpact to us or across the industry. The Dodd-Frank
Act broadly affects the financial services indudiyyimplementing changes to the financial regulatandscape aimed at strengthening the sound
operation of the financial services sector, inatigdbrovisions that, among other things:

e Created a new regulatory authority, the Consumearkgial Protection Bureau, responsible for impletingn examining and enforci
compliance with federal consumer financial la

e Established new regulatory capital requiremeimsuding changes to leverage and rissed capital standards and changes
components of permissible tiered capi

e Broadened the base for FDIC insurance assessmentstfie amount of insured deposits to average tmiabolidated assets |
average tangible equity during the assessmentdt

e Permanently increased FDIC deposit insurance t0 $P9;

e Permitted banks to engage in de novo interstatechimag if the laws of the state where the new hhaiscto be established wol
permit the establishment of the branch if it welartered by such stat

e Repealed the federal prohibitions on the paymennigfrest on demand deposits, thereby permittingpsiéory institutions to pe
interest on business transaction and other accc

e Required financial holding companies to be welligdiged and well managed as of July 21, 2011. Baslking companies and bal
must also be both well capitalized and well manageatder to acquire banks located outside theindégtate

e Eliminated the ceiling on the size of the DepassLirance Fund ("DIF") and increase the floor ofdize of the DIF
e Added new limitations on federal preempti

e Imposed new prohibitions and restrictions on thiéitglof a banking entity and nonbank financial qoamy to engage in propriet:
trading and have certain interests in, or relatiggswith, a hedge fund or private equity fu

e Required that sponsors of a-backed securities retain a percentage of the aiislitinderlying the securitie
e Required banking regulators to remove referencesitbrequirements of reliance upon credit ratimgsftheir regulations and repl:

them with appropriate alternatives for evaluatingditworthiness
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e Implemented corporate governance revisions, inolyavith regard to executive compensation and pemgess by shareholders, -
apply to all public companies, not just financiatitutions;

e Amended the Electronic Fund Transfer Act which, agather things, gave the FRB the authority to ldista rules regardir
interchange fees charged for electronic debit fetisns by payment card issuers having assets&i@billion and to enforce a ni
statutory requirement that such fees be reasomal@roportional to the actual cost of a transadiiothe issuer; an

e Increased the authority of the FRB to examine wsam noi-bank subsidiarie:

Some of these and other major changes could miteéngact the profitability of our business, thaluwe of assets we hold or the collateral avalil
for our loans, require changes to business pragtaeorce us to discontinue businesses and exposeadditional costs, taxes, liabilities,
enforcement actions and reputational risk. Manghege provisions became effective upon enactmeiieddodd-Frank Act, while others are
subject to further study, rule- making, and theifon of regulatory bodies. In light of thesersiigzant changes and the discretion afforded to
federal regulators, we cannot fully predict theeeffthat compliance with the Dodd-Frank Act or anplementing regulations will have on our
businesses or ability to pursue future businessppities. Additional regulations resulting frohetDodd-Frank Act may materially adversely
affect our business, financial condition or resaofteperations.

The likelihood, timing, and scope of any such cleaagd the impact any such change may have on uspossible to determine with any
certainty. Also, additional changes to the lawd mgulations applicable to us are frequently psaploat both the federal and state levels. We
cannot predict whether new legislation or regutaiwill be enacted and, if enacted, the effectithar any regulations, would have on our
business, financial condition or results of operadi Set forth below is a brief description of sigmificant federal and state laws and regulations
which we are currently subject. These descript@msaot purport to be complete and are qualifieth@ir entirety by reference to the particular
statutory or regulatory provision.

Deposit Insurance.Substantially all of the deposits of the Bank aisured up to applicable limits by the DIF of thelEand the Bank must pay
deposit insurance assessments to the FDIC fordejebsit insurance protection. The FDIC maintaiesRIF by designating a required reserve
ratio. If the reserve ratio falls below the desitgu level, the FDIC must adopt a restoration than provides that the DIF will return to an
acceptable level generally within 5 years. The E$erve ratio is maintained by assessing depgsitetitutions an insurance premium based upon
statutory factors, including the degree of riskitiaitution poses to the DIF.

The Dodd-Frank Act amended the statutory regimesguormg the DIF. Among other things, the Dodd-Fréwmk established a minimum designated
reserve ratio (“DRR”) of 1.35 percent of estimaieslired deposits, required that the fund resenie reach 1.35 percent by September 30, 2020
and directed the FDIC to amend its regulationgtiefine the assessment base used for calculatpagilénsurance assessments. Specifically, the
Dodd-Frank Act requires the assessment base tno Bmaunt equal to the average consolidated toseteef the insured depository institution
during the assessment period, minus the sum aitbege tangible equity of the insured depositesyitution during the assessment period and an
amount the FDIC determines is necessary to edhaddisessments consistent with the risk-based assessystem found in the FDIA.
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On February 7, 2011, the FDIC approved a final thited amended its existing DIF restoration plan iamglemented certain provisions of the Dodd-
Frank Wall Street Reform and Consumer Protection Adis rule, which took effect April 1, 2011, ciged the FDIC's assessment system from
one based on domestic deposits to one based avéhage consolidated total assets of a bank misavérage tangible equity during each quarter.
Under the February 7, 2011 final rule, the totaebassessment rates will vary depending on thedérve ratio. For example, for banks in the
best risk category, the total base assessmenwilhtie between 2.5 -and 9 basis points when tHe fl@kerve ratio is below 1.15 percent, between
1.5 and- 7 basis points when the DIF reserve matietween 1.15 percent and 2 percent, betweed-16dpasis points when the DIF reserve ratio is
between 2 percent and 2.5 percent and betweem@-%aasis points when the DIF reserve ratio3sp2rcent or higher.

Safety and SoundnessThere are a number of obligations and restristiomposed on bank holding companies and their digppsnstitution
subsidiaries by federal law and regulatory pollegttare designed to reduce potential loss expasuhe depositors of such depository institutions
and to the DIF in the event that the depositortituntson is insolvent or is in danger of becomimgalvent. These obligations and restrictions ate no
for the benefit of investors. The FRB’s Regulatigrfor example, generally requires a holding comyptngive the FRB prior notice of any
redemption or repurchase of its own equity se@sitif the consideration to be paid, together Withconsideration paid for any repurchases or
redemptions in the preceding year, is equal to d0%hore of the holding comparsytonsolidated net worth. The FRB may oppose #reséaction i

it believes that the transaction would constituteiasafe or unsound practice or would violate amy dr regulation. Depending upon the
circumstances, the FRB could take the positiongiaging a dividend would constitute an unsafe @oumd banking practice.

Regulators may pursue an administrative actionnagainy bank holding company or national bank whkichates the law, engages in an unsafe or
unsound banking practice or which is about to eega@n unsafe and unsound banking practice. Thenggtrative action could take the form of a
cease and desist proceeding, a removal actionsighanresponsible individuals or, in the case wbkation of law or unsafe and unsound banking
practice, a civil penalty action. A cease and desider, in addition to prohibiting certain actimould also require that certain action be undertak
Under the policies of the FRB, Southern Nationakgpuired to serve as a source of financial stfetggthe Bank and to commit resources to suf
the Bank in circumstances where Southern Nationgihihmot do so otherwise. Notably, the Dodd-Frartt ¢odified the FRB’s “source of strength”
doctrine; this statutory change became effectivdulg 21, 2011. In addition to the foregoing regments, the Dodd-Frank Act’'s new provisions
authorize the FRB to require a company that diyemtlindirectly controls a bank to submit repotattare designed both to assess the ability of
company to comply with its “source of strength”ightions and to enforce the company’s compliandh thiese obligations. As of February 26,
2014, the FRB and other federal banking reguldiax® not yet issued rules implementing this requénmet, though it is understood that regulators
are engaged in a joint effort to produce thesesrule

Capital Requirements.Each of the FRB and the FDIC has issued risk-basddeverage capital guidelines under a two-tipitahframework

applicable to banking organizations that it supssi However, as a result of new regulations thaking regulators recently issued, which are
discussed below, we will be required to begin caosimgl with higher minimum capital requirements agahuary 1, 2015.
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Under the current risk-based capital requiremedasithern National and the Bank are each genegfyired to maintain a minimum ratio of total
capital to risk-weighted assets (including spedaiffcbalance sheet activities, such as standbgrketif credit) of 8%. At least half of the totapial
must be composed of “Tier 1 Capital,” which genlgrebnsists of common shareholders’ equity, ret@iearnings, a limited amount of qualifying
perpetual preferred stock, qualifying trust preddrsecurities and noncontrolling interests in tipgity accounts of consolidated subsidiaries, less
goodwill and certain intangibles. Tier 2 capitahgrally consists of certain hybrid capital insteunts and perpetual debt, mandatory convertible
debt securities and a limited amount of subordthdtebt, qualifying preferred stock, loan loss aliowe and unrealized holding gains on certain
equity securities. In addition, each of the fedemaiking regulatory agencies has established mimifewerage capital requirements for banking
organizations. Under these requirements, bankiggrozations must maintain a minimum ratio of Tierapital to adjusted average quarterly assets
equal to not less than 3% to not less than 4%estiby federal bank regulatory evaluation of areargation’s overall safety and soundness. In sum,
the capital measures used by the federal bankigators are:

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

The risk-based capital standards of each of the &fRBthe FDIC explicitly identify concentrationsavedit risk and the risk arising from non-
traditional activities, as well as an institutiomlility to manage these risks, as important factoibe taken into account by the agency in asgpssi
an institution’s overall capital adequacy. The ta@mjuidelines also provide that an institutionpesure to a decline in the economic value of its
capital due to changes in interest rates be corsldsy the agency as a factor in evaluating a Iognérganization’s capital adequacy.

The federal banking agencies’ risk-based and Igeeratios are minimum supervisory ratios geneigglicable to banking organizations that meet
certain specified criteria. Banking organizations meeting these criteria are expected to operakteocapital positions well above the minimum
ratios. The federal bank regulatory agencies magaggtal requirements for a particular bankingamigation that are higher than the minimum
ratios when circumstances warrant. FRB guidelifes provide that banking organizations experiendaimgrnal growth or making acquisitions will
be expected to maintain strong capital positiotstantially above the minimum supervisory levelghaut significant reliance on intangible ass

In addition to requiring undercapitalized instituts to submit a capital restoration plan, agengulegions contain broad restrictions on certain
activities of undercapitalized institutions inclodiasset growth, acquisitions, branch establishimshiexpansion into new lines of business. With
certain exceptions, an insured depository instituts prohibited from making capital distributioms;luding dividends, and is prohibited from
paying management fees to control persons if thiitition would be undercapitalized after any sdigtribution or payment.

As an institution’s capital decreases, the FDIG®Bement powers become more severe. A significamidercapitalized institution is subject to
mandated capital raising activities, restrictiondrderest rates paid and transactions with afiiaremoval of management and other restrictions.
The FDIC has only very limited discretion in degliwith a critically undercapitalized institutiondhis virtually required to appoint a receiver or
conservator.

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

Revisions to Capital Adequacy Requirements The regulatory capital framework has recentlyngeal as a result of the Dodd-Frank Act and a
separate, international capital initiative knowrfBasel IIl.” Regulators recently issued rules lempenting these requirements (“Revised Capital
Rules”).Among other things, the Revised Capital Rules rdiseminimum thresholds for required capital andse certain aspects of the definiti
and elements of the capital that can be used ifys#tiese required minimum thresholds. While thies became effective on January 1, 2014 for
certain large banking organizations, most bankimgoizations, including Southern National and tla@B have until January 1, 2015 to begin
complying with these new requirements.
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The Revised Capital Rules, among other thingsnifipduce as a new capital measure “Common Equéy I" (“CET1"), (ii) specify that Tier 1
capital consists of CET1 and “Additional Tier 1 tafj instruments meeting specified requiremerity,define CET1 narrowly by requiring that
most adjustments to regulatory capital measuresde to CET1 and not to the other components dfatamd (iv) expand the scope of the
adjustments as compared to existing regulationgh&y the Revised Capital Rules set forth theofeihg minimum capital ratios, which will be
phased in for certain banking organizations, iniclgdsouthern National, beginning January 1, 2015:

4.5 percent CET1 to ri-weighted asset

6.0 percent Tier 1 Capital to r-weighted asset:

8.0 percent Total Capital to r-weighted asset:

4.0 percent Tier 1 leverage ratio to average cafeeld asset:

The Revised Capital Rules also introduce a minimicapital conservation buffer” equal to 2.5% of aganization’s total risk-weighted assets,
which exists in addition to the required minimumTETier 1, and Total Capital ratios identified &boThe “capital conservation buffer” must
consist entirely of CET1 and is designed to absmsbes during periods of economic stress. Thusnwdily phased in on January 1, 2019, the
Revised Capital Rules will require us to maintajnd minimum ratio of CET1 to risk-weighted asseftsit least 4.5%, plus a 2.5% “capital
conservation buffer” (resulting in an effective mmum ratio of CET1 to riskveighted assets of at least 7%), (i) a minimuriorat Tier 1 capital t
risk-weighted assets of at least 6.0%, plus th&alapnservation buffer (resulting in an effectivénimum Tier 1 capital ratio of 8.5%), (iii) a
minimum ratio of total (that is, Tier 1 plus Tiey @apital to risk-weighted assets of at least 8.ps the capital conservation buffer (resultingum
effective minimum total capital ratio of 10.5%) afid) a minimum leverage ratio of 4%, calculatedtasratio of Tier 1 capital to average assets.

Under the Revised Capital Rules, for most bankimgeizations, the most common form of AdditionadfT1 capital will be non-cumulative
perpetual preferred stock, and the most common @drivier 2 capital will be subordinated notes ambetion of the allocation for loan losses, in
each case, subject to certain specific requirensattiorth in the regulation. Under existing talpstandards, the effects of accumulated other
comprehensive income items included in sharehdldegrsty under U.S. GAAP are excluded for the psgmof determining capital ratios. Under
the Revised Capital Rules, the effects of certaoumulated other comprehensive items are not egdludowever, the Revised Capital Rules
permit most banking organizations to make a one-tfection to continue to exclude these items. &ldstion must be made when we file the first
of certain periodic regulatory reports after Jagugr2015.

In addition, under the Revised Capital Rules, aettgbrid securities, such as trust preferred sgeay do not qualify as Tier 1 capital. However
bank holding companies that had assets of lessgb@million as of December 31, 2009, trust preférsecurities issued prior to May 19, 2010 can
be treated as Tier 1 capital to the extent that threnot exceed 25% of Tier 1 capital after theliappion of capital deductions and adjustments.

Prompt Corrective Action. Under Section 38 of the Federal Deposit Insurante(4DIA”), each federal banking agency is reqdite
implement a system of prompt corrective actionifigtitutions that it regulates. The federal banlkéaggncies (including the FRB and the FDIC)
have adopted substantially similar regulationsriplement Section 38 of the FDIA. Section 38 of HBHA and the regulations promulgated
thereunder also specify circumstances under whieli-DIC may reclassify a well-capitalized bank dscuately capitalized and may require an
adequately capitalized bank or an undercapitalimetk to comply with supervisory actions as if ireven the next lower category (except that the
FDIC may not reclassify a significantly undercalizied bank as critically undercapitalized). . Thessholds for each of these categories were
recently revised pursuant to the Revised Capité@®Ruvhich are discussed above. These revisedaraegvill apply to the Bank beginning on
January 1, 2015. Both the existing and the revisaddards are discussed below.
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Under these regulations, insured state banks aignasl to one of the following capital categories:

° “well capitalized” — an insured depository ingtibn is well capitalized if it has a Total Riflased Capital ratio of 10% or greater, a
1 Risk-Based Capital ratio of 6% or greater, afage ratio of 5% or greater, and is not subjeetnty written agreement, order, capital
directive, or prompt corrective action directive dyederal bank regulatory agency to meet and muaiat specific capital level for any
capital measure. Under the Revised Capital Rulsswiil take effect on January 1, 2015, a well-talped institution is one that (i) has
a total risk-based capital ratio of 10 percentraager, (ii) has a Tier 1 risk-based capital rafi@ percent or greater, (iii) has a CET1
capital ratio of 6.5 percent or greater, (iv) hdsverage capital ratio of 5 percent or greatdr(ahis not subject to any order or written
directive to meet and maintain a specific capiskl for any capital measul

° “adequately capitalized” — an insured depositosfitution is adequately capitalized if it has atdl Risk-Based Capital ratio of 8% or
greater, a Tier 1 Risk-Based Capital ratio of 4%mater, and a leverage ratio of 4% or greater3%oin certain circumstancesard is
not well capitalized. Under the Revised CapitaleR, an adequately-capitalized depository ingtituis one that has (i) a total risk
based capital ratio of 8 percent or more, (ii) erTl capital ratio of 6 percent or more, (iii) aTEcapital ratio of 4.5 percent or more,
and (iv) a leverage ratio of 4 percent or m

° “undercapitalized” — an insured depository ingtin is undercapitalized if it has a Total RisksBd Capital ratio of less than 8% or
greater, a Tier 1 Risk-Based Capital ratio of kass 4%, or a leverage ratio of less than 4% (oiir8&ertain circumstances). Under the
Revised Capital Rules, an undercapitalized depysitstitution is one that has (i) a total capitaio of less than 8 percent, (ii) a Tier 1
capital ratio of less than 6 percent, (iii) a CECEbital ratio of less than 4.5 percent, or (iv@eerage ratio of less than 4 perct

° “significantly undercapitalized” — an insured dsftory institution is significantly undercapitadid if it has a Total Risk-Based Capital
ratio of less than 6%, a Tier 1 Risk-Based Capittd of less than 3%, or a leverage ratio of thas 3%. Under the Revised Capital
Rules, a significantly undercapitalized institutisrone that has (i) a total risk-based capitabrat less than 6 percent (ii) a Tier 1
capital ratio of less than 4 percent, (iii) a CE@&fio of less than 3 percent or (iv) a leveragdtabmtio of less than 3 percel

° “critically undercapitalized” — an insured degosy institution is critically undercapitalizedité tangible equity is equal to or less than
2% of tangible assets. (The Revised Capital Rubesall change this standar

The FRB and the FDIC may take various correctit®mas against any undercapitalized bank and ank taat fails to submit an acceptable capital
restoration plan or fails to implement a plan atedfy the FRB or the FDIC. These powers includé abe not limited to, requiring the institution
to be recapitalized, prohibiting asset growth,rietiihg interest rates paid, requiring prior apmbef capital distributions by any bank holding
company that controls the institution, requiringedititure by the institution of its subsidiariesbgrthe holding company of the institution itself,
requiring a new election of directors, and requgjrihe dismissal of directors and officers.

The aggregate liability of the holding company pfiendercapitalized bank is limited to the lesses%f of the institution’s assets at the time it
became undercapitalized or the amount necessagute the institution to be "adequately capitallz€te bank regulators have greater power in
situations where an institution becomes "signifttaror "critically" undercapitalized or fails taubmit a capital restoration plan. For example, a
bank holding company controlling such an institnt@an be required to obtain prior FRB approvalroppsed dividends, or might be required to
consent to a consolidation or to divest the trodilistitution or other affiliates.

23



Brokered Deposit Restrictions. Adequately capitalized institutions (as definedgurposes of the prompt corrective action rulescdbed above)
cannot accept, renew or roll over brokered depesitept with a waiver from the FDIC, and are subjecestrictions on the interest rates that can
be paid on such deposits. Undercapitalized ingiitstmay not accept, renew, or roll over brokereplagits .

Payment of Dividends.Southern National is a legal entity separate astindit from Sonabank. The principal sources ofaagh flow, including
cash flow to pay dividends to its stockholders,divédends that Sonabank pays to its sole sharehdBbuthern National. Statutory and regulatory
limitations apply to Sonabank’s payment of dividenol us as well as to Southern National’s paymédivwidends to its stockholders.

It is the policy of the FRB that bank holding coms should pay cash dividends on common stock autlyf income available over the past year
and only if prospective earnings retention is cstesit with the organizatios’expected future needs and financial conditior gdlicy provides thi
bank holding companies should not maintain a le¥ebsh dividends that undermines the bank holdorgpany’s ability to serve as a source of
strength to its banking subsidiaries.

Under FRB policy, a bank holding company has histdly been required to act as a source of findrsti@ngth to each of its banking subsidiaries.
As described above in the discussion of “Safety @muhdness” requirements, the Dodd-Frank Act ceslifiiis policy as a statutory requirement.
Under this requirement, Southern National is exgtd commit resources to support Sonabank, inogudi times when we may not be in a
financial position to provide such resources. Aapital loans by a bank holding company to any®§itbsidiary banks are subordinate in right of
payment to deposits and to certain other indebtsdogsuch subsidiary banks. As discussed beldank holding company, in certain
circumstances, could be required to guaranteeapitat plan of an undercapitalized banking subsydia

Capital adequacy requirements serve to limit thewarhof dividends that may be paid by Sonabankdddfederal law, the Bank cannot pay a
dividend if, after paying the dividend, the banklwe “undercapitalized.” The bank regulatory ageaanay declare a dividend payment to be
unsafe and unsound even though the Bank wouldragnto meet its capital requirements after thedeind.

The ability of Southern National to pay dividendsiso subject to the provisions of Virginia laiieTpayment of dividends by Southern National
and Sonabank may also be affected by other factoch as the requirement to maintain adequateat@hibve regulatory guidelines. The federal
banking agencies have indicated that paying diddehat deplete a depository institution’s cafitsde to an inadequate level would be an unsafe
and unsound banking practice. Under the FDIClAgpoditory institution may not pay any dividend dypent would cause it to become
undercapitalized or if it already is undercapitatizMoreover, the federal agencies have issuedypstiatements that provide that bank holding
companies and insured banks should generally anhdjvidends out of current operating earnings.

In the event of a bank holding compasiyankruptcy under Chapter 11 of the U.S. Banksu@ide, the trustee will be deemed to have assame

to cure immediately any deficit under any commitingnthe debtor holding company to any of the fatlbanking agencies to maintain the capital
of an insured depository institution. Any claim fmeach of such obligation will generally have ptioover most other unsecured claims.
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Because we are a legal entity separate and distomtour subsidiary Sonabank, our right to papte in the distribution of assets of any
subsidiary upon the subsidiary’s liquidation orrgamization will be subject to the prior claimstioé subsidiary’s creditors. In the event of a
liquidation or other resolution of an insured deforg institution, the claims of depositors andetigeneral or subordinated creditors are entitled t
a priority of payment over the claims of holdersanf/ obligation of the institution to its sharehexs| arising as a result of their status as
shareholders, including any depository institutimiding company (such as us) or any shareholdereaitor thereof.

Privacy. Under the GLBA, financial institutions are requireddisclose their policies for collecting and gating confidential information.
Customers generally may prevent financial institasi from sharing nonpublic personal financial infation with nonaffiliated third parties except
under narrow circumstances, such as the processingnsactions requested by the consumer or whesfirtancial institution is jointly sponsoring
product or service with a nonaffiliated third parydditionally, financial institutions generally maot disclose consumer account numbers to any
nonaffiliated third party for use in telemarketimtiyect mail marketing or other marketing to consusn Financial institutions are further required to
disclose their privacy policies to customers anlgu&inancial institutions, however, will be regeit to comply with state law if it is more proteet

of customer privacy than the GLBA. Sonabank haatdished policies and procedures to assure our kkamepe with all privacy provisions of the
GLBA.

Audit Reports. Insured institutions with total assets of $500 imillor more must submit annual audit reports peghéry independent auditors to
federal and state regulators. In some instancesguHit report of the institution’s holding comparan be used to satisfy this requirement. Auditors
must receive examination reports, supervisory agesgs and reports of enforcement actions. Fottitisths with total assets of $1 billion or more,
financial statements prepared in accordance witleigdly accepted accounting principles, managemesttifications concerning responsibility for
the financial statements, internal controls and g@nce with legal requirements designated by A& and an attestation by the auditor regar
the statements of management relating to the iakeontrols must be submitted. For institutiongwtital assets of more than $3 billion,
independent auditors may be required to reviewtqdgrfinancial statements. The FDICIA requiresttinalependent audit committees be formed,
consisting of outside directors only. The commate&such institutions must include members withezience in banking or financial management,
must have access to outside counsel, and musteiatle representatives of large customers.

Anti-Terrorism and Anti-Money Laundering Legislatio n. A major focus of governmental policy on financiastitutions in recent years has been
aimed at combating money laundering and terransincing. The USA PATRIOT Act of 2001 (the “USA Rat Act”) substantially broadened the
scope of United States anti-money laundering lavgsragulations by imposing significant new comptiamnd due diligence obligations, creating
new crimes and penalties and expanding the extrigetéal jurisdiction of the United States. Thenkncial Crimes Enforcement Network
(“FINCEN?”) of the United States Treasury Departmiess$ issued and, in some cases, proposed a nufiegutations that apply various
requirements of the USA Patriot Act to financiatitutions. These regulations impose obligationgimemncial institutions to maintain appropriate
policies, procedures and controls to detect, prieaed report money laundering and terrorist finag@nd to verify the identity of their customers.
Certain of those regulations impose specific dligatice requirements on financial institutions timtintain correspondent or private banking
relationships with noJ.S. financial institutions or persons. . In aduiti FiNCEN is in the process of establishing neyukations that would requi
financial institutions to obtain beneficial owneigsinformation for certain accounts, however, islyat to establish final regulations on this topic.
Failure of a financial institution to maintain aimiplement adequate programs to combat money laimgdand terrorist financing, or to comply w
all of the relevant laws or regulations, could haggous legal and reputational consequences éangtitution.
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Bank regulators routinely examine institutions dompliance with these anti-money laundering obicget and recently have been active in
imposing “cease and desist” and other regulatodgierand money penalty sanctions against institsitiound to be in violation of these
requirements.

Office of Foreign Assets Control RegulationThe United States has imposed economic sanctiatsftfect transactions with designated foreign
countries, nationals and others. These are tygikalbwn as the “OFAC” rules based on their admiaigin by the U.S. Treasury Department
Office of Foreign Assets Control (“OFAC”). The OFA&iministered sanctions targeting countries takeyndéfferent forms. Generally, however,
they contain one or more of the following elemefi)stestrictions on trade with or investment isanctioned country, including prohibitions aga
direct or indirect imports from and exports to ac@ned country and prohibitions on “U.S. persoasfiaging in financial transactions relating to
making investments in, or providing investmentdedbadvice or assistance to, a sanctioned cousntiy{ii) a blocking of assets in which the
government or specially designated nationals ok#retioned country have an interest, by prohipitiansfers of property subject to U.S.
jurisdiction (including property in the possess@rcontrol of U.S. persons). Blocked assets (prgperty and bank deposits) cannot be paid
withdrawn, set off or transferred in any mannemhwitt a license from OFAC. Failure to comply witle$k sanctions could have serious legal and
reputational consequences.

Virginia Law. Certain state corporation laws may have an tak&over affect. Virginia law restricts transactidretween a Virginia corporation ¢
its affiliates and potential acquirers. The follagiidiscussion summarizes the two Virginia statthas may discourage an attempt to acquire co
of Southern National.

Virginia Code Sections 13.1-725 — 727.1 govern liifed Transactions.” These provisions, with sevexceptions discussed below, require
approval by the holders of at least two-thirdshaf temaining voting shares of material acquisitiansactions between a Virginia corporation and
any holder of more than 10% of any class of itstautding voting shares. Affiliated Transactiondude mergers, share exchanges, material
dispositions of corporate assets not in the orglicaurse of business, any dissolution of the cafion proposed by or on behalf of an interested
shareholder, or any reclassification, includingweerse stock split, recapitalization, or mergethefcorporation with its subsidiaries which incesas
the percentage of voting shares owned benefidigllsgny 10% shareholder by more than 5%.

For three years following the time that a sharedoliecomes an owner of 10% of the outstanding gatirares, a Virginia corporation cannot
engage in an Affiliated Transaction with that sihatder without approval of two-thirds of the votiejares other than those shares beneficially
owned by that shareholder, and majority approvahefdisinterested directors. A disinterested dineis a member of the company’s board of
directors who was (i) a member on the date thesslwdder acquired more than 10%, and (ii) recommeificleelection by, or was elected to fill a
vacancy and received the affirmative vote of, aamiij of the disinterested directors then on thardoAt the expiration of the threear period, th
statute requires approval of Affiliated Transacsidny two-thirds of the voting shares other thars¢éhibeneficially owned by the 10% shareholder.

The principal exceptions to the special voting iemaent apply to transactions proposed after theetlyear period has expired and require either
that the transaction be approved by a majorithefdorporation’s disinterested directors or thatttansaction satisfies the fair-price requirenuént
the statute. In general, the fair-price requirenpeavides that in a twetep acquisition transaction, the 10% shareholdest pay the shareholders
the second step either the same amount of casle @atme amount and type of consideration paiddoiacthe Virginia corporation’s shares in the
first step.
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None ofthe foregoing limitations and special voting requients applies to a transaction with any 10% sleédehwhose acquisition of shares
taking him or her over 10% was approved by a mgjarf the corporation’s disinterested directors.

These provisions were designed to deter certagotas of Virginia corporations. In addition, thatate provides that, by affirmative vote of a
majority of the voting shares other than sharesaaliyy any 10% shareholder, a corporation can atoptmendment to its articles of incorporation
or bylaws providing that the Affiliated Transactsoprovisions shall not apply to the corporationutBern National “opted out” of the Affiliated
Transactions provisions when it incorporated.

Virginia law also provides that shares acquired transaction that would cause the acquiring pé&sating strength to meet or exceed any of the
three thresholds (20%, 333 % or 50%) have no voting rights for those shasaeding that threshold, unless granted by antajmte of shares
not owned by the acquiring person. This provisioypewers an acquiring person to require the Virgaagporation to hold a special meeting of
shareholders to consider the matter within 50 ddiyBe request. Southern National also “opted ofithis provision at the time of its incorporatit

Federal Reserve Monetary PolicyThe Bank will be directly affected by governmentmatary and fiscal policy and by regulatory measures
affecting the banking industry and the economyenegal. The actions of the FRB as the nation’srakhtink can directly affect the money supply
and, in general, affect the lending activities ahks by increasing or decreasing the cost andaditity of funds. An important function of the FRB
is to regulate the national supply of bank creslihong the instruments of monetary policy used leyRRB to implement this objective are open
market operations in United States government g@sjrchanges in the discount rate on member bamowings and changes in reserve
requirements against bank deposits. These meansedan varying combinations to influence ovegatiwth of bank loans, investments and
deposits, and interest rates charged on loansidiopadeposits. The monetary policies of the FRBehaad a significant effect on the operating
results of commercial banks in the past and areeeg to continue to do so in the future; howetrer effects of the various FRB policies on our
future business and earnings cannot be predicted.

Reserve Requirementsln 1980, Congress enacted legislation that imposserve requirements on all depository institutithrat maintain
transaction accounts or nonpersonal time dep®$@V accounts, money market deposit accounts arat ttpes of accounts that permit payments
or transfers to third parties fall within the defion of transaction accounts and are subjectéseireserve requirements, as are any nonpersom
deposits at an institution. For net transactioroants in 2014, the first $13.3 million will be exptiirom reserve requirements. A 3.0% reserve |
will be assessed on net transaction accounts d&B%$nillion to and including $89.0 million. A 1@®reserve ratio will be applied to net
transaction accounts in excess of $89.0 millioresehpercentages are subject to adjustment by tBe FR

Restrictions on Transactions with Affiliates and Irsiders. Transactions between banks and their affiliategeawerned by Sections 23A and 23B
of the Federal Reserve Act. An affiliate of a bamkny bank or entity that controls, is controllsdor is under common control with such bank. In
general, Section 23A imposes limits on the amofistioh transactions to 10% of Sonabank’s capitalksand surplus and requires that such
transactions be secured by designated amount®offigg collateral. It also limits the amount ofvadces to third parties which are collateralize
the securities or obligations of Southern Natiadts subsidiaries. As of July 21, 2011, the Déadnk Act eliminated the exclusion of transact

by a depository institution with its financial sidliary from the 10% of capital limit under Secti®®A for all covered transactions entered into on
or after July 21, 2010. “Covered transactions”adefined by statute to include a loan or extensfocredit, as well as a purchase of securities sue
by an affiliate, a purchase of assets (unless wikerexempted by the FRB) from the affiliate, theeptance of securities issued by the affiliate as
collateral for a loan, and the issuance of a guaeracceptance or letter of credit on behalf cdffiate.
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Affiliate transactions are also subject to Secfi8B of the Federal Reserve Act, which generallpies that certain transactions between Song
and its affiliates be on terms substantially thmegaor at least as favorable to Sonabank, as gresailing at the time for comparable transactions
with or involving other nonaffiliated persons. TRBB has also issued Regulation W, which codifiésrpegulations under Sections 23A and 23B
of the Federal Reserve Act and interpretive guidamith respect to affiliate transactions.

The restrictions on loans to directors, executiffieers, principal shareholders and their relatgeériests (collectively referred to herein as
“insiders”) contained in the Federal Reserve Aat Regulation O apply to all insured institutionsldheir subsidiaries and holding companies.
These restrictions include limits on loans to onadwer and conditions that must be met before sulctan can be made. There is also an aggr.
limitation on all loans to insiders and their refhinterests. These loans cannot exceed the timtitutotal unimpaired capital and surplus, anel th
FDIC may determine that a lesser amount is appateprinsiders are subject to enforcement actionkrfowingly accepting loans in violation of
applicable restrictions.

Concentrated Commercial Real Estate Lending Regulans. In 2006, the federal banking agencies, includirgRbBIC, promulgated guidance
governing financial institutions with concentratioim commercial real estate lending. The guidaeteferth parameters for risk management
practices that are consistent with the level aridreaof a financial institution’s commercial reak&te lending portfolio. The guidance provides that
a bank has a concentration in commercial realetating if (i) total reported loans for constiant land development, and other land represent
100% or more of total capital or (ii) total repatt®ans secured by multifamily and non-farm resi@properties and loans for construction, land
development, and other land represent 300% or ofdal capital and the bank’s commercial reahtstoan portfolio has increased 50% or more
during the prior 36 months. Owner occupied loamsexcluded from this second category. If a conediotn is present, management must employ
heightened risk management practices that addredsltowing key elements: including board and nggmaent oversight and strategic planning,
portfolio management, development of underwrititamdards, risk assessment, review and monitorirmyigfh market analysis and stress testing,
and maintenance of increased capital levels asedetdsupport the level of commercial real esteling.

In October 2009, the federal banking agencies dsadeitional guidance on commercial real estatditenthat emphasizes these considerations anc
also supports prudent loan workouts for finangiatitutions working with commercial real estaterbarers who are experiencing diminished
operating cash flows, depreciated collateral valaeprolonged delays in selling or renting comrangroperties.

In addition, the Dodd-Frank Act contains provisidinat may impact the Bank’s business by reduciegatihount of our commercial real estate
lending and increasing the cost of borrowing, idelg rules relating to risk retention of securitizssets. Section 941 of the Dodd-Frank Act
requires, among other things, that a loan originat@ securitizer of asset-backed securitiesmetgiercentage of the credit risk of securitized
assets. The banking agencies have jointly issyrd@osed rule to implement these requirements efisas a subsequent revision to this proposal,
but have yet to issue final rules.

Cross-Guarantee ProvisionsThe Financial Institutions Reform, Recovery anddeoément Act of 1989 contains a “cross-guaranteevipion

which generally makes commonly controlled insuregdasitory institutions liable to the FDIC for amg$es incurred in connection with the failure
of a commonly controlled depository institution.
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Community Reinvestment Act.Under the Community Reinvestment Act and relatedlagions, depository institutions have a contiguamd
affirmative obligation to assist in meeting thedit@eeds of their market areas, including low aratlerate-income areas, consistent with safe and
sound banking practice. The Community Reinvestmehtrequires the adoption by each institution @@mmunity Reinvestment Act statement
each of its market areas describing the depositstitution’s efforts to assist in its communitgsedit needs. Depository institutions are
periodically examined for compliance with the Conmity Reinvestment Act and are periodically assigrahgs in this regard. Banking regulators
consider a depository institution’s Community Reistment Act rating when reviewing applicationsstablish new branches, undertake new lines
of business, and/or acquire part or all of anotiegository institution. An unsatisfactory ratingicagnificantly delay or even prohibit regulatory
approval of a proposed transaction by a bank hgldempany or its depository institution subsidigrie

The GLBA and federal bank regulators have madeouarchanges to the Community Reinvestment Act. Agrasher changes, Community
Reinvestment Act agreements with private partiestrha disclosed and annual reports must be maabaok’s primary federal regulatory. A bank
holding company will not be permitted to becoménaricial holding company and no new activities atited under the GLBA may be
commenced by a holding company or by a bank firsscibsidiary if any of its bank subsidiaries reediless than a “satisfactory” rating in its
latest Community Reinvestment Act examination. Baek received a “satisfactory” rating in the mastent examination for Community
Reinvestment Act compliance in August 2013.

Fair Lending; Consumer Laws. In addition to the Community Reinvestment Act, otfegleral and state laws regulate various lendiy a
consumer aspects of the banking business. Govetahagencies, including the Department of Housimg drban Development, the Federal Trade
Commission and the Department of Justice, haverbeamncerned that prospective borrowers experidisceimination in their efforts to obtain
loans from depository and other lending institusiofhese agencies have brought litigation agaebsitory institutions alleging discrimination
against borrowers. Many of these suits have bettledein some cases for material sums, shortfofl &rial.

These governmental agencies have clarified whattbasider to be lending discrimination and havecgfed various factors that they will use to
determine the existence of lending discriminatioder the Equal Credit Opportunity Act and the Fiusing Act, including evidence that a lender
discriminated on a prohibited basis, evidence @alander treated applicants differently based ohipited factors in the absence of evidence that
the treatment was the result of prejudice or acions intention to discriminate, and evidence thknder applied an otherwise neutral non-
discriminatory policy uniformly to all applicantsut the practice had a discriminatory effect, usilge® practice could be justified as a business
necessity.

Banks and other depository institutions also algesii to numerous consumer-oriented laws and régnka These laws, which include the Truth in
Lending Act, the Truth in Savings Act, the RealdistSettlement Procedures Act, the Electronic Flindssfer Act, the Equal Credit Opportunity
Act, the Fair Housing Act, the Home Mortgage Discie Act, the Fair Credit Reporting Act and the &ited Funds Availability Act require
compliance by depository institutions with varialisclosure requirements and requirements regultii@gvailability of funds after deposit or the
making of some loans to customers.
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Many of the foregoing laws and regulations are ettio change resulting from the provisions inBoeld-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 ConsumeneEialaProtection (“Bureau”). The Bureau has remh#id the transferred regulations in a new
section of the Code of Federal Regulations anckgan to issue rules to implement provisions ofQbdd-Frank Act. For example, the Bureau
recently issued rules that are likely to impact @msidential mortgage lending practices, and thiglemtial mortgage market generally, including
rules that implement the “ability-to-repay” requitent and provide protection from liability for “difeed mortgages,” as required by the Dodd-
Frank Act. The ability-to-repay rule, which tooKeft on January 10, 2014, requires lenders to densamong other things, income, employment
status, assets, employment, payment amounts, adi bistory before approving a mortgage, and ptesia compliance “safe harbor” for lenders
that issue certain “qualified mortgages.” In aditiit is anticipated that the Bureau will engag@umerous other rulemakings in the near term that
may impact our business, as the Bureau has indith##, in addition to specific statutory mandaieis, working on a wide range of initiatives to
address issues in markets for consumer finanodalymts and services. The Bureau also has brdhdréy to prohibit unfair, deceptive and
abusive acts and practices (“UDAARIN to investigate and penalize financial institosi that violate this prohibition. While the statytlanguage

of the Dodd-Frank Act sets forth the standardsafiis and practices that violate this prohibitiartain aspects of these standards are untested,
which has created some uncertainty regarding hevBtireau will exercise this authority.

The foregoing is only a brief summary of certaitstes, rules, and regulations that may affectt®watNational and the Bank. Numerous other
statutes and regulations also will have an impadhe operations of Southern National and the BS8nkervision, regulation and examination of
banks by the regulatory agencies are intended pitiriar the protection of depositors, not sharetesk.

Legislative Initiatives. In light of current conditions and the possibiliti/continuing weak economic conditions, regulattase increased their
focus on the regulation of financial institutionSrom time to time, various legislative and regoitinitiatives are introduced in Congress andeStat
Legislatures. Such initiatives may change bankiagutes and the operating environment for us amal®ank in substantial and unpredictable
ways. We cannot determine the ultimate effect éimgtpotential legislation, if enacted, or impleniegtregulations with respect thereto, would
have, upon the financial condition or results of operations or the operations of Sonabank. A chamgtatutes, regulations or regulatory policies
applicable to us or Sonabank could have a mateffiatt on the financial condition, results of ofinas or business of our company and Sonabank.

Incentive Compensation. In June 2010, the FRB, OCC and FDIC issued congurgve final guidance on incentive compensatiditigs

intended to ensure that the incentive compensatitinies of banking organizations do not undernthmesafety and soundness of such
organizations by encouraging excessive risk-takimg guidance, which covers all employees that haeebility to materially affect the risk
profile of an organization, either individually as part of a group, is based upon the key prirgigiliat a banking organization’s incentive
compensation arrangements should (i) provide imeesithat do not encourage risk-taking beyond tigamzation’s ability to effectively identify
and manage risks, (ii) be compatible with effectiternal controls and risk management, and (&shpported by strong corporate governance,
including active and effective oversight by theamigation’s board of directors. Also, on Februar2011, the FDIC proposed an interagency rule
to implement certain incentive-based compensaggnirements of the Dodd-Frank Act. Under the psagorule, financial institutions with $1
billion or more in assets would be prohibited froffering incentive-based compensation arrangentbatseencourage inappropriate risk taking by
providing excessive compensation or that may leaddterial financial loss. Regulators have yessué final rules on the topic.

The FRB will review, as part of the regular, rigicfised examination process, the incentive compensatrangements of banking organizations,
such as us, that are not “large, complex bankiggrizations.” These reviews will be tailored toleacganization based on the scope and
complexity of the organization’s activities and fhrevalence of incentive compensation arrangem&htsfindings of the supervisory initiatives

will be included in reports of examination. Defiogées will be incorporated into the organizatiostgervisory ratings, which can affect the
organization’s ability to make acquisitions andeta@ither actions. Enforcement actions may be tagamst a banking organization if its incentive
compensation arrangements, or related risk-managecoatrol or governance processes, pose a riletorganization’s safety and soundness and
the organization is not taking prompt and effectiveasures to correct the deficiencies.
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Enforcement Powers of Federal and State Banking Ageies. The federal banking agencies have broad enforcepmemtrs, including the pow
to terminate deposit insurance, impose substdiriieg and other civil and criminal penalties, apg@int a conservator or receiver. Failure to
comply with applicable laws, regulations, and suary agreements could subject Southern Nationti@Bank and their subsidiaries, as well as
officers, directors, and other institution-affikat parties of these organizations, to administeatanctions and potentially substantial civil money
penalties. In addition to the grounds discussed@althe appropriate federal banking agency mayiapgite FDIC as conservator or receiver for a
banking institution (or the FDIC may appoint itselhder certain circumstances) if any one or méegermumber of circumstances exist, including,
without limitation, the fact that the banking irtstion is undercapitalized and has no reasonalgpeict of becoming adequately capitalized; fai
become adequately capitalized when required tadtags to submit a timely and acceptable capiatoration plan; or materially fails to
implement an accepted capital restoration plan.Mihginia Bureau of Financial Institutions also Hasad enforcement powers over the Bank,
including the power to impose orders, remove offi@nd directors and impose fines.

Future Regulatory Uncertainty. Because federal regulation of financial instituiaanges regularly and is the subject of cont&grglative
debate, we cannot forecast how federal regulatidimancial institutions may change in the futurelampact our operations. Southern National
fully expects that the financial institution indgstvill remain heavily regulated in the near futared that additional laws or regulations may be
adopted further regulating specific banking pradic
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Iltem 1A. Risk Factors

An investment in our common stock involves risks.fdllowing is a description of the material risksd uncertainties that Southern Natiol
believes affect its business and should be coraideefore making an investment in our common stfadttitional risks and uncertainties that we
are unaware of, or that we currently deem immateegbso may become important factors that affecand our business. If any of the risks
described in this Annual Report on Form 10-K weradtually occur, our financial condition, resuti§operations and cash flows could be
materially and adversely affected. If this werdéppen, the value of the common stock could desigmficantly and you could lose all or part of
your investmen

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 uncertaimeeic environment, including generally uncertainditions nationally and locally in our
markets. Financial institutions continue to be e by real estate market conditions that havathetly impacted the credit performance of
mortgage, construction and commercial real estaties and resulted in significant write-downs oketsdy many financial institutions. Concerns
over the stability of the financial markets and #senomy have resulted in decreased lending bydiahinstitutions to their customers and to each
other. We retain direct exposure to the resideatial commercial real estate markets, and we agetaff by these events. Our ability to assess the
creditworthiness of customers and to estimatedbsels inherent in our credit portfolio is made noaeplex by these difficult market and
economic conditions.

If the U.S. economy is unable to steadily emergenfthe recession that began in 2007 or if we egped worsening economic conditions, such
so-called, “double-dip” recession, our lossedad@xceed that which is provided for in our allowaror loan losses and result in the following
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 securnimdaans, especially real estate, which could redustomer borrowing power

While economic conditions in the Commonwealth ofgifiia and the U.S. are showing signs of recoviigre can be no assurance that the
economy will continue to improve. Although there aigns that the real estate market is recovediegressed home sales volumes and financial
stress on borrowers as a result of the weak ecanemviironment, including job losses, could havadwverse effect on our borrowers and/or their
customers, which could adversely affect our businfssancial condition and results of operations.

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 abitiyimplement our business strategy will dependwnability to obtain funding for loan

originations, working capital, possible acquisisand other general corporate purposes. An inghilitaise funds through deposits, borrowings,
securities sold under repurchase agreements, ldhefdaans and other sources could have a sulistaegative effect on our liquidity. We do not
anticipate that our retail and commercial depagilishe sufficient to meet our funding needs in fbeeseeable future. We therefore rely on deposits
obtained through intermediaries, FHLB advancesjriies sold under agreements to repurchase armedl wiolesale funding sources to obtain the
funds necessary to implement our growth strategy.
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Our access to funding sources in amounts adequéiteahce our activities or on terms which are atakle to us could be impaired by factors that
affect us specifically or the financial servicedustry or economy in general, including a decréaslee level of our business activity as a restili o
downturn in the markets in which our loans are eoi@ated or adverse regulatory action against usa®ility to borrow could also be impaired by
factors that are not specific to us, such as aipligm in the financial markets or negative views @xpectations about the prospects for the firzd
services industry in light of the recent turmoitéa by banking organizations and the continuedinility in the credit markets. To the extent we
not successful in obtaining such funding, we wélunable to implement our strategy as planned wtocild have a material adverse effect on our
financial condition, results of operations and ciaWvs.

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

We maintain an investment portfolio that includas, is not limited to, collateralized mortgage ghlions, agency mortgage-backed securities and
pooled trust preferred securities. The market vafuavestments may be affected by factors othen titne underlying performance of the issuer or
composition of the bonds themselves, such as stiogingrades, adverse changes in the businesdelimd a lack of liquidity for resales of
certain investment securities. At each reportingoge we evaluate investments and other asseisfmirment indicators. We may be required to
record additional impairment charges if our invesstits suffer a decline in value that is considetéérethan-temporary. During the year ended
December 31, 2013, we incurred other-than-tempanapairment charges of $3 thousand pre-tax on éweictrust preferred securities

holdings. During the year ended December 31, 2@&Z4ncurred other-than-temporary impairment chaugfeb717 thousand ptex on three of ot
trust preferred securities holdings. During therymaled December 31, 2011, we incurred other-tearporary impairment charges of $329
thousand pre-tax on two of our trust preferred gées holdings. If in future periods we determthat a significant impairment has occurred, we
would be required to charge against earnings thaiterelated portion of the other-than-temporarpainment, which could have a material adverse
effect on our results of operations in the periodshich the write-offs occur.

Our pooled trust preferred securities are partitylaulnerable to the performance of the issuethefsubordinated debentures that are collateral for
the trust preferred securities. Deterioration elthtrust preferred securities can occur becaudefafilts by the issuer of the collateral or beeaf:
deferrals of dividend payments on the securitiasnirous financial institutions have failed and itipairent bank holding companies have filed for
bankruptcy, which has led to defaults in the sulmatgd debentures that collateralize the trusteprefl securities. Further, increased regulatory
pressure has been placed on financial institutiomsaintain capital ratios above the required mimmto be well-capitalized, which often results in
restrictions on dividends, and leads to deferrhtiivadend payments on the trust preferred se@gitMore specifically, the Federal Reserve has
stated that a bank holding company should elimjrdgéer or significantly reduce dividends if (i3 et income available to shareholders for the
four quarters, net of dividends paid, is not sugfit to fully fund the dividends, (ii) its prospe rate of earnings retention is not consistertt s
capital needs or (iii) it is in danger of not megtits minimum regulatory capital adequacy ratide.addition, although interest deferrals are
permitted under the terms of the instruments gamgrthe trust preferred securities, such defeagdstypically limited to 20 consecutive quarterly
periods. As a result, many financial institutidhat commenced deferral periods in 2009 will nagkmbe permitted to defer interest payments this
year, which could result in increased defaultsrasttpreferred securities. Additional defaultstia underlying collateral or deferrals of dividend
payments for these securities could lead to additioharges on these securities and/or other-gvapdrary impairment charges on other trust
preferred securities we own. Finally, proposeduture changes in the regulatory treatment of beghers and holders of trust preferred securities
could have a negative impact on the value of ttaqubtrust preferred securities held in our poitfol
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Downgrades of the U.S. sovereign credit rating ots perceived credit worthiness could have a materiadverse effect on our business,
financial position and results of operations.

The current uncertainty over U.S. fiscal policy kcblkead to future or further downgrades of the @& ereign credit rating by one or more of the
major credit rating agencies. The impact of anyreior further downgrade of the U.S. sovereignitrating or negative perception of the U.S.
government’s creditworthiness could adversely affiee U.S. and global financial markets and ecoearonditions, which may, directly or
indirectly, have adverse effects on our operatieasnings and financial condition Among other tsing credit rating downgrade could adversely
impact the value of the agency mortgage backedisiestheld in our investment portfolio and maygrer requirements that we post additional
collateral for trades relative to these securities.

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 eagmgoutine funding transactions could be advgi
affected by the actions and potential failurestbeofinancial institutions. Financial institutioase interrelated as a result of trading, clearing,
counterparty and other relationships. We have axga® many different industries and counterpartiesl we routinely execute transactions with a
variety of counterparties in the financial servigedustry. As a result, defaults by, or even rumarsoncerns about, the viability of one or more
financial institutions with whom we do businesstlo financial services industry generally, hawkete market-wide liquidity problems and could
lead to losses or defaults by us or by other imstihs. Many of these transactions expose us tiitaisk in the event of default of our counterpart
or client. In addition, our credit risk may be egdwated if the collateral we hold cannot be solpraes that are sufficient for us to recover thié f
amount of our exposure. Any such losses could nadlieand adversely affect our financial conditiand results of operations.

If the goodwill that we record in connection with husiness acquisitions becomes impaired, it could hexa negative impact on our
profitability.

Goodwill represents the amount of acquisition cvgr the fair value of net assets we acquire irptirehase of another entity. We review goodwill
for impairment at least annually, or more frequeiftevents or changes in circumstances indicagectirrying value of the asset might be impaired.
Examples of those events or circumstances incheléallowing:

° significant adverse changes in business clin
. significant changes in credit qualit

° significant unanticipated loss of custome

° significant loss of deposits or loans;

° significant reductions in profitability
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As of December 31, 2013, our goodwill totaled $@ifion. While we have recorded no such impairmemrges since we initially recorded the
goodwill, there can be no assurance that our fuduaduations of goodwill will not result in findisgf impairment and related write-downs, which
may have a material adverse effect on our finamgabition and results of operations.

If our nonperforming assets increase, our earningwill suffer.

At December 31, 2013, our naevered nonperforming assets (which consist of conial loans, loans past due 90 days and accruid@ther rea
estate owned (“OREQ")) totaled $17.4 million, o45% of total non-covered loans and OREO, whichiglecrease of $3.4 million or 16.5%
compared with non-covered nonperforming asset20{8million, or 4.41%, of total non-covered loam OREO at December 31, 2012. At
December 31, 2011, our non-covered non-performasgta were $18.2 million, or 4.30% of non-coversths and OREO.

Although economic and market conditions have impthwe may incur losses if there is an increasmimperforming assets in the future. Our
nonperforming assets adversely affect our net irconvarious ways. We do not record interest incom@onaccrual loans or OREO, thereby
adversely affecting our net interest income, amdeasing loan administration costs. When we takateoal in foreclosures and similar
proceedings, we are required to mark the relatad to the then fair value of the collateral, whighy ultimately result in a loss. We must reserve
for probable losses, which is established througtreent period charge to the provision for loassks as well as from time to time, as appropriate,
write down the value of properties in our OREO fuid to reflect changing market values. Additidgathere are legal fees associated the
resolution of problem assets as well as carryirgjscsuch as taxes, insurance and maintenancedredader OREO. Further, the resolution of
nonperforming assets requires the active involverabmanagement, which can distract them from npooditable activity. Finally, an increase in
the level of nonperforming assets increases oudaggy risk profile. There can be no assuraneére will not experience future increases in
nonperforming assets.

A significant amount of our loans are secured by r@ estate and the weak economic recovery and weaksidential real estate market in our
primary markets could be detrimental to our financial condition and results of operations.

Real estate lending (including commercial, corcdton, land development, and residential loansg) lerge portion of our loan portfolio, constitut
$440.7 million, or approximately 80.7% of our tol@dn portfolio, as of December 31, 2013. Total esstate loans covered under the FDIC loss
sharing agreement amount to $50.5 million. Thedesgial and commercial real estate sectors of tise €conomy experienced an economic
slowdown that continued into 2010 and remains w&alecifically, the values of residential and conui@mreal estate located in our market areas
declined significantly in recent years. Althougltis real estate values have shown modest improvamesntly such improved values may not
continue. If the loans that are collateralized &gl iestate become troubled during a time when rhadwalitions are declining or have declined, then
we may not be able to realize the full value of¢bBateral that we anticipated at the time of mraging the loan, which could require us to inceeas
our provision for loan losses and adversely affectfinancial condition and results of operations.

Current market conditions include an over-suppliaafl, lots, and finished homes in many marketduiing those where we do business. As of
December 31, 2013, $115.3 million, or approximaglyl% of our total loans, were secured by singtaiy residential real estate. This includes
$83.1 million in residential 1-4 family loans an82$2 million in home equity lines of credit. Toghgle-family residential real estate loans covered
under the FDIC loss sharing agreement amount tad$#flion. If housing markets in our market arelsnot steadily improve or deteriorate, we
may experience an increase in nonperforming lgamsjsions for loan losses and charge-offs.
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If the value of real estate in our market areas we 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.

As of December 31, 2013, a significant portiorowof loan portfolio was comprised of loans secung@dmmercial real estate. In the majority of
these loans, real estate was the primary collateraponent. In some cases, and out of an abundédmeaition, we take real estate as security for a
loan even when it is not the primary componentatifateral. The real estate collateral that provithesprimary or an alternate source of repayment
in the event of default may deteriorate in valugrduthe term of the loan as a result of changexonomic conditions, fluctuations in interest sate
and the availability of loans to potential purchrasehanges in tax and other laws and acts of aalfwe are required to liquidate the collateral
securing a loan to satisfy the debt during a pesio@duced real estate values, as in recent yeargarnings and capital could be adversely
affected. We are subject to increased lending fiskise form of loan defaults as a result of thghhtoncentration of real estate lending in our loan
portfolio in the event the real estate market ingifiia and our market area does not exhibit susthimprovement. A weak real estate market in our
primary market areas could have an adverse effeti@demand for new loans, the ability of borramerrepay outstanding loans, the value of real
estate and other collateral securing the loanglandalue of real estate owned by us. If real estalues do not continue to improve or decling it
also more likely that we would be required to irae our allowance for loan losses, which could esdye affect our financial condition and results
of operations.

We are subiject to risks related to our concentratio of construction and land development and commeral real estate loans.

As of December 31, 2013, we had $39.1 million afstauction loans. Construction loans are subjedsis during the construction phase that are
not present in standard residential real estatecaminercial real estate loans. These risks include:

° the viability of the contracto

° the value of the project being subject to succéssiimpletion;

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

Real estate construction loans may involve theulggment of substantial funds with repayment depetdh part, on the success of the ultimate
project rather than the ability of a borrower oatantor to repay the loan and also present riskiefafult in the event of declines in property value
or volatility in the real estate market during tmnstruction phase. Our practice, in the majoritinstances, is to secure the personal guaranty of
individuals in support of our real estate constarctoans which provides us with an additional seusf repayment. As of December 31, 2013, we
had non-covered nonperforming construction and Idgneent loans in the amount of $2.1 million andl$@illion of non-covered assets that have
been foreclosed. If one or more of our larger bees were to default on their construction and teraent loans, and we did not have alternative
sources of repayment through personal guarantesther sources, or if any of the aforementionekkrigere to occur, we could incur significant
losses.
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As of December 31, 2013, we had $286.4 millionahmercial real estate loans, including multi-famigidential loans and loans secured by
farmland, of which $8.1 million is covered by thBIE loss sharing agreement. Commercial real eiatéing typically involves higher loan
principal amounts and the repayment is dependetdrge part, on sufficient income from the prosrsecuring the loan to cover operating
expenses and debt service. Federal bank regulabtingrities issued the Interagency Guidance on €unations in Commercial Real Estate
Lending in December of 2006 to provide guidancerdigg significant concentrations of commercial esgate loans within bank loan portfolios.
The FDIC reiterated this guidance in a letter taficial institutions dated March 17, 2008 (FIL-Z®8) titled “Managing Commercial Real Estate
Concentrations in a Challenging Environment” to irhbanks that their risk management practicescapital levels should be commensurate with
the level and nature of their commercial real estancentration risk.

In October 2009, the federal banking agencies ésadeitional guidance on commercial real estatditenthat emphasizes these considerations anc
also supports prudent loan workouts for finangiatitutions working with commercial real estaterbarers who are experiencing diminished
operating cash flows, depreciated collateral valaeprolonged delays in selling or renting comrangroperties. In addition, the Dodd-Frank Act
contains provisions that may impact the Bank’s hess$ by reducing the amount of our commercialesite lending and increasing the cost of
borrowing, including rules relating to risk retenmtiof securitized assets. Section 941 of the Dedahk Act requires, among other things, that a
originator or a securitizer of asset-backed sdesrietain a percentage of the credit risk of sézed assets. The banking agencies have jointly
issued a proposed rule to implement these requirenfieit have yet to issue final rules. Banks \wither levels of commercial real estate loans
expected to implement improved underwriting, inédrrontrols, risk management policies and portfstiess testing, as well as higher levels of
allowances for loan losses and capital levelsrasalt of commercial real estate lending growth exyglosures. Sonabank’s commercial real estate
loans are below the thresholds identified as sicgit by the regulatory guidance. If there is detation in our commercial real estate portfoliaifc
regulatory authorities conclude that we have ngiémented appropriate risk management policiespaactices, it could adversely affect our
business and result in a requirement of increaapiat levels, and such capital may not be avadlalblthat time.

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

In connection with Sonabank’s assumption of theklm@noperations of Greater Atlantic Bank, the Bamitered into the Agreement, which contains
loss-sharing provisions. Our decisions regardirgféir value of assets acquired, including the FIDK3-sharing assets (referred to herein as the
“covered assets”), could be inaccurate which couddierially and adversely affect our business, fimrcondition, results of operations, and future
prospects. Management makes various assumptionisidgrients about the collectability of the acquileahs, including the creditworthiness of
borrowers and the value of the real estate and aegs®ts serving as collateral for the repaymesteofired loans. In the Greater Atlantic Bank
acquisition, we recorded a loss-sharing assetdfiacts our estimate of the timing and amountubfife losses we anticipate occurring in the
acquired loan portfolio. In determining the sizelwé loss-sharing asset, we analyzed the loangtiortiased on historical loss experience, volume
and classification of loans, volume and trendsalindiuencies and nonaccruals, local economic cimmgdit and other pertinent information.

If our assumptions related to the timing or amafrexpected losses are incorrect, there couldrmgative impact on our operating results.
Increases in the amount of future losses in regptindifferent economic conditions or adverse dgwelents in the acquired loan portfolio may
result in increased credit loss provisions. Chamgesir estimate of the timing of those lossescHjpally if those losses are to occur beyond the
applicable loss-sharing periods, may result in iinmpents of the FDIC indemnification asset.
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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{saring agreements as a prerequisite to
obtaining reimbursement from the FDIC for realitesses on covered assets. The agreements congaifigpletailed and cumbersome
compliance, servicing, notification and reportieguirements, and failure to comply with any of tguirements and guidelines could result in a
specific asset or group of assets permanentlydabiair loss-sharing coverage. Additionally, mamaget may decide to forgo loss-share coverage
on certain assets to allow greater flexibility otteg management of such assets. As of Decemb@0338, $53.9 million, or 7.53%, of our 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 the
written consent of the FDIC. In addition, the Ban&y not assign or otherwise transfer a loss-shagmgement during its term without the prior
written consent of the FDIC. Our failure to complith the terms of the lossharing agreements or to manage the covered asseish a way as -
maintain loss-share coverage on all such assetcamme individual loans or large pools of loanese eligibility for loss share payments from the
FDIC. This could result in material losses.

Changes to government guaranteed loan programs calhffect our SBA business.

Sonabank relies on originating government guarains, in particular those guaranteed by the S&fof December 31, 2013, Sonabank had
$55.6 million of SBA loans, $40.4 million of whidgk guaranteed and $15.2 million is non-guarant8edabank originated $25.4 million, $21.1
million and $34.9 million in SBA loans in the yeansded December 31, 2013, 2012 and 2011, resplgctBanabank sold the guaranteed portions
of some of its SBA loans in the secondary mark@0h2 and 2011 and intends to continue such salésh are a source of non-interest income for
Sonabank, when market conditions are favorablecvieprovide no assurance that Sonabank will betatlentinue originating these loans, that it
will be able to sell the loans in the secondarykegor that it will continue to realize premiumsompany sale of SBA loans.

SBA lending is a federal government created andi@idtared program. As such, legislative and regmatlevelopments can affect the availability
and funding of the program. This dependence omsliye funding and regulatory restrictions fromei to time causes limitations and uncertainties
with regard to the continued funding of such loamih a resulting potential adverse financial imipac our business. Currently, the maximum limit
on individual 7(a) loans which the SBA will perrist$5.0 million. Any reduction in this level couddiversely affect the volume of our business. As
of December 31, 2013, our SBA business constitl®e2% of our total loans. The periodic uncertamityhe SBA program relative to availability,
amounts of funding and the waiver of associated feeates greater risk for our business than de stable aspects of our business.

The federal government presently guarantees 7536% of the principal amount of each qualifying SBAn under the 7(a) program. We can
provide no assurance that the federal governmdhinaintain the SBA program, or if it does, thatBlguaranteed portion will remain at its current
funding level. Furthermore, it is possible that &lmenk could lose its preferred lender status whsighject to certain limitations, allows it to apype
and fund SBA loans without the necessity of hathmgloan approved in advance by the SBA. It is ptsssible the federal government could
reduce the amount of loans which it guaranteeadtition, we are dependent on the expertise opertsonnel who make SBA loans in order to
continue to originate and service SBA loans. Ifase unable to retain qualified employees in tharkjtour income from the origination of SBA
loans could be substantially reduced.
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We are subject to credit quality risks and our credt policies may not be sufficient to avoid losses.

We are subiject to the risk of losses resulting ftbenfailure of borrowers, guarantors and relatadigs to pay interest and principal amounts on
their loans. Although we maintain credit polica® credit underwriting and monitoring and collextprocedures, these policies and procedures
may not prevent losses, particularly during periodshich the local, regional or national econoraffers a general decline. If borrowers fail to
repay their loans, our financial condition and tessof operations would be adversely affected.

We depend on the accuracy and completeness of infoation from customers and counterparties.

In deciding whether to extend credit or enter imifwer transactions, we may rely on information fsmed by or on behalf of customers and
counterparties, including financial statementsditneeports and other financial information. Weynadso rely on representations of those
customers, counterparties or other third partiesh sis independent auditors, as to the accuracg@angleteness of that information. Reliance on
inaccurate or misleading financial statements,itregorts or other financial information could lesa material adverse impact on our business,
financial condition and results of operations.

Failure to maintain an effective system of discloge controls and procedures could have a material a@rse effect on our business, results of
operations and financial condition and could impacthe price of our common stock.

Failure to maintain an effective internal controVEgonment could result in us not being able touaately report our financial results, prevent or
detect fraud, or provide timely and reliable fin@h@nformation pursuant to our reporting obligaitsy which could have a material adverse effect on
our business, financial condition, and resultsp#rations. Further, it could cause our investotete confidence in the financial information we
report, which could affect the trading price of dommon stock.

Management regularly reviews and updates our disctocontrols and procedures, including our infezaatrol over financial reporting. Any
system of controls, however well designed and dpdras based in part on certain assumptions amgiavide only reasonable, not absolute,
assurances that the objectives of the system areAm failure or circumvention of our controls aptbcedures or failure to comply with
regulations related to controls and proceduresdchaVe a material adverse effect on our businesalts of operations and financial condition.

If our allowance for loan losses is not adequate mwover actual loan losses, our earnings will decrse.

As a lender, we are exposed to the risk that otmola@rs may not repay their loans according ta¢hnms of these loans, and the collateral securing
the payment of these loans may be insufficientguee repayment. We make various assumptions agdnjents about the collectibility of our loan
portfolio, including the creditworthiness of thertmwers and the value of the real estate and atbsats serving as collateral for the repayment of
many of our loans. We maintain an allowance fonllmesses to cover any probable inherent loan lasstb& loan portfolio. In determining the size
of the allowance, we rely on a periodic analysiswf loan portfolio, our historical loss experierazel our evaluation of general economic
conditions. If our assumptions prove to be incdroedf we experience significant loan losses, acunrent allowance may not be sufficient to cover
actual loan losses and adjustments may be necdssaligw for different economic conditions or adse developments in our loan portfolio. A
material addition to the allowance for loan lossesld cause our earnings to decrease. Due to ldtévedy unseasoned nature of our loan portfolio,
we cannot assure you that we will not experiencmarease in delinquencies and losses as thesg taatinue to mature.
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In addition, federal regulators periodically review allowance for loan losses and may requir@uisdrease our provision for loan losses or
recognize further charge-offs, based on judgmeiferent than those of our management. Any sigaifidncrease in our allowance for loan losses
or charge-offs required by these regulatory agsnuielld have a material adverse effect on ourtesfibperations and 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 HarVest Bankiafyland on April 27, 2012, the Midlothian BranichRichmond, Virginia on October 1,
2011, the acquisition and assumption of certairtasand liabilities of Greater Atlantic Bank frolretFDIC on December 4, 2009, the acquisitio
a branch of Millennium Bank in Warrenton, Virgiraa September 28, 2009, the acquisition of the Lergsbranch location from Founders
Corporation which opened on February 11, 2008atiuisition of 1st Service Bank in December of 2866 the acquisition of the Clifton Forge
branch of First Community Bancorp, Inc. in Decemife2005. In addition, on January 8, 2014, we anged our entry into an agreement to
acquire Prince George’s FSB, which is headquarterépper Marlboro, Maryland.

We intend to continue pursuing a growth strategyfo business. Our prospects must be consideraghinof the risks, expenses and difficulties
frequently encountered by growing companies suchesontinuing need for infrastructure and perstrthe time and costs inherent in integrating
a series of different operations and the ongoirgeasge of acquiring and staffing new banks or brasicWe may not be able to expand our pres

in our existing markets or successfully enter neavkats and any expansion could adversely affectesuits of operations. Failure to manage our
growth effectively could have a material advergeafon our business, future prospects, finan@abdion or results of operations, and could
adversely affect our ability to successfully impeEmour business strategy. Our ability to grow sastully will depend on a variety of factors,
including the continued availability of desirablesiness opportunities, the competitive responsas fther financial institutions in our market
areas and our ability to manage our growth. Tharebe no assurance of success or the availabilliyamch or bank acquisitions in the future.

We may fail to realize the anticipated benefits othe acquisition of Prince George’s FSB.

The success our acquisition of Prince George’s WiliRlepend on, among other things, our abilityctombine the businesses of Sonabank and
Prince George’s FSB in a manner that permits gragghortunities and does not materially disruptekisting customer relationships of Prince
Georges FSB or result in decreased revenues due to asyfocustomers. If we are not able to successhulyeve these objectives, the anticip:
benefits of the merger may not be realized fullaball or may take longer to realize than expedtenther, it is possible that the integration sz
could result in the disruption of our ongoing besises or cause inconsistencies in standards, pmrocedures and policies that adversely affect
our ability to maintain relationships with customand employees or to achieve the anticipated lteméfthe merger.

Regulatory approvals of the acquisition of Prince ®@orge’s FSB may not be received, may take longerah expected or may impose
conditions that are not presently anticipated or canot be met.

We must obtain approval to acquire Prince Gea§&SB from bank regulatory and other governmenttdaities. These governmental entities r

impose conditions on the granting of such approv&lsh conditions or changes and the process afrotg regulatory approvals could have the
effect of delaying completion of the merger ormpiosing additional costs or limitations on us fallog the merger.
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Future growth or operating results may require us b raise additional capital, but that capital may na be available, be available on
unfavorable terms or may be dilutive.

We and Sonabank are each required by the FedesahReto maintain adequate levels of capital tgsttpur operations. In the event that our
future operating results erode capital, if Sonaldanmkquired to maintain capital in excess of vealpitalized standards, or if we elect to expand
through loan growth or acquisitions, we may be iegito raise additional capital. Our ability tase capital will depend on conditions in the cd|
markets, which are outside our control, and onfimancial performance. Accordingly, we cannot bsusaed of our ability to raise capital on
favorable terms when needed, or at all. If we canmise additional capital when needed, we wilkbbject to increased regulatory supervision and
the imposition of restrictions on our growth andibess. These outcomes could negatively impacaloility to operate or further expand our
operations through acquisitions or the establishmogadditional branches and may result in increas®perating expenses and reductions in
revenues that could have a material adverse affeotur financial condition and results of operasiom addition, in order to raise additional capita
we may need to issue shares of our common stotkvthad dilute the book value of our common stookl aduce our current shareholders’
percentage ownership interest to the extent thayotiparticipate in future offerings.

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, algotleposit insurance fund or by any other
public or private entity. Investment in our comnstack is inherently risky for the reasons desctilvethis “Risk Factors” section and elsewhere in
this report and is subject to the same market foticat affect the price of common stock in any canyp As a result, if you acquire our common
stock, you may lose some or 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 warmt ainprices you find attractive. Our stock
price can fluctuate significantly in response tmaaety of factors including, among other things:

° actual or anticipated variations in quarterly resof operations

° recommendations by securities analy

. operating and stock price performance of other corigs that investors deem comparable tc

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

° perceptions in the marketplace regarding us amfocompetitors

° new technology used, or services offered, by coitgst

° significant acquisitions or business combinatiatsategic partnerships, joint ventures or cagitehmitments by or involving us or

our competitors
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° failure to integrate acquisitions or realize apt#ted benefits from acquisitior
° changes in government regulations;
° geopolitical conditions such as acts or threatewbrism or military conflicts

General market fluctuations, industry factors aedegal economic and political conditions and evensh as economic slowdowns or recessions,
interest rate changes or credit loss trends, calstilcause our stock price to decrease regardiegemting results.

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 in
interest rates are not predictable or controllablee most financial institutions, changes in igrrates can impact our net interest income as wel
as the valuation of our assets and liabilities,chhis the difference between interest earned frisréstearning assets, such as loans and inves
securities, and interest paid on interest-beaiatglities, such as deposits and borrowings. Weeekthat we will periodically experience “gaps” in
the interest rate sensitivities of our assets &fmilities, meaning that either our interd&aring liabilities will be more sensitive to chasgn marke
interest rates than our interest-earning assetscewersa. In either event, if market interes¢sashould move contrary to our position, this “gap
will negatively impact our earnings. Many factamgiact interest rates, including governmental moggdalicies, inflation, recession, changes in
unemployment, the money supply, and internatiorsdrder and instability in domestic and foreigraficial markets.

Based on our analysis of the interest rate seitgiti¥ our assets, an increase in the general lefvigiterest rates may negatively affect the market
value of the portfolio equity, but will positivebffect our net interest income since most of osetsshave floating rates of interest that adjudyfa
quickly to changes in market rates of interest. ifiddally, an increase in interest rates may, amathgr things, reduce the demand for loans and
our ability to originate loans. A decrease in teagral level of interest rates may affect us thipagnong other things, increased prepayments on
our loan and mortgage-backed securities portfaiusincreased competition for deposits. Accordinghanges in the level of market interest rates
affect our net yield on interest-earning assets; lorigination volume, loan and mortgage-backedrtses portfolios, and our overall results.
Although our asset liability management strategyesigned to control our risk from changes in mgiterest rates, it may not be able to prevent
changes in interest rates from having a materiatime effect on our results of operations and firdrrondition.

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

Recent insured depository institution failuresywadl as deterioration in banking and economic ctods, have significantly depleted the FDIC’s
DIF, resulting in a decline in the ratio of resexte insured deposits to historical lows. The FRHicipates that additional insured depository
institutions are likely to fail in the foreseealflture so the reserve ratio may continue to declmaddition, the deposit insurance limit on FDIC
deposit insurance coverage generally has incraasg250,000. These developments have caused theuyons assessed on us by the FDIC to
increase and materially increase our nonintergetese.
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On February 7, 2011, the FDIC approved a final thited amended its existing DIF restoration plan iamglemented certain provisions of the Dodd-
Frank Wall Street Reform and Consumer Protection Aais rule, which took effect April 1, 2011, ctggad the FDICS assessment system from
based on domestic deposits to one based on thageveonsolidated total assets of a bank minusésage tangible equity during each quarter.
Under the February 7, 2011 final rule, the totaebassessment rates will vary depending on theddérve ratio. For example, for banks in the
best risk category, the total base assessmenwilatie between 2.5 and 9 basis points when ther@ierve ratio is below 1.15 percent, betweer
and 7 basis points when the DIF reserve ratiotiwéren 1.15 percent and 2 percent, between 1 angi points when the DIF reserve ratio is
between 2 percent and 2.5 percent and betweem@.5 basis points when the DIF reserve ratio ip2rgent or higher. The new assessment rates
were calculated for the quarter beginning Apri2Q11 and reflected in invoices for assessmentsSeépéember 30, 2011.

For the year ended December 31, 2013, our FDIGanse related costs were $823 thousand comparbds@is thousand and $522 thousand for
the years ended December 31, 2012 and 2011. The FBUrance related costs for 2010 included spasgdssments. We are unable to predict the
impact in future periods, including whether and whaelditional special assessments will occur.

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

Many community banks attract customers based opdtsonal relationships that the bandficers and customers establish with each othdrthe
confidence that the customers have in the offidéies.depend on the performance of Ms. Georgia Sid@eiChairman and Chief Executive Offic
and R. Roderick Porter, President, of our compamy$onabank. Ms. Derrico is a well-known bankesun market areas, having operated a
successful financial institution there for morertia8 years prior to founding our company and Soniabé&/e do not have an employment agreer
with either individual. The loss of the servicesaher of these officers or their failure to penfomanagement functions in the manner anticipated
by our Board of Directors could have a materialeade effect on our business. Our success will perttent upon the Board’s ability to attract and
retain quality personnel, including these officers.

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

Our profitability depends on the general econorieditions in our market areas of Northern Virgitidgryland, Washington D.C., Charlottesville
and Clifton Forge (Alleghany County), Front Roydew Market, Richmond and the surrounding areasikegdrger banks that are more
geographically diversified, we provide banking dinméncial services to clients primarily in theserke areas. As of December 31, 2013,
substantially all of our commercial real estate) estate construction and residential real eftates were made to borrowers in our market area.
The local economic conditions in this area havigaificant impact on our commercial, real estatd aanstruction and consumer loans, the ability
of the borrowers to repay these loans and the \@&ltlee collateral securing these loans. In addjtibthe population or income growth in this
region slows, stops or declines, income levelspditp and housing starts could be adversely affeatel could result in the curtailment of our
expansion, growth and profitability.

Additionally, political conditions could impact oearnings. For example, political debate over theglet, taxes and the potential for reduced
government spending through national sequestratiynadversely impact the economy, and more spebifiocal economic conditions given the
concentration of Federal workers and governmentraotors in our market. Acts or threats of wamdesm, an outbreak of hostilities or other
international or domestic calamities, or otherdasteyond our control could impact these locaheaaic conditions and could negatively affect
financial results of our banking 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 wastesminants, pollutants or other environmentadbtricted substances could be discovered on
our properties or our foreclosed assets (partiuilarthe case of real estate loans). In this ewsetmight be required to remove the substances
the affected properties or to engage in abatentecefdures at our sole cost and expense. Besides lisghle under applicable federal and state
statutes for our own conduct, we may also be liakdd under certain circumstances for actions ofdyeers or other third parties on property that
collateralizes one or more of our loans or on prigpat we own. Potential environmental liabildguld include the cost of remediation and also
damages for any injuries caused to thpedties. We cannot assure you that the cost of vahws abatement would not substantially exceedsthee
of the affected properties or the loans securethbse properties, that we would have adequate riesyadainst prior owners or other responsible
parties or that we would be able to resell theciéfe properties either prior to or following contjme of any such removal or abatement proced:
Any environmental damages on a property would subistly reduce the value of such property as taldd and, as a result, we may suffer a loss
upon collection of the loan.

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

We make loans to professional firms and privateiyed businesses that are considered to be snmakdaum-sized businesses. Small to medium-
sized businesses frequently have smaller marke¢stiaan their competition, may be more vulnerédbkeconomic downturns, often need
substantial additional capital to expand or compeitt may experience substantial volatility in ofiagaresults, any of which may impair a
borrower’s ability to repay a loan. In additionetiuccess of a small and medisined business often depends on the managemaenttaled effort
of one or two persons or a small group of persand,the death, disability or resignation of onenore of these persons could have a material
adverse impact on the business and its abilitgpay our loan. A weak economic recovery and othents that negatively impact our target
markets could cause us to incur substantial lossel®that could materially harm our operating tesul

We are heavily regulated by federal and state agei®s; changes in laws and regulations or failures tocomply with such laws and regulations
may adversely affect our operations and our finanail results.

We and Sonabank are subject to extensive regulatigervision and examination by federal and $tate&ing authorities. Any change in applice
regulations or federal or state legislation cowdg@idha substantial impact on us and Sonabank, an@spective operations. Additional legislation
and regulations may be enacted or adopted in thesfthat could significantly affect our powersttaarity and operations or the powers, authority
and operations of Sonabank, which could have arimbéglverse effect on our financial condition aadults of operations.

Further, bank regulatory authorities have the aitthto bring enforcement actions against bankstaed holding companies for unsafe or unsound
practices in the conduct of their businesses ovifdations of any law, rule or regulation, any digion imposed in writing by the appropriate bank
regulatory agency or any written agreement withatency. Possible enforcement actions againstuld oolude the issuance of a cease-dadisi
order that could be judicially enforced, the impiosi of civil monetary penalties, the issuance icéctives to increase capital or enter into a
strategic transaction, whether by merger or ottswivith a third party, the appointment of a const@r or receiver, the termination of insuranci
deposits, the issuance of removal and prohibitiolers against institution-affiliated parties, ahd enforcement of such actions through injunctions
or restraining orders. The exercise of this reguiatliscretion and power may have a negative impaats.
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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 regulapitat requirements administered by the FederatRes Failure to meet minimum capital
requirements can initiate certain mandatory, ars$indy additional discretionary actions by regulatihat, if undertaken, could have a direct
material effect on Sonabank’s and our compamypnsolidated financial statements. Under capdelhjuacy guidelines and the regulatory frames
for prompt corrective action, Sonabank must meeti§ig capital guidelines that involve quantitativeeasures of Sonabank’s assets, liabilities and
certain off-balance sheet commitments as calculatelér 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 @fTier 1 capital to adjusted total assets, &tsmwvn as the leverage ratio. For Sonabank, Tier 1
capital consists of shareholders’ equity excludingealized gains and losses on certain securi¢ies.a portion of its mortgage servicing asset and
deferred tax asset that is disallowed for capitat. Sonabank, total capital consists of Tier 1 tadpius the allowance for loan and lease lossdess
deduction for low level recourse obligations.

As of December 31, 2013, Sonabank exceeded therdsmguired to be well capitalized with respecltdhree required capital ratios. To be well
capitalized, a bank must generally maintain a legerratio of at least 5%, a Tier 1 risk-based ehpitio of at least 6% and a total risksed capit:
ratio of at least 10%. However, the Federal Reseowdd require Sonabank to increase its capitallge\For example, regulators have recently
required certain banking companies to maintairvarbgge ratio of at least 8% and a total risk-basguital ratio of at least 12%. As of December 31,
2013, Sonabank’s leverage, Tier 1 risk-based dagithtotal risk-based capital ratios were 14.128643% and 19.68%, respectively.

Many factors affect the calculation of Sonabanisk-based assets and its ability to maintain tkiellef capital required to achieve acceptable
capital ratios. For example, changes in risk wéngjst of assets relative to capital and other faatoay combine to increase the amount of risk-
weighted assets in the Tier 1 risk-based capital eand the total risk-based capital ratio. Anyraases in its risk-weighted assets will require a
corresponding increase in its capital to mainta@applicable ratios. In addition, recognized ltses in excess of amounts reserved for such
losses, loan impairments, impairment losses onriesuand other factors will decrease Sonabandgstal, thereby reducing the level of the
applicable ratios.

Sonabank’s failure to remain well capitalized fank regulatory purposes could affect customer denfte, our ability to grow, our costs of funds
and FDIC insurance costs, our ability to pay dindieon our capital stock, our ability to make asijiains, and on our business, results of
operations and financial condition. Under FDIC s, Sonabank ceases to be a well capitalizedutisn for bank regulatory purposes, the inte
rates that it pays on deposits and its abilitydoeat, renew or rollover brokered deposits mayestricted. As of December 31, 2013, we had $40.2
million of brokered deposits, which representeda &f our total deposits.

We will be required to comply with increased reguléory capital requirements.

The capital requirements applicable to Southerrioat and the Bank will change as a result of tleelddFrank Act, the international regulatory
capital initiative known as Basel Il and, coul@ $ubject to further change as a result of additignvernment actions or regulatory
interpretations. Regulators recently issued rutggdementing these requirements (“Revised Capité&®Ru We will be required to begin complyit
with the Revised Capital Rules on January 1, 28b%0ng other things, the Revised Capital Rules rdiseminimum thresholds for required capital
and revise certain aspects of the definitions deehents of the capital that can be used to satigfye required minimum thresholds. The Revised
Capital Rules also introduce a minimum “capital semration buffer” equal to 2.5% of an organizattttal risk-weighted assets, which exists in
addition to the required minimum CETL, Tier 1, arudal Capital ratios that are discussed abov@dpital Requirements -- Revisions to Capital
Adequacy RequirementsComplying with these capital requirements may aféer operations, including our asset portfoliod &nancial
performance.
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We may not be able to successfully compete with afs for business.

The metropolitan statistical area in which we opeersi.considered highly attractive from an econoamnid demographic viewpoint, and is a highly
competitive banking market. We compete for loaepasits and investment dollars with numerous regiand national banks, online divisions of
out-of-market banks and other community bankingtunsons, as well as other kinds of financial ihgions and enterprises, such as securities
firms, insurance companies, savings associatioadjtanions, mortgage brokers and private lendéasy competitors have substantially greater
resources than us, and operate under less strirggariitory environments. The differences in resesiand regulations may make it harder for |
compete profitably, reduce the rates that we cam @aloans and investments, increase the rateawsé offer on deposits and other funds and
adversely affect our overall financial conditiordagarnings.

Provisions of our articles of incorporation and byaws, as well as state and federal banking regulatis, could delay or prevent a takeover of
us by a third party.

Our articles of incorporation and bylaws could gietdefer or prevent a third party from acquiring dsspite the possible benefit to our sharehol
or otherwise adversely affect the price of our canmstock.

Any individual, acting alone or with other individis, who are seeking to acquire, directly or inttige 10.0% or more of our outstanding common
stock must comply with the Change in Bank Controt,Avhich requires prior notice to the Federal Reséor any acquisition. Additionally, any
entity that wants to acquire 5.0% or more of oustanding common stock, or otherwise control usy meed to obtain the prior approval of the
Federal Reserve under the BHCA of 1956, as amerded result, prospective investors in our comntooksneed to be aware of and comply with
those requirements, to the extent applicable.

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

We, like all businesses, are subject to transactsdn which is the risk of loss resulting from hamerror, fraud or unauthorized transactions due to
inadequate or failed internal processes and systmisexternal events that are wholly or partibtlyond our control (including, for example,
computer viruses or electrical or telecommunicationtages). Transaction risk also encompasses @noglrisk, which is the risk of loss from
violations of, or noncompliance with, laws, rulesgulations, prescribed practices or ethical statedalthough we seek to mitigate transaction risk
through a system of internal controls, there candassurance that we will not suffer losses frandgaction risks in the future that may be material
in amount. Any losses resulting from transactiek dould take the form of explicit charges, incegheperational costs, litigation costs, harm to
reputation or forgone opportunities, any and allvbfch could have a material adverse effect onrtass, financial condition and results of
operations.
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We must respond to rapid technological changes arttiese changes may be more difficult or expensiveah anticipated.

If competitors introduce new products and servarabodying new technologies, or if new industry deads and practices emerge, our existing
product and service offerings, technology and systmay become obsolete. Further, if we fail to adoglevelop new technologies or to adapt our
products and services to emerging industry staisdard may lose current and future customers, wiichd have a material adverse effect on our
business, financial condition and results of openat The financial services industry is changiagidly and in order to remain competitive, we
must continue to enhance and improve the functitgrahd features of our products, services andreldgies. These changes may be more diff

or expensive than we anticipate.

The impact of financial reform legislation is uncetain.

The recently enacted Dodd-Frank Wall Street Refanch Consumer Protection Act institutes a wide rasfgeforms that will have an impact on all
financial institutions, including the creation ohaw agency (the Consumer Financial Protection &yrewith centralized authority, including
examination and enforcement authority, for consupnetection in the banking industry. The Act allsdudes, among other things, changes to the
deposit insurance and financial regulatory systembanced bank capital requirements and new reqgeirs designed to protect consumers in
financial transactions. Many of these provisioressubject to rule making procedures and studisail be conducted in the future and the full
effects of the legislation on Southern Nationalragryet be determined. For example, the Bureaudsagd rules, effective January 10, 2014, that
are likely to impact our residential mortgage lendpractices, and the residential mortgage mare¢@lly, including rules that implement the
“ability-to-repay” requirement and provide protectifrom liability for “qualified mortgages,” as reged by the Dodd-Frank Act. Regulations
implementing the Dodd-Frank Act, or any other atpe€ current proposed regulatory or legislativarges to laws applicable to the financial
industry, if enacted or adopted, may impact thditadaility of our business activities or changete@r of our business practices, including our &t
to offer new products, obtain financing, attragbafsts, make loans, and achieve satisfactory istsmreads, and could expose us to additional
costs, including increased compliance costs. Thieaages also may require Southern National tosirsignificant management attention and
resources to make any necessary changes to owtiopsrin order to comply, and could therefore atsderially adversely affect our business,
financial condition, and results of operations.

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

We declared the first cash dividend on our comntooksin February 2012, and each quarter theretiftetigh 2013. We also declared a special
dividend in the fourth quarter of 2012. There areimber of restrictions on our ability to pay derdls. It is the policy of the Federal Reserve that
bank holding companies should pay cash dividendsoamrmon stock only out of income available overghst year and only if prospective
earnings retention is consistent with the orgarnét expected future needs and financial conditidre policy provides that bank holding
companies should not maintain a level of cash divit that undermines the bank holding companyl#yatm serve as a source of strength to its
banking subsidiaries.

Our principal source of funds to pay dividends on @ommon stock is cash dividends that we receiwm fSonabank. The payment of dividends by
Sonabank to us is subject to certain restriction®ised by federal banking laws, regulations andaaittes. The federal banking statutes prohibit
federally insured banks from making any capitafritistions (including a dividend payment) if, afteaking the distribution, the institution would
be “under capitalized” as defined by statute. Iditah, the relevant federal regulatory agencieshauthority to prohibit an insured bank from
engaging in an unsafe or unsound practice, asrdited by the agency, in conducting an activity. pagment of dividends could be deemed to
constitute such an unsafe or unsound practice ndipg on the financial condition of Sonabank. Ratpry authorities could impose
administratively stricter limitations on the abjlibf Sonabank to pay dividends to us if such limiese deemed appropriate to preserve certain
capital adequacy requirements.
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The trading volume in our common stock is less thathat of other larger financial services companies.

Although our common stock is listed for tradingtbe NASDAQ Global Market, the trading volume is laand you are not assured liquidity with
respect to transactions in our common stock. Aipukdding market having the desired charactegsticdepth, liquidity and orderliness depend:
the presence in the marketplace of willing buyers sellers of our common stock at any given tintés presence depends on the individual
decisions of investors and general economic anétehaonditions over which we have no control. Gittes lower trading volume of our common
stock, significant sales of our common stock, erelpectation of these sales, could cause our progd to fall.

Severe weather, natural disasters, climate changagts of war or terrorism and other external eventsould significantly impact our
business.

Severe weather, natural disasters, climate chawge of war or terrorism and other adverse extewmahts could have a significant impact on our
ability to conduct business. Such events coulecafthe stability of our deposit base, impair thiitg of borrowers to repay outstanding loans,
impair the value of collateral securing loans, easignificant property damage, result in loss geraie and/or cause us to incur additional expe
Although management has established disaster recpeécies and procedures, there can be no asseiafithe effectiveness of such policies and
procedures, and the occurrence of any such eveid bave a material adverse effect on our busirdgess)cial condition and results of operations.

Consumers may decide not to use banks to completeefr financial transactions.

Technology and other changes are allowing paie®mplete financial transactions that historicallye involved banks through alternative
methods. For example, consumers can now maintautsfthat would have historically been held as leposits in brokerage accounts or mutual
funds. Consumers can also complete transactiofisapaying bills and/or transferring funds dingetithout the assistance of banks. The process
of eliminating banks as intermediaries could resuthe loss of fee income, as well as the lossustomer deposits and the related income gene
from those deposits. The loss of these revenuam@nd the lower cost deposits as a source of ftmad have a material adverse effect on our
financial condition and results of operations.

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

We rely heavily on communications and informatigatems provided both internally and externally daduct our business. Any failure,
interruption or breach in security of these systésush as a spike in transaction volume, a cyliaclkabr other unforeseen events) could result in
failures or disruptions in our customer relatiopsfmanagement, general ledger, deposit, loan aret syistems. While we have policies and
procedures and service level agreements desigr@eévent or limit the effect of the failure, inteption or security breach of our information
systems, there can be no assurance that any slirkedainterruptions or security breaches will notur or, if they do occur, that they will be
adequately addressed. While we maintain an insarpalicy which we believe provides sufficient coaxge at a manageable expense for an
institution of our size and scope with similar teclogical systems, we cannot assure shareholdatrhils policy would be sufficient to cover all
related financial losses and damages should weiexyge any one or more of our or a third party’stegns failing or experiencing a cyber-
attack. The occurrence of any failures, interiumior security breaches of our information systeawdd damage our reputation, result in a loss of
customer business, subject us to additional regylatcrutiny, or expose us to civil litigation apdssible financial liability, including remediation
costs and increased protection costs, any of wtocid have a material adverse effect on our firelra@indition and results of operations.
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Item 1B. Unresolved Staff Comments

Southern National does not have any unresolveticiafments from the SEC to report for the year dridecember 31, 2013.
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Item 2. — Properties

The following table sets forth the date openedoguaed, ownership status and the total depositsineluding brokered deposits, for each of our
banking locations, as of December 31, 2013:

Date Opened Owned or Deposits
(in

Location or Acquired Leased thousands)
Home Office and Branch:
6830 Old Dominion Drive December 200 Leasec $ 44,15!
McLean, Virginia 2210:
Branch Offices:
511 Main Stree December 200 Owned $ 39,42¢
Clifton Forge, Virginia 2444,
1770 Timberwood Boulevat April 2005 Leasec $ 27,60¢
Charlottesville, Virginia 2291
11527 Sunrise Valley Driv December 200 Leasec $ 25,89
Reston, Virginia 2019
10855 Fairfax Boulevar December 200 Leasec $ 16,00¢
Fairfax, Virginia 2203(
550 Broadview Avenu April 2007 Leasec $ 25,46¢
Warrenton, Virginia 2018
1 East Market Stre: April 2008 Leasec $ 15,43;
Leesburg, Virginia 2017
11 Main Stree September 200 Leasec $ 21,49
Warrenton, Virginia 2018
11834 Rockville Pike December 200 Leasec $ 51,59¢
Rockville, Maryland 2085:
(Relocated to 11200 Rockville Pil
on January 2, 201
1 South Front Royal Avent December 200 Owned $ 39,68¢
Front Royal, Virginia 2263
9484 Congress Stre December 200 Owned $ 36,36¢

New Market, Virginia 2284.
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Date Opened Owned or Deposits
(in

Location or Acquired Leased thousands)
43086 Peacock Market Pla December 200 Leasec $ 19,14,
South Riding, Virginia 2015
10 West Washington Stre May 2011 Leasec $ 6,00z
Middleburg, Virginia 2011"
13804 Hull Street Roa October 201: Owned $ 27,69¢
Midlothian, Virginia 2311z
9707 Medical Center Drive, Suite 1 April 2012 Leasec $ 34,40¢
Rockville, Maryland 2085!
12800 Middlebrook Roa April 2012 Leasec $ 21,35¢
Germantown, Maryland 208’
37 North Market Stree April 2012 Leasec $ 16,31:
Frederick, Maryland 2170C
6719 Leaberry Wa August 2012 Leasec $ 1,90¢
Haymarket, Virginia 2016
7700 Wisconsin Avenu October 201 Leasec $ 30,23(
Bethesda, Maryland 221(
Loan Production Offices:
230 Court Squar March 200E 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 Avenue, N.V April 2005 Leasec NA

Washington, D.C. 2000
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Item 3. - Legal Proceedings

Southern National and Sonabank may, from timente tibe a party to various legal proceedings arisirige ordinary course of business. There
no other proceedings pending, or to managementwlatge, threatened, against Southern NationabnaBank as of December 31, 2013.

Item 4. Mine Safety Disclosures.

Not applicable
PART Il

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 enrthial public offering of its common stock, $Q.par value. The shares of common stock
sold in the offering were registered under the 88es Act of 1933, as amended, on a Registratiatetent (Registration No. 333-136285) that
was declared effective by the Securities and Exgb&@ommission on October 31, 2006. The sharesrofron stock were sold at a price to the
public of $14.00 per share (equivalent to $12.78rahe stock dividend declared in May 2007).

Southern National completed a follam public offering of its common stock in an undetien public offering on November 4, 2009, sel
4,791,665 shares of common stock, including 624%88es sold pursuant to an oedlotment option granted to the underwriter, atiagoof $6.0I
per share. The gross proceeds from the sharesveotd$28.7 million. The net proceeds to Soutidational from the offering were approximat
$26.9 million after deducting $1.3 million in undeiting commission and an estimated $486 thousarathier expenses incurred in connection

the offering.

Southern National's common stock is traded on theddq Global Market under the symbol “SONA”. Oomenon stock began trading on the
Nasdaq Capital Market in November 2006, and thé&xge listing was upgraded to the Nasdaq Globak#dat the open of trading on Decem
18, 2007.

There were 11,590,612 shares of our common staoskamding at the close of business on March 3, 2@hith were held by 149 shareholders of
record.
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The following table presents the high and low irdeyy sales prices and dividends declared for guiameriods during 2013 and 2012:

Market Values Dividends Declared
2013 2012 2013 2012 (1)
High Low High Low
First Quarter $ 12.0C $ 78C $ 6958 $ 6.1C $ 0.05¢C $ 0.01¢
Second Quarter 10.4: 8.71 7.8C 6.6- 0.06( 0.01¢
Third Quarter 10.2¢ 9.1 8.17 7.27 0.07¢ 0.02¢
Fourth Quarter 10.2¢ 9.3C 8.5¢ 7.7¢ 0.07¢ 0.19(C

(1) The dividend declared in the fourth quarte@12 included a special dividend of $0.
Dividend Policy

Dividends are paid at the discretion of our bodrdiectors. While we paid a nonrecurring 10% stdekdend to our holders of common stock in
2007, we declared the first cash dividend on oanroon stock in February 2012 and each quarter tfiergéhrough 2013. The amount and
frequency of dividends, if any, will be determinggour board of directors after consideration af @arnings, capital requirements, our financial
condition and our ability to service any equitydebt obligations senior to our common stock, arltidepend on cash dividends paid to us by our
subsidiary bank. As a result, our ability to patufe dividends will depend on the earnings of Sanébits financial condition and its need for
funds.

There are a number of restrictions on our abibitpay cash dividends. It is the policy of the FRBttbank holding companies should pay cash
dividends on common stock only out of net incomailable over the past year and only if prospecti@mings retention is consistent with the
organization’s expected future needs and finamzadition. The policy provides that bank holdingnganies should not maintain a level of cash
dividends that undermines the bank holding compaability to serve as a source of financial strbrigtits banking subsidiary. For a foreseeable
period of time, our principal source of cash wal thvidends paid by our subsidiary bank with respeds capital stock. There are certain
restrictions on the payment of these dividends mepdy federal and state banking laws, regulatiodsauthorities.

Regulatory authorities could administratively imgdisnitations on the ability of our subsidiary bawkpay dividends to us if such limits were
deemed appropriate to preserve certain capitaliEdggequirements or in the interests of “safety ssundness.”

Recent Sales of Unregistered Securities

None
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Securities Authorized for Issuance under Equity Compensation Plans

As of December 31, 2013, Southern National hadtatng stock options granted under its Stock @pftan, which is approved by its
shareholders. The following table provides infotioraas of December 31, 2013 regarding SoutherioNats equity compensation plans under
which our equity securities are authorized for ésme:

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 securitydrs 631,07! $ 8.21 371,02
Equity compensation plans not approved by sechotglers — — —
Total 631,07! $ 8.21 371,02

Issuer Purchases of Equity Securities
None
Performance Graph

The following chart compares the cumulative totereholder return on Southern National common stlckag the five years ended December 31,
2013, with the cumulative total return of the Rlis8@00 Index and the SNL Bank and Thrift Index foe same period. Dividend reinvestment has
been assumed. This comparison assumes $100 inwes@dcember 31, 2008 in Southern National comntarksthe Russell 2000 Index and the
SNL Bank and Thrift Index. The historical stockgariperformance for Southern National common stbokve on the graph below is not
necessarily indicative of future stock performance.

200¢ 200¢ 201( 2011 2012 2012
Southern National Bancorp of Virgir 100.0( 80.1¢ 84.6% 67.9% 93.4¢ 117.9°
Russell 200! 100.0( 89.3¢ 113.3¢ 108.6: 126.4: 175.4¢
SNL Bank and Thrift Inde 100.0( 60.1¢ 67.1F 52.2% 70.12 96.0]
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Iltem 6. - Selected Financial Data

The following table sets forth selected financialadfor Southern National as of December 31, 20Q382, 2011, 2010 and 2009, and for the years
ended December 31, 2013, 2012, 2011, 2010 and 2009:

2013 2012 2011 2010 2009
(As Restated  (As Restated
(in thousands, except per share amount:

Results of Operations:

Interest incom $ 35,11¢ $ 37,56. $ 3342 % 36,29C $ 23,90¢
Interest expense 4,66¢ 5,82¢ 6,087 8,51: 8,077
Net interest incom 30,44¢ 31,73 27,33¢ 27,77 15,82¢
Provision for loan losses 3,61¢ 6,19¢ 8,49 9,02t 6,53¢
Net interest income after provision for loaades 26,83 25,53¢ 18,84« 18,75: 9,291
Noninterest income (los 1,75: 5,59¢ 2,44: 1,64¢ (5,379
Noninterest expenses 19,29: 21,44¢ 15,19! 14,47 11,27¢
Income (loss) before income ta 9,29/ 9,68¢ 6,09: 5,93( (7,357%)
Income tax expense (benefit) 3,03¢ 3,11¢ 1,69: 1,87¢ (2,677
Net income (loss) $ 6,25¢ $ 6,56¢ $ 4,401 % 4,05 % (4,680
Per Share Data:
Earnings per shar- Basic $ 054 $ 057 $ 03t $ 03 % (0.62)
Earnings per sha- Diluted $ 054 $ 057 $ 03 % 03 $ (0.62)
Cash dividends paid per sh: $ 028 $ 028 % - $ - 3 -
Book value per shai $ 92 $ 89C $ 855 $ 8.14 $ 7.7
Tangible book value per share $ 834 $ 8.0C $ 758 % 712 % 6.6¢
Weighted average shares outstan(- Basic 11,590,33 11,590,21 11,590,21 11,590,21 7,559,96;
Weighted average shares outstanc Diluted 11,627,44 11,596,17 11,591,15 11,592,86 7,559,96;
Shares outstanding at end of per 11,590,61 11,590,21 11,590,21 11,590,21 11,590,21
Selected Performance Ratios and Other Datz
Return on average ass 0.8%% 0.9%% 0.74% 0.67% -1.02%
Return on average equi 5.95% 6.4(% 4.51% 4.31% -6.43%
Yield on earning asse 5.4&% 6.15% 6.2(% 6.57% 5.71%
Cost of funds 0.85% 1.11% 1.31% 1.7% 2.21%
Cost of funds including ncinterest bearing deposi 0.7<% 1.03% 1.22% 1.68% 2.12%
Net interest margil 4.75% 5.1% 5.0€% 5.02% 3.7¢%
Efficiency ratio (2) 60.78% 56.25% 50.1% 48.01% 64.4%
Net charg-offs to average loar 0.6%% 1.04% 1.62% 1.8€% 1.65%
Allowance for loan losses to total r-covered loan 1.472% 1.54% 1.54% 1.52% 1.48%
Stockholder’ equity to total asse 14.8% 14.2% 16.2(% 16.0¢% 14.91%
Financial Condition:
Total asset $ 716,18" $ 723,81: $ 611,37. $ 586,65: $ 604,22
Total loans, net of deferred fe 546,05¢ 530,15: 491,76¢ 463,05¢ 462,78
Total deposit: 540,35¢ 550,97 461,09! 430,97: 455,79:
Stockholder equity 106,61 103,17¢ 99,05 94,33: 90,08t

(1) Tangible book value per share is calculatedilsiding stockholders ’ equity less intangible etssby the number of outstanding shares of

common stock
(2) Efficiency ratio is calculated by dividing naterest expense by the sum of net interest inqaoenoninterest income, excluding any
gains/losses on sales of securities, gains/-downs on OREOQO, gains on acquisitions and gainsatenda loans
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Item 7. — Management’s Discussion and Analysis ofiiancial Condition and Results of Operations

Managemens discussion and analysis is presented to aiceider in understanding and evaluating the finaciatlition and results of operatio
Southern National. This discussion and analyssilshbe read with the consolidated financial staets, the footnotes thereto, and the other fir
data included in this report.

CRITICAL ACCOUNTING POLICIES

Our accounting policies are in accordance with Leherally accepted accounting principles and gaheral practices within the banking indus
Management makes a number of estimates and assmspéiating to reported amounts of assets antlitiie® and the disclosure of contingent
assets and liabilities at the date of the constditiinancial statements and the reported amoudnmtssenues and expenses during periods presentec
Different assumptions in the application of thessthnds or policies could result in material charigesur financial statements. As such, the
following policies are considered “critical accowngt policies” for us.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowesfor probable incurred credit losses. Loandssse charged against the allowance when
management believes the collection of the prindpahlikely. Recoveries of amounts previouslyrgea-off are credited to the

allowance. Management’s determination of the adey of the allowance is based on a three yeaorhiat average net loss experience for each
portfolio segment adjusted for current industry andnomic conditions (referred to as “current fegfpand estimates of their effect on loan
collectability. While management uses availablernfation to estimate losses on loans, future aulditto the allowance may be necessary bas
changes in economic conditions, particularly thaifecting real estate values.

The allowance consists of specific and general aorapts. The specific component relates to loaaisate individually classified as impaired. 1
general component provides for estimated lossasimpaired loans and is based on historical lopggence adjusted for current factors.

A loan is considered impaired when, based on ctinéormation and events, it is probable that SeuttNational will be unable to collect the
scheduled payments of principal or interest whemaficording to the terms of the loan documentakantors considered by management in
determining impairment include payment status atethl value, and the probability of collectingedtled principal and interest payments when
due, among other considerations. Loans that expezimsignificant payment delays and payment saltst§enerally are not classified as impaired.
Management determines the significance of paymelalyd and payment shortfalls on a case-by-cass, ltaking into consideration all of the
circumstances surrounding the loan and the borraneluding the length of the delay, the reasomsHe delay, the borrower’s prior payment
record, and the amount of the shortfall in relatmthe principal and interest owed. Impairmem&sasured on a loan by loan basis for commercial
and construction loans by either the present valxpected future cash flows discounted at tha'toaffective interest rate, the loan’s observable
market price, or the fair value of the collatefahie loan is collateral dependent. Individual aamer and residential loans are evaluated for
impairment based on the aforementioned criteriaedsas regulatory guidelines.
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The general component covers non-impaired loanssapased on historical loss experience adjusteduoent factors. The historical loss
experience is determined by portfolio segment arthsed on the actual net loss history experielbg&buthern National over the most recent t
years. This actual loss experience is adjusteddent factors based on the risks present fdr padfolio segment. These current factors include
consideration of the following: levels of and tderin delinquencies and impaired loans; levelshdftaends in charge-offs and recoveries; trends in
volume and terms of loans; effects of any changeisk selection and underwriting standards; otteemges in lending policies, procedures, and
practices; experience, ability, and depth of legditanagement and other relevant staff; national@ral economic trends and conditions; industry
conditions; and effects of changes in credit cotre¢ions. The following portfolio segments havehédentified: owner occupied commercial real
estate, non-owner occupied commercial real estatestruction and land development, commercial logsdential 1-4 family, multi-family
residential, loans secured by farmland, home edjniég of credit (HELOC) and consumer. While unditing practices in this environment are
more stringent, the bank estimates the effecttefiral factors on future net loss experience todgigible. Management’s estimate of the effect of
current external economic environmental conditionguture net loss experience is significant in@n segments and particularly on loans securec
by real estate including single family 1-4, non-@wvonccupied commercial real estate and construetiohiand development loans. These factors
include excess inventory, generally less demanckdrin part by fewer qualified borrowers and buyerbese considerations have played a
significant role in management’s estimate of thecagcy of the allowance for loan and lease losses.

Accounting for the FDIC Indemnification Asset and Acquired Loans

Southern National acquired loan portfolios throitglacquisitions of Greater Atlantic Bank in 200®lats acquisition of HarVest Bank of Maryle
in 2012. The loans acquired in the Greater AttaBtink transaction are referred to as covered Ibacause of loss protection provided by the
FDIC pursuant to a loss sharing agreement. Téeslacquired in the HarVest Bank of Maryland tratisa are not covered by an FDIC loss
sharing agreement.

The accounting for the covered loans requires SwoatRinancial to estimate the timing and amourtash flows to be collected from these loans at
acquisition, and to periodically update our estesaif the cash flows expected to be collected theelife of the covered loans. Similarly, the
accounting for the FDIC indemnification asset reggiius to estimate the timing and amount of casisfito be received from the FDIC in
reimbursement for losses and expenses relate@ twothered loans; these estimates are directlyerbtatestimates of cash flows to be received |
the covered loans. The estimated cash flows fraDIC indemnification asset are sensitive to clearig the same assumptions that impact
expected cash flows on covered loans. If the amoluiexpected cash flows to be recovered fronHDEC changes, the difference between the
carrying amount of the FDIC indemnification assed $he revised recoverable amount is accreted ortaad over the remaining term of the FDIC
agreement. These estimates are considered tdtibal@ccounting estimates because they involgeiicant judgment and assumptions as to the
amount and timing of cash flows to be collected.

Acquired loans are placed into homogenous poasatisition. At acquisition, the fair value of theols was measured based on the expected casl|
flows to be derived from each pool. The differebetween total contractual payments due and theftagh expected to be received at acquisition
was recognized as natcretable difference. The excess of expectedftash over the recorded fair value of each podhatacquisition is referre

to as the accretable yield and is being recograaddterest income over the life of each pool.

We monitor loan pool activity and performance asd@nditions or expectations change we updatexqpeated cash flows from the pools to
determine whether any material changes have oatinrexpected cash flows that would be indicatifgmpairment or necessitate reclassification
between non-accretable difference and accretablé. ynitial and ongoing cash flow expectationsiporate significant assumptions regarding
prepayment rates, the timing of resolution of lodreqquency of default, delinquency and loss séyenihich is dependent on estimates of
underlying collateral values.
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Prepayment, delinquency and default curves uséateésast pool cash flows are derived from the histb performance of the loan pools. Char
in the assumptions that impact forecasted castsflowld result in a potentially material changéh®amount of the allowance for loan losses or
the rate of accretion on these loans.

Other than Temporary Impairment (“OTTI”) of Investm ent Securities

Management evaluates securities for other-than-eeanp impairment (“OTTI”) on at least a quarterlydis, and more frequently when economic or
market conditions warrant such an evaluation. degurities in an unrealized loss position, managewensiders the extent and duration of the
unrealized loss, and the financial condition anarfierm prospects of the issuer. Management alsesaes whether it intends to sell, or it is more
likely than not that it will be required to sellsacurity in an unrealized loss position befor@vecy of its amortized cost basis. If either of the
criteria regarding intent or requirement to seliist, the entire difference between amortized apdtfair value is recognized as impairment thrc
earnings. For debt securities that do not meeaftveementioned criteria, the amount of impairmisrsplit into two components as follows: 1) O
related to credit loss, which must be recognizetthénincome statement and 2) OTTI related to diéetors, which is recognized in other
comprehensive income. The credit loss is defirsetha difference between the present value ofdbbh iows expected to be collected and the
amortized cost basis. For equity securities, theeeamount of impairment is recognized throughmeays.

In order to determine OTTI for purchased benefititdrests that, on the purchase date, were nbhhigted, Southern National compares the
present value of the remaining cash flows as egtighat the preceding evaluation date to the cumgpécted remaining cash flows. OTTl is
deemed to have occurred if there has been an adeleasge in the remaining expected future castsflow

Goodwill Impairment Assessment

Goodwill is evaluated for impairment on an annuagib or more frequently if events or circumstaneagant. Goodwill is primarily related to the
2006 acquisition of #Service Bank. Our annual assessment timing isiguhie third calendar quarter. For the 2013 assessment, we perforrr
qualitative assessment to determine if it was rfikedy than not that the fair value of our singporting unit is less than its carrying amount. We
concluded that the fair value of our single repartiinit exceeded its carrying amount and that & m@ necessary to perform the two-step test
pursuant to ASC 350-20. Our qualitative assessemmidered many factors including, but not limitedour actual and projected operating
performance and profitability, as well as consitleraof recent bank merger and acquisition trarisaghetrics. No impairment was indicated in
2013 or 2012.

Other Real Estate Owned (OREO)

Assets acquired through, or in lieu of, loan foosdre are held for sale and are initially recoratetthe fair value of the collateral at the date of
foreclosure based on estimates, including someraatdrom third parties, less estimated costs lip establishing a new cost basis. Subsequent to
foreclosure, valuations are periodically perforrbgdnanagement, and the assets are carried atvtiee &f cost or fair value, less estimated costs to
sell. Significant property improvements that enteathe salability of the property are capitalizedh® extent that the carrying value does not ex
estimated realizable value. Legal fees, maintenandeother direct costs of foreclosed propertieseapensed as incurred.
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Due to the judgment involved in estimating fairuabf the properties, accounting for OREO is regams a critical accounting policy. Estimate
value of OREO properties at the date of foreclosueetypically based on real estate appraisal®padd by independent appraisers. These values
are generally updated as appraisals become awailabl

Valuation of Deferred Tax Asset

The provision for income taxes reflects the taeef of the transactions reported in the finarstatements, including taxes currently due as veell a
changes in deferred taxes. Deferred tax assethadnilities represent estimates of the future &@ixum consequences of temporary differences
between carrying amounts and tax bases of assg&@ailities. Deferred tax assets and liabilite/e computed by using currently enacted income
tax rates and applying those rates to the periodgich the deferred tax assets or liabilitiesexpected to be realized or settled. As chang&sxin
laws or rates are enacted, deferred tax asset&ailifies are adjusted through the provision iftcome taxes. As of December 31, 2013 and 2012,
management concluded that it is more likely tharntinat Southern National will generate sufficiemtable income to fully utilize our deferred tax
assets.

OVERVIEW

Southern National Bancorp of Virginia, Inc. (“Soeth National”, “we” or “our”) is the bank holdingpmpany for Sonabank (“Sonabank” or the
“Bank”), a Virginia state chartered bank which coemmoed operations on April 14, 2005. Sonabank casdult-service community banking
operations from locations in Fairfax County (RestdcLean and Fairfax), in Charlottesville, Warrem{@), Loudoun County (Middleburg,
Leesburg (2), and South Riding), Front Royal, Nearlkét, Richmond, Haymarket and Clifton Forge, @ad branches in Maryland (four in
Montgomery County and one in Frederick County) araintains loan production offices in Richmond, Qbigesville, Warrenton and
Fredericksburg. We have administrative offices iari¥nton and an executive office in Georgetown, Mvegon, D.C where senior management is
located.

While we offer a wide range of commercial banksegvices, we focus on making loans secured priynayilcommercial real estate and other types
of secured and unsecured commercial loans to smdlmedium-sized businesses in a number of indssais well as loans to individuals for a
variety of purposes. We are a leading Small Busidesninistration (SBA) lender among Virginia comntyrbanks. We also invest in real estate-
related securities, including collateralized moggabligations and agency mortgage backed seaur@ier principal sources of funds for loans and
investing in securities are deposits and, to altesstent, borrowings. We offer a broad range gidé products, including checking (NOW),
savings, money market accounts and certificatelepbsit. We actively pursue business relationgbypstilizing the business contacts of our senior
management, other bank officers and our directbeseby capitalizing on our knowledge of our locedrket areas .

We completed the acquisition of the HarVest Banklafyland on April 27, 2012, the Midlothian BranichRichmond, Virginia on October 1, 20
and the acquisition and assumption of certain ass®l liabilities of Greater Atlantic Bank from tABIC on December 4, 2009. As part of the
Greater Atlantic acquisition, the Bank and the FBHEered into a loss sharing agreement (the “loasrgy agreement”) on approximately $143.4
million (cost basis) of Greater Atlantic Bank’s etss The Bank will share in the losses on thedaam foreclosed loan collateral with the FDIC as
specified in the loss sharing agreement; we refénése assets collectively as “covered assetsdddlition, on January 8, 2014, we announced our
entry into an agreement to acquire Prince Georg8B, which is headquartered in Upper Marlboro, Nearg.
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RESULTS OF OPERATIONS
Net Income

Net income for the year ended December 31, 20133&zmillion, compared to $6.6 million for the yemded December 31, 2012. A decreas
noninterest expense and a reduction in the praviinloan losses in 2013 as compared to 2012 wffset by a decrease in net interest income and
a decrease in noninterest income primarily relatetie bargain purchase gain on the acquisitiddaof/est Bank in 2012.

Net income for the year ended December 31, 2012p&a&smillion, up from $4.4 million for the yearaed December 31, 2011, due primarily
the bargain purchase gain on the acquisition o¥dsir Bank. Improvement in net interest income ameduction in the provision for loan losses in
2012 as compared to 2011 were partially offsetrbinarease in noninterest expense of approxim&aI9 million.

Net Interest Income

Our operating results depend primarily on our n&grest income, which is the difference betweeerett and dividend income on interest-earning
assets such as loans and investments, and inteqestse on interest-bearing liabilities such assiépand borrowings.

Net interest income was $30.4 million during tharyended December 31, 2013, compared to $31.omiluring the prior year. Average loe
during 2013 were $516.9 million compared to $526ilion last year. The net interest margin was %78 2013, down from 5.19% in 2012. The
primary driver was a reduction in the average y@idoans from 6.70% in 2012 to 6.24% in 2013 asae to respond to ferocious competition in
our marketplace. The GAB loan discount accretiantrdouted $1.7 million to net interest income dgri2013, compared to $3.4 million during
2012. The loan discount accretion on the HarVesikBzortfolio contributed $1.9 million during 201&mpared to $717 thousand during 2012.
Before taking the discount accretion related toG#e& and HarVest acquisitions into account, theinigtrest margin would have been 4.20% in
2013 and 4.52% in 2012. The yield on securitiesetsed 28 basis points, and the cost of interesirtigedeposits declined by 27 basis points year
on year.

Net interest income was $31.7 million during tharyended December 31, 2012, compared to $27.3milliring the prior year. Average loe
during 2012 were $526.4 million compared to $4#filion last year. The average yield on loans iased from 6.55% in 2011 to 6.70% in 2012.
The Greater Atlantic Bank (GAB) loan discount atiore contributed $3.4 million to net interest incemuring 2012, compared to $3.3 million
during 2011. The loan discount accretion on thevidat Bank portfolio contributed $717 thousand dgi2012. Average investment securities
increased by $14.5 million in the year ended De@amifi, 2012, compared to the same period in 20hille whe average yield decreased from
3.77% to 2.99%. Average interest-bearing liabgitier the year ended December 31, 2012 increase@ $illion compared to the same period in
2011. Average interest-bearing deposits increagekbB.2 million, while average borrowings decrealsg&9.0 million compared to 2011. The
average cost of interest-bearing liabilities deseelafrom 1.31% in 2011 to 1.11% in 2012. The awerast of interest-bearing deposits decreased
from 1.23% in 2011, to 1.07% in 2012. The net i¢¢margin was 5.19% in 2012, up slightly from 50i& 2011.
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The following tables detail average balances afregt-earning assets and interest-bearing lias)ithe amount of interest earned/paid on such
assets and liabilities, and the yield/rate forgkeods indicated:

Average Balance Sheets and Net Intere
Analysis For the Years
Ended December 31, 2013, 2012 and 20

2013 2012 2011
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)

Assets
Interes-earning asset:
Loans, net of deferred fees (1) $ 516,92 $ 32,26¢ 6.24% $ 526,37: $ 35,24¢ 6.7% $ 477,63' $ 31,27¢ 6.55%
Investment securitie 83,92( 2,27 271%  65,33¢ 1,95¢ 299% 50,83 1,91« 3.71%
Other earning assets 39,93¢ 57¢ 1.442%  19,50¢ 35¢ 1.84% 11,52t 231 2.0(%
Total earning asset: 640,78! 35,11¢ 5.4¢% 611,21 37,56 6.15% 539,99 33,42: 6.1%
Allowance for loan losse (7,627) (7,179 (6,267)
Intangible assel 10,21 10,83« 11,27¢
Other non-earning assets 61,39" 60,60 52,61(
Total assets $ 704,77. $ 675,47. $ 597,61
Liabilities and stockholder¢

equity
Interes-bearing liabilities;
NOW accountt $ 23,72 58 0.28%$ 19,43 60 0.31%$ 15,89¢ 43 0.27%
Money market accoun 147,31 50t 0.34% 161,04t 1,20z 0.7%% 148,56! 1,28¢ 0.87%
Savings accoun 12,32: 72 0.5% 8,14: 48 0.5% 6,03t 36 0.5%
Time deposits 319,49! 3,412 1.01% 283,50° 3,72¢ 1.31% 233,38 3,61: 1.55%
Total interest-bearing deposits 502,86( 4,047 0.8(% 472,13! 5,03¢ 1.0% 403,88¢ 4,98( 1.23%
Borrowings 46,32: 621 1.3% 52,42 792z 1.51%  61,45¢ 1,107 1.8(%
Total interest-bearing liabilities 549,18: 4,66¢ 0.85% 524,55! 5,82¢ 1.11% 465,34 6,08 1.31%
Noninteres-bearing liabilities;

Demand deposii 44,98¢ 42,24¢ 31,64

Other liabilities 5,35: 6,057 3,03¢
Total liabilites 599,52« 572,85: 500,02¢
Stockholders’ equity 105,24 102,62 97,58¢
Total liabilities and stockholder¢’

equity $ 704,77: $ 675,47. $ 597,61t
Net interest incom $ 30,44¢ $ 31,73 $ 27,33¢
Interest rate spree 4.65% 5.05% 4.88%
Net interest margil 4.75% 5.1% 5.0€%

(1) Includes loan fees in both interest income thedcalculation of the yield on loar
(2) Calculations include n-accruing loans in average loan amounts outstan
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The following table summarizes changes in net @geincome attributable to changes in the volumatefest-bearing assets and liabilities
compared to changes in interest rates. The charigterest, due to both rate and volume, has Ipegportionately allocated between rate and
volume.

Year Ended December 31, 2013 vs. 2C Year Ended December 31, 2012 vs. 2C
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 $ 6239 $ (2,359) $ (2,97 $ 325C % 71 $ 3,96¢
Investment securitie 47€ (160 31€ 14¢ (107) 42
Other earning assets 273 (57) 21€ 14E (A7) 12¢
Total interest-earning assets 12€ (2,579 (2,44%) 3,54 594 4,13¢
Interest-bearing liabilities:

NOW accountt (88) 86 2 10 7 17
Money market accoun (95) (602) (697) 131 (217) (86)
Savings accouni 25 - 25 12 - 12
Time deposits 65¢ (9739 (314 381 (268) 113
Total interest-bearing deposits 501 (1,489 (98¢) 534 (47¢) 56
Borrowings (87) (85) (172) (150 (165) (315)
Total interest-bearing liabilities 414 (1,579 (1,160 384 (643%) (259
Change in net interest income $ (28¢) $ (997 $ (1,28 $ 3,16( $ 1,237 % 4,397

Provision for Loan Losses

The provision for loan losses is a current chaogeatrnings made in order to increase the allow&rdean losses to a level for inherent probable
losses in the loan portfolio based on an evaluaifahe loan portfolio, current economic conditiposanges in the nature and volume of lending,
historical loan experience and other known inteamal external factors affecting loan collectabiligur loan loss allowance is calculated by
segmenting the loan portfolio by loan type and gippl risk factors to each segment. The risk factoe determined by considering historical loss
data, peer data, as well as applying managemeiligrjent.

The provision for loan losses charged to operationthe years ended December 31, 2013, 2012 aht @@s $3.6 million, $6.2 million, and $8.5
million, respectively. We had charge-offs totalty 1 million during 2013, $6.2 million during 201&hd $8.0 million during 2011. There were
recoveries totaling $503 thousand during 2013, $f6Asand during 2012 and $199 thousand during.2@ldddition to a decline in net charge-
offs, we have also witnessed a significant dedlingast due loans and declining non-accrual loans.

The Financial Condition Section of ManagemenDiscussion and Analysis provides information aur ¢oan portfolio, past due loa
nonperforming assets and the allowance for loasems
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Noninterest Income

The following table presents the major categorfasominterest income for the years ended Decembg2@®13, 2012 and 2011 (in thousands):

2013 2012 Change

Account maintenance and deposit service fe: $ 79 % 83z % (39
Income from bank-owned life insurance 592 797 (205)
Gain on sale of SBA loan: - 657 (657)
Bargain purchase gain on acquisitior - 3,48¢ (3,489
Net impairment losses recognized in earning (©)] (717) 714
Gain on sale of securities available for sal 14z 274 (132
Gain on other asset: 13 14 (D]
Other 21€ 254 (38)

Total noninterest income $ 1,75 $ 559t $ (3,849

2012 2011 Change

Account maintenance and deposit service fe: $ 83z % 83z % (1)
Income from bank-owned life insurance 797 1,33¢ (53¢9)
Gain on sale of SBA loan: 657 39t 262
Bargain purchase gain on acquisitior 3,48¢ - 3,48¢
Net impairment losses recognized in earning (717 (329) (38¢)
Gain on sale of securities available for sal 274 - 274
Gain on other asset: 14 - 14
Other 254 207 47

Total noninterest income $ 559 $ 244: $ 3,157

During 2013 noninterest income declined to $1.8iomlfrom $5.6 million in 2012. The decrease résuifrom the bargain purchase gain in 201
$3.5 million from the HarVest transaction. In adzit there were other than temporary impairment {pTharges of $717 thousand in ti
preferred securities during 2012 compared to $8shnd in OTTI charges during 2013. Also, during2€@ie bank sold the guaranteed portior
SBA loans and realized a $657 thousand gain. Indoome bank owned life insurance (“BOLI%ontributed $592 thousand during 2013, comg.
to $797 thousand during 2012 which included a dbattefit.

During 2012, noninterest income increased to $5l6om during 2012 from $2.4 million in 2011. Thecrease resulted from the bargain purc
gain of $3.5 million from the HarVest transactidn. addition, there was an OTTI of $717 thousandrust preferred securities during 2!
compared to $329 thousand in OTTI charges duririd 28Iso, during 2012 the Bank sold the guarantestions of SBA loans and realized a $
thousand gain, and sold SBA pooled securities fiaguin a gain of $287 thousand. Income from banked life insurance (“BOLI"contribute
$797 thousand during 2012, compared to $1.3 mitlioring 2011. Both periods were affected by deaitefits; however, the death benefit rece
in the 2011 period was $800 thousand as compargddbd thousand in the 2012 period.
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Noninterest Expense

The following table presents the major categorfasoninterest expense for the years ended Dece®&ih&013, 2012 and 2011 (in thousands):

2013 2012 Change

Salaries and benefits $ 9,06 $ 7,99 % 1,07C
Occupancy expense 3,06: 2,77¢ 28t
Furniture and equipment expense: 724 621 10¢
Amortization of core deposit intangible 467 89:< (42€)
Virginia franchise tax expense 471 582 (113
FDIC assessmen 82< 56¢ 25¢
Data processing expens 562 634 (72
Telephone and communication expens 684 603 81
Change in FDIC indemnification asse 48: 651 (16€)
Net (gain) loss on other real estate owne (18¢) 2,632 (2,820
Merger expense 35 36C (325)
Other operating expense: 3,10t 3,13 (32

Total noninterest expensi $ 19,29 $ 21,44¢ % (2,157%)

2012 2011 Change

Salaries and benefits $ 7,99 % 6,787 $ 1,20¢
Occupancy expense 2,77¢ 2,24( 53¢
Furniture and equipment expense:! 621 55€ 65
Amortization of core deposit intangible 89: 91¢ (26)
Virginia franchise tax expense 582 68€ (104)
FDIC assessmen 56¢ 522 43
Data processing expens 634 54¢€ 88
Telephone and communication expens 603 392 211
Change in FDIC indemnification asse 651 (99 75C
Net loss on other real estate owne 2,632 297 2,33t
Merger expense 36C - 36C
Other operating expense: 3,13 2,34 79C

Total noninterest expens: $ 21,44¢ $ 15,19: $ 6,25¢€

Noninterest expense was $19.3 million in 2013 caembéo $21.4 million in 2012. During 2013, we sfilee properties from other real estate ow
(OREO) resulting in gains of $1.3 million. We séddir other properties resulting in losses of $3&3usand. We also recognized impairment in the
value of four properties in the amount of $550 gand. During 2012, we recognized net losses in OREling $2.6 million.
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Occupancy and furniture and equipment expenses $88million during 2013, compared to $3.4 millidaring 2012. Of this increase, $413
thousand resulted from operating five additionalnghes, four from the HarVest acquisition and cerogto. In addition, salaries and benefits
expense has increased $1.1 million during 2013 peoed to 2012 due to the HarVest acquisition ahdradditional personnel. Audit and
accounting fees have decreased from $822 thousam®012 to $441 thousand during 2013. Thesg\ieme abnormally high in 2012 because
of the restatement of 2010 and 2009 financial states. This decrease was partially offset by irsgedn foreclosure related expenses.

Noninterest expense was $21.4 million in 2012 caembéo $15.2 million in 2011. During 2012, we recizgd net losses in OREO totaling $
million compared to $297 thousand in 2011. Otherafing expenses include audit and consultingdesh totaled $1.1 million during 2012 for
services related to the restatement as compai®8P® thousand during 2011. Occupancy and furndncbequipment expenses were $3.4 million
during 2012, compared to $2.8 million during 2001 this increase, $392 thousand resulted from ajmgréive additional branches this year. In
addition, salaries and benefits expense has irete®k.2 million during 2012, compared to 2011 assalt of the additional branches. Full-time
equivalent employees have increased from 112 ag¢idber 31, 2011, to 134 at December 31, 2012. In20i®, we reforecasted our expected
recoveries from the FDIC under the Iadsring agreement. Expected losses in the acqoaed are less than previously estimated. THerdifice
between the carrying value and our most recennasti of the FDIC receivable is amortized througtmiegs. Amortization of FDIC
indemnification assets was $651 thousand for 26dpared to accretion of $99 thousand for 2011.

FINANCIAL CONDITION

Total assets were $716.2 million as of Decembe2813, compared to $723.8 million as of December2B12. Total loans increased from $5:
million at the end of December 2012 to $546.1 willat December 31, 2013. The increase in the logtfiofio was achieved despite continu
repayments in the covered portfolio. At December2R113, the loan portfolio included $38.9 milliohleans acquired from HarVest.

Non-covered Loans

Loans that are not covered by the FDIC loss shagrgement are referred to as “non-covered lodmddl non-covered loans, net of deferred fees,
grew from $458.8 million at the end of 2012 to $4Bwhillion at the end of 2013. Owner-occupied cornuiz real estate loans grew 14% from
$93.3 million at year end 2012 to $106.2 milliorite# end of 2013. Non owner-occupied commercall estate loans grew 15% from $130.2
million at year end 2012 to $150.0 million at thelef 2013. Non-real estate commercial loans irs@é®% from $99.1 million at the end of 2012
to $104.3 million at the end of 2013. Constructmml land loans decreased 13% from $44.9 millicheend of 2012 to $39.1 million at year end
2013.

Our residential mortgage loan portfolio increaseaf $61.3 million at December 31, 2012, to $66.8iom at December 31, 2013In the ordinar
course of business Sonabank provides residentigage financing to its business clients.
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Our commercial real estate lending program inclum#h loans closed under the Small Business Adinatisn (“SBA”) 7(a) and 504 loan
programs and loans closed outside of the SBA progithat serve both the investor and owner-occuigigtity market. The 504 loan program is
used to finance long-term fixed assets, primaghl estate and heavy equipment and gives borraeeess to up to 90% financing for a
project. SBA 7(a) loans may be used for the piseldd real estate, construction, renovation orellealsl improvements, as well as machinery,
equipment, furniture, fixtures, inventory and inmsminstances, working capital and debt refinancifige SBA guarantees up to 85% of the loan
balance in the 7(a) program, and start-up busisem®eeligible to participate in the program. Bgr2013 we closed loans totaling $24.3 million
through the SBA'’s 7(a) program and $1.1 million enthe SBA’s 504 program. During 2012 we closed$omtaling $12.8 million through the
SBA's 7(a) program and $8.3 million under the SBBG! program.

Covered Loans

We refer to the loans acquired in the Greater Aidaarcquisition as “covered loans” as we will bemeursed by the FDIC for a substantial portion
of any future losses on them under the terms ofob® sharing agreement.

Covered loans decreased by $19.6 million from $#dilBon at December 31, 2012, to $51.7 milliorDecember 31, 2013, because there were
significant payoffs.

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

Total Total Total
2013 2013 2012 2012 2011 2011

Covered Non-coverec  Amount  Percent Covered Non-coverec Amount Percent Covered Non-coverec Amount Percent

Mortgage loans on real estate

Commercial real estate- owner-occupiec $ 1,60 $ 106,22! $107,82¢ 19.7% $ 4,147 $ 93,28t $ 97,43 18.% $ 4,85, $ 82,45( $ 87,30 17.1%
Commercial real estate- non-owner-
occupied 5,82¢ 150,00¢ 155,83 28.5%  10,24¢ 130,15: 140,39¢ 26.% 11,24: 117,05¢ 128,30: 26.(%
Secured by farmland 10C 50¢ 60¢ 0.1% - 1,47¢ 1,47¢ 0.2% - 1,50¢ 1,50€ 0.2%
Construction and land development 1 39,06¢ 39,06¢ 7.1% 1,261 44,94¢ 46,20° 8.7% 2,88: 39,56¢ 42,44¢ 8.6%
Residential -4 family 16,63! 66,48 83,11 15.2% 21,00¢ 61,31¢ 82,32« 15.5% 25,307 49,28¢ 74,59t 15.1%
Multi - family residential 58t 21,49¢ 22,08: 4.(% 614 18,77« 19,38¢ 3.™% 62¢ 19,55: 20,18: 4.1%
Home equity lines of credit 25,76¢ 6,431 32,20( 5.5% 31,29: 9,17¢ 40,47( 7.6% 35,44. 9,04( 44,48: 9.C%
Total real estate loans 50,51¢ 390,21t 440,73t 80.2% 68,56 359,13t 427,69 80.5% 80,35¢ 318,46: 398,81¢ 80.%
Commercial loans 1,097 104,28 105,38: 19.2% 2,672 99,08: 101,75: 19.2% 2,122 89,93¢ 92,06: 18.71%
Consumer loans 81 1,30¢ 1,38¢ 0.2% 88 1,628 1,711 0.2% 10¢ 1,86¢ 1,97¢ 0.4%
Gross loans 51,69¢ 495,81( 547,50¢ 100.% 71,32 459,84( 531,16: 100.% 82,58¢ 410,26 492,85t 100.(%
Less deferred fee: 5 (1,459 (1,449 7 (1,01) (1,010 - (1,08¢)  (1,088.00)
Loans, net of deferred fee: $ 51,701 $ 494,35 $546,05! $ 71,32¢ $ 458,820 $530,15: $ 82,58t $ 409,18 $ 491,76¢
Total Total
2010 2010 2009 2009

Covered Non-coverec Amount Percent Covered Non-coverec Amount Percent

(in thousands’
(As Restated’

Mortgage loans on real estate

Commercial real estate- owner-occupiec $ 5427 $ 81,48" $ 86,91« 18.7% $ 6,611 $ 76,76 $ 83,37¢ 18.(%
Commercial real estate- non-owner-
occupied 14,50: 76,06¢ 90,57( 19.5% 18,00¢ 63,05¢ 81,06 17.5%%
Secured by farmland - 3,522 3,522 0.8% - 6,471 6,471 1.4%
Construction and land development 3,24¢ 39,48( 42,72¢ 9.2% 3,49¢ 48,00( 51,49¢ 11.1%
Residential 2-4 family 28,73: 58,90( 87,63! 18.<% 33,81t 61,02¢ 94,83¢ 20.5%
Multi - family residential 62¢ 19,177 19,80¢ 4.3% 2,57( 10,72¢ 13,29¢ 2.%%
Home equity lines of credit 40,66 10,53: 51,19 11.(% 44,61( 10,53: 55,14 11.%%
Total real estate loans 93,20: 289,16t 382,36¢ 82.5% 109,11: 276,57 385,68¢ 83.2%
Commercial loans 2,447 76,64« 79,087 17.1% 3,18¢ 70,75° 73,94: 16.(%
Consumer loans 142 2,01( 2,152 0.4% 192 3,52¢ 3,721 0.€%
Gross loan: 95,78¢ 367,82(  463,60¢ 100.(% 112,48¢ 350,86:  463,35: 100.(%
Less deferred fee: - (554) (554) - (564) (564)
Loans, net of deferred fee: $ 95,78t $ 367,26t $463,05: $112,48¢ $  350,29( $462,78

Covered loan losses are reimbursed in accordartbetvé FDIC loss sharing agreements. There aragmeements with the FDIC, one for single
family assets which is a 10 year agreement expiririgecember 2019, and one for non-single famign{mercial) assets which is a 5 year
agreement expiring in December 2014. As shownertable above, approximately 82% of the remainBggets relate to single family assets which
are covered under the 10 year agreement. Our Rizi€hinification asset, the estimate of the expdosslamounts to be reimbursed by the FDIC
has a current carrying value of $5.8 million andeatimated fair value of $4.2 million reflecting averstated FDIC indemnification asset. This
current overstatement, which is primarily due t@iovements in the loss estimates in the singlelfatoivered loans, is being amortized down in
accordance with accounting rules over the lifehefd¢ontract (10 years for single family coverecetgsor the life of the loans, whichever is shorter
As we enter the last year of our commercial losgialj agreement, there is also the risk that wienat be able to resolve some of the impaired
commercial credits and OREO prior to the expiratibthe non-single family (5 year) agreement. i§ there to occur, we could record additional
impairment to our FDIC indemnification asset in #idd to the current amortization at the end ofdilsyear 2014.
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As of December 31, 2013, substantially all non-cesteand covered loans were to customers locat@@gmia and Maryland. We are not
dependent on any single customer or group of cuat®mhose insolvency would have a material adveffeet on our operations.

At December 31, 2013 we had $107.8 million in cedeand non-covered owner-occupied commercial statesloans, and we had $178.5 million
in covered and non-covered non-owner occupied cawialgeal estate loans including multi-family mesitial loans and loans secured by
farmland.

The following table sets forth the contractual migguranges of the covered and non-covered commleacid construction and land development
loan portfolio and the amount of those loans wiited and floating interest rates in each matuatyge as of December 31, 2013 (in thousands):

After 1 Year
Through 5 Year. After 5 Years
One Yeal Fixed Floating Fixed Floating
or Less Rate Rate Rate Rate Total
Construction and land developmt $ 16,43: $ 18,23¢ $ 3407 $ 752 $ 237 $ 39,06¢
Commercial 37,54¢ 19,52( 19,58t 2,071 26,65 105,38:
Total $ 53,98: $ 37,75¢ $ 22,99: $ 2,827 % 26,89¢ $ 144,45(

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 v
we are uncertain whether the borrower can satigfycontractual terms of the loan agreement. Cagiments received while a loan is categorized
as nonaccrual will be recorded as a reductioniotjpal as long as doubt exists as to future ctittes.

We maintain updated appraisals on loans secureddbestate, particularly those categorized as edopning loans and potential problem

loans. In instances where appraisals reflect rdigollateral values, we make an evaluation obtireower’s overall financial condition to
determine the need, if any, for possible speaifipairment or write-down to their net realizableues. If foreclosure occurs, we record other real
estate owned at the lower of our recorded investinethe loan or fair value less our estimated tstsell.

Our loss and delinquency experience on our loatfgiar has been limited by a number of factors)uking our underwriting standards and the

relatively short period of time since the loanseveriginated. Whether our loss and delinquencyeegpce in the area of our portfolio will increase
significantly depends upon the value of the retdtessecuring loans and economic factors sucheaguérall economy of the region.
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The following table presents a comparison of noneced nonperforming assets as of December 31hdinsands):

2013 2012 2011 2010 2009
(As Restated  (As Restated

Nonaccrual loans $ 781. 3 7,62¢ $ 4541 % 9,58t $ 5,73¢
Loans past due 90 days and accruing intere - - 32 - -

Total nonperforming loans 7,814 7,62¢ 4,57: 9,58t 5,73¢
Other real estate ownec 9,57¢ 13,20( 13,62( 3,901 2,79¢

Total nonperforming assets $ 17,39:  $ 20,82¢ $ 18,19: $ 13,48¢ $ 8,53(
SBA guaranteed amounts included in nonaccrual loan $ 185 % 2,607 $ 2,46z % 1,41C % 1,54¢
Allowance for non-covered loan losses t
nonperforming loans 90.0¢% 91.3% 137.6(% 58.41% 90.2(%
Allowance for non-covered loan losses to total nc-
covered loans 1.42% 1.52% 1.54% 1.52% 1.4¢%
Nonperforming assets to total no-covered asset 2.62% 3.2(% 3.4% 2.7% 1.7/%
Nonperforming assets excluding SBA guaranteed loat

to total nor-covered asset 2.35% 2.8(% 2.98% 2.4e% 1.42%
Nonperforming assets to total no-covered loans anc
OREO 3.45% 4.41% 4.3(% 3.62% 2.42%
Nonperforming assets excluding SBA guaranteed loat

to total nor-covered loans and OREC 3.08% 3.8% 3.72% 3.25% 1.9¢%

Covered nonperforming assets are not includederighle above because the carrying value includgesngonent for credit losses (the
nonaccretable yield).

As of December 31, 2013 and 2012, loans modifiedombled debt restructurings were as follows:

December 31, 20: December 31, 20:

Residential -4 family $ 522t $ 2,83(
Commercial real esta- owner occupiel 70¢ -
Construction and land loans - 1,497
Total troubled debt restructurings $ 5,93: $ 4,32

We refinanced 15 loans to one borrower totalin@ $8illion secured by single family 1-4 residenpiabperties with a loan in the amount of $5.2
million secured by a first deed of trust on theganties and a loan in the amount of $663 thousaadred by a second deed of trust on the
properties which was charged off as of DecembeRB13. There is no commitment to lend additionalds to this borrower.

As of December 31, 2013, we had one commerciale®tate owneoccupied loan modified in a troubled debt restrringuwith an unpaid principe
balance of $708 thousand which was restructure@dycing the principal portion of the contractuahpipal and interest payment without
modifying the interest rate. This loan is 39-days delinquent as of December 31, 2013. Tlsane additional commitment to lend to this borrox
It is Sonabank’s practice to concurrently chardgecofiateral dependent loans at the time loan immpant is recognized. Charge offs on loans
individually evaluated for impairment totaled apgrately $1.2 million during 2013 .
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The following table presents covered nonperfornaiagets as of December 31, (in thousands):

2013 2012 2011 2010 2009
Nonaccrual loans $ 1,62: $ 3,56¢ $ 3,34C % 2,04¢ % 5,08(
Loans past due 90 days and accruing intere - - 13€ 234 -
Total nonperforming loans 1,622 3,56¢ 3,47¢ 2,28: 5,08(
Other real estate ownec 2,218 63€ 63€ 67€ 74C
Total nonperforming assets $ 3,83 % 4,208 $ 4,112 $ 2,95¢ % 5,82(

Allowance for Loan Losses

We are very focused on the asset quality of our foatfolio, both before and after the loan is maWée have established underwriting standards
that we believe are effective in maintaining higedit quality in our loan portfolio. We have exigerced loan officers who take personal
responsibility for the loans they underwrite, angliag credit committee that reviews each loan apfibn carefully, and a requirement that loans
that are 60% or more of our legal lending limit tniis approved by three executive members of ondstg credit committee and the full Board of
Directors or two outside directors.

Our allowance for loan losses is established thiaigarges to earnings in the form of a provisiaridan losses. Management evaluates the
allowance at least quarterly. In addition, on artgrly basis our board of directors reviews oanlportfolio, evaluates credit quality, reviews the
loan loss provision and the allowance for loan keade losses and makes changes as may be requiredaluating the allowance, management
the Board of Directors consider the growth, comjpmsiand industry diversification of the portfolieistorical loan loss experience, current
delinquency levels and all other known factorsctffey loan collectability.

The allowance for loan losses represents manag&ngstimate of an amount appropriate to providegfobable incurred losses in the loan
portfolio in the normal course of business. Thismate is based on average historical lossesmiitie various loan types that compose our
portfolio as well as an estimate of the effect thtaer known factors such as the economic enviromvéhin our market area will have on net
losses. Due to the uncertainty of risks in the Iparifolio, we have established an unallocatedipomf the allowance which management believes
is prudent and consistent with regulatory requinetsie The allowance is also subject to regulategm@nations and determination by the regula
agencies as to the appropriate level of the alle@an

Our loan review program is conducted by the Chigkfficer and a third party consultant who repdirectly to the Audit Committee of the
Board of Directors. In 2013, more than 50% of tbe-eonsumer and non-residential loan portfolio @unding as of December 31, 2012 was
reviewed by the third party consultant, and ano8®86 was done by internal loan review. In 2014 ples to have the third party consultant review
at least 50% of the non-consumer and non-residdoéia portfolio outstanding as of December 31,2Ind another 30% will be done by internal
loan review. The purpose of loan review is to vatidmanagement’s assessment of risk of the indiVidans in the portfolio and to determine
whether the loan was approved, underwritten abeiisg monitored in accordance with the bank’s ¢nediicy and regulatory

guidance. Management'’s risk assessment of indivibans takes into consideration among other factbe estimated value of the underlying
collateral, the borrower’s ability to repay, therfmover's payment history and current payment status
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The following table presents an analysis of thevedince for covered and non-covered loan lossethégperiods indicated (in thousands):

For the Year Endec For the Year Endec For the Year Endec For the Year Endec For the Year Endec
December 31, 201. December 31, 201.  December 31, 201 December 31, 2011 December 31, 200

(As Restated)

Balance, beginning of

period $ 7,066 $ 6,29t $ 559¢ $ 5172 $ 4,21¢
Provision charged to
operations 3,61¢ 6,19¢ 8,49: 9,02t 6,53¢
Recoveries credited tc
allowance 464 782 19¢ 167 157
Total 11,14¢ 13,27: 14,29( 14,36¢ 10,91:
Loans charged off:
Real estate- commercial 19¢ 1,331 1,162 1,65( 79C
Real estate-
construction, land and
other 65C 2,11¢ 46C 3,71¢ -
Real estate- residential
1-4 family 77€ 1,071 2,341 2,03¢ 1,08¢
Commercial 2,28¢ 1,67¢ 3,97¢ 1,27¢ 3,852
Consumer 144 9 56 81 13
Total loans charged of 4,05¢ 6,20¢ 7,99t 8,76t 5,741
Balance, end of perioc $ 7,09C $ 7,066 $ 6,298 $ 559¢ $ 5,172
Net charge-offs to average
loans, net
of unearned income 0.6%% 1.0%% 1.62% 1.8€% 1.65%

Please refer to “Item 8 —. Financial StatementsSunplementary Data”, Footnote 3, for informatiegarding the allocation of the allowance for
loan losses among various categories of loans.

We believe that the allowance for loan losses aebder 31, 2013 is sufficient to absorb probalderired credit losses in our loan portfolio based
on our assessment of all known factors affectirgctllectability of our loan portfolio. Our assemsit involves uncertainty and judgment;
therefore, the adequacy of the allowance for loasds cannot be determined with precision and raaybject to change in future periods. In
addition, bank regulatory authorities, as partheifrt periodic examination, may require additiorfages to the provision for loan losses in future
periods if the results of their reviews warrantitidds to the allowance for loan losses.

Investment Securities

Our securities portfolio provides us with requitieglidity and securities to pledge as collateraldertain governmental deposits and borrowed
funds.

Our securities portfolio is managed by our presiderd our treasurer, both of whom have signifieaqerience in this area, with the concurrenc
our Asset/Liability Committee. In addition to ouregident (who is chairman of the Asset/Liabilityr@uittee) and our treasurer, this committee is
comprised of two outside directors. Investment ngangent is performed in accordance with our investrpelicy, which is approved annually by
the Asset/Liability Committee and the Board of Riars. Our investment policy addresses our investrsieategies, approval process, approved
securities dealers and authorized investmentsir@astment policy authorizes us to invest in:

e Government National Mortgage Association (GNMPgderal National Mortgage Association (FNMA) and Bederal Home Loan
Mortgage Corporation (FHLMC) mortge-backed securities (MBS

Collateralized mortgage obligatio

Treasury securitie

SBA guaranteed loan poc

Agency securitie
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e Obligations of states and political subdivisic

e Pooled trust preferred securities comprisedmframum of 80% bank collateral with an investmerddg rating or a minimum of 60%
bank collateral with a AAA rating at purche

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

Mortgage-backed securities are securities that haee developed by pooling a number of real egtatégages and which are principally issued by
government sponsored entities (GSE’s) such as MdA; FNMA and FHLMC. These securities are deemeHawge high credit ratings, and
minimum regular monthly cash flows of principal anterest are guaranteed by the issuing agencies.

Unlike U.S. Treasury and U.S. government agencyritegs, which have a lump sum payment at matunitgrtgage-backed securities provide cash
flows from regular principal and interest paymeantsl principal prepayments throughout the liveshefgecurities. Mortgage-backed securities
which are purchased at a premium will generallyesiudecreasing net yields as interest rates dropuse homeowners tend to refinance their
mortgages. Thus, the premium paid must be amortizeda shorter period. Conversely, mortgage-baskedrities purchased at a discount will
obtain higher net yields in a decreasing interats environment. As interest rates rise, the opgedll generally be true. During a period of
increasing interest rates, fixed rate mortgage-dddecurities do not tend to experience heavy gregats of principal, and consequently the
average life of these securities will be lengthenidnterest rates begin to fall, prepaymentd imtrease.

Collateralized mortgage obligations (CMOs) are tsothait are backed by pools of mortgages. The maoide GNMA, FNMA or FHLMC pools ¢
they can be private-label pools. The CMOs are aesigo that the mortgage collateral will generatash flow sufficient to provide for the timely
repayment of the bonds. The mortgage collateral gao be structured to accommodate various debimed repayment schedules, provided tha
collateral cash flow is adequate to meet schedubed payments. This is accomplished by dividingltbieds into classes to which payments on the
underlying mortgage pools are allocated. The boodsh flow, for example, can be dedicated to oassobf bondholders at a time, thereby
increasing call protection to bondholders. In pieviabel CMOs, losses on underlying mortgages meeted to the most junior of all classes and
then to the classes above in order of increasinipsty, which means that the senior classes haeegh credit protection to be given the highest
credit rating by the rating agencies.

Obligations of states and political subdivisionsiricipal securities) are purchased with considenadif the current tax position of the Bank. In-
state (Virginia) municipal bonds will be favored evhthey present better relative value than compea@li-of-state municipal bonds. Both taxable
and taxexempt municipal bonds may be purchased, but dtdy eareful assessment of the market risk of doaisty. Appropriate credit evaluati
must be performed prior to purchasing municipaldsowith particular focus on non-rated or low-rasedurities.

Southern National's corporate bonds consist of gtiust preferred securities issued by bankdfshand insurance companies. The collateral
pools of these trust preferred securities are gdigeat least 80% banks or thrifts. If the ratisghaa/AAA, the collateral pool must be at least60
banks or thrifts. These securities generally falang term (25 years or more), allow early redéomplby the issuers, make periodic variable
interest payments and mature at face value. Ppre$érred securities allow the deferral of integgsgments for up to five years.

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

ability to hold to maturity are classified as h&eddmaturity and carried at amortized cost. Se@sitlassified as available for sale are those atedbt
equity securities that may be sold in responsénémges in interest rates, liquidity needs or osireilar factors.
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Securities available for sale are carried at falug, with unrealized gains or losses net of detetaxes, included in accumulated other
comprehensive income (loss) in stockholders’ eq@gcurities totaling $82.4 million were in thed& maturity portfolio at December 31, 2013,
compared to $84.1 million at December 31, 2012u8#es totaling $2.0 million were in the availatite sale portfolio at December 31, 2013,
compared to $2.4 million at December 31, 2012.

As of December 31, 2013, we owned pooled trusigpredl securities as follows (in thousands):

Previously
% of Curren Recognizec
Defaults an Cumulative
Ratings Estimatec Deferrals tc Other
Tranche When Purchase Current Rating: Fair Total Comprehensiv:
Security Level Moody’ s Fitch Moody' s Fitch Par Value  Book Value Value Collateral Loss (1)
(in thousands
ALESCO VII A1B Senior Aaa AAA Baa3 BBB $ 6592 $ 5971 $ 3,86i 16% $ 27¢
MMCF Il B Senior Sut A3 A- Bal CcC 338 3217 203 34% 6
6,92¢ 6,29¢ 4,07( $ 284
Cumulative Othe Cumulative
Comprehensiv.  OTTI Related t
Other Than Temporarily Impaire Loss (2) Credit Loss (2
TPREF FUNDING Il Mezzanine Al A- Caa3 C 1,50( 51¢ 527 41% 62¢ $ 35¢
TRAP 200-XIl C1 Mezzanine A3 A C C 2,147 5€ 152 39% 79€ 1,29
TRAP 200°-XIll D Mezzanine NR A- NR C 2,03¢ - 111 29% 7 2,03z
MMC FUNDING
XV Mezzanine A3 A- Ca C 1,08¢ 27 221 30% 37C 691
ALESCO V C1 Mezzanine A2 A C C 2,15( 47t 56€ 20% 1,01« 661
ALESCO XV C1 Mezzanine A3 A- C C 3,23¢ 3C 10¢ 35% 644 2,55¢
ALESCO XVI C Mezzanine A3 A- C C 2,151 12C 471 15% 851 1,18(C
14,30¢ 1,22: 2,162 $ 431C $ 8,77¢
Total $ 21,23 $ 7,521 $ 6,23:

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

On December 10, 2013 the regulators published eRke df the “Volcker Rule,” which provided that caféralized debt obligations (CD€);
including pooled trust preferred securities wouddidrto be sold prior to July 15, 2015. The pratiioalication of that is that they could no lon
be accorded “held to maturity” accounting treatmiemt would have to be switched to “available fole$accounting, which would have cau
most pooled trust preferred holders to take noth-chsrges.

On January 14, 2014, the three federal bankingaggemneleased their interim final rule regarding Yolcker Rule and its impact on trust prefe
CDO'’s. They issued a non-exclusive list of CB@acked by trust preferred securities that depgsitstitutions will be permitted to continue
hold. All of the trust preferred securities thag @wn are on this list; as a result, we are natired to sell our investments in pooled trust pmefe
securities.

Our largest pooled trust preferred security is ACESVII A 1B, which was rated triple A at acquisii@nd continues to have investment g
ratings from Fitch and Moodgy: It is a floating rate security priced quarteatyd0 basis points over LIBOR. We own it at a doflace of 90. As ¢
year end 2013, the yield was 0.98% which is aftradior an investment grade floating rate seculitys a very positive contributor to our as
sensitivity which will stand us in good stead ifasrise.

Each of these securities has been evaluated fenpaltimpairment under accounting guidelines pénforming a detailed cash flow analysis of ¢
security, Sonabank works with independent thirdiparto identify the most reflective estimate of ttash flow estimated to be collected. If
estimate results in a present value of expected ftmss that is less than the amortized cost bafsissecurity (that is, credit loss exists), an OiB
considered to have occurred. If there is no ctedi, any impairment is considered temporary.
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We recognized OTTI charges of $3 thousand duriri32tbmpared to OTTI charges related to credit enthst preferred securities totaling $
thousand and $329 thousand for the years endedchibeced1, 2012 and 2011, respectively.

Other securities in our investment portfolio ardalews:
e SARM 200:-22 1A2 in the amount of $659 thousand, a resideecoitateralized mortgage obligation that is novgmmen-sponsored

e residential government-sponsored mortgage-bademirities in the amount of $25.6 million and resithl governmengponsore
collateralized mortgage obligations totaling $4 i8iom.

e callable agency securities in the amount of $30l0om.

e municipal bonds in the amount of $16.4 million wéttiaxable equivalent yield of 3.11% and ratingfolisws:

Rating Amount

Service Rating (in thousands
Moody's Aaa $ 50t
Moody's Aa2 3,204
Moody's Aa3 722
Moody's Al 1,20z
Standard & Po('s AAA 3,16(
Standard & Poc¢'s AA 3,90
Standard & Poor’s AA- 3,68¢

For additional information regarding investmentwsées refer to “Item 8 —. Financial Statementd &upplementary Data”, Footnote 2.

The following table sets forth the amortized cogl astimated fair value of our investment secwitig contractual maturity at December 31,
2013. Expected maturities may differ from contmatimaturities because borrowers may have the tigtall or prepay obligations with or without
call or prepayment penalties (in thousands).
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Securities Available for Sale

Weighted
Amortized Estimated Average
Cost Fair Value Yield
Obligations of states and political subdivision:
Due after ten years $ 2,30: $ 1,99: 2.62%
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 $ 1,50¢ $ 1,61C 5.46%
Due after ten years 24,10( 24,37¢ 2.6%
Total residential governmen-sponsored mortgag-backed securities 25,60¢ 25,98¢ 2.85%
Residential governmen-sponsored collateralized mortgage obligation
Due after ten years 4,29¢ 3,94¢ 1.7(%
Other residential collateralized mortgage obligaibns
Due after ten years 65¢ 647 2.7¢%
Total collateralized mortgage obligations 4,95¢ 4,59¢ 1.84%
Governmeni-sponsored agency securitie
Due after ten years 29,97: 25,97, 2.9(%
Obligations of states and political subdivision:
Due after five years through ten year 6,19¢ 5,89¢ 1.8€%
Due after ten years 8,19: 7,50z 2.4(%
14,38t 13,40: 2.11%
Trust preferred securities
Due after ten years 7,521 6,232 0.92%
$ 82,44 $ 76,19: 2.51%

Deposits and Other Borrowings

The market for deposits is competitive. We offéina of traditional deposit products that currentiglude non-interest-bearing and interest-bearing
checking (or NOW accounts), commercial checkingneyomarket accounts, savings accounts and cetéfice# deposit. We compete for deposits
through our banking branches with competitive pdgiadvertising and online banking. We use depasiis principal source of funding for our
lending, purchasing of investment securities amafber business purposes.

Total deposits were $540.4 million at December2i,3 compared to $551.0 million at December 3122Ckrtificates of deposit increased $17.9
million during 2013, while money market accountsrdased $32.4 million during 2013. Noninterest-lmgpdeposits were $44.6 million at
December 31, 2013 and $49.6 million at DecembeRB12. As of December 31, 2013, we had brokeretificates of deposit in the amount of
$30.0 million and brokered money market depositgldf.2 million. At December 31, 2012, we had ndkered certificates of deposit, and we had
brokered money market deposits of $10.2 million.
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The following table sets forth the average balaarte average rate paid on each of the deposit a@edor the years ended December 31, 2013,
2012 and 2011:

2013 2012 2011
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
(in thousands)
Noninteres-bearing deposit $ 44,98¢ $ 42,24+ $ 31,64
Interes-bearing deposits
Savings accoun 12,32: 0.5% 8,14: 0.5% 6,03t 0.5%
Money market accoun 147,31¢ 0.3%% 161,04¢ 0.7%% 148,56¢ 0.8%
NOW accountt 23,72 0.24% 19,437 0.31% 15,89¢ 0.27%
Time deposits 319,49 1.07% 283,50° 1.31% 233,38 1.55%
Total interest-bearing deposits 502,86( 0.8(% 472,13t 1.0% 403,88 1.23%
Total deposits $ 547,84¢ $ 514,37¢ $ 435,53:

The variety of deposit accounts we offered hasaedtbus to be competitive in obtaining funds antegponding to the threat of disintermediation
(the flow of funds away from depository institutsuch as banking institutions into direct investmehicles such as government and corporate
securities). Our ability to attract and maintaipadsts, and the effect of such retention on out cbfunds, has been, and will continue to be,
significantly affected by the general economy aratket rates of interest.

We use borrowed funds, primarily on a short tersifhdo support our liquidity needs and to temptyraatisfy our funding needs from increased
loan demand and for other shorter term purposes.d0uarce of these borrowed funds is securitiessndiér agreements to repurchase, which are
reflected at the amount of cash received in comeetith the transactions, and may require additi@ollateral based on the fair value of the
underlying securities pledged. We engage in thesesactions with retail customers and with esthblisthird parties, primarily large securities
brokerage firms. We also are a member of the FHh@are authorized to obtain advances from the FFboB time to time to as needed. The
FHLB has a credit program for members with diffénematurities and interest rates, which may be figedariable. We are required to collateralize
our borrowings from the FHLB with our FHLB stockdaather collateral acceptable to the FHLB. At Deben81, 2013 and 2012, total FHLB
borrowings were $50.3 million. At December 31, 2048 had $95.8 million of unused and available FHinBs of credit. For additional detail
regarding borrowed funds, refer to “Iltem 8 —. FitiahStatements and Supplementary Data”, Footribtesl 10.

Interest Rate Sensitivity and Market Risk

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

investments. Consequently, our earnings depeadignificant extent on our net interest incomeicivlis the difference between the interest
income on loans and other investments and theesitexpense on deposits and borrowing. To thenethiat our interest-bearing liabilities do not
reprice or mature at the same time as our int@asting assets, we are subject to interest ratenid corresponding fluctuations in net interest
income. We have employed asset/liability managémpelicies that seek to manage our interest incamtbput having to incur unacceptable lev
of credit or investment risk.
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We use a duration gap of equity approach to maoagaterest rate risk, and we review quarterlgiiest sensitivity reports prepared for us by F
Financial using the Sendero ALM Analysis SystenhisTapproach uses a model which generates estiwfates change in our economic value of
equity (EVE) over a range of interest rate scesarieVE is the present value of expected cash ffoove assets, liabilities and off-balance sheet
contracts using standard industry assumptions astimated loan prepayment rates, reinvestmers eaté deposit decay rates.

During the fourth quarter of 2012, we convertedmcenhanced model with FTN Financial that usesiddtdata on loans and deposits that is
extracted directly from the loan and deposit agpitns and requires more detailed assumptions abteuest rates on new volumes. The new
model also accommodates the analysis of flooringsi etc. on a loan-by-loan basis. The grea&ezllof input detail provides more meaningful
reports compared to the summarized input data pusiy used.

The following tables are based on an analysis pegplay FTN Financial setting forth an analysis of mterest rate risk as measured by the
estimated change in EVE resulting from instantaseand sustained parallel shifts in the yield cyptas 400 basis points or minus 200 basis pc
measured in 100 basis point increments) as of DeeeBil, 2013 and as of December 31, 2012, andhafiges are within our ALM Policy
guidelines:

Sensitivity of Economic Value of Equi
As of December 31, 201

Economic Value o

Change in Economic Value of Equit Equityasa % @
Interest Rate

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

(Dollar amounts in thousand

Up 400 $ 10451 $ (15,340 -12.8(% 14.5%% 98.0%
Up 300 106,94 (12,90 -10.71% 14.9% 100.3%
Up 200 110,17 (9,677) -8.07% 15.3&% 103.3%
Up 100 114,79 (5,060 -4.22% 16.0% 107.6%
Base 119,85 - 0.0(% 16.7% 112.4%
Down 100 117,47¢ (2,375 -1.9¢% 16.4(% 110.1%
Down 200 114,95; (4,902) -4.0% 16.05% 107.8%
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Sensitivity of Economic Value of Equi
As of December 31, 201

Economic Value o

Change ir Economic Value of Equit Equityasa % @
Interest Rate

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

(Dollar amounts in thousand

Up 400 $ 10571 $ (11,199 -9.5¢% 14.6(% 102.4%
Up 300 107,60: (9,307 -7.9€% 14.81% 104.2%
Up 200 110,44: (6,46¢€) -5.52% 15.2% 107.0%
Up 100 115,42¢ (1,487) -1.27% 15.9%% 111.8%
Base 116,90t - 0.0(% 16.1%% 113.3%
Down 100 111,15¢ (5,75%) -4.92% 15.3% 107.7%
Down 200 111,25: (5,65¢€) -4.84% 15.3% 107.8%

Our interest rate sensitivity is also monitorednignagement through the use of a model run by Fhlr€ial that generates estimates of the ch
in the net interest income over a range of inter@st scenarios. Net interest income depends thgorelative amounts of interestirning assets a
interest-bearing liabilities and the interest ratamed or paid on them. In this regard, the masglimes that the composition of our interest
sensitive assets and liabilities existing at Decan®i, 2013 and December 31, 2012 remains cormstanthe period being measured and also
assumes that a particular change in interest imteflected uniformly across the yield curve retiess of the duration to maturity or repricing of
specific assets and liabilities. All changes arthimiour ALM Policy guidelines.
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Sensitivity of Net Interest Incorr
As of December 31, 201

Change in Adjusted Net Interest Incor Net Interest Margit
Interest Rate
in Basis Point: $ Change % Change
(Rate Shock Amount From Base Percen From Base
(Dollar amounts in thousand
Up 400 $ 32,37¢ $ 5,627 4.87% 0.82%
Up 300 30,56¢ 3,81¢ 4.6(% 0.5€%
Up 200 28,85¢ 2,107 4.35% 0.31%
Up 100 27,547 79¢ 4.1% 0.12%
Base 26,74¢ - 4.04% 0.0(%
Down 100 27,20¢ 457 4.11% 0.07%
Down 200 26,31¢ (430 3.91% -0.07%

Sensitivity of Net Interest Inconr
As of December 31, 201

Change in Adjusted Net Interest Incor Net Interest Margit
Interest Rate
in Basis Pointt $ Change % Change
(Rate Shock Amount From Base Percen From Base
(Dollar amounts in thousand
Up 400 $ 34,21. % 6,82¢ 4.92% 0.97%
Up 300 32,00¢ $ 4,62¢ 4.62% 0.6€%
Up 200 29,92t $ 2,54: 4.3% 0.37%
Up 100 28,427 $ 1,041 4.11% 0.15%
Base 27,38: $ - 3.96% 0.0(%
Down 100 27,66: $ 281 4.0(% 0.04%
Down 200 27,758 $ 372 4.02% 0.0€%

Certain shortcomings are inherent in the methodolegd in the above interest rate risk measuremdémtsleling changes in EVE requires the
making of certain assumptions that may or may ef¢ct the manner in which actual yields and cost¢pond to changes in market interest

rates. Accordingly, although the EVE tables ands8#ity of Net Interest Income (NII) tables prdei an indication of our interest rate risk
exposure at a particular point in time, such measents are not intended to, and do not, provideeige forecast of the effect of changes in m:
interest rates on our net worth and net interesinme. Sensitivity of EVE and NIl are modeled usilifferent assumptions and approaches. In the
low interest rate environment that currently exibitsitations on downward adjustments for intemagés, particularly as they apply to deposits, can
and do result in anomalies in scenarios that dlikaly to occur due to the current low intereserahvironment.
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Liquidity and Funds Management

The objective of our liquidity management is toumeghe ability to meet our financial obligatiofifiese obligations include the payment of dep
on demand or at maturity, the repayment of borrgwiat maturity and the ability to fund commitmeautsl other new business opportunities. We
obtain funding from a variety of sources, includmgtomer deposit accounts, customer certificdtelgposit and payments on our loans and
investments. Historically, our level of core dep®s$ias been insufficient to fully fund our lendigfivities. As a result, we have sought funding
from additional sources, including institutionatttficates of deposit and the sale of availabledale investment securities. In addition, we mainta
lines of credit from the Federal Home Loan Banlténta and utilize securities sold under agreesiémtepurchase and reverse repurchase
agreement borrowings from approved securities dealeor additional information about borrowingslamticipated principal repayments refer to
the discussion about Contractual Obligations bedad “Item 8 —. Financial Statements” and Suppleargribata, Footnotes 9 and 10.

We prepare a cash flow forecast for one year vaighfirst three months prepared on a weekly basisoara monthly basis thereafter. The
projections will incorporate all scheduled matestiof loans excluding impaired loans and all sclkeetiaturities of out of area certificates of
deposit. In addition, prepayments on investmentisées will be estimated by using a projectionguwoed by our bond accounting system. To
estimate loan growth over the one year periodptbgction will incorporate the scheduled loan tigs in the Loan Pipeline Report along with
other management estimates.

During the year ended December 31, 2013, we fundedinancial obligations with deposits, securitse$d under agreements to repurchase and
borrowings from the Federal Home Loan Bank of Ada\t December 31, 2013, we had $105.8 milliommfunded lines of credit and undisbur.
construction loan funds. We had no approved loannsibments at December 31, 2013. The amount offivatée of deposit accounts maturing in
2014 is $178.1 million as of December 31, 2013. dmment anticipates that funding requirementshiesé commitments can 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 isaiuiioj capital adequacy requirements imposed bFEHE. The Federal Reserve and the FDIC
have adopted rishased capital requirements for assessing bankrigptdimpany and member bank capital adequacy. Btasdards define capit
and establish minimum capital requirements in i@fato assets and off-balance sheet exposure,tadjfar credit risk. The risk-based capital
standards currently in effect are designed to megalatory capital requirements more sensitiveifferénces in risk profiles among bank holding
companies and banks, to account for off-balancetsheosure and to minimize disincentives for hraddiquid assets. Assets and off-balance sheet
items are assigned to broad risk categories, eébrappropriate relative risk weights. The resgtoapital ratios represent capital as a percerdt
total risk-weighted assets and off-balance sheptst
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The risk-based capital standards issued by ther&leleeserve require all bank holding companiesatet Tier 1 capital” of at least 4.0% and “total
risk-based” capital (Tier 1 and Tier 2) of at le@£1% of total risk-adjusted assets. “Tier 1 cdpganerally includes common stockholders’ equity
and qualifying perpetual preferred stock togethith welated surpluses and retained earnings, kedsations for goodwill and various other
intangibles. “Tier 2 capital” may consist of a lbedl amount of intermediate-term preferred stodkmaed amount of term subordinated debt,
certain hybrid capital instruments and other debusties, perpetual preferred stock not qualify@sgTier 1 capital, and a limited amount of the
general valuation allowance for loan losses. Tme stiTier 1 capital and Tier 2 capital is “totadkibased capital.”

The Federal Reserve has also adopted guidelinehwhpplement the risk-based capital guidelineb witninimum ratio of Tier 1 capital to
average total consolidated assets, or “leverage raf 3.0% for institutions with well diversifiedsk, including no undue interest rate exposure;
excellent asset quality; high liquidity; good eags; and that are generally considered to be stvanging organizations, rated composite 1 under
applicable federal guidelines, and that are noesgpcing or anticipating significant growth. Otlimmking organizations are required to maintain a
leverage ratio of at least 4.0%. These rules fupphavide that banking organizations experiencimtgrinal growth or making acquisitions will be
expected to maintain capital positions substagtilove the minimum supervisory levels and comparbpeer group averages, without
significant reliance on intangible assets.

Under the FDICIA, each federal banking agency exViss risk-based capital standards to ensurehibae standards take adequate account of
interest rate risk, concentration of credit riskl &me risks of nontraditional activities, as wedlraflect the actual performance and expectedofisk
loss on multifamily mortgages. Under that statthie, FDIC has promulgated regulations setting thelgeat which an insured institution such as the
bank would be considered “well capitalized,” “adatply capitalized,” “undercapitalized,” “significty undercapitalized” and “critically
undercapitalized.” The bank is classified “well itajized” for purposes of the FDIC’s prompt corigetaction regulations. See “Supervision and
Regulation—Capital Requirements.”

The following table provides a comparison of owelage and risk-weighted capital ratios and theriege and risk-weighted capital ratios of
Southern National and the Bank at the periods &idit to the minimum and well-capitalized regulatstgndards:

Minimum
Required for
Capital Actual Ratio at

Adequacy  To Be Categorizec December 31

Purposes as Well Capitalizec 2013 2012
Southern National
Tier 1 risk-based capital rati 4.0(% 6.0(% 18.5¢% 18.3%
Total risk-based capital rati 8.0(% 10.0(% 19.81% 19.5%
Leverage ratic 4.0(% 5.0(% 14.22% 13.6%%
Sonabank
Tier 1 risk-based capital rati 4.0(% 6.0(% 18.4% 18.18%
Total risk-based capital rati 8.0(% 10.0(% 19.68% 19.4%
Leverage ratic 4.0(% 5.0(% 14.12% 13.5%%
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In June 2012, the Office of the Comptroller of @warrency, the Federal Reserve and the FDIC propasdesl that would revise and replace the
current capital rules to align with the Basel lipital standards and meet certain requirementseddbdd-Frank Act. In July 2013, the Federal
Reserve approved revisions to its Basel Il capitldquacy guidelines. The final rule requires Beut National and Sonabank to comply with the
following new minimum capital ratios, effective deamy 1, 2015:

(1) a new common equity tier 1 capital ratio &%.of risk-weighted assets;
(2) atier 1 capital ratio of 6% of risk-weightagsets (increased from 4%);
(3) atotal capital ratio of 8% of risk-weightessats (unchanged);

(4) aleverage ratio of 4% of average total agsgtshanged).

Impact of Inflation and Changing Prices

The financial statements and related financial gataented in this Annual Report on Form 10-K comiog Southern National have been prepared
in accordance with U. S. generally accepted acoogiptrinciples, which require the measurement mdificial position and operating results in te
of historical dollars, without considering changeshe relative purchasing power of money over tane to inflation. The primary impact of
inflation on our operations is reflected in increé®perating costs. Unlike most industrial compsrsebstantially all of the assets and liabilibés
financial institution are monetary in nature. Aseault, changes in interest rates have a morefisigni impact on our performance than do the
effects of changes in the general rate of inflaiad changes in prices. Interest rates do not sadhsmove in the same direction or in the same
magnitude as the prices of goods and services. Neantgrs impact interest rates, including the Fed@eserve, inflation, recession, changes in
unemployment, the money supply, and internatiorsdrder and instability in domestic and foreigreficial markets. Like most financial
institutions, changes in interest rates can impacmhet interest income as well as the valuatiooufassets and liabilities, which is the differenc
between interest earned from interest-earning ®ss@th as loans and investment securities, aadksttpaid on interest-bearing liabilities, such as
deposits and borrowings.

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

Seasonality and Cycles

We do not consider our commercial banking busites® seasonal.

Contractual Obligations

The following table reflects the contractual matas of our term liabilities as of December 31, 20The amounts shown do not reflect contractual

interest, early withdrawal or prepayment assumgtion
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Contractual Obligations

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

Certificates of deposit (2 $ 178,11 $ 141,25 $ 4,201 $ - $ 323,56!
Securities sold under agreements to repurc 14,54t - - - 14,54t
FHLB shor-term advance 20,00( - - - 20,00(
FHLB lonc-term advance 5,25( 20,00( 5,00( - 30,25(
Operating leases 1,892 2,64 1,65¢ 1,17¢ 7,372
Total $ 219,80. $ 163,89° $ 10,85¢ $ 1,17¢  $ 395,73.

(1) Certificates of deposit give customers rightearly withdrawal. Early withdrawals may be ®dbjto penalties. The penalty amount depends or
the remaining time to maturity at the time of eavithdrawal.

Off-Balance Sheet Arrangements

Southern National is a party to financial instrutsemith off-balance sheet risk in the normal cowkbusiness to meet the financing needs of its
customers. These financial instruments includerniiments to extend credit and standby letters eflitr These instruments involve elements of
credit and funding risk in excess of the amounbgeized in the consolidated balance sheet. Letfersedit written are conditional commitments
issued by Southern National to guarantee the padnce of a customer to a third party. The crésktinvolved in issuing letters of credit is
essentially the same as that involved in extenltiags to customers. We had letters of credit antihg totaling $6.9 million and $10.3 million as
of December 31, 2013 and 2012, respectively.

Our exposure to credit loss in the event of norgrerance by the other party to the financial instents for commitments to extend credit and
letters of credit is based on the contractual arhofithese instruments. We use the same creddieslin making commitments and conditional
obligations as we do for on-balance sheet instrasnéimless noted otherwise, we do not require ttd or other security to support financial
instruments with credit risk.

Commitments to extend credit are agreements toteadcustomer as long as there is no violatioanyfcondition established in the

contract. Commitments generally have fixed exmiratiates or other termination clauses and mayiregayment of a fee. Since many of the
commitments may expire without being completelyndraipon, the total commitment amounts do not neg#gsepresent future cash
requirements. We evaluate each customer’s credtw@ss on a case-by-case basis. At Decemb@03B,and 2012, we had unfunded loan
commitments approximating $105.8 million and $8ai8ion, respectively.

Item 7A. - Quantitative and Qualitative Disclosuresabout Market Risk
This information is incorporated herein by refeefrom “ltem 7-. Management’s Discussion and Anialp$ Financial Condition and Results of

Operations” of this Annual Report on Form 10-K.
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Item 8. — Financial Statements and Supplementary Da
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated talaheet of Southern National Bancorp of Virgima. land subsidiary (the Company) a
December 31, 2013, and the related consolidatéelns¢ats of income and comprehensive income, changsteckholdersequity, and cash flow
for the year then ended. These consolidated finhstatements are the responsibility of the Comgfmmanagement. Our responsibility it
express an opinion on these consolidated finastagéments based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversight lo@Jnited States). Those stand:
require that we plan and perform the audit to sbtaasonable assurance about whether the finastat@iments are free of material misstater
An audit includes examining, on a test basis, exidesupporting the amounts and disclosures inittamdial statements. An audit also incl.
assessing the accounting principles used and ®ignif estimates made by management, as well asiaie) the overall financial statem
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial stateteeferred to above present fairly, in all materespects, the financial position of Soutt
National Bancorp of Virginia Inc. and subsidiarycd®ecember 31, 2013 and the results of its ofmeratand its cash flows for the year then er
in conformity with accounting principles generadlgcepted in the United States of America.

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Blo@snited States), the Compansyihterna
control over financial reporting as of December 3113, based on criteria establishedniternal Control—Integrated Framework (1998%ued b
the Committee of Sponsoring Organizations of theaditvay Commission, and our report dated March 214, expressed an unqualified opit
on the effectiveness of the Company’s internal mdmtver financial reporting.

/sl Dixon Hughes Goodman LLP

Atlanta, Georgi:
March12, 2014
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Report of Independent Registered Public Accountindrirm

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

We have audited the accompanying consolidated balaneets of Southern National Bancorp of Virgiina, and subsidiaries (the Compe
as of December 31, 2012 and 2011, and the relatesbtidated statements of comprehensive incomeygesain stockholdergquity, and cas
flows for each of the years in the thrngear period ended December 31, 2012. These coasadidinancial statements are the responsibili
the Company’s management. Our responsibility sxjaress an opinion on these consolidated finastaé¢ments based on our audits.

The consolidated financial statements of the Compnof December 31, 2010 were audited by otheit@sdvhose report dated March
2011, expressed an unqualified opinion on thodersints, before the restatement described in ntatel2 consolidated financial statements.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighafBigUnited States). Those stand.
require that we plan and perform the audit to obt@asonable assurance about whether the finast@tééments are free of mate
misstatement. An audit includes examining, on ltasis, evidence supporting the amounts and disi@s in the financial statements. An a
also includes assessing the accounting princiged and significant estimates made by managenmemtelhas evaluating the overall finan:
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaereferred to above present fairly, in all mater@spects, the financial position of
Company as of December 31, 2012 and 2011, ancethats of its operations and its cash flows fotheafcthe years in the thrgear perio
ended December 31, 2012, in conformity with U.S\agally accepted accounting principles.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@united States), the Compasy’
internal control over financial reporting as of Bewer 31, 2012, based on criteria establishelttarnal Control —Integrated Framewol
issued by the Committee of Sponsoring Organizatairtee Treadway Commission (COSO), and our regaréd March 5, 2013 expresset
unqualified opinion on the effectiveness of the @amy’s internal control over financial reporting.

/sl KPMG LLP

McLean, Virginia
March 5, 2013

85



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To 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 oveinancial reporting as of December 31, 2(
based on criteria established limternal Control—Integrated Framework (199Bsued by the Committee of Sponsoring Organizatiaighe
Treadway Commission. The Company’s managemergsigonsible for maintaining effective internal cohwver financial reporting and for i
assessment of the effectiveness of internal cootret financial reporting, included in the accompanyingidgemeng Report on Internal Cont
Over Financial Reporting. Our responsibility issixpress an opinion on the Company'’s internal obotver financial reporting based on our au

We conducted our audit in accordance with the statelof the Public Company Accounting Oversight lo@Jnited States). Those stand:
require that we plan and perform the audit to obtaiasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our audituded obtaining an understanding of internal cdraxer financial reporting, assessing the risk
a material weakness exists, and testing and evdutite design and operating effectiveness of matiecontrol based on the assessed risk. Our
also included performing such other procedures esonsidered necessary in the circumstances. Wavddehat our audit provides a reason
basis for our opinion.

A companys internal control over financial reporting is a@ess designed to provide reasonable assurancaliregshe reliability of financi:
reporting and the preparation of financial statetsdior external purposes in accordance with gelyer@icepted accounting principles.
companys internal control over financial reporting inclgdihose policies and procedures that (1) pertaitheomaintenance of records thal
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseo€dimpany; (2) provide reasonable assuranc
transactions are recorded as necessary to perepiagation of financial statements in accordanch génerally accepted accounting principles,
that receipts and expenditures of the company @irggbmade only in accordance with authorizationmmahagement and directors of the comp
and (3) provide reasonable assurance regardingemptien or timely detection of unauthorized acqiosit use, or disposition of the compasny’
assets that could have a material effect on theniral statements.

Because of its inherent limitations, internal cohtover financial reporting may not prevent or détmisstatements. Also, projections of
evaluation of effectiveness to future periods affgiexct to the risk that controls may become inadégjbecause of changes in conditions, or thi
degree of compliance with the policies or procegunay deteriorate.

In our opinion, Southern National Bancorp of Virgininc. maintained, in all material respects, @ffe internal control over financial reporting
of December 31, 2013, based on criteria establisihédternal Control—Integrated Framework (1998sued by the Committee of Sponso
Organizations of the Treadway Commission.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blofdnited States), the consolida
financial statements of Southern National Bancdryiogginia, Inc. and subsidiary as of December 2Q13 and for the year then ended, anc
report dated March 12 , 2014, expressed an un@gdabpinion on those consolidated financial statetsie

/sl Dixon Hughes Goodman LL

Atlanta, Georgit

March12, 2014
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except per share amot

ASSETS

Cash and cash equivalents
Cash and due from financial institutio
Interest-bearing deposits in other financial insitins

Total cash and cash equivalent
Securities available for sale, at fair value

Securities held to maturity, at amortized cos
(fair value of $76,193 and $84,827, respectivel

Covered loans
Non-covered loans
Total loans
Less allowance for loan losses
Net loans

Stock in Federal Reserve Bank and Federal Home LoaBank
Bank premises and equipment, ne

Goodwill

Core deposit intangibles, ne

FDIC indemnification asset

Bank-owned life insurance

Other real estate ownec

Deferred tax assets, ne

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS ' EQUITY

Noninteresi-bearing demand deposit:
Interest-bearing deposits:
NOW account:
Money market accoun
Savings accoun
Time deposits
Total interest-bearing deposits
Total deposits

Securities sold under agreements to repurchase amdher
short-term borrowings

Federal Home Loan Bank (FHLB) advance:

Other liabilities

Total liabilities

Commitments and contingencies (see note 1

Stockholders’ equity:
Preferred stock, $.01 par value. Authorized 5,000 shares
no shares issued and outstanc
Common stock, $.01 par value. Authorized 45,000 &itares

issued and outstanding, 11,590,612 and 11,590shb2es at December 31, 2013 and 2012, respec

Additional paid in capite
Retained earning
Accumulated other comprehensive loss

Total stockholders’ equity

December 31

December 31

2013 2012
$ 2,67¢ $ 4,55:
18,17 34,64
20,85¢ 39,20(

1,99: 2,391

82,44 84,05
51,70 71,32¢
494,35° 458,82:
546,05 530,15;
(7,090 (7,066)
538,96 523,08!
5,91¢ 6,21z

6,32 6,55z

9,16( 9,16(

81z 1,28(

5,80+ 6,73t

18,37« 17,78:
11,79: 13,83¢

8,281 8,17+

5,46: 5,35¢

$ 716,18 $ 72381
$ 44640 $ 49,64
24,29 22,774
130,85 163,23
16,99¢ 9,61¢
323,56! 305,70t
495,71 501,33!
540,35 550,97
39,79 33,41
25,00( 30,25(
4,417 5,99¢
609,57 620,63¢

11€ 11€

97,12 96,84(
12,56 9,201
(3,190 (2,98)
106,61« 103,17¢




Total liabilities and stockholders’ equity $ 716,18! $ 723,81:

See accompanying notes to consolidated financaststents.
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE

(dollars in thousands, except per share amot

Interest and dividend income:
Interest and fees on loa
Interest and dividends on taxable securi
Interest and dividends on tax exempt secur
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 provision
for loan losses

Noninterest income:
Account maintenance and deposit service
Income from ban-owned life insuranc
Gain on sale of SBA loar
Bargain purchase gain on acquisitit
Net gain on other asse
Gain on sales of available for sale securi

Total othe-thar-temporary impairment losses (OT"

Portion of OTTI recognized in other comprehens
income (before taxes)

Net credit related OTTI recognized in earnil

Other

Total noninterest income

Noninterest expenses
Salaries and benefi
Occupancy expens:
Furniture and equipment expen:
Amortization of core deposit intangik
Virginia franchise tax expen:
FDIC assessmel
Data processing expen
Telephone and communication expe
Change in FDIC indemnification as:
Net (gain) loss on other real estate ow
Merger expense
Other operating expenses
Total noninterest expense:
Income before income taxes
Income tax expense
Net income

Other comprehensive income (loss
Unrealized gain (loss) on available for sale s¢ies

Realized amount on available for sale securitiés, st
Non-credit component of oth-thar-temporary impairmer

on hel«-to-maturity securitie:

Accretion of amounts previously recorded upon tier

to held-to-maturity from available-for sale

INCOME

For the Years Ended

December 31

2013 2012 2011
$ 32,26¢ $ 35,24¢ $ 31,27¢
2,03t 1,94( 1,91¢
2317 16 -
57¢ 35¢ 231
35,11¢ 37,56: 33,42t
4,047 5,03¢ 4,98(
621 792 1,107
4,66¢ 5,82¢ 6,081
30,44¢ 31,73: 27,33¢
3,61¢ 6,19t 8,49:
26,83: 25,53¢ 18,84+
792 832 832
592 797 1,33¢
- 657 39¢

- 3,48¢ -

13 14 .
142 274 -
©) (721) (329

- 4 -

©) (717) (329
21€ 254 207
1,75¢ 5,59t 2,44:
9,06: 7,99: 6,781
3,06¢ 2,77¢ 2,24(
724 621 55€
467 892 91¢
471 582 68€
82¢ 565 527
562 634 54¢€
684 60z 392
48¢ 651 (99
(18¢) 2,63: 297
35 36( -
3,10t 3,131 2,341
19,29: 21,44¢ 15,19:
9,29¢ 9,68¢ 6,09¢
3,03¢ 3,11¢ 1,692
$ 6,25¢ $ 6,56¢ $ 4,401
$ (232 $ 8 $ 10z
(142) (274 -
97 67€ 132
(39) (105) (5)




Net unrealized gain (los
Tax effect

Other comprehensive income (loss)
Comprehensive income
Earnings per share, basic and dilutec

See accompanying notes to consolidated financaststents.

(316) 305 231
(107) 104 79
(209) 201 152
$ 6,04 $ 6,77C $ 4,55:
$ 05/ $ 057 $ 0.3¢
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS ' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2013, 2012 AND 201

(dollars in thousands, except per share amot

Accumulated

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

Balance- January 1, 2011 $ 11€ $ 96,47¢ $ 1,071 % (3,339 $ 94,33:
Comprehensive income

Net income 4,401 4,401

Change in unrealized loss on securities availbfor
sale

(net of tax, $35 68 68

Change in unrecognized loss on securities hdtal
maturity

for which a portion of OTTI has been recognizednet
of tax,

$44 and accretion, $5 and amounts recorded in
other

comprehensive income at transfet 84 84
Stock-based compensation expen: 167 167
Balance- December 31, 201 11€ 96,64¢ 5,472 (3,182 99,05:
Comprehensive income

Net income 6,56¢ 6,56¢

Change in unrealized loss on securities availbfor
sale

(net of tax benefit, $90 (17¢€) (17€)

Change in unrecognized loss on securities hetfal
maturity

for which a portion of OTTI has been recognizednet
of tax,

$194 and accretion, $105 and amounts recordettd
other

comprehensive income at transfet 377 3717
Dividends on common stock ($.25 per shari (2,840 (2,840
Stock-based compensation expen: 19t 19t
Balance- December 31, 201. 11€ 96,84( 9,201 (2,98)) 103,17t
Comprehensive income

Net income 6,25¢ 6,25¢

Change in unrealized loss on securities availbbfor
sale

(net of tax benefit, $127 (247 (247)

Change in unrecognized loss on securities hetal
maturity

for which a portion of OTTI has been recognizednet
of tax,

$20 and accretion, $39 and amounts recorded m
other

comprehensive income at transfer 38 38
Dividends on common stock ($.25 per shari (2,89¢) (2,899
Issuance of common stock under Stock Incentive Ple
(400 shares) 3 3
Stock-based compensation expen: 284 284
Balance- December 31, 201 $ 11€ 3 97,127 $ 1256, $ (3,190 $ 106,61

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

For the Years Ended
December 31

2013 2012 2011
Operating activities:
Net income $ 6,25¢ $ 6,56¢ $ 4,401
Adjustments to reconcile net income to net cashcaisth equivalents provided by operating
activities:
Depreciatior 66E 591 54C
Amortization of core deposit intangik 467 89: 91¢
Other amortization, ne 344 314 33
Accretion of loan discour (3,507%) (4,127 (3,272
Amortization (accretion) of FDIC indemnificationsas 48: 651 (99
Provision for loan losse 3,61t 6,19t 8,49
Earnings on bar-owned life insuranc (592) (797 (53€)
Stock based compensation expe 284 19t 167
Bargain purchase gain on acquisit - (3,489 -
Net gain on sale of available for sale secur (142) (274) -
Gain on sale of loar - (657) (395)
Impairment on securitie 3 717 32¢
Net (gain) loss on other real estate ow (18¢) 2,632 297
Provision for deferred income tax 10z (2,027) (400)
Net (increase) decrease in other as (365) 1,06¢ 1,661
Net increase (decrease) in other liabilities (1,587 2,37 1,017
Net cash and cash equivalents provided by operatirartivities 5,84¢ 10,83’ 13,15¢
Investing activities:
Purchases of available for sale secur - (5,437 -
Proceeds from sales of available for sale secs 15¢ 22,91« -
Proceeds from paydowns, maturities and calls ofabla for sale securitie - 1,31¢ 1,21¢
Purchases of held to maturity securi (14,76¢) (34,689 -
Proceeds from paydowns, maturities and calls af teematurity securitie 16,27¢ 12,627 9,911
Loan originations and payments, | (18,54¢) 17,30: (49,189
Proceeds from sale of HarVest lo: - 7,56¢ -
Proceeds from sale of SBA loa - 5,71 4,25
Net cash received in HarVest acquisit - 47,257 -
Purchase of ba-owned life insuranc - - (3,000
Proceeds from cash surrender value of -owned life insuranc - 39t -
Net cash received in branch acquisit - - 40,40(
Net (increase) decrease in stock in Federal Re®&auk and Federal Home Loan Be 297 1,60¢ (303)
Payments received on FDIC indemnification a 1,015 33t 85k
Proceeds from sale of other real estate ov 4,18 1,46¢ 2,07t
Purchases of bank premises and equipment (437) (793) (522)
Net cash and cash equivalents provided by (used imvesting activities (11,81) 77,58 5,69¢
Financing activities:
Net decrease in depos (10,619 (50,602 (12,39)
Cash dividends pai- common stocl (2,89¢) (2,840 -
Issuance of common stock under Stock Incentive @88 shares 3
Proceeds from Federal Home Loan Bank adva - 55,25( -
Repayment of Federal Home Loan Bank adva - (71,739 (5,000
Net increase (decrease) in securities sold undeeatent to repurchase and other short-
term borrowings 1,13¢ 15,67t (6,1772)
Net cash and cash equivalents used in financing agties (12,379 (54,259 (23,562
Increase (decrease) in cash and cash equivalel (18,349 34,16 (4,710
Cash and cash equivalents at beginning of peric 39,20( 5,03¢ 9,74¢
Cash and cash equivalents at end of peric $ 20,85¢ $ 39,20 $ 5,03t
Supplemental disclosure of cash flow informatior
Cash payments fo
Interest $ 4,58¢ $ 593: $ 6,13¢
Income taxe: 4,59¢ 2,70¢ 1,43¢
Supplemental schedule of noncash investing and finaing activities
Transfer from no-covered loans to other real estate ow 3,044 2,92¢ 12,00%
Transfer from covered loans to other real estateeol 4,15¢ - 82

See accompanying notes to consolidated finanaatstents
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1. ORGANIZATION AND SIGNIFICANT ACCOUNTIN G POLICIES

Southern National Bancorp of Virginia, Inc. (“Soeth National” or “SNBV”) is a corporation formed daly 28, 2004 under the laws of the
Commonwealth of Virginia and is the holding comp#mrySonabank (“Sonabank”) a Virginia state chaenank which commenced operations on
April 14, 2005. The principal activities of Sonalkaare to attract deposits and originate loansawmitted under applicable banking

regulations. Sonabank operates 15 branches imniértpcated in Fairfax County (Reston, McLean &aidffax), in Charlottesville, Warrenton (2),
Loudoun County (Middleburg, Leesburg (2), and Sdriting), Front Royal, New Market, Richmond, Hayketrand Clifton Forge, and five
branches in Maryland (four in Montgomery County amé in Frederick County).

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

Principles of Consolidation

The consolidated financial statements include to®ants of Southern National and its wholly ownehsidiary. Southern National is a bank
holding company that owns all of the outstandingpomn stock of its banking subsidiary, SonabanHKl material intercompany balances and
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of the consolidated financial statets in conformity with U. S. generally acceptedaanting principles requires management to
make estimates and assumptions that affect thetegpbamounts of assets and liabilities at the dhtke financial statements and the reported
amounts of revenue and expenses during the reggréinod. Actual results could differ from theséreates. Material estimates that are
particularly susceptible to significant changehia hear term include: the determination of thevedlace for loan losses, the fair value of investment
securities, other than temporary impairment of gtveent securities, the valuation of goodwill anmngible assets, fair value measurements relatec
to assets acquired and liabilities assumed fronrmbas combinations, the FDIC indemnification assefrtgage servicing rights, other real estate
owned and deferred tax assets.

Investment Securities

Debt securities that Southern National has thetipesntent and ability to hold to maturity are s$ified as held-tonaturity and carried at amortiz
cost.

Securities classified as available for sale arsetdebt and equity securities that may be soldspanse to changes in interest rates, liquiditgsiee
or other similar factors. Securities availabledale are carried at fair value, with unrealizethgar losses net of deferred taxes, included in
accumulated other comprehensive income (losspitkablders’ equity.

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 losstt®e sale of securities are recorded on the
settlement date and are determined using the gp@ghtification method.
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Southern National purchases amortizing investmertrities in which the underlying assets are regidemortgage loans subject to

prepayments. The actual principal reduction osélessets varies from the expected contractuaipaireduction due to principal prepayments
resulting from the borrowers’ election to refinarke underlying mortgage based on market and ethatitions. The purchase premiums and
discounts associated with these assets are amtbdizzccreted to interest income over the estimiéfeedf the related assets. The estimated life is
calculated by projecting future prepayments andesealting principal cash flows until maturity. dpayment rate projections utilize actual
prepayment speed experience and available marfioetriation on like-kind instruments. The prepaymetés form the basis for income

recognition of premiums and discounts on the rdlatgsets. Changes in prepayment estimates may tteusarnings recognized on these assets to
vary over the term that the assets are held, ageablatility in the net interest margin. Prepayineate assumptions are monitored and updated
monthly to reflect actual activity and the mosterecmarket projections.

Management evaluates securities for other-than-eeanp impairment (“OTTI”) on at least a quarterlydis, and more frequently when economic or
market conditions warrant such an evaluation. degurities in an unrealized loss position, managewcensiders the extent and duration of the
unrealized loss, and the financial condition anarfierm prospects of the issuer. Management alsesaes whether it intends to sell, or it is more
likely than not that it will be required to sellsacurity in an unrealized loss position befor@vecy of its amortized cost basis. If either of the
criteria regarding intent or requirement to seliist, the entire difference between amortized apdtfair value is recognized as impairment thrc
earnings. For debt securities that do not meeafitiementioned criteria, the amount of impairmisrsplit into two components as follows: 1) O
related to credit loss, which must be recognizetthénincome statement and 2) OTTI related to diéetors, which is recognized in other
comprehensive income. The credit loss is defirsetha difference between the present value ofdbh fiows expected to be collected and the
amortized cost basis. For equity securities, theeeamount of impairment is recognized througheays.

In order to determine OTTI for purchased benefititdrests that, on the purchase date, were nbhhigted, Southern National compares the
present value of the remaining cash flows as estighat the preceding evaluation date to the cumgpécted remaining cash flows. OTTl is
deemed to have occurred if there has been an adeleasige in the remaining expected future castsflow

Loans

Southern National provides mortgage, commercial@msumer loans to customers. A substantial podfdhe loan portfolio is represented by
non-residential mortgage loans throughout its ntaakea. The ability of Southern National’s debtmrfionor their contracts is in varying degrees
dependent upon the real estate market conditioshgeneral economic conditions in this area.

Loans that management has the intent and abilityld for the foreseeable future or until matuotypay-off are reported at their outstanding
unpaid principal balances adjusted for the allovedfioc loan losses, purchase premiums and discamctsny deferred loan fees or costs on
originated loans. Interest income is accrued eruttipaid principal balance. Loan origination feed,of certain direct origination costs, are
deferred and recognized as an adjustment of theerkloan yield using the interest method withauicgpating prepayments.

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agraeoreapproximately $143.4 million (cost ba

of Greater Atlantic Bank’s assets. The Bank withie in the losses on the loans and forecloseddokateral with the FDIC as specified in the loss
sharing agreement; we refer to these assets doéliscas “covered assets.” Loans that are not i@/an the loss sharing agreement are referred to
as “non-covered loans.”
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The accrual of interest on all loans is discontthatthe time the loan is 90 days delinquent urtlesgredit is well secured and in process of
collection. In all cases, loans are placed on nomit status or charged-off at an earlier dateliection of principal and interest is considered
doubtful.

All interest accrued but not collected for loanatthre placed on nonaccrual status or chaaofeid-reversed against interest income. The é@sieor
these loans is accounted for on the cash-basisstirecovery method, until qualifying for returnaocrual. Loans are returned to accrual status
when all the principal and interest amounts comidty due are brought current and future paymargseasonably assured.

Most of Southern National's business activity ishwgustomers located within Virginia and Marylantherefore, our exposure to credit risk is
significantly affected by changes in the economthivse areas. We are not dependent on any singfiencer or group of customers whose
insolvency would have a material adverse effecbperations.

Southern National has purchased, primarily throacduisitions, individual loans and groups of loawne of which have shown evidence of credit
deterioration since origination. These purchaseds are recorded at fair value such that thare tarryover of the seller’s allowance for loan
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 commiskitharacteristics such as, credit score,
loan type, and date of origination. Southern Natl@stimates the amount and timing of expectel flaws for each purchased loan or pool, and
the expected cash flows in excess of fair valugegerded as interest income over the remainieglifthe loan or pool (accretable yield). The
excess of the loans’ or pool’s contractual princgal interest over expected cash flows is notndsmb (nonaccretable difference).

Over the life of the loan or pool, expected casiwil continue to be estimated. If the present vafiexpected cash flows is less than the carrying
amount, a loss is recorded. If the present valexpected cash flows is greater than the carrgimgunt, it is recognized as part of future interest
income.

In accordance with Accounting Standards Codifica8d0-30, and based on current information andteyétit becomes probable that there is a
significant increase in cash flows previously expddo be collected or if actual cash flows araigicantly greater than cash flows previously
expected, the Bank will recalculate the amountoofetable yield for the acquired loans as the exoéthe revised cash flows expected to be
collected over the sum of (1) the initial investrmienthe loans les§) cash collected leg8) write downs, if any plus (4) the amount of yield
accreted to date. The amount of accretable yidlde adjusted by reclassification from non-acal#¢ yield. This adjustment would be accounted
for as a change in estimate with the amount obplériaccretion adjusted over the remaining lif¢hef loans.

Allowance for Loan and Lease Losses (ALLL)

The allowance for loan losses is a valuation allowesfor probable incurred credit losses. Loandssse charged against the allowance when
management believes the collection of the prindpahlikely. Recoveries of amounts previouslyrgea-off are credited to the

allowance. Management’s determination of the adey of the allowance is based on a three yeaorhiat average net loss experience for each
portfolio segment adjusted for current industry andnomic conditions and estimates of their affecloan collectability. While management uses
available information to estimate losses on lo&utsye additions to the allowance may be necedsasgd on changes in economic conditions,
particularly those affecting real estate values.

93



The allowance consists of specific and general aorapts. The specific component relates to loasisate individually classified as impaired. 1
general component provides for estimated lossasimpaired loans and is based on historical lopggence adjusted for current factors.

A loan is considered impaired when, based on ctiméormation and events, it is probable that SeuttNational will be unable to collect the
scheduled payments of principal or interest whemaficording to the terms of the loan. Factors demsd by management in determining
impairment include payment status, collateral vaturel the probability of collecting scheduled pifat and interest payments when due. Loans
experience insignificant payment delays and payrskeottfalls generally are not classified as imghifdanagement determines the significance of
payment delays and payment shortfalls on a casebg-basis, taking into consideration all of tmewrnstances surrounding the loan and the
borrower, including the length of the delay, thasens for the delay, the borrower’s prior paymenbrd, and the amount of the shortfall in relation
to the principal and interest owed. Impairment aasured on a loan by loan basis by either the preséue of expected future cash flows
discounted at the loan’s effective interest rdte,lban’s obtainable market price, or the fair eaddi the collateral if the loan is collateral degent.

The general component covers non-impaired loanssapased on historical loss experience adjustedument factors. The historical loss
experience is determined by portfolio segment arlzhsed on the actual net loss history experiebge&buthern National over the most recent t
years. This actual loss experience is supplememitbcother economic factors based on the risksgmefor each portfolio segment. These
economic factors include consideration of the follg: levels of and trends in delinquencies angdired loans; levels of and trends in chaoffe-
and recoveries; trends in volume and terms of loaffiscts of any changes in risk selection and nmdeng standards; other changes in lending
policies, procedures, and practices; experiendktyaland depth of lending management and othkavent staff; national and local economic trends
and conditions; industry conditions; and effectslmiinges in credit concentrations. The followingfolio segments have been identified: owner
occupied commercial real estate, non-owner occumatmercial real estate, construction and land ldpweent, commercial loans, 1-4 family
residential, and other consumer. While undervwgifinactices in this environment are more stringthet bank estimates the effect of internal fac

on future net loss experience to be negligible.ndgEment’s estimate of the effect of current extieeconomic environmental conditions on future
net loss experience is significant in all loan segta and particularly on loans secured by reateegtaluding single family 1-4, non-owner
occupied commercial real estate and constructidnamd development loans. These factors includesxinventory, generally less demand driven
in part by fewer qualified borrowers and buyersie3e considerations have played a significantinaleanagement’s estimate of the adequacy of
the allowance for loan and lease losses.

Commercial real estate consists of borrowings sethy owner-occupied and non-owner-occupied comialasal estate. Repayment of these
loans is dependent upon rental income or the sulesgale of the property for loans secured byamener-occupied commercial real estate and by
cash flows from business operations for owner-ostlipommercial real estate. Loans for which thes® of repayment is rental income are
primarily impacted by local economic conditions alhdictate occupancy rates and the amount of rearped. Commercial real estate loans that
are dependent on cash flows from operations canba@sidversely affected by current market conditifon their product or service.

Construction and land development primarily considiorrowings to purchase and develop raw land iesidential and non-residential properties.
Construction loans are extended to individuals el & corporations for the construction of anvidlial or multiple properties and are secured by
raw land and the subsequent improvements. Repayhére loans to real estate developers is depgngmn the sale or lease of properties to
third parties in a timely fashion upon completion.
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Should there be delays in construction or a downituthe market for those properties, there magigificant erosion in value which may be
absorbed by Southern National.

Commercial loans consist of borrowings for comnarpurposes to individuals, corporations, partnesstsole proprietorships, and other business
enterprises. Commercial loans are generally sddwyédusiness assets such as equipment, accoueigalgle, inventory, or any other asset
excluding real estate and generally made to finaapé&al expenditures or operations. Southerndatis risk exposure is related to deterioratic
the value of collateral securing the loan shoulgdtmsure become necessary. Generally, businsstsassed or produced in operations do not
maintain their value upon foreclosure which mayumegSouthern National to write-down the value gigantly to sell.

Residential real estate loans consist of loansdividuals for the purchase of primary residencih vepayment primarily through wage or other
income sources of the individual borrower. Southdational’s loss exposure to these loans is degr@rmh local market conditions for residential
properties as loan amounts are determined, inIpathe fair value of the property at origination.

Other consumer loans are comprised of loans teithakls both unsecured and secured and open-end aquity loans secured by real estate, with
repayment dependent on individual wages and ottoeinie. The risk of loss on consumer loans is &elvas the collateral securing these loans, if
any, rapidly depreciate in value or may be worthiasd/or difficult to locate if repossession isessary. Losses in this portfolio are generally
relatively low, however, due to the small indivitli@an size and the balance outstanding as a pragef Southern National's entire portfolio.

Transfers of Financial Assets

Transfers of financial assets are accounted feakes, when control over the assets has beenuiheg. Control over transferred assets is deemet
to be surrendered when the assets have been ésélate Southern National, the transferee obtaipgight (free of conditions that constrain it frc
taking advantage of that right) to pledge or exgesatie transferred assets, and Southern Natioeal mimt maintain effective control over the
transferred assets through an agreement to rema¢ham before their maturity.

Bank Premises and Equipment

Land is carried at cost. Premises and equipmerdtated at cost less accumulated depreciatioiidiBgs and related components are depreciated
using the straight line method with useful lives36fyears. Furniture, fixtures and equipment are depreciatdguthe straight-line method with
useful lives ranging from 3 to 10 years. Leaselimwlorovements are amortized over the shorter of gstimated useful lives or the lease term.

Goodwill and Intangible Assets

Goodwill resulting from business combinations ptmdanuary 1, 2009 represents the excess of ticbgme price over the fair value of the net
assets of businesses acquired. Goodwill resuitorg business combinations after January 1, 2G0§einerally determined as the excess of the fair
value of the consideration transferred, plus tirevi@due of any noncontrolling interests in the @aicege, over the fair value of the net assets aequir
and liabilities assumed as of the acquisition d&eodwill and intangible assets acquired in a pase business combination and determined to
have an indefinite useful life are not amortizeat, tested for impairment at least annually. Southdational has selected August 31 as the date to
perform the annual goodwill impairment assessmérttangible assets with definite useful lives amoetized over their estimated useful lives to
their estimated residual values. Goodwill is thiyamtangible asset with an indefinite life on daalance sheet.
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Other intangible assets consist of core deposihgible assets arising from whole bank and branghiaitions and are amortized over their
estimated useful lives, which range from 7 to 1&rge

Stock Based Compensation

Compensation cost is recognized for stock optissgad to employees, based on the fair value of thesards at the date of granA Black-Schole:
model is utilized to estimate the fair value ofcét@ptions. Compensation cost is recognized owverehjuired service period, generally defined as
the vesting period. For awards with graded vestingipensation cost is recognized on a straightdass over the requisite service period for the
entire award.

Bank-owned Life Insurance

Southern National has purchased life insuranceigslion certain key executives. Bank-owned liumnce is recorded at the amount that can be
realized under the insurance contract at the balaheet date, which is the cash surrender valusstadi for other charges or other amounts due that
are probable at settlement.

Other Real Estate Owned

Assets acquired through or instead of foreclostearatially recorded at fair value less costsetl when acquired, establishing a new cost bdsis.
fair value declines subsequent to foreclosureditext charge-off method is recorded through exper@®perating costs after acquisition are
expensed.

Stock in Federal Home Loan Bank (FHLB) and FederaReserve Bank (FRB)

The Bank is a member of the FHLB system. Membersequired to own a certain amount of stock basethe level of borrowings and other
factors, and may invest in additional amounts. \Wéeadso required to own FRB stock with a par vageal to 6% of capital. FHLB stock and FRB
stock are carried at cost, classified as a resttisecurity, and periodically evaluated for impaninbased on ultimate recovery of par value. Both
cash and stock dividends are reported as income.

Impairment of Long-Lived Assets

Premises and equipment, core deposit intangibktgshe FDIC indemnification asset and other Itargs assets are reviewed for impairment w
events indicate their carrying amount may not loeverable from future undiscounted cash flowsmifaired, the assets are recorded at fair value.
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FDIC Indemnification Asset

The acquisition of Greater Atlantic Bank on Decemhe2009 was accounted for under the acquisitiethod of accounting, and the assets and
liabilities were recorded at their estimated failues. The FDIC indemnification asset was meassepdrately from each of the covered asset
categories as it is not contractually embeddechindd the covered asset categories. The indemtiditasset represents the present value of cash
flows expected to be received from the FDIC foufatlosses on covered assets based on the expeetiétdosses estimated for each covered loan
or loan pool and the loss sharing percentageeadfuisition date. Cash flows are discountednatiketbased rate to reflect the uncertainty of
timing of the loss sharing reimbursement from tB#@ The ultimate collectability of this assetlispendent upon the performance of the
underlying covered assets, the passage of timelaimds paid by the FDIC. We acquired the Greatdairhic loans in December 2009 and
continuously evaluate our estimates of expectezkelsn these loans. During 2013, and based acthal historical losses on the loan pools over
the previous 24 month period, expected losses®adhuired Greater Atlantic loans (the covereddparere lower than previously forecasted
which results in a lower expected recovery fromRBeC. As of December 31, 2013, we expect to rec®4e2 million from the FDIC under the
indemnification agreement. The difference betwtbencarrying amount of $5.8 million and the estiedatecovery is being amortized over the
remaining life of the indemnification agreementiwe expected life of the loans, whichever is shorfEhere are two agreements with the FDIC,
for single family assets which is a 10 year agredragpiring in December 2019, and one for non-giriginily (commercial) assets which is a 5
year agreement expiring in December 2014. Appresefy 82% of the remaining assets, as of Decembe2(®L 3, relate to single family assets
which are covered under the 10 year agreementciitient overstatement is primarily due to improvetaén the loss estimates in the single far
covered loans. As we enter the last year of oumgerial loss sharing agreement, there is potemsiathat we will not be able to resolve some of
the impaired commercial credits and OREO prioh®éxpiration of the nosingle family (5 year) agreement. If this were tzur, we could recor
additional impairment to our FDIC indemnificatiossat in addition to the current amortization atehd of fiscal year 2014.

Retirement Plans

Employee 401(k) plan expense is the amount of nrajatontributions. Supplemental retirement plapemse allocates the benefits over years of
service.

Loss Contingencies

Loss contingencies, including claims and legaleadtiarising in the ordinary course of businessrecerded as liabilities when the likelihood of
loss is probable and an amount or range of losbearasonably estimated. Management does newbehere are such matters that will have a
material effect on the financial statements.

Dividend Restriction

Banking regulations require maintaining certainitzdpevels and may limit the dividends paid by tienk to the holding company or by the holc
company to shareholders.

Estimates and Uncertainties

Estimates including the fair value of financialtmsnents, other than temporary impairment, the igiom for loan losses, expected loan
performance and recoveries from the FDIC, and tiaduation of the recoverability of goodwill andamgible assets involve uncertainties and
matters of significant judgment regarding interases, credit risk, repayments and prepaymentsptrat factors, especially in the absence of b
markets for particular items. Changes in assumpt@ in market conditions could significantly aff¢he estimates.

Operating Segments

While the chief decisiomrakers monitor the revenue streams of the varicoygts and services, operations are managed rmantcfal performanc

is evaluated on a company-wide basis. Discretmfiral information is not available other than aczpenpany-wide basis. Accordingly, all of the
financial service operations are considered by ament to be aggregated in one reportable opersdiogent.
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Reclassifications

Certain items in the prior year financial statersemére reclassified to conform to the current preg®n. Gains and losses on OREO have been
reclassified from noninterest income to noninteeagtenses in the Consolidated Statements of InesdeéComprehensive Income.

Income Taxes

Income tax expense is the total of the current yr@ame tax due or refundable and the change ierdsf tax assets and liabilities. Deferred tax
assets and liabilities are the expected futuretagunts for the temporary differences between gsagr@mounts and tax bases of assets and
liabilities, computed using enacted tax rates.alugtion allowance, if needed, reduces deferre@dsarts to the amount expected to be realized.

A tax position is recognized as a benefit only iEi“more likely than not” that the tax positiorould be sustained in a tax examination, with a tax
examination being presumed to occur. The amowaigrézed is the largest amount of tax benefit ihagreater than 50% likely of being realizec
examination. For tax positions not meeting the “enldeely than not” test, no tax benefit is recordéée have no unrecognized tax benefits and do
not anticipate any increase in unrecognized benefiting the next twelve months. Should the adafiany interest or penalties relative to
unrecognized tax benefits be necessary, it is olitypto record such accruals in our income taxoaots; no such accruals exist as of December 31
2013. Southern National and its subsidiary fimasolidated U. S. federal tax return; Sonabails i Maryland state income tax return and
Southern National files a Virginia state income teturn. These returns are subject to examindtjotaxing authorities for all years after 2009.

Restrictions on Cash

Cash on hand or on deposit with the Federal Red®am& was required to meet regulatory reserve &atiog requirements in the amount of $1.8
million and $1.7 million at December 31, 2013 afd 2, respectively.

Consolidated Statements of Cash Flows

For purposes of reporting cash flows, Southerndwati defines cash and cash equivalents as cadahudanks and interest-bearing deposits in
other banks with maturities less than 90 days. ddeh flows are reported for customer loan and slefransactions and short-term borrowings.

Earnings Per Share

Basic earnings per share (“EPS”) are computed Wadidg net income by the weighted average numb&oafmon shares outstanding during the
year. Diluted earnings per share reflect additi@oahmon shares that would have been outstanduliytfve potential common shares had been
issued, as well as any adjustment to income thatdvesult from the assumed issuance. Potentiahwan shares that may be issued by SNBV
relate solely to outstanding stock options and args and are determined using the treasury stodkomhe

Comprehensive Income (Loss)

Comprehensive income (loss) consists of net incanteother comprehensive income (loss). Other cehgmsive income (loss) includes

unrealized gains and losses on securities avaifabkale and the non-credit component of othen teanporary impairment of securities held-to-
maturity which are also recognized as a separatgonent of equity.
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Off Balance Sheet Credit Related Financial Instrumats

In the ordinary course of business, Southern Natibas entered into commitments to extend creditstandby letters of credit. The face amount
for these items represents the exposure to lofsebeonsidering customer collateral or abilityrépay.

Recent Accounting Pronouncements

In February 2013, the FASB issued ASU 2013-02, Gelmnsive Income (Topic 220Reporting of Amounts Reclassified Out of Accumd
Other Comprehensive Inconighis standard update requires companies to repereffect of significant reclassifications out atamulated oth:
comprehensive income on the respective line itemthé consolidated statements of comprehensivarmiacih the amount being reclassifiec
required under U.S. GAAP to be reclassified ireitsirety to net income. For other amounts thahaterequired under U.S. GAAP to be reclass
in their entirety to net income in the same repgrtperiod, an entity is required to cras$erence other disclosures required under U.S. B
provide additional detail about those amounts. \epted this standard in the first quarter of 204@ kave included the additional disclosures.

2. SECURITIES

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

Amortized Gross Unrealized Fair
December 31, 201. Cost Gains Losses Value
Obligations of states and political subdivision: $ 2,302 $ - % (309 $ 1,99:¢
Amortized Gross Unrealized Fair
December 31, 201. Cost Gains Losses Value
Obligations of states and political subdivision: $ 2,30¢ $ 2 $ 22 $ 2,28¢
FHLMC preferred stock 16 86 - 10z
Total $ 232t $ 88 $ 22) $ 2,391

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

December 31, 201 Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 25,60¢ $ 672 $ (299 $ 25,98¢
Residential governmen-sponsored collateralized mortgage obligatior 4,29¢ 2 (349 3,94¢
Government-sponsored agency securitie 29,97 - (3,999 25,977
Obligations of states and political subdivision: 14,38¢ - (987) 13,40:
Other residential collateralized mortgage obligatbns 65¢ - (12 647
Trust preferred securities 7,521 93¢ (2,228 6,232

$ 82,44: $ 161 $ (7,869 $ 76,19:
Amortized Gross Unrecognizec Fair

December 31, 201: Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 3537 $ 155¢ $ - $ 36,93«
Residential governmen-sponsored collateralized mortgage obligatior 5,44¢ 81 - 5,52¢
Government-sponsored agency securitie 29,98: 52 ()] 30,03:
Obligations of states and political subdivision: 4,68¢ 1 (69) 4,621
Other residential collateralized mortgage obligatbns 817 - (29 793
Trust preferred securities 7,74% 1,422 (2,242 6,92%

$ 84,05. $ 3,11 % (2,339 $ 84,82’

The amortized cost amounts are net of recognizeer than temporary impairment.

During 2013, we sold 55 thousand shares of availdylsale FHLMC preferred stock resulting in angafi $142 thousand. During 2012, we sold
$8.2 million of available for sale SBA pooled séties acquired in the Greater Atlantic Bank tranisecresulting in a gain of $287 thousand and
$14.4 million available for sale securities acqdiie the HarVest acquisition resulting in a los$®8 thousand. During 2011, we sold no securities.

The fair value and amortized cost, if differentdebt securities as of December 31, 2013 by canthmaturity were as follows (in
thousands). Securities not due at a single mutdaite, primarily mortgage-backed securities arthtalized mortgage obligations, are shown
separately.

Held to Maturity Available for Sale
Amortized Amortized
Cost Fair Value Cost Fair Value
Due in five to ten years $ 6,198 $ 589¢ $ - $ -
Due after ten years 45,68¢ 39,71 2,30z 1,99:
Residential governmen-sponsored mortgag-backed securities 25,60¢ 25,98¢ - -
Residential governmen-sponsored collateralized mortgage obligation 4,29 3,94¢ - -
Other residential collateralized mortgage obligabns 65¢ 647 - -
Total $ 82,44 $ 76,19: $ 2,302 $ 1,99¢

Securities with a carrying amount of approximatehp.3 million and $62.3 million at December 31, 2@hd 2012, respectively, were pledged to
secure public deposits, repurchase agreements laraaf credit for advances from the Federal Hdroan Bank of Atlanta (“FHLB").
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Southern National monitors the portfolio for indime of other than temporary impairment. At Decenil, 2013 and 2012, certain securities’ fair
values were below cost. As outlined in the tablewethere were securities with fair values totglapproximately $61.7 million in the portfolio
with the carrying value exceeding the estimatedvalue that are considered temporarily impaireDetember 31, 2013. Because the decline in
fair value is attributable to changes in interas¢s and market illiquidity, and not credit qualépd because we do not have the intent to sedéthe
securities and it is likely that we will not be taad to sell the securities before their antiagatecovery, management does not consider these
securities to be other-than-temporarily impairedfaBecember 31, 2013. The following tables preggfiormation regarding securities in a
continuous unrealized loss position as of DecerBheP013 and 2012 (in thousands) by duration oé tima loss position:

December 31, 201:

Less than 12 months 12 Months or More Total
Unrealized Unrealized Unrealized
Available for Sale Fair value Losses Fair value Losses Fair value Losses
Obligations of states and political subdivision: $ 40¢ $ (78) $ 158 $ (230 $ 1,99 $ (309
Less than 12 months 12 Months or More Total
Unrecognizec Unrecognizec Unrecognizec
Held to Maturity Fair value Losses Fair value Losses Fair value Losses
Residential governmen-sponsored mortgag-
backed securities $ 12,64: $ (299 $ - $ - % 12,64: $ (299
Residential governmen-sponsored
collateralized mortgage obligations 2,98¢ (349) - - 2,98¢ (349)
Governmeni-sponsored agency securitie 8,73 (1,250 17,24« (2,744 25,977 (3,999
Obligations of states and political subdivision: 10,327 (58¢) 3,06¢ (399) 13,39: (987)
Other residential collateralized mortgage
obligations 647 (12 - - 647 (12
Trust preferred securities - - 4,07( (2,228 4,07( (2,228
$ 35,33t $ (2,499 $ 24.37¢  $ (5,37) $ 59,71: $ (7,869
December 31, 201
Less than 12 months 12 Months or More Total
Unrealized Unrealized Unrealized
Available for Sale Fair value Losses Fair value Losses Fair value Losses
Obligations of states and political subdivision: $ 155 $ (22 $ - $ - 3 155 $ (22
Less than 12 months 12 Months or More Total
Unrecognizec Unrecognizec Unrecognizec
Held to Maturity Fair value Losses Fair value Losses Fair value Losses
Obligations of states and political subdivision: $ 4,18¢ $ (69 $ - % - % 4,18¢ $ (69
Governmeni-sponsored agency securitie 4,99¢ ()] - - 4,99¢ (@)
Other residential collateralized mortgage
obligations 79z (29 - - 79z (29
Trust preferred securities - - 4,84¢ (2,247) 4,84¢ (2,247)
$ 9,97¢ $ 97 $ 4,84¢ $ (2,242 $ 14827 $ (2,339
As of December 31, 2013, we owned pooled trusigpredl securities as follows (in thousands):
Previously
% of Curren Recognizec
Defaults ani Cumulative
Ratings Estimater Deferrals tc Other
Tranche When Purchase Current Rating: Fair Total Comprehensivi
Security Level Moody's Fitch Moody's Fitch Par Valur Book Value Value Collateral Loss (1)
(in thousands
ALESCO
VIl A1B  Senior Aaa AAA  Baa3 BBB $ 6,592 $ 5971$ 3,86i 16% $ 27¢
MMCEF Il Senior
B Sub A3 A- Bal CC 33z 327 202 34% 6
6,92¢ 6,29¢ 4,07( $ 284
Cumulative Othe = Cumulative

Other Than Temporarily
Impaired:

TPREF

Comprehensivi OTTI Related t

Loss (2) Credit Loss (2




FUNDING

I Mezzanin
TRAP

2007-XI1

C1 Mezzanin:
TRAP

2007-XII1

D Mezzanin:
MMC

FUNDING

XVIII Mezzanin:
ALESCO

V C1l Mezzanin
ALESCO

XV C1l Mezzanin
ALESCO

XVI C Mezzanin

Total

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

(2) Pretax

Al

A3

NR

A3

A2

A3

A3

A-

Caa3

NR

Ca

O o o O

1,50( 51¢ 527
2,143 56 152
2,03¢ - 111
1,08¢ 27 227
2,15( 47¢ 56¢€
3,23t 30 10¢€
2,151 12C 471
14,30¢ 1,222 2,162
$ 21,23t $ 7,521 $ 6,232

101

41%

3%

28%

30%

20%

35%

15%

62€ $ 35¢
79€ 1,29:
7 2,032

37C 691
1,01¢ 661
644 2,55¢
851 1,18(
4,31C $ 8,77t




Each of these securities has been evaluated fer titlan temporary impairment (“OTTI"Jn performing a detailed cash flow analysis of ¢
security, Sonabank works with independent thirdiparto estimate expected cash flows and assiét i evaluation of other than tempol
impairment. The cash flow analyses performed iretlidhe following assumptions:

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

Recoveries of 19% with a two year lag on all defaahd deferrals

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

Additionally banks with assets over $15 billion b longer be allowed to count down streamed foosterred proceeds as Tier 1 caf
(although it will still be counted as Tier 2 capjitd hat will incent the large banks to prepay thaist preferred securities if they can or if
it is economically desirable. As a consequencehawe projected in all of our pools that 25% of ¢b#ateral issued by banks with assets
over $15 billion will prepay in 201:

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

We recognized OTTI charges of $3 thousand durirf32tbmpared to OTTI charges related to credit enthst preferred securities totaling $
thousand and $329 thousand for the years endechibeced1, 2012 and 2011, respectively.

On January 14, 2014, the three federal bankingaggemneleased their interim final rule regarding Yolcker Rule and its impact on trust prefe
CDO'’s. They issued a non-exclusive list of CB@acked by trust preferred securities that depgsitstitutions will be permitted to continue
hold. All of the trust preferred securities thag @wn are on this list; as a result, we are natired to sell our investments in pooled trust pmefe
securities.

The following table presents a roll forward of #tredit losses recognized in earnings for the psreried December 31, 2013, 2012 and 20!
thousands):

2013 2012 2011

Amount of cumulative oth-thar-temporary impairmerrelated to credit loss prior to Janual $ 899, $ 8271 $ 8,00z
Amounts related to credit loss for which an other:-temporary impairment was not

previously recognize - - -
Amounts related to credit loss for which an other-temporary impairment was previously

recognizec 3 717 32¢
Reductions due to realized los: (86) - (54)
Amount of cumulative other-than-temporary impairtnestated to credit loss as of December

31 $ 8,911 $ 8,99 $ 8,27
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Changes in accumulated other comprehensive incgneerbponent for the year ended December 31, 261 8kown in the table below. All

amounts are net of tax (in thousands).

For the year ended December 31, 2

Unrealized Holdin
Gains (Losses) o
Available for Sale Held to Maturity

Securities Securities Total
Beginning balanc $ (3,025 $ (2,98))
Other comprehensive income/(loss) before reclasdifins (159%) 38 (11%)
Amounts reclassified from accumulated other comgmelve income/(loss) - (94)
Net currer-period other comprehensive income/(loss) (247) 38 (209)
Ending balance $ (209) $ (2,987 $ (3,190
3. LOANS
Loans, net of unearned income, consist of theviolig at year end (in thousands):
Covered Non-covered Total Covered Non-covered Total
Loans (1) Loans Loans Loans (1) Loans Loans
December 31, 201 December 31, 201;
Loans secured by real estate
Commercial real estate- owner-
occupied $ 1,60 $ 106,22 $ 107,82 $ 4,14: 93,28t $ 97,43:
Commercial real estate- non-owner-
occupied 5,82¢ 150,00¢ 155,83 10,24¢ 130,15: 140,39¢
Secured by farmland 10C 50¢ 60¢ - 1,47¢ 1,47¢
Construction and land loans 1 39,06¢ 39,06¢ 1,261 44,94¢ 46,207
Residential -4 family 16,63: 66,48: 83,11 21,00¢ 61,31¢ 82,32«
Multi - family residential 58t 21,49¢ 22,08: 614 18,77 19,38¢
Home equity lines of credit 25,76¢ 6,43 32,20( 31,29: 9,17¢ 40,47(
Total real estate loans 50,51¢ 390,21¢ 440,73t 68,56 359,13t 427,69°
Commercial loans 1,097 104,28 105,38: 2,672 99,08: 101,75
Consumer loans 81 1,30¢ 1,38¢ 88 1,62: 1,711
Gross loans 51,69¢ 495,81( 547,50t 71,32: 459,84( 531,16:
Less deferred fees on loar 5 (1,459 (1,449 7 (1,019 (1,010
Loans, net of deferred fee: $ 51,70: $ 494,35 $ 546,05¢ $ 71,32¢ 458,82 $ 530,15:

(1) Covered Loans were acquired in the Greatem#itidaransaction and are covered under an FDIC-share agreemer

Accounting policy related to the allowance for Idasses is considered a critical policy given el of estimation, judgment, and uncertainty in
the levels of the allowance required to accountHerinherent probable losses in the loan portfatid the material effect such estimation, judgn
and uncertainty can have on the consolidated finhresults.

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agraeoreapproximately $143.4 million

(contractual basis) of Greater Atlantic Bank's &ss@ he Bank will share in the losses on the I@arsforeclosed loan collateral with the FDIC as
specified in the loss sharing agreement; we refénése assets collectively as “covered assetgans that are not covered in the loss sharing
agreement are referred to as “non-covered loansm-ddvered loans included $38.9 million of loanglaed in the HarVest acquisition.

Accretable discount on the acquired covered loadstlze HarVest loans was $8.9 million and $11.7iomilat December 31, 2013 and 2012,

respectively.
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Credit-impaired covered loans are those loans whiekented evidence of credit deterioration atitite of acquisition and it is probable that
Southern National would not collect all contractpaéquired principal and interest payments. Gdhgracquired loans that meet Southern

Nationa’s definition for nonaccrual status fell within tdefinition of credit-impaired covered loans.

Impaired loans for the covered and non-coveredgims were as follows (in thousands):

December 31, 201 Covered Loans Non-covered Loans Total Loans
Unpaid Unpaid Unpaid
Recorded Principal Related Recorded Principal Related Recorded Principal Related
Investment Balance Allowance Investment (1) Balance Allowance Investment Balance Allowance
With no related allowance recordec
Commercial real estate- owner occupiet $ 748 $ 844 $ - $ 747¢ $ 747¢ $ -3 8,221 $ 8,32( -
Commercial real estate- non-owner
occupied (2) 2,14t 2,48¢ - 35¢ 44¢ - 2,504 2,93t -
Construction and land development - - - 2,107 2,307 - 2,107 2,307 -
Commercial loans - - - 3,15¢ 3,631 - 3,15¢ 3,631 -
Residential -4 family (4) 1,22( 1,43¢ - 5,35¢ 5,35¢ - 6,57¢ 6,797 -
Other consumer loans - - - - - - - - -
Total $ 4,11C  $ 4,76¢  $ - $ 18,45¢ $ 19,22:  $ - $ 22,56: $ 23,99( -
With an allowance recorded
Commercial real estate- owner occupiec $ - $ - $ - $ 40C $ 50C $ 19z $ 40C $ 50C 192
Commercial real estate- non-owner
occupied (2) - - - - - - - - -
Construction and land development - - - - - - - - -
Commercial loans - - - 1,71¢ 2,51¢ 32t 1,71¢ 2,51¢ 32t
Residential -4 family (4) - - - 2,637 2,631 20C 2,631 2,637 20C
Other consumer loans - - - - - - - - -
Total - $ - - $ 4,75 5,658 $ 717 4,758 $ 5,65¢ 717
Grand total 4,11C $ 4,76¢ - $ 23,21( 24,87¢ $ 717 27,32( $ 29,64¢ 717
(1) Recorded investment is after cumulative priwarge offs of $1.4 million. These loans also haygregate SBA guarantees of $2.4 milli
(2) Includes loans secured by farmland and -family residential loans
(3) The Bank recognizes loan impairment and mayaoently record a charge off to the allowanceldan losses
(4) Includes home equity lines of cre«
December 31, 201. Covered Loans Non-covered Loans Total Loans
Unpaid Unpaid Unpaid
Recorded Principal Related Recorded Principal Related Recorded Principal Related
Investment Balance Allowance Investment (1 Balance Allowance Investment Balance Allowance
With no related allowance recordec
Commercial real estate- owner occupiec $ 136 $ 234  $ - $ 331 $ 3507 $ - $ 3,45¢ $ 3,741 -
Commercial real estate- non-owner
occupied (2) 2,114 3,54% - 1,70t 2,01( - 3,81¢ 5,552 -
Construction and land development 1,10¢ 1,852 - 2,981 3,787 - 4,08¢ 5,63¢ -
Commercial loans 21z 35¢ - 5,217 5,76¢ - 5,42¢ 6,12¢ -
Residential -4 family (4) 1,55¢ 1,80t - 3,36¢ 3,921 - 4,92¢ 5,72¢ -
Other consumer loans - - - - - - - -
Total $ 5127 $ 7,790 $ - 3 16,58: $ 1899: $ - 3 21,71.  $ 26,78 -
With an allowance recorded
Commercial real estate- owner occupiec $ - $ -3 - $ 137 % 237 $ 137 $ 137 $ 237 137
Commercial real estate- non-owner
occupied (2) - - - 1,177 1,177 26( 1,177 1,177 26C
Construction and land development - - - - - - - -
Commercial loans - - - - - - - -
Residential -4 family (4) - - - 5,791 5,791 44C 5,791 5,791 44C
Other consumer loans - - - - - - - - -
Total - b - - b 7,108 b 7,20¢ 837 b 7,10¢ 7,208 837
Grand total 5127 $ 7,79% - $ 23,68¢ $ 26,19¢ 837 $ 28,81t 33,99: 837

(1) Recorded investment is after cumulative priarge offs of $4.7 million. These loans also haygregate SBA guarantees of $2.6 milli
(2) Includes loans secured by farmland and -family residential loans

(3) The Bank recognizes loan impairment and mayaoently record a charge off to the allowanceldan losses

(4) Includes home equity lines of cret
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The following tables present the average recordeestment and interest income for impaired loanegeized by class of loans for the years ended
December 31, 2013, 2012 and 2011 (in thousands):

Year ended 12/31/1:

With no related allowance recordec
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1,
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

With an allowance recorded
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total
Grand total

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

(2) Includes home equity lines of cre(

Year ended 12/31/1.

With no related allowance recordec
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1,
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

With an allowance recorded
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total
Grand total

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

(2) Includes home equity lines of cre(

Year ended 12/31/1:

With no related allowance recordec
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

With an allowance recorded
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)

Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognized Investment Recognized Investment Recognizec
7C % 5 % 6,45¢ $ 43¢ $ 7,226 $ 494
2,27¢ 134 37C 38 2,644 17z
- - 1,181 - 1,181 -
- - 1,811 6€ 1,811 66
1,22¢ 47 5,53¢ 347 6,76 394
427 $ 236 $ 1535:.  $ 89C $ 19,628 % 1,12¢€
-0 % -0 % 12 $ 17 $ 122 $ 17
- - 1,87¢ - 1,87¢ -
- - 2,61¢ 127 2,61¢ 127
- $ - $ 461 $ 144 $ 461 $ 144
427 $ 236 $ 19,96¢ $ 1,03 $ 24,24, $ 1,27C
Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognized Investment Recognized Investment Recognizec
134 % ¢ 3 724 % 3¢ % 85¢ $ 58
2,101 62 1,94z 39 4,04: 101
1,08 101 3,15¢ 95 4,24t 19¢€
21C 23 3,83¢ 132 4,04¢ 15k
1,18 28 1,23( 48 2,41: 78
4718 $ 234 3% 10,89C  $ 354  $ 15,608 $ 58¢
- 0% - % 27 $ 21 $ 27 $ 21
- - 1,34¢ 10z 1,34¢ 10z
- - 1,78 9C 1,78 90
- % - 3 3,396  $ 212 $ 3,39 % 213
4,718 $ 234 3 14,28t $ 567 $ 19,000  $ 801
Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognized Investment Recognized Investment Recognizec
187 $ ¢ 3 2,70¢ % 192 $ 2,89t % 211
1,78¢ 84 3,29¢ 18C 5,08z 264
1,08( 10¢ 4,361 241 5,441 344
21€ 23 6,98( 421 7,19¢ 444
654 1€ 287 8 941 24
3,92t  $ 24 % 1763 $ 1,042 $ 2155 % 1,281
- 3 - $ - 3 - 3 - $ -
- - 96& 3C 96& 30
- - 344 4C 344 40



Other consumer loans - - R

Total $ $ - $ 1,30¢

©

7C

1,30¢

©*»

70

Grand total $ 3,92 §$ 24 % 18,93¢

1,112

22,86¢

1,357

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of cre(
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The following table presents the aging of the rdedrinvestment in past due loans by class of laarsf December 31, 2013 and 2012 (in

thousands):

December 31, 201

Covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

Non-covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1,
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

Total loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

December 31, 201.

Covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1,
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

Non-covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

Total loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1)
Construction and land developmen
Commercial loans
Residential 14 family (2)
Other consumer loans

Total

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

$ -8 - 0% $ -8 -8 1,60: 1,60

503 - 503 24t 5,76¢€ 6,51«

- - - - 1 1

- - - - 1,097 1,097

41 - 41 1,37 40,98: 42,40(

- - - - 81 81

$ 544  $ - $ $ 544  $ 1,62: $ 49,53( 51,69¢

$ 706 $ 28: % $ 991 $ - $ 105,23 106,22!

35¢ - 35¢ - 171,65! 172,01:

8 3 11 2,107 36,95( 39,06¢

522 96¢ 1,49( 3,07(C 99,72« 104,28

957 98 1,05¢ 2,637 69,22: 72,91:

14 - 14 - 1,294 1,30¢

$ 2,56¢  $ 135 % $ 3,92 $ 7,814 $ 484,07t 495,81(

$ 706 $ 28: % $ 991 $ - $ 106,83 107,82¢

862 - 862 24t 177,41¢ 178,52t

8 3 11 2,107 36,95 39,06¢

522 96¢ 1,49( 3,07(C 100,82: 105,38:

99¢ 98 1,09¢ 4,01¢ 110,20 115,31¢

14 - 14 - 1,37¢ 1,38¢

$ 3,112 $ 135 % $ 4,46  $ 9,43t $ 533,60t 547,50t

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

$ 37 $ - % $ 37 % -0 $ 3,77(C 4,14:

151 2,321 2,472 - 8,38¢ 10,86(

72 - 72 51 1,13¢ 1,261

142 - 145 1,96: 56€ 2,672

257 - 257 1,55t 50,48¢ 52,291

- - - - 88 88

$ 99€ $ 2,321  $ $ 3317 $ 3,56¢ $ 64,43t 71,32:

$ 2,02t $ - 0% $ 2,02t % 58C $ 90,68: 93,28¢

861 - 861 62€ 148,91¢ 150,40!

35 - 35 1,48¢ 43,427 44,94¢

1,16¢ 191 1,35¢ 4,46¢ 93,257 99,08:

3,58¢ 2,88¢ 6,47¢ 46¢ 63,55¢ 70,49°

15C - 15C - 1,47: 1,62%

$ 7821 $ 3,07¢  $ $ 10,90 $ 7,626  $ 441,31 459,84(

$ 2,39t $ - 0% $ 2,39t $ 58C $ 94,45 97,43

1,01z 2,321 3,33¢ 62€ 157,30t 161,26!

107 - 107 1,53t 44,56¢ 46,207

1,307 191 1,49¢ 6,43 93,82: 101,75:

3,84: 2,88¢ 6,731 2,02¢ 114,03¢ 122,79:

15C - 15C - 1,561 1,711

$ 88li $ 540 $ $ 14217 $ 11,197 $ 505,74 531,16:

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

(2) Includes home equity lines of cre(
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Activity in the allowance for non-covered loan dadse losses by class of loan for the years endedrbber 31, 2013, 2012 and 2011 is

summarized below (in thousands):

Non-covered loans:
Year ended December 31, 201
Allowance for loan losses
Beginning balance

Charge offs

Recoveries

Provision

Ending balance

Year ended December 31, 201
Allowance for loan losses
Beginning balance

Charge offs

Recoveries

Provision

Ending balance

Year ended December 31, 201
Allowance for loan losses
Beginning balance

Charge offs

Recoveries

Provision

Ending balance

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of cre(

Activity in the allowance for covered loan and ledssses by class of loan for the years ended Daee8i,

Commercial Commercial
Real Estate = Real Estate  Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumer
QOccupied Occupied (1 Developmen Loans Residential (2 Loans Unallocatec Total

$ 93z % 147 $ 97C % 2,11 % 1,160 $ 33 % 28t 6,967
- (199 (650 (2,286 (77€) (144 - (4,05¢
13 14€ 7 204 12¢ 4 - 50¢
(131) (43€) 741 2,76¢ 78€ 161 (26€) 3,62¢
$ 814 $ 98t $ 1,066 $ 2,797 $ 130 $ 54 §$ 19 7,03¢
$ 627 $ 1,011 % 1,367 $ 2,221 $ 1,021 % 42 % - 6,29%
(250C) (1,08)) (2,119 (1,67¢) (1,07)) (9) - (6,20¢)
- 261 13 334 85 9 70z
55¢ 1,28: 1,70¢ 1,22¢ 1,12¢ (9) 28E 6,17¢
$ 93z % 1,47¢  $ 97C % 2,11 $ 1,16:  $ 33 % 28t 6,967
$ 56z $ 1,268 $ 326 % 2,42 $ 99¢ $ 9 % 13 5,59¢
(113 (1,050 (460 (3,97¢ (2,34)) (56) - (7,99t
3 6 5 12¢ 54 3 - 19¢
17¢ 79C 1,49¢ 3,64¢ 2,30¢ 86 (13 8,49
$ 627 $ 1,011 $ 1,367 $ 2,221 $ 1,021 % 42 3 - 6,29t

(in thousands). There was no allowance for loahlease losses for covered loans recorded in pears.

Covered loans:
Year ended December 31, 201
Allowance for loan losses
Beginning balance

Charge offs

Recoveries

Adjustments (2)

Provision

Ending balance

Year ended December 31, 201
Allowance for loan losses
Beginning balance

Charge offs

Recoveries

Adjustments (2)

Provision

Ending balance

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

2013 and 2012 is summarized below

Commercial Commercial
Real Estate = Real Estate  Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumer
Occupied Occupied (1 Developmen Loans Residential (3 Loans Unallocatec Total

$ - 8% 45 % -8 43 % - 8% 1 $ - 99
- - - (39 - Q) - (39
- - - 8 - (€) - ()]

$ - $ 45 $ - 8 - $ - $ 6 $ - 51

$ - $ - 8 - 8 $ - $ - $ - -
- 36 - 35 - 9 - 80
- 9 - 8 - 2 - 19

$ - 3 45 3 - $ 43 3 - 3 1 $ - 99

(2) Represents the portion of increased expectsgfwhich is covered by the loss sharing agreewiénthe FDIC.

(3) Includes home equity lines of cre(
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The following table presents the balance in thevedince for non-covered loan losses and the recandedtment in non-covered loans by portfolio
segment and based on impairment method as of Dexre3th2013 and 2012 (in thousands):

Commercial Commercial

Real Estate = Real Estate  Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumer
Non-covered loans: Occupied Occupied (1 Developmen Loans Residential (2 Loans Unallocatec Total
December 31, 201

Ending allowance balance attributable to loans

Individually evaluated for impairment $ 192 % - 8 - 8 326 $ 20C $ - $ - 8 717

Collectively evaluated for impairment 622 98E 1,06¢ 2,47 1,102 54 19 6,327
Total ending allowance $ 814 $ 98t % 1,066 $ 2,797 $ 1,302 $ 54 $ 19 8 7,03¢
Loans:

Individually evaluated for impairment $ 7,87¢ $ 35¢ $ 2,107 $ 487 $ 799" $ - % - $ 23,21(

Collectively evaluated for impairment 98,34¢ 171,65: 36,96 99,41: 64,91¢ 1,30¢ - 472,60(
Total ending loan balances $ 106,22! $ 172,01. $ 39,066 $ 104,28 $ 7291 $ 1,306 $ - $  495,81(

December 31, 201.

Ending allowance balance attributable to loans

Individually evaluated for impairment $ 137 $ 26C $ -8 - % 44C  $ - 9% - % 837

Collectively evaluated for impairment 79t 1,21¢ 97C 2,11(C 72¢ 33 28E 6,13(
Total ending allowance $ 93z $ 1,47¢  $ 97C  $ 2,11 $ 1,160 $ 33 % 285 $ 6,967
Loans:

Individually evaluated for impairment $ 345 $ 288: $ 2981 $ 521: $ 9,15¢ $ - % - $ 23,68¢

Collectively evaluated for impairment 89,83: 147,52: 41,96¢ 93,86¢ 61,33¢ 1,62% - 436,15
Total ending loan balances $ 93,28 $ 150,40¢ $ 44,94¢  $ 99,08. $ 70,497 $ 1,62 $ - $  459,84(

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of crec

The following table presents the balance in thevedince for covered loan losses and the recordesgtiment in covered loans by portfolio segment
and based on impairment method as of December03B, &hd 2012 (in thousands).

Commercial Commercial

Real Estate  Real Estate  Construction Other
Owner Non-owner and Land Commercial 1-4 Family Consumer
Occupied
Covered loans: Occupied (1) Developmen Loans Residential (2 Loans Unallocatec Total
December 31, 201

Ending allowance balance attributable to loans

Individually evaluated for impairment $ - % - $ - % - % - 8 - 8 - 8 -

Collectively evaluated for impairment - 45 - - - 6 - 51
Total ending allowance $ - $ 45 8 - $ - 8 - $ 6 $ - $ 51
Loans:

Individually evaluated for impairment $ 745 $ 2,14t $ - % - % 122 $ - % - % 4,11(

Collectively evaluated for impairment 85¢& 4,36¢ 1 1,097 41,18( 81 - 47,58¢
Total ending loan balances $ 1,60 $ 6,51« $ 1 $ 1,097 $ 42,400  $ 81 $ - $  51,69¢

December 31, 201

Ending allowance balance attributable to loans

Individually evaluated for impairment $ - $ -3 - 8 - 8 - $ - $ - $ -

Collectively evaluated for impairment - 45 - 43 - 11 - 99
Total ending allowance $ - $ 45 % - 8 43 $ -3 11 3 - 8 99
Loans:

Individually evaluated for impairment $ 13¢ % 2,112 $ 1,10¢ $ 21z $ 1558 % - % - % 5,127

Collectively evaluated for impairment 4,008 8,74¢ 152 2,46( 50,74: 88 - 66,19/
Total ending loan balances $ 4,14: $ 10,86( $ 1,261 $ 267: $ 52297 $ 88 $ - $ 71,32:

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of cre(
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Troubled Debt Restructurings

A modification is classified as a troubled debtmesturing (“TDR”) if both of the following exist{1) the borrower is experiencing financial
difficulty and (2) the Bank has granted a concassicthe borrower. The Bank determines that advegr may be experiencing financial difficulty
if the borrower is currently delinquent on anytsfdebt, or if the Bank is concerned that the bweromay not be able to perform in accordance
the current terms of the loan agreement in thestable future. Many aspects of the borroweraniinal situation are assessed when determining
whether they are experiencing financial difficulpgrticularly as it relates to commercial borrowgug to the complex nature of the loan structure,
business/industry risk and borrower/guarantor sfines. Concessions may include the reduction aft@nest rate at a rate lower than current
market rate for a new loan with similar risk, exgiem of the maturity date, reduction of accrueérest, or principal forgiveness. When evaluating
whether a concession has been granted, the Bank@bsiders whether the borrower has provided iaddit collateral or guarantors and whether
such additions adequately compensate the Bankdarestructured terms, or if the revised termsarssistent with those currently being offered to
new loan customers. The assessments of whett@mranter is experiencing (or is likely to experiephfieancial difficulty and whether a concess
has been granted is subjective in nature and maregés judgment is required when determining whethmodification is a TDR.

Although each occurrence is unique to the borrcameris evaluated separately, for all portfolio segts, TDRs are typically modified through
reduction in interest rates, reductions in paymeattanging the payment terms from principal andriggt to interest only, and/or extensions in term
maturity.

As of December 31, 2013 and 2012, loans modifigdonbled debt restructurings were as follows:

December 31, 20: December 31, 20:

Residential -4 family $ 522t $ 2,83(
Commercial real esta- owner occupiet 70¢ -
Construction and land loans - 1,49
Total troubled debt restructurings $ 593! % 4,327

We refinanced 15 loans to one borrower totalin@ $8illion secured by single family 1-4 residenpabperties with a loan in the amount of $5.2
million secured by a first deed of trust on thegamies and a loan in the amount of $663 thousaodred by a second deed of trust on the
properties which was charged off as of DecembeRB13. There is no commitment to lend additionalds to this borrower.

As of December 31, 2013, we had one commercialestate owneoccupied loan modified in a troubled debt restrtinguwith an unpaid principz
balance of $708 thousand which was restructureedycing the principal portion of the contractuahpipal and interest payment without
modifying the interest rate. This loan is 839-days delinquent as of December 31, 2013. Tlkane additional commitment to lend to this borroa
During the year ended December 31, 2012, we matifieee residential 1-4 family mortgage loans @ubled debt restructurings with unpaid
principal balances totaling $2.8 million and on@stouction and land loan with an unpaid principalelnce of $1.5 million.
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All of these loans were restructured by reducirgitherest rates and modifying other terms. Theaitchprincipal balance did not change. These
loans continue to accrue interest, and these loans not defaulted subsequent to restructuringeliseno additional commitment to lend to these
four borrowers. None of these loans defaultedndu?i012.

Credit Quality Indicators

Through its system of internal controls Southertidiieal evaluates and segments loan portfolio crealiity on a quarterly basis using regulatory
definitions for Special Mention, Substandard andilBttul. Special Mention loans are considered taritecized. Substandard and Doubtful loans
are considered to be classified. Southern Natibaslno loans classified Doubtful.

Special Mention loans are loans that have a patlentakness that deserves management’s closeiatteifftleft uncorrected, these potential
weaknesses may result in deterioration of the neyeay prospects for the loan or of the instituticzredit position.

Substandard loans are inadequately protected byutinent net worth and paying capacity of the aligr of the collateral pledged if any. Loans
classified have a well-defined weakness or wealesetbmt jeopardize the liquidation of the debteylrare characterized by the distinct possibility
that the institution will sustain some loss if theficiencies are not corrected.

Doubtful loans have all the weaknesses inheretitase classified as substandard, with the addedcteaistic that the weaknesses make collection
or liquidation in full, on the basis of currentlyisting facts, conditions, and values, highly giestble and improbable.

As of December 31, 2013 and 2012, and based amdiserecent analysis performed, the risk categblyams by class of loans was as follows (in
thousands):

December 31, 201 Covered Loans Non-covered Loans Total Loans

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

Commercial real estate-

owner occupied $ 745 $ 858 $160:$% 80z $ 7,87¢ $ 97,547 $106,22! $ 9,42% $ 98,40 $107,82¢
Commercial real estate-

non-owner occupied

(2) 2,14t 4,36¢ 6,51¢ - 35¢ 171,65! 172,01: 2,50¢ 176,02: 178,52¢
Construction and land

development - 1 1 61¢€ 2,107 36,34: 39,06¢ 2,728  36,34¢ 39,06¢
Commercial loans - 1,097 1,097 31 4,87: 99,38( 104,28: 4,90¢ 100,47° 105,38:
Residential -4 family (4) 1,220 41,18 42,40( 17¢ 7,998  64,74: 72,91 9,391 105,92 115,31
Other consumer loans - 81 81 - - 1,30¢ 1,30¢ - 1,38¢ 1,38¢
Total $ 4,11C $47,58¢ $51,69¢ $ 1,627 $ 23,210 $470,97: $495,81( $ 28,947 $518,55¢ $547,50¢

December 31, 201. Covered Loans Non-covered Loans Total Loans

Classified/ Special Classified,

Criticized (1) Pass Total Mention Substandard (3  Pass Total Criticized Pass Total

Commercial real estate-

owner occupied $ 136 $ 4,00% $ 4,142 821 % 3,45F $ 89,017 $93,28($ 4,41< $ 93,017 $ 97,43:
Commercial real estate-

non-owner occupied

(2) 2,11¢< 8,74¢ 10,86( - 2,882 147,52. 150,40 4,99¢ 156,26¢ 161,26"
Construction and land

development 1,10¢ 15z 1,261 - 2,981  41,96F 44,94¢ 4,08¢ 42,11¢ 46,20
Commercial loans 21z 2,46( 2,672 32 5,21z 93,837 99,08 5,45¢ 96,297 101,75
Residential -4 family (4) 1,558 50,74: 52,297 - 9,15¢ 61,33¢ 70,49] 10,71¢ 112,08( 122,79
Other consumer loans - 88 88 - - 1,62¢ 1,62¢ - 1,711 1,711
Total $ 5,127 $66,19¢ $71,32: $ 85 $ 23,68¢ $435,29¢ $459,84( $ 29,66¢ $501,49. $531,16:

(1) Credit quality is enhanced by a loss sharingagent with the FDIC in the covered portfolio. el§ame credit quality indicators used in the non-
covered portfolio are combine

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

(3) Includes SBA guarantees of $2.4 million ands$8illion as of December 31, 2013 and 2012, res$pedgt

(4) Includes home equity lines of crec
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Purchased Loans

The following table presents the carrying amount@fered purchased impaired and non-impaired l&ansthe Greater Atlantic Bank acquisition
as of December 31, 2013 and 2012 (in thousands):

December 31, 201 December 31, 201
Purchase! Purchase! Purchase! Purchase!
Impaired Non-impaired Impaired Non-impaired
Loans Loans Total Loans Loans Total

Commercial real esta $ 1,31t $ 6,80z $ 8,117 $ 1,977 $ 13,02¢ $ 15,00:
Construction and land developmt - 1 1 1,10¢ 152 1,261
Commercial loan 207 89C 1,097 21z 2,46( 2,672
Residential -4 family - 42,40( 42,40( - 52,29 52,29
Other consumer loar - 81 81 - 88 88
Total $ 152 $ 50,17: $ 51,69¢ $ 3,297 $ 68,02¢ $ 71,32:

Changes in the carrying amount and accretable foeldovered purchased impaired and non-impairadddrom the Greater Atlantic acquisition
were as follows for the years ended December 3113 20d 2012 (in thousands):

December 31, 201 December 31, 201
Purchased Impaire Purchased Nc¢-impaired Purchased Impaire Purchased Nc¢-impaired
Carrying Carrying Carrying Carrying
Accretable Amount Accretable Amount Accretable Amount Accretable Amount
Yield of Loans Yield of Loans Yield of Loans Yield of Loans
Balance at beginning of
period $ - $ 3291 $ 8,001 $ 68,02 $ - $ 325 % 8,78t $ 79,33¢
Additions - - - - - 25k - -
Accretion - - (1,65€) 1,65¢ - - (2,629 2,627
Reclassifications from
nonaccretable balan - - 521 - - - 1,84: -
Adjustmen-transfer tc
OREO - (1,659 (12 (2,329 - - - -
Payments received - (121) - (17,179 - (210 - (13,939
Balance at end of period $ - $ 152: $ 6,85¢ $ 50,17¢ $ - $ 3,297 $ 8,001 $ 68,02«

The following table presents the carrying amountaf-covered purchased impaired and non-impairaaslédrom the HarVest acquisition as of
December 31, 2013 and 2012 (in thousands):

December 31, 201 December 31, 201
Purchases Purchases Purchases Purchase:
Impaired Nonr-impaired Impaired Non-impaired
Loans Loans Total Loans Loans Total

Commercial real esta $ 356 $ 15,28 $ 15,64: $ 38z $ 23,75¢ % 24,13¢
Construction and land developm 62¢ 5,31% 5,941 64¢ 3,301 3,94¢
Commercial loan - 4,362 4,362 - 6,21¢ 6,21¢
Residential -4 family 87C 12,04¢ 12,91¢ 882 16,80: 17,68¢
Other consumer loar - 8 8 - 16 16
Total $ 1,857 $ 37,01: $ 38,86¢ $ 1912 $ 50,09C $ 52,00:
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Changes in the carrying amount and accretable foeldon-covered purchased impaired and non-imgdéans from the HarVest acquisition were
as follows for the years ended December 31, 208i28a2 (in thousands):

December 31, 201 December 31, 201
Purchased Impaire Purchased Nc¢-impaired Purchased Impaire Purchased Nc¢-impaired
Carrying Carrying Carrying Carrying
Accretable Amount Accretable Amount Accretable Amount Accretable Amount
Yield of Loans Yield of Loans Yield of Loans Yield of Loans
Balance at beginning of
period $ - $ 1912 $ 365 $ 5009 $ - $ - $ - $ -
Additions - - - - - 1,93t 4,37¢ 63,03:
Accretion - - (1,539 1,53 - - (717) 717
Reclassifications from
nonaccretable balan - - - - - - - -
Adjustmen-short sale (39 39
Payments received - (55) (14,650 - (23) - (13,659
Balance at end of period $ - $ 1851 $ 2,08 $ 37,01 $ - $ 191 % 3,65¢ $ 50,09(

4, FAIR VALUE

ASC 820-10 establishes a fair value hierarchy whitiuires an entity to maximize the use of obsdevaiputs and minimize the use of
unobservable inputs when measuring fair value.staedard describes three levels of inputs thatmeaysed to measure fair value:

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

Level 2: Significant other observable inputs ottiem Level 1 prices such as quoted prices for aimaissets or liabilities; quoted prices in
markets that are not active; or other inputs thatdservable or can be corroborated by observaaiket data

Level 3: Significant unobservable inputs that reffle reporting entity’s own assumptions about $mieptions that market participants
would use in pricing an asset or liability

The following is a description of the valuation imediologies used for instruments measured at faileyas well as the general classification of ¢
instruments pursuant to the valuation hierarchy:

Assets Measured on a Recurring Basis

Securities Available for Sale

Where quoted prices are available in an active atagecurities are classified within Level 1 of tlduation hierarchy. Level 1 securities would
include highly liquid government bonds, mortgagedurcts and exchange traded equities. If quotet@harices are not available, then fair values
are estimated by using pricing models, quoted pridesecurities with similar characteristics, agadiunted cash flow. Level 2 securities would
include U. S. agency securities, mortgage-backedriies, obligations of states and political swiglons and certain corporate, asset-backed and
other securities. In certain cases where thdmmited activity or less transparency around ingotthe valuation, securities are classified within
Level 3 of the valuation hierarchy. Currently, @llSouthern National’s available-for-sale debtsgies are considered to be Level 2 securities.
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Assets measured at fair value on a recurring laasisummarized below:

Fair Value Measurements Usi

Significant
Quoted Prices il 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

Obligations of states and political subdivisions $ 1,99 $ -9 1,99 $ -

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
Obligations of states and political subdivisi $ 2,28¢ $ - $ 2,28¢ $ -
FHLMC preferred stock 10z 10z - -
Total available-for-sale securities $ 2,391 $ 10z $ 2,28¢ $ -

Assets and Liabilities Measured on a Negurring Basis:

Trust Preferred Securities Classified as Held/laturity

The base input in calculating fair value is a Bld@ry Fair Value Index yield curve for single isstrast preferred securities which correspond to
the ratings of the securities we own. We alsoagseposite rating indices to fill in the gaps whtre bank rating indices did not correspond to the
ratings in our portfolio. When a bank index thattaes the rating of our security is not available used the bank index that most closely matches
the rating, adjusted by the spread between the asitepindex that most closely matches the secsrigting and the composite index with a rating
that matches the bank index used. Then, we usadibsted index yield, which is further adjustedsbljquidity premium, as the discount rate to be
used in the calculation of the present value ofstimee cash flows used to evaluate the securitieé@Tal. The liquidity premiums were derived in
consultation with a securities advisor. The ligtyigiremiums we used ranged from 2% to 5%, and diuessted discount rates ranged from 10.97'
14.97% at December 31, 2013. The liquidity prenswe used ranged from 2% to 5%, and the adjusseduht rates ranged from 9.67% to
13.55% at December 31, 2012. Due to current madeditions as well as the limited trading activifythese securities, the market value of the
securities is highly sensitive to assumption charayel market volatility. We have determined thattoust preferred securities are classified wi
Level 3 of the fair value hierarchy.

113



Other Residential Collateralized Mortgage Obligatiglassified as Hektb Maturity

The fair value was estimated within Level 2 faituaahierarchy, as the fair value is based on ejphieing models, quoted market prices of secul
with similar characteristics, or discounted casiw8. We have evaluated this security for potentrgdairment and, based on our review of
trustee report, shock analysis and current infaomategarding delinquencies, nonperforming loand eredit support, it has been determined
no OTTI charge for credit exists for the year en@etember 31, 2013. The assumptions used in thigsas included a 4.3% prepayment sp
8.9% default rate, a 51% loss severity and an atowyyield of 1.38%.

Impaired Loans

Generally, we measure the impairment for impaiceohé considering the fair value of the loan’s deHal (if the loan is collateral dependent). Fair
value of the loan’s collateral is determined byrajgals or other valuation which is then adjustadtie cost related to liquidation of the

collateral. Discounts have predominantly beer@érange of 0% to 10%. In some cases liquidatigereses may be netted from the appraised
value which may result in a 0% discount. Fair vatuelassified as Level 3 in the fair value hietar.cdNon-covered loans identified as impaired
totaled $23.2 million (including SBA guaranteesb@f4 million and HarVest loans of $359 thousand)fd3ecember 31, 2013 with an allocated
allowance for loan losses totaling $717 thousamdpared to a carrying amount of $23.7 million (imthg SBA guarantees of $2.6 million) with
allocated allowance for loan losses totaling $8®Wsand at December 31, 2012. Charge offs retatda impaired loans at December 31, 2013
totaled $1.2 million for the year ended December2Ril3 compared to $2.6 million and $3.8 million flee years ended December 31, 2012 and
2011, respectively.

Other Real Estate Owned (OREO)

OREO is evaluated at the time of acquisition amtbrded at fair value as determined by independgmtagsal or internal market evaluation less

to sell. Discounts have predominantly been inrtéimgye of 0% to 6.6%. In some cases liquidation esege may be netted from the appraised value
which may result in a 0% discount. OREO is furtbealuated quarterly for any additional impairmetair value is classified as Level 3 in the fair
value hierarchy. At December 31, 2013, the tatabant of OREO was $11.8 million, of which $9.6 moill was non-covered (including $509
thousand acquired from HarVest) and $2.2 milliors wavered.

At December 31, 2012, the total amount of OREO $i8&8 million, of which $13.2 million was non-coeerand $636 thousand was covered.
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Assets measured at fair value on a non-recurrisgslzae summarized below:

(dollars in thousands)
Impaired no-covered loans
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
Construction and land developm
Commercial loan
Residential -4 family
Impaired covered loan
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
Residential -4 family
Non-covered other real estate own
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
Construction and land developm
Residential -4 family
Covered other real estate own
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
Commercia
Residential -4 family

(dollars in thousands)
Impaired no-covered loans
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
Construction and land developm
Commercial loan
Residential -4 family
Impaired covered loan
Commercial real esta- owner occupiel
Commercial real esta- nor-owner occupied (1
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 (1
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 I-family residential loans
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Fair Value Measurements Usi

Significant
Quoted Prices il Other Significant
Active Markets fo Observable Unobservabl
Total at Identical Asset: Inputs Inputs

December 31, 20: (Level 1) (Level 2) (Level 3)
7,68¢ 7,68¢
35¢ 35¢
2,107 2,107
4,54¢ 4,54¢
7,79¢ 7,79¢
74E 74E
2,14¢ 2,14¢
1,22( 1,22(
461 461
1,342 1,342
6,06¢ 6,06¢
1,71C 1,71C
557 557
1,45( 1,45(C
79 79
127 127

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

December 31, 20: (Level 1) (Level 2) (Level 3)
$ 3,31¢ $ 3,31¢
2,62- 2,622
2,981 2,981
5,212 5,212
8,71¢ 8,71¢
13¢ 13¢
2,11« 2,11«
1,10¢ 1,10¢
21z 21z
1,55¢ 1,55¢
461 461
1,34 1,34z
6,48¢ 6,48¢
4,91z 4,91z
557 557
79 79



Fair Value of Financial Instruments

The carrying amount, estimated fair values andvalue hierarchy levels (previously defined) ofdfirtial instruments were as follows (in
thousands):

December 31, 201: December 31, 201.
Fair Value Carrying Fair Carrying Fair
Hierarchy Level Amount Value Amount Value
Financial assets
Cash and cash equivalent Level 1 $ 20,85¢ $ 20,85¢ $ 39,200 $ 39,20(
Securities available for sale See previous tak 1,99: 1,99: 2,391 2,391
Securities held to maturity Level 2 & Level ¢ 82,44: 76,19: 84,05: 84,82°
Stock in Federal Reserve Bank and Feder:

Home Loan Bank n/a 5,91¢ n/e 6,212 n/e
Net nor-covered loans Level 3 487,31t 493,47: 451,75 457,90t
Net covered loans Level 3 51,65( 57,56¢ 71,32¢ 77,97¢
Accrued interest receivable Level 2 & Level { 2,18¢ 2,18¢ 2,45¢ 2,45¢
FDIC indemnification asset Level 3 5,80¢ 4,22( 6,73t 6,73¢

Financial liabilities:

Demand deposits Level 1 68,94( 68,94( 72,41¢ 72,41¢
Money market and savings account Level 1 147,85: 147,85: 172,85: 172,85:
Certificates of deposit Level 3 323,56! 324,73: 305,70t 308,16(
Securities sold under agreements t repurchase and

other short-term borrowings Level 1 34,54t 34,54¢ 33,41 33,41:
FHLB advances Level 3 30,25( 31,16¢ 30,25( 31,38(
Accrued interest payable Level 1 & Level ¢ 341 341 25¢ 25¢

Carrying amount is the estimated fair value forhcaisd cash equivalents, accrued interest receiealulgpayable, demand deposits, savings
accounts, money market accounts, short-term debtyariable rate loans that reprice frequently faig. For fixed rate loans or deposits and for
variable rate loans with infrequent repricing gorieing limits, fair value is based on discountedit flows using current market rates applied to the
estimated life. A discount for liquidity risk wastnconsidered necessary in estimating the fairevafdoans. It was not practicable to determine the
fair value of Federal Reserve Bank and Federal Hooa® Bank stock due to restrictions placed otrétssferability. Fair value of long-term debt
is based on current rates for similar financindpe Tair value of the FDIC indemnification asset wlagermined by discounting estimated future «
flows using the long-term risk free rate plus anpiten and represents the present value of our duesgrectation for recoveries from the FDIC on
covered loans. The fair value of off-balance-sliteets is not considered material. The fair valfitbans is not presented on an exit price basis.
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5. BANK PREMISES AND EQUIPMENT

Bank premises and equipment as of December 31, 2042012 were as follows (in thousands):

2013 2012

Land $ 1520 $ 1,52(
Building and improvements 3,34 3,34
Leasehold improvements 2,167 2,062
Furniture and equipment 3,53¢ 3,20¢

10,57( 10,13«
Less accumulated depreciation and amortizatiol 4,24¢ 3,58
Bank premises and equipment, ne $ 6,324 % 6,55-

Future minimum rental payments required under remzelable operating leases for bank premises #hat initial or remaining terms in excess of
one year as of December 31, 2013 are as followth¢nsands):

2014 $ 1,892
2015 1,67¢
2016 975
2017 952
2018 703
Thereafter 1,17¢
$ 7,372

The leases contain options to extend for periodstof6 years. Rental expense for 2013, 2012 afd @@&s $2.0 million, $1.9 million and $1.5
million, respectively.

6. GOODWILL AND INTANGIBLE ASSETS
Goodwill

Goodwill is evaluated for impairment on an annuagib or more frequently if events or circumstaneagant. Goodwill is primarily related to the
2006 acquisition of #Service Bank. Our annual assessment timing isiguhe third calendar quarter. For the 2013 assessment, we perforrr
gualitative assessment to determine if it was nikedy than not that the fair value of our sing&porting unit is less than its carrying amount. We
concluded that the fair value of our single repaytiinit exceeded its carrying amount and that & m@ necessary to perform the two-step test
pursuant to ASC 350-20. Our qualitative assessemmidered many factors including, but not limitedour actual and projected operating
performance and profitability, as well as consitleraof recent bank merger and acquisition trarisaghetrics. No impairment was indicated in
2013 or 2012.

The balance of goodwill as of December 31, 2013204® was $9.2 million.
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Acquired Intangible Assets
Acquired intangible assets were as follows at yeak (in thousands):
December 31, 201

Gross Carrying Accumulated Net Carrying
Value Amortization Value

Amortizable core deposit intangibles $ 6,71t $ (5,907 $ 812

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

Amortizable core deposit intangibles $ 6,71t $ (5,43Y) $ 1,28(
Estimated amortization expense of intangiblesHerytears ended December 31 follows (in thousands):

Estimated amortization
expense of intangibles
for the years
ended December 31,

2012 % 181

201¢ 16€

201¢ 124

2013 98

201¢ 89
Thereafter 15E
$ 812

7. FDIC INDEMNIFICATION ASSET

The indemnification asset represents our estinfafigture expected recoveries under the FDIC lossish arrangement for covered loans acquired
in the Greater Atlantic Bank acquisition in 200Bhe estimated fair value of the indemnificationedsgas $8.8 million at December 4, 2009, the
date of acquisition. The following table presesttanges in the indemnification asset for the pisriadicated (in thousands):

2013 2012
Balance as of January $ 6,73t $ 7,531
Payments from FDI( (1,019 (33%)
Reforecasting adjustment ( 56¢ 184
Accretion (amortization) (48%) (657)
Balance as of December 31 $ 580/ $ 6,73t

(1) Represents an increase in the carrying valukeoindemnification asset resulting from increasfdrecasted losses in individual covered
loans and covered loan poc

118



During 2013, we completed an updated assessmenxpetted losses on the covered loans for purpdsssimating the FDIC indemnification
asset. As of December 31, 2013, we expect to Bxc4.2 million from the FDIC under the indemnifiocm agreement. The difference between
carrying amount of $5.8 million and the estimatecowery is being amortized over the remainingdff¢he indemnification agreement or the
expected life of the loans, whichever is shorter.

There are two agreements with the FDIC, one faglsifamily assets which is a 10 year agreementriexpin December 2019, and one for non-
single family (commercial) assets which is a 5 yegneement expiring in December 2014. Approxinya®@%6 of the remaining assets, as of
December 31, 2013, relate to single family asséisiware covered under the 10 year agreement. fnent overstatement is primarily due to
improvements in the loss estimates in the singt@lfacovered loans. As we enter the last year afaammercial loss sharing agreement, there is
potential risk that we will not be able to resob@me of the impaired commercial credits and OREQr po the expiration of the non-single family
(5 year) agreement. If this were to occur, we coalbrd additional impairment to our FDIC indemegfiion asset in addition to the current
amortization at the end of fiscal year 2014.

8. DEPOSITS

The aggregate amount of time deposits in denonoinsitbf $100,000 or more at December 31, 2013 ahd @@s $202.3 million and $182.8
million, respectively. At December 31, 2013, tebeduled maturities of time deposits are as folliwshousands):

201< $ 178,11
201¢% 113,33¢
201¢ 27,91:
2017 2,28¢
201¢ 1,915

The following table sets forth the maturities oftifecates of deposit of $100 thousand and ovesfadecember 31, 2013 (in thousands):

Within 3t06 6to 12 Over 12
3 Months Months Months Months Total

$ 29,647 $ 29,60¢ $ 59,577 % 83,49. $ 202,32:

As of December 31, 2013, we had brokered certéaf deposit in the amount of $30.0 million andkared money market deposits of $10.2
million. At December 31, 2012, we had no brokeredificates of deposit, and we had brokered monakket deposits of $10.2 million.
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9. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE AND OTHER SHORT-TERM BORROWINGS

Other short-term borrowings can consist of Feddmhe Loan Bank (FHLB) overnight advances, other Brildvances maturing within one year,
federal funds purchased and securities sold urgteements to repurchase that mature within one yéach are secured transactions with
customers or broker/dealers. Other short-termolpangs consist of the following (in thousands):

2013 2012 2011

FHLB overnight advances $ - $ - % 3,50(
Other short-term FHLB advances maturing 1/14/201: - 20,00( -
Other short-term FHLB advances maturing 1/27/201: 20,00¢( - -
Other short-term FHLB advances maturing 7/25/201 5,25( - -
Securities sold under agreements to repurchas 14,54¢ 13,41: 14,23¢
Total $ 39,79 33,41, $ 17,73¢
Weighted average interest rate at year en 0.38% 0.31% 0.62%
For the periods ended December 31, 2013, 2012 ar@l2:

Average outstanding balance $ 17,25¢  $ 20,35: 3 20,47
Average interest rate during the yeat 0.6(% 0.5% 0.7/%
Maximum month-end outstanding balance $ 39,79¢ 3 3341. 3 34,65:

Investment securities in the amount of $23.3 nrillimd $21.8 million were pledged as collaterakfeeurities sold under agreements to repurchase
at December 31, 2013 and 2012, respectively.

10. FEDERAL HOME LOAN BANK ADVANCES

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

201: 2012
FHLB fixed rate advance maturing July 2014 with a ate of 0.42% - 5,25(
FHLB fixed rate advance maturing June 2016 with a ate of 1.78% 5,00( 5,00(
FHLB fixed rate advance maturing June 2016 with a ate of 1.78% 5,00( 5,00(
FHLB fixed rate advance maturing June 2016 with a ate of 2.08% 5,00( 5,00¢
FHLB fixed rate advance maturing June 2016 with a ate of 2.03% 5,00( 5,00¢
FHLB fixed rate advance maturing June 2017 with a ate of 2.26% 5,00( 5,00(
Total FHLB advances $ 25,000 $ 30,25(

Each FHLB advance is payable at its maturity datdy a prepayment penalty for fixed rate advanaad pff earlier than maturity. Residential 1-4
family mortgage loans in the amount of approximag5.1 million and $51.8 million were pledged afiateral for Federal Home Loan Bank of
Atlanta (“FHLB") advances as of December 31, 2013 and 2012, resglgctHome equity lines of credit (HELOCS) in thmount of approximate
$27.8 million and $33.5 million were pledged adateral for FHLB advances at December 31, 20132012, respectively. Commercial mortgage
loans in the amount of approximately $107.2 milleovd $109.8 million were pledged as collateralFHLB advances as of December 31, 2013 and
2012, respectively. Investment securities in thewamh of $35.8 million and $41.3 million were pledges collateral for FHLB advances at
December 31, 2013 and 2012, respectively.

120



At December 31, 2013, Sonabank had available esélhto borrow an additional $95.8 million from tREILB.
11. INCOME TAXES

Net deferred tax assets consist of the followingngonents as of December 31, 2013 and 2012 (in dmolss:

2013 2012
Deferred tax assets

Allowance for loan losse! $ 2,45 $ 2,097
Organization costs 154 181
Unearned loan fees and othe 501 34¢
Net operating loss carryovet 92 29¢
Other real estate owned writ-downs 1,00¢ 1,21«
FDIC loss share 2,61: 3,50¢
Other than temporary impairment charge 2,43¢ 2,90z
Net unrealized loss on securities available for ks 1,63¢ 1,52¢
Other 63C 45¢
Total deferred tax asset: 11,52 12,53:

Deferred tax liabilities:
FDIC indemnification asset 2,00¢ 2,32¢
FDIC gain 4432 88¢
Purchase accounting 562 851
Depreciation 22¢ 29¢
Total deferred tax liabilities 3,24z 4,35¢
Net deferred tax asset $ 8,281 $ 8,17

No valuation allowance was deemed necessary omrddftax assets in 2013, 2012 or 2011. Managebwdigtves that the realization of t
deferred tax assets is more likely than not basetth® expectation that Southern National will gateethe necessary taxable income in future
periods.

At December 31, 2013, Southern National had netatipg loss carryforwards of approximately $267uband which expire in 2026. We have no
unrecognized tax benefits and do not anticipateimergase in unrecognized benefits during the tveeve months. Should the accrual of any
interest or penalties relative to unrecognizeddmefits be necessary, it is our policy to recarchsaccruals in our income tax accounts; no such
accruals existed as of December 31, 2013, 201Rht.2Southern National and its subsidiary filoasolidated U. S. federal tax return, and
Southern National files a Virginia state income taturn. Sonabank files a Maryland state incomadturn. These returns are subject to
examination by taxing authorities for all yearseaf2009.
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The provision for income taxes consists of theofwlhg for the years ended December 31, 2013, 26d2811 (in thousands):

2013 2012 2011

Current tax expense

Federal $ 2,85 % 5,01 $ 2,04¢

State 82 121 43
Total current tax expense 2,93¢ 5,137 2,092
Deferred tax benefit

Federal 10z (1,965 (389)

State - (57) (12
Total deferred tax expense (benefit 10z (2,027) (400)
Total income tax expenst $ 3,03 $ 3,11 $ 1,692

The income tax expense differed from the amouimadme tax determined by applying the U.S. Fedaraime tax rate of 34% to pretax income
for the years ended December 31, 2013, 2012 antl @@4 to the following (in thousands):

2013 2012 2011
Computed expected tax expense at statutory ra $ 3,16C $ 3,29 % 2,072
Reduction in tax expense resulting from
Income from bank-owned life insurance (202 (277 (460
Other, net 8 93 o
Income tax expenst $ 3,03¢ $ 3,11t $ 1,69:
12. EMPLOYEE BENEFITS

Southern National has a 401(k) plan that allowsleyges to make pre-tax contributions for retiremehte 401(k) plan provides for discretionary
matching contributions by Southern National. Exgeefor 2013, 2012 and 2011 was $115 thousand Hpi&and and $78 thousand, respectively.

A deferred compensation plan that covers two exexaifficers was established in 2007. Under ttanpthe Bank pays each participant, or their
beneficiary, the amount of compensation deferred ptcrued interest over 10 years, beginning Wwithridividual's retirement. A liability is
accrued for the obligation under these plans. épense incurred for the deferred compensatio®18322012 and 2011 was $225 thousand, $234
thousand and $223 thousand, respectively. Therdefeompensation liability was $1.3 million andBnillion as of December 31, 2013 and 2(
respectively.
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13. STOCK-BASED COMPENSATION

In 2004, the Board of Directors adopted a stockoopplan that authorized the reservation of upG®,300 shares of common stock and provide
the granting of stock options to certain directofficers and employees. As of December 31, 20p8pns to purchase an aggregate of 302,500
shares of common stock were outstanding and neshemained available for issuance. The 2010 Saekds and Incentive Plan was approved
by the Board of Directors in January 2010 and aggxidy the stockholders at the Annual Meeting imil59010. The 2010 plan authorized the
reservation of 700,000 shares of common stockhf@igranting of stock awards. The options grantemfftoers and employees are incentive stock
options and the options granted to non-employesttirs are non-qualified stock options. The pugpmfsthe plan is to afford key employees an
incentive to remain in the employ of Southern Nagilcand to assist in the attracting and retainingom-employee directors by affording them an
opportunity to share in Southern National’s futstecess. Under the plan, the optptice cannot be less than the fair market valdleeostock o
the grant date. The maximum term of the optiorierisyears and options granted may be subjecytaded vesting schedule.

Southern National granted 121,250 options duri320he fair value of each option granted is esmh@n the date of grant using the Black-
Scholes options-pricing model. The following wekghaverage assumptions were used to value oraméed in the years indicated:

201: 2012 2011
Dividend yield 0.0(% 0.0(% 0.0(%
Expected life 10 year 10 year 10 year
Expected volatility 34.21% 35.64% 46.1%
Risk-free interest rat 2.42% 1.65% 3.3%%
Weighted average fair value per option grar $ 358 % 36 % 4.3¢
Dividend yield 1.2% 0.0(% 0.0(%

The risk-free interest rate was developed usindJth®. Treasury yield curve for periods equal #® ¢lxpected life of the options on the grant
date. An increase in the risk-free interest rateimcrease stock compensation expense on futptiem grants. The dividend yield has had a de
minimis impact on the fair value of the awards gitiee recent initiation of the dividend and the amto
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A summary of the activity in the stock option pfan 2013 follows:

Weighted

Weighted Average Aggregate

Average Remaining Intrinsic

Exercise Contractual Value

(in
Shares Price Term thousands)

Options outstanding, beginning of peri 512,82' $ 7.9¢
Granted 121,25( 9.1¢
Forfeited (2,600 7.7¢€
Exercised (400 6.9C
Options outstanding, end of period 631,07 $ 8.21 6.C $ 1,14¢
Vested or expected to ve 631,07 $ 8.21 6.C $ 1,14¢
Exercisable at end of peri 304,37 % 8.3¢€ 3E % 55¢

Stock-based compensation expense was $284 thougEgkithousand and $167 thousand for the yearsiddeeember 31, 2013, 2012 and 2011,
respectively.

As of December 31, 2013, unrecognized compensatipanse associated with stock options was $92a#@malwhich is expected to be recognized
over a weighted average period of 3.6 years.

14. FINANCIAL INSTRUMENTS WITH OFF-BALANC E SHEET RISK

Southern National is a party to financial instrutsenith off-balance sheet risk in the normal cowfkbusiness to meet the financing needs of its
customers. These financial instruments includerniiments to extend credit and standby letters eflitr These instruments involve elements of
credit and funding risk in excess of the amounbgeized in the consolidated balance sheet. Letfersedit are written conditional commitments
issued by Southern National to guarantee the pagnce of a customer to a third party. The créshtinvolved in issuing letters of credit is
essentially the same as that involved in extenliags to customers. We had letters of credit antiihg totaling $6.9 million and $10.3 million as
of December 31, 2013 and 2012, respectively.

Our exposure to credit loss in the event of norgrarénce by the other party to the financial inseats for commitments to extend credit and
letters of credit is based on the contractual arhofithese instruments. We use the same credtieslin making commitments and conditional
obligations as we do for on-balance sheet instrasnéimless noted otherwise, we do not require tdor other security to support financial
instruments with credit risk.

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

contract. Commitments are made predominatelydprstable rate loans, and generally have fixedratiph dates of up to three months or other
termination clauses and usually require paymeatfek. Since many of the commitments may expiteout being completely drawn upon, the
total commitment amounts do not necessarily repitdséure cash requirements. We evaluate eaclomests creditworthiness on a case-by-case
basis.
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At December 31, 2013 and 2012, we had unfunded biieredit and undisbursed construction loan funtiling $105.8 million and $82.5 million,
respectively. We had no approved loan commitmentsf ®ecember 31, 2013 and 2012. Virtually albof unfunded lines of credit, undisbursed
construction loan funds and approved loan commiteare variable rate.

15. EARNINGS PER SHARE

The following is a reconciliation of the denominatef the basic and diluted EPS computations f&32@012 and 2011 (in thousands, except per
share data):

Weighted
Average
Income Shares Per Share
(Numerator)  (Denominator) Amount

For the year ended December 31, 20:
Basic EPS $ 6,25¢ 11,590 $ 0.54
Effect of dilutive stock options and warrants 37 -
Diluted EPS $ 6,25¢ 11,627 $ 0.54
For the year ended December 31, 20:
Basic EPS $ 6,56¢ 11,59 $ 0.57
Effect of dilutive stock options and warrants - 6 -
Diluted EPS $ 6,56¢ 11,59¢ $ 0.57
For the year ended December 31, 20!
Basic EPS $ 4,401 11,59 $ 0.3¢
Effect of dilutive stock options and warrants - 1 -
Diluted EPS $ 4,401 11,59° $ 0.3¢

There were 676,463 anti-dilutive options and wasaluring 2013. There were 589,361 anti-dilutivi@s and warrants during 2012, and there
were 558,981 anti-dilutive options and warrantsrdu2011.

16. REGULATORY MATTERS

Southern National and its subsidiary bank are stilbjevarious regulatory capital requirements adisbéned by the federal banking agencies. Fa
to meet minimum capital requirements can initisgain mandatory - and possibly additional disorery - actions by regulators that, if
undertaken, could have a direct material effeab@nfinancial statements. Under capital adequadyedines and the regulatory framework for
prompt corrective action (PCA), we must meet specipital guidelines that involve quantitative maes of our assets, liabilities and certain off-
balance sheet items as calculated under regulatmgunting practices. The capital amounts andifilzeton are also subject to qualitative
judgments by the regulators about componentswisghtings and other factors. At December 31, 28182012, the most recent regulat
notifications categorized the Bank as well capitadi under regulatory framework for prompt correztiction.
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Quantitative measures established by regulati@nsure capital adequacy require Southern Natiomaktintain minimum amounts and ratios of
Total and Tier | capital (as defined in the regolas) to average assets (as defined). Managembkewds as of December 31, 2013, that Southern
National meets all capital adequacy requirementghich it is subject

The capital amounts and ratios for Southern Natiand Sonabank at year end are presented in tloevfob table (in thousands):

Required
For Capital To Be Categorized a:
Actual Adequacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
2013
Southern National
Tier 1 risk-based capital rati $ 99,70( 18.5¢% $ 21,48¢ 4.0(% $ 32,23¢ 6.0(%
Total risk-based capital rati 106,40t 19.81% 42,97¢ 8.0(% 53,72: 10.0(%
Leverage ratic 99,70( 14.22% 28,03¢ 4.0(% 35,04¢ 5.0(%
Sonabank
Tier 1 risk-based capital rati $ 98,95¢ 18.4% $ 21,47¢ 4.0(% $ 32,21% 6.0(%
Total risk-based capital rati 105,66( 19.6&% 42,95¢ 8.0(% 53,69t 10.0(%
Leverage ratic 98,95¢ 14.12% 28,02' 4.0(% 35,03¢ 5.0(%
2012
Southern National
Tier 1 risk-based capital rati $ 95,53¢ 183% $ 20,85: 4.0(% $ 31,28( 6.0(%
Total risk-based capital rati 102,04¢ 19.5% 41,707 8.0(% 52,13: 10.0(%
Leverage ratic 95,53¢ 13.6%% 27,90¢ 4.0(% 34,88t 5.0(%
Sonabank
Tier 1 risk-based capital rati $ 94,75:¢ 18.1&% $ 20,84: 4.0(% $ 31,26¢ 6.0(%
Total risk-based capital rati 101,26( 19.4% 41,68¢ 8.0(% 52,10¢ 10.0(%
Leverage ratic 94,75¢ 13.5% 27,89¢ 4.00% 34,87: 5.0(%

Southern National’s principal source of funds fatidend payments is dividends received from thekBaRanking regulations limit the amount of
dividends that may be paid without prior approvialegulatory agencies. Under these regulatioresathount of dividends that may be paid in any
calendar year is limited to the current year'sprefits, combined with the retained net profitstoé preceding two years, subject to the capital
requirements described above. During 2014, théBanld, without prior approval, declare dividerddsapproximately $12.9 million plus any 2(
net profits retained to the date of the dividendiastion.

17. FDIC-ASSISTED ACQUISITION
On April 27, 2012, Sonabank entered into an agre¢mith the Federal Deposit Insurance Corporati&iD(C”) to assume all of the deposits and

certain assets of HarVest Bank of Maryland (“HatV)es state chartered non-Federal Reserve memipemescial bank. HarVest operated four
branches — North Rockville, Frederick, Germantowd Bethesda (all located in Maryland).
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The assets and liabilities were recorded at thetimated fair values as of the April 27, 2012 asijjiain date. A summary of the net assets acquired
from the FDIC is as follows (in thousands):

Assets
Cash and cash equivale! $ 21,70«
Consideration from the FDI 25,55:
Investment securitie 38,37¢
Loans 64,96¢
Loans held for sal 7,56¢
Federal Home Loan Bank sto 1,167
Other real estate ownt 75C
Core deposit intangibl 17¢
Other asset 57¢
Total assets acquired $ 160,84:
Liabilities
Deposits $ 140,48:
FHLB advance: 16,73¢
Other liabilities 13€
Total liabilities $ 157,35¢
Net assets acquired (bargain purchase ¢ $ 3,48¢

A valuation of the acquired loans and core depotingible was performed with the assistance bira{party valuation consultant. The unpaid
principal balance and fair value of performing lsavas $67.4 million and $63.0 million, respectiveljhe discount of $4.4 million will be accreted
through interest income over the life of the loamaccordance with Accounting Standards CodificafiaSC) Topic 310-20. The unpaid principal
balance and estimated fair value of acquired araihed non-performing loans was $5.3 million and$illion, respectively. In accordance with
ASC 310-30, the discount of $3.4 million for thesedit impaired loans will not be accreted.

Because HarVest was a distressed financial institdhat was seized by the FDIC, certain historag@drating information is not available to us and
the preparation of pro forma operating disclosise®t practicable.

The application of the acquisition method of acamgiresulted in the recognition of a bargain pasghgain of $3.5 million, and the bargain
purchase gain is equal to the amount by whichdhevilue of the net assets acquired exceededtigderation transferred and is influenced
significantly by the FDICassisted transaction process. However, the actlgiams in the HarVest transaction are not coveyedn indemnificatio
agreement with the FDIC.
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18. PARENT COMPANY FINANCIAL INFORMATION
Condensed financial information of Southern Nati@encorp of Virginia, Inc. follows (in thousands):

CONDENSED BALANCE SHEETS
DECEMBER 31,

2013 2012
ASSETS
Cash $ 46 $ 51t
Investment in subsidiary 105,87 102,39:
Other asset: 277 27C
Total asset: $ 106,61: $ 103,17t
LIABILITIES AND STOCKHOLDERS ' EQUITY
Stockholders’ equity:
Common stock $ 11€ % 11€
Additional paid in capital 97,127 96,84(
Retained earnings 12,56 9,201
Accumulated other comprehensive los (3,190 (2,98])
Total stockholders’ equity 106,61- 103,17¢
Total liabilities and stockholders’ equity $ 106,61: $ 103,17¢
CONDENSED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2013, 2012 AND 201
(in thousands
2013 2012 2011
Equity in undistributed net income of subsidiary $ 6,37 $ 6,68( $ 4,48:
Other operating expense: 17C 16€ 12E
Income before income taxe 6,20( 6,512 4,35¢
Income tax benefit (58) (57) (43)
Net income $ 6,25¢ $ 6,56¢ $ 4,401
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CONDENSED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2013, 2012 AND 201
(in thousands

2013 2012 2011

Operating activities:
Net income $ 6,25¢ $ 6,56¢ $ 4,401
Adjustments to reconcile net income to net casdnd
cash equivalents provided by (used in) opeiiag activities:

Equity in undistributed net income of subidiary (6,370 (6,680 (4,487
Other, net 277 14z 64
Net cash and cash equivalents providég (used in) operating activities 16E 31 (18)
Investing activities:
Dividend from bank subsidiary 2,68( - -
Net cash and cash equivalents provided nvesting activities 2,68( - -
Financing activities:
Issuance of common stoc 3 - -
Dividend payment on common stocl (2,89¢) (2,840 -
Net cash and cash equivalents used indncing activities (2,89%) (2,840 -
Decrease in cash and cash equivaler (50) (2,809 (18)
Cash and cash equivalents at beginning of peric 51k 3,32¢ 3,34
Cash and cash equivalents at end of peric $ 46 $ 51t $ 3,32¢

19. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following is a summary of the accumulated ottwnprehensive loss balances, net of tax (in thulsga

Current
Balance a Period Balance a

December 31, 20: Change December 31, 20:
Unrealized gains (losses) on securities availaiisdile $ 4 $ (247 % (209)
Unrecognized loss on securities held to maturityafbich other thai
temporary impairment charges have been ti (2,599 64 (2,53
Unrealized loss on securities available for salagferred to held to maturity (42€) (26) (452)
Total $ (2,980 $ (209 $ (3,190

20. SUBSEQUENT EVENT

As previously announced, on January 8, 2014, Sautlational Bancorp of Virginia, Inc. entered irdanerger agreement with Prince George’s
Federal Savings Bank (FSB). Prince George’s FSB) assets of approximately $104 million, was fouhiate1931 and is headquartered in Upper
Marlboro, which is the County Seat of Prince Geta@punty, Maryland. Prince George’s FSB has fdtices, all of which are in Maryland,
including a main office in Upper Marlboro and thimanch offices in Dunkirk, Brandywine and Huntimgh. Upon completion of the cash and
stock transaction with a value of approximately $Irillion, the combined company will have approately $805 million in total assets, $700
million in total deposits, and $600 million in tbtaans.
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21. QUARTERLY FINANCIAL DATA (UNAUDITED)

Interest Net Interest Income Net Earnings Per Share
Income Income Before Taxes Income Basic Diluted
(dollars in thousands)
2013
First quarter $ 9,02 % 7,77 % 2,26 $ 1,52¢ 0.1z 0.1z
Second quarter 8,54¢ 7,37¢ 2,29¢ 1,55¢ 0.1z 0.1z
Third quarter 8,841 7,724 2,641 1,78( 0.1t 0.1t
Fourth quarter 8,691 7,58( 2,092 1,397 0.12 0.12
2012
First quarter $ 9,072 $ 764C $ 2,75C $ 1,84: 0.1¢€ 0.1¢€
Second quarter 9,361 7,83¢ 3,21¢ 2,21t 0.1¢ 0.1¢
Third quarter 9,60( 8,131 1,78 1,20¢ 0.1C 0.1C
Fourth quarter 9,52¢ 8,12¢ 1,932 1,30z 0.11 0.11
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Item 9. - Changes in and Disagreements with Accouamits on Accounting and Financial Disclosure

On March 13, 2013, the Audit Committee of the Boafr®irectors of Southern National informed KPMGR.Ithat KPMG LLP will be dismissed
Southern National's independent registered pulgicmanting firm effective as of March 13, 2013. Tdezision to change Southern National’s
independent registered public accounting firm wasraved by Southern National’s Audit Committee #melBoard of Directors.

During the fiscal year ended December 31, 2012flamd January 1, 2013 through March 13, 2013, @y¢hwere no disagreements with KPMG
LLP on any matter of accounting principles or pia, financial statement disclosure, or auditicgpg or procedures that, if not resolved to
KPMG's satisfaction, would have caused KPMG to miference in connection to their opinion to thbjsat matter of the disagreement and
(i) there were no “reportable events” as defimedtém 304(a)(1)(v) of Regulation S-K.

Additionally, based on the Audit Committee’s apmlwn March 13, 2013, Southern National selected®Hughes Goodman LLP as Southern
Nationa’s independent registered public accounting firmtfe fiscal year ended December 31, 2013.

Iltem 9A. — Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedurs of the end of the period covered by this AnriRe@port on Form 10-K, under the
supervision and with the participation of managetniacluding our chief executive officer and chiigfancial officer, we have evaluated the
effectiveness of the design and operation of oseldsure controls and procedures (as defined iafRLBa-15(e) and 1585(c) under the Securiti
Exchange Act of 1934) utilizing the framework editied in “Internal Control — Integrated Framew¢t®92)” issued by the Committee of
Sponsoring Organizations of the Treadway Commis®ased upon that evaluation, our chief executffieas and chief financial officer have
concluded that these controls and procedures faetigeé as of the end of the period covered by Amaual Report on Form 10-K.

Disclosure controls and procedures are our condgmadsother procedures that are designed to erfsatrenformation required to be disclosed by us
in the reports that we file or submit under the8ities Exchange Act of 1934 is accumulated androanicated to our management, including our
principal executive officer and principal financ@ficer, as appropriate, to allow timely decisiorgarding required disclosure.

(b) Management’s Report on Internal Control Ovendficial Reporting Management of Southern National is responsibleefiablishing ar
maintaining effective internal control over finaalcieporting for Southern National Bancorp of Vimgi, Inc. and its subsidiaries (“we” and “oyr”
as that term is defined in Exchange Act Rules 15@}. Southern National conducted an evaluatiothefeffectiveness of our internal control ¢
Southern National’s financial reporting as of Debem31, 2013 based on the framework in “Internaht@gd-Integrated Framework (19928suet
by the Committee of Sponsoring Organizations of theadway Commission. Based on that evaluationgceneluded that our internal control o
financial reporting is effective as of December 201 3.
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Dixon Hughes Goodman LLP, an independent registeubtic accounting firm, has audited the consoéddtnancial statements included in this
Annual Report and has issued a report on the eféaass of our internal control over financial rej, which report is included in “Part Il - Item
8. Financial Statements and Supplementary Dat#iisfReport .

(c) Changes in Internal Control over Financial Rejitg. There have been no changes in Southern Natiomésnial control over Financial
reporting that materially affected, or are reasbnbikely to materially affect, our internal controver financial reporting.

Item 9B. — Other Information

None.
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PART III
Item 10. Directors, Executive Officers and Corporée Governance
The information under the captions “Election oféitors”, “Continuing Directors and Executive Offisg “Section 16(a) Beneficial Ownership
Reporting Compliance”, “Corporate Governance — Caites of the Board of Directors— Audit Committé€prporate Governance — Director
Nominations Proce” and “Corporate Governance — Code of Ethics” ia @ompany’s definitive Proxy Statement for its 2@¥hual Meeting of
Shareholders to be filed with the Securities andhiarge Commission within 120 days after Decembg2313 pursuant to Regulation 14A under
the Exchange Act (the “2013 Proxy Statement”)neirporated herein by reference in response tatéris
Item 11. Executive Compensation

The information under the captions “Executive Congadion and Other Matters,” “Director Compensatiantl “Compensation Committee Report
on Executive Compensation” in the 2014 Proxy Statetris incorporated herein by reference in resptméais item.

Item 12. Security Ownership of Certain BeneficialDwners and Management and Related Shareholder Matte

The information under the caption “Beneficial Owstep of Common Stock by Management of the CompawdyRxincipal Stockholders” in the
2014 Proxy Statement is incorporated herein byreefee in response to this item.

The information required by this Item concerningwséies authorized for issuance under equity camspson plans is incorporated herein by
reference to Part Il, Item 5 of this Annual RepmrtForm 10-K.

Item 13. Certain Relationships, Related Transactias and Director Independence

The information under the captions “Corporate Goaace — Director Independence” and “Certain Retatigps and Related Party Transactions”
in the 2014 Proxy Statement is incorporated hdsgireference in response to this item.

Item 14. Principal Accounting Fees and Services

The information under the caption “Fees and Sesvafdndependent Registered Public Accounting Fiimthe 2014 Proxy Statement is
incorporated herein by reference in response foitiin.
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PART IV

Iltem 15. — Exhibits and Financial Statement Schedabk

The following documents are filed as part of tl@part:

(@)(1) Financial Statements

(@2

The following consolidated financial statements egbrts of independent registeipublic accounting firm are in Part Il, Item
Reports of Independent Registered Public Accourfing

Consolidated Balance She- December 31, 2013 and 20

Consolidated Statements of Income and Comprehehsioene- Years endeDecember 31, 2013, 2012 and 2(

Consolidated Statements of Changes in Stockh¢ Equity - Years endeDecember 31, 2013, 2012 and 2(

Consolidated Statements of Cash Fl-Years ended December 31, 2013, 20122011

Notes to Consolidated Financial Statem

Financial Statement Schedule

All schedules are omitted since they are ngtired, are not applicable, or the required infafamis shown in the consolidated
financial statements or notthereto.
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(a)(3) Exhibits

Exhibit No.

2.1

3.1

3.2

3.3

3.4

3.5

4.1

4.2

4.3

10.1+

10.2+

10.3+

The following are filed or furnished, as notedlow, as part of this Annual Report on Form 10rAd #his list includes the Exhibit
Index.

Description
Purchase and Assumption Agreement - Whotk B&ll Deposits, by and among the Federal Depositirance Corporation, as
Receiver of HarVest Bank of Maryland, GaithersbiMgryland, the Federal Deposit Insurance Corponadiod Sonabank, dated as
of April 27, 2012 (incorporated by reference to Bith2.1 to Southern National’s Current Report @k 8-K filed on May 3,
2012)

Articles of Incorporation (incorporated harby reference to Exhibit 3.1 to Southern NatiGm&egistration Statement on Form S-1
(Registration No. 3:-136285))

Certificate of Amendment to the Articleslioéorporation dated January 31, 2005 (incorporhteéin by reference to Exhibit 3.2 to
Southern Nation’s Registration Statement on For-1 (Registration No. 3:-136285))

Certificate of Amendment to the Articleslioéorporation dated April 13, 2006 (incorporatedéie by reference to Exhibit 3.3 to
Southern Nation’s RegistratiorStatement on Form-1 (Registration No. 3:-136285))

Amended and Restated Bylaws (incorporatetference to Exhibit 3.4 to Southern National'snAal Report on Form 1B-for the
year ended December 31, 20!

Amendment No. 1 to Amended and Restatedvy(@corporated herein by reference to Exhibitt8.Southern National’'s Current
Report on Form-K filed on October 14, 200¢

Specimen Stock Certificate of Southern Ntigincorporated herein by reference to Exhititté. Southern Nationa’Registratio!
Statement on Form-1 (Registration No. 3:-136285))

Form of Warrant Agreement (incorporated imelg reference to Exhibit 4.2to Southern Natiogd&tegistration Statement on Form
S-1 (Registration No. 3:-136285))

Form of Amendment to Warrant Agreement (ipocated herein by reference to Exhibit 4.3 to Setrt National's Registration
Statement on Form-1 (Registration No. 3:-136285))

Southern National Bancorp of Virginia,.l2004 Stock Option Plan (incorporated herein ligremce to Exhibit 10.1 to Southern
Nationa’s Registration Statement on For-1 (Registration No. 3:- 136285))

Form of Change in Control Agreement wign@ia S. Derrico and R. Roderick

Porter (incorporated herein by reference to ExHiBi2 to Southern National's Registration Statenoanfform St (Registration N¢
33:- 136285))

Form of Southern National Bancorp of Miigi Inc. Incentive Stock Option Agreement (incagied herein by reference to Exhibit
10.3 to Southern Natior's Registration Statement on Fori-1/A (Registration No. 3:-162467))
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10.4+ Supplemental Executive Retirement PlarGeorgia Derrico (incorporated herein by refereiocExhibit 10.4 to Southern Nationsl’
Registration Statement on Forr-1/A (Registration No. 3:-162467))

10.5+ Supplemental Executive Retirement PlarRizd Porter (incorporated herein by reference toiliik10.5 to Southern National's
Registration Statement on Forr-1/A (Registration No. 3:-162467))

10.6+ Southern National Bancorp of Virginia, Inc. 201@&t Awards and Incentive Plan (incorporated hebgimeference to Exhibit 4.2
Southern Nation'’s Registration Statement on For-8 (Registration No. 3%- 166511))

10.7+ Form of Southern National Bancorp of Miigj Inc. Incentive Stock Option Agreement (incagied herein by reference to Exhibit
4.3 to Southern Natior’s Registration Statement on Fori-8 (Registration No. 3:- 166511))

11.0 Statement re: Computation of Per Shareikgsr{incorporated by reference to Note 15 of thies to consolidated financial
statements included in this Annual Report on Fo8-K

21.0* Subsidiaries of the Registre

23.1* Consent of KPMG LLF

23.2* Consent of Dixon Hughes Goodman L

31.1* Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 200z
31.2* Certification of Chief Financial Officer pursuaot $ection 302 of the Sarba-Oxley Act of 200z

32.1** Certification of Chief Executive Officer and Chigihancial Officer pursuant to Section 906 of theb&ae-Oxley Act of 200z

+Management contract or compensatory plan or aeraegt
*Filed herewith
**Eurnished herewith

Southern National Bancorp of Virginia, Inc. willriish, upon written request, a copy of any exHisied above upon the payment of a reasonable
fee covering the expense of furnishing the copyuests should 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&f{the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredualp authorized.

Southern National Bancorp of Virginia, Inc.

By: /s/ Georgia S. Derric Date: March 12, 201

Georgia S. Derrict
Chairman of the Board and Chief Executive Offi
(Principal Executive Officer

By: /s/ William H. Lago Date: March 12, 201

William H. Lagos
Sr. Vice President and Chief Financial Offi
(Principal Financial Officer and Principal AccourdiOfficer)

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed beélpthe following persons on behalf
of the registrant and in the capacities and ord#tes indicated.

Date: March 12, 2014

Signature Title
/sl Georgia S. Derric Chairman of the Board and Chief Executive Officer

Georgia S. Derrici

/s/ R. Roderick Porte President and Director
R. Roderick Porte

/s/ Neil J. Call Director
Neil J. Call
/s/ Charles A. Kabbas Director

Charles A. Kabbas

/s/ Frederick L. Bollere Director
Frederick L. Bollere

/s/ John J. Forc Director
John J. Forcl
/s/ W. Bruce Jenninc Director

W. Bruce Jenning
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Exhibit 21.0
Subsidiaries of Southern National Bancorp of Virgira, Inc.

Subsidiary State of Incorporation

Sonabani 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 use of our report dated Mar@®53, with respect to the consolidated balancetslefe&Southern National Bancorp of Virginia,
Inc., as of December 31, 2012 and 2011, and théakkonsolidated statements of comprehensive iecohanges in stockholders’ equity and cash
flows for each of the years in the three-year geended December 31, 2012, which reports appdheiBecember 31, 2013 annual report on Form
10-K of Southern National Bancorp of Virginia, Inc.

We also consent to the incorporation by referendbé registration statement No. 333-166511 on Fe#8nof Southern National Bancorp of
Virginia, Inc. (“the Company”) of our report dat&thrch 5, 2013, with respect to the consolidatedhed sheets of Southern National Bancorp of
Virginia, Inc. and subsidiaries (“the Company”)ad®ecember 31, 2012 and 2011, and the relatecbidaged statements of comprehensive
income, changes in stockholders’ equity and cashdlfor each of the years in the three-year peritded December 31, 2012, , which appears in
the December 31, 2012 annual report on Form 10-8Boofthern National Bancorp of Virginia, Inc.

Our report dated March 5, 2013 states that theddiolaged financial statements of the Company d3axfember 31, 2010 were audited by other
auditors whose report dated March 15, 2011 expdemseinqualified opinion on those statements beaf@eestatement described in Note 2 to the
consolidated financial statements.

/sl KPMG LLP

McLean, Virginia
March 10, 2014



Exhibit 23.2

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 inrdggstration statements (Nos. 333-189730 and &%11) on Form’s & of Southern Nation
Bancorp of Virginia, Inc. of our reports dated Mart2, 2014, with respect to the consolidated balaneetshf Southern National Bancorg
Virginia, Inc. and subsidiary as of December 31120and the related consolidated statements ofriecand comprehensive income, chang:
stockholders’equity and cash flows for the year then ended, thaceffectiveness of internal control over finahecgporting as of December :
2013, which appear in Southern National Bancorgigfinia, Inc.’s December 31, 2013 Annual ReportForm 10-K.

/sl Dixon Hughes Goodman LLP

Atlanta, Georgia
March 12 , 2014



Exhibit 31.1
CERTIFICATIONS

I, Georgia S. Derrico, certify the
1. | have reviewed this report on Form 10-K of theun National Bancorp of Virginia, Inc.;

2. Based on my knowledge, this report does notatemny untrue statement of a material fact ort dénstate a material fact necessary to
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect 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 res
financial condition, results of operations and ciivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant’s other certifying officer(s)dainare responsible for establishing and maintgmisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportimg @efined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and pruresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over finah@aorting, or caused such internal control oweaiicial reporting to be designed under
our supervision, to provide reasonable assuramgagdang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predenttnis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibydport based on such
evaluation; an

d) Disclosed in this report any change in ggistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repod) fas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s)danhave disclosed, based on our most recent ei@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@s persons performing the equivalent
functions):

a) All significant deficiencies and materialakeesses in the design or operation of internatrobover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpaahcial information; an

b) Any fraud, whether or not material, thatalwes management or other employees who have Hiségr role in the registrant’s
internal control over financial reportin

Date: March 12, 2014

/sl 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. | have reviewed this report on Form 10-K of theun National Bancorp of Virginia, Inc.;

2. Based on my knowledge, this report does notatemny untrue statement of a material fact ort dénstate a material fact necessary to
make the statements made, in light of the circuntgts under which such statements were made, nigadisg with respect 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 res
financial condition, results of operations and ciivs of the registrant as of, and for, the pesipdesented in this report;

4. The registrant’s other certifying officer(s)dainare responsible for establishing and maintgmisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportimg @efined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and pruresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known tc
by others within those entities, particularly dgrite period in which this report is being prepa

b) Designed such internal control over finah@aorting, or caused such internal control oweaiicial reporting to be designed under
our supervision, to provide reasonable assuramgagdang the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regissatisclosure controls and procedures and predenttnis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveretiibyéport based on such
evaluation; an

d) Disclosed in this report any change in ggistrant’s internal control over financial repogithat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repod) fas materially affected, or is
reasonably likely to materially affect, the regist’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s)danhave disclosed, based on our most recent ei@tuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@s persons performing the equivalent
functions):

a) All significant deficiencies and material weaknessp the design or operation of internal contnatrofinancial reporting which a
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpaahcial information; an

b) Any fraud, whether or not material, thatalwes management or other employees who have Hiségr role in the registrant’s
internal control over financial reportin

Date: March 12, 201
/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 Southerridl@al Bancorp of Virginia, Inc. (“Southern Natial)) on Form 10-K for the period ending
December 31, 2013 as filed with the SecuritiesExchange Commission on the date hereof (the “R8ptne undersigned Chief Executive
Officer and Chief Financial Officer of Southern Matal hereby certify, pursuant to 18 U.S.C. 813®adopted pursuant to 8906 of the Sarbanes-
Oxley Act of 2002, that based on their knowledge belief: 1) the Report fully complies with theyterements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, and 2) the infaiomacontained in the Report fairly presents, imadterial respects, the financial condition and
results of operations of Southern National as dffan the periods covered in the Report.

/sl Georgia S. Derric
Georgia S. Derrico, Chief Executive Offic

/s/ William H. Lagos
William H. Lagos, Chief Financial Office

March 12, 201«



