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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statemabtsut future expectations, activities and everas ¢onstitute forward-looking statements withia theaning
of, and subject to the protection of, Section 27he Securities Act of 1933, as amended, and @e&1E of the Exchange Act and are intended toobered by the
safe harbor provided by the same. Forward-lookiagements are based on our beliefs, assumptionsxqegttations of our future financial and operapegormance
and growth plans, taking into account the informraturrently available to us. These statementsairetatements of historical fact. The words “bedi@

“may,” “forecast,” “should,” “anticipate,” “estinta,” “expect,” “intend,” “continue,” “would,” “coud,” “hope,” “might,” “assume,” “objective,” “seek,”plan,” “strive”
or similar words, or the negatives of these woidkntify forward-looking statements.

Forward-looking statements involve risks and urasties that may cause our actual results to diffaterially from the expectations of future reswtsexpress or
imply in any forward-looking statements. In addititm the other factors discussed in the “Risk Rattsection of this Annual Report on Form 10-Ktéas that could
contribute to those differences include, but arglinuted to:

the effects of future economic, business and manteditions and disruptions in the credit andficial markets, domestic and forei¢

changes in the local economies in our market adasrsely affect our customers and their abilitiramsact profitable business with us, includirg ability of
our borrowers to repay their loans according tir tieems or a change in the value of the relatdhizval;

changes in the availability of funds resultingricrieased costs or reduced liquidity, as well astteguacy of our cash flow from operations anddwairrgs to
meet our sho-term liquidity needs

a deterioration or downgrade in the credit quadityl credit agency ratings of the securities insaaurities portfolio

impairment concerns and risks related to our imaest portfolio of collateralized mortgage obligaisp agency mortga-backed securities, obligations of ste
and political subdivisions and pooled trust prefdrsecurities

the incurrence and possible impairment of goodagilociated with current or future acquisitions poskible adverse sh-term effects on our results
operations

increased credit risk in our assets and increaperhting risk caused by a material change in comiaeconsumer and/or real estate loans as a pageof
our total loan portfolio

the concentration of our loan portfolio in loandlateralized by real estat

our level of construction and land development emimercial 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 underlgegestablishment of and provisions made to tesvahce for loan losse

our ability to expand and grow our business andaijmns, including the establishment of additidma@nches and acquisition of additional branchesbamds,
and our ability to realize the cost savings ané&nexe enhancements we expect from such activ

changes in governmental monetary and fiscal pali¢recluding interest rate policies of the Boardzaivernors of the Federal Reserve System, or clsan
interest rates and market prices, which could redur net interest margins, asset valuations apdrese expectation

increased competition for deposits and loans adliyesadfecting rates and terrr

the continued service of key management perso

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

potential environmental liability risk associatedwproperties that we assume upon foreclos



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

e risks of current or future mergers and acquisgjancluding the related time and cost of impletimgntransactions and the potential failure to achiexpected
gains, revenue growth or expense savi

e |egislative and regulatory changes, includingngfes in banking, securities and tax laws and réigakand their application by our regulators, uithg those
associated with the Dodd Frank Wall Street Refonch @onsumer Protection Act (the “Dodd-Frank Ac€hanges in the scope and cost of Federal Deposit
Insurance Corporation (“FDIC”) insurance and ott@rerage; and the capital requirements promuldayettie Basel Committee on Banking Supervision (the
“Basel Committe”);

e increases in regulatory capital requirementd#orking organizations generally, which may advgraéfect our ability to expand our business or dozduse us

to shrink our busines

the effects of war or other conflicts, acts of éeism or other catastrophic events that may affeaeral economic conditior

failure to prevent a breach to our Inte-based system and online commerce sect

changes in accounting policies, rules and practoelsapplications or determinations made thereu

fraudulent and negligent acts by loan applicantstgage brokers and our employe

failure to establish and maintain effective intémentrols and procedure

the risk that our deferred tax assets could becesdiif future taxable income is less than curyeasitimated, if corporate tax rates in the futueelass thai

current rates, or if sales of our capital stogjger limitations on the amount of net operatingsloarryforwards that we may utilize for income paxposes; ar

e other factors and risks described ur“Risk Factor” herein and in any of our subsequent reports thdtleveiith the Securities and Exchange Commisstoe
“Commissio” or“SEC”) under the Exchange Ac

Forward-looking statements are not guaranteesrédmmeance or resultsand should not be relied upon as representing neanaigts views as of any subsequent datt
forward-looking statement may include a stateméth® assumptions or bases underlying the forwao#tthg statement. We believe we have chosen thessergptions
or bases in good faith and that they are reason@l#ecaution you, however, that assumptions ordakeost always vary from actual results, and tfierdnces
between assumptions or bases and actual resultsecaaterial. When considering forward-lookingesta¢nts, you should keep in mind the risk factocsather
cautionary statements in this Annual Report on Fb@rK. These statements speak only as of the datéscAnnual Report on Form 1K{or an earlier date to the ext
applicable). Except as required by applicable lae undertake no obligation to update publicly thetséements in light of new information or futurents.



PART I
Item 1. — Business
Overview

Southern National Bancorp of Virginia, Inc. (“Soeth National™, “SNBV”, 'we" or "our") is the bankolding company for Sonabank ("Sonabank” or theriiBja
Virginia state chartered bank which commenced djmraon April 14, 2005. Sonabank provides a rasfgeancial services to individuals and small anddium sized
businesses. Sonabank has fifteen branches in érdatated in Fairfax County (Reston, McLean aaifgx), in Charlottesville, Warrenton (2), Middiedy, Leesburg
(2), South Riding, Front Royal, New Market, HayngtrkRichmond and Clifton Forge, and nine branéhédaryland, in Rockville, Shady Grove, Germantown,
Frederick, Bethesda, Upper Marlboro, Brandywine jr@& and Huntingtown.As of December 31, 2014, v®red, on a consolidated basis, total assets 18.89
million, total loans, net of deferred fees, of $Billion, total deposits of $742.4 million andesbholders’ equity of $114.0 million.

While we offer a wide range of commercial bankiegvices, we focus on making loans secured primasilgommercial real estate and other types of selcand
unsecured commercial loans to small and mediundgizsinesses in a number of industries, as wétlaass to individuals for a variety of purposes. #ve a leading
Small Business Administration (SBA) lender amonggifila community banks. We also invest in real testalated securities, including collateralized tgage
obligations and agency mortgage backed secur@iiesprincipal sources of funds for loans and inwegsin securities are deposits and, to a lessengxborrowings. We
offer a broad range of deposit products, includihgcking (NOW), savings, money market accountscaniificates of deposit. We actively pursue bussimetationships
by utilizing the business contacts of our senionageement, other bank officers and our directoesetty capitalizing on our knowledge of our locakked areas .

Effective December 4, 2009, Sonabank assumed cekgiosits and liabilities and acquired certairtssf Greater Atlantic Bank from the FDIC, as reeefor Greate
Atlantic Bank, pursuant to the terms of a purchase assumption agreement entered into by the Bashkhee FDIC on December 4, 2009 (the “Agreemen@h
December 5, 2009, the former Greater Atlantic Baffices, located in Reston, New Market, Front Rayad South Riding, Virginia and Rockville, Marylandened as
Sonabank branches.

The Bank paid no cash or other consideration toiaegsreater Atlantic Bank. The Bank and the FeiEered into a loss sharing agreement (the “loasrgh
agreement”) on approximately $143.4 million (cossik) of Greater Atlantic Bank’s assets. The Baitlkshare in the losses on the loans and foreddsan collateral
with the FDIC, as specified in the loss sharingeagrent; we refer to these assets collectively ageted assets.” Pursuant to the terms of the lumsng agreement, the
FDIC is obligated to reimburse the Bank for 80%oaskes of up to $19 million with respect to theexad assets. The FDIC will reimburse the BanlOfif% of losses in
excess of $19 million with respect to the coversskts. The Bank will reimburse the FDIC for 80%eafoveries with respect to losses for which théd=paid the Ban
80% reimbursement under the loss sharing agreemueahtfor 95% of recoveries with respect to lossesvhich the FDIC paid the Bank 95% reimbursementten the
loss sharing agreement.

On October 1, 2011, we completed the acquisitiomeMidlothian branch of the Bank of Hampton RoedRichmond, Virginia. We assumed deposits ingheunt ¢
$42.2 million.



Effective April 27, 2012, Sonabank assumed suhisténall of the deposits and liabilities and aagai substantially all of the assets of the Har\Bzstk of Maryland
from the FDIC as receiver. The acquisition incluthadVest Bank's branches in Bethesda, North Rokviermantown and Frederick, Maryland. Adding ¢hesw
branches to our existing branch in Rockville braugbnabank’s total number of branches in Marylanfivie, four of which are in Montgomery County. $hias a
strategic acquisition for Sonabank in order to expiato an affluent market.

The merger with Prince GeorgeFederal Savings Bank (PGFSB) was completed omugtuy 2014. Southern National acquired PGFSBdash and stock transacti
PGFSB was founded in 1931 and is headquarterecopetMarlboro, which is the County Seat of Prinaofge’s County, Maryland. Prince Geog&SB has fol
offices, all of which are in Maryland, includinghaain office in Upper Marlboro and three brancha#$ in Dunkirk, Brandywine and Huntingtown. Prirtgeorges FSE
has an excellent core deposit base reflectingiitsre in the communities it serves, and its lendictgyities have historically been focused on restél mortgages.

Full details on each of these acquisitions areainatl in Form 8-Ks or 8/As filed with the SEC on December 10, 2009, Oetod, 2011, July 13, 2012, and Augus
2014, respectively.

On May 15, 2014, Southern National Bancorp of \fiigilnc., Jerry Flowers of Southern Trust Mortgé§€M), and Eastern Virginia Bankshares (EVB), tbé&ling
company for EVB, completed the purchase of 62 pegreESTM previously owned by Middleburg Bank. rjefflowers and other STM executives now own 51 rt ¢t
of STM, Sonabank owns 44 percent and EVB owns dt8gmt.

Sonabanks equity method investment in STM totaled $3.2io1ll Sonabank also acquired 1.8 million sharesrefepred stock in the amount of $1.8 million in S
with an annual dividend yield of 7.5%.

We primarily market our products and services talsemd medium-sized businesses and to retail coas Our strategy is to provide superior serviceugh our
employees, who are relationship-oriented and cotathtb their respective customers. Through thetegy, we intend to grow our business, expand vstomer base
and improve our profitability. The key elementsoof strategy are to:

° Utilize the Strength of our Management Te. The experience and market knowledge of our manageteam is one of our greatest strengths
competitive advantages. Our chairman, Georgia &idoe was the founder, chairman of the board dnidf@xecutive officer, and our president, R.
Roderick Porter, was the president and chief ojpeyaifficer, of Southern Financial Bancorp, Incpublicly traded bank holding company. At the ti
of its sale to Provident Bankshares, Inc. in Apfi2004, Southern Financial had $1.5 billion inetissind operated 34 full-service banking offices of
Southern Financial Bank, which was founded in RaixCounty and subsequently expanded into CentchBawthern Virginia. Including the members
of our current senior management team, 35 of oyrl@mees previously worked with our chairman andsjglent at Southern Financial Bai

. Leverage Our Existing Foundation for Additional @ith. Based on our management’s depth of experienceentairtinfrastructure investments, we
believe that we will be able to take advantageeofain economies of scale typically enjoyed byéamrganizations to expand our operations both
organically and through strategic cost-effectivartwh or bank acquisitions. We believe that thestments we have made in our data processing, risk
management infrastructure, staff and branch netwdtlbe able to support a much larger asset bA&seare committed, however, to control any
additional growth in a manner designed to minintieerisk and to maintain strong capital rat



Continue to Pursue Selective Acquisition Opportes. Historically, acquisitions have been a key p&xdw growth. Since our formation, we he
completed the acquisition of PGFSB, the acquisitibAarVest Bank of Maryland on April 27, 2012, thequisition of the Midlothian branch in
Richmond, Virginia on October 1, 2011, the acqigisitand assumption of certain assets and lialslibfeGreater Atlantic Bank from the FDIC on
December 4, 2009, the acquisition of a branch dieldinium Bank in Warrenton, Virginia on Septemb8r 2009, the acquisition of the Leesburg
branch location from Founders Corporation whichngueon February 11, 2008, the acquisition &fService Bank in December of 2006 and the
acquisition of the Clifton Forge branch of Firstf@munity Bancorp, Inc. in December of 2005. We idtémcontinue to review branch and whole bank
acquisition opportunities, including possible asifions of failed financial institutions in FDICssisted transactions, and will pursue these
opportunities if they represent the most efficiese of our capital under the circumstances. Webelihat we have demonstrated the skill sets and
experience necessary to acquire and integrate ssfatlg both bank and branch acquisitions, andwhtt our strong capital position, we are well-
positioned to take advantage of acquisition opputies as they may arise. We intend to focus ogetsrin our market areas or other attractive areas
with significant core deposits and/or a potentigdtomer base compatible with our growth strat
De novo Branch Expansic. In addition to our acquisition strategy, we ptaropen de novo branches from time to time tdrilbur existing footprint
as we did in Middleburg in 2011 and Haymarket id2(
Focus on the Business Owir. It is our goal to be the bank that business owireour markets turn to first for commercial barikheeds as a result
our superior personal service and the tailored ymtsdand services that we provide. To help achieigegoal, we
m have a standing credit committee that meets as eBaecessary or“when neede” basis to review completed loan applications, ma
extensive use of technology to facilitate our inl@rcommunications and thereby enabling us to medpo our customers promptl
m are an SBA approve'Preferre’” lender, which permits us to make SBA loan decisetrSonabank rather than waiting for SBA proces:
We offer a number of different types of SBA loarsidned for the small and medium-sized busines&pamd many of our SBA loan
customers also have other relationships with SamabEhis product group is complex and “paper initegisand not well utilized by some of
our competitors
m provide Internet business bankincwww.sonabank.cowhich allows our business customer-hour wel-based access to their account:
they can confirm or transfer balances, pay biksydload statements and use “Web Lockbo:” or “Sona Cash Manag”
m provide our business customers wSona li-House” a service that utilizes Check 21 technology tovalbnistomers to make remote depo
from their business locations and gives them adoeg®se funds within 24 to 48 hours; ¢
m provide our business customers with access to SABL stat-of-the-art asse-based lending system. Unlike most a-based lending systen
which are based on manual processes or softwaredttdies a company’s borrowing base periodice#ABL provides a real time capability
to analyze and adjust borrowing availability basadactual collateral levels. SABL is predicatedadimk between any kind of accounting
software used by the customer and Sona’s server



° Maintain Local Decisio-Making and Accountabilit. We believe that we have a competitive advantage larger national and regional financ
institutions by providing superior customer servigéh experienced, knowledgeable management, loedidecision-making capabilities and prompt
credit decisions. We believe that our customerstwadeal directly with the persons who make theslitrdecisions

° Focus on Asset Quality and Strong Underwril. We consider asset quality to be of primary imaoce and have taken measures in an effort to ensure
that, despite the growth in our loan portfolio, meintain strong asset quality through strong undéng standards
° Build a Stable Core Deposit Ba. We intend to continue to grow a stable core dépase of business and retail customers. To theneihat our ass

growth outpaces this local deposit funding souneeplan to continue to borrow and raise depositeémational market using deposit intermediaries.
We intend to continue our practice of developirdgposit relationship with each of our loan custar

General

Our principal business is the acquisition of defsofsom the general public through our branch effiand deposit intermediaries and the use of tiegsesits to fund our
loan and investment portfolios. We seek to be leskrivice community bank that provides a wide wgrad financial services to our middle market caigie clients as
well as to our retail clients. We are an active owrrial lender, have been designated as a “Prdf&ié Lender” and participate in the Virginia Smllsiness
Financing Authority lending program. In additione&re an active commercial real estate lender. [¥deitmvest funds in mortgage-backed securitiedatsralized
mortgage obligations, securities issued by agemditee federal government, obligations of states golitical subdivisions and pooled trust prefdrsecurities.

The principal sources of funds for our lending angstment activities are deposits, repayment afiso prepayments from mortgage-backed securigpayments of
maturing investment securities, Federal Home LoankBadvances and other borrowed money.

Principal sources of revenue are interest anddadeans and investment securities, as well ajfaeme derived from the maintenance of depositaeisoand income
from bank-owned life insurance policies. Our prpatiexpenses include interest paid on depositaduances from the Federal Home Loan Bank of AtléifelLB")
and other borrowings, and operating expenses.

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

available at no cost on our website, www.sonabamk,chrough the Investor Relations link, as sooreasonably practicable after we file such documerttsthe
SEC. Ouir filings are also available through th&€SEvebsite at www.sec.gov.

Lending Activities

Our primary strategic objective is to serve smalnedium-sized businesses in our market with aetsadf unique and useful services, including a duthy of
commercial mortgage and non-mortgage loans. Thweseslinclude commercial real estate loans, congiruto permanent loans, development and buildzmdo
accounts receivable financing, lines of credit,iponent and vehicle loans, leasing, and commerei@tdraft protection. We strive to do business mdheas served by
our branches, which is also where our marketirfgdased, and the vast majority of our loan custenaee located in existing market areas. Virtudllpgour loans are
with borrowers in Virginia, Maryland, West Virginiar Washington D.C. The Small Business Adminigiratnay from time to time come to us because ofreputatior
and expertise as an SBA lender and ask us to rewiean outside of our core counties but within market area. Prior to making a loan, we obtain lagplications to
determine a borrower’s ability to repay, and theergignificant items on these applications arefieetithrough the use of credit reports, financtatements and
confirmations.



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

Permanent.Commercial real estate lending includes loans &nmanent financing. Commercial real estate lentipgally involves higher loan principal amountsdan
the repayment of loans is dependent, in large parsufficient income from the properties secutimgloans to cover operating expenses and deliteeAs a general
practice, we require our commercial real estatedda be secured by well-managed income produaiogepties with adequate margins and to be guardige
responsible parties. We look for opportunities veheaish flow from the collateral properties providdequate debt service coverage and the guaranginsgorth is
strong. At December 31, 2014, our commercial retdte loans for permanent financing including rafialthily residential loans and loans secured by faneh totaled
$359.6 million, of which $14.5 million was acquirgdthe HarVest transaction, $6.6 million was acggiin the Greater Atlantic transaction, and $3ilian was
acquired in the PGFSB transaction. Owner occupiadneercial real estate loans totaled $136.6 million.

Our underwriting guidelines for commercial realagstioans reflect all relevant credit factors, ugdhg, among other things, the income generated ftee underlying
property to adequately service the debt, the abvilitlaof secondary sources of repayment and theral creditworthiness of the borrower. In additiare look to the
value of the collateral, while maintaining the legtequity invested by the borrower.

All valuations on property which will secure loamger $250 thousand are performed by independesideuaippraisers who are reviewed by our executsepresident
of risk management and/or our appraisal reviewes ri¢ain a valid lien on real estate and obtaitleaibsurance policy (on first trust loans onligat insures the propel
is free of encumbrances. In addition, we do silarches on all loans secured by real estate.

Construction. We recognize that construction loans for commeramiltifamily and other nomesidential properties can involve risk due tolérggth of time it may tak
to bring a finished real estate product to marksta result, we will only make these types of loa&n pre-leasing or pre-sales or other credibfactuggest that the
borrower can carry the debt if the anticipated reteind property cash flow projections change duttiegconstruction phase.

Income producing property loans are supported lijeece of the borrower’s capacity to service thistdgll of our commercial construction loans areanteed by the
principals or general partners. At December 31420 had $57.9 million of construction, land ardelopment loans, of which $3.8 million was acogiire the
HarVest transaction and $1.8 million was acquirethe PGFSB transaction.

Construction loan borrowers are generally pre-gedlifor the permanent loan by us or a third pae obtain a copy of the contract with the geneoaltractor who

must be acceptable to us. All plans, specificatenms surveys must include proposed improvementstétew feasibility studies and risk analyses smggensitivity o
the project to variables such as interest ratesaney rates, lease rates and operating expenses.
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Commercial Business Lending

These loans consist of lines of credit, revolvingdit facilities, demand loans, term loans, equipt@ans, SBA loans, stand-by letters of credit ansecured loans.
Commercial business loans are generally secureddgunts receivable, equipment, inventory and atbkateral, such as readily marketable stockskamtis with
adequate margins, cash value in life insuranceigsliand savings and time deposits at SonabariReg¢émber 31, 2014, our commercial business lodaketb$114.7
million, of which $3.5 million was acquired in tiarVest transaction, $697 thousand was acquirétkeilGreater Atlantic transaction and $204 thouseasiacquired in
the PGFSB transaction.

In general, commercial business loans involve necedit risk than residential mortgage loans antlestte-backed commercial loans and, thereforgliysyield a
higher return to us. The increased risk for comimaébusiness loans is due to the type of collateealiring these loans. The increased risk alseetefiom the
expectation that commercial loans will be servipedcipally from the operations of the businesg #rat those operations may not be successfulotitiat trends have
shown that these types of loans do have highenglgtincies than mortgage loans. Because of thisfter utilize the SBA 7(a) program (which guarastée
repayment of up to 90% of the principal and accringgtest to us) to reduce the inherent risk assediwith commercial business lending.

Another way that we reduce risk in the commeraahl portfolio is by taking accounts receivable @lfateral using our SABL system. Our accounts nedgle financing
facilities, which provide a relatively high yielditiv considerable collateral control, are lines & dit under which a company can borrow up to thewmhof a borrowing
base which covers a certain percentage of the coyigpeeceivables. From our customer’s point of vieacounts receivable financing is an efficient w@finance
expanding operations because borrowing capacitgredpas sales increase. Customers can borrow &6i@ 90% of qualified receivables. In most caties,
borrower’s customers pay us directly. For borroweith a good track record for earnings and quakteivables, we will consider pricing based onremément above
the prime rate for transactions in which we lendaip percentage of qualified outstanding receesbhsed on reported aging of the receivablesotiortf

We also actively pursue for our customers equiprease financing opportunities. We provide finagcamd use a third party to service the leases. Bai® derived
from the cash flow of the borrower, so credit gtyathay not be any lower than it would be in theecaan unsecured loan for a similar amount and.ter

SBA Lending

We have developed an expertise in the federallyagueed SBA program. The SBA program is an econaieielopment program which finances the expansiemall
businesses. We are a Preferred Lender in the WgshiD.C. and Richmond Districts of the SBA. AsSBA Preferred Lender, our pre-approved status allasvto
quickly respond to customers’ needs. Under the $Byram, we originate and fund SBA 7(a) loans witjohlify for guarantees up to 90% of principal acdrued
interest. We also originate 504 chapter loans iithvtve generally provide 50% of the financing, taka first lien on the real property as collateral.

We provide SBA loans to potential borrowers who@posing a business venture, often with existigh flow and a reasonable chance of success. Wetdeat the

SBA guarantee as a substitute for a borrower mgetim credit standards, and, except for minimunitablgevels or maximum loan terms, the borrower tmeet our
other credit standards as applicable to loansaeitsie SBA process.
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Residential Mortgage Lending

Permanent.Our business model generally does not include ngag@manent residential mortgage loans. We doljt on a case-by-case basis. In the case of
conventional loans, we typically lend up to 80%tef appraised value of single-family residencesragdire mortgage insurance for loans exceedingatimaunt. We
have no sub-prime loans. Substantially all of #&dential mortgage loans in our portfolio wereuaeyl in previous acquisitions.

On May 15, 2014, we purchased a 44% equity investaued preferred stock of STM, a regional mortglbaeking company headquartered in Virginia Beachv $ias
mortgage banking originators in Virginia, Marylamhrth Carolina and South Carolina. Southern Tklisitgage only originates retail mortgage production

Sonabank has established with STM underwriting gliids under which it will purchase loans in itsgifnia and Maryland footprint from STM. These vk largely
loans that do not conform to FNMA or FHLMC standab#cause of size or acreage. Since we made thgtinent in STM in May 2014, we closed and purchésss
in an aggregate amount of $20.2 million.

We retain a valid lien on real estate and obtditleainsurance policy that ensures that the prigpisrfree of encumbrances. We also require harasutance and flood
insurance for all loans secured by real propertgéfreal property is in a flood plain as desigddtg the Department of Housing and Urban Develogm&fie also
require most borrowers to advance funds on a mpbtisis from which we make disbursements for iteath as real estate taxes, private mortgage inseii@md hazar
insurance.

Construction. We typically make single family residential canstion loans to builders/developers in our magtets. Construction loans generally have intesgssr
of prime plus one to two percent and fees of ortr®e points, loan-to-value ratios of 80% or leased on current appraisals and terms of generiakymonths or less.
In most cases, when we make a residential congtrulctan to a builder, the residence is pre-soltipfans, specifications and surveys must includgppsed
improvements. Borrowers must evidence the cap&zisgrvice the debt.

Home Equity Lines of Credit. Sonabank rarely originates home equity lines aflitreAt December 31, 2014, we had outstandingrzaa totaling $33.4 million, of
which $23.7 million were acquired in the GreatelaAtic transaction, $1.7 million were acquiredhie HarVest transaction and $3.5 million were aeglin the PGFSI
transaction.

Consumer Lending
To a limited extent, we offer various types of seduand unsecured consumer loans. We make consoemarprimarily for personal, family or householdmoses as a
convenience to our customer base since these émanwot the focus of our lending activities. Aseaeral guideline, a consumer’s debt service shooieéxceed 40% of

his gross income or 45% of net income. For purpo$ésis calculation, debt includes house paymement, fixed installment payments, the estimatagnpent for the
loan being requested and the minimum required payoreany revolving debt. At December 31, 2014 had $1.6 million of consumer loans outstanding.
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Credit Approval and Collection Policies

Because future loan losses are so closely inteetiwnith our underwriting policy, we have institut@tiat management believes is a stringent loan wnriterg policy.
Our underwriting guidelines are tailored for pautar credit types, including lines of credit, reviag credit facilities, demand loans, term loargjipment loans, real
estate loans, SBA loans, stand-by letters of ceettitunsecured loans. We will make extensionseaficbased, among other factors, on the potentiablwer’s
creditworthiness, likelihood of repayment and pnoity to market areas served.

We have a standing Credit Committee comprised néireofficers, each of whom has a defined lendiothority in combination with other officers. Thesdividual
lending authorities are determined by our Chiefdtiee Officer and certain directors and are basethe individuals technical ability and experience. These autiea
must be approved by our board of directors anddadit Committee. Our Credit Committee is compris&tbur levels of members: junior, regular, senand
executive, based on experience. Our executive menaipe Ms. Derrico and Messrs. Porter and Baker Stavens, Chief Risk Officer, must approve rigiogs for
loans over $1.5 million, as well as exceptionsh® €redit Policy. Loans over a certain size mesapproved by the full Board of Directors or thed@t Committee plus
two outside directors. Under our loan approval pssc the sponsoring loan officer's approval is meguon all credit submissions. This approval nbestncluded in or
added to the individual and joining authoritieslimeid below. The sponsoring loan officer is priharesponsible for the customer’s relationship with including,
among other things, obtaining and maintaining adegjaredit file information. We require each lodficer to maintain loan files in an order and detiaat would enabl
a disinterested third party to review the file aledermine the current status and quality of theitre

In addition to the approval of the sponsoring loéfiter, we require approvals from one or more memtof the Credit Committee on all loans. The apaiorequired
differ based on the size of the borrowing relatiopsAt least one senior or one executive membestrapprove all loans in the amount of $100,000 oremAll three of
the executive members of the committee must appaihveans of $1 million or more. Regardless of thenber of approvals needed, we encourage each enerobto
rely on another member’s approval as a basis foroaal and to treat his approval as if it wereahd approval necessary to approve the loan. Qyal lending limit to
one borrower is limited to 15% of our unimpairegita and surplus. As of December 31, 2014, ouallé&nding limit was approximately $16.5 millionu©largest
group credit as of December 31, 2014, was apprdgig&16.0 million.

The following collection actions are the minimabpedures which management believes are necessamygerly monitor past due loans and leases. Whmrrawer
fails to make a payment, we contact the borrowgeirson, in writing or on the telephone. At a minim all borrowers are notified by mail when paynseoitprincipal
and/or interest are 10 days past due. Real estdtecanmercial loan borrowers are assessed a latgelwhen payments are 10-15 days past due. Custange
contacted by a loan officer before the loan becodfedays delinquent. After 90 days, if the loan ihasbeen brought current or an acceptable arraegeis not worket
out with the borrower, we will institute measuresémedy the default, including commencing foreatesaction with respect to mortgage loans and ssgsssons of
collateral in the case of consumer loans.

If foreclosure is effected, the property is solégdublic auction in which we may participate dsduer. If we are the successful bidder, we inclirseacquired real
estate property in our real estate owned accoiititis sold. These assets are initially recordedair value net of estimated selling costs. A@extent there is a
subsequent decline in fair value, that amount &@éd to operating expense. At December 31, 20&Aad other real estate owned totaling $13.1 millas which $1.8
million, net of discount, resulted from foreclossi@n loans that were acquired in the Greater Atddransaction.
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Special Products and Services
To complement our array of loans, we also proviefollowing special products and services to mmmercial customers:
Cash Management Services

Cash Management services are offered that enabBahk’s business customers to maximize the effagieof their cash management. Specific productsretf in our
cash management services program include the folgpw
° Investment/sweep accounts
Wire Transfer services
Employer Services/Payroll processing sesvice
Zero balance accounts
Night depository services
Lockbox services
Depository transfers
Merchant services (third party)
ACH originations
Business debit cards
Controlled disbursement accounts
SONA 24/7 (Check 21 processing)
Sonabank asset based lending (SABL)

Some of the products listed above are describei&jrh below.

° SONA 24/7/Check 21 SONA 24/7 is ideal for landlords, property manageredical professionals, and any other businessgs@tcept checks. Now the
customers of Sonabank can have total control over, ivhen, and where their checks will be deposiBINA 24/7 uses the Check Truncation technologlreadt by
the “Check Clearing for the 21st Century Act”, pacsfn October 2004 (Check 21). With Check Trurwatpaper checks can now be converted to electioges and
processed between participating banks, vastly spgeng the check clearing process. SONA In-Housseson the benefits of Check Truncation directi@danabank’s
business customers.

. Lockbox Services:Sonabank will open a lockbox, retrieve and scaormog checks, and deposit them directly into th&@mer’s account. The images of the
checks will then be available to view online. Tiniakes bookkeeping for the customer fast and easlypecause Sonabank is checking the lockbox daifgls will
often be available sooner. Big businesses have Umrg lockboxes for decades as a cash manageowénBonabank makes this service cost effectivaliemall and
medium sized businesses as well.

° Employer Services:Sonabank will provide its business clients withtwafe that allows them to generate ACH payroll $eations to their employees’ accounts.
. SABL: Asset Based Lending is a form of “collateral-lsislending. It is a combination of secured lendargd shorterm business lending. It is a special

form of financing that allows a barskcommercial customers to pledge their workingtassgpically accounts receivable and, to a lessént, inventory, as collateral
secure financing. Asset Based Lending borrowersygieally in the service, manufacturing or distriion fields.
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SABL is an Asset Based Lending software systent byilSonabank that allows the bank to monitor thikateral of its commercial borrowers who have pledi thei
working assets (accounts receivables and otheifgjngl assets such as inventory) as collateral. BABs the ability to track other offsets (liabé, e.g. other loans |
customer has with the bank) to the line of créslBL serves to provide the more stringent contamid supervision that this type of lending requires.

One control that is typical of Asset Based Lendmthat the commercial borrower is required to hisseustomers remit invoice payments to a bankrotied lockbox
The bank retrieves these payments and the bankeaghem directly to any outstanding balance onlittee SABL allows for this and can combine thatveee with
remote capture (Check 21) if warranted.

Most Asset Based Lending systems are manual preeessoftware that certifies the borrowing bas@geally. These certifications are usually praeddin the form ¢
manually created borrowing bases backed up witd &ams. SABL provides a real time capability t@lgze and adjust borrowing availability based loa levels ¢
collateral at the moment.

SABL also offers an automated collateral uploaHin@ receivable information directly from the clisraccounting system. SABL also offers discretigrisrrowing:
and pay offs, allowing clients to borrow on or gywn their line at their discretion, as long asythee compliant with the SABL system. Lastly, SABffers superic
reporting, offering reports to bank officers thadyide all the information they need to monitokri€ustomized reports can also be built for clients

° Other Consumer/Retail Products and Servicefther products and services that are offered byt are primarily directed toward the individeaktomer
and include the following:
e Debit cards
ATM services
Travelers Check
Notary service in some branck
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 ban&perations are
located. We experience substantial competitioritiacting and retaining savings deposits and iditegfunds. The primary factors we encounter in petimg for
savings deposits are convenient office locatiorsrates offered. Direct competition for savingsai{s comes from other commercial bank and thigtiiutions,
money market mutual funds and corporate and govenhsecurities which may offer more attractive sdten insured depository institutions are williogpay. The
primary factors we encounter in competing for loencéude, among others, interest rate and loariraign fees and the range of services offered. fition for
origination of loans normally comes from other coenaial banks, thrift institutions, mortgage bankensrtgage brokers and insurance companies. Welleare able to
compete effectively with other financial instituti® by:

° emphasizing customer service and technology;

° establishing long-term customer relationskipd building customer loyalty; and
° providing products and services designeabitiress the specific needs of our customers.
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Employees

At December 31, 2014, we had 173 full-time equirmployees, five of whom were executive officéanagement considers its relations with its emgésyto be
good. Neither we nor Sonabank are a party to aligative bargaining agreement.

SUPERVISION AND REGULATION

The business of Southern National and the Bankuatvgect to extensive regulation and supervisioreuffiederal banking laws and other federal and $ate and
regulations, including primary oversight by the Bbaf Governors of the Federal Reserve System ecohslary oversight by the Bureau of Financial tastins, a
regulatory division of the Virginia State CorporatiCommission (“VBFI")_ and possibly other authorities. In general, thesssland regulations are intended for the
protection of the customers and depositors of tekBand not for the protection of Southern Natiarats shareholders. Set forth below are brietdptons of selecte
laws and regulations applicable to Southern Natiand the Bank. These descriptions are not intetalé# a comprehensive description of all laws ragdilations to
which Southern National and the Bank are subjet de complete descriptions of the laws and reguia discussed. The descriptions of statutoryragdlatory
provisions are qualified in their entirety by reface to the particular statutes and regulationan@és in applicable statutes, regulations or réglgolicy may have a
material effect on Southern National, the Bank @ik business.

In addition to the system of regulation and supséovi referenced above, the Dodd-Frank Wall Streéofh and Consumer Protection Act (the “Dodd-FrackK),
which is discussed in greater detail below, crettiedConsumer Financial Protection Bureau (the 8Bur), a new federal regulatory body with broadarity to
regulate the offering and provision of consumeaficial products. The Bureau officially came in&ryg on July 21, 2011, and rulemaking authoritydeange of
consumer financial protection laws (such as thehriuLending Act, the Electronic Fund Transfer Acid the Real Estate Settlement Procedures Ach@iuibers)
transferred from the federal prudential bankingitetprs to the Bureau on that date. The Dodd-Frsilgave the Bureau authority to supervise andnéxa depository
institutions with more than $10 billion in assets €ompliance with these federal consumer lawse authority to supervise and examine depositotjtii®ns with $10
billion or less in assets for compliance with fedeonsumer laws remains largely with those instihs’ primary regulators. However, the Bureau rpayticipate in
examinations of these smaller institutions on arisitng basis” and may refer potential enforcemetibas against such institutions to their primagulators. The
Bureau also has supervisory and examination atghaver certain nonbank institutions that offer samer financial products. The Dodd-Frank Act idfieed a number
of covered nonbank institutions, and also authsrthe Bureau to identify additional institutionstthvill be subject to its jurisdiction. Accordingithe Bureau may
participate in examinations of the Bank, and cauigervise and examine other direct or indirectisiidrses of Southern National that offer consuniearicial products.

The earnings of the Bank and therefore of SoutNeational are affected by general economic condsti@hanges in federal and state laws and reguasind actions of
various regulatory authorities, including thoseereficed above. Additional changes to the lawsegdations applicable to us are frequently progageboth the
federal and state levels. The regulatory framewrdter which we operate has and will continue #nge substantially over the next several yearseasesult of the
enactment of the Dodd-Frank Act, which calls faasiety of mandatory and permissive rulemakingsriplement its requirements. The Dodd-Frank Actespnts a
significant overhaul of many aspects of the regaitedf the financial services industry, addressamgpng other things, systemic risk, capital adegudeposit insurance
assessments, consumer financial protection, irdeigh fees, derivatives, lending limits, mortgagelieg practices, registration of investment adwsamd changes
among the bank regulatory agencies.
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Federal Reserve Board Oversight, including the Bankolding Company Act of 1956 .Under the Bank Holding Company Act of 1956, as aseen“BHCA”), we ar¢
subject to periodic examination by the Federal ResBoard (“FRB”) and required to file periodic mts regarding our operations and any additiorfarimation that
the FRB may require. Our activities at the banldimg company 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 has deitged by regulation or order to be so closely egldb banking as to be a proper incident to theBeitées.

Some of the activities that the FRB has determbeckgulation to be proper incidents to the busiredsa bank holding company include making or smg loans and
specific types of leases, performing specific gaitacessing services and acting in some circumssaee@ fiduciary or investment or financial advisempproving
acquisitions of banking or nonbanking organizationthe addition of nonbanking activities, the F&ihsiders, among other things, whether the acgnsitr the
additional activities can reasonably be expectgutaduce benefits to the public, such as greateverience, increased competition, or gains in iefficy, that outweigh
such possible adverse effects as undue concentiadti@sources, decreased or unfair competitionflicts of interest or unsound banking practicesut8ern National
does not currently plan to perform any of theséviiets, but may do so in the future.

With some limited exceptions, the BHCA requiresrgugank holding company to obtain the prior appt@iahe FRB before: (i) acquiring substantially thle assets of
any bank; (ii) acquiring direct or indirect owneigsbr control of any voting shares of any bankfieasuch acquisition it would own or control mahan 5% of the
voting shares of such bank (unless it already awreontrols the majority of such shares); or (iigrging or consolidating with another bank holdbagnpany. In
approving bank acquisitions by bank holding comeanihe FRB is required to consider, among otheg#h the financial and managerial resources anadprospects
of the bank holding company and the banks concethedconvenience and needs of the communitiee &ebved, and various competitive factors.

In addition, and subject to some exceptions, th€Btnd the Change in Bank Control Act, togethehwlieir regulations, require FRB approval prioaty person or
company acquiring “control” of a bank holding compaControl is conclusively presumed to exist ifiadividual or company acquires 25% (5% in the aafsen
acquirer that is a bank holding company) or morarof class of voting securities of the bank holdingipany. Control is rebuttably presumed to exiatperson
acquires 10% or more, of any class of voting séiegrand either has registered securities underdBet?2 of the Exchange Act or no other person osgseater
percentage of that class of voting securities imatety after the transaction. The regulations pteva procedure for challenging this rebuttable rmbpresumption. On
September 22, 2008, the FRB issued a policy stateareequity investments in bank holding compaaies banks, which allows the FRB to generally be &bl
conclude that an entity's investment is not “cdiitrg’ if the entity does not own in excess of 18#¢the voting power and 33% of the total equitytte bank holding
company or bank. Depending on the nature of teadvinvestment and the capital structure of theking organization, based on the policy statentbatfFRB will
permit noncontrolling investments in the form otimg and nonvoting shares that represent in theeggge (i) less than one-third of the total eqoityhe banking
organization (and less than otherd of any class of voting securities, assumiagwersion of all convertible nonvoting securitiedchby the entity) and (ii) less than 1!
of any class of voting securities of the bankingamization.
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In November 1999, Congress enacted the Gramm-LBhildy-Act (“GLBA”), which made substantial revigis to the statutory restrictions separating bankutgyities
from other financial activities. Under the GLBA,rtkaholding companies that are well-capitalized uritle prompt-corrective-action provisions of thel&el Deposit
Insurance Corporation Improvement Act of 1991 (“EIA”) and well-managed under applicable FRB regafea and meet other conditions can elect to become
“financial holding companies” and engage in ceretivities that are not permissible for a bankdiraj company. As financial holding companies, thag their
subsidiaries are permitted to acquire or engageawiously impermissible activities such as inseemuanderwriting, securities underwriting and disition, travel
agency activities, insurance agency activities,amant banking and other activities that the FREgheines to be financial in nature or complementarghese activities.
Financial holding companies continue to be sulifethe overall oversight and supervision of the FBE# the GLBA applies the concept of functiongufation to the
activities conducted by subsidiaries. For examipkyrance activities would be subject to supervisind regulation by state insurance authoritieghEemore, if after
becoming a financial holding company and underg@kictivities not permissible for a bank holding gamy, the company fails to continue to meet anhef
prerequisites for financial holding company statbe,company must enter into an agreement wit-Rig to comply with all applicable capital and maaagnt
requirements. If the company does not return topiamce within 180 days, the FRB may order the camypto divest its subsidiary bank or the company ma
discontinue or divest investments in companies gagén, activities permissible only for a bank hotdcompany that has elected to be treated asadial holding
company. Although Southern National has not eletddzbcome a financial holding company in ordegxercise the broader activity powers provided y@L.BA, we
may elect to do so in the future.

In addition, as a member of the Federal ReservieB8yshe Bank is also subject to primary federarsight by the FRB, as well as secondary overdigtthe VBFI and
the Bureau. Notably, the discussions below arevaglieto both Southern National and the Bank.

Bank Permitted Activities and Investments. Under the Federal Deposit Insurance Act (“FDIARe activities and investments of state membekdare generally
limited to those permissible for national bankstwithstanding state law. With appropriate regutat@pproval, a member bank may engage in activitdpermissible
for a national bank if the appropriate bank regulaetermines that the activity does not pose mifsignt risk to the Deposit Insurance Fund (“DIRd that the bank
meets its minimum capital requirements.

Dodd-Frank Wall Street Reform and Consumer Protecton Act. In July 2010, Congress enacted the Dodd-Frankdgilatory reform legislation, which the
President signed into law on July 21, 2010. Maspeats of the Dodd-Frank Act are subject to furtbemaking and will take effect over several yearaking it
difficult for us to fully anticipate the overallfancial impact to us or across the industry. ThdddFrank Act broadly affects the financial sergigedustry by
implementing changes to the financial regulatondicape aimed at strengthening the sound opettihie financial services sector, including prosis that, among
other things:

e Created a new regulatory authority, the Bureayaesible for implementing, examining and enforadagnpliance with federal consumer financial la

e Established new regulatory capital requirementsjuiting changes to leverage and -based capital standards and changes to the compooi
permissible tiered capite

e Broadened the base for FDIC insurance assessmentstlie amount of insured deposits to average tmtasolidated assets less average tangible ¢
during the assessment peris

e Permanently increased FDIC deposit insurance t0,$29;
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Permitted banks to engage in de novo interstatechmag if the laws of the state where the new bnaado be established would permit the establistirot
the branch if it were chartered by such st

Repealed the federal prohibitions on the paymenhieffest on demand deposits, thereby permittingosiéory institutions to pay interest on busir
transaction and other accour

Required financial holding companies to be wellizdized and well managed as of July 21, 2011. Baolkling companies and banks must also be
well capitalized and well managed in order to asgbanks located outside their home st

Eliminated the ceiling on the size of the DIF andreased the floor of the size of the C
Added new limitations on federal preempti

Imposed new prohibitions and restrictions on thiéitatof a banking entity and nonbank financial coamy to engage in proprietary trading and haveam
interests in, or relationships with, a hedge fungrivate equity fund (th“Volcker Rule");

Required that sponsors of a-backed securities retain a percentage of the aislitinderlying the securitie

Required banking regulators to remove referenceani requirements of reliance upon credit ratingsnftheir regulations and replace them
appropriate alternatives for evaluating creditwioiess;

Implemented corporate governance revisions, inolaviith regard to executive compensation and prmogess by shareholders, that apply to all p
companies, not just financial institutior

Amended the Electronic Fund Transfer Act which, aghother things, gave the FRB the authority tol#ista rules regarding interchange fees charge
electronic debit transactions by payment card isshaving assets over $10 billion and to enforoew statutory requirement that such fees be rehte
and proportional to the actual cost of a transaditicthe issuer; ar

Increased the authority of the FRB to examine wsam nor-bank subsidiaries

Some of these and other major changes could migtenmpact the profitability of our business, thalwe of assets we hold or the collateral availédri®ur loans,
require changes to business practices, or forte discontinue businesses and expose us to adalitosts, taxes, liabilities, enforcement actiomd geputational risk.
Many of these provisions became effective upon temaxat of the Dodd-Frank Act, while others are sabje further study, rulemaking, and the discretdbmegulatory
bodies. In light of these significant changes dradiscretion afforded to federal regulators, wenca fully predict the effect that compliance witie DoddFrank Act ol
any implementing regulations will have on our besses or ability to pursue future business oppitiesnAdditional regulations resulting from the dbFrank Act ma'
materially adversely affect our business, financ@idition or results of operations.

The likelihood, timing, and scope of any such cleaagd the impact any such change may have on umpossible to determine with any certainty. Aladditional
changes to the laws and regulations applicable tare frequently proposed at both the federal tatd kevels. We cannot predict whether new letigsieor regulations
will be enacted and, if enacted, the effect thadriany regulations, would have on our businesantial condition or results of operations. et below is a brief
description of the significant federal and statedand regulations to which we are currently subjd@hese descriptions do not purport to be corepded are qualified
in their entirety by reference to the particulatstory or regulatory provision.

19



Deposit Insurance.Substantially all of the deposits of the Bank aured up to applicable limits by the DIF of thel€nd the Bank must pay deposit insurance
assessments to the FDIC for such deposit insuamotection. The FDIC maintains the DIF by desigrmat required reserve ratio. If the reserve riiis below the
designated level, the FDIC must adopt a restoratian that provides that the DIF will return toarteptable level generally within 5 years. The Ei$erve ratio is

maintained by assessing depository institutionmsmrance premium based upon statutory factorkjding the degree of risk the institution poseth®DIF.

The Dodd-Frank Act amended the statutory regimesgung the DIF. Among other things, the Dodd-Fréwk established a minimum designated reserve (dBR")
of 1.35 percent of estimated insured deposits,iredthat the fund reserve ratio reach 1.35 perogr8eptember 30, 2020 and directed the FDIC tandrits regulation
to redefine the assessment base used for cal@idgjposit insurance assessments. Specificallypdloel-Frank Act requires the assessment basedo benount equal
to the average consolidated total assets of theedsdepository institution during the assessmeribd, minus the sum of the average tangible edafithe insured
depository institution during the assessment peaicdlan amount the FDIC determines is necessastablish assessments consistent with the riskdtzssessment
system found in the FDIA.

On February 7, 2011, the FDIC approved a final tiné¢ amended its existing DIF restoration plan iamalemented certain provisions of the Dodd-Frark. AThis rule,
which took effect April 1, 2011, changed the FDI@ssessment system from one based on domestidtdepasne based on the average consolidatedassaits of a
bank minus its average tangible equity during epdrter. Under the February 7, 2011 final rule,tttel base assessment rates will vary dependingeoBIF reserve
ratio. For example, for banks in the best rislkegaty, the total base assessment rate will be leet®é and 9 basis points when the DIF reserve imbelow 1.15
percent, between 1.5 and 7 basis points when tRed3lerve ratio is between 1.15 percent and 2 pergetween 1 and 6 basis points when the DIF vesatio is
between 2 percent and 2.5 percent and betweem@.5 basis points when the DIF reserve ratio ip2rsent or higher.

Safety and SoundnessThere are a number of obligations and restristiormposed on bank holding companies and their deppsnstitution subsidiaries by federal li
and regulatory policy that are designed to redutergial loss exposure to the depositors of sugosieory institutions and to the DIF in the evdmttthe depository
institution is insolvent or is in danger of becominsolvent. These obligations and restrictionsrentefor the benefit of investors. The FRB's RetiofaY, for example,
generally requires a holding company to give th&piRor notice of any redemption or repurchasg®bivn equity securities, if the consideration ¢égolaid, together
with the consideration paid for any repurchasegdemptions in the preceding year, is equal to b@%ore of the holding company's consolidated rathv The FRB
may oppose the transaction if it believes thatithesaction would constitute an unsafe or unsouadtice or would violate any law or regulation. Baging upon the
circumstances, the FRB could take the positionghging a dividend would constitute an unsafe @ound banking practice.

Regulators may pursue an administrative actionnsgainy bank holding company or state member bdn&hawiolates the law, engages in an unsafe orumgdanking
practice or which is about to engage in an unsadeumsound banking practice. The administrativeaatould take the form of a cease and desist paing, a removal
action against the responsible individuals orhim ¢ase of a violation of law or unsafe and unsdaariking practice, a civil penalty action. A cease desist order, in
addition to prohibiting certain action, could algguire that certain action be undertaken. Undeptilicies of the FRB, Southern National is recaite serve as a soul
of financial strength to the Bank and to commibreses to support the Bank in circumstances wheoth®rn National might not do so otherwise. Notatilg Dodd-
Frank Act codified the FRB's “source of strengtldatrine; this statutory change became effectivduig 21, 2011. In addition to the foregoing reqoieats, the Dodd-
Frank Act’'s new provisions authorize the FRB touiegja company that directly or indirectly contral®ank to submit reports that are designed bo#issess the ability
of such company to comply with its “source of sg#ri obligations and to enforce the company’s caare with these obligations. The FRB and otheeifaidbanking
regulators have not yet issued rules implementirggrequirement, though it is understood that regus are engaged in a joint effort to produceehates.
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Capital Requirements.Each of the FRB and the FDIC has issued risk-basddeverage capital guidelines under a two-tipitabkframework applicable to banking
organizations that it supervises.

However, as a result of new regulations that bapkégulators recently issued, which are discussémh we are required to comply with higher minimuoapital
requirements as of January 1, 2015.

Under the riskbased capital requirements that applied prior tudey 1, 2015, Southern National and the Bank waod generally required to maintain a minimum r
of total capital to risk-weighted assets (includgmeecific off-balance sheet activities, such anditg letters of credit) of 8%. At least half of tte¢al capital was required
to be composed of “Tier 1 Capital,” which generabnsists of common shareholders' equity, reta@@dings, a limited amount of qualifying perpetoiaferred stock,
qualifying trust preferred securities and noncdiitrg interests in the equity accounts of consdkdasubsidiaries, less goodwill and certain intaleg. Although
elements other than common shareholders' equitybmaycluded within Tier 1 Capital, voting commdrageholders' equity generally should be the dontiakement
within Tier 1 Capital. Tier 2 capital generallynsists of certain hybrid capital instruments angptial debt, mandatory convertible debt securéiga limited amoul
of subordinated debt, qualifying preferred stoolan loss allowance and unrealized holding gainseotain equity securities. In addition, each offgseral banking
regulatory agencies had established minimum leeecagital requirements for banking organizationsdét these requirements, banking organizations reepgired to
maintain a minimum ratio of Tier 1 capital to adg@taverage quarterly assets equal to not less3#tato not less than 4%, subject to federal baglletory evaluation
of an organization’s overall safety and soundnkssum, the capital measures used by the fedenkimg regulators were:

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

The risk-based capital standards of the FRB explicientify concentrations of credit risk and ttigk arising from non-traditional activities, aslies an institution’s
ability to manage these risks, as important fadimige taken into account by the agency in assgssinnstitution’s overall capital adequacy. Thpita guidelines also
provide that an institution’s exposure to a decliméhe economic value of its capital due to changenterest rates be considered by the agenayfastor in evaluating
a banking organization’s capital adequacy.

The federal banking agencies' risk-based and lgeai@ios are minimum supervisory ratios genegliglicable to banking organizations that meet aegpecified
criteria. Banking organizations not meeting tha#eria are expected to operate with capital posgiwell above the minimum ratios. The federal baglatory
agencies may set capital requirements for a péatibanking organization that are higher than ti@mum ratios when circumstances warrant. FRB dinds also
provide that banking organizations experiencingrimal growth or making acquisitions will be expékcte maintain strong capital positions substartiabbove the
minimum supervisory levels, without significantiagice on intangible assets.
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In addition to requiring undercapitalized instituts to submit a capital restoration plan, agengulegions contain broad restrictions on certainvéis of
undercapitalized institutions including asset ghovetcquisitions, branch establishment and exparistomew lines of business. With certain excepjan insured
depository institution is prohibited from makingpital distributions, including dividends, and iohibited from paying management fees to controbqes if the
institution would be undercapitalized after anyrsdéstribution or payment.

As an institution’s capital decreases, the FR&forcement powers become more severe. A signtficundercapitalized institution is subject tondated capital raisir
activities, restrictions on interest rates paid tadsactions with affiliates, removal of managet@ other restrictions. The FRB has only venyttoh discretion in
dealing with a critically undercapitalized institut and is virtually required to appoint a receigeconservator.

Banks with risk-based capital and leverage rat@ev the required minimums may also be subjecettai administrative actions, including the teration of deposit
insurance upon notice and hearing, or a temporaspesion of insurance without a hearing in thenetres institution has no tangible capital.

Revisions to Capital Adequacy Requirements The regulatory capital framework has recentlyngjeal as a result of the Dodd-Frank Act and a sepdraernational
capital initiative known as “Basel IlIl.” Regulatorecently issued rules implementing these requrem(“Revised Capital Rules”). Among other thinhg, Revised
Capital Rules raise the minimum thresholds for meglicapital and revise certain aspects of thendiefns and elements of the capital that can be ussatisfy these
required minimum thresholds. While the rules becaffective on January 1, 2014 for certain largekimnorganizations, most banking organizationsiuding
Southern National and the Bank, were required gprbeomplying with these new requirements on Jantaf015.

The Revised Capital Rules, among other thing$nffipduce as a new capital measure “Common Equéy I" (“CET1"), (i) specify that Tier 1 capital consists of CE
and “Additional Tier 1 capital” instruments meetisgecified requirements, (iii) define CET1 narrowlyrequiring that most adjustments to regulat@pyi@l measures
be made to CET1 and not to the other componertapifal and (iv) expand the scope of the adjustsastcompared to existing regulations. FurtherRinased Capite
Rules set forth the following minimum capital ratiavhich began to phase in for certain banking mizgdions, including Southern National, on Janugr2015:

4.5 percent CET1 to ri-weighted asset:

6.0 percent Tier 1 Capital to r-weighted asset

8.0 percent Total Capital to ri-weighted asset:

4.0 percent Tier 1 leverage ratio to average cigesteld asset:

The Revised Capital Rules also introduce a minirficempital conservation buffer” equal to 2.5% of agamization’s total risk-weighted assets, whichsexin addition
to the required minimum CET1, Tier 1, and Total i@dpatios identified above. The “capital conseiwa buffer” must consist entirely of CET1 and &ssijned to
absorb losses during periods of economic stresss, Mahen fully phased in on January 1, 2019, thaded Capital Rules will require us to maintain &)minimum ratio
of CET1 to risk-weighted assets of at least 4.5s p 2.5% “capital conservation buffer” (resultingan effective minimum ratio of CET1 to risk-whigd assets of at
least 7%), (ii) a minimum ratio of Tier 1 capitalrisk-weighted assets of at least 6.0%, plus #pital conservation buffer (resulting in an effeetminimum Tier 1
capital ratio of 8.5%), (iii) a minimum ratio ofta (that is, Tier 1 plus Tier 2) capital to risleighted assets of at least 8.0%, plus the camtedervation buffer
(resulting in an effective minimum total capitaticeof 10.5%) and (iv) a minimum leverage ratioddb, calculated as the ratio of Tier 1 capital terage assets.
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Under the Revised Capital Rules, for most bankiggnizations, the most common form of AdditionafT1 capital will be non-cumulative perpetual predd stock,
and the most common form of Tier 2 capital willdadordinated notes and a portion of the allocgtiotoan losses, in each case, subject to cerfgnific requirements
set forth in the regulation. Under the capitahstards that applied prior to January 1, 2015effeets of accumulated other comprehensive incaemas included in
shareholders’ equity under U.S. GAAP are excludedtfe purposes of determining capital ratios. Wride Revised Capital Rules, the effects of cergaitumulated
other comprehensive items are not excluded. HowélverRevised Capital Rules permit most bankingoizations to make a one-time election to contiouexclude
these items. This election must be made when wéH@ first of certain periodic regulatory repatter January 1, 2015.

In addition, under the Revised Capital Rules, @ettgbrid securities, such as trust preferred sgéesy do not qualify as Tier 1 capital. However bank holding
companies that had assets of less than $15 békosf December 31, 2009, trust preferred securgssed prior to May 19, 2010 can be treated asITeapital to the
extent that they do not exceed 25% of Tier 1 chpftar the application of capital deductions adfuistments.

Prompt Corrective Action. Under Section 38 of the FDIA, each federal banlkiggncy is required to implement a system of prazoptective action for institutions tt
it regulates. The federal banking agencies (incigdihe FRB) have adopted substantially similar l&gns to implement Section 38 of the FDIA. Sect88 of the
FDIA and the regulations promulgated thereundey sirecify circumstances under which the FDIC majassify a well-capitalized bank as adequatelytadiped and
may require an adequately capitalized bank or aersapitalized bank to comply with supervisory @usi as if it were in the next lower category (exdbpt the FDIC
may not reclassify a significantly undercapitalizethk as critically undercapitalized). The thrddhdor each of these categories were recentlyseelvpursuant to the
Revised Capital Rules, which are discussed abdves@revised categories began to apply to the Badlanuary 1, 2015. Both the prior standards amdetised
standards are discussed below.

Under these regulations, insured state banks argresl to one of the following capital categories:

. “well capitalize” — under the standards that applied prior to Janua215, an insured depository institution was wapitalized if it had a Total Ri-
Based Capital ratio of 10% or greater, a Tier kfBased Capital ratio of 6% or greater, a leverage of 5% or greater, and was not subject to\aritten
agreement, order, capital directive, or promptexctive action directive by a federal bank regulaigency to meet and maintain a specific capitad!léor
any capital measure. Under the Revised CapitalsRalevell capitalized institution is one that @sha total risk-based capital ratio of 10 percemjreater,
(ii) has a Tier 1 risk-based capital ratio of 8qeet or greater, (iii) has a CET1 capital ratio®b percent or greater, (iv) has a leverage dapitia of 5
percent or greater and (V) is not subject to adgioor written directive to meet and maintain acffpecapital level for any capital measu

° “adequately capitaliz” —under the prior standards, an insured depositatjtution was adequately capitalized if it had aar ®isk-Based Capital ratio ¢
8% or greater, a Tier 1 Risk-Based Capital ratid%for greater, and a leverage ratio of 4% or greabr 3% in certain circumstances—and was not well
capitalized. Under the Revised Capital Rulesadaquately capitalized depository institution i émat has (i) a total risk based capital rati8 percent or
more, (ii) a Tier 1 capital ratio of 6 percent oo, (iii) a CET1 capital ratio of 4.5 percent oomm, and (iv) a leverage ratio of 4 percent or m

° “undercapitalize” — under the prior standards, an insured depositatjtution was undercapitalized if it had a Totask-Based Capital ratio of less than ¢
or greater, a Tier 1 Risk-Based Capital ratio s§lthan 4%, or a leverage ratio of less than 498%ein certain circumstances). Under the Revisqut8la
Rules, an undercapitalized depository institutpne that has (i) a total capital ratio of lesntB percent, (ii) a Tier 1 capital ratio of lelsart 6 percent,
(iif) a CET1 capital ratio of less than 4.5 percemt(iv) a leverage ratio of less than 4 perc
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° “significantly undercapitalize’ — under the prior standards, an insured depositatjtition was significantly undercapitalized ihidd a Total Ris-Based
Capital ratio of less than 6%, a Tier 1 Risk-BaSegbital ratio of less than 3%, or a leverage ratiless than 3%. Under the Revised Capital Rules, a
significantly undercapitalized institution is oriet has (i) a total risk-based capital ratio o§l#san 6 percent (ii) a Tier 1 capital ratio ofsl#éisan 4 percent,
(iif) a CETL1 ratio of less than 3 percent or (iMeaerage capital ratio of less than 3 perc

° “critically undercapitalize” — an insured depository institution is critically wndapitalized if its tangible equity is equal tdess than 2% of tangible asse¢
The Revised Capital Rules retain the 2% threshmltimake certain changes to the framework for ¢afitig an institution’s ratio of tangible equity tmtal
assets

The FRB may take various corrective actions againgtundercapitalized bank and any bank that faitsibmit an acceptable capital restoration plafaits to
implement a plan accepted by the FRB. These poweliede, but are not limited to, requiring the ington to be recapitalized, prohibiting asset gilowestricting
interest rates paid, requiring prior approval giita distributions by any bank holding companyttbantrols the institution, requiring divestiturg the institution of its
subsidiaries or by the holding company of the foitin itself, requiring a new election of dire&pand requiring the dismissal of directors anitefs.

If certain criteria are met, the aggregate liapitif the holding company of an undercapitalizedibiarimited to the lesser of 5% of the institutiositotal assets at the
time it became undercapitalized or the amount rsgegg0o cause the institution to be “ adequatepjtaized. " The bank regulators have greater pawsaituations
where an institution becomes “significantly” or itarally” undercapitalized or fails to submit a digb restoration plan. For example, a bank holdingipany controlling
such an institution can be required to obtain pFieB approval of proposed dividends, or might lipined to consent to a consolidation or to divestttoubled
institution or other affiliates.

Brokered Deposit Restrictions. Adequately capitalized institutions (as definedgurposes of the prompt corrective action rukescdbed above) cannot accept, renew
or roll over brokered deposits except with a waivem the FDIC, and are subject to restrictionghaninterest rates that can be paid on such dspbbitdercapitalized
institutions may not accept, renew, or roll oveskared deposits .

Volcker Rule. In December 2013, federal regulators, includmgERB, issued final rules to implement Section 6fl& e DoddFrank Act, known as the Volcker Ru
to prohibit insured depository institutions, sucttlee Bank, and their affiliates, such as Southational, from proprietary trading and acquiringtas interests in
hedge or private equity funds. The final rulestaomcertain exemptions from the prohibition andpiethe retention of certain ownership interedtssured depository
institutions are required to conform their actegtiand investments to the requirements by Jul@15. Conformance with the provisions prohibitaagtain “covered
funds” activities has since been extended by a BRIBr that provided for an extension of the VoldRete conformance period for legacy ownership ggts and
sponsorship of covered funds until July 21, 20T6e FRB expressed its intention to grant the leaii@ble statutory extension for such covered fuatisvities until Jul
21, 2017, by an order to be issued in 2015.

Payment of Dividends.Southern National is a legal entity separate astindt from Sonabank. The principal sources ofaasgh flow, including cash flow to pay

dividends to Southern National's stockholders,divedends that Sonabank pays to its sole sharenoRbuthern National. Statutory and regulatorytétions apply to
Sonabank’s payment of dividends to us as well &otgthern National’s payment of dividends to iteckholders.
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It is the policy of the FRB that bank holding comgs should pay cash dividends on common stock autlyf income available over the past year ang onl
prospective earnings retention is consistent witghdrganization’s expected future needs and fiduwoindition. The policy provides that bank holdowmnpanies should
not maintain a level of cash dividends that undeasithe bank holding company’s ability to serva asurce of strength to its banking subsidiaries.

Under FRB policy, a bank holding company has histdily been required to act as a source of findrsti@ngth to each of its banking subsidiariesdAscribed above
the discussion of “Safety and Soundness” requirésnéime Dodd-Frank Act codifies this policy asatstory requirement. Under this requirement, SautiNational is
expected to commit resources to support Sonabadlkding at times when we may not be in a finang@ition to provide such resources. Any capitahkby a bank
holding company to any of its subsidiary bankssartgordinate in right of payment to deposits ancettain other indebtedness of such subsidiary bakksiscussed
below, a bank holding company, in certain circumsts, could be required to guarantee the capaal @ an undercapitalized banking subsidiary.

Capital adequacy requirements serve to limit thewamof dividends that may be paid by Sonabankdddfederal law, the Bank cannot pay a dividendfigr paying
the dividend, the bank will be “undercapitalizedtie bank regulatory agencies may declare a divigaydent to be unsafe and unsound even thoughahke Bould
continue to meet its capital requirements afterdileend.

The ability of Southern National to pay dividendslso subject to the provisions of Virginia lavin€Tpayment of dividends by Southern National ambBank may als
be affected by other factors, such as the requinétoemaintain adequate capital above regulatoigegimes. The federal banking agencies have ineitttat paying
dividends that deplete a depository institutioréipital base to an inadequate level would be anferesal unsound banking practice. Under the FDI@Aepository
institution may not pay any dividend if payment Wwboause it to become undercapitalized or if ieatty is undercapitalized. Moreover, the federaheigs have issued
policy statements that provide that bank holdingpanies and insured banks should generally onlydpagends out of current operating earnings.

In the event of a bank holding company’s bankruptegter Chapter 11 of the U.S. Bankruptcy Codetritee will be deemed to have assumed and toirumediately
any deficit under any commitment by the debtor mgjccompany to any of the federal banking agentiesaintain the capital of an insured depositostifation. Any
claim for breach of such obligation will generdligve priority over most other unsecured claims.

Because we are a legal entity separate and distomtour subsidiary Sonabank, our right to pgptte in the distribution of assets of any subsydigoon the
subsidiary’s liquidation or reorganization will babject to the prior claims of the subsidiary’sdit@rs. In the event of a liquidation or other degion of an insured
depository institution, the claims of depositorsl ather general or subordinated creditors areledtio a priority of payment over the claims ofdeyis of any obligation
of the institution to its shareholders, arisingaagsult of their status as shareholders, includmgdepository institution holding company (sustua) or any shareholder
or creditor thereof.
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Privacy. Under the GLBA, financial institutions are requirteddisclose their policies for collecting and geitng confidential information. Customers gengratay
prevent financial institutions from sharing nonpalgersonal financial information with nonaffiliatehird parties except under narrow circumstansesh as the
processing of transactions requested by the consoinvghen the financial institution is jointly spgaring a product or service with a nonaffiliatedtdiparty.
Additionally, financial institutions generally mapt disclose consumer account numbers to any ribag third party for use in telemarketing, diretail marketing o
other marketing to consumers. Financial institwtiare further required to disclose their privacligies to customers annually. Financial institusphowever, will be
required to comply with state law if it is more f@ctive of customer privacy than the GLBA. Sonabha& established policies and procedures to assu@mpliance
with all privacy provisions of the GLBA.

Audit Reports. Insured institutions with total assets of $500 imillor more must submit annual audit reports pregéry independent auditors to federal and state
regulators. In some instances, the audit repatiefnstitution’s holding company can be used tsgathis requirement. Auditors must receive exaation reports,
supervisory agreements and reports of enforcenoioha. For institutions with total assets of $llidm or more, financial statements prepared iroadgance with
generally accepted accounting principles, managésnegrtifications concerning responsibility foetfinancial statements, internal controls and cémnpk with legal
requirements designated by the FDIC, and an dtitestay the auditor regarding the statements ofagament relating to the internal controls mustuisstted. For
institutions with total assets of more than $3idwil] independent auditors may be required to revjearterly financial statements. The FDICIA regsiteat independent
audit committees be formed, consisting of outsidectbrs only. The committees of such institutiomsst include members with experience in bankinfinancial
management, must have access to outside coundehast not include representatives of large custeme

Anti-Terrorism and Anti-Money Laundering Legislatio n. A major focus of governmental policy on financiasiitutions in recent years has been aimed at ctingba
money laundering and terrorist financing. The USSTRIOT Act of 2001 (the “USA Patriot Act”) substaally broadened the scope of United States antieyion
laundering laws and regulations by imposing sigatfit new compliance and due diligence obligatioreating new crimes and penalties and expandingtra-
territorial jurisdiction of the United States. TRmancial Crimes Enforcement Network (“FInCEN")bareau of the U.S. Department of the Treasuryjdsaged and, in
some cases, proposed a number of regulationsgpht @arious requirements of the USA Patriot Acfit@ncial institutions. These regulations impobégations on
financial institutions to maintain appropriate p@s, procedures and controls to detect, prevehteport money laundering and terrorist financing & verify the
identity of their customers. Certain of those regjohs impose specific due diligence requirementBrancial institutions that maintain corresponidenprivate bankin
relationships with non-U.S. financial institutioospersons. In addition, FInCEN issued a NoticPmiposed Rulemaking in August 2014 that would nexfinancial
institutions to obtain beneficial ownership infotina for certain accounts, however, it has yestue a final rule on this topic. Failure of a ficiahinstitution to
maintain and implement adequate programs to combagy laundering and terrorist financing, or to pbnwith all of the relevant laws or regulationsuéd have
serious legal and reputational consequences fanstitution. Bank regulators routinely examinetingions for compliance with these amtioney laundering obligatior
and recently have been active in imposing “ceasedasist” and other regulatory orders and moneglpesanctions against institutions found to bgigiation of these
requirements.
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Office of Foreign Assets Control RegulationThe United States has imposed economic sanctiansftfect transactions with designated foreign ¢aes, nationals an
others. These are typically known as the “OFACeEsubased on their administration by the U.S. Depart of the Treasury’s Office of Foreign Assets (ain
(“OFAC”). The OFAC-administered sanctions targetoayintries take many different forms. Generallywbawer, they contain one or more of the followingreénts:

(i) restrictions on trade with or investment inaastioned country, including prohibitions againséct or indirect imports from and exports to actamed country and
prohibitions on “U.S. persons” engaging in finahtiansactions relating to making investments mproviding investment-related advice or assistanca sanctioned
country; and (ii) a blocking of assets in which g@vernment or specially designated nationals @ftdmctioned country have an interest, by prohipitiansfers of
property subject to U.S. jurisdiction (includingoperty in the possession or control of U.S. persdsiscked assets (e.g., property and bank depasitsot be paid out,
withdrawn, set off or transferred in any mannehwitt a license from OFAC. Failure to comply witlegk sanctions could have serious legal and repuhti
consequences.

Virginia Law. Certain state corporation laws may have an anddaér affect. Virginia law restricts transactiomgvieen a Virginia corporation and its affiliateglan
potential acquirers. The following discussion sumiz@s the two Virginia statutes that may discouragattempt to acquire control of Southern National

Virginia Code Sections 13.1-725 — 727.1 govern lliidfed Transactions.” These provisions, with savexceptions discussed below, require approvahéyolders of
at least two-thirds of the remaining voting sharematerial acquisition transactions between a iiegcorporation and any holder of more than 10%rof class of its

outstanding voting shares. Affiliated Transactiondude mergers, share exchanges, material disposiof corporate assets not in the ordinary coofdrisiness, any
dissolution of the corporation proposed by or ohdbieof an interested shareholder, or any reclasgibn, including a reverse stock split, recaptgion, or merger of

the corporation with its subsidiaries which incesathe percentage of voting shares owned benéfibialany 10% shareholder by more than 5%.

For three years following the time that a sharedoltecomes an owner of 10% of the outstanding gatirares, a Virginia corporation cannot engage iAféiliated
Transaction with that shareholder without apprafaivo-thirds of the voting shares other than those sHagesficially owned by that shareholder, and majapprova
of the disinterested directors. A disinterestedctor is a member of the company’s board of dimsoidho was (i) a member on the date the sharehatprired more
than 10%, and (ii) recommended for election bywas elected to fill a vacancy and received theratitive vote of, a majority of the disinteresterkdiors then on the
board. At the expiration of the three-year peribeé, statute requires approval of Affiliated Trarigats by two-thirds of the voting shares other tttawse beneficially
owned by the 10% shareholder.

The principal exceptions to the special voting reguent apply to transactions proposed after theetlyear period has expired and require eithertigatransaction be
approved by a majority of the corporation’s disietted directors or that the transaction satisfiedair-price requirement of the statute. In gahehe fair-price
requirement provides that in a two-step acquisitiansaction, the 10% shareholder must pay thekbhters in the second step either the same ambuoash or the
same amount and type of consideration paid to eedjué Virginia corporation’s shares in the fingts

None of the foregoing limitations and special vgtiequirements applies to a transaction with ard $Bareholder whose acquisition of shares takingdriher ove
10% was approved by a majority of the corporatiaisnterested directors.

These provisions were designed to deter certagotaks of Virginia corporations. In addition, thatate provides that, by affirmative vote of a nmjoof the voting

shares other than shares owned by any 10% shaeehaldorporation can adopt an amendment to itdesrof incorporation or bylaws providing that thiliated
Transactions provisions shall not apply to the oompion. Southern National “opted out” of the Afiled Transactions provisions when it incorporated.
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Virginia law also provides that shares acquired transaction that would cause the acquiring péssasting strength to meet or exceed any of theettireesholds (20%
33 1/3 % or 50%) have no voting rights for those shaseeding that threshold, unless granted by aritajmte of shares not owned by the acquiring perg his
provision empowers an acquiring person to reqhieeMirginia corporation to hold a special meetifiglareholders to consider the matter within 50sdzfythe request.
Southern National also “opted out” of this provisat the time of its incorporation.

Federal Reserve Monetary PolicyThe Bank will be directly affected by governmentmatary and fiscal policy and by regulatory measaféescting the banking
industry and the economy in general. The actionth®FRB as the nation’s central bank can direaffigct the money supply and, in general, affeci¢neling activities
of banks by increasing or decreasing the cost aailadility of funds. An important function of tHeRB is to regulate the national supply of bank ttrékmong the
instruments of monetary policy used by the FRBriplement this objective are open market operaiiotnited States government securities, changéseiiscount
rate on member bank borrowings and changes inv@sequirements against bank deposits. These nagansed in varying combinations to influence ovgrawth of
bank loans, investments and deposits, and intextest charged on loans or paid on deposits. Thestagnpolicies of the FRB have had a significaféetfon the
operating results of commercial banks in the padtae expected to continue to do so in the futwesever, the effects of the various FRB policiesar future
business and earnings cannot be predicted.

Reserve Requirementsln 1980, Congress enacted legislation that imposserve requirements on all depository institutitthiag maintain transaction accounts or
nonpersonal time deposits. NOW accounts, money ehdeposit accounts and other types of accountpénenit payments or transfers to third partiebvighin the
definition of transaction accounts and are suliethese reserve requirements, as are any nongétsoe deposits at an institution. For net tratisacaccounts in 201
the first $14.5 million will be exempt from resemerjuirements. A 3.0% reserve ratio will be ass®ssenet transaction accounts over $14.5 millioartd including
$103.6 million. A 10.0% reserve ratio will be amgglito net transaction accounts in excess of $108lién. These percentages are subject to adjudtinethe FRB.

Restrictions on Transactions with Affiliates and Irsiders. Transactions between banks and their affiliategaverned by Sections 23A and 23B of the FederabRe
Act (“FRA”"). An affiliate of a bank is any bank entity that controls, is controlled by or is undemmon control with such bank. In general, Sec#8A imposes limits
on the amount of such transactions to 10% of Soriébaapital stock and surplus and requires thel stansactions be secured by designated amouspeoified
collateral. It also limits the amount of advanagshird parties which are collateralized by theusiies or obligations of Southern National orstgsidiaries. As of July
21, 2011, the Dodd-Frank Act eliminated the exdnof transactions by a depository institution with financial subsidiary from the 10% of capitelit under Section
23A for all covered transactions entered into oafter July 21, 2010. “Covered transactions” ariinge by statute to include a loan or extensionreflit, as well as a
purchase of securities issued by an affiliate, ralmse of assets (unless otherwise exempted HyRBg from the affiliate, the acceptance of secesiissued by the
affiliate as collateral for a loan, and the isswaata guarantee, acceptance or letter of credietralf of an affiliate.

Affiliate transactions are also subject to Sec8B of the FRA, which generally requires that derteansactions between Sonabank and its affiliaéesn terms
substantially the same, or at least as favorab&otmbank, as those prevailing at the time for @afgle transactions with or involving other norletfed persons. The
FRB has also issued Regulation W, which codifiésrpegulations under Sections 23A and 23B of tR&\Rnd interpretive guidance with respect to aftai
transactions.
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The restrictions on loans to directors, executiffieers, principal shareholders and their relateériests (collectively referred to herein as “ies&l) contained in the
FRA and Regulation O apply to all insured institag and their subsidiaries and holding companiees@ restrictions include limits on loans to onedwer and
conditions that must be met before such a loarbeamade. There is also an aggregate limitatiorlldoaas to insiders and their related interesteese loans cannot
exceed the institutior’total unimpaired capital and surplus, and the FRE determine that a lesser amount is approptizglers are subject to enforcement action
knowingly accepting loans in violation of applicalskstrictions.

Concentrated Commercial Real Estate Lending Regul&ns. In 2006, the federal banking agencies, includirgRRB, promulgated guidance governing financial
institutions with concentrations in commercial reafate lending. The guidance sets forth paramitersk management practices that are consistéhtthe level and
nature of a financial institution’s commercial reatate lending portfolio. The guidance provides thbank has a concentration in commercial reéateekending if

(i) total reported loans for construction, land elepment, and other land represent 100% or motetalf capital or (ii) total reported loans secubgdmultifamily and
non-farm non-residential properties and loans éorstruction, land development, and other land sEpre300% or more of total capital and the ban&mmercial real
estate loan portfolio has increased 50% or moresduhe prior 36 months. Owner occupied loans acdueed from this second category. If a concerdrais present,
management must employ heightened risk managemextiqes that address the following key elementduding board and management oversight and sicateg
planning, portfolio management, development of mwdéng standards, risk assessment, review anditoramg through market analysis and stress testing,
maintenance of increased capital levels as needsapiport the level of commercial real estate legdi

In October 2009, the federal banking agencies ésadelitional guidance on commercial real estatdifenthat emphasizes these considerations andsafgaorts prudel
loan workouts for financial institutions working twicommercial real estate borrowers who are expeing diminished operating cash flows, depreciatatateral
values, or prolonged delays in selling or rentinghnmercial properties.

In addition, the Dodd-Frank Act contains provisiohat may impact the Bank’s business by reduciegtinount of our commercial real estate lendingiacietasing the
cost of borrowing, including rules relating to rigktention of securitized assets. Section 941 eitbdd-Frank Act requires, among other things, &hatn originator or
a securitizer of asset-backed securities retaereeptage of the credit risk of securitized as3éts.banking agencies have jointly issued a finld to implement these
requirements, which will become effective on Deceni, 2016 for classes of asset-backed secuoities than residential mortgage-backed securitinati

Cross-Guarantee ProvisionsThe Financial Institutions Reform, Recovery anddecément Act of 1989 contains a “cross-guaranteeVipion which generally makes
commonly controlled insured depository institutidiable to the FDIC for any losses incurred in cection with the failure of a commonly controlledpdsitory
institution.

Community Reinvestment Act.Under the Community Reinvestment Act (“CRA”) anthted regulations, depository institutions haveatiouing and affirmative
obligation to assist in meeting the credit needtheir market areas, including low and moderateiime areas, consistent with safe and sound bankaujige. The CRA
requires the adoption by each institution of a Cit#ement for each of its market areas descritieglépository institution’s efforts to assist & dommunity’s credit
needs. Depository institutions are periodicallyraeieed for compliance with the CRA and are periolfijcassigned ratings in this regard. Banking retprconsider a
depository institution’s CRA rating when reviewiagplications to establish new branches, undertalelimes of business, and/or acquire part or adrafther
depository institution. An unsatisfactory ratingicagnificantly delay or even prohibit regulatopypaoval of a proposed transaction by a bank holdamgpany or its
depository institution subsidiaries.
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The GLBA and federal bank regulators have madeuarchanges to the CRA. Among other changes, CRéeawents with private parties must be disclosedaamdial
reports must be made to a bank’s primary fedetalletory. A bank holding company will not be petit to become a financial holding company and e agivities
authorized under the GLBA may be commenced by ditglcompany or by a financial subsidiary if anyitefoank subsidiaries received less than a “satisfy” rating
in its latest CRA examination. The Bank receivédaisfactory” rating in the most recent examinatfor CRA compliance in August 2012.

Fair Lending; Consumer Laws. In addition to the CRA, other federal and stateslamgulate various lending and consumer aspecttedianking business.
Governmental agencies, including the Departmeitafsing and Urban Development, the Federal Traderission and the Department of Justice, have become
concerned that prospective borrowers experienagidimation in their efforts to obtain loans frorapbsitory and other lending institutions. Thesenagges have broug!
litigation against depository institutions allegidgcrimination against borrowers. Many of thesiéssiave been settled, in some cases for matemas$ sshort of a full
trial.

These governmental agencies have clarified whgtdbesider to be lending discrimination and havectfied various factors that they will use to detere the existenc
of lending discrimination under the Equal Creditg@gunity Act and the Fair Housing Act, includinga@ence that a lender discriminated on a prohiblitasis, evidence
that a lender treated applicants differently baseg@rohibited factors in the absence of evidenaettie treatment was the result of prejudice arescious intention to
discriminate, and evidence that a lender appliedtherwise neutral non-discriminatory policy unifdy to all applicants, but the practice had a disratory effect,
unless the practice could be justified as a businesessity.

Banks and other depository institutions also algesit to numerous consumer-oriented laws and régonka These laws, which include the Truth in LexdAct, the
Truth in Savings Act, the Real Estate Settlemeat@&dures Act, the Electronic Fund Transfer Act,Elj@al Credit Opportunity Act, the Fair Housing Attte Home
Mortgage Disclosure Act, the Fair Credit Reporthg and the Expedited Funds Availability Act reguoompliance by depository institutions with vasalisclosure
requirements and requirements regulating the avibiiaof funds after deposit or the making of soloans to customers.

Many of the foregoing laws and regulations are ettio change resulting from the provisions inBeeld-Frank Act, which in many cases calls for rewis to
implementing regulations. In addition, oversigtgpensibility for these and other consumer protedgevs and regulations has, in large measure,feaes to the
Bureau. The Bureau has republished the transfeegadations in a new section of the Code of FedRegjulations and has begun to issue rules to ingiéprovisions
of the Dodd-Frank Act. For example, the Bureaumédgassued rules that are likely to impact ouridestial mortgage lending practices, and the regidemortgage
market generally, including rules that implemert thbility-to-repay” requirement and provide prdten from liability for “qualified mortgages,” agquired by the
Dodd-Frank Act. The ability-to-repay rule, whiclotoeffect on January 10, 2014, requires lendec®tsider, among other things, income, employmextist assets,
employment, payment amounts, and credit historgreedpproving a mortgage, and provides a compliésafe harbor” for lenders that issue certain “dfied
mortgages.” In addition, it is anticipated that Buereau will engage in numerous other rulemakingfé near term that may impact our business,eaBtineau has
indicated that, in addition to specific statutorgmdates, it is working on a wide range of initiatito address issues in markets for consumer falgmoducts and
services. The Bureau also has broad authoriydbibit unfair, deceptive and abusive acts andtmas (“UDAAP”) and to investigate and penalizasficial
institutions that violate this prohibition. Whilke statutory language of the Dodd-Frank Act seath fine standards for acts and practices thatteidkas prohibition,
certain aspects of these standards are untestézh hdis created some uncertainty regarding hovBtiieau will exercise this authority.
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The foregoing is only a brief summary of certa@istes, rules, and regulations that may affectl®sotNational and the Bank. Numerous other statndsegulations
also will have an impact on the operations of SeutiNational and the Bank. Supervision, regulaiod examination of banks by the regulatory agerariesntended
primarily for the protection of depositors, not stelders.

Legislative Initiatives. In light of current conditions and the possibilitfycontinuing weak economic conditions, regulatwase increased their focus on the regulatic
financial institutions. From time to time, variolegislative and regulatory initiatives are intradd in Congress and State Legislatures. Suchtinits may change
banking statutes and the operating environmenisand Sonabank in substantial and unpredictabje.Wde cannot determine the ultimate effect thgt@otential
legislation, if enacted, or implementing regulasianith respect thereto, would have, upon the fir@mondition or results of our operations or tipetions of
Sonabank. A change in statutes, regulations ofa&gy policies applicable to us or Sonabank cdwdde a material effect on the financial conditi@sults of operatior
or business of our company and Sonabank.

Incentive Compensation. In June 2010, the FRB, the Office of the Comradf the Currency, and the FDIC issued compreiwerfgal guidance on incentive
compensation policies intended to ensure thattbentive compensation policies of banking orgainatdo not undermine the safety and soundnesscbf s
organizations by encouraging excessive risk-taKiing guidance, which covers all employees that tiagability to materially affect the risk profitg an organization,
either individually or as part of a group, is baspdn the key principles that a banking organizesiincentive compensation arrangements shoular@yide incentives
that do not encourage risk-taking beyond the omgsiun’s ability to effectively identify and managseks, (ii) be compatible with effective interraintrols and risk
management, and (iii) be supported by strong catpajovernance, including active and effective sight by the organizatios’board of directors. Also, on Februar
2011, the FDIC proposed an interagency rule to@mgint certain incentive-based compensation regeimésrof the Dodd-Frank Act. Under the proposed, riihancial
institutions with $1 billion or more in assets wabdlle prohibited from offering incentive-based congaion arrangements that encourage inappropisktéaking by
providing excessive compensation or that may leaddaterial financial loss. Regulators have yessueé final rules on the topic.

The FRB will review, as part of the regular, risicfised examination process, the incentive comgensatrangements of banking organizations, suaisathat are not
"large, complex banking organizations.” These rexievill be tailored to each organization basedhengcope and complexity of the organization’s #@w and the
prevalence of incentive compensation arrangemeéhtsfindings of the supervisory initiatives will bcluded in reports of examination. Deficiencial e
incorporated into the organization’s supervisotyngs, which can affect the organization’s abititymake acquisitions and take other actions. Eefoent actions may
be taken against a banking organization if itsiti#e compensation arrangements, or related riskag@ment control or governance processes, posk @rihe
organization’s safety and soundness and the org@mizis not taking prompt and effective measuoesotrect the deficiencies.
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Enforcement Powers of Federal and State Banking Ageies. The federal banking agencies have broad enforcepmmers, including the power to terminate deposit
insurance, impose substantial fines and other andl criminal penalties, and appoint a consenatoeceiver. Failure to comply with applicable lanegulations, and
supervisory agreements could subject Southern hedtiar the Bank and their subsidiaries, as wetifisers, directors, and other institution-affikat parties of these
organizations, to administrative sanctions andmi@hy substantial civil money penalties. In adiiit to the grounds discussed above, the approgedezal banking
agency may appoint the FDIC as conservator orvecédr a banking institution (or the FDIC may apyatself, under certain circumstances) if any onenore of a
number of circumstances exist, including, withaumitation, the fact that the banking institutioruisdercapitalized and has no reasonable prospéetcoiming

adequately capitalized; fails to become adequatmbytalized when required to do so; fails to sutkartimely and acceptable capital restoration pdammaterially fails to
implement an accepted capital restoration plan.MBEI also has broad enforcement powers over thikkBiacluding the power to impose orders, removeefs and
directors and impose fines.

Future Regulatory Uncertainty. Because federal regulation of financial institu@ianges regularly and is the subject of constgiglative debate, we cannot forec

how federal regulation of financial institutions ynehange in the future and impact our operationsii®rn National fully expects that the financiadtitution industry
will remain heavily regulated in the near future dhat additional laws or regulations may be adbfuether regulating specific banking practices.
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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 National belieafsct its busines
and should be considered before making an investmer common stock. Additional risks and unciatias that we are unaware of, or that we currentiem
immaterial, also may become important factors #féeéct us and our business. If any of the riskemdlesd in this Annual Report on Form 10-K were tbually occur,
our financial condition, results of operations acakh flows could be materially and adversely afféctf this were to happen, the value of the comstock could
decline significantly and you could lose all or paf your investment.

General market conditions and economic trends coultiave a material adverse effect on our businessnéincial condition and results of operations.

Although economic conditions have generally impbaationally and locally in our markets, finandratitutions continue to be affected by real estaseket condition
that have negatively impacted the credit perforreasfanortgage, construction and commercial reatesbans and have resulted in significant writest® of assets by
many financial institutions. Concerns over the #itstof the economy recovery have resulted in mooeservative lending by financial institutiongheir customers ar
to each other. We retain direct exposure to thiedeatial and commercial real estate markets, andre@ffected by these events. Our ability to astes
creditworthiness of customers and to estimatedbsels inherent in our credit portfolio is made numeplex by these uncertain market and economiditions.

If the U.S. economy is unable to steadily and cardusly emerge from the recession that began i, 2Gur losses could exceed that which is provideéh our
allowance for loan losses and result in the follgywtonsequences:

° increases in loan delinquenci

° increases in nonperforming assets and foreclos

° decreases in demand for our products and servitesh could adversely affect our liquidity positjand

. decreases in the value of the collateral securimdoans, especially real estate, which could redwstomer’ borrowing power

While economic conditions in the Commonwealth ofgifiia and the U.S. continue to show signs of recpvthere can be no assurance that the econorhgoniinue
to improve. Although there are signs that the esshte market is recovering, residential and coroi@esales pace, inventories and prices have hatred to pre-
recession levels in many of our markets.

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 originatignsorking capital,
possible acquisitions and other general corponatpgses. An inability to raise funds through defsodiorrowings, securities sold under repurchaseesagents, the sale
of loans and other sources could have a substatigtive effect on our liquidity. We do not argite that our retail and commercial deposits vélkbfficient to meet
our funding needs in the foreseeable future. Wietbee rely on deposits obtained through interméea FHLB advances, securities sold under agretnten
repurchase and other wholesale funding sourcelstéonothe funds necessary to implement our growtteyy.
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Our access to funding sources in amounts adequéiteance our activities or on terms which are atalele to us could be impaired by factors thatcffes specifically
or the financial services industry or economy ingyal, including a decrease in the level of ouiiness activity as a result of a downturn in thekats in which our
loans are concentrated or adverse regulatory aagamst us. Our ability to borrow could also b@amed by factors that are not specific to us, sagh disruption in tk
financial markets or negative views and expectat@mout the prospects for the financial servicdastry. To the extent we are not successful inioistg such funding,
we will be unable to implement our strategy as p&hwhich could have a material adverse effectusrfinancial condition, results of operations aagtt flows.

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

We maintain an investment portfolio that includest is not limited to, collateralized mortgage ghlions, agency mortgage-backed securities aneégdnist preferred
securities. The market value of investments magffeeted by factors other than the underlying pennce of the issuer or composition of the bondeelves, such
as ratings downgrades, adverse changes in thedsssitimate and a lack of liquidity for resales@ftain investment securities. At each reportingoge we evaluate
investments and other assets for impairment indisatVe may be required to record additional impaint charges if our investments suffer a declinealoe that is
considered other-than-temporary. During the yededrDecember 31, 2014, we incurred other-than-teanpampairment charges of $41 thousand pre-tagr@nof our
trust preferred securities holdings. During tharyended December 31, 2013, we incurred otherraporary impairment charges of $3 thousand preieane of our
trust preferred securities holdings. During therysraded December 31, 2012, we incurred other-thanporary impairment charges of $717 thousand presighree of
our trust preferred securities holdings. If in fetperiods we determine that a significant impaithies occurred, we would be required to chargeagearnings the
credit-related portion of the other-than-temporampairment, which could have a material adverseatfbn our results of operations in the periodshich the writeeffs
occur.

Our pooled trust preferred securities are partitylaulnerable to the performance of the issuethefsubordinated debentures that are collaterahétrust preferred
securities. Deterioration of these trust prefesecurities can occur because of defaults by theissf the collateral or because of deferrals widdind payments on the
securities. Numerous financial institutions havieethand their parent bank holding companies hied for bankruptcy, which has led to defaultshie subordinated
debentures that collateralize the trust preferestisties. Further, increased regulatory pressasebleen placed on financial institutions to mamtaipital ratios above
the required minimum to be well-capitalized, whaften results in restrictions on dividends, andlte® deferrals of dividend payments on the trostegored securities.
More specifically, the Federal Reserve has stdtatla bank holding company should eliminate, defesignificantly reduce dividends if (i) its netimme available to
shareholders for the past four quarters, net afldids paid, is not sufficient to fully fund thevidiends, (ii) its prospective rate of earnings méte is not consistent wi
its capital needs or (iii) it is in danger of nogeting its minimum regulatory capital adequacyosatin addition, although interest deferrals amenitted under the terms
of the instruments governing the trust preferremigges, such deferrals are typically limited ® @&nsecutive quarterly periods. As a result, nfargncial institutions
that commenced deferral periods in 2009 will nagylembe permitted to defer interest payments, wbalid result in increased defaults on trust preferr

securities. Additional defaults in the underlyirglateral or deferrals of dividend payments farsh securities could lead to additional chargethese securities and/or
other-than-temporary impairment charges on othust preferred securities we own. Finally, proposefliture changes in the regulatory treatment ol ligsuers and
holders of trust preferred securities could hanegative impact on the value of the pooled trustgsred securities held in our portfolio.
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The failure of other financial institutions could adversely affect us.

In addition to the risk to our pooled trust preéefisecurities discussed above, our ability to emgagoutine funding transactions could be advgraffected by the
actions and potential failures of other financigtitutions. Financial institutions are interrethtes a result of trading, clearing, counterparty ather relationships. We
have exposure to many different industries and ®parties, and we routinely execute transactiaitis awariety of counterparties in the financialvsees industry. As
result, defaults by, or even rumors or concernsaialtbe viability of one or more financial institoiis with whom we do business, or the financiavises industry
generally, have led to market-wide liquidity praibkeand could lead to losses or defaults by us atlgr institutions. Many of these transactionsosepus to credit risk
in the event of default of our counterparty ormlidn addition, our credit risk may be exacerbatehke collateral we hold cannot be sold at pritegt are sufficient for
us to recover the full amount of our exposure. Angh losses could materially and adversely affecfinancial condition and results of operations.

If the goodwill that we record in connection with husiness acquisitions becomes impaired, it could hena negative impact on our profitability.
Goodwill represents the amount of acquisition cogtr the fair value of net assets we acquire irptivehase of another entity. We review goodwillifapairment at

least annually, or more frequently if events ormgdes in circumstances indicate the carrying vafubeasset might be impaired. Examples of thosasvor
circumstances include the following:

° 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

As of December 31, 2014, our goodwill totaled $1@iBion. While we have recorded no such impairmemrges since we initially recorded the goodulilgre can be
no assurance that our future evaluations of godahilllnot result in findings of impairment and atéd write-downs, which may have a material adveffeet on our
financial condition and results of operations.

If our nonperforming assets increase, our earningwill suffer.
At December 31, 2014, our non-covered nonperformasggts (which consist of nonaccrual loans, loassgue 90 days and accruing and other real estated ( “
OREO ")) totaled $18.7 million, or 2.76% of totan-covered loans and OREO, which is an increa$d & million or 7.5% compared with naevered nonperformir

assets of $17.4 million, or 3.45%, of total non-e®d loans and OREO at December 31, 2013. At Desefih 2012, our non-covered nparforming assets were $2!
million, or 4.41% of non-covered loans and OREO.

35



Although economic and market conditions remainlstalee may incur losses if there is an increaseimperforming assets in the future. Our nonperfogssets
adversely affect our net income in various ways.dd/eot record interest income on nonaccrual l@ar@REO, thereby adversely affecting our net irgeirecome, and
increasing loan administration costs. When we tallateral in foreclosures and similar proceedings are required to mark the related loan to tee fair value of the
collateral, which may ultimately result in a lo3&le must reserve for probable losses, which isésteed through a current period charge to theipiow for loan losses
as well as from time to time, as appropriate, wdite/n the value of properties in our OREO portfadiaeflect changing market values. Additionallyerte are legal fees
associated the resolution of problem assets asaselarrying costs such as taxes, insurance andenance related to our OREO. Further, the resoluf
nonperforming assets requires the active involveraEmanagement, which can distract them from npooditable activity. Finally, an increase in thedé of
nonperforming assets increases our regulatoryprisfle. There can be no assurance that we wilexperience future increases in nonperformingtasse

A significant amount of our loans are secured by @ estate and any declines in real estate valuesanr primary markets could be detrimental to our financial
condition and results of operations.

Real estate lending (including commercial, constoug land development, and residential loans)lage portion of our loan portfolio, constituti$§89.0 million, or
approximately 83.7% of our total loan portfolio,afsDecember 31, 2014. Total real estate loansreovender the FDIC loss sharing agreement amou$88db million.
The residential and commercial real estate seofdise U.S. economy experienced an economic slowdbat continued into 2010. Specifically, the valoé residentic
and commercial real estate located in our markestsadeclined significantly in recent years and heteeturned to preecession levels. Although such real estate v
have shown improvement recently, such improvedesataay not continue. If the loans that are coliditegd by real estate become troubled during a tufmen market
conditions are declining or have declined, themveg not be able to realize the full value of thBateral that we anticipated at the time of origing the loan, which
could require us to increase our provision for leses and adversely affect our financial conditiod results of operations.

Sales pace, inventories and prices of land, loid fimished homes have not returned to pre-recedsi@ls in many markets, including those wheredaéusiness.As
of December 31, 2014, $171.5 million, or approxiehaR4.4% of our total loans, were secured by siighily residential real estate. This includes&@3nillion in
residential 1-4 family loans and $33.4 million iorhe equity lines of credit. Total single-family idential real estate loans covered under the FD$S sharing
agreement amount to $38.5 million. If housing meglke our market areas do not continue to steadiiprove or deteriorate, we may experience an irseréa
nonperforming loans, provisions for loan losses ematge-offs.

If the value of real estate in our market areas wer to decline materially, a significant portion of ar loan portfolio could become under-collateralized which
could have a material adverse effect on our assetiglity, capital structure and profitability.

As of December 31, 2014, a significant portion of lman portfolio was comprised of loans secureddymercial real estate. In the majority of thesmk, real estate
was the primary collateral component. In some as&$out of an abundance of caution, we takeastate as security for a loan even when it ismoptimary
component of collateral. The real estate collativa provides the primary or an alternate soufeemayment in the event of default may deterionatealue during the
term of the loan as a result of changes in econeomditions, fluctuations in interest rates andahailability of loans to potential purchasers, s in tax and other
laws and acts of nature. If we are required toidigte the collateral securing a loan to satisfydékt during a period of reduced real estate vahem recent years, our
earnings and capital could be adversely affecteslav® subject to increased lending risks in theafof loan defaults as a result of the high conegiatn of real estate
lending in our loan portfolio in the event the reatate market in Virginia and our market area dm¢®xhibit sustained improvement. A weak reatestarket in our
primary market areas could have an adverse effeti@demand for new loans, the ability of borrasterrepay outstanding loans, the value of realtestnd other
collateral securing the loans and the value ofestdte owned by us. If real estate values doomdtraie to improve or decline, it is also more ljkéhat we would be
required to increase our allowance for loan lossks;h could adversely affect our financial coralitiand results of operations.
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We are subject to risks related to our concentratio of construction and land development and commeral real estate loans.

As of December 31, 2014, we had $57.9 million ofstauction loans. Construction loans are subjedsies during the construction phase that are negent in standard
residential real estate and commercial real ekiates. These risks include:

° the viability of the contracto

° the value of the project being subject to succéssimpletion;

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

Real estate construction loans may involve theudgment of substantial funds with repayment depefdh part, on the success of the ultimate ptopgber than the
ability of a borrower or guarantor to repay thenl@ad also present risks of default in the everteafines in property values or volatility in theat estate market during
the construction phase. Our practice, in the mgjofiinstances, is to secure the personal guaraitydividuals in support of our real estate comstion loans which
provides us with an additional source of repaymastof December 31, 2014, we had non-covered némpeing construction and development loans in tineant of
$467 thousand and $6.8 million of non-covered agbett have been foreclosed. If one or more ofarger borrowers were to default on their constancénd
development loans, and we did not have alternativeces of repayment through personal guarantegher sources, or if any of the aforementioneksrigere to occu
we could incur significant losses.

As of December 31, 2014, we had $359.6 millionahmercial real estate loans, including méatirily residential loans and loans secured by fana) none of which
covered by the FDIC loss sharing agreement. Comialeeal estate lending typically involves higheah principal amounts and the repayment is depénideiarge
part, on sufficient income from the properties se@uthe loan to cover operating expenses and skluice.

In October 2009, the federal banking agencies ésadeitional guidance on commercial real estatdifenthat emphasizes these considerations andsafguorts prudel
loan workouts for financial institutions working twicommercial real estate borrowers who are expeing diminished operating cash flows, depreciatatateral
values, or prolonged delays in selling or rentingnmercial properties. In addition, the Dodd-Frardt éontains provisions that may impact the Bankisitess by
reducing the amount of our commercial real estidihg and increasing the cost of borrowing, intlgdules relating to risk retention of securitizesbets. Section 941
of the Dodd-Frank Act requires, among other thirtlgat a loan originator or a securitizer of assetked securities retain a percentage of the arg#liof securitized
assets. The banking agencies have jointly issdiedilarule to implement these requirements, which lmecome effective on December 24, 2015 for restil
mortgage-backed securitizations and on Decembe2®4 for classes of asset-backed securities dtharresidential mortgage-backed securitizatid®enks with
higher levels of commercial real estate loans ape&ted to implement improved underwriting, intér@ntrols, risk management policies and portfsli@ss testing, as
well as higher levels of allowances for loan lossed capital levels as a result of commercial estdte lending growth and exposures. Sonakastkhmercial real este
loans are below the thresholds identified as sicamit by the regulatory guidance. If there is detation in our commercial real estate portfoliafaregulatory
authorities conclude that we have not implemenfgat@priate risk management policies and practitesuld adversely affect our business and resuét iequirement «
increased capital levels, and such capital mayaatvailable at that time.
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The benefits of our FDIC loss-sharing agreements nyebe reduced or eliminated

In connection with Sonabank’s assumption of theklmnoperations of Greater Atlantic Bank, the Bamitered into the Agreement, which contains lossisha
provisions. Our decisions regarding the fair valfiassets acquired, including the FDIC loss-shaaisgets (referred to herein as the "covered ajsetsild be
inaccurate which could materially and adverselgetfbur business, financial condition, results pérations, and future prospects. Management makésus
assumptions and judgments about the collectalofithe acquired loans, including the creditwortismef borrowers and the value of the real estaleotirer assets
serving as collateral for the repayment of secloads. In the Greater Atlantic Bank acquisition,neeorded a loss-sharing asset that reflects aumnate of the timing
and amount of future losses we anticipate occuirirte acquired loan portfolio. In determining 8iee of the lossharing asset, we analyzed the loan portfolio bas
historical loss experience, volume and classifizatf loans, volume and trends in delinquenciesrammiccruals, local economic conditions, and gpleetinent
information.

If our assumptions related to the timing or amafreéxpected losses are incorrect, there couldregative impact on our operating results. Increasdse amount of
future losses in response to different economiditimms or adverse developments in the acquired pmatfolio may result in increased credit lossyismns. Changes
our estimate of the timing of those losses, spedllfi if those losses are to occur beyond the applé loss-sharing periods, may result in impaitaiefithe FDIC
indemnification asset.

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 quartbagis our compliance with the terms of the FDIG{ssaring agreements as a prerequisite to obtaining
reimbursement from the FDIC for realized losses@rered assets. The agreements contain specifaledband cumbersome compliance, servicing, matiion and
reporting requirements, and failure to comply vétty of the requirements and guidelines could resudtspecific asset or group of assets permankrtigg their loss-
sharing coverage. Additionally, management mayd#etn forgo loss-share coverage on certain assetfotv greater flexibility over the managemensaoth assets. As
of December 31, 2014, $38.5 million, or 4.20%, of assets were covered by the FDIC loss-sharineeagents.

Under the terms of the FDIC loss-sharing agreemémtsassignment or transfer of a loss-sharingesgeat to another entity generally requires thetemitonsent of the
FDIC. In addition, the Bank may not assign or otfise transfer a loss-sharing agreement duringita tvithout the prior written consent of the FDIOur failure to
comply with the terms of the loss-sharing agreemento manage the covered assets in such a waynaaintain loss-share coverage on all such assgfcause
individual loans or large pools of loans to losgibllity for loss share payments from the FDIChig could result in material losses.
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Changes to government guaranteed loan programs calbffect our SBA business.

Sonabank relies on originating government guarahnitns, in particular those guaranteed by the S&%f December 31, 2014, Sonabank had $56.0 miifcSBA
loans, $41.8 million of which is guaranteed and.@Million is non-guaranteed. Sonabank originated. $ million, $25.4 million and $21.1 million in $Boans in the
years ended December 31, 2014, 2013 and 2012 ctashe Sonabank sold the guaranteed portion®wofesof its SBA loans in the secondary market in228id 2011
and intends to continue such sales, which are esaif non-interest income for Sonabank, when ntarteditions are favorable. We can provide no aswue that
Sonabank will be able to continue originating thieses, that it will be able to sell the loanshe secondary market or that it will continue tdimeapremiums upon any
sale of SBA loans.

SBA lending is a federal government created andigidtared program. As such, legislative and reguatievelopments can affect the availability anading of the
program. This dependence on legislative fundingragdlatory restrictions from time to time caudasthtions and uncertainties with regard to theteared funding of
such loans, with a resulting potential adverserfiia impact on our business. Currently, the maxmiimit on individual 7(a) loans which the SBA widermit is $5.0
million. Any reduction in this level could advergedffect the volume of our business. As of Decen#ier2014, our SBA business constitutes 8.0% otataf loans.
The periodic uncertainty of the SBA program relatio availability, amounts of funding and the waigéassociated fees creates greater risk for osiness than do
more stable aspects of our business.

The federal government presently guarantees uptad3he principal amount of loans above $150,00d @p to 90% of the principal amount for certaingrams unde
the 7(a) program. SBAExpress loans can be guamcinethe federal government up to 50%. We canigeomo assurance that the federal government vaiihtain the
SBA program, or if it does, that such guaranteedig@owill remain at its current funding level. Fnermore, it is possible that Sonabank could Itspreferred lender
status which, subject to certain limitations, akoivto approve and fund SBA loans without the ssitg of having the loan approved in advance bySBA. It is also
possible the federal government could reduce thmuatof loans which it guarantees. In addition,ame dependent on the expertise of our personnemdi® SBA
loans in order to continue to originate and ser@B& loans. If we are unable to retain qualifiedpdogees in the future, our income from the origimaiof SBA loans
could be substantially reduced.

We are subject to credit quality risks and our credt policies may not be sufficient to avoid losses.

We are subject to the risk of losses resulting ftbenfailure of borrowers, guarantors and relatedigs to pay interest and principal amounts oir thans. Although w
maintain credit policies and credit underwritinglanonitoring and collection procedures, these psiand procedures may not prevent losses, patigwuring
periods in which the local, regional or nationabmamy suffers a general decline. If borrowerstfailepay their loans, our financial condition agdults of 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 ioifoer transactions, we may rely on information isied by or on behalf of customers and countegmrincluding
financial statements, credit reports and othemfana information. We may also rely on represaatet of those customers, counterparties or othet ffarties, such as

independent auditors, as to the accuracy and coemglss of that information. Reliance on inaccunat@isleading financial statements, credit reportsther financial
information could have a material adverse impaacbwnbusiness, financial condition and resultsgErations.
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Failure to maintain an effective system of discloge controls and procedures could have a material agrse effect on our business, results of operatioasd
financial condition and could impact the price of @r common stock.

Failure to maintain an effective internal contro/eonment could result in us not being able tauaately report our financial results, prevent oredefraud, or provide
timely and reliable financial information pursuaatour reporting obligations, which could have aenal adverse effect on our business, financiabdwon, and results
of operations. Further, it could cause our investorlose confidence in the financial informatioe report, which could affect the trading price of oommon stock.

Management regularly reviews and updates our disodocontrols and procedures, including our infezaatrol over financial reporting. Any system aintrols,
however well designed and operated, is based tropagertain assumptions and can provide only restse, not absolute, assurances that the objeaifvibe system ai
met. Any failure or circumvention of our controlsdaprocedures or failure to comply with regulatioekted to controls and procedures could havetarrabadverse
effect on our business, results of operations arah€ial condition.

If our allowance for loan losses is not adequate wover actual loan losses, our earnings will decrea.

As a lender, we are exposed to the risk that otmolaers may not repay their loans according tadnes of these loans, and the collateral secuhiegpayment of these
loans may be insufficient to ensure repayment. Vilkewvarious assumptions and judgments about thectability of our loan portfolio, including theemlitworthiness
of the borrowers and the value of the real estatieather assets serving as collateral for the meay of many of our loans. We maintain an allowdiocdoan losses to
cover any probable inherent loan losses in the fmatfolio. In determining the size of the allowanave rely on a periodic analysis of our loan mbidf our historical
loss experience and our evaluation of general enanconditions. If our assumptions prove to be mect or if we experience significant loan lossas, current
allowance may not be sufficient to cover actuahlmsses and adjustments may be necessary to falfaifferent economic conditions or adverse depelents in our
loan portfolio. A material addition to the allowanfor loan losses could cause our earnings to deer®ue to the relatively unseasoned nature dbaarportfolio, we
cannot assure you that we will not experience arease in delinquencies and losses as these loatisue to mature.

In addition, federal regulators periodically reviewr allowance for loan losses and may requir@usdrease our provision for loan losses or reafurther charge-
offs, based on judgments different than those oheanagement. Any significant increase in our aloee for loan losses or charge-offs required byethiegulatory
agencies could have a material adverse effect presults of operations and financial condition.

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

We completed the acquisition of Prince George'seFaldSavings Bank on August 1, 2014, the acquisibicthe HarVest Bank of Maryland on April 27, 201f2e
Midlothian Branch in Richmond, Virginia on Octolr2011, the acquisition and assumption of cedasets and liabilities of Greater Atlantic Bankirthe FDIC on
December 4, 2009, the acquisition of a branch dlelinium Bank in Warrenton, Virginia on Septemb8r 2009, the acquisition of the Leesburg branchtioa from
Founders Corporation which opened on February QA8 2the acquisition of 1st Service Bank in Decenth006 and the acquisition of the Clifton Fofyanch of
First Community Bancorp, Inc. in December of 2005.
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We intend to continue pursuing a growth strategyofa business. Our prospects must be considergghinof the risks, expenses and difficulties fregtly encountered
by growing companies such as the continuing neethfiastructure and personnel, the time and dosisrent in integrating a series of different opierss and the
ongoing expense of acquiring and staffing new bamksanches. We may not be able to expand ouepcesin our existing markets or successfully emésv markets
and any expansion could adversely affect our residiloperations. Failure to manage our growth éffely could have a material adverse effect ontmisginess, future
prospects, financial condition or results of operat, and could adversely affect our ability tocssfully implement our business strategy. Ouiitghid grow
successfully will depend on a variety of factorgluding the continued availability of desirablesimess opportunities, the competitive responses fither financial
institutions in our market areas and our abilityrtanage our growth. There can be no assurancecéssior the availability of branch or bank acdjoiss in the future.

Future growth or operating results may require us b raise additional capital, but that capital may na¢ be available, be available on unfavorable termsranay be
dilutive.

We and Sonabank are each required by the FedesahReto maintain adequate levels of capital tgertpur operations. In the event that our futyverating results
erode capital, if Sonabank is required to maintaipital in excess of well-capitalized standardsf we elect to expand through loan growth or astjions, we may be
required to raise additional capital. Our abilityr&ise capital will depend on conditions in thpita markets, which are outside our control, andar financial
performance. Accordingly, we cannot be assurediofbility to raise capital on favorable terms wineeded, or at all. If we cannot raise additiomglital when neede
we will be subject to increased regulatory sup@misind the imposition of restrictions on our grvahd business. These outcomes could negativelgangur ability tc
operate or further expand our operations througjuiaitions or the establishment of additional bfeescand may result in increases in operating exgsesnsd reductions
in revenues that could have a material adversetesfeour financial condition and results of opierag. In addition, in order to raise additionalitalp we may need to
issue shares of our common stock that would dtheebook value of our common stock and reduce ouent shareholders’ percentage ownership intéoeste extent
they do not participate 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, amgotieposit insurance fund or by any other publiprivate

entity. Investment in our common stock is inhdserisky for the reasons described in this “Riskceas” section and elsewhere in this report arsliigject to the same
market forces that affect the price of common sfackny company. As a result, if you acquire aammon stock, you may lose some or all of your itmest.

Our stock price can be volatile.

Stock price volatility may make it more difficulbf you to resell your common stock when you wairt anprices you find attractive. Our stock pries ¢luctuate
significantly in response to a variety of factarsluding, among other things:

° actual or anticipated variations in quarterly resof operations
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° recommendations by securities analy

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

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

° perceptions in the marketplace regarding us amm/ocompetitors

° new technology used, or services offered, by coitgost

° significant acquisitions or business combinatiatigtegic partnerships, joint ventures or capitahmitments by or involving us or our competitc
° failure to integrate acquisitions or realize apiided benefits from acquisitior

° changes in government regulations;

° geopolitical conditions such as acts or threatewbrism or military conflicts

General market fluctuations, industry factors aadegal economic and political conditions and evesush as economic slowdowns or recessions, ittexreschanges
credit loss trends, could also cause our stocleptd@ecrease regardless of operating 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 manein nature and subject us to significant riglaf changes in interest rates. Fluctuations irésterates are not
predictable or controllable. Like most financiadtitutions, changes in interest rates can impachetinterest income as well as the valuationuwfassets and liabilitie
which is the difference between interest earnexhfirterest-earning assets, such as loans and ingassecurities, and interest paid on intebestring liabilities, such
deposits and borrowings. We expect that we willquically experience “gaps” in the interest ratastvities of our assets and liabilities, meanihat either our
interest-bearing liabilities will be more sensitteechanges in market interest rates than ouraatezarning assets, or vice versa. In either eifengrket interest rates
should move contrary to our position, this “gapllwegatively impact our earnings. Many factors aopinterest rates, including governmental monegpaficies,
inflation, recession, changes in unemploymentntbeey supply, and international disorder and iribtaln domestic and foreign financial markets.

Based on our analysis of the interest rate seitgitif our assets, an increase in the general leivigiterest rates may negatively affect the maviaite of the portfolio
equity, but will positively affect our net intereatome since most of our assets have floating maténterest that adjust fairly quickly to changesnarket rates of
interest. Additionally, an increase in interesegatnay, among other things, reduce the demanddasland our ability to originate loans. A decréagbe general level
of interest rates may affect us through, amongrdtfiegs, increased prepayments on our loan andgege-backed securities portfolios and increasetpetition for
deposits. Accordingly, changes in the level of rearkterest rates affect our net yield on inteezsing assets, loan origination volume, loan andgage-backed
securities portfolios, and our overall results.haligh our asset liability management strategy ssgieed to control our risk from changes in markégriest rates, it may
not be able to prevent changes in interest rates fraving a material adverse effect on our resiltperations and financial condition.
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A loss of our executive officers could impair our elationship with our customers and adversely affeabur business.

Many community banks attract customers based opétsonal relationships that the banks’ officerd emstomers establish with each other and the @endie that the
customers have in the officers. We depend on thfenpeance of Ms. Georgia S. Derrico, Chairman ahéeCExecutive Officer, and R. Roderick Porter, ddent, of
our company and Sonabank. Ms. Derrico is a wellkmbanker in our market areas, having operatedeessful financial institution there for more tHghyears prior
to founding our company and Sonabank. We do nat avemployment agreement with either individulk 1oss of the services of either of these officertheir
failure to perform management functions in the neairamticipated by our Board of Directors could haveaterial adverse effect on our business. Owesisowill be
dependent upon the Board’s ability to attract atdin 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 econoroiaditions in our market areas of Northern Virgiiéaryland, Washington D.C., Charlottesville andft©h Forge
(Alleghany County), Front Royal, New Market, Richmadoand the surrounding areas. Unlike larger bamisare more geographically diversified, we prowideking
and financial services to clients primarily in teesarket areas. As of December 31, 2014, subdtgratibof our commercial real estate, real estaiastruction and
residential real estate loans were made to borimesur market area. The local economic conditiarthis area have a significant impact on our caruial, real estat
and construction and consumer loans, the abilitheborrowers to repay these loans and the vdltreaollateral securing these loans. In additibthhe population or
income growth in this region slows, stops or dedirincome levels, deposits and housing startsldmibdversely affected and could result in théadorent of our
expansion, growth and profitability.

Additionally, political conditions could impact oearnings. For example, political debate over tindglet, taxes and the potential for reduced govenhsEending
through national sequestration may adversely imipgceconomy, and more specifically local econoeoitditions given the concentration of Federal wstand
government contractors in our market. Acts or ttwedwar, terrorism, an outbreak of hostilitiesotiner international or domestic calamities, oreottactors beyond our
control could impact these local economic cond&iand could negatively affect the financial resafteur banking operations.

The properties that we own and our foreclosed reastate assets could subject us to environmental kssand associated costs.

There is a risk that hazardous substances or wastetaminants, pollutants or other environmentadhtricted substances could be discovered onropepies or our
foreclosed assets (particularly in the case ofestdte loans). In this event, we might be requive@move the substances from the affected priegest to engage in
abatement procedures at our sole cost and exg@esieles being liable under applicable federal aat statutes for our own conduct, we may alsoebe lrable under
certain circumstances for actions of borrowerstbeothird parties on property that collateralineg or more of our loans or on property that we.dwatential
environmental liability could include the cost efmediation and also damages for any injuries catastrdrd-parties. We cannot assure you that tis¢ abremoval or
abatement would not substantially exceed the vaiitlee affected properties or the loans securethbge properties, that we would have adequate riesiadainst prior
owners or other responsible parties or that we @bel able to resell the affected properties eiphier to or following completion of any such reméwa abatement
procedures. Any environmental damages on a propantyd substantially reduce the value of such priypes collateral and, as a result, we may suffesa upon
collection of the loan.
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The small to medium-sized businesses we lend to magve fewer resources to weather a downturn in theconomy, which may impair a borrower’s ability to
repay a loan to us that could materially harm our @erating results.

We make loans to professional firms and privateiyped businesses that are considered to be snrakdium-sized businesses. Small to medium-sizechbesses
frequently have smaller market shares than themnpatition, may be more vulnerable to economic dowrg, often need substantial additional capitaxpand or
compete and may experience substantial volatilityperating results, any of which may impair a baer’s ability to repay a loan. In addition, the sucagfss small an
medium-sized business often depends on the managéments and efforts of one or two persons anallsgroup of persons, and the death, disabilityesignation of
one or more of these persons could have a maseh@rse impact on the business and its abilitgpay our loan. Economic downturns in our targetketsrcould cause
us to incur substantial loan losses that could rigigharm our operating results.

We are heavily regulated by federal and state ageiss; changes in laws and regulations or failures tcomply with such laws and regulations may adversgl
affect our operations and our financial results.

We and Sonabank are subject to extensive regujaigrervision and examination by federal and dtatéking authorities. Any change in applicable ragahs or
federal or state legislation could have a substhimtipact on us and Sonabank, and our respectiegtipns. Additional legislation and regulationsyrba enacted or
adopted in the future that could significantly affeur powers, authority and operations or the pewauthority and operations of Sonabank, whicHcchave a material
adverse effect on our financial condition and ressof operations.

Further, bank regulatory authorities have the aitthto bring enforcement actions against bankstaed holding companies for unsafe or unsoundtwas in the
conduct of their businesses or for violations of Ew, rule or regulation, any condition imposediriting by the appropriate bank regulatory ageacgyny written
agreement with the agency. Possible enforcemeioinachgainst us could include the issuance of sezaad-desist order that could be judicially eréddrc¢he imposition
of civil monetary penalties, the issuance of dikext to increase capital or enter into a stratagigsaction, whether by merger or otherwise, withial party, the
appointment of a conservator or receiver, the teation of insurance of deposits, the issuancerabr@l and prohibition orders against institutiofitated parties, and
the enforcement of such actions through injunctiomsestraining orders. The exercise of this regujadiscretion and power may have a negative impaas.

As a regulated entity, Sonabank must maintain certia required levels of regulatory capital that may Imit our operations and potential growth.
We and Sonabank are subject to various regulatpitat requirements administered by the FederatRes Failure to meet minimum capital requiremeats initiate
certain mandatory, and possibly additional disoretry actions by regulators that, if undertakenjddave a direct material effect on Sonabank’s@mdcompany’s

consolidated financial statements. Under capitabadcy guidelines and the regulatory frameworlpfompt corrective action, Sonabank must meet spewpital
guidelines that involve quantitative measures afébank’s assets, liabilities and certain off-batasieceet commitments as calculated under theseatems.
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Quantitative measures established by regulati@mswre capital adequacy, which applied prior taudanl, 2015, required Sonabank to maintain mininammounts and
defined ratios of total and Tier 1 capital to riskighted assets and of Tier 1 capital to adjusital &ssets, also known as the leverage ratioSBoabank, Tier 1 capital
consists of shareholders’ equity excluding unrealigains and losses on certain securities, lesgtiap of its mortgage servicing asset and defetagdasset that is
disallowed for capital. For Sonabank, total capitatsists of Tier 1 capital plus the allowanceléan and lease loss less a deduction for low Imedurse obligations.

As of December 31, 2014, Sonabank exceeded therasmquired to be well capitalized with respecltdhree required capital ratios. To be well talged, under th
rules that applied prior to January 1, 2015, a haak generally required to maintain a leverag®e maitiat least 5%, a Tier 1 risk-based capital refiat least 6% and a
total risk-based capital ratio of at least 10%. ldver, the Federal Reserve could require Sonabainkt®ase its capital levels. For example, reguattave recently
required certain banking companies to maintairvarbgge ratio of at least 8% and a total risk-basgyital ratio of at least 12%. As of December 31,4, Sonabank’s
leverage, Tier 1 risk-based capital and total baked capital ratios were 11.53%, 14.86% and 15.888pectively. As of January 1, 2015, we wergiired to begin
complying with the Revised Capital Rules.

Many factors affect the calculation of Sonabanisk-based assets and its ability to maintain the lefreapital required to achieve acceptable capitibs. For exampl
changes in risk weightings of assets relative fitaband other factors may combine to increasatheunt of risk-weighted assets in the Tier 1 bisked capital ratio
and the total risk-based capital ratio. Any incesais its risk-weighted assets will require a cgpmnding increase in its capital to maintain thgliapble ratios. In
addition, recognized loan losses in excess of atsaaserved for such losses, loan impairments, inmgat losses on securities and other factorsdetirease
Sonabank’s capital, thereby reducing the levehefdpplicable ratios.

Sonabank’s failure to remain well capitalized fank regulatory purposes could affect customer denfie, our ability to grow, our costs of funds &RIC insurance
costs, our ability to pay dividends on our capstalck, our ability to make acquisitions, and on lbusiness, results of operations and financial itimmd Under FDIC
rules, if Sonabank ceases to be a well capitaliz&gtitution for bank regulatory purposes, the iegtrates that it pays on deposits and its alidiyccept, renew or
rollover brokered deposits may be restricted. ABe¢ember 31, 2014, we had $87.2 million of bro#eteposits, which represented 11.7% of our totpbdits.

We are required to comply with increased regulatorycapital requirements.

The capital requirements applicable to SouthernidNat and the Bank changed as a result of the Dvedk Act and the international regulatory capititlative known
as Basel lll, and could be subject to further ¢jeaas a result of additional government actionggulatory interpretations. Regulators recentlyéssrules
implementing these requirements (“Revised Capitdé&). We were required to begin complying witke fRevised Capital Rules on January 1, 2015. Amadiner o
things, the Revised Capital Rules raise the minintlur@sholds for required capital and revise cermaipects of the definitions and elements of thé&aapat can be use
to satisfy these required minimum thresholds. Rbeised Capital Rules also introduce a minimum itehponservation buffer” equal to 2.5% of an orgation’s total
risk-weighted assets, which exists in additiorh® trequired minimum CET1, Tier 1, and Total Capitgios that are discussed abov€apital Requirements --
Revisions to Capital Adequacy Requirements€Complying with these capital requirements may aftes operations, including our asset portfoliod &nancial
performance.
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We may not be able to successfully compete with @fs for business.

The metropolitan statistical area in which we opeers.considered highly attractive from an econoanid demographic viewpoint, and is a highly comjpetibanking
market. We compete for loans, deposits and invedtaalars with numerous regional and national Isawkline divisions of out-of-market banks and ot@mmunity
banking institutions, as well as other kinds offigial institutions and enterprises, such as sgesifirms, insurance companies, savings assongtedit unions,
mortgage brokers and private lenders. Many congsthiave substantially greater resources thamdspperate under less stringent regulatory envienisa The
differences in resources and regulations may nidkarder for us to compete profitably, reduce #tes that we can earn on loans and investmentsase the rates we
must offer on deposits and other funds and adweegtdct our overall financial condition and eaigsn

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 itd party.

Our articles of incorporation and bylaws could gietdefer or prevent a third party from acquiring despite the possible benefit to our shareholderstherwise
adversely affect the price of our common stock.

Any individual, acting alone or with other individis, who are seeking to acquire, directly or inttie 10.0% or more of our outstanding common stockst comply
with the Change in Bank Control Act, which requipe®r notice to the Federal Reserve for any adtijis Additionally, any entity that wants to acoeib.0% or more
of our outstanding common stock, or otherwise @anis, may need to obtain the prior approval offbderal Reserve under the BHCA of 1956, as amerided resul
prospective investors in our common stock neecetavware of and comply with those requirementdhéceixtent 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 transacisin which is the risk of loss resulting from hamerror, fraud or unauthorized transactions dueadequate or failed
internal processes and systems, and external etexitare wholly or partially beyond our contraidiuding, for example, computer viruses or eleatrar
telecommunications outages). Transaction risk asmmpasses compliance risk, which is the riskod from violations of, or noncompliance with, lawses,
regulations, prescribed practices or ethical statedalthough we seek to mitigate transaction tiskugh a system of internal controls, there candassurance that\
will not suffer losses from transaction risks ie flature that may be material in amount. Any lossssiting from transaction risk could take theriasf explicit charges,
increased operational costs, litigation costs, harneputation or forgone opportunities, any anefvhich could have a material adverse effecbosiness, financial
condition and results of operations.

We must respond to rapid technological changes artiese changes may be more difficult or expensiveah anticipated.

If competitors introduce new products and servae®odying new technologies, or if new industry deds and practices emerge, our existing produtsarvice
offerings, technology and systems may become otesdterther, if we fail to adopt or develop newhiealogies or to adapt our products and servicesterging
industry standards, we may lose current and futustomers, which could have a material adverseteffe our business, financial condition and resefitsperations.
The financial services industry is changing rapiyl in order to remain competitive, we must cargito enhance and improve the functionality antufea of our
products, services and technologies. These changg®e more difficult or expensive than we antitépa
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The impact of financial reform legislation is uncetain.

The Dodd-Frank Wall Street Reform and ConsumereRtiain Act, enacted in 2010, instituted a wide mofjregulatory, supervisory, and compliance mafothat will
have had and will continue to have an impact ofiraincial institutions, including the creationtbe Consumer Financial Protection Bureau withredired authority,
including examination and enforcement authority,donsumer protection in the banking industry. Reealso included, among other things, changebedaleposit
insurance and financial regulatory systems, enlthhaek capital requirements and requirements dedigmprotect consumers in financial transactiddany of these
provisions are subject to rule making procedurekssandies, some of which have already occurredsante that will be conducted in the future, andftitieeffects of the
legislation on Southern National cannot yet bemigiteed. For example, in January 2014, the Bursswed rules that impact our residential mortgageimhg practices,
and the residential mortgage market generallyutiog rules that implement the “ability-to-repagguirement and provide protection from liability foualified
mortgages,” as required by the Dodd-Frank Act. uRegns implementing the Doderank Act, or any other aspects of current propasgdlatory or legislative chanc
to laws applicable to the financial industry, ifaeted or adopted, may impact the profitability of business activities or change certain of ouirass practices,
including our ability to offer new products, obtdinancing, attract deposits, make loans, and aetsatisfactory interest spreads, and could expsse additional cost
including increased compliance costs. Other chaitgstatutes, regulations, or regulatory policiesupervisory guidance, including changes in tim@rpretation or
implementation, may affect us in substantial wang tve cannot predict. These changes also mayree§outhern National to invest significant manageragtention
and resources to make any necessary changes ¢penations in order to comply, and could therefdse materially adversely affect our business raia condition,
and results of operations.

The Bureau recently issued “ability-to-repay” and “qualified mortgage” rules that may have a negativémpact on our loan origination process and foreclagre
proceedings, which could adversely affect our buséss, operating results and financial condition.

Pursuant to its new authority, in January 2013 Bheeau adopted a rule that implements the ahiityepay and qualified mortgage provisions of treel®-Frank Act
(the “ATR/QM rule”). In May, July and October 20182 CFPB issued rules amending certain provisiéniseoATR/QM rule. The final ATR/QM rule, which t&o
effect on January 10, 2014, will likely impact aasidential mortgage lending practices, and thieeesial mortgage market generally.

The ATR/QM rule requires lenders to consider, amaifigr things, income, employment status, assaygnent amounts, and credit history before approaing
mortgage, and provides a compliance “safe hartmrlehders that issue certain “qualified mortgagéhe ATR/QM rule defines a “qualified mortgage”have
certain specified characteristics, and generalbhiit loans with negative amortization, intereatyopayments, balloon payments, or terms exceeslingears from
being qualified mortgages. The rule also establigiemeral underwriting criteria for qualified matgs, including that monthly payments be calculatestd on the
highest payment that will apply in the first fivears of the loan and that the borrower have a dietat- to-income ratio that is less than or eqod@3 percent. While
“qualified mortgages” will generally be affordedas&arbor status, a rebuttable presumption of canpé with the ability-to-repay requirements witlagh to
“qualified mortgages” that are “higher priced maggs” (which are generally subprime loans). Asdifinition of “qualified mortgage” provides eitharsafe harbor
or a rebuttable presumption of compliance withab#ity-to-repay requirements, the definition ipexted to establish the parameters for the majoficpnsumer
mortgage lending in the U.S.

Reflecting the Bureau’s focus on the residentiattgamge lending market, the Bureau has also isauled to implement requirements of the Dodd-Frankpietaining
to mortgage loan origination (including with resptecloan originator compensation and loan origingualifications) and has proposed, but not fiedi integrated
mortgage disclosure rules that will replace andliom certain existing requirements under the Thnuthending Act and the Real Estate Settlement Rtos Act.
The Bureau has indicated that it expects to isddéianal mortgage-related rules in the future.
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The new “qualified mortgage” rules may increase @ampliance burden and reduce our lending flexipdnd discretion, which could negatively impact ahility to
originate new loans and the cost of originating heawns. Any loans that we make outside of the ‘“ifjedl mortgage” criteria could expose us to anéased risk of
liability and reduce or delay our ability to foresk on the underlying property. Additionally, giatl “higher priced mortgages” only provide a re¢bbte presumption
of compliance and thus may be more susceptiblaatlenges from borrowers. It is difficult to pretiow the Bureau’s “qualified mortgage” rules viffipact us when
they take effect, but any decreases in loan originarolume or increases in compliance and foresesosts could negatively affect our businessraiey results and
financial condition.]

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 theretffteugh 2014. We also declared a special dividartte fourth
quarters of 2012 and 2014. There are a numbeisbfaons on our ability to pay dividends. It letpolicy of the Federal Reserve that bank holdimgpanies should
pay cash dividends on common stock only out of ime@vailable over the past year and only if prospeearnings retention is consistent with the arzation’s
expected future needs and financial condition. fdleey provides that bank holding companies shautimaintain a level of cash dividends that undeawsithe bank
holding company’s ability to serve as a sourcet@gth to its banking subsidiaries.

Our principal source of funds to pay dividends on @mmon stock is cash dividends that we recewa fSonabank. The payment of dividends by Sonabaok is
subject to certain restrictions imposed by fedeealking laws, regulations and authorities. The if@deanking statutes prohibit federally insuredksaftom making any
capital distributions (including a dividend paymifitafter making the distribution, the institutiovould be "under capitalized” as defined by s&tlh addition, the
relevant federal regulatory agencies have authtwifyrohibit an insured bank from engaging in agaie or unsound practice, as determined by thecggenconductin
an activity. The payment of dividends could be deéito constitute such an unsafe or unsound practgending on the financial condition of Sonabd&ggulatory
authorities could impose administratively stridteritations on the ability of Sonabank to pay dimdls to us if such limits were deemed appropr@fgeserve certain
capital adequacy requirements.

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 lcamd you are not assured liquidity with respedtdasactions
in our common stock. A public trading market havihg desired characteristics of depth, liquiditd anderliness depends on the presence in the rnpéaketof willing
buyers and sellers of our common stock at any divee. This presence depends on the individualsitats of investors and general economic and madkditions
over which we have no control. Given the lower imgdsolume of our common stock, significant salésur common stock, or the expectation of thesessalould cau:
our stock price to fall.
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Severe weather, natural disasters, climate changacts of war or terrorism and other external eventsould significantly impact our business

Severe weather, natural disasters, climate chawgepf war or terrorism and other adverse extermahts could have a significant impact on ouritsttib conduct
business. Such events could affect the stabiliuo deposit base, impair the ability of borrowkrsepay outstanding loans, impair the value diigral securing loan
cause significant property damage, result in Iésewenue and/or cause us to incur additional eseenAlthough management has established disastarary policies
and procedures, there can be no assurance offéotiw#ness of such policies and procedures, amdchurrence of any such event could have a mbteharse effect
on our business, financial condition and resultspErations.

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

Technology and other changes are allowing pamie®mplete financial transactions that historicallye involved banks through alternative methods eixample,
consumers can now maintain funds that would hastetically been held as bank deposits in brokeesgeunts or mutual funds. Consumers can also céenple
transactions such as paying bills and/or transferiiinds directly without the assistance of bafike process of eliminating banks as intermediangesd result in the
loss of fee income, as well as the loss of custateposits and the related income generated frosettleposits. The loss of these revenue streanthatalver cost
deposits as a source of funds could have a matehedrse effect on our financial condition and Itssaf operations.

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

We rely heavily on communications and informatigatems provided both internally and externally daauct our business. Any failure, interruption cedzch in
security of these systems (such as a spike indcéios volume, a cyber-attack or other unforeseems) could result in failures or disruptions i gustomer
relationship management, general ledger, deposit, &nd other systems. While we have policies anckepures and service level agreements desigr@event or limi
the effect of the failure, interruption or secuttiyeach of our information systems, there can bassorance that any such failures, interruptiorseourity breaches will
not occur or, if they do occur, that they will leeguately addressed. While we maintain an insurpaliey which we believe provides sufficient covgeaat a
manageable expense for an institution of our siceszope with similar technological systems, wenoamssure shareholders that this policy wouldufigcgent to cover
all related financial losses and damages shouldxperience any one or more of our or a third parsy’stems failing or experiencing a cyber-attatke occurrence of
any failures, interruptions or security breacheswfinformation systems could damage our reputatiesult in a loss of customer business, subjgtb @dditional
regulatory scrutiny, or expose us to civil litigatiand possible financial liability, including rediation costs and increased protection costs, &mhich could have a
material adverse effect on our financial conditgoml results of operations.
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We face significant cyber and data security risk tht could result in the disclosure of confidentialnformation, adversely affect our business or reputdon and
expose us to significant liabilities

As a financial institution, we are under threatasis due to hacking and cyber-attacks. This régkihcreased in recent years, and continues tedeer as we continue
to expand customer capabilities to utilize interared other remote channels to transact business.ofthe most significant cyber-attack risks thatface are e-fraud
and loss of sensitive customer data. Loss fronaedfioccurs when cybercriminals breach and exteaxts directly from customer or our accounts. Thengpts to
breach sensitive customer data, such as accouriierarand social security numbers, are less frequemntould present significant reputational, legadi/or

regulatory costs to us if successful. Our risk explosure to these matters remains heightened leeoktise evolving nature and complexity of thegedks from
cybercriminals and hackers, [our plans to contimugrovide internet banking and mobile banking etes, and our plans to develop additional remoteeotivity
solutions to serve our customers.] [While we haoeaxperienced any material losses relating to egtacks or other information security breachedate, we have
been the subject of attempted hacking and cybaclatand there can be no assurance that we wiluffair such losses in the future.]

The occurrence of any cyber-attack or informatiecusity breach could result in material adversesegnences to us including damage to our reputatidrthe loss of
customers. We also could face litigation or addiiaregulatory scrutiny. Litigation or regulatorgtians in turn could lead to significant liability other sanctions,
including fines and penalties or reimbursementustemers adversely affected by a security breaedn i we do not suffer any material adverse coneages as a
result of events affecting us directly, succesaftdcks or systems failures at other large findmegitutions could lead to a general loss of oostr confidence in
financial institutions including Sonbank.

Our ability to mitigate the adverse consequencessiofi occurrences is in part dependent on thetguwdlour information security procedures and cactis and our
ability to anticipate the timing and nature of auch event that occurs. [In recent years, we haugiied significant expense towards improving #l@bility of our
systems and their security from attack.] Nonetlglégere remains the risk that we may be materhyned by a cyber-attack or information security

breach. Methods used to attack information syst#msge frequently (with generally increasing sstitetion), often are not recognized until launchgdinst a
target, may be supported by foreign governmentghar well-financed entities, and may originaterriess regulated and remote areas around the wld.result,
we may be unable to address these methods in aeleduattacks, including by implementing adequatventive measures. If such an attack or breachk dozur, we
might not be able to fix it timely or adequately the extent that such an attack or breach refatpsoducts or services provided by others, we seekgage in due
diligence and monitoring to limit the risk, but béoo we cannot eliminate it .]

Iltem 1B. Unresolved Staff Comments

Southern National does not have any unresolvetigiafments from the SEC to report for the year dridecember 31, 2014.
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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 ourkiam locations, as ¢
December 31, 2014:

Date Opened Owned or Deposits

Location or Acquired Leased (in thousands)
Home Office and Branch:
6830 Old Dominion Drive December 200 Leasec $ 45,93:
McLean, Virginia 2210:
Branch Offices:
511 Main Stree December 20C Owned $ 43,76
Clifton Forge, Virginia 2444
1770 Timberwood Boulevat April 2005 Leasec $ 38,79¢
Charlottesville, Virginia 2291
11527 Sunrise Valley Driv December 200 Leasec $ 29,37:
Reston, Virginia 2019
10855 Fairfax Boulevar December 200 Leasec $ 18,55¢
Fairfax, Virginia 2203(
550 Broadview Avenu April 2007 Leasec $ 34,22
Warrenton, Virginia 2018
1 East Market Stret April 2008 Leasec $ 17,34:
Leesburg, Virginia 2017
11 Main Stree September 200 Leasec $ 25,53
Warrenton, Virginia 2018
11200 Rockville Pike December 200 Leasec $ 50,77¢
Rockville, Maryland 2085:
1 South Front Royal Avent December 200 Owned $ 41,19¢
Front Royal, Virginia 2263
9484 Congress Stre December 200 Owned $ 37,78:

New Market, Virginia 2284.
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Date Opened Owned or Deposits

Location or Acquired Leased (in thousands)
43086 Peacock Market Pla December 200 Leasec $ 24,77
South Riding, Virginia 2015
10 West Washington Stre May 2011 Leasec $ 15,64:
Middleburg, Virginia 2011°
13804 Hull Street Roa October 201: Owned $ 28,61«
Midlothian, Virginia 23112
9707 Medical Center Drive, Suite 1 April 2012 Leasec $ 33,79
Rockville, Maryland 2085
12800 Middlebrook Roa April 2012 Leasec $ 25,81(
Germantown, Maryland 208"
37 North Market Stree April 2012 Leasec $ 24,46t
Frederick, Maryland 217C
6719 Leaberry Wa August 201z Leasec $ 7,144
Haymarket, Virginia 2016
7700 Wisconsin Avenu October 201: Leasec $ 30,29¢
Bethesda, Maryland 221(
4009 Old Town Roa August 201 Leasec $ 9,411
Huntingtown, Maryland 2063
137 E. Chesapeake Beach R« August 201¢ Owned $ 7,95¢
Owings, Maryland 2073
14804 Pratt Stret August 201« Owned $ 58,73
Upper Marlboro, Maryland 20077
14118 Brandywine Rog August 201¢ Owned $ 5,35¢

Brandywine, Maryland 2061
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Date Opened Owned or Deposits
Location or Acquired Leased (in thousands)
Loan Production Offices:
230 Court Squar March 200t Leasec NA
Charlottesville, Virginia 2290

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

550 Broadview Avenu September 200 Leasec NA
Warrenton, Virginia 2018

Accounting Office:

70 Main Street, Suite & December 201 Leasec NA
Warrenton, Virginia 2018

Executive Offices:

1002 Wisconsin Avenue, N.V April 2005 Leasec NA
Washington, D.C. 2000

Item 3. - Legal Proceedings

Southern National and Sonabank may, from timente tibe a party to various legal proceedings arisirije ordinary course of business. There arether proceeding
pending, or to management’s knowledge, threateagainst Southern National or Sonabank as of Decegihe2014.

Item 4. Mine Safety Disclosures.
Not applicable

PART Il
Item 5. - Market for Registrant's Common Equity, Rdated Stockholder Matters and Issuer Purchases ofdtiity Securities
Common Stock Market Prices
On November 6, 2006, Southern National closed erirtitial public offering of its common stock, $@.par value. The shares of common stock solddroffering wert
registered under the Securities Act of 1933, asnaieg, on a Registration Statement (Registration388-136285) that was declared effective by theuSies and
Exchange Commission on October 31, 2006. The slwireommon stock were sold at a price to the pudfli$14.00 per share (equivalent to $12.73 affterstock
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, sellidgZ91,665 shares
common stock, including 624,999 shares sold putstaean overallotment option granted to the underwriter, atiagoof $6.00 per share. The gross proceeds fha

shares sold were $28.7 million. The net proceed3outhern National from the offering were apprcadiety $26.9 million after deducting $1.3 million imderwriting
commission and an estimated $486 thousand in ettggnses incurred in connection with the offering.
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Southern National’'s common stock is traded on theddq Global Market under the symbol “SONAJur common stock began trading on the Nasdaq Capéeket in
November 2006, and the exchange listing was updramthe Nasdag Global Market at the open of tigudim December 18, 200

There were 12,217,770 shares of our common stostamding at the close of business on March 5, 2@h&h were held by 238 shareholders of record.

The following table presents the high and low irdesy sales prices and dividends declared for givaperiods during 2014 and 2013:

Market Values Dividends Declared
2014 2013 2014 (1) 2013
High Low High Low
First Quarter $ 102« $ 9.81 $ 1200 $ 780 $ 0.07 $ 0.0t
Second Quarter 11.7¢ 10.0¢ 10.4: 871 $ 0.07 $ 0.0€
Third Quarter 11.7(¢ 10.37 10.2¢ 9.1t % 0.0¢ $ 0.07
Fourth Quarter 13.1: 10.9¢ 10.2¢ 9.3C $ 0.3t $ 0.07

(1) The dividend declared in the fourth quarte2014 included a special dividend of $0.
Dividend Policy

Dividends are paid at the discretion of our bodrdicectors. While we paid a nonrecurring 10% stdokdend to our holders of common stock in 2008,declared the
first cash dividend on our common stock in Febri20¢2 and each quarter thereafter through 2014 amwint and frequency of dividends, if any, willdetermined b
our board of directors after consideration of cannéngs, capital requirements, our financial candiand our ability to service any equity or debligations senior to
our common stock, and will depend on cash dividguadd to us by our subsidiary bank. As a result,ahility to pay future dividends will depend oretearnings of
Sonabank, its financial condition and its needfioids.

There are a number of restrictions on our abibitpay cash dividends. It is the policy of the FRBttbank holding companies should pay cash divisemdcommon
stock only out of net income available over thet gaar and only if prospective earnings retent®odnsistent with the organizatisréxpected future needs and finar
condition. The policy provides that bank holdingnpanies should not maintain a level of cash divildethat undermines the bank holding company’stalidi serve as
a source of financial strength to its banking sdibsy. For a foreseeable period of time, our ppatsource of cash will be dividends paid by owrsdiary bank with
respect to its capital stock. There are certaitricions on the payment of these dividends impdsetederal and state banking laws, regulationsaariorities.

Regulatory authorities could administratively impdisnitations on the ability of our subsidiary bawokpay dividends to us if such limits were deerapgropriate to
preserve certain capital adequacy requirements threi interests of “safety and soundness.”

Recent Sales of Unregistered Securities

None
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Securities Authorized for Issuance under Equity Compensation Plans

As of December 31, 2014, Southern National hadtantling stock options granted under its Stock @pian, which is approved by its shareholders. folewing
table provides information as of December 31, 2@b&rding Southern National's equity compensatianpunder which our equity securities are autledrior
issuance:

Number of securitie
remaining available fc

Number of securitie Weighted averag future issuance und
to be issued upon exerc exercise price ¢ equity compensation plal
of outstanding option: outstanding options  (excluding securities reflect
warrants and right warrants and right in column A)
Plan categor A B C
Equity compensation plans approvedsecurity holder: 621,05( $ 8.4¢ 280,85(
Equity compensation plans not approby security holder - - -
Total 621,05( $ 8.4¢ 280,85(

Issuer Purchases of Equity Securities

None

Performance Graph

The following chart compares the cumulative totereholder return on Southern National common stioekng the five years ended December 31, 2014 thii
cumulative total return of the Russell 2000 Inded ¢he SNL Bank and Thrift Index for the same p&rDividend reinvestment has been assumed. Thipaoson

assumes $100 invested on December 31, 2009 in &autfational common stock, the Russell 2000 Indekthe SNL Bank and Thrift Index. The historicalcdt price
performance for Southern National common stock showthe graph below is not necessarily indicatif’iture stock performance.

200¢ 201( 2011 2012 2012 2014
Southern National Bancorp of Virgin 100.( 105.€ 84.7 116.€ 147.1 175.¢
Russell 200( 100.( 126.¢ 121.€ 141.¢ 196.< 206.(
SNL Bank and Thrift Inde: 100.( 111.€ 86.¢ 116.€ 159.€ 178.%
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Item 6. - Selected Financial Data

The following table sets forth selected financialadfor Southern National as of December 31, 22043, 2012, 2011 and 2010, and for the years eDdedmber 31,

2014, 2013, 2012, 2011 and 2010:

Results of Operations:
Interest incom
Interest expens
Net interest incom
Provision for loan losse
Net interest income after provision for loasdes
Noninterest incom
Noninterest expens
Income before income tax
Income tax expense

Net income

Per Share Data:

Earnings per shar Basic

Earnings per shar- Diluted

Cash dividends paid per shi

Book value per shai

Tangible book value per share

Weighted average shares outstan(- Basic
Weighted average shares outstanc- Diluted
Shares outstanding at end of petr

Selected Performance Ratios and Other Dat¢
Return on average ass

Return on average equi

Yield on earning asse

Cost of funds

Cost of funds including ncinterest bearing depos
Net interest margil

Efficiency ratio (2)

Net charg-offs to average loar

Allowance for loan losses to total r-covered loan
Stockholder’ equity to total asse

Financial Condition:

Total asset

Total loans, net of deferred fe
Total deposit:

Stockholder’ equity

2014 2013 2012 2011 2010
(As Restated)
(in thousands, except per share amount:
$ 38,090 $ 3511 $ 37,56 $ 33,42 % 36,29(
4,67: 4,66¢ 5,82¢ 6,087 8,51:
33,41¢ 30,44¢ 31,73¢ 27,33¢ 27,77
3,44+ 3,61¢ 6,19t 8,497 9,02t
29,97 26,83! 25,53¢ 18,84« 18,75
2,36¢ 1,75: 5,59t 2,44; 1,64¢
21,10: 19,29. 21,44¢ 15,19: 14,47
11,23° 9,294 9,68¢ 6,09¢ 5,93(
3,75¢ 3,03¢ 3,11¢ 1,692 1,87¢
$ 748.  $ 6,25¢ % 6,56¢ $ 4,401 $ 4,054
$ 06 $ 054 % 057 $ 03¢ % 0.3¢
$ 06: $ 054 % 057 $ 03¢ % 0.3¢
$ 06 $ 02t % 028 $ - 3% -
$ 9.3 % 9.2 $ 89C $ 85t $ 8.1£
$ 83 ¢ 83/ % 8.0C $ 758 % 7.1
11,846,12 11,590,33 11,590,21 11,590,21 11,590,21
11,927,08 11,627,44 11,596,17 11,591,15 11,592,86
12,216,66 11,590,61 11,590,21 11,590,21 11,590,21
0.9% 0.8%% 0.97% 0.74% 0.61%
6.7¢% 5.95% 6.4(% 4.51% 4.31%
5.24% 5.4t% 6.15% 6.2(% 6.51%
0.7%% 0.85% 1.11% 1.31% 1.7%
0.69% 0.7%% 1.0%% 1.22% 1.6¢%
4.6(% 4.7%% 5.1% 5.06% 5.02%
60.459% 60.7¢% 56.25% 50.139% 48.01%
0.51% 0.6% 1.04% 1.65% 1.8%
1.11% 1.42% 1.54% 1.5/% 1.52%
12.4% 14.8% 14.2%% 16.2(% 16.0%%
$ 916,64! $ 716,18 $ 723,81 % 611,37 $ 586,65
703,47 546,05! 530,15: 491,76¢ 463,05¢
742,42! 540,35¢ 550,97 461,09! 430,97-
113,97¢ 106,61« 103,17¢ 99,05: 94,33:

(1) Tangible book value per share is calculatedibiding stockholders’ equity less intangible etssby the number of outstanding shares of comrtomk s
(2) Efficiency ratio is calculated by dividing miaterest expense by the sum of net interest inqaoenoninterest income, excluding any gains/lessesales of
securities, gains/write-downs on OREO, gains onusdipns and gains on sale of loans.
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Item 7. — Management’s Discussion and Analysis ofriancial Condition and Results of Operations

Management's discussion and analysis is preseataid the reader in understanding and evaluatiaditiancial condition and results of operationSotithern
National. This discussion and analysis shoulddlagl with the consolidated financial statementsfdb&otes thereto, and the other financial datbuted in this repor

CRITICAL ACCOUNTING POLICIES

Our accounting policies are in accordance with Lheerally accepted accounting principles and giheral practices within the banking industry. lslgement makes
a number of estimates and assumptions relatingptorted amounts of assets and liabilities and ig@a$ure of contingent assets and liabilitiehatdate of the
consolidated financial statements and the rep@eounts of revenues and expenses during periodemiesl. Different assumptions in the applicatiothese methods
or policies could result in material changes in fineincial statements. As such, the following piekicare considered “critical accounting policiest’ @is.

Allowance for Loan Losses

The allowance for loan losses is a valuation alloeesfor probable incurred credit losses. Loandssse charged against the allowance when managieeisves the
collection of the principal is unlikely. Recovesief amounts previously charged-off are creditethéoallowance. Management's determination ofathequacy of the
allowance is based on a three year historical geenat loss experience for each portfolio segmajoisted for current industry and economic condgi¢meferred to as
“current factors”) and estimates of their effectloan collectability. While management uses avéglafiformation to estimate losses on loans, fuadditions to the
allowance may be necessary based on changes inmimoonditions, particularly those affecting reatate values.

The allowance consists of specific and general aomapts. The specific component relates to loasisate individually classified as impaired. Thegel component
provides for estimated losses in unimpaired loansis based on historical loss experience adjustecurrent factors.

A loan is considered impaired when, based on ctuiéormation and events, it is probable that SeuttNational will be unable to collect the schedytayments of
principal or interest when due according to thenteof the loan documentation. Factors consideremdayagement in determining impairment include payrs&atus,
collateral value, and the probability of collectistheduled principal and interest payments whenameng other considerations. Loans that experigrsignificant
payment delays and payment shortfalls generallyatelassified as impaired. Management deterntimesignificance of payment delays and paymenttftiisron a
case-by-case basis, taking into considerationfalecircumstances surrounding the loan and tmeter, including the length of the delay, the mresfor the delay,
the borrower’s prior payment record, and the amo@itiie shortfall in relation to the principal aimerest owed. Impairment is measured on a loaodny basis for
commercial and construction loans by either thegmevalue of expected future cash flows discouatete loan’s effective interest rate, the loatiservable market
price, or the fair value of the collateral if thwah is collateral dependent. Individual consumer r@sidential loans are evaluated for impairmesttaon the
aforementioned criteria as well as regulatory glinés.
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The general component covers non-impaired loanssalpaised on historical loss experience adjusteduioent factors. The historical loss experieisogetermined by
portfolio segment and is based on the actual rsthistory experienced by Southern National oventlst recent three years. This actual loss expegiis adjusted for
current factors based on the risks present for padifolio segment. These current factors incladesideration of the following: levels of and tderin delinquencies
and impaired loans; levels of and trends in chaffeand recoveries; trends in volume and termsaniis; effects of any changes in risk selectionwardkerwriting
standards; other changes in lending policies, phaess, and practices; experience, ability, andideplending management and other relevant staffpnal and local
economic trends and conditions; industry conditi@ml effects of changes in credit concentratioFise following portfolio segments have been idésdif owner
occupied commercial real estate, non-owner occup@timercial real estate, construction and land ldpweent, commercial loans, residential 1-4 famitylti-family
residential, loans secured by farmland, home edjniég of credit (HELOC) and consumer. While undd#ing practices in this environment are morergfent, the ban
estimates the effect of internal factors on funeeloss experience to be negligible. Managemestisnate of the effect of current external ecomoemvironmental
conditions on future net loss experience is sigaift in all loan segments and particularly on loseured by real estate including single family, beh-owner occupied
commercial real estate and construction and lardldpment loans. These factors include excessitowg, generally less demand driven in part by feguelified
borrowers and buyers. These considerations hayegla significant role in management’s estimati@®fdequacy of the allowance for loan and leassek.

Accounting for the FDIC Indemnification Asset and Acquired Loans

Southern National acquired loan portfolios throitghacquisitions of Greater Atlantic Bank in 20@9,acquisition of HarVest Bank of Maryland in 2052d its
acquisition of Prince George’s Federal Savings Bar014. The single family residential loans doegiin the Greater Atlantic Bank transaction &fired to as
covered loans because of loss protection provigetid FDIC pursuant to a loss sharing agreemditite loss sharing agreement related to non-singhdyfaesidential
loans expired in December 2014. The loans acquiréite HarVest and Prince George’s transactionsareovered by an FDIC loss sharing agreement.

The accounting for the covered loans requires SontRinancial to estimate the timing and amourntash flows to be collected from these loans atiaitgn, and to
periodically update our estimates of the cash flewjgected to be collected over the life of the cegidoans. Similarly, the accounting for the FDidémnification asst
requires us to estimate the timing and amount sifi f@ws to be received from the FDIC in reimburseirfor losses and expenses related to the col@aad; these
estimates are directly related to estimates of dasls to be received from the covered loans. Tstereted cash flows from the FDIC indemnificatiaset are sensitive
to changes in the same assumptions that impactepeash flows on covered loans. If the amofiekpected cash flows to be recovered from the FE}iénges, the
difference between the carrying amount of the FDd&mnification asset and the revised recoverableuant is accreted or amortized over the remairgng tof the
FDIC agreement. These estimates are considetsl ¢atical accounting estimates because they wevsignificant judgment and assumptions as to theust and
timing of cash flows to be collected.

Acquired loans are placed into homogenous poasatisition. At acquisition, the fair value of theols of credit impaired loans was measured basdteexpected
cash flows to be derived from each pool. The diffiee between total contractual payments due anchsteflows expected to be received at acquisitias recognized
as non-accretable difference. The excess of exgppeeteh flows over the recorded fair value of eamdl pt the acquisition is referred to as the aetietyield and is
being recognized as interest income over the fiflgach pool. Acquired loans with no discount atttéble, at least in part, to credit quality, pemfiorg loans, are
accounted for on a contractual basis.

We monitor loan pool activity and performance asa¢@nditions or expectations change we update>qeated cash flows from the pools to determine twdreany
material changes have occurred in expected casis float would be indicative of impairment or ned@eass reclassification between non-accretable difiee and
accretable yield. Initial and ongoing cash flow exations incorporate significant assumptions mdiggrprepayment rates, the timing of resolutiofoahs, frequency ¢
default, delinquency and loss severity, which igatelent on estimates of underlying collateral \alue
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Prepayment, delinquency and default curves uséatécast pool cash flows are derived from the histb performance of the loan pools. Changesénassumptions
that impact forecasted cash flows could resultpo®ntially material change to the amount of th@xance for loan losses or the rate of accretiorthese loans.

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

Management evaluates securities for other-than-eeanp impairment (“OTTI") on at least a quarterlgdis, and more frequently when economic or marnketlitions
warrant such an evaluation. For securities inramealized loss position, management considersxtentand duration of the unrealized loss, andittencial condition
and near-term prospects of the issuer. Manageatamtissesses whether it intends to sell, omnitoiee likely than not that it will be required tdlsa security in an
unrealized loss position before recovery of its eiimed cost basis. If either of the criteria regagdntent or requirement to sell is met, the entlifference between
amortized cost and fair value is recognized as impnt through earnings. For debt securities doatot meet the aforementioned criteria, the amofimhpairment is
split into two components as follows: 1) OTTI reldto credit loss, which must be recognized intcieme statement and 2) OTTI related to other factohich is
recognized in other comprehensive income. Theitdess is defined as the difference between tlesgmt value of the cash flows expected to be deltleand the
amortized cost basis. For equity securities, thieeeamount of impairment is recognized throughmeeys.

In order to determine OTTI for purchased benefititdrests that, on the purchase date, were nbtyhigted, Southern National compares the pressoevof the
remaining cash flows as estimated at the preceglinfpation date to the current expected remairast) flows. OTTI is deemed to have occurred ifehes been an
adverse change in the remaining expected futute ftass.

Goodwill Impairment Assessment

Goodwill is evaluated for impairment on an annuagib or more frequently if events or circumstangagant. Goodwill is primarily related to the 208équisition of 1
stService Bank. The acquisition of PGFSB in 2014eased goodwill by $1.4 million. Our annual asses# timing is during the third calendar quarter.For the
2014 assessment, we performed a qualitative aseassondetermine if it was more likely than nottttree fair value of our single reporting unit issethan its carrying
amount. We concluded that the fair value of ouglgimeporting unit exceeded its carrying amount: Qualitative assessment considered many factohsdimg, but not
limited to, our actual and projected operating periance and profitability, as well as consideratbnecent bank merger and acquisition transactietrics. No
impairment was indicated in 2014 or 2013.

Other Real Estate Owned (OREO)

Assets acquired through, or in lieu of, loan foosare are held for sale and are initially recordethe fair value of the collateral at the datéooéclosure based on
estimates, including some obtained from third partiess estimated costs to sell, establishingvecnst basis. Subsequent to foreclosure, valuatioageriodically
performed by management, and the assets are catriled lower of cost or fair value, less estimatests to sell. Significant property improvemenit tenhance the
salability of the property are capitalized to tlxéeat that the carrying value does not exceed estidhrealizable value. Legal fees, maintenanceotiret direct costs of
foreclosed properties are expensed as incurred.
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Due to the judgment involved in estimating fairuabf the properties, accounting for OREO is regdras a critical accounting policy. Estimates dfi#af OREO
properties at the date of foreclosure are typidadlged on real estate appraisals performed by émdiemt appraisers. These values are generallyagda appraisals
become available.

Valuation of Deferred Tax Asset

The provision for income taxes reflects the taxeef§ of the transactions reported in the finarstetements, including taxes currently due as veetlheanges in deferred
taxes. Deferred tax assets and liabilities reptesgimates of the future tax return consequentesorary differences between carrying amountstar bases of
assets and liabilities. Deferred tax assets adities are computed by using currently enactedine tax rates and applying those rates to thedsein which the
deferred tax assets or liabilities are expectdubtoealized or settled. As changes in tax lawsi@s are enacted, deferred tax assets and leb#ite adjusted through
the provision for income taxes. As of DecemberZ8l4 and 2013, management concluded that it is tikalg than not that Southern National will genteraufficient
taxable income to fully utilize our deferred taseis.

OVERVIEW

Southern National Bancorp of Virginia, Inc. (“Soeth National” or “SNBV")is a corporation formed on July 28, 2004 underdhes of the Commonwealth of Virgir
and is the holding company for Sonabank (“SonabgakVirginia state chartered bank which commencedatjmss on April 14, 2005. Sonabank provides ayeao
financial services to individuals and small and medsized businesses. Sonabank has fifteen branohésginia, located in Fairfax County (Reston, Mgan an
Fairfax), in Charlottesville, Warrenton (2), Middlerg, Leesburg (2), South Riding, Front Royal, Ne\arket, Haymarket, Richmond and Clifton Forge, amiae
branches in Maryland, in Rockville, Shady Grover@antown, Frederick, Bethesda, Upper Marlboro, Byavine, Owings and Huntingtown.

While we offer a wide range of commercial bankssgvices, we focus on making loans secured priynhyilcommercial real estate and other types ofreelcand
unsecured commercial loans to small and mediundgizsinesses in a number of industries, as wétlaass to individuals for a variety of purposes. #ve a leading
Small Business Administration (SBA) lender amonggifiia community banks. We also invest in real testalated securities, including collateralized tgage
obligations and agency mortgage backed secur@iiesprincipal sources of funds for loans and inwegsin securities are deposits and, to a lessengxborrowings. We
offer a broad range of deposit products, includihgcking (NOW), savings, money market accountscaniificates of deposit. We actively pursue busimetationships
by utilizing the business contacts of our senionageement, other bank officers and our directoesethy capitalizing on our knowledge of our locakked areas .

We completed the acquisition of the HarVest Banklafyland on April 27, 2012, the Midlothian BranichRichmond, Virginia on October 1, 2011 and thguasition
and assumption of certain assets and liabilitieSrefater Atlantic Bank from the FDIC on Decembe2@09. As part of the Greater Atlantic acquisitithe Bank and
the FDIC entered into a loss sharing agreement‘lpsse sharing agreement”) on approximately $148ikion (cost basis) of Greater Atlantic Bank’s eiss The Bank
will share in the losses on the loans and foreddsan collateral with the FDIC as specified in thgs sharing agreement; we refer to these asskdstively as
“covered assets
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The merger with Prince George’s Federal SavingkBBGFSB) was completed on August 1, 2014. SoutNetional acquired PGFSB in a cash and stock tchiosa
PGFSB was founded in 1931 and is headquarteregpetMarlboro, which is the County Seat of Prin@ofge’s County, Maryland. Prince George’s FSB bas f
offices, all of which are in Maryland, includingraain office in Upper Marlboro and three brancha#§ in Dunkirk, Brandywine and Huntingtown. Pririgeorges FSB
has an excellent core deposit base reflectingiitsre in the communities it serves, and its lendictgyities have historically been focused on restéhl mortgages.

RESULTS OF OPERATIONS
Net Income

Net income for the year ended December 31, 2014pKa&smillion, compared to $6.3 million for the yemded December 31, 2013. An increase in neteisténcome
and an increase in noninterest income in 2014 apaced to 2013 were partially offset by an incréas®ninterest expense.

Net income for the year ended December 31, 2013p@asmillion, down from $6.6 million for the yeanded December 31, 2012, due primarily to the baigarchase
gain on the acquisition of HarVest Bank in 201&ptovement in noninterest expense and a reductitimei provision for loan losses in 2013 as compsy&d12 were
partially offset by a decrease in net interest ineo

Net Interest Income

Our operating results depend primarily on our n&grest income, which is the difference betweeeré@st and dividend income on interest-earning asseth as loans
and investments, and interest expense on inteesstry liabilities such as deposits and borrowings.

The brutal competition we had seen for loans, paldily at the beginning of 2013, diminished in 20Average loans during 2014 were $608.6 milliompared t
$516.9 million in the prior year. The growth reedltfrom the factors noted above. The net interesgim was 4.60% in 2014, down from 4.75% in 20113e @ecline i
the net interest margin was partially attributablen increase in the residential loan portfolsuténg from the PGFSB acquisition and the portf@urchases from ST
during the year. Net interest income was $33.4ionilluring the year ended December 31, 2014, cozdpar$30.4 million during the prior year.

The Greater Atlantic Bank (GAB) loan discount atiorecontributed $2.0 million to net interest incemuring 2014, compared to $1.7 million during 20I3e loan
discount accretion on the HarVest Bank portfoliatcibuted $920 thousand during 2014, compared 18 $illion during 2013. The discount accretion ba PGFSB
portfolio was $229 thousand in 2014. Before takimgdiscount accretion related to the three adipiisi into account, the net interest margin wowddenbeen 4.17% in
2014 and 4.20% in 2013.

Net interest income was $30.4 million during tharyended December 31, 2013, compared to $31.omiluring the prior year. Average loans during 2@&8e $516.
million compared to $526.4 million last year. Thet mterest margin was 4.75% in 2013, down fron®%1n 2012. The primary driver was a reductionhia &verage
yield on loans from 6.70% in 2012 to 6.24% in 2@%3ve had to respond to ferocious competition imnearketplace. The GAB loan discount accretion Goated $1.7
million to net interest income during 2013, compit@ $3.4 million during 2012. The loan discountration on the HarVest Bank portfolio contributed $million
during 2013, compared to $717 thousand during 2B&fore taking the discount accretion related ®@AB and HarVest acquisitions into account, thieimerest
margin would have been 4.20% in 2013 and 4.52901r22The yield on securities decreased 28 basiggaind the cost of interest bearing depositsrdstby 27 basi
points year on year.
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The following tables detail average balances @fregt-earning assets and interest-bearing lias)ithe amount of interest earned/paid on suclsaassd liabilities, and
the yield/rate for the periods indicated:

Assets

Interes-earning asset:

Loans, net of deferred fees (1)
Investment securitie

Other earning asse

Total earning assets
Allowance for loan losse
Intangible assel

Other non-earning assets
Total assets

Liabilities and stockholders’
equity

Interes-bearing liabilities:

NOW account:

Money market accoun

Savings accouni

Time deposit:

Total interest-bearing deposits

Borrowings

Total interest-bearing liabilities

Noninteres-bearing liabilities
Demand deposii
Other liabilities

Total liabilites

Stockholder’ equity

Total liabilities and stockholders’

equity
Net interest incom

Interest rate spree
Net interest margil

Average Balance Sheets and Net Interest
Analysis For the Years
Ended December 31, 2014, 2013 and 2012

2014 2013 2012
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)
$608,60: $ 34,61 56¢% $ 516,927 $ 32,26¢ 6.24% $ 526,37 $ 35,24¢ 6.7(%
90,13: 2,62¢ 2.92% 83,92( 2,27: 2.71% 65,33¢ 1,95¢ 2.9%
28,48¢ 852 2.9% 39,93¢ 57t 1.44% 19,50« 35¢ 1.82%
727,22: 38,09: 5.24% 640,78! 35,11¢ 5.4¢% 611,21 37,56 6.15%
(7,422) (7,62) (7,179
11,45: 10,21 10,83¢
66,157 61,397 60,60
$ 797,40¢ $ 704,77 $ 67547
$ 23,57¢ 26 011% $ 23,72 58 0.24% $ 19,431 6C 0.31%
130,47: 36¢ 0.28% 147,31¢ 50¢ 0.34% 161,04¢ 1,202 0.7%%
29,03« 17¢ 0.62% 12,32¢ 72 0.5%% 8,14: 48 0.5%
376,39! 3,40z 0.9(% 319,49! 3,41z 1.07% 283,50° 3,72¢ 1.31%
559,47¢ 3,97¢ 0.71% 502,86( 4,047 0.8(% 472,13! 5,03¢ 1.0%%
62,81( 697 1.11% 46,32: 621 1.3%% 52,42; 79z 1.51%
622,28t 4,67: 0.7%% 549,18 4,66¢ 0.85% 524,55¢ 5,82¢ 1.11%
59,20¢ 44,98¢ 42,24¢
5,15¢ 5,352 6,051
686,64¢ 599,52: 572,85!
110,75¢ 105,24¢ 102,62(
$ 797,40t $ 704,77 $ 675,47
$ 33,41¢ $  30,44¢ $ 31,73
4.4%% 4.62% 5.0%%
4.6(% 4.7%% 5.1%

(1) Includes loan fees in both interest income e calculation of the yield on loans.
(2) Calculations include non-accruing loans ierage loan amounts outstanding.
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The following table summarizes changes in net @geincome attributable to changes in the volumetefest-bearing assets and liabilities compawezhnges in
interest rates. The change in interest, due to ke and volume, has been proportionately akathetween rate and volume.

Year Ended December 31, 2014 vs. 20 Year Ended December 31, 2013 vs. 20
Increase (Decrease Increase (Decrease
Due to Change in: Due to Change in:
Net Net
\olume Rate Change Volume Rate Change

(in thousands
Interest-earning assets

Loans, net of deferred fe $ 4,701 $ (2,359 $ 2,34; $ (627 $ (2,359 $ (2,977)
Investment securitie 17t 181 35€ 47€ (260) 31¢€
Other earning asse (100) 377 277 273 (57) 21€
Total interest-earning asset: 4,77¢ (1,807 2,97t 12€ (2,577) (2,445
Interest-bearing liabilities:

NOW accountt (D] 31 32 (89) 86 2
Money market accoun (54) (82 (13€) (95 (602) (697)
Savings account 10z 4 107 25 - 25
Time deposit: (73) 63 (10) 65¢ (973) (314
Total interest-bearing deposits (25) (46) (71 501 (1,489 (98¢)
Borrowings 147 (71) 76 (87) (85) (172)
Total interest-bearing liabilities 122 (117 5 414 (1,579 (1,160
Change in net interest income $ 4,65/ $ (1,689 $ 2,97(C $ (28¢) $ (997) $ (1,285

Provision for Loan Losses

The provision for loan losses is a current chaogeatrnings made in order to increase the allowfordean losses to a level for inherent probabssés in the loan
portfolio based on an evaluation of the loan pdidf@urrent economic conditions, changes in theimaand volume of lending, historical loan expeceand other
known internal and external factors affecting loatiectability. Our loan loss allowance is cal¢athby segmenting the loan portfolio by loan typd applying risk
factors to each segment. The risk factors aremi@ted by considering historical loss data, pe¢adas well as applying management’s judgment.

The provision for loan losses charged to operationthe years ended December 31, 2014, 2013 ab? ®8s $3.4 million, $3.6 million, and $6.2 million
respectively. We had charge-offs totaling $3.3iarilduring 2014, $4.1 million during 2013, and &énillion during 2012. There were recoveries tiog$174
thousand during 2014, $503 thousand during 2013@0& thousand during 2012. In addition to a dedlinnet charge-offs, we have also witnessed aftignt decline
in non-accrual loans.

The Financial Condition Section of ManagemsriDiscussion and Analysis provides information am lean portfolio, past due loans, nonperformingess and tr
allowance for loan losses.
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Noninterest Income

The following table presents the major categorfesominterest income for the years ended Decembg?@®14, 2013 and 2012 (in thousands):

2014 2013 Change
Account maintenance and deposit service fe $ 826 $ 79¢ 33
Income from bank-owned life insurance 617 592 25
Equity income from mortgage affiliate 55¢ - 55¢
Net impairment losses recognized in earning (41) (©)] (39)
Gain on sale of securities available for sal - 142 (142
Gain on other assett 20z 13 18¢
Other 20z 21€ (14)
Total noninterest income $ 2,36¢ % 1,75: 611

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 (©)] (719 714
Gain on sale of securities available for sal 14z 274 (132
Gain on other asset: 13 14 @
Other 21€ 254 (38)
Total noninterest income $ 1,75 $ 5,59¢ (3,847)

Noninterest income increased to $2.4 million in2&bm $1.8 million in 2013. In addition to incorfrem the STM investment in the amount of $558 tlamas we sol
part of our investment in CapitalSouth PartnersdAlin a Small Business Investment Company, foae @f $202 thousand.

During 2013 noninterest income declined to $1.8iomilfrom $5.6 million in 2012. The decrease réstilfrom the bargain purchase gain in 2012 of $@lBon from
the HarVest transaction. In addition, there werepthan temporary impairment (OTTI) charges of B#iousand in trust preferred securities during22€dmpared 1
$3 thousand in OTTI charges during 2013. Also, my2012 the bank sold the guaranteed portions &f IBBns and realized a $657 thousand gain. Incaora banl
owned life insurance (“BOLI") contributed $592 trsand during 2013, compared to $797 thousand d@fdg which included a death benefit.
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Noninterest Expense

The following table presents the major categorfasominterest expense for the years ended Dece&ih&014, 2013 and 2012 (in thousands):

2014 2013 Change

Salaries and benefits $ 10,22 $ 9,06 $ 1,162
Occupancy expense 3,16t 3,06: 10z
Furniture and equipment expense: 787 724 63
Amortization of core deposit intangible 22C 467 (247
Virginia franchise tax expense 45E 471 (16)
FDIC assessmen 56¢ 82¢ (259
Data processing expens 56¢ 562 7
Telephone and communication expens 751 684 67
Change in FDIC indemnification asse 1,23( 482 747
Net gain on other real estate owne (433 (18¢€ (24£
Merger expense 487 35 452
Other operating expense: 3,07¢ 3,10¢ (29)

Total noninterest expens: $ 21,10 $ 19,29: $ 1,80¢

2013 2012 Change

Salaries and benefite $ 9,06: $ 7,99 % 1,07(C
Occupancy expense 3,062 2,77¢ 28t
Furniture and equipment expense: 724 621 10z
Amortization of core deposit intangible 467 89:< (42€)
Virginia franchise tax expense 471 582 (111
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 (169)
Net (gain) loss on other real estate owne (189 2,63 (2,820
Merger expense 35 36C (325)
Other operating expense: 3,10¢ 3,131 (32)

Total noninterest expens: $ 19,29: $ 21,44¢  $ (2,159

Noninterest expense was $21.1 million in 2014 caegbéo $19.3 million in 2013. Merger expenses vit87 thousand during 2014, compared to $35 thouisa?@il3.
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The net gain on other real estate owned (OREODi 2vas $433 thousand compared to a gain on OREXD&H thousand in 2013. The gain in 2014 resultedapily
from the sale of eight OREO properties at a gaifilol million, the sale of three properties atsslof $226 thousand, and impairment of $400 thalisartwo
properties. During 2013, we sold five properfiesn OREO resulting in gains of $1.3 million. Weld four other properties resulting in losses d&%housand. We
also recognized impairment in the value of fourpamies in the amount of $550 thousand.

As a result of the cash flow analysis of the a@piGAB loans and the related FDIC indemnificatiesed in the second quarter of 2014, the amortiz&ipense of the
indemnification asset increased from $483 thousa®13, to $1.2 million in 2014.

Noninterest expense was $19.3 million in 2013 cargbéo $21.4 million in 2012. During 2013, we sbidc properties from other real estate owned (OREE)lting in
gains of $1.3 million. We sold four other propestresulting in losses of $588 thousand. We alsogmeized impairment in the value of four propertiethe amount of
$550 thousand. During 2012, we recognized net oss®REO totaling $2.6 million.

Occupancy and furniture and equipment expenses $88emillion during 2013, compared to $3.4 millidaring 2012. Of this increase, $413 thousand reddfom
operating five additional branches, four from ther¥est acquisition and one denovo. In additiolgrsss and benefits expense has increased $1.ibmlring 2013,
compared to 2012 due to the HarVest acquisitioncahelr additional personnel. Audit and accounfe®s have decreased from $822 thousand during 20441
thousand during 2013. These fees were abnormigityih 2012 because of the restatement of 201®a08 financial statements. This decrease was [hanifset by
increases in foreclosure related expenses.

FINANCIAL CONDITION

Total assets were $916.6 million as of DecembeR814, compared to $716.2 million as of Decembe2813. Total loans increased from $546.1 milliotha end of
December 2013 to $703.5 million at December 3142@0& December 31, 2014, the loan portfolio incld@59.5 million of loans acquired from PGFSB.

Non-covered Loans

Loans that are not covered by the FDIC loss shargrgement are referred to as “non-covered lodmatdl non-covered loans, net of deferred fees, drem $494.4
million at the end of 2013 to $665.0 million at #ed of 2014. Non-covered commercial real estatrdpowner-occupied and non-owner-occupied inccefiom
$256.2 million at the end of 2013 to $337.1 millipartially as a result of the transfer of the cedeGAB balances into the non-covered balancesnbué importantly
from very strong originations during the year.

Non-covered residential 1-4 family loans nearly dodbilecreasing from $66.5 million at December 31,261 $123.2 million at the end of 2014 as a restthe
PGFSB acquisition and loans purchased from STM.

Our commercial real estate lending program inclum#h loans closed under the Small Business Adinattisn (“SBA”) 7(a) and 504 loan programs andisalosed
outside of the SBA programs that serve both thestor and owner-occupied facility market. The 58ahlprogram is used to finance long-term fixed tasgeimarily
real estate and heavy equipment and gives borraaeeess to up to 90% financing for a project. SB#) loans may be used for the purchase of reafegstonstructiot
renovation or leasehold improvements, as well ashinary, equipment, furniture, fixtures, inventenyd in some instances, working capital and debtae€ing. The
SBA guarantees up to 85% of the loan balance if7 tapprogram, and stamp businesses are eligible to participate in tleg@m. During 2014 we closed loans tota
$8.9 million through the SBA's 7(a) program andZ8iillion under the SBA’s 504 program. During 2048 closed loans totaling $24.3 million through 8®A's 7(a)
program and $1.1 million under the SBA’s 504 progra
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Covered Loans
We refer to the loans acquired in the Greater Aitaarcquisition as “covered loans” as we will bemieursed by the FDIC for a substantial portion f éuture losses on
them under the terms of the loss sharing agreembatindemnification against losses in the comnaépmrtfolio on the GAB portfolio ended in Decemi2814. The
FDIC indemnification on the GAB residential mortgagand the GAB HELOCS continues for another fivarye

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

Total Total Total
2014 2014 2013 2013 2012 2012
Covered  Non-coverec Amount Percent Covered Non-coverec  Amount Percent Covered  Non-coverec  Amount  Percent
Mortgage loans on real estate
Commercial real estate-
owner-occupied $ - $ 136597 $ 136,59 19.% $ 1,60 $ 106,22' $107,82¢ 15% $ 4,14: $ 93,28t $ 97,43 17.&%
Commercial real estate-
non-owner-occupied - 200,51° 200,51° 28.4% 5,82¢ 150,00¢ 155,83" 22.1% 10,24¢ 130,15: 140,39¢ 25.6%
Secured by farmland - 61z 61z 0.1% 10C 50¢ 60¢ 0.1% - 1,47¢ 1,47¢ 0.2%
Construction and land
development - 57,93¢ 57,93¢ 8.2% 1 39,06¢ 39,06¢ 5.5% 1,261 44,94¢ 46,207 8.4%
Residential -4 family 14,837 123,23: 138,07( 19.6% 16,63: 66,48: 83,11: 11.8% 21,00¢ 61,31¢ 82,32« 15.(%
Multi - family residential - 21,83: 21,83: 3.1% 58t 21,49¢ 22,08: 3.1% 614 18,77¢ 19,38¢ 3.5%
Home equity lines of credit 23,65¢ 9,751 33,40¢ 4.7% 25,76¢ 6,431 32,20( 4.€% 31,29 9,17¢ 40,47( 7.4%
Total real estate loans 38,49t 550,48( 588,97! 83.5% 50,51¢ 390,21¢ 440,73t 62.5% 68,56 359,13t 427,69 78.1%
Commercial loans - 114,71. 114,71. 16.2% 1,097 104,28: 105,38: 14.%% 2,672 99,08: 101,75: 18.6%
Consumer loans - 1,564 1,564 0.2% 81 1,30¢ 1,38¢ 0.2% 88 1,62¢ 1,711 0.2%
Gross loans 38,49t 666,75¢ 705,25! 100.(% 51,69¢ 495,81( 547,50t 100.(% 71,32: 459,84( 531,16: 100.(%
Less deferred fee: 1 (1,782) (1,787 5 (1,459 (1,448 7 (1,017 (1,010
Loans, net of deferred fee: $ 38,49t $ 664,97t $ 703,47. $ 51,70. $ 494,35 $546,05¢ $ 71,328 $ 458,82 $530,15:
Total Total
2011 2011 201( 2010
Covered  Non-coverec Amount Percent Covered Non-coverec  Amount Percent

(in thousands’
(As Restated'
Mortgage loans on real estate
Commercial real estate-

owner-occupied $ 485 % 82,45( $ 87,30 16.% $ 5427 $ 81,487 $ 86,91« 17.€%
Commercial real estate-
non-owner-occupied 11,24: 117,05¢ 128,30: 24.2% 14,50: 76,06¢ 90,57( 18.%%
Secured by farmland - 1,50¢ 1,50¢ 0.2% - 3,62 3,622 0.7%
Construction and land
development 2,88 39,56¢ 42,44¢ 8.% 3,24¢ 39,48( 42,72¢ 8.7%
Residential -4 family 25,301 49,28¢ 74,59t 14.(% 28,73: 58,90( 87,63: 17.&%
Multi - family residential 62¢ 19,55: 20,18: 3.8% 62¢ 19,177 19,80¢ 4.(%
Home equity lines of credit 35,44 9,04( 44.,48: 8.4% 40,66 10,53 51,19« 10.4%
Total real estate loans 80,35¢ 318,46 398,81¢ 75.1% 93,20: 289,16t 382,36¢ 77.€%
Commercial loans 2,122 89,93¢ 92,06: 17.2% 2,447 76,64« 79,087 16.(%
Consumer loans 10€ 1,86¢ 1,97¢ 0.4% 142 2,01( 2,152 0.4%
Gross loans 82,58t¢ 410,26¢ 492,85t 100.(% 95,78t¢ 367,82( 463,60t 100.(%
Less deferred fee: - (1,08¢) (1,088.00) - (554) (554)
Loans, net of deferred fee: $ 82,58¢ $ 409,18( $ 491,76t $ 95,78t $ 367,26t  $463,05¢

Covered loan losses are reimbursed in accordartbettve FDIC loss sharing agreements. There areatmeements with the FDIC, one for single familyegssvhich is
10 year agreement expiring in December 2019, ardamon-single family (commercial) assets whicsva 5 year agreement that expired in December. 2814
shown in the table above, approximately 82% ofrémaining assets relate to single family assetshware covered under the 10 year agreement. OW€ FDI
indemnification asset, the estimate of the expeldsslamounts to be reimbursed by the FDIC hasramtucarrying value of $3.6 million and an estiethfair value of
$2.3 million reflecting an overstated FDIC indenation asset. This current overstatement, whicluissto improvements in the loss estimates initiglesfamily
covered loans, is being amortized down in accorelavith accounting rules over the life of the coati@d.0 years for single family covered assetsherlife of the loans,
whichever is shorter.

As of December 31, 2013, substantially all non-cesleand covered loans were to customers locat¥dgmia and Maryland. We are not dependent onsingle
customer or group of customers whose insolvencyldvioave a material adverse effect on our operations
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At December 31, 2014 we had $136.6 million in nomezed owner-occupied commercial real estate laarwe had $223.0 million in non-covered non-owner
occupied commercial real estate loans includingirfarmnily residential loans and loans secured bynfand.

The following table sets forth the contractual mig&guranges of the non-covered commercial and cangbn and land development loan portfolio anddheunt of
those loans with fixed and floating interest ratesach maturity range as of December 31, 201th@insands):

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 $ 17,84. 3% 789 $ 6,32: $ 22,81 % 3,071 $ 57,93¢
Commercia 41,34¢ 32,02: 12,34: 4,817 24,18t 114,71
Total $ 59,187 $ 39,91t % 18,66¢ $ 27,62t $ 27,25¢  $ 172,65

Past Due Loans and Nonperforming Assets

We will generally place a loan on nonaccrual stathen it becomes 90 days past due. Loans willlzésplaced on nonaccrual status in cases whereengmaertain
whether the borrower can satisfy the contractuah$eof the loan agreement. Cash payments receitide a loan is categorized as nonaccrual willémorded as a
reduction of principal as long as doubt existsoefsiture collections.

We maintain updated appraisals on loans secureddbestate, particularly those categorized as edopning loans and potential problem loans. btances where
appraisals reflect reduced collateral values, wkenzen evaluation of the borrower’s overall finahciandition to determine the need, if any, for plokesspecific
impairment or write-down to their net realizabldues. If foreclosure occurs, we record other esshte owned at the lower of our recorded investmnethe loan or fair
value less our estimated costs to sell.

Our loss and delinquency experience on our loatfgior has been limited by a number of factors)uding our underwriting standards and the relayivort period of

time since the loans were originated. Whethera@as and delinquency experience in the area oporfolio will increase significantly depends upihre value of the
real estate securing loans and economic factorsasithe overall economy of the region.
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The following table presents a comparison of noveced nonperforming assets as of December 31hdinsands):

2014 2013 2012 2011 2010
(As Restated)

Nonaccrual loans $ 565 $ 781 % 7,626 % 4541  $ 9,58¢
Loans past due 90 days and accruing intere - - - 32 -

Total nonperforming loans 5,652 7,81¢ 7,62¢ 4,57: 9,58¢
Other real estate ownec 13,05: 9,57¢ 13,20( 13,62( 3,907

Total nonperforming assets $ 18,700 $ 17,390 $ 20,82¢ % 18,190 $ 13,48¢
SBA guaranteed amounts included in nonaccrual loar $ 4,66¢ $ 1,85: $ 2607 $ 2,462 % 1,41(
Allowance for non-covered loan losses to nonperforming loar 130.8(% 90.0¢% 91.3% 137.6t% 58.41%
Allowance for non-covered loan losses to total n-covered
loans 1.11% 1.42% 1.52% 1.5% 1.52%
Nonperforming assets to total no-covered asset 2.1%% 2.6% 3.2(% 3.4% 2.7%%
Nonperforming assets excluding SBA guaranteed loar

to total nor-covered asset 1.6(% 2.35% 2.8(% 2.98% 2.46%
Nonperforming assets to total no-covered loans and OREC 2.7¢% 3.45% 4.41% 4.3(% 3.62%
Nonperforming assets excluding SBA guaranteed loar

to total nor-covered loans and OREC 2.07% 3.08% 3.8t% 3.7% 3.25%

Covered nonperforming assets are not includedanahle above because the carrying value inclugdesngonent for credit losses (the nonaccretabld)yie

During the year ending December 31, 2014, there werloans modified in troubled debt restructurin® TDRs defaulted during the year ending Decer8lie2014,
which had been modified in the previous 12 months.

During 2013, we refinanced 15 loans to one borrdetding $5.9 million secured by single family Trekidential properties with a loan in the amour®2 million
secured by a first deed of trust on the propegiesa loan in the amount of $663 thousand secyredskecond deed of trust on the properties whichaharged off as «
December 31, 2013. There is no commitment to &fditional funds to this borrower. During 2013, medified one commercial real estate owner-occujzad in a
troubled debt restructuring with an unpaid printipalance of $708 thousand which was restructuyeeucing the principal portion of the contractpahcipal and
interest payment without modifying the intereseraThere is no additional commitment to lend ie Horrower.

It is Sonabank’s practice to concurrently chardecollateral dependent loans at the time loan impent is recognized. Charge offs on loans indiailyuevaluated for
impairment totaled approximately $1.2 million dgi2013.

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

2014 2013 2012 2011 2010
Nonaccrual loans $ 85¢ $ 1,62: $ 3,56¢ $ 3,34 $ 2,04¢
Loans past due 90 days and accruing intere - - - 13€ 234
Total nonperforming loans 85¢ 1,62 3,56¢ 3,47¢ 2,282
Other real estate ownec - 2,218 63€ 63€ 67€
Total nonperforming assets $ 85¢ $ 383 $ 4,208 $ 4,112 $ 2,95¢

Allowance for Loan Losses

We are very focused on the asset quality of our fmztfolio, both before and after the loan is mawée have established underwriting standardsviedbelieve are
effective in maintaining high credit quality in ol@an portfolio. We have experienced loan officete take personal responsibility for the loang/thederwrite, a
standing credit committee that reviews each logiiegtion carefully, and a requirement that loaret fare 60% or more of our legal lending limit miostapproved by
three executive members of our standing credit citt@enand the full Board of Directors or two outsidirectors.
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Our allowance for loan losses is established thiaigrges to earnings in the form of a provisiaridan losses. Management evaluates the allonwaneast

quarterly. In addition, on a quarterly basis ooatul of directors reviews our loan portfolio, exaks credit quality, reviews the loan loss provisaad the allowance for
loan and lease losses and makes changes as megured. In evaluating the allowance, managemeditiae Board of Directors consider the growth, cosition and
industry diversification of the portfolio, histodtloan loss experience, current delinquency leartsall other known factors affecting loan colidzlity.

The allowance for loan losses represents managésresiimate of an amount appropriate to providgfobable incurred losses in the loan portfoliohie hormal cours
of business. This estimate is based on averagmiba losses within the various loan types trahpose our portfolio as well as an estimate offifect that other
known factors such as the economic environmentinvihr market area will have on net losses. Dutéauncertainty of risks in the loan portfolio, Wave established
an unallocated portion of the allowance which managnt believes is prudent and consistent with eggnf requirements. The allowance is also sulgectgulatory
examinations and determination by the regulatosnags as to the appropriate level of the allowance

Our loan review program is conducted by the ChiskRfficer and a third party consultant who reptirectly to the Audit Committee of the Board ofr&gtors. In
2014, loans with outstanding balances totaling ntleae 50% of the non-consumer and mesidential loan portfolio outstanding as of Decem®l, 2013 were review!
by the third party consultant, and another 30% @aage by internal loan review. In 2015 we plan teehthe third party consultant review loans withstamding balance
totaling at least 50% of the non-consumer and maidential loan portfolio outstanding as of Decen8ie 2014, and another 30% will be done by inteloen review.
The purpose of loan review is to validate manageimassessment of risk of the individual loanshia portfolio and to determine whether the loan agzroved,
underwritten and is being monitored in accordanitk the bank’s credit policy and regulatory guidandManagement'’s risk assessment of individualddakes into
consideration among other factors, the estimat&eevat the underlying collateral, the borrower'slipto repay, the borrower’s payment history andrent payment
status.
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The following table presents an analysis of thevedince for covered and non-covered loan lossehégperiods indicated (in thousands):

For the Year Ended
December 31, 201

For the Year Ended
December 31, 201

For the Year Ended
December 31, 201

For the Year Ended
December 31, 201

For the Year Ended
December 31, 201/

(As Restated)

Balance, beginning of perioc $ 7,09C $ 7,066 $ 6,298 $ 559¢ $ 5,17:
Provision charged to operations 3,44¢ 3,61¢ 6,19t 8,49 9,02t
Recoveries credited to allowanc 15C 464 782 19¢ 167
Total 10,68¢ 11,14¢ 13,272 14,29( 14,36«
Loans charged off:
Real estate- commercial 572 19¢ 1,331 1,16: 1,65(
Real estate- construction, land and
other 25C 65C 2,11¢ 46( 3,71¢
Real estate- residential 1-4 family 44¢ 77¢€ 1,071 2,341 2,03¢
Commercial 1,99¢ 2,28¢ 1,67¢ 3,97¢ 1,27¢
Consumer - 144 9 56 81
Total loans charged of 3,27( 4,05t 6,20¢€ 7,99¢ 8,76t
Balance, end of perioc $ 7414 $ 7,09C % 7,066 $ 6,298 % 5,59¢
Net charge-offs to average loans, ne
of unearned income 0.51% 0.6%% 1.02% 1.6% 1.86%

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

We believe that the allowance for loan losses aeDder 31, 2014 is sufficient to absorb probalderired credit losses in our loan portfolio base®onassessment of
all known factors affecting the collectability afiloan portfolio. Our assessment involves unaattaand judgment; therefore, the adequacy of tlvance for loan
losses cannot be determined with precision andlmeagubject to change in future periods. In addjtiank regulatory authorities, as part of theniqaic examination,
may require additional charges to the provisioridan losses in future periods if the results efrtheviews warrant additions to the allowanceléan losses.

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

Our securities portfolio is managed by our presi@er our treasurer, both of whom have signifiexmerience in this area, with the concurrence off@mset/Liability
Committee. In addition to our president (who isiohan of the Asset/Liability Committee) and ourdserer, this committee is comprised of two outsiidectors our
chief executive officer, our chief financial officeour chief risk officer and our controller. Ingegent management is performed in accordance witlineestment policy
which is approved annually by the Asset/Liabilitgr@mittee and the Board of Directors. Our investnpaiicy addresses our investment strategies, appprecess,
approved securities dealers and authorized invegtm@ur investment policy authorizes us to invest

e Government National Mortgage Association (GNMA)derml National Mortgage Association (FNMA) and thederal Home Loan Mortgage Corpora
(FHLMC) mortgag-backed securities (MB¢

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 comprised of mimmim of 80% bank collateral with an investmentdgraating or a minimum of 60% bank collateral wa
AAA rating at purchas

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

Mortgage-backed securities are securities that baea developed by pooling a number of real estattgages and which are principally issued by govent
sponsored entities (GSE'’s) such as the GNMA, FNMA BHLMC. These securities are deemed to havedrighit ratings, and minimum regular monthly castvg of
principal and interest are guaranteed by the igsagencies.

Unlike U.S. Treasury and U.S. government agencyr#ées, which have a lump sum payment at matunityrtgage-backed securities provide cash flows fregular
principal and interest payments and principal pyepents throughout the lives of the securities. Mage-backed securities which are purchased atnaiyorewill
generally suffer decreasing net yields as intewdst drop because homeowners tend to refinantertbetgages. Thus, the premium paid must be amexttover a
shorter period. Conversely, mortgdogeked securities purchased at a discount williolbigher net yields in a decreasing interest esdronment. As interest rates r
the opposite will generally be true. During a périd increasing interest rates, fixed rate mortglaaeked securities do not tend to experience hpeyfyayments of
principal, and consequently the average life oféhsecurities will be lengthened. If interestgddegin to fall, prepayments will increase.

Collateralized mortgage obligations (CMOs) are lsotiit are backed by pools of mortgages. The maoide GNMA, FNMA or FHLMC pools or they can bevatie-
label pools. The CMOs are designed so that thegaget collateral will generate a cash flow suffitienprovide for the timely repayment of the bortise mortgage
collateral pool can be structured to accommodatews desired bond repayment schedules, providedlile collateral cash flow is adequate to meetcaled bond
payments. This is accomplished by dividing the Isointb classes to which payments on the underlyinggage pools are allocated. The bond’s cash flomexample,
can be dedicated to one class of bondholdersiwmueg thereby increasing call protection to bondbadd In private-label CMOs, losses on underlyingtgages are
directed to the most junior of all classes and tioethe classes above in order of increasing sépievhich means that the senior classes have énorgglit protection to
be given the highest credit rating by the ratingragiges.

Obligations of states and political subdivisionsinicipal securities) are purchased with considenatif the current tax position of the Bank. Intst@/irginia)
municipal bonds will be favored when they presegitdy relative value than comparable out-of-stat@igipal bonds. Both taxable and texempt municipal bonds m
be purchased, but only after careful assessmeheaharket risk of the security. Appropriate ctedialuation must be performed prior to purchasmagicipal bonds.

Southern National's corporate bonds consist of gabaiust preferred securities issued by bankgtghand insurance companies. The collateral poioisese trust
preferred securities must be at least 80% bankwrifits, if the rating at the time of purchase i8/A- or better. If the rating is Aaa/AAA, the caléral pool must be at
least 60% banks or thrifts. These securities gdiydnave a long term (25 years or more), allowyeggdemption by the issuers, make periodic vaeafierest paymen
and mature at face value. Trust preferred seearéllow the deferral of interest payments foraifive years.

We classify our securities as either: “held-to-migytior “available-for-sale.” Debt securities th@&buthern National has the positive intent andtsthitd hold to maturity

are classified as held to maturity and carriechadréized cost. Securities classified as availabieséle are those debt and equity securities thgtbha sold in response to
changes in interest rates, liquidity needs or atirarlar 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 comprehemstome (loss) in
stockholders " equity. Securities totaling $94.1liomi were in the held to maturity portfolio at Denber 31, 2014, compared to $82.4 million at Deearih, 2013.
Securities totaling $2.3 million were in the avhl&for sale portfolio at December 31, 2014, coragdo $2.0 million at December 31, 2013.

As of December 31, 2014, we owned pooled trusiepred securities as follows (in thousands):

Previously
% of Curren Recognizec
Defaults an: Cumulative
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 A3 BBB $ 5466 $ 497F % 3,55% 16% $ 26€
MMCEF Il B Senior Sub A3 A- Bal cCc 32¢ 328 197 34% 5
5,79¢ 5,29¢ 3,74¢ $ 271
Cumulative Othe Cumulative
Comprehensivi ~ OTTI Related t
Other Than Temporarily Impaired: Loss (2) Credit Loss (2
TPREF FUNDING Il Mezzanine Al A- Caa3 C 1,50C 50¢ 48¢ 3%% 591 % 40(
TRAP 200™-XII C1 Mezzanine A3 A C C 2,17¢ 57 39t 26% 82¢ 1,29¢
TRAP 200™-XIll D Mezzanine NR A- NR C 2,03¢ - 32¢ 17% 7 2,032
MMC FUNDING XVIII  Mezzanine A3 A- Ca C 1,09t 27 29t 21% 377 691
ALESCO V C1 Mezzanine A2 A C C 2,15( 47t 57t 15% 1,01« 661
ALESCO XV C1 Mezzanine A3 A- C C 3,27¢ 31 8€ 33% 68¢ 2,55¢
ALESCO XVI C Mezzanine A3 A- c c 2,17¢ 121 562 15% 87¢ 1,18(
14,42( 1,22( 2,72¢ $ 438 % 8,81¢
Total $ 2021 $ 6,51t  $ 6,471

(1) Pre-tax, and represents unrealized lodsgaste of transfer from available-for-sale to hedematurity, net of accretion

(2) Pre-tax

Our largest pooled trust preferred security is ACEBVII A 1B, which was rated triple A at acquisiti@nd continues to have investment grade ratiraya ffitch an
Moody'’s, but not Standard & Posr’lt is a floating rate security priced quarteaty40 basis points over LIBOR. We own it at a doflece of 90. As of December {
2014, the yield was 0.95% which is attractive forimvestment grade floating rate security. It \seay positive contributor to our asset sensitivitlyich will stand us i

good stead if rates rise.

Each of these securities has been evaluated fenaltimpairment under accounting guidelines pénforming a detailed cash flow analysis of eactusty, Sonabar
works with independent third parties to identifye ttnost reflective estimate of the cash flow estadab be collected. If this estimate results inrespnt value «
expected cash flows that is less than the amortimetibasis of a security (that is, credit lossts)j an OTTI is considered to have occurred.dfdhs no credit loss, a
impairment is considered temporary.

We recognized OTTI charges of $41 thousand durbDiZompared to OTTI charges related to credithenttust preferred securities totaling $3 thousand $71

thousand for the years ended December 31, 2012@®| respectively.

Other securities in our investment portfolio aréalews:

e SARM 200522 1A2 in the amount of $599 thousand, a residectidateralized mortgage obligation that is novgmmen-sponsored
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e residential governme-sponsored mortga-backed securities in the amount of $22.9 millio assidential governme-sponsored collateralized mortg;

obligations totaling $3.6 millior

e callable agency securities in the amount of $45I0om.

e municipal bonds in the amount of $17.8 million wétltaxable equivalent yield of 3.18% and ratingfoliews:

Rating
Service

Moody's
Moody's
Moody's
Moody's
Standard & Poc's
Standard & Poc's
Standard & Poc's
Standard & Poc's

Amount

Rating (in thousands
Aaa $ 50¢E
Aa2 3,62¢
Aa3 717
Al 1,17:¢
AAA 3,125
AA+ 58C
AA 7,48
AA- 602

$ 17,81¢

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

The following table sets forth the amortized cosl astimated fair value of our investment secugiltig contractual maturity at December 31, 2014pefeted maturities
may differ from contractual maturities because twers may have the right to call or prepay oblmyzgiwith or without call or prepayment penaltiestfiousands).
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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 $ 2,298 $ 2,28t 2.69%
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: $ 1,118 $ 1,21¢ 5.44%
Due after ten years 21,78: 22,38: 2.61%
Total residential governmen-sponsored mortgag-backed securities 22,897 23,597 2.8(%
Residential governmen-sponsored collateralized mortgage obligation
Due after ten years 3,564 3,511 1.7¢%
Other residential collateralized mortgage obligatios
Due after ten years 59¢ 59¢ 2.472%
Total collateralized mortgage obligations 4,16 4,11( 1.85%
Government-sponsored agency securitie
Due after five years through ten year: 4,99¢ 4,85¢ 2.65%
Due after ten years 39,95 39,56¢ 3.17%
44,94¢ 44,42: 3.11%
Obligations of states and political subdivision:
Due after five years through ten year: 7,67¢ 7,69¢ 2.01%
Due after ten years 7,85: 7,79 2.4%
15,53 15,49 2.2%
Trust preferred securities
Due after ten years 6,51¢ 6,471 0.96%
$ 94,05¢ $ 94,09! 2.6%

Deposits and Other Borrowings

The market for deposits is competitive. We offdina of traditional deposit products that currentiglude non-interest-bearing and interest-beactmecking (or NOW
accounts), commercial checking, money market adspsavings accounts and certificates of depositcdmpete for deposits through our banking branealits
competitive pricing, advertising and online bankidée use deposits as a principal source of funftingur lending, purchasing of investment secwsited for other
business purposes.

Total deposits increased to $742.4 million at Deven81, 2014 from $540.4 million as of December2M3 largely as a result of the Prince GeorgeB &&juisition.
Notably, nor-interest bearing demand deposits increased frgeapend 2013 level of $44.6 million to $69.6 million @sDecember 31, 2014. Similarly, savings acc
balances increased from $17.0 million to $44.2iamlland money market account balances increaesed$430.9 million to $137.3 million over the saneipd. As of
December 31, 2014, we had brokered certificate®pbsit in the amount of $77.0 million and brokemezhey market deposits of $10.2 million. At Decemik 2013,
we had brokered certificates of deposit in the amhofi$30.0 million, and we had brokered money readeposits of $10.2 million.
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The following table sets forth the average balaame average rate paid on each of the deposit a@edor the years ended December 31, 2014, 204 2@h2:

2014 2013 2012
Average Average Average Average Average Average
Balance Rate Balance Rate Balance Rate
(in thousands)
Noninteres-bearing deposit $ 59,20t $ 44,98¢ $ 42,24«
Interes-bearing deposit:
Savings account 29,03¢ 0.62% 12,32 0.5%% 8,14: 0.5%
Money market accoun 130,47 0.2&8% 147,31¢ 0.3%% 161,04 0.75%
NOW account 23,574 0.11% 23,72¢ 0.2%% 19,437 0.31%
Time deposits 376,39! 0.9(0p 319,49! 1.0794 283,50° 1.3705
Total interes-bearing deposit 559,47t 0.710p 502,86( 0.8(0p 472,13! 1.070
Total deposit: $ 618,68: $ 547,84¢ $ 514,37¢

The variety of deposit accounts we offered hasnadbbus to be competitive in obtaining funds ancesponding to the threat of disintermediation ftbe of funds awa
from depository institutions such as banking initins into direct investment vehicles such as gawent and corporate securities). Our ability toeat and maintain
deposits, and the effect of such retention on ost of funds, has been, and will continue to bgnificantly affected by the general economy andketrates of interest.

We use borrowed funds to support our liquidity reeedd to temporarily satisfy our funding needs finareased loan demand and for other shorter temposes. One
source of these borrowed funds is securities sotttuagreements to repurchase, which are reflettée: amount of cash received in connection \highttansactions,
and may require additional collateral based orfdfrevalue of the underlying securities pledged. ¥vgage in these transactions with retail custoruedswith
established third parties, primarily large secesitbrokerage firms. We also are a member of theB-&hd are authorized to obtain advances from thieBFirfbm time tc
time to as needed. The FHLB has a credit prograrmémbers with different maturities and interes¢sawhich may be fixed or variable. We are reqlice
collateralize our borrowings from the FHLB with deiflLB stock and other collateral acceptable toRR&B. At December 31, 2014 and 2013, total FHLBrbatings
were $40.3 million and $50.3 million, respectivest.December 31, 2014, we had $143.0 million ofsediand available FHLB lines of credit. For addi@ibdetail
regarding borrowed funds, refer to “ltem 8 —. FiciahStatements and Supplementary Data”, Footribtesd 10.

Interest Rate Sensitivity and Market Risk

We are engaged primarily in the business of inmgsiinds obtained from deposits and borrowings imtrest-earning loans and investments. Consélgyenr
earnings depend to a significant extent on ouimetest income, which is the difference betweenititerest income on loans and other investmertdhaninterest
expense on deposits and borrowing. To the extetour interest-bearing liabilities do not reprizemature at the same time as our interest-eaasagts, we are
subject to interest rate risk and correspondingttiations in net interest income. We have empl@s=et/liability management policies that seek amage our interest
income, without having to incur unacceptable lewélsredit or investment risk.
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We use a duration gap of equity approach to maoagéterest rate risk, and we review quarterlgiiast sensitivity reports prepared for us by FTiaRtial using the
Sendero ALM Analysis System. This approach usesdel which generates estimates of the changerieaanomic value of equity (EVE) over a range ¢éiiast rate
scenarios. EVE is the present value of expectsl ftaws from assets, liabilities and off-balanbeet contracts using standard industry assumpéibost estimated
loan prepayment rates, reinvestment rates and dejgasy rates.

During the fourth quarter of 2012, we convertedricenhanced model with FTN Financial that useslddtdata on loans and deposits that is extradredtty from the
loan and deposit applications and requires morailddtassumptions about interest rates on new \@surithe new model also accommodates the analyii®cs,
ceilings, etc. on a loan-by-loan basis. The grdates| of input detail provides more meaningfyboets compared to the summarized input data preiyaised.

The following tables are based on an analysis pegplay FTN Financial setting forth an analysis of mterest rate risk as measured by the estindtadge in EVE
resulting from instantaneous and sustained parsiéts in the yield curve (plus 400 basis pointsninus 200 basis points, measured in 100 basig pairements) as of
December 31, 2014 and as of December 31, 2013lhakdanges are within our ALM Policy guidelineBhe effect of the PGFSB merger was less negatae th
anticipated. The impact from the fixed rate moggéoans acquired was offset by the lengtheningedfficate of deposit maturities. Overall the ation of deposits
increased and the duration of loans decreased.

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

Economic Value o

Change ir Economic Value of Equit Equity asa % o
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 $ 114,75¢  $ (22,80¢) -16.5¢% 12.52% 100.6%%
Up 300 118,93t (18,629 -13.5%% 12.98% 104.31%
Up 200 123,72- (13,83¢) -10.06% 13.5(% 108.5%%
Up 100 129,92¢ (7,63¢) -5.55% 14.1% 113.9%
Base 137,56: - 0.0(% 15.01% 120.6%
Down 100 129,92 (7,635 -5.58% 14.17% 113.9%
Down 200 123,01¢ (14,549 -10.5%% 13.42% 107.9%
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Sensitivity of Economic Value of Equi
As of December 31, 201

Economic Value o

Change ir Economic Value of Equit Equity as a % o

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% 98.03%

Up 300 106,94° (12,907 -10.7% 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% 107.82%

Our interest rate sensitivity is also monitorechignagement through the use of a model run by Fhir€ial that generates estimates of the chandgeinet interest
income over a range of interest rate scenariog.im&rest income depends upon the relative amafritderest-earning assets and interest-bearagities and the
interest rates earned or paid on them. In thiandgghe model assumes that the composition ofnterest sensitive assets and liabilities exisih®ecember 31, 2014
and December 31, 2013 remains constant over theddeeing measured and also assumes that a part@hdnge in interest rates is reflected uniforatsoss the yield
curve regardless of the duration to maturity oricépg of specific assets and liabilities. All clgas are within our ALM Policy guidelines. The effef the PGFSB
merger was less negative than anticipated as pralyionentioned in the discussion of EVE.
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Change in
Interest Rate

Sensitivity of Net Interest Incorr
As of December 31, 201

Adjusted Net Interest Incon

Net Interest Margit

in Basis Point: $ Change % Change
(Rate Shock Amount From Base Percen From Base
(Dollar amounts in thousand
Up 400 38,72( % 7,117 4.4¢% 0.81%
Up 300 36,65¢ 5,05¢ 4.2%% 0.5¢%
Up 200 34,65¢ 3,05: 4.0(% 0.3%%
Up 100 32,91t 1,312 3.8(% 0.15%
Base 31,60: - 3.65% 0.0(%
Down 100 31,50: (202) 3.6&% -0.01%
Down 200 31,22¢ (375) 3.61% -0.04%
Sensitivity of Net Interest Incorr
As of December 31, 201
Change ir Adjusted Net Interest Incon Net Interest Margit

Interest Rate

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

Up 400 32,37t $ 5,621 4.81% 0.8%
Up 300 30,56 $ 3,81¢ 4.6(% 0.56%
Up 200 28,85t $ 2,107 4.35% 0.31%
Up 100 27547 $ 79¢ 4.1% 0.12%
Base 26,74¢ $ - 4.0 0.0(%
Down 100 27,20¢ $ 457 4.11% 0.07%
Down 200 26,31¢ $ (430 3.9%% -0.0%%

Certain shortcomings are inherent in the methodolaged in the above interest rate risk measuremdéidsleling changes in EVE requires the makingesfain
assumptions that may or may not reflect the mamehich actual yields and costs respond to chamgegrket interest rates. Accordingly, althouge EVE tables
and Sensitivity of Net Interest Income (NII) tabfgevide an indication of our interest rate rispesure at a particular point in time, such measargsare not intended
to, and do not, provide a precise forecast of ffexeof changes in market interest rates on otwueth and net interest income. Sensitivity ofEE®nd NIl are modele
using different assumptions and approaches. liothénterest rate environment that currently exiimitations on downward adjustments for interases, particularly

as they apply to deposits, can and do result imaities in scenarios that are unlikely to occur tuthe current low interest rate environment.
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Liquidity and Funds Management

The objective of our liquidity management is toumeghe ability to meet our financial obligatioii$iese obligations include the payment of depositdemand or at
maturity, the repayment of borrowings at maturityg @ahe ability to fund commitments and other newibess opportunities. We obtain funding from aetgrof sources
including customer deposit accounts, customerfities of deposit and payments on our loans anesiments. Historically, our level of core depokis been
insufficient to fully fund our lending activitieds a result, we have sought funding from additimlirces, including institutional certificates efpdsit and the sale of
available for sale investment securities. In additwe maintain lines of credit from the FederahtédoLoan Bank of Atlanta and utilize securities satdler agreements
to repurchase and reverse repurchase agreemeawiays from approved securities dealers. For aidit information about borrowings and anticipapeihcipal
repayments refer to the discussion about Contra€togations below and “Item 8 —. Financial Sta&ts” and Supplementary Data, Footnotes 9 and 10.

We prepare a cash flow forecast for one year vaighfirst three months prepared on a weekly bagisoara monthly basis thereafter. The projectioilizetestimated
cash flows produced by the ALM analysis for loadeposits and investment securities.

During the year ended December 31, 2014, we fundedinancial obligations with deposits, securitsedd under agreements to repurchase and borrovinoigsthe
Federal Home Loan Bank of Atlanta. At DecemberZ4, we had $113.3 million of unfunded lines @&dit and undisbursed construction loan funds. Wkenma
approved loan commitments at December 31, 2014amm@nt of certificate of deposit accounts matunmg015 is $225.0 million as of December 31, 2014.
Management anticipates that funding requirementthfgse commitments can be met from the normakssuwf funds.

Capital Resources

Capital management consists of providing equityupport both current and future operations. Wesabgect to capital adequacy requirements imposetid¥ederal
Reserve and the Bank is subject to capital adequegyrements imposed by the FDIC. The Federal Resend the FDIC have adopted risk-based capitgiirements
for assessing bank holding company and member tapikal adequacy. These standards define capitieéstablish minimum capital requirements in refato assets
and off-balance sheet exposure, adjusted for crislitThe risk-based capital standards currentlgffect are designed to make regulatory capitalirements more
sensitive to differences in risk profiles amonglbholding companies and banks, to account for afébce sheet exposure and to minimize disincentorgsolding
liquid assets. Assets and off-balance sheet itemassigned to broad risk categories, each withoppiate relative risk weights. The resulting capititios represent
capital as a percentage of total risk-weightedtass®l off-balance sheet items.

The risk-based capital standards issued by ther&leldeserve require all bank holding companiesasetiTier 1 capital” of at least 4.0% and “totalkibased” capital
(Tier 1 and Tier 2) of at least 8.0% of total restijusted assets. “Tier 1 capital” generally inckidemmon stockholders’ equity and qualifying pempéepreferred stock
together with related surpluses and retained egsniess deductions for goodwill and various othmgibles. “Tier 2 capital” may consist of a lbad amount of
intermediate-term preferred stock, a limited amafrierm subordinated debt, certain hybrid capitsiruments and other debt securities, perpetwdéped stock not
qualifying as Tier 1 capital, and a limited amoahthe general valuation allowance for loan los3é&& sum of Tier 1 capital and Tier 2 capital mtél risk-based
capital.”
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The Federal Reserve has also adopted guidelinehwshpplement the risk-based capital guidelineb witinimum ratio of Tier 1 capital to average ltotansolidated
assets, or “leverage ratio,” of 3.0% for institasowith well diversified risk, including no undugeérest rate exposure; excellent asset qualityy dgiidity; good
earnings; and that are generally considered tarbegbanking organizations, rated composite 1 uagplicable federal guidelines, and that are rpegencing or
anticipating significant growth. Other banking angaations are required to maintain a leverage w@ftiat least 4.0%. These rules further provide aaking
organizations experiencing internal growth or mglaecquisitions will be expected to maintain capgi@sitions substantially above the minimum superyidevels and
comparable to peer group averages, without sigmificeliance on intangible assets.

Under the FDICIA, each federal banking agency exviss risk-based capital standards to ensurdtibae standards take adequate account of intetestisk,
concentration of credit risk and the risks of naditional activities, as well as reflect the actp@tformance and expected risk of loss on multifamiortgages. Under
that statute, the FDIC has promulgated regulatsetiing the levels at which an insured institusoch as the bank would be considered “well capgdll’ “adequately
capitalized,” “undercapitalized,” “significantly dercapitalized” and “critically undercapitalized:he bank is classified “well capitalized” for pugas of the FDIC's
prompt corrective action regulations. See “Supé@nisand Regulation—Capital Requirements.”

The following table provides a comparison of owelage and risk-weighted capital ratios and theriege and risk-weighted capital ratios of Soutiational and the
Bank at the periods indicated to the minimum antl-eapitalized regulatory standards:

Minimum
Required for
Capital Actual Ratio at

Adequacy To Be Categorizec December 31

Purposes as Well Capitalizec 2014 2013
Southern National
Tier 1 risk-based capital rati 4.0(% 6.0(% 15.1% 18.5¢%
Total risk-based capital rati 8.0(% 10.0(% 16.2°% 19.81%
Leverage ratic 4.0(% 5.0(% 11.8(% 14.2%
Sonabank
Tier 1 risk-based capital rati 4.0(% 6.0(% 15.0%% 18.4%
Total risk-based capital rati 8.0(% 10.0(% 16.11% 19.6¢%
Leverage ratic 4.0(% 5.0(% 11.6¢% 14.12%
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In June 2012, the Office of the Comptroller of @errency, the Federal Reserve and the FDIC propasesl that would revise and replace the currepitaiarules to
align with the Basel Il capital standards and nesgtain requirements of the Dodd-Frank Act. Ity 2013, the Federal Reserve approved revisioits ®asel Il
capital adequacy guidelines. The final rule reemiBouthern National and Sonabank to comply witfadhowing new minimum capital ratios, effectiveniiary 1, 201¢

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

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

Impact of Inflation and Changing Prices

The financial statements and related financial ge¢gented in this Annual Report on FormKl8encerning Southern National have been preparedc¢ordance with L
S. generally accepted accounting principles, whéciuire the measurement of financial position aperating results in terms of historical dollarstheut considering
changes in the relative purchasing power of monmey time due to inflation. The primary impact ofiation on our operations is reflected in increaspdrating costs.
Unlike most industrial companies, substantiallyodithe assets and liabilities of a financial indton are monetary in nature. As a result, chamyé@serest rates have a
more significant impact on our performance tharitaoeffects of changes in the general rate oftiofleand changes in prices. Interest rates do ecéssarily move in
the same direction or in the same magnitude aprtbes of goods and services. Many factors impaeteést rates, including the Federal Reserve tioflarecession,
changes in unemployment, the money supply, andniatienal disorder and instability in domestic dogkign financial markets. Like most financial iihstions, change
in interest rates can impact our net interest ircaswell as the valuation of our assets and tisi] which is the difference between intereshedrfrom interest-
earning assets, such as loans and investmenttseguaind interest paid on interest-bearing liibgj such as deposits and borrowings.

Our interest rate risk management is the respditgibf Sonabank’s Asset/Liability Management Corttee (the Asset/Liability Committee). The Assethilay
Committee has established policies and limits fanagement to monitor, measure and coordinate emcas, uses and pricing of funds. The Asset/Ligbfiommittee
makes reports to the board of directors on a quwnttesis.

Seasonality and Cycles

We do not consider our commercial banking busitef® seasonal.

Contractual Obligations

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

Contractual Obligations

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

Certificates of deposit (! $ 225,00 $ 189,38t $ 51,808 $ 20C % 466,39!
Securities sold under agreements to repurc 13,79 - - - 13,79
FHLB shor-term advance 15,25( - - - 15,25(
FHLB longc-term advance - 25,00( - - 25,00(
Operating lease 1,72: 2,002 1,17z 742 5,64(
Total $ 255,76¢ $ 216,39: $ 52,977 $ 94z % 526,07¢

(1) Certificates of deposit give customers rightearly withdrawal. Early withdrawals may be dbjto penalties. The penalty amount depends orethaining time t
maturity at the time of early withdrawal.
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Off-Balance Sheet Arrangements

Southern National is a party to financial instrutsenith off-balance sheet risk in the normal cowtbusiness to meet the financing needs of itfoousrs. These
financial instruments include commitments to exteretlit and standby letters of credit. These imsénts involve elements of credit and funding iiskxcess of the
amount recognized in the consolidated balance shesters of credit written are conditional commménts issued by Southern National to guarantepetermance of
customer to a third party. The credit risk invalve issuing letters of credit is essentially theng as that involved in extending loans to custsm®&/e had letters of
credit outstanding totaling $8.4 million and $6.8lion as of December 31, 2014 and 2013, respelgtive

Our exposure to credit loss in the event of norgrernce by the other party to the financial inseats for commitments to extend credit and lettéxgedit is based o
the contractual amount of these instruments. Veéethes same credit policies in making commitments@nditional obligations as we do for on-balarivees
instruments. Unless noted otherwise, we do notireqollateral or other security to support finaidnstruments with credit risk.

Commitments to extend credit are agreements totleadcustomer as long as there is no violatioanyfcondition established in the contract. Comrmaitta generally
have fixed expiration dates or other terminatiaausks and may require payment of a fee. Since wfahg commitments may expire without being cortglledrawn
upon, the total commitment amounts do not necdgsapresent future cash requirements. We evakmth customer’s creditworthiness on a case-by{uasie. At
December 31, 2014 and 2013, we had unfunded loamiments approximating $113.3 million and $105i8iom, respectively.

Item 7A. - Quantitative and Qualitative Disclosuresabout Market Risk

This information is incorporated herein by referefrom “ltem 7-. Management'’s Discussion and Anialgg Financial Condition and Results of Operatfaofsthis
Annual Report on Form 10-K.
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Item 8. — Financial Statements and Supplementary Da

DHG

DIXON HUGHES GOODMAN 1.»
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 balaheets of Southern National Bancorp of Virgitia, and subsidiary (the Company) as of Decembe281+
and 2013, and the related consolidated stateméirisame and comprehensive income, changes in stdd&rs’ equity, and cash flows for each of thergeéa the two-
year period ended December 31, 2014. These coasadidinancial statements are the responsibilitthefCompanys management. Our responsibility is to expre:
opinion on these consolidated financial statemeated on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighaiBio(United States). Those standards require tegtlan an
perform the audit to obtain reasonable assurancetathether the financial statements are free dere misstatement. An audit includes examining,aotest basi
evidence supporting the amounts and disclosurélseirfinancial statements. An audit also includesessing the accounting principles used and sigmifiestimate
made by management, as well as evaluating the lbfiaeancial statement presentation. We believe tha audits provide a reasonable basis for ouniopi

In our opinion, the consolidated financial statetaemferred to above present fairly, in all materespects, the financial position of Southern diadil Bancorp ¢
Virginia, Inc. and subsidiary as of December 311£2@nd 2013, and the results of their operatiomistlagir cash flows for each of the years in the-ywar period ende
December 31, 2014, in conformity with accountinmgiples generally accepted in the United State&mérica.

We have also audited, in accordance with the stdsdz the Public Company Accounting Oversight Bio@inited States), Southern National Bancorp ofMiia, Inc.s
internal controls over financial reporting as ofc@mber 31, 2014, based on criteria establishelhtarnal Control — Integrated Framework (199Bsued by th
Committee of Sponsoring Organizations of the Tread@ommission, and our report dated March 13, 284pressed an unqualified opinion thereon.

/sl Dixon Hughes Goodman LLP

Atlanta, Georgia

March 13, 2015
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Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balaheets of Southern National Bancorp of Virgitia, and subsidiaries (the Company) as of Decerdb,
2012 and 2011, and the related consolidated statsmé comprehensive income, changes in stockhsll@eguity, and cash flows for each of the yearthenthree-
year period ended December 31, 2012. These coasadidinancial statements are the responsibilitthefCompanys management. Our responsibility is to exg
an opinion on these consolidated financial statesiessed on our audits.

The consolidated financial statements of the Compenof December 31, 2010 were audited by otheit@sdwvhose report dated March 15, 2011, express
unqualified opinion on those statements, before¢kstatement described in note 2 to the consolidatancial statements.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighaflaUnited States). Those standards require teagtlar
and perform the audit to obtain reasonable assarabout whether the financial statements are fr@eaterial misstatement. An audit includes exangnion a tes
basis, evidence supporting the amounts and diseesno the financial statements. An audit alsoudek assessing the accounting principles used ignificant
estimates made by management, as well as evaluggngverall financial statement presentation. \kebe that our audits provide a reasonable basi®di
opinion.

In our opinion, the consolidated financial statetsereferred to above present fairly, in all materigspects, the financial position of the Compas/ o
December 31, 2012 and 2011, and the results afpésations and its cash flows for each of the y@&arthe threeyear period ended December 31, 201!
conformity with U.S. generally accepted accounfingciples.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blo@wnited States), the Compaayinternal control ov
financial reporting as of December 31, 2012, basectriteria established imternal Control — Integrated Frameworksued by the Committee of Sponso
Organizations of the Treadway Commission (COSOJ, @ur report dated March 5, 2013 expressed an ifigdaopinion on the effectiveness of the Company’
internal control over financial reporting.

/sl KPMG LLP

McLean, Virginia

March 5, 2013
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DHG

DIXON HUGHES GOODMAN 1ie

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 Viggiimc. and subsidiary’s (the Company) internaitoal overfinancial reporting as of December 31, 2014, bam
criteria established innternal Control—Integrated Framework (199%sued by the Committee of Sponsoring Organizatiohshe Treadway Commission. 1
Company’s management is responsible for maintaiaffertive internal control ovdinancial reporting and for its assessment of fiiecéveness of internal control o\
financial reporting, included in the accompanyingridgemens Report on Internal Control over Financial RepartiOur responsibility is to express an opiniontloz
Company's internal control over financial reportsed on our audit.

We conducted our audit in accordance with the statedof the Public Company Accounting Oversightig@nited States). Those standards require thgplam an:
perform the audit to obtain reasonable assuranoetalhether effective internal control over finalcieporting was maintained in all material respe@ur aud
included obtaining an understanding of internalta@rover financial reporting, assessing the risatta material weakness exists, and testing andatiray the desic
and operating effectiveness of internal controledasn the assessed risk. Our audit also includgdrp@ng such other procedures as we consideredssacy in th
circumstances. We believe that our audit provide=agonable basis for our opinion.

A company's internal control over financial repogtiis a process designed to provide reasonableaaesuregarding the reliability of financial repog and th
preparation of financial statements for externalppses in accordance with generally accepted atioguprinciples. A company's internal control ovierancia
reporting includes those policies and proceduras (th) pertain to the maintenance of records thatgasonable detail, accurately and fairly refkbet transactions a
dispositions of the assets of the company; (2) ippveasonable assurance that transactions arelegcas necessary to permit preparation of finarstéements i
accordance with generally accepted accounting ipies; and that receipts and expenditures of tmepemy are being made only in accordance with aifiions o
management and directors of the company; and (B)ige reasonable assurance regarding preventitimely detection of unauthorized acquisition, usedispositiol
of the company's assets that could have a magdfédt on the financial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or détmisstatements. Also, projections of any evatuatif effectiveness
future periods are subject to the risk that costmlay become inadequate because of changes intioosdior that the degree of compliance with thécps ol
procedures may deteriorate.

In our opinion, Southern National Bancorp of Vingininc. and subsidiary maintained, in all mater&gdpects, effective internal control over finahceporting as ¢
December 31, 2014, based on criteria establishddtamal Control—Integrated Framework (199Bsued by the Committee of Sponsoring Organizatioinghe
Treadway Commission.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bo@dnited States), the consolidated financial stetets o
Southern National Bancorp of Virginia, Inc. and sidiary as of and for the year ended December 8142and our report dated March 13, 2015, express
unqualified opinion on those consolidated finanstatements.

/sl Dixon Hughes Goodman LLP

Atlanta, Georgia
March 13, 2015
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED BALANCE SHEETS
(dollars in thousands, except per share amounts)

December 31

December 31

2014 2013
ASSETS
Cash and cash equivalents
Cash and due from financial institutic $ 570 $ 2,67¢
Interes-bearing deposits in other financial institutic 32,61¢ 18,17:
Total cash and cash equivalent 38,32( 20,85¢
Securities available for sale, at fair value 2,28t 1,99:
Securities held to maturity, at amortized cos
(fair value of $94,093 and $76,193, respectivel 94,05¢ 82,44:
Covered loans 38,49¢ 51,70:
Non-covered loans 664,97¢ 494,35
Total loans 703,47. 546,05¢
Less allowance for loan loss (7,419 (7,090
Net loans 696,05¢ 538,96
Stock in Federal Reserve Bank and Federal Home LoaBank 5,681 5,91t
Equity investment in mortgage affiliate 3,631 -
Preferred investment in mortgage affiliate 1,80t -
Bank premises and equipment, ne 9,45:% 6,324
Goodwill 10,51« 9,16(
Core deposit intangibles, ne 1,35¢ 812
FDIC indemnification asset 3,571 5,80¢
Bank-owned life insurance 20,99( 18,374
Other real estate ownec 13,05: 11,79
Deferred tax assets, ne 10,08: 8,281
Other assets 5,791 5,462
Total assets $ 916,64l $ 716,18l
LIABILITIES AND STOCKHOLDERS ' EQUITY
Noninterest-bearing demand deposit: $ 69,56( $ 44.,64:
Interest-bearing deposits:
NOW accountt 25,01¢ 24,29
Money market accoun 137,29° 130,85!
Savings account 44,15 16,99¢
Time deposit: 466,39t 323,56!
Total interest-bearing deposits 672,86! 495,71t
Total deposits 742,42! 540,35¢
Securities sold under agreements to repurchase amther
short-term borrowings 29,04« 39,79t
Federal Home Loan Bank (FHLB) advance: 25,00( 25,00(
Other liabilities 6,197 4,415
Total liabilities 802,66t 609,57:
Commitments and contingencies (see note 1 - -
Stockholders’ equity:
Preferred stock, $.01 par value. Authorized 5,000 $hares
no shares issued and outstanc - -
Common stock, $.01 par value. Authorized 45,0000 es
issued and outstanding, 12,216,669 and 11,590/tdr2s at December 31, 2C
and December 31, 2013, respectiv 122 11€
Additional paid in capita 104,07. 97,127
Retained earning 12,80¢ 12,56:
Accumulated other comprehensive | (3,020 (3,190
Total stockholders' equity 113,97¢ 106,61«
Total liabilities and stockholders’ equity $ 916,64 $ 716,18

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

For the Years Ended
December 31

2014 2013 2012
Interest and dividend income:
Interest and fees on loa $ 34,61 % 32,26¢ % 35,24¢
Interest and dividends on taxable securi 2,23¢ 2,03t 1,94(
Interest and dividends on tax exempt secur 38¢ 237 16
Interest and dividends on other earning as 852 57E 35¢
Total interest and dividend income 38,09: 35,11¢ 37,56
Interest expense
Interest on deposi 3,97¢ 4,045 5,03¢
Interest on borrowing 697 621 792
Total interest expense 4,67 4,66¢ 5,82¢
Net interest income 33,41¢ 30,44¢ 31,73
Provision for loan losses 3,44 3,61t 6,19¢
Net interest income after provision
for loan losses 29,97« 26,83: 25,53¢
Noninterest income:
Account maintenance and deposit service 82¢ 793 832
Income from ban-owned life insuranc 617 592 797
Equity income from mortgage affilia 55¢ - -
Gain on sale of SBA loar - - 657
Bargain purchase gain on acquisitic - - 3,48¢
Net gain on other asse 20z 13 14
Gain on sales of available for sale securi - 14z 274
Total othe-thar-temporary impairment losses (OT" (42) 3 (727)
Portion of OTTI recognized in other comprehen:
income (before taxe: - - 4
Net credit related OTTI recognized in earnil (41) 3 (717
Other 20z 21€ 254
Total noninterest income 2,36¢ 1,75: 5,59
Noninterest expenses
Salaries and benefi 10,22¢ 9,06: 7,99:
Occupancy expenst 3,16¢ 3,062 2,77¢
Furniture and equipment expen: 787 724 621
Amortization of core deposit intangit 22C 467 89:<
Virginia franchise tax expen: 45k 471 582
FDIC assessmel 56¢ 82¢ 56&
Data processing expen 56¢ 562 634
Telephone and communication expe 751 684 602
Change in FDIC indemnification ast 1,23( 48:¢ 651
Net (gain) loss on other real estate ow (439 (18¢) 2,632
Merger expense 487 35 36C
Other operating expens 3,07¢ 3,10t 3,133
Total noninterest expense 21,10: 19,29: 21,44¢
Income before income tax 11,237 9,29/ 9,68¢
Income tax expens 3,754 3,03¢ 3,11¢
Net income $ 7,48: $ 6,25¢ $ 6,56¢
Other comprehensive income (loss
Unrealized gain (loss) on available for sale s¢ies $ 29¢ % (232 $ 8
Realized amount on available for sale securitiéd, st - (142 (274)
Non-credit component of oth-thar-temporary impairmer
on hele-to-maturity securitie: 35 97 67€
Accretion of amounts previously recorded upon tier
to helc-to-maturity from availabl-for sale (77) (39) (10E)
Net unrealized gain (los 257 (31€) 30t
Tax effect 87 (107) 104
Other comprehensive income (loss) 17C (209) 201
Comprehensive income $ 765: $ 6,04¢ $ 6,77(
Earnings per share, basic and dilutec $ 0.6 $ 054 $ 0.57

See accompanying notes to consolidated finan@istents.
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SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2
(dollars in thousands, except per share amounts)
Accumulated
Additional Other
Common Paid in Retained Comprehensive
Capital Earnings Loss Total

Balance- January 1, 2012 11€ % 96,64 $ 547: $ (3,189 $ 99,05:
Comprehensive income

Net income 6,56¢ 6,56¢

Change in unrealized loss on securities availableifsale

(net of tax benefit, $90’ (17¢) (17€)

Change in unrecognized loss on securities held toaturity

for which a portion of OTTI has been recognized (neof tax,

$194 and accretion, $105 and amounts recorded intgher

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

Net income 6,25¢ 6,25¢

Change in unrealized loss on securities availableifsale

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

Change in unrecognized loss on securities held toaturity

for which a portion of OTTI has been recognized (neof tax,

$20 and accretion, $39 and amounts recorded into fogr

comprehensive income at transfer 38 38
Dividends on common stock ($.25 per shart (2,899 (2,899
Issuance of common stock under Stock Incentive Plg@00 shares 3 3
Stock-based compensation expens 284 284
Balance- December 31, 201 11€ 97,127 12,56: (3,190 106,61
Comprehensive income

Net income 7,48: 7,48:

Change in unrealized loss on securities availableifsale

(net of tax, $102) 197 197

Change in unrecognized loss on securities held toaturity

for which a portion of OTTI has been recognized (neof tax benefit,

$15 and accretion, $77 and amounts recorded into fogr

comprehensive income at transfer (27) (27)
Dividends on common stock ($.60 per shart (7,239 (7,239
Issuance of common stock under Stock Incentive Plg100,200 shares 1 88t 88¢€
Issuance of common stock in exchange for net ass

in acquisition (525,858 shares 5 5,74: 5,74¢
Stock-based compensation expen: 317 317
Balance- December 31, 201. 12z $ 104,07. $ 12,80f $ (3,020 $ 113,97¢

See accompanying notes to consolidated finana#stents.




SOUTHERN NATIONAL BANCORP OF VIRGINIA, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(dollars in thousands

For the Years Ended
December 31

2014 2013 2012
Operating activities:
Net income $ 7,48: $ 6,25¢ $ 6,56¢
Adjustments to reconcile net income to net cashcash equivalents provided by operating activit
Depreciatior 764 66E 591
Amortization of core deposit intangit 22C 467 89:
Other amortization, ne 18€ 344 314
Accretion of loan discour (2,616 (3,507 (4,127
Amortization of FDIC indemnification ass 1,23( 482 651
Provision for loan losse 3,441 3,61t 6,19
Earnings on bar-owned life insuranc (617 (592) (797
Equity income on mortgage affilia (55¢) - -
Stock based compensation expe 317 284 19t
Bargain purchase gain on acquisit - - (3,489
Net gain on sale of available for sale secur - (142) (279
Gain on sale of loar - - (657)
Impairment on securitie 41 3 717
Net (gain) loss on other real estate ow (433 (189 2,63
Provision for (benefit from) deferred income ta (419 10z (2,029
Net (increase) decrease in other as 1,161 (365) 1,06¢
Net increase (decrease) in other liabili 1,281 (1,587 2,372
Net cash and cash equivalents provided by operatirgctivities 11,48¢ 5,84¢ 10,83}
Investing activities:
Purchases of available for sale securi - - (5,437.0()
Proceeds from sales of available for sale secs - 15¢ 22,91¢
Proceeds from paydowns, maturities and calls ofaa for sale securitie - - 1,31¢
Purchases of held to maturity securi (18,289 (14,766 (34,689
Proceeds from paydowns, maturities and calls af teeaturity securitie 6,571 16,27¢ 12,627
Loan originations and payments, | (100,83 (18,54¢) 17,30:
Proceeds from sale of HarVest lo: - - 7,56¢
Proceeds from sale of SBA loa - - 5,71z
Net cash received in HarVest acquisit - - 47,25%
Purchase of bar-owned life insuranc (2,000 - -
Proceeds from cash surrender value of -owned life insuranc - - 39t
Net cash received in PGFSB acquisit 22,43( - -
Proceeds from sale of PGFSB lo: 3,49¢ - -
Investment in mortgage affilia (4,877) - -
Net decrease in stock in Federal Reserve Bank eddr&l Home Loan Bar 327 297 1,60¢
Payments received on FDIC indemnification a 1,037 1,017 33t
Proceeds from sale of other real estate ov 3,27¢ 4,187 1,46¢
Purchases of bank premises and equipt (897) (437) (799
Net cash and cash equivalents provided by (used imvesting activities (89,755 (11,817 77,58:
Financing activities:
Net increase (decrease) in depo 112,83t (10,619 (50,60:)
Cash dividends pai- common stocl (7,239 (2,899¢) (2,840
Issuance of common stock under Stock Incentive @80,200 share: 88¢€ 3 -
Proceeds from Federal Home Loan Bank adva - - 55,25(
Repayment of Federal Home Loan Bank adva - - (71,739
Net increase (decrease) in securities sold undeeaent to repurchase aother shor-term borrowings (10,757) 1,13¢ 15,67¢
Net cash and cash equivalents provided by (used ifihancing activities 95,73¢ (12,379 (54,255
Increase (decrease) in cash and cash equivale 17,46« (18,349 34,16
Cash and cash equivalents at beginning of peric 20,85¢ 39,20( 5,03¢
Cash and cash equivalents at end of peric $ 38,32( $ 20,85¢ $ 39,20(
Supplemental disclosure of cash flow informatior
Cash payments fo
Interest $ 445  $ 458t $ 5,93¢
Income taxe: 3,28¢ 4,59¢ 2,70¢
Supplemental schedule of noncash investing and fineing activities
Transfer from no-covered loans to other real estate ow 4,40¢ 3,044 2,92¢
Transfer from covered loans to other real estateso 342 4,15¢ -
Transfe from covered loans to n-covered loan 7,344 - -
Issuance of common stock in exchange for net assatxjuisitior 5,74¢ - -

See accompanying notes to consolidated finan@istents.
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1. ORGANIZATION AND SIGNIFICANT ACCOUNTING PO LICIES

Southern National Bancorp of Virginia, Inc. (“Soeth National” or “SNBV”) is a corporation formed daly 28, 2004 under the laws of the Commonwedl¥iminia
and is the holding company for Sonabank (“Sonabpal/irginia state chartered bank which commengestations on April 14, 2005. Sonabank providesrge of
financial services to individuals and small and medsized businesses. Sonabank has fifteen bramthginia, located in Fairfax County (Reston, Man and
Fairfax), in Charlottesville, Warrenton (2), Midblerg, Leesburg (2), South Riding, Front Royal, Ndarket, Haymarket, Richmond and Clifton Forge, aitk
branches in Maryland, in Rockville, Shady Groverr@antown, Frederick, Bethesda, Upper Marlboro, Byavine, Owings and Huntingtown.

The accounting policies and practices of Southeatiddal and subsidiary conform to U. S. generatlyeppted accounting principles and to general praetithin the
banking industry. Major policies and practices described below:

Principles of Consolidation

The consolidated financial statements include to®ants of Southern National and its wholly ownelssdiary. Southern National is a bank holding pany that own
all of the outstanding common stock of its banksapsidiary, Sonabank. All material intercompaajahces and transactions have been eliminatechsotidation.

Use of Estimates

The preparation of the consolidated financial stetiets in conformity with U. S. generally acceptedaaunting principles requires management to makimates and
assumptions that affect the reported amounts efsssd liabilities at the date of the financiatsinents and the reported amounts of revenue gesheas during the
reporting period. Actual results could differ frahese estimates. Material estimates that arecptatly susceptible to significant change in tharmterm include: the
determination of the allowance for loan losses félirevalue of investment securities, other thangerary impairment of investment securities, thieation of goodwill
and intangible assets, fair value measurementtedeta assets acquired and liabilities assumed besness combinations, the FDIC indemnificatiosesmortgage
servicing rights, other real estate owned and dedeiax assets.

Investment Securities

Debt securities that Southern National has thetipesntent and ability to hold to maturity are s$fied as held-to-maturity and carried at amodizest.

Securities classified as available for sale areataebt and equity securities that may be soldsponse to changes in interest rates, liquiditgsiee other similar
factors. Securities available for sale are caraiefdir value, with unrealized gains or lossesaieteferred taxes, included in accumulated otbenprehensive income
(loss) in stockholders’ equity.

Purchased premiums and discounts are recognizatkenest income using the interest method ovetdhes of the securities without anticipating prepants, except

for mortgage-backed securities where prepaymentargicipated. Gains and losses on the sale ofieslare recorded on the settlement date andetegmined using
the specific identification method.
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Southern National purchases amortizing investmeeuirities in which the underlying assets are regidemortgage loans subject to prepayments. Theahprincipal
reduction on these assets varies from the expeoteactual principal reduction due to principagpelyments resulting from the borrowers’ electiorefinance the
underlying mortgage based on market and other tiondi The purchase premiums and discounts asedaiath these assets are amortized or accretiediet@st
income over the estimated life of the related ass€he estimated life is calculated by projecfitare prepayments and the resulting principal demsts until

maturity. Prepayment rate projections utilize atprepayment speed experience and available miafketation on like-kind instruments. The prepanrates form
the basis for income recognition of premiums arsd@ints on the related assets. Changes in prepagstenates may cause the earnings recognizeukese tissets to
vary over the term that the assets are held, ageablatility in the net interest margin. Prepaymmate assumptions are monitored and updated tydotheflect actual
activity and the most recent market projections.

Management evaluates securities for other-than-eeanp impairment (“OTTI") on at least a quarterlgdis, and more frequently when economic or manketlitions
warrant such an evaluation. For securities inramealized loss position, management considersxtentand duration of the unrealized loss, andittencial condition
and near-term prospects of the issuer. Manageatamtissesses whether it intends to sell, omnitoiee likely than not that it will be required tdlsa security in an
unrealized loss position before recovery of its eiimed cost basis. If either of the criteria regagdntent or requirement to sell is met, the entlifference between
amortized cost and fair value is recognized as impt through earnings. For debt securities doatot meet the aforementioned criteria, the amotimpairment is
split into two components as follows: 1) OTTI reldto credit loss, which must be recognized intkeme statement and 2) OTTI related to other factehich is
recognized in other comprehensive income. Theitdasst is defined as the difference between tlesgt value of the cash flows expected to be delieand the
amortized cost basis. For equity securities, thieeeamount of impairment is recognized throughmeeys.

In order to determine OTTI for purchased benefititdrests that, on the purchase date, were nbtyhigted, Southern National compares the pressoevof the
remaining cash flows as estimated at the preceglinfpation date to the current expected remairast) flows. OTTI is deemed to have occurred iféhes been an
adverse change in the remaining expected futute ftass.

Loans

Southern National provides mortgage, commercial@msumer loans to customers. A substantial podfdhe loan portfolio is represented by mesidential mortgac
loans throughout its market area. The ability ofitBern Nationaf debtors to honor their contracts is in varyingrdes dependent upon the real estate market coms
and general economic conditions in this area.

Loans that management has the intent and abilitykd for the foreseeable future or until matuotypay-off are reported at their outstanding ungmidcipal balances
adjusted for the allowance for loan losses, purelpgemiums and discounts and any deferred loarofeessts on originated loans. Interest inconeeued on the
unpaid principal balance. Loan origination fees, af certain direct origination costs, are defé@ad recognized as an adjustment of the relatedyild using the
interest method without anticipating prepayments.

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into a loss sharing agraeoreapproximately $143.4 million (cost basisGreater Atlantic
Bank’s assets. The Bank will share in the lossethe loans and foreclosed loan collateral withRB¢C as specified in the loss sharing agreemeatiefer to these
assets collectively as “covered assets.” The imdiécation against losses in the commercial poitfoin the GAB portfolio ended in December 2014, HHC
indemnification on the GAB residential mortgaged #me GAB HELOCS continues for another five yeatans that are not covered in the loss sharingesgent are
referred to as “non-covered loans.”
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The accrual of interest on all loans is discontthaethe time the loan is 90 days delinquent urtlesgredit is well secured and in process of cttha. In all cases, loa
are placed on nonaccrual status or charged-off atdier date if collection of principal and irgst is considered doubtful.

All interest accrued but not collected for loanattare placed on nonaccrual status or charged-offiersed against interest income. The interett@se loans is
accounted for on the cash-basis or cost-recovetiigdeuntil qualifying for return to accrual. Laaare returned to accrual status when all the ipa@hand interest
amounts contractually due are brought current ahdd payments are reasonably assured.

Most of Southern National’s business activity ishagustomers located within Virginia and Marylantherefore, our exposure to credit risk is sigmifitty affected by
changes in the economy in those areas. We areependent on any single customer or group of cug®mbose insolvency would have a material adveffeeteon
operations.

Southern National has purchased, primarily throacduisitions, individual loans and groups of loawne of which have shown evidence of credit detation since
origination. These purchased loans are recordtairatalue such that there is no carryover ofgbler’s allowance for loan losses. After acqiositlosses are
recognized by an increase in the allowance for loases. Purchased credit impaired loans are atabior using the expected cash flow methodology, gurchased
performing loans are accounted for using the cotied cash flow methodology.

Such purchased loans are accounted for individualpggregated into pools of loans based on commskrtharacteristics such as, credit score, lopa,tgnd date of
origination. Southern National estimates the amhaund timing of expected cash flows for each puselacredit impaired loan or pool, and the expectsth flows in
excess of fair value are recorded as interest iecower the remaining life of the loan or pool (&table yield). The excess of the loans’ or poodistractual principal
and interest over expected cash flows is not rexb(donaccretable difference).

Over the life of the loan or pool, expected cas continue to be estimated. If the present vafiexpected cash flows is less than the carryinguat, a loss is
recorded. If the present value of expected camsbsfis greater than the carrying amount, it is ge@ed as part of future interest income.

In accordance with Accounting Standards Codifica8&0-30, and based on current information andtsyérit becomes probable that there is a sigaifidncrease in
cash flows previously expected to be collected actual cash flows are significantly greater tikash flows previously expected, the Bank will realdte the amount «
accretable yield for the acquired loans as thesxoéthe revised cash flows expected to be celieaver the sum of (1) the initial investment ia thans les§?) cash
collected les$3) write downs, if any plus (4) the amount of yield accreted to date. dmeunt of accretable yield will be adjusted bylassification from non-
accretable yield. This adjustment would be acaedifior as a change in estimate with the amouneonbgic accretion adjusted over the remainingdif¢he loans.

Allowance for Loan and Lease Losses (ALLL)
The allowance for loan losses is a valuation alloeesfor probable incurred credit losses. Loandssse charged against the allowance when managieeigves the

collection of the principal is unlikely. Recovesief amounts previously charged-off are creditethéoallowance.
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Management's determination of the adequacy of libevance is based on a three year historical awenag loss experience for each portfolio segmejuisset] for
current industry and economic conditions and esémaf their effect on loan collectability. Whileamagement uses available information to estimase®on loans,
future additions to the allowance may be necedsasgd on changes in economic conditions, partigutamse affecting real estate values.

The allowance consists of specific and general @mapts. The specific component relates to loaausatte individually classified as impaired. Thagl component
provides for estimated losses in unimpaired loamsig based on historical loss experience adjuUstecurrent factors.

A loan is considered impaired when, based on ctiméormation and events, it is probable that SeuthNational will be unable to collect the schedytayments of
principal or interest when due according to thengeof the loan. Factors considered by managemeatdtarmining impairment include payment statudatedal value,
and the probability of collecting scheduled priradipnd interest payments when due. Loans that Exmerinsignificant payment delays and paymentt&itsr generally
are not classified as impaired. Management detexsrtime significance of payment delays and payntentfalls on a case-by-case basis, taking intoidenstion all of
the circumstances surrounding the loan and thetvem, including the length of the delay, the reaskom the delay, the borrower’s prior payment reicand the amount
of the shortfall in relation to the principal andérest owed. Impairment is measured on a loaoday basis by either the present value of expedciteded 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 loanssalpaised on historical loss experience adjusteduioent factors. The historical loss experieisogetermined by
portfolio segment and is based on the actual rssthistory experienced by Southern National oventbst recent three years. This actual loss expegiis
supplemented with other economic factors baseth@mnisks present for each portfolio segment. Tleesmomic factors include consideration of theolwihg: levels of
and trends in delinquencies and impaired loangl$enf and trends in charge-offs and recoveriesids in volume and terms of loans; effects of drgnges in risk
selection and underwriting standards; other chamgkending policies, procedures, and practicepeeence, ability, and depth of lending manageraedtother releva
staff; national and local economic trends and dions; industry conditions; and effects of chanigesredit concentrations. The following portfoBegments have been
identified: owner occupied commercial real estatg-owner occupied commercial real estate, coctstruand land development, commercial loans, ardilfy
residential, and other consumer. While undervwgifinactices in this environment are more stringttnet,bank estimates the effect of internal factorguture net loss
experience to be negligible. Management's estiroftee effect of current external economic envinemtal conditions on future net loss experiencggsificant in all
loan segments and particularly on loans securegdlyestate including single family 1-4, non-owoecupied commercial real estate and constructiorard
development loans. These factors include excessiary, generally less demand driven in part byefequalified borrowers and buyers. These conatiers have
played a significant role in management’s estinodtthe adequacy of the allowance for loan and lézsses.

Commercial real estate consists of borrowings sethy owner-occupied and non-owner-occupied comaleral estate. Repayment of these loans is akgrerupon
rental income or the subsequent sale of the prpf@rioans secured by non-owner-occupied commerea estate and by cash flows from business tipesafor
owner-occupied commercial real estate. Loans fackwthe source of repayment is rental income areggily impacted by local economic conditions whitictate
occupancy rates and the amount of rent chargedan@ucial real estate loans that are dependentsinfaws from operations can also be adverselyctdteby current
market conditions for their product or service.
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Construction and land development primarily consfdiorrowings to purchase and develop raw lanal iesidential and non-residential properties. @arton loans
are extended to individuals as well as corporatfonghe construction of an individual or multigdeoperties and are secured by raw land and theequbat
improvements. Repayment of the loans to realestavelopers is dependent upon the sale or legg®pérties to third parties in a timely fashioroogompletion.
Should there be delays in construction or a downituthe market for those properties, there magippeificant erosion in value which may be absorbg&outhern
National.

Commercial loans consist of borrowings for comnadrpurposes to individuals, corporations, partnpssisole proprietorships, and other business gnsers.
Commercial loans are generally secured by buseEssts such as equipment, accounts receivablatanyeor any other asset excluding real estateg@merally made
to finance capital expenditures or operations. tism National’s risk exposure is related to detation in the value of collateral securing thenlsaould foreclosure
become necessary. Generally, business assetsugeatiuced in operations do not maintain theiugalpon foreclosure which may require Southernddatito write-
down the value significantly to sell.

Residential real estate loans consist of loansdividuals for the purchase of primary residencih vepayment primarily through wage or other ineosources of the
individual borrower. Southern Nationslfoss exposure to these loans is dependent oimhacket conditions for residential properties @snl amounts are determinec
part, by the fair value of the property at origioat

Other consumer loans are comprised of loans twithails both unsecured and secured and @mehhome equity loans secured by real estate,refiityment depende
on individual wages and other income. The risloe$ on consumer loans is elevated as the collaecaring these loans, if any, rapidly depreciatealue or may be
worthless and/or difficult to locate if repossessi®necessary. Losses in this portfolio are gdlyerelatively low, however, due to the small inidiual loan size and the
balance outstanding as a percentage of Southerordbs entire portfolio.

Transfers of Financial Assets

Transfers of financial assets are accounted feaks, when control over the assets has beenugley. Control over transferred assets is deeémbd surrendered
when the assets have been isolated from Southdronidh the transferee obtains the right (freeafditions that constrain it from taking advantagéhat right) to
pledge or exchange the transferred assets, antieSnutlational does not maintain effective contr@rathe transferred assets through an agreemesptwchase them
before their maturity.

Equity Method Investments

Southern National’s investment in Southern Trusttiyege (“STM”) is being accounted for under theiggmethod. Under the equity method, the carryiafyie of
Southern National’'s investment in STM was origipaéicorded at cost but is adjusted periodicallyetord Southern National's proportionate shareTd!S earnings ¢
losses through noninterest income and decreas#tel®mount of cash dividends or similar distribnsioeceived from STM.

Bank Premises and Equipment

Land is carried at cost. Premises and equipmerstated at cost less accumulated depreciatiofldiBgs and related components are depreciated tsastraight line

method with useful lives of 30 yeardzurniture, fixtures and equipment are depreciatdgithe straight-line method with useful livesgeng from 3 to 10 years.
Leasehold improvements are amortized over the ahoftheir estimated useful lives or the leasmter
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Goodwill and Intangible Assets

Goodwill resulting from business combinations ptmdanuary 1, 2009 represents the excess of tisbame price over the fair value of the net asddisisinesses
acquired. Goodwill resulting from business comborss after January 1, 2009, is generally deterthaethe excess of the fair value of the consideratansferred,
plus the fair value of any noncontrolling interestshe acquiree, over the fair value of the nee&sacquired and liabilities assumed as of thaisitign date. Goodwiill
and intangible assets acquired in a purchase ssawnbination and determined to have an indefusiedul life are not amortized, but tested for impant at least
annually. Southern National has selected Augusts3the date to perform the annual goodwill impaim@ssessment. Intangible assets with definitbilibees are
amortized over their estimated useful lives tortlestimated residual values. Goodwill is the onlangible asset with an indefinite life on our Inaia sheet.

Other intangible assets consist of core deposihgible assets arising from whole bank and branghisitions and are amortized over their estimateful lives, which
range from 6 to 15 years.

Stock Based Compensation

Compensation cost is recognized for stock optisssdd to employees, based on the fair value of tveards at the date of granA Black-Scholes model is utilized to
estimate the fair value of stock options. Compeosatost is recognized over the required servicegegenerally defined as the vesting period. &eards with graded
vesting, compensation cost is recognized on agsiirdine basis over the requisite service periadtie entire award.

Bank-owned Life Insurance

Southern National has purchased life insuranceigslion certain key executives. Bank-owned liirance is recorded at the amount that can beedalinder the
insurance contract at the balance sheet date, ihtble cash surrender value adjusted for otheigelseor other amounts due that are probable &trsetht.

Other Real Estate Owned

Assets acquired through or instead of foreclosteératially recorded at fair value less costsetl when acquired, establishing a new cost bdsifair value declines
subsequent to foreclosure, the direct charge-ofhatkis recorded through expense. Operating edisacquisition 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, aray mnvest in

additional amounts. We are also required to own BRBk with a par value equal to 6% of capital. LBrstock and FRB stock are carried at cost, clesb#s a
restricted security, and periodically evaluatedifiopairment based on ultimate recovery of par valBeth cash and stock dividends are reported@smie.
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Impairment of Long-Lived Assets

Premises and equipment, core deposit intangibktsdbie FDIC indemnification asset and other ltargs assets are reviewed for impairment when evedisate their
carrying amount may not be recoverable from futurdiscounted cash flows. If impaired, the assetsecorded at fair value.

FDIC Indemnification Asset

The acquisition of Greater Atlantic Bank (GAB) oed@mber 4, 2009 was accounted for under the atiqnisnethod of accounting, and the assets anditiabiwere
recorded at their estimated fair values. The FDHemnification asset was measured separately éach of the covered asset categories as it isombtactually
embedded in any of the covered asset categoriesintlemnification asset represents the presenewaloash flows expected to be received from thECHDr future
losses on covered assets based on the expectédasses estimated for each covered loan or l@eh gnd the loss sharing percentages at the atiqoisiate. Cash
flows are discounted at a market-based rate teatethe uncertainty of the timing of the loss shguieimbursement from the FDIC. The ultimate culibility of this
asset is dependent upon the performance of thelyimdecovered assets, the passage of time anaislpaid by the FDIC. We acquired the Greater Aitdpgans in
December 2009 and continuously evaluate our essratexpected losses on these loans. During 20it¥based on the actual historical losses orotepools over
the previous 24 month period, expected losses®adhuired Greater Atlantic loans (the covereddparere lower than previously forecasted which lkssno a lower
expected recovery from the FDIC. As of December2B14, we expect to recover $2.3 million from ti8€ under the indemnification agreement. The déffee
between the carrying amount of $3.6 million andebmated recovery is being amortized over theameimg life of the indemnification agreement or theected life ¢
the loans, whichever is shorteihere were two agreements with the FDIC, one faglsifamily assets which is a 10 year agreemeritiagan December 2019, and ¢
for non-single family (commercial) assets which s year agreement which expired in December 20 current overstatement is due to improvemieritse loss
estimates in the single family covered loans.

Retirement Plans
Employee 401(k) plan expense is the amount of nradatontributions. Supplemental retirement plapexse allocates the benefits over years of service.
Loss Contingencies

Loss contingencies, including claims and legalaastiarising in the ordinary course of businessrecerded as liabilities when the likelihood ofdas probable and an
amount or range of loss can be reasonably estimaathiagement does not believe there are suchnséti will have a material effect on the finahstatements.

Dividend Restriction

Banking regulations require maintaining certaini@dpevels and may limit the dividends paid by thenk to the holding company or by the holding camypto
shareholders.

Estimates and Uncertainties
Estimates including the fair value of financialtimsnents, other than temporary impairment, the igiom for loan losses, expected loan performanderacoveries from
the FDIC, and the evaluation of the recoverabditgoodwill and intangible assets involve uncetiamand matters of significant judgment regardivigrest rates,

credit risk, repayments and prepayments, and ¢dotors, especially in the absence of broad marketgarticular items. Changes in assumptionsenarket
conditions could significantly affect the estimates
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Operating Segments

While the chief decision-makers monitor the revesineams of the various products and servicesatipas are managed and financial performance isiatead on a
company-wide basis. Discrete financial informati®not available other than on a company-widesha8iccordingly, all of the financial service optoas are
considered by management to be aggregated in poetable operating segment.

Reclassifications

Certain items in the prior year financial statersemére reclassified to conform to the current pregt@n. Gains and losses on OREO have been si@asfrom
noninterest income to noninterest expenses in trs@idated Statements of Income and Compreheirsioene.

Income Taxes

Income tax expense is the total of the current jremme tax due or refundable and the change ierdef tax assets and liabilities. Deferred tartasand liabilities are
the expected future tax amounts for the tempor#fgrdnces between carrying amounts and tax basassets and liabilities, computed using enactedates. A
valuation allowance, if needed, reduces defernedsaets to the amount expected to be realized.

A tax position is recognized as a benefit only isi“more likely than not” that the tax positiorould be sustained in a tax examination, with agteamination being
presumed to occur. The amount recognized is tigesaamount of tax benefit that is greater tha¥ GiRely of being realized on examination. For fgositions not
meeting the “more likely than not” test, no tax efinis recorded. We have no unrecognized tax hisnefid do not anticipate any increase in unreaaghbenefits
during the next twelve months. Should the accofiahy interest or penalties relative to unrecogditax benefits be necessary, it is our policyetmrd such accruals in
our income tax accounts; no such accruals exist Becember 31, 2014. Southern National and ibsisliary file a consolidated U. S. federal tax refiBonabank files
a Maryland state income tax return and SoutherioNaltfiles a Virginia state income tax return. €Bb returns are subject to examination by taxitigoaities for all
years after 2010.

Restrictions on Cash

Cash on hand or on deposit with the Federal Re$smé& was required to meet regulatory reserve &ating requirements in the amount of $1.5 milleord $1.8
million at December 31, 2014 and 2013, respectively

Consolidated Statements of Cash Flows
For purposes of reporting cash flows, Southerndwati defines cash and cash equivalents as cashahudanks and interest-bearing deposits in othek$ with

maturities less than 90 days. Net cash flowseperted for customer loan and deposit transactiodsshort-term borrowings.

99



Earnings Per Share

Basic earnings per share (“EPS”) are computed Wididg net income by the weighted average numb&oaimon shares outstanding during the year. Dilagedings
per share reflect additional common shares thatdvoave been outstanding if dilutive potential coamshares had been issued, as well as any adjudtrianome the
would result from the assumed issuance. Poterdiaimon shares that may be issued by SNBV relagdystol outstanding stock options and warrants aadiatermine
using the treasury stock method.

Comprehensive Income (Loss)

Comprehensive income (loss) consists of net incangeother comprehensive income (loss). Other cehgirsive income (loss) includes unrealized gaidd@sses on
securities available for sale and the non-creditponent of other than temporary impairment of séesrheld-to-maturity which are also recognizecagparate
component of equity.

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 amountliese items
represents the exposure to loss, before consideustgpmer collateral or ability to repay.

Recent Accounting Pronouncements

In January 2014, the FASB issued ASU No. 2014*®kclassification of Residential Real Estate Cttalized Consumer Mortgage Loans upon Foreclosuiene
objective of this guidance is to clarify when arsubstance repossession or foreclosure occurssthvatten a creditor should be considered to hageived physical
possession of residential real estate propertaishlizing a consumer mortgage loan such thabtrereceivable should be derecognized and theestale property
recognized. ASU No. 2014-04 states that an in smostrepossession or foreclosure occurs, and aaridconsidered to have received physical passeof
residential real estate property collateralizirgpasumer mortgage loan, upon either (1) the credlitaining legal title to the residential realastproperty upon
completion of a foreclosure or (2) the borrowernwying all interest in the residential real estatgperty to the creditor to satisfy that loan tigbhwompletion of a deed
in lieu of foreclosure or through a similar leggt@ement. Additionally, ASU No. 2014-04 requireteiim and annual disclosure of both (1) the amafifidreclosed
residential real estate property held by the coedihd (2) the recorded investment in consumergagg loans collateralized by residential real egtedperty that are in
the process of foreclosure according to local reguéents of the applicable jurisdiction. ASU No. 2dM is effective for interim and annual reportpeyiods beginning
after December 15, 2014. The adoption of ASU Nd4204 is not expected to have a material impad¢herSouthern National's Consolidated Financialedtents.

In May 2014, the FASB issued ASU No. 2014-8®venue from Contracts with CustoméFspic 606). These amendments affect any entity ¢ither enters in
contracts with customers to transfer goods or sesvor enters into contracts for the transfer offinancial assets unless those contracts are witi@rscope of oth
standards (e.g. insurance contracts or lease ctsjtrahis ASU will supersede the revenue recogmitiequirements in Topic 605, Revenue Recognitiorg mos
industryspecific guidance, and creates a Topic 606, RevBoaoeContracts with Customers. The core princgfléhe guidance is that an entity should recogréxenu:
to depict the transfer of promised goods or sesvicecustomers in an amount that reflects the densiion to which the entity expects to be entifle@xchange fc
those goods or services. This ASU also requiregtiaddl disclosure about the nature, amount, timang uncertainty of revenue and cash flows arifiog custome
contracts, including significant judgments and gemin judgments and assets recognized from cuaisred to obtain or fulfill a contract. This ASUlMbe effective fo
annual reporting periods beginning after Decemiger2016, including interim periods within that refdog period. Early adoption is not permitted. TA8U allows fo
either full retrospective or modified retrospectagoption. SNBV is assessing the effects of thit) ABhich exclude financial instruments from its gepbut does n
anticipate that it will have a material impact e financial position or results of operations.
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In June 2014, the FASB issued ASU No. 2014-11Transfers and Servicing (Topic 860): Repurchas#itdurity Transactions, Repurchase Financings,
Disclosures” This ASU aligns the accounting for repurchasevtaturity transactions and repurchase agreementsiexkas a repurchase financing with the accou
for other typical repurchase agreements. The nedague eliminates sale accounting for repurchiageaturity transactions and supersedes the guidander which
transfer of a financial asset and a contemporanezuschase financing could be accounted for oonabined basis as a forward agreement. The amendinetiie ASL
also require a new disclosure for transactions ecucelly similar to repurchase agreements in whieh transferor retains substantially all of the asype to th
economic return on the transferred financial asgetaughout the term of the transaction. Additiodesiclosures will be required for the nature oflateiral pledged i
repurchase agreements and similar transactionsuatzb for as secured borrowings. The amendmentsisnASU are effective for the first interim or arat perioc
beginning after December 15, 2014; however, thelaisire for transactions accounted for as secusewings is required to be presented for annuabgde beginnin
after December 15, 2014, and interim periods beggafter March 15, 2015. Early adoption is notrpigied. The adoption of ASU No. 2014- is not expected to he
a material impact on the Southern National's Cadatéd Financial Statements.

In June 2014, the FASB issued ASU No. 2014d@npensation—Stock Compensation (Topic 718): Atitaufor ShareBased Payments When the Terms of an A
Provide That a Performance Target Could Be AchieAiidr the Requisite Service Peri. The amendments clarify the proper method of atiog for sharebase!
payments when the terms of an award provide thprformance target could be achieved after theisgguservice period. This ASU requires that a geriance targ:
that affects vesting and that could be achieveet dlfie requisite service period be treated as fanpesince condition. The performance target shooldbe reflected i
estimating the grardate fair value of the award. Compensation costilshioe recognized in the period in which it becompesbable that the performance target wil
achieved and should represent the compensatiorattabutable to the period(s) for which the regeiservice has already been rendered. The amenslimettis ASL
are effective for annual periods and interim pesiadthin those annual periods beginning after Ddwmni5, 2015. Earlier adoption is permitted. Mamagiet does ni
anticipate that this ASU will significantly impaSNBYV.
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2. SECURITIES

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

Amortized Gross Unrealized Fair
December 31, 201. Cost Gains Losses Value
Obligations of states and political subdivision: $ 2,298 $ - % (100 $ 2,28t
Amortized Gross Unrealized Fair
December 31, 201 Cost Gains Losses Value
Obligations of states and political subdivision: $ 2,30 $ - % (309 $ 1,99:

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

Amortized Gross Unrecoghizec Fair
December 31, 201 Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 22,897 $ 70¢  $ 8 $ 23,597
Residential governmen-sponsored collateralized mortgage obligation 3,56¢ - (53 3,511
Governmeni-sponsored agency securitie 44,94¢ 294 (822) 44,42
Obligations of states and political subdivision: 15,53 10¢ (145) 15,49¢
Other residential collateralized mortgage obligatios 59¢ - - 59¢
Trust preferred securities 6,51¢ 1,52} (1,579 6,471
$ 94,05¢ $ 2631 $ (2,609 $ 94,09:
Amortized Gross Unrecognizec Fair
December 31, 201 Cost Gains Losses Value
Residential governmen-sponsored mortgag-backed securities $ 25,60¢ $ 67: $ (299 $ 25,98¢
Residential governmen-sponsored collateralized mortgage obligation 4,29¢ 2 (349 3,94¢
Government-sponsored agency securitie 29,97 - (3,999 25,97
Obligations of states and political subdivision: 14,38¢ - (987) 13,40:
Other residential collateralized mortgage obligatios 65¢ - 12 647
Trust preferred securities 7,521 93¢ (2,229 6,23-
$ 82,44: $ 161 $ (7,869 $ 76,19:

The amortized cost amounts are net of recognizeet dhan temporary impairment.

During 2014, we sold no securities. During 2013,sete 55 thousand shares of available for sale FBlpveferred stock resulting in a gain of $142 tlemas During
2012, we sold $8.2 million of available for sale/Spooled securities acquired in the Greater AtaB&nk transaction resulting in a gain of $287 gand and $14.4
million available for sale securities acquiredhie HarVest acquisition resulting in a loss of $#iGusand.

The fair value and amortized cost, if differentdebt securities as of December 31, 2014 by canmbmaturity were as follows (in thousands). S#i@s not due at a
single maturity date, primarily mortgage-backedusiies and collateralized mortgage obligations, slrown separately.

Held to Maturity Available for Sale
Amortized Amortized
Cost Fair Value Cost Fair Value
Due in five to ten years $ 12,67: $ 12,558 % - 3 -
Due after ten years 54,32« 53,83: 2,29 2,28t
Residential governmen-sponsored mortgag-backed securities 22,89 23,59 - -
Residential governmen-sponsored collateralized mortgage obligation 3,56¢ 3,511 - -
Other residential collateralized mortgage obligatios 59¢ 59¢ - -
Total $ 94,05¢ $ 94,090 $ 2,298 % 2,28t

Securities with a carrying amount of approximatL.8 million and $65.3 million at December 31, 2@hd 2013, respectively, were pledged to secuségdeposits,
repurchase agreements and a line of credit forrembsafrom the Federal Home Loan Bank of AtlantdH{B").
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Southern National monitors the portfolio for indima of other than temporary impairment. At Decenil, 2014 and 2013, certain securities’ fair galwere below
cost. As outlined in the table below, there werusées with fair values totaling approximately1$3 million in the portfolio with the carrying vadiexceeding the
estimated fair value that are considered tempgrampaired at December 31, 2014. Because thergetlifair value is attributable to changes inries¢ rates and marl
illiquidity, and not credit quality, and because eé@not have the intent to sell these securitiesitis likely that we will not be required to sétle securities before their
anticipated recovery, management does not consiidee securities to be other-than-temporarily imgubas of December 31, 2014. The following tablesent
information regarding securities in a continuougeatized loss position as of December 31, 20142848 (in thousands) by duration of time in a lossifon:

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: $ 48t $ @ $ 1,80C $ 9 $ 2,28t $ (10)
Less than 12 months 12 Months or More Total
Unrecognized Unrecognized Unrecognized
Held to Maturity Fair value Losses Fair value Losses Fair value Losses
Residential governmen-sponsored mortgag-backed
securities $ 3,506 $ 8 $ - % - % 3,50¢ $ (8)
Residential governmen-sponsored collateralizec
mortgage obligations 692 3 2,81¢ (50) 3,511 (53)
Government-sponsored agency securitie - - 29,154 (822 29,154 (822
Obligations of states and political subdivision: 48k (20 8,13¢ (125 8,62¢ (14%)
Trust preferred securities - - 4,237 (1,574) 4,237 (1,574)
$ 4,68: $ 3) $ 44,348 $ (257) $ 49,02¢  $ (2,602)
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/ $ (231) $ 199: $ (309)
Less than 12 months 12 Months or More Total
Unrecognized Unrecognized Unrecognized
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 collateralizec
mortgage obligations 2,98¢ (349 - - 2,98¢ (349
Government-sponsored agency securitie 8,73: (1,250 17,24« (2,749 25,97% (3,999
Obligations of states and political subdivision: 10,327 (58¢) 3,06¢ (399 13,39 (987)
Other residential collateralized mortgage obligatios 647 12 - - 647 12
Trust preferred securities - - 4,07( (2,229 4,07( (2,229
$ 35,33t $ (2,49) $ 24,37¢  $ (537) $ 59,71: $ (7,869
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As of December 31, 2014, we owned pooled trusiepred securities as follows (in thousands):

Previously
% of Curren Recognize(
Defaults ani ~ Cumulative

Ratings Estimate: Deferrals tc Other
Tranche When Purchase Current Rating: Fair Total Comprehensiv:
Security Level Moody's Fitch Moody's Fitch Par Valur Book Value Value Collateral Loss (1)
(in thousands
ALESCO VII A1B Senior Aaa AAA A3 BBB $ 5,46¢ $ 4,97t $ 3,55¢ 16% $ 26€
MMCEF Il B Senior Sub A3 A- Bal CcC 32¢ 322 192 34% 5
5,79¢ 5,29¢  3,74f $ 271

Cumulative Othe Cumulative
Comprehensivi  OTTI Related t

Other Than Temporarily Impaire Loss (2) Credit Loss (2
TPREF FUNDING I Mezzanine Al A- Caa3 Cc 1,50( 50¢ 48¢ 3% 591 $ 40C
TRAP 200-XII C1 Mezzanine A3 A Cc Cc 2,17¢ 57 39t 26% 82€ 1,29:
TRAP 200°-XIllI D Mezzanine NR A- NR C 2,03¢ - 324 17% 7 2,032
MMC FUNDING XVl Mezzanine A3 A- Ca C 1,09¢ 27 29t 21% 3717 691
ALESCOV C1 Mezzanine A2 A C Cc 2,15( 47¢ 57t 15% 1,014 661
ALESCO XV C1 Mezzanine A3 A- Cc Cc 3,27¢ 31 86 33% 68¢ 2,55¢
ALESCO XVIC Mezzanine A3 A- Cc C 2,17¢ 121 562 15% 87¢ 1,18(

14,42( 1,220 2,72¢ $ 4,382 $ 8,81¢
Total $ 2021+ $ 6,51¢ $ 6,471

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

(2) Pre-tax

Each of these securities has been evaluated fer dthn temporary impairment (“OTTI”Jn performing a detailed cash flow analysis of eaeburity, Sonabank wor
with independent third parties to estimate expeci@sh flows and assist with the evaluation of othen temporary impairment. The cash flow analysa$ormet
included the following assumptions:

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

Recoveries of 11% with a two year lag on all defaahd deferrals

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

Additionally banks with assets over $15 billion b longer be allowed to count down streamed tpusterred proceeds as Tier 1 capital (althougtilitstill
be counted as Tier 2 capital). That will incent thege banks to prepay their trust preferred saearif they can or if it is economically desirablkss ¢
consequence, we have projected in all of our ptias 10% of the collateral issued by banks wittessver $15 billion will prepay in the first yeaf the
forecast, and 15% in the second y:

Our securities have been modeled using the ab®erggions by independent third parties using tinedod LIBOR curve to discount projected cash flda
present values

We recognized OTTI charges of $41 thousand durbiyiZompared to OTTI charges related to credithenttust preferred securities totaling $3 thousand $71
thousand for the years ended December 31, 2012@®| respectively.
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The following table presents a roll forward of @redit losses recognized in earnings for the psrevdled December 31, 2014, 2013 and 2012 (in thdeka

2014 2013 2012
Amount of cumulative oth-thar-temporary impairmerrelated to credit loss prior to Januar $ 8,911 $ 8,99 $ 8,271
Amounts related to credit loss for which othe-thar-temporary impairment was not previously recogr - - -
Amounts related to credit loss for which othe-thar-temporary impairment was previously recogni 41 3 717
Reductions due to realized los: (3 (86) -
Amount of cumulative oth-thar-temporary impairmer related to credit loss as of Decembel $ 8,94¢ $ 8911 $ 8,994

Changes in accumulated other comprehensive incgneeiponent for the years ended December 31, 20d2@13 are shown in the table below. All amouaméesne

of tax (in thousands).

For the year ended December 31, 2

Beginning balanc
Other comprehensive income/(loss) before reclasdifins
Amounts reclassified from accumulated other comgmstve income/(loss

Net currer-period other comprehensive income/(lc
Ending balance

For the year ended December 31, 2

Beginning balanc

Other comprehensive income/(loss) before reclasditins

Amounts reclassified from accumulated other comgnslve income/(loss)
Net currer-period other comprehensive income/(lc
Ending balance

Unrealized Holdin
Gains (Losses) o
Available for Sale

Held to Maturity

Securities Securities Total
$ (209 $ (2,987) $ (3,190
197 27 17C
197 (27) 17C
$ 6 $ (3,019 $ (3,020
Unrealized Holdin
Gains (Losses) o
Available for Sale Held to Maturity
Securities Securities Total
$ 4 3 (3,025 $ (2,98))
(159) 38 (115
(94) - (94)
(247) 38 (209)
$ (203) $ (2,987 $ (3,190
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3. LOANS

Loans, net of unearned income, consist of theiolig 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 $ - % 136,59 $ 136,59 $ 1,60: $ 106,22 $ 107,82¢
Commercial real estate- non-owner-
occupied - 200,51° 200,51° 5,82¢ 150,00t 155,83
Secured by farmland - 61z 61z 10C 50¢ 60¢
Construction and land loans - 57,93¢ 57,93¢ 1 39,06¢ 39,06¢
Residential 3-4 family 14,837 123,23: 138,07( 16,63: 66,48 83,11
Multi - family residential - 21,83: 21,83: 58t 21,49¢ 22,08:
Home equity lines of credit 23,65¢ 9,751 33,40¢ 25,76¢ 6,431 32,20(
Total real estate loans 38,49¢ 550,48( 588,97! 50,51¢ 390,21¢ 440,73¢
Commercial loans - 114,71 114,71 1,097 104,28 105,38:
Consumer loans - 1,56¢ 1,56¢ 81 1,30¢ 1,38¢
Gross loans 38,49¢ 666,75¢ 705,25: 51,69¢ 495,81( 547,50¢
Less deferred fees on loar 1 (1,782 (1,787 5 (1,459 (1,449
Loans, net of deferred fee: $ 38,49¢ $ 664,97t $ 703,47. $ 51,70 $ 49435 $ 546,05¢

(1) Covered Loans were acquired in the Greatkm#it transaction and are covered under an FD$6-hare agreement. The agreement covering nole-$amgily
loans expired in December 2014.

Accounting policy related to the allowance for Idasses is considered a critical policy given el of estimation, judgment, and uncertainty ia lévels of the
allowance required to account for the inherent abdd losses in the loan portfolio and the matefifect such estimation, judgment, and uncertaiaty ltave on the
consolidated financial results.

As part of the Greater Atlantic acquisition, thenBand the FDIC entered into loss sharing agreesmamapproximately $143.4 million (contractual basif Greater
Atlantic Bank'’s assets. There were two agreeme@iitsthe FDIC, one for single family loans whichad 0-year agreement expiring in December 2019 paedor non-
single family (commercial) assets which was a 5-gemeement which expired in December 2014. ThekBat share in the losses on the loans and fosszidoan
collateral with the FDIC as specified in the lobaring agreements; we refer to these assets ¢ediscas “covered assetsl’oans that are not covered in the loss shi
agreement are referred to as “non-covered loarsdbfAecember 31, 2014, non-covered loans incl$®dd0 million of loans acquired in the HarVest asiion and
$59.5 million acquired in the PGFSB acquisition.

Accretable discount on the acquired covered lodmesPGFSB loans and the HarVest loans was $9.Bmaind $8.9 million at December 31, 2014 and Déx=r81,
2013 respectively.

Credit-impaired covered loans are those loans whiekented evidence of credit deterioration atitite of acquisition and it is probable that Southéational would

not collect all contractually required principaldainterest payments. Generally, acquired loansrttegt Southern National’s definition for nonaccrstaltus fell within
the definition of credit-impaired covered loans.
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Impaired loans for the covered and non-coveredgians 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 occupied $ - 0% -8 - $ 10,39 $ 10,39  $ - $ 10,39« $ 10,39 $ -
Commercial real estate- non-owner occupied (2) - - - 1,85¢ 2,11¢ - 1,85¢ 2,11¢ -
Construction and land development - - - - - - - - -
Commercial loans - - - 4,99¢ 4,99¢ - 4,99¢ 4,99¢ -
Residential -4 family (4) 1,74C 2,052 - - - - 1,74C 2,052 -
Other consumer loans - - - - - - - - -
Total $ 1,74( $ 2,058 $ - $ 17,25 $ 17,512 $ - $ 18,99: $ 19,56« $ -
With an allowance recorded
Commercial real estate- owner occupied $ -0 $ - $ - 0% 1,60¢ $ 2,231 % 151 $ 1,60¢ $ 2231 $ 151
Commercial real estate- non-owner occupied (2) - - - - - - - - -
Construction and land development - - - 467 74C 12C 467 74C 12C
Commercial loans - - - 3,141 3,94¢ 134 3,141 3,94¢ 134
Residential -4 family (4) - - - 1,34« 1,46t 30C 1,344 1,46t 30C
Other consumer loans - - - - - - - - -
Total b - - - b 6,561 8,38( b 70E b 6,561 b 8,38( b 70E
Grand total E: 1,74( 2,052 - ¢ 23,81% 25,897 705§ 2555. $ 27,94« § 70%
(1) Recorded investment is after cumulative priwarge offs of $1.7 million. These loans also haygregate SBA guarantees of $4.7 milli
(2) Includes loans secured by farmland and I-family residential loans
(3) The Bank recognizes loan impairment and maygweoently record a charge off to the allowanceldan losses
(4) Includes home equity lines of crec
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 occupied $ 745 0B 844 % -0 % 747¢  $ 747¢  $ -0 8% 8221 $ 8320 $ -
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 $ 4,11 $ 4,76¢ $ -3 18,458 $ 19227 $ - $ 2256 $ 2399 $ -
With an allowance recorded
Commercial real estate- owner occupied $ -8 - $ - $ 40C $ 50C $ 19z $ 40 $ 50C $ 19z
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 2,637 20C 2,631 2,637 20C
Other consumer loans - - - - - - - - -
Total h: - - - ¢ 4,75¢ 5,65 ¢ 717 9 4,75 § 5,65 ¢ 717
Grand total b 4,11( 4,76¢ - b 23,21( 24,87¢ b 717 b 27,32( b 29,64f b 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 I-family residential loans

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

(4) Includes home equity lines of crec
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The following tables present the average recordeestment and interest income for impaired loansgrized by class of loans for the years ended iDbee 31, 2014,
2013 and 2012 (in thousands):

Year ended 12/31/1: Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognizec Investment Recognizec Investment Recognizec

With no related allowance recordec
Commercial real estate- owner occupied $ - $ - $ 8,15¢ $ 511 % 8,15¢ $ 511
Commercial real estate- non-owner
occupied (1) - - - - - -
Construction and land developmeni - - - - - -

Commercial loans - - 3,632 22¢ 3,632 22¢
Residential -4 family (2) 1,251 40 - - 1,251 40
Other consumer loans - - - - - -
Total $ 1,251 $ 40 $ 11,78¢ $ 734 $ 13,037 $ 774

With an allowance recorded
Commercial real estate- owner occupied $ - $ - % 326 $ 14 % 326 $ 14
Commercial real estate- non-owner

occupied (1) - - - - -
Construction and land developmeni - - 36 - 36 -

Commercial loans - - 2,317 - 2,317 -
Residential -4 family (2) - - 464 - 464 -
Other consumer loans - - - - - -
Total $ - 3 - 3 3,14 $ 14 3 3,14:  $ 14
Grand total $ 1,251 $ 40 $ 14,92¢ $ 74 $ 16,18( $ 78€
(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of crec
Year ended 12/31/1: Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognizec Investment Recognizec Investment Recognizec
With no related allowance recordec
Commercial real estate- owner occupied $ 77C % 5 $ 6,45¢ $ 43¢ $ 7,22¢ % 494
Commercial real estate- non-owner
occupied (1) 2,27¢ 134 37C 38 2,64 172
Construction and land developmeni - - 1,181 - 1,181 -
Commercial loans - - 1,811 66 1,811 66
Residential -4 family (2) 1,22¢ 47 5,53¢ 347 6,76: 394
Other consumer loans - - - - - -
Total $ 427 $ 23€ $ 1535. % 89C $ 19,62 $ 1,12¢

With an allowance recorded
Commercial real estate- owner occupied $ - % - % 12 % 17 % 12 % 17
Commercial real estate- non-owner

occupied (1) - - - - - -
Construction and land developmeni - - - -
Commercial loans - - 1,87¢ - 1,87¢ -

Residential -4 family (2) - - 2,61¢ 127 2,61¢ 127
Other consumer loans - - - - - -
Total $ - 3 - 3 461€ $ 144  $ 461€ $ 144
Grand total $ 427 % 23€ $ 19,96¢ $ 1,032 3 2424,  $ 1,27(

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of crec
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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 developmeni
Commercial loans
Residential -4 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 developmeni
Commercial loans
Residential 1-4 family (2)
Other consumer loans

Total
Grand total

Covered Loans Non-covered Loans Total Loans
Average Interest Average Interest Average Interest
Recorded Income Recorded Income Recorded Income
Investment Recognizec Investment Recognizec Investment Recognizec
$ 134 % 19 724 $ 39 % 85¢ $ 58
2,101 62 1,94 39 4,04: 101
1,087 101 3,15¢ 95 4,24t 19¢€
21C 23 3,83¢ 13z 4,04¢ 15¢
1,18¢ 29 1,23( 49 2,41% 78
$ 4,71 $ 234 % 10,89 $ 354 % 15,60 $ 58¢€
$ - 3 - % 27C % 21 $ 27  $ 21
- - 1,34¢ 10z 1,34¢ 10z
- - 1,78:¢ 90 1,78:¢ 90
$ - 3 - $ 3,3%¢  $ 21 $ 3,3%¢  $ 218
$ 471 $ 234 $ 14,28¢ 3 567 $ 19,000 $ 801

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

(2) Includes home equity lines of crec
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The following table presents the aging of the rdedrinvestment in past due loans by class of laaref December 31, 2014 and 2013 (in thousands):

December 31, 201.

Covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1
Construction and land developmeni
Commercial loans
Residential -4 family (2)
Other consumer loans

Total

Non-covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1
Construction and land developmeni
Commercial loans
Residential -4 family (2)
Other consumer loans

Total

Total loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1
Construction and land developmeni
Commercial loans
Residential -4 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 developmeni
Commercial loans
Residential -4 family (2)
Other consumer loans

Total

Non-covered loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1
Construction and land developmeni
Commercial loans
Residential -4 family (2)
Other consumer loans

Total

Total loans:
Commercial real estate- owner occupied
Commercial real estate- non-owner occupied (1
Construction and land developmeni
Commercial loans
Residential -4 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
$ - $ - $ - $ - $ - -
1C 14¢ 15¢ 85¢ 37,47¢ 38,49t
$ 1C $ 14¢ $ 15¢ $ 85¢ $ 37,47¢ 38,49t
$ - $ - % 152¢ $ 135,07: 136,59
4,12¢ - 4,12¢ - 218,83: 222,96
, - - 467 57,47: 57,93¢
- - - 3,14( 111,57: 114,71
31¢ 58€ 90t 521 131,55¢ 132,98«
6 - 6 - 1,55¢ 1,56¢
$ 445 3 58€ $ 503¢ $ 565 $ 656,06 666,75¢
$ - $ - $ - % 152¢ $ 135,07: 136,59
4,12¢ - 4,12¢ - 218,83: 222,96
, - - 467 57,47: 57,93¢
- - - 3,14( 111,57- 114,71
32¢ 734 1,06: 1,38( 169,03¢ 171,47¢
6 - 6 - 1,55¢ 1,56¢
$ 4467 3 734 $ 5197 $ 6,511 $ 693,54 705,25:
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
$ - $ - $ - $ - $ 1,60: 1,60:
50¢ - 503 24k 5,76¢ 6,51¢
- - - - 1 1
- - - - 1,097 1,097
41 - 41 1,377 40,98 42,40(
- - - - 81 81
$ 544 $ - $ 544 % 162: $ 49,53( 51,69¢
$ 706 $ 28¢ $ 291 $ - $ 105,23 106,22!
35¢ - 35¢ - 171,65 172,01.
8 3 11 2,107 36,95( 39,06¢
522 96¢ 1,49C 3,07( 99,724 104,28
957 98 1,05¢ 2,637 69,22 72,91
14 - 14 - 1,29¢ 1,30¢
$ 2,56¢ $ 1,352 $ 3,92( $ 7,814 $  484,07¢ 495,81(
$ 706 $ 28¢ $ 9291 % - $ 106,83 107,82¢
862 - 862 24k 177,41¢ 178,52t
8 3 11 2,107 36,95. 39,06¢
522 96¢ 1,49(C 3,07( 100,82: 105,38:
99¢ 98 1,09¢ 4,01¢ 110,20 115,31
14 - 14 - 1,37¢ 1,38¢
$ 3,11: $ 1,352 $ 446 % 9,43¢ $ 533,60t 547,50t

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

(2) Includes home equity lines of crec
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Activity in the allowance for non-covered loan dadse losses by class of loan for the years enéedrbber 31, 2014, 2013 and 2012 is summarized Kalow

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

Commercial Commercial
Real Estate  Real Estate Construction

Owner Non-owner and Land Commercial

Other

1-4 Family  Consumel

Occupied  Occupied (1 Developmen Loans Residential (2 Loans Unallocatec Total
$ 814 $ 98t $ 1,06¢ $ 2,797 $ 1,30z $ 54 $ 19 $ 7,03¢
(57%) - (250) (1,99¢) (449) - - (3,270

1C 23 4 12t 7 - 174

604 11F 822 1,13¢ 462 (1) 31 3,45(

$ 858 $ 1,12¢ $ 164 $ 2,06 $ 1,327 $ 49 $ 337 $7,39¢
$ 93z $ 147¢ $ 97C $ 2,11C $ 1,16: $ 33 ¢% 28t $ 6,967
- (199 (650) (2,28¢) (77€) (144 - (4,05%

13 14¢ 7 204 12¢ 4 - 502

(131 (43€) 741 2,76¢ 78€ 161 (26€) 3,62¢

$ 814 $ 98t $ 1,06¢ $ 2797 % 1,302 $ 54 % 19 $ 7,03¢
$ 627 $ 1,011 $ 1,367 $ 2227 $ 1,021 $ 42 $ - $6,29¢
(250) (1,087 (2,119 (1,67¢) (1,079 (9) - (6,206

- 261 13 334 85 9 - 70z

55¢ 1,28: 1,70¢ 1,22¢ 1,12¢ (9) 285 6,17¢

$ 93z $ 1474 $ 97C $ 2,11C $ 1,16: $ 33 % 28E $ 6,961

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

(2) Includes home equity lines of crec

Activity in the allowance for covered loan and ledssses by class of loan for the years ended Deee81, 2014, 2013 and 2012 is summarized beloth@nsands).

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

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

Charge offs

Recoveries

Adjustments (2)

Provision

Ending balance

Commercial Commercial

Real Estate Real Estate Construction
Owner Non-owner and Land
Occupied Occupied (1 Developmen

Commercial

Other

1-4 Family Consumel
Loans Residential (3’

Loans Unallocatec Total

$ -3 45 $ -3 - $ - $ 6% $ 51
- (36) - - 14 @) (24)
- (9) - - 3 - (6)
$ -3 -$ -3 - $ 17 $ 4% $ 21
$ -$ 45 % -$ 43 % -$ 113 $ 99
; ; - (39) - 4) 39
- u - 8 - (@) ©
$ -3 45 $ -3 -3 -$ 6% $§ 51
$ -3 -$ -$ -$ -3 -$ $ -
: 36 : 38 : 9 80
- 9 - 8 - 2 19
$ -3 45 $ -3 43 $ -3 1 3 $ 99

(1) Includes loans secured by farmland and I-family residential loans
(2) Represents the portion of increased expectkfowhich is covered by the loss sharing agreewignthe FDIC.

(3) Includes home equity lines of crec
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The following table presents the balance in thevedince for non-covered loan losses and the recandedtment in norovered loans by portfolio segment and base
impairment method as of December 31, 2014 and g@1Bousands):

Commercial Commercial

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

Ending allowance balance attributable tc

loans:

Individually evaluated for impairment $ 151 $ -3 12¢ $ 134 $ 30C $ - $ - $ 70E
Collectively evaluated for impairment 704 1,12¢ 1,52/ 1,92¢ 1,027 49 337 6,68¢
Total ending allowance $ 85 $ 1,12 $ 1,64. $ 2,06 $ 1,32: $ 49 $ 337 $ 7,39:¢
Loans:

Individually evaluated for impairment $ 12,00 $ 185¢ $ 467 $ 8,13¢ $ 134¢ % - $ - $ 238L
Collectively evaluated for impairment 124,59: 221,10. 57,47 106,57! 131,64( 1,564 - 642,94¢
Total ending loan balances $ 136,590 $ 22296. $ 57,93 $ 11471 $ 13298: $ 156/ $ - $ 666,75t

December 31, 201

Ending allowance balance attributable tc

loans:

Individually evaluated for impairment $ 19z $ -3 - $ 32t % 20C $ - $ - $ 717
Collectively evaluated for impairment 622 98¢t 1,06¢ 2,472 1,102 54 18 6,322
Total ending allowance $ 814 $ 98t $ 1,06¢ $ 2,791 $ 1,302 $ 54 $ 19 $ 7,03¢
Loans:

Individually evaluated for impairment $ 7,87¢ $ 35¢ $ 2,107 $ 487 $ 7,99 $ -3 - $  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 $ 39,06¢ $ 104,28: $ 72910 $ 1,308 $ - $  495,81(

(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 recordex$iment in covered loans by portfolio segment asdd on
impairment method as of December 31, 2014 and fi@Bousands).

Commercial Commercial

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

Ending allowance balance attributable tc

loans:

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

Collectively evaluated for impairment - - - - 17 4 - 21
Total ending allowance $ - $ - $ - $ - $ 17 $ 4 $ - $ 21
Loans:

Individually evaluated for impairment $ -3 - $ - $ -3 1,74C $ -3 - $ 1,74C

Collectively evaluated for impairment 36,75¢ - 36,75¢
Total ending loan balances $ - 3 - $ - $ - 3 38,49 $ - 3 - $ 38,49t

December 31, 201

Ending allowance balance attributable tc

loans:

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

Collectively evaluated for impairment - 45 - - - 6 - 51
Total ending allowance $ - $ 45 $ - $ -3 - $ 6 $ - $ 51
Loans:

Individually evaluated for impairment $ 748 $ 2,14t $ - $ - $ 1,22C $ - $ - $ 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« $ 19 1,097 $ 42,400 $ 81 $ - $  51,69¢

(1) Includes loans secured by farmland and I-family residential loans
(2) Includes home equity lines of crec
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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 diffisubnd (2) the Bank
has granted a concession to the borrower. The Batgkmines that a borrower may be experienciranfiral difficulty if the borrower is currently datjuent on any of
its debt, or if the Bank is concerned that the ®@oar may not be able to perform in accordance thighcurrent terms of the loan agreement in thestable

future. Many aspects of the borrower’s financitlaion are assessed when determining whetherateegxperiencing financial difficulty, particulas it relates to
commercial borrowers due to the complex naturdé@fidan structure, business/industry risk and vegr@guarantor structures. Concessions may indlveleeduction c
an interest rate at a rate lower than current maste for a new loan with similar risk, extensifrthe maturity date, reduction of accrued interesprincipal
forgiveness. When evaluating whether a concedssrbeen granted, the Bank also considers whéthdrorrower has provided additional collateral wargntors and
whether such additions adequately compensate thie Bathe restructured terms, or if the revisedeare consistent with those currently being effeo new loan
customers. The assessments of whether a borreveaperiencing (or is likely to experience) finadifficulty and whether a concession has beentgrhis subjective
in nature and management’s judgment is requirechvdeéermining whether a modification is a TDR.

Although each occurrence is unique to the borraameris evaluated separately, for all portfolio segts, TDRs are typically modified through reductiorinterest rate:
reductions in payments, changing the payment témns principal and interest to interest only, ama#gtensions in term maturity.

During the year ending December 31, 2014, there werloans modified in troubled debt restructurinj® TDRs defaulted during the year ending Decer8lie2014,
which had been modified in the previous 12 months.

During 2013, we refinanced 15 loans to one borraetding $5.9 million secured by single family Trekidential properties with a loan in the amoudr®2 million
secured by a first deed of trust on the propegiesa loan in the amount of $663 thousand secyredskecond deed of trust on the properties whichaharged off as «
December 31, 2013. There is no commitment to &dditional funds to this borrower. During 2013, medified one commercial real estate owner-occujzad in a
troubled debt restructuring with an unpaid printipalance of $708 thousand which was restructuyeietucing the principal portion of the contractpahcipal and
interest payment without modifying the intereseraThere is no additional commitment to lend e Horrower.

Credit Quality Indicators

Through its system of internal controls Southertidfel evaluates and segments loan portfolio crepdliity on a quarterly basis using regulatory migfins for Special
Mention, Substandard and Doubtful. Special Menti@ns are considered to be criticized. Substahaad Doubtful loans are considered to be classifleouthern
National has no loans classified Doubt

Special Mention loans are loans that have a palengakness that deserves management’s closei@ttetitleft uncorrected, these potential weakesgsay result in
deterioration of the repayment prospects for tla@ lor of the institution’s credit position.

Substandard loans are inadequately protected bgutinent net worth and paying capacity of the aligr of the collateral pledged if any. Loans kssified have a

well-defined weakness or weaknesses that jeopatiaéziquidation of the debt. They are characeatiby the distinct possibility that the institutiosll sustain some
loss if the deficiencies are not corrected.
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Doubtful loans have all the weaknesses inheretitdge classified as substandard, with the adde@dctesistic that the weaknesses make collectidigoidation in full,
on the basis of currently existing facts, condisiomnd values, highly questionable and improbable.

As of December 31, 2014 and 2013, and based omdiserecent analysis performed, the risk categblyams by class of loans was as follows (in thods

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 $ - % - % - $ 917 $ 12,00 $123,67° $136,59° $ 12,92( $123,67° $136,59
Commercial real estate- non-

owner occupied (2) - - - 234 - 222,727 222,96 234 222,727 222,96:
Construction and land

development - - - 592 467 56,87¢ 57,93¢ 1,06( 56,87¢ 57,93¢
Commercial loans - - - 30 8,13¢ 106,54! 114,71: 8,16¢ 106,54! 114,71:
Residential 1-4 family (4) 1,74C 36,75¢ 38,49t 584 1,34« 131,05t 132,98« 3,66¢ 167,81: 171,47¢
Other consumer loans - - - - - 1,56¢ 1,56¢ - 1,56¢ 1,56¢
Total $ 1,74C $ 36,75¢ $ 38,49¢ $ 2,35 $ 21,950 $642,44 $666,75¢ $ 26,05. $679,20. $705,25!

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 $ 85¢ $ 1,60 $ 80z $ 7,87¢ $ 97,547 $106,22! $ 9,42 $ 98,40¢ $107,82¢
Commercial real estate- non-

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

development - 1 1 61¢ 2,101 36,34 39,06¢ 2,72¢ 36,34« 39,06¢
Commercial loans - 1,097 1,097 31 4,87: 99,38( 104,28 4,904 100,47 105,38:
Residential -4 family (4) 1,22( 41,18( 42,40( 17¢€ 7,99¢ 64,74: 72,91 9,397 105,92 115,31
Other consumer loans - 81 81 - - 1,30¢ 1,30¢ - 1,38¢ 1,38¢
Total $ 411C $ 4758¢ $ 5169 $ 16271 $ 23,21( $470,97. $495,81( $ 28,94° $518,55¢ $547,50¢

(1) Credit quality is enhanced by a loss sharingamgent with the FDIC in the covered portfolio. Haene credit quality indicators used in the nonecest portfolio are
combined.

(2) Includes loans secured by farmland and muitiffaresidential loans.

(3) Includes SBA guarantees of $4.7 million and4$8illion as of December 31, 2014 and 2013, re$peyt

(4) Includes home equity lines of credit.

Purchased Loans

The following table presents the carrying amourpuichased impaired and non-impaired loans fron@AB acquisition as of December 31, 2014 and 2@13 (
thousands):

December 31, 201 December 31, 201
Purchasei Purchasei Purchasei Purchasei
Impaired Nor-impaired Impaired Non-impaired
Loans Loans Total Loans Loans Total

Commercial real esta $ 1,280 $ 5290 % 6,57C $ 1,31t $ 6,802 $ 8,117
Construction and land developm - - - - 1 1
Commercial loan 20C 497 697 207 89C 1,097
Residential -4 family - 38,49¢ 38,49¢ - 42,40( 42,40(
Other consumer loar - 72 72 - 81 81
Total $ 1,48C $ 44,35  $ 4583 $ 152 $ 50,17 $ 51,69¢

The indemnification against losses in the non-giriginily portfolio on the GAB portfolio ended in Bember 2014. The FDIC indemnification on the GABidential
mortgages and home equity lines of credit contfiou@nother five years.
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Changes in the carrying amount and accretable foeldurchased impaired and non-impaired loans fiteenGreater Atlantic acquisition were as followsthe years
ended December 31, 2014 and 2013 (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 beginnin of period  $ - $ 1,52: $ 6,85¢ $ 50,17 $ - $ 3297 $ 8,001 % 68,024
Additions - - - - - - - -
Accretion - - (1,929 1,92¢ - - (1,656 1,65¢

Reclassificationfrom

nonaccretable balan - - 29¢ - - - 521 -
Adjustmen-transfer ttOREO - 31 (379 - (1,659 12 (2,329
Payments receive - - (5,899 - (127) - (17,179
Balance at end period $ - $ 1,52: $ 5191 $ 4583 $ - $ 1,52: $ 6,85 $ 50,17

The following table presents the carrying amourpuichased impaired and non-impaired loans frontHgd/est acquisition as of December 31, 2014 ari8Zh

thousands):

Commercial real esta
Construction and land developm
Commercial loan

Residential -4 family

Other consumer loar

Total

December 31, 201

December 31, 201

Purchasei Purchasei Purchasei Purchasei
Impaired Nor-impaired Impaired Non-impaired
Loans Loans Total Loans Loans Total
$ 32: % 14,22¢ 3 14547 % 356 $ 15,28 $ 15,64
592 3,23¢ 3,821 62¢ 5,312 5,941
- 3,49: 3,49: - 4,36: 4,36:
85t 11,277 12,13: 87C 12,04¢ 12,91¢
- 3 3 - 8 8
$ 1,771 $ 32,23 $ 34,00 $ 1,857 $ 37,01: $ 38,86¢

Changes in the carrying amount and accretable foeldurchased impaired and non-impaired loans fiteerHarVest acquisition were as follows for thargeended
December 31, 2014 and 2013 (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 beginnin of period  $ - % 1851 $ 2,087 $ 37,01 % - % 1912 $ 3,65¢ $ 50,09(
Additions - - - - - - - -
Accretion - - (869) 86¢ - - (1,539 1,53:

Reclassification: from

nonaccretable balan - - - - - - - -
Adjustmen-short sale - - (39) 39
Payments receive - (86) - (5,657 - (55) - (14,650
Balance at end ¢ period $ - $ 1,771 $ 1,218 $ 32,23( $ - $ 1851 $ 2,081 $ 37,01C
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The following table presents the carrying amounpwichased impaired and non-impaired loans fronPtivece George’s Federal Savings Bank (PGFSB) aitiui as

of December 31, 2014 (in thousands):

December 31, 201

Purchase! Purchase!
Impaired Non-impaired
Loans Loans Total

Commercial real esta $ 371 $ 3,306 % 3,671
Construction and land developm 64¢ 1,16¢ 1,817
Commercial loan - 204 204
Residential -4 family - 53,86( 53,86(
Other consumer loar - 22t 22t
Total $ 1,02 $ 58,76: $ 59,78

Changes in the carrying amount and accretable joeldurchased impaired and non-impaired loans fiteelPGFSB acquisition were as follows for the yarated

December 31, 2014 (in thousands):

December 31, 201

Purchased Impaire

Purchased N¢-impaired

Carrying Carrying

Accretable Amount Accretable Amount

Yield of Loans Yield of Loans
Balance at beginnin of period $ - $ - 3 - $ -
Additions - 64z 3,121 61,19(
Accretion - - (213 21¢
Reclassification: from nonaccretable balan - - - -
Disbursement - 38¢ - -
Adjustmen-transfer to OREC - - - (285)
Payments receive - (10) - (2,355
Balance at end ¢ period $ - $ 1,02 $ 2,90¢ % 58,76

4. FAIR VALUE

ASC 820-10 establishes a fair value hierarchy whicjuires an entity to maximize the use of obsdevaiputs and minimize the use of unobservabletmpinen

measuring fair value. The standard describes fexezts of inputs that may be used to measure &direr

Level 1: Quoted prices (unadjusted) for identicaeds or liabilities in active markets that thetgititas the ability to access as of the measurenhetet
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Level 2: Significant other observable inputs ottiem Level 1 prices such as quoted prices for amaissets or liabilities; quoted prices in markiess are not
active; or other inputs that are observable ortEnorroborated by observable market data

Level 3: Significant unobservable inputs that reffle reporting entity’s own assumptions about gsumptions that market participants would use icimy an
asset or liability

The following is a description of the valuation medologies used for instruments measured at fhireyas well as the general classification of snstruments pursua
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 tieduation hierarchy. Level 1 securities wouldlirse highly liquid
government bonds, mortgage products and exchaadedrequities. If quoted market prices are nolahla, then fair values are estimated by usingipgi models,
quoted prices of securities with similar charastés, or discounted cash flow. Level 2 securitvesild include U. S. agency securities, mortgagekéd securities,
obligations of states and political subdivisiond aertain corporate, asset-backed and other siesuriin certain cases where there is limited #@gtor less transparency
around inputs to the valuation, securities arestfi@sl within Level 3 of the valuation hierarchZurrently, all of Southern National’s available-fale debt securities ¢
considered to be Level 2 securities.

Assets measured at fair value on a recurring laasisummarized below:

Fair Value Measurements Usi

Significant
Quoted Prices i Other Significant
Active Markets fo Observable Unobservable
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 $ 2,28t $ - $ 2,288 $ -
Fair Value Measurements Usi
Significant
Quoted Prices i Other Significant
Active Markets fo Observable Unobservable
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: % - 3 1,99: $ -
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Assets and Liabilities Measured on a Newgurring Basis:

Trust Preferred Securities Classified as Heldaturity

The base input in calculating fair value is a Bltamg Fair Value Index yield curve for single isstrest preferred securities which correspond tor#ttiegs of the
securities we own. We also use composite ratidg@s to fill in the gaps where the bank ratingded did not correspond to the ratings in our piidf When a bank
index that matches the rating of our security isav@ilable, we used the bank index that most glasatches the rating, adjusted by the spread lestwiee composite
index that most closely matches the secuwsitgting and the composite index with a rating thatches the bank index used. Then, we use thetadjindex yield, whic
is further adjusted by a liquidity premium, as thigcount rate to be used in the calculation oftesent value of the same cash flows used to eedtle securities for
OTTI. The liquidity premiums were derived in cotiation with a securities advisor. The liquiditygpniums we used ranged from 2% to 5%, and the adjuiscount
rates ranged from 8.91% to 13.95% at December@4.2 The liquidity premiums we used ranged fré¥nt® 5%, and the adjusted discount rates ranged @97%
to 14.97% at December 31, 2013. Due to current etaxdnditions as well as the limited trading atyivif these securities, the market value of theisges is highly
sensitive to assumption changes and market vtyatie have determined that our trust preferredisges are classified within Level 3 of the faalue hierarchy.

Other Residential Collateralized Mortgage Obligatitlassified as Heltb Maturity

The fair value was estimated within Level 2 failueahierarchy, as the fair value is based on eigh@ming models, quoted market prices of securitigth similal
characteristics, or discounted cash flows. We haxaduated this security for potential impairmentabased on our review of the trustee report, Istamalysis an
current information regarding delinquencies, nofgrering loans and credit support, it has been datexd that no OTTI charge for credit exists for trear ende
December 31, 2014. The assumptions used in tHeseacluded a 6.3% prepayment speed, 1.4% defatd, a 72% loss severity and an accounting yieRi39%.

Impaired Loans

Generally, we measure the impairment for impaicsohé considering the fair value of the loan’s deHal (if the loan is collateral dependent). Railue of the loan’s
collateral is determined by an independent apgraisavaluation less estimated costs related tomgethe collateral. In some cases appraised Jaluet of costs to
sell. Estimated selling costs range from 6% to %ollateral valuation at December 31, 2014 ab#3? Fair value is classified as Level 3 in the ailue hierarchy.
Non-covered loans identified as impaired totaled $28il8on (including SBA guarantees of $4.7 milliamd HarVest loans of $1.1 million) as of Decemker2014
with an allocated allowance for loan losses totp$@05 thousand compared to a carrying amount ®2$2illion (including SBA guarantees of $2.4 naitl) with an
allocated allowance for loan losses totaling $Hbusand at December 31, 2013.

Other Real Estate Owned (OREO)

OREO is evaluated at the time of acquisition arndmded at fair value as determined by independgmitagsal or evaluation less cost to sell. In scases appraised
value is net of costs to sell. Selling costs Haeen in the range from 6% to 7.6% of collateraliméibn at December 31, 2014 and December 31, ZiBvalue is
classified as Level 3 in the fair value hierard®REO is further evaluated quarterly for any add#iompairment. At December 31, 2014, the totabam of OREO
was $13.1 million, all of which was non-covered.
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At December 31, 2013, the total amount of OREO $#ds8 million, of which $9.6 million was non-covdrand $2.2 million was covered.

Assets measured at fair value on a non-recurrisistzae summarized below:

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

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

(2) Includes loans secured by farmland and muitiffaresidential loans.

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)
$ 11,85: $ 11,85:
1,85¢ 1,85¢
347 347
8,00¢ 8,00t
1,04« 1,04«
1,74C 1,74C
461 461
1,792 1,792
6,81¢ 6,81¢
3,98( 3,98(

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

December 31, 20: (Level 1) (Level 2) (Level 3)
$ 7,684 $ 7,68¢
35¢ 35¢
2,107 2,107
4,54¢ 4,54¢
7,79¢ 7,79¢
74t 74t
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(C 1,45(C
79 79
127 127
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Fair Value of Financial Instruments

The carrying amount, estimated fair values andvaline hierarchy levels (previously defined) ofdfiitial 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 $ 38,32( $ 38,32( $ 20,85t $ 20,85¢
Securities available for sale See previous tak 2,28t 2,28t 1,99:¢ 1,99¢
Securities held to maturity Level 2 & Level : 94,05¢ 94,09: 82,44: 76,19:
Stock in Federal Reserve Bank and Feder:

Home Loan Bank n/a 5,681 nle 5,91t nle
Equity investment in mortgage affiliate Level 3 3,631 3,631 - -
Preferred investment in mortgage affiliate Level 3 1,80¢ 1,80¢ - -
Net nor-covered loans Level 3 657,58: 666,62: 487,31¢ 493,47.
Net covered loans Level 3 38,47 43,66: 51,65( 57,56«
Accrued interest receivable Level 2 & Level : 2,904 2,90¢ 2,18¢ 2,18¢
FDIC indemnification asset Level 3 3,571 2,261 5,80¢ 4,22

Financial liabilities:

Demand deposits Level 1 94,57¢ 94,57¢ 68,94( 68,94(
Money market and savings account Level 1 181,45: 181,45: 147,85: 147,85:
Certificates of deposit Level 3 466,39! 466,39: 323,56! 324,73
Securities sold under agreements t repurchase and other

short-term borrowings Level 1 29,04+ 29,04 34,54t 34,54t
FHLB advances Level 3 25,00( 25,52¢ 30,25( 31,16¢
Accrued interest payable Level 1 & Level < 56C 56( 341 341

Carrying amount is the estimated fair value folhcaisd cash equivalents, accrued interest receiealnlgoayable, demand deposits, savings accountgynmarket
accounts, short-term debt, and variable rate Ittizatseprice frequently and fully. For fixed réd@ns or deposits and for variable rate loans imiifequent repricing or
repricing limits, fair value is based on discountegh flows using current market rates appliethécestimated life. A discount for liquidity risk szaot considered
necessary in estimating the fair value of loanad$ not practicable to determine the fair valuEederal Reserve Bank and Federal Home Loan Back due to
restrictions placed on its transferability. Fatue of long-term debt is based on current ratesifoilar financing. The fair value of the FDICdiemnification asset was
determined by discounting estimated future cashdlosing the long-term risk free rate plus a premand represents the present value of our curxgotation for
recoveries from the FDIC on covered loans. Thevalue of off-balance-sheet items is not considenaterial. The fair value of loans is not presdrdn an exit price
basis.
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5. BANK PREMISES AND EQUIPMENT

Bank premises and equipment as of December 31, 2842013 were as follows (in thousands):

2014 2013

Land $ 2,261 % 1,52(
Building and improvements 5,811 3,347
Leasehold improvements 2,39¢ 2,167
Furniture and equipment 3,94¢ 3,53¢

14,41« 10,57(
Less accumulated depreciation and amortizatio 4,961 4,24¢
Bank premises and equipment, ne $ 9,45  $ 6,32¢

Future minimum rental payments required under remeelable operating leases for bank premises #ve imitial or remaining terms in excess of oner yeaof
December 31, 2014 are as follows (in thousands):

2015 $ 1,72
2016 1,021
2017 982
2018 72C
2019 452
Thereaftel 742
$ 5,64(

The leases contain options to extend for periodstof6 years. Rental expense for 2014, 2013 afd @@s $2.0 million, $2.0 million and $1.9 milliorespectively.
6. GOODWILL AND INTANGIBLE ASSETS
Goodwill

Goodwill is evaluated for impairment on an annwagib or more frequently if events or circumstarwagant. Goodwill is primarily related to the 20@6quisition of 1
stService Bank. The acquisition of PGFSB in 2014eased goodwill by $1.4 million. Our annual asses# timing is during the third calendar quarter.For the
2014 assessment, we performed a qualitative aseassondetermine if it was more likely than nottttiee fair value of our single reporting unit issethan its carrying
amount. We concluded that the fair value of ouglgimeporting unit exceeded its carrying amount t#ad it was not necessary to perform the two-steppursuant to
ASC 350-20. Our qualitative assessment considedyfactors including, but not limited to, our agltand projected operating performance and profitabas well as
consideration of recent bank merger and acquisitemmsaction metrics. No impairment was indicate?014 or 2013.
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The changes in goodwill are presented in the faligwtable (in thousands):

Balance as of January
PGFSB acquisitio

Balance as of December 31

Acquired Intangible Assets

Acquired intangible assets were as follows at year (in thousands):

Amortizable core deposit intangibles

Amortizable core deposit intangibles

2014 2013
9,16 $ 9,16(
1,35¢ -

10,51 $ 9,16(

December 31, 201

Gross Carrying Accumulated Net Carrying
Value Amortization Value
$ 7477 $ (6,129 $ 1,35¢

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

$ 6,71F $ (5,907 $ 812

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

201t
201¢
2017
201¢
201¢
Thereafter
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7. FDIC INDEMNIFICATION ASSET

The indemnification asset represents our estinfdtetare expected recoveries under the FDIC lossish arrangement for covered loans acquired irGieater Atlanti
Bank acquisition in 2009. The estimated fair vadfithe indemnification asset was $8.8 million &cBmber 4, 2009, the date of acquisition. THhewehg table
presents changes in the indemnification asseh#periods indicated (in thousands):

2014 2013
Balance as of January $ 580/ % 6,73t
Payments from FDI( (1,037 (1,019
Reforecasting adjustment ( 34 56¢
Accretion (amortization) (1,230 (483
Balance as of December 31 $ 3571 $ 5,80¢

(1) Represents an increase in the carrying vdltizeondemnification asset resulting from increhseforecasted losses in individual covered loamscmvered loan
pools.

During 2014, and based on the actual historicalde®n the loan pools over the previous 24 monibgeexpected losses on the acquired Greater #id¢libans (the
covered loans) were lower than previously forechstRich results in a lower expected recovery framEDIC. As of December 31, 2014, we expect tovec$2.3
million from the FDIC under the indemnification agment. The difference between the carrying amoiu®8.6 million and the estimated recovery is geamortized
over the remaining life of the indemnification agmeent or the expected life of the loans, whichévshorter.

There were two agreements with the FDIC, one faglsifamily assets which is a 10 year agreemeritiaggn December 2019, and one for non-single fami
(commercial) assets which was a 5 year agreemenhweltpired in December 2014. The current ovezstant is due to improvements in the loss estimatte single
family covered loans.

8. DEPOSITS

The aggregate amount of time deposits in denonoingidf $250 thousand or more at December 31, 20d2@13 was $69.4 million and $41.1 million, respety. At
December 31, 2014, the scheduled maturities of tieposits are as follows (in thousands):

201¢ $ 225,00:

201¢ 125,80:

2017 63,58¢

201¢ 21,83¢

201¢ 29,97:
Thereafter 20C
$ 466,39!

The following table sets forth the maturities oftfeates of deposit of $250 thousand and ovesfd3ecember 31, 2014 (in thousands):

Within 3to6 6to 12 Over 12
3 Months Months Months Months Total
$ 7871 $ 4,000 $ 881 $ 48,74: % 69,43
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As of December 31, 2014, we had brokered certégaf deposit in the amount of $77.0 million andkered money market deposits of $10.2 million. AcBmber 31,
2013, we had brokered certificates of deposit é@amount of $30.0 million, and we had brokered mganerket deposits of $10.2 million.

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 BHidvances maturing within one year, federal funds

purchased and securities sold under agreemergptiochase that mature within one year, which ararsd transactions with customers or broker/dealétser short-
term borrowings consist of the following (in thonsa):

2014 2013 2012

FHLB overnight advances $ 1525( % - % -
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 13,79 14,54 13,41
Total $ 29,04« % 39,79t % 33,41:
Weighted average interest rate at year en 0.65% 0.3&% 0.31%
For the periods ended December 31, 2014, 2013 arf@ll2:

Average outstanding balance $ 37,81 $ 17,25¢  $ 20,35
Average interest rate during the yeat 0.51% 0.6(% 0.5¢%
Maximum month-end outstanding balance $ 66,85 $ 39,79 % 33,41:

Investment securities in the amount of $20.8 nrillémd $23.3 million were pledged as collateralstecurities sold under agreements to repurchasearbber 31, 2014
and 2013, respectively.

10. FEDERAL HOME LOAN BANK ADVANCES

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

201¢ 201z
FHLB fixed rate advance maturing June 2016 with a ratefal.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 $ 25,00(
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Each FHLB advance is payable at its maturity datt a prepayment penalty for fixed rate advancad pff earlier than maturity. Residential 1-4 fjnmortgage
loans in the amount of approximately $39.0 millaowd $45.1 million were pledged as collateral fodétal Home Loan Bank of Atlanta (“FHLB") advancescd
December 31, 2014 and 2013, respectively. Homéyekines of credit (HELOCS) in the amount of apgirately $24.3 million and $27.8 million were plethas
collateral for FHLB advances at December 31, 20112013, respectively. Commercial mortgage loarteéramount of approximately $134.9 million and $20
million were pledged as collateral for FHLB advames of December 31, 2014 and 2013, respectivelgstment securities in the amount of $50.5 milbond $35.8
million were pledged as collateral for FHLB advasmiet December 31, 2014 and 2013, respectively.

At December 31, 2014, Sonabank had available eodlhto borrow an additional $143.0 million fronetRHLB.
11. INCOME TAXES

Net deferred tax assets consist of the followingngonents as of December 31, 2014 and 2013 (in #mois3:

2014 2013
Deferred tax assets
Allowance for loan losse: $ 257C % 2,45¢
Organization costs 127 154
Unearned loan fees and othe 617 501
Net operating loss carryovel - 92
Other real estate owned writ-downs 942 1,00¢
FDIC assisted transactions timing difference 1,721 2,61
Other than temporary impairment charge 2,45¢ 2,43¢
Net unrealized loss on securities available for sa 1,54¢ 1,63¢
Purchase accounting 1,34( -
Other 745 63C
Total deferred tax asset: 12,06¢ 11,52
Deferred tax liabilities:

FDIC indemnification asset 1,23¢ 2,00¢
FDIC gain - 44%
Purchase accounting - 562
Depreciation 744 22¢
Total deferred tax liabilities 1,982 3,24z

Net deferred tax asset: $ 10,08: $ 8,281

No valuation allowance was deemed necessary omrddftax assets in 2014 and 2013. Management/bslibat the realization of the deferred tax assetwore likely
than not based on the expectation that SoutheromNdiwill generate the necessary taxable inconfature periods.
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We have no unrecognized tax benefits and do natipate any increase in unrecognized benefits dutie next twelve months. Should the accrual gfiaterest or
penalties relative to unrecognized tax benefitadxessary, it is our policy to record such accrimatsir income tax accounts; no such accrualsekias of December
31, 2014 and 2013. Southern National and its didyyifile a consolidated U. S. federal tax retiand Southern National files a Virginia state ineotax

return. Sonabank files a Maryland state incomeétxn. These returns are subject to examinatyoiaxing authorities for all years after 2010.

The provision for income taxes consists of theolwlhg for the years ended December 31, 2014, 2682812 (in thousands):

2014 2013 2012

Current tax expense

Federal $ 4,047 % 285 $ 5,01¢

State 12t 82 121
Total current tax expense 4,172 2,93¢ 5,137
Deferred tax benefit

Federal (399 10z (1,96%)

State (24) - (57)
Total deferred tax expense (benefit (419 10z (2,022)
Total income tax expenst $ 3,75¢ $ 3,03¢ $ 3,11¢

December 31, 2014, 2013 and 2012 due to the fafig\iin thousands):

2014 2013 2012
Computed expected tax expense at statutory ra $ 3821 $ 3,16 $ 3,29:
Reduction in tax expense resulting from
Income from bank-owned life insurance (210 (202 (277)
Other, net 14z 78 93
Income tax expenst $ 3,75¢ $ 3,03¢ $ 3,11¢

12. EMPLOYEE BENEFITS

Southern National has a 401(k) plan that allowsleyges to make pre-tax contributions for retirememte 401(k) plan provides for discretionary maigh
contributions by Southern National. Expense fat2®013 and 2012 was $102 thousand, $115 thowsah@78 thousand, respectively.

A deferred compensation plan that covers two exeeuaifficers was established in 2007. Under tlepthe Bank pays each participant, or their beraafi, the amount
of compensation deferred plus accrued interest bdgears, beginning with the individual's retiretheA liability is accrued for the obligation undbese plans. The
expense incurred for the deferred compensatio®14 22013 and 2012 was $340 thousand, $225 thowsah#234 thousand, respectively. The deferred eosation
liability was $1.6 million and $1.3 million as ofd@ember 31, 2014 and 2013, respectively.
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13. STOCK-BASED COMPENSATION

In 2004, the Board of Directors adopted a stockoopgplan that authorized the reservation of upa®,300 shares of common stock and provided fogtasting of stocl
options to certain directors, officers and empleaye€he 2010 Stock Awards and Incentive Plan wasomed by the Board of Directors in January 2010 approved b
the stockholders at the Annual Meeting in April Q0The 2010 plan authorized the reservation ofdatitianal 700,000 shares of common stock for tleting of stock
awards. The options granted to officers and empgsyee incentive stock options and the optionstgdato non-employee directors are non-qualifiedlstaptions. The
purpose of the plan is to afford key employeesariitive to remain in the employ of Southern Natl@nd to assist in the attracting and retainingasf-employee
directors by affording them an opportunity to shar8outhern National’s future success. Undemplaa, the option’s price cannot be less than tiverfarket value of
the stock on the grant date. The maximum terrh@fiptions is ten years and options granted maybgect to a graded vesting schedule.

Southern National granted 104,750 options durintg2@he fair value of each option granted is esttth@n the date of grant using the Black-Scholé®og-pricing
model. The following weighted-average assumptivage used to value options granted in the yeaisatet:

201¢ 201: 201
Expected life 10 year 10 year 10 year
Expected volatility 29.3(% 34.29% 35.6%
Risk-free interest rat 2.4t% 2.42% 1.65%
Weighted average fair value per option grar $ 28t % 358 % 3.62
Dividend yield 2.55% 1.2% 0.0(%

The risk-free interest rate was developed usindJth®. Treasury yield curve for periods equal ® ¢ixpected life of the options on the grant déte.increase in the
risk-free interest rate will increase stock compeios expense on future option grants. The dividgaltl has had a de minimis impact on the fair gadfithe awards
given the recent initiation of the dividend and #meount.
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A summary of the activity in the stock option pfan 2014 follows:

Weighted
Weighted Average Aggregate
Average Remaining Intrinsic
Exercise Contractual Value
Shares Price Term (in thousands)
Options outstanding, beginning of peri 631,070 $ 8.21
Grantec 104,75( 10.4
Forfeited (14,57 8.3¢
Exercised (100,200 8.84
Options outstanding, end of period 621,05( $ 8.4¢ 64 $ 1,781
Vested or expected to ve 621,05( $ 8.4¢ 64 $ 1,781
Exercisable at end of peric 320,29( $ 7.9¢ 48 % 1,08¢

Stock-based compensation expense was $317 thoug28#ithousand and $195 thousand for the yearsldbeeember 31, 2014, 2013 and 2012, respectively.

As of December 31, 2014, unrecognized compensatipanse associated with stock options was $90G#mabwhich is expected to be recognized over ahieig
average period of 3.3 years.

14. FINANCIAL INSTRUMENTS WITH OFF -BALANCE SHEET RISK

Southern National is a party to financial instrutsemith off-balance sheet risk in the normal cowftbusiness to meet the financing needs of ittooosrs. These
financial instruments include commitments to exteretlit and standby letters of credit. These imsénts involve elements of credit and funding iiskxcess of the
amount recognized in the consolidated balance shesters of credit are written conditional commménts issued by Southern National to guarantepatfermance of
customer to a third party. The credit risk invalve issuing letters of credit is essentially theng as that involved in extending loans to custsm®&/e had letters of
credit outstanding totaling $8.4 million and $6.8lion as of December 31, 2014 and 2013, respelgtive

Our exposure to credit loss in the event of norgraréince by the other party to the financial inseats for commitments to extend credit and lettégedit is based o
the contractual amount of these instruments. Veéethes same credit policies in making commitments@nditional obligations as we do for on-balarivees
instruments. Unless noted otherwise, we do notireqollateral or other security to support finahénstruments with credit risk.

Commitments to extend credit are agreements totteadtustomer as long as there is no violatioanyfcondition established in the contract. Comrmaitta are made
predominately for adjustable rate loans, and gdigdrave fixed expiration dates of up to three niendr other termination clauses and usually reqpagement of a
fee. Since many of the commitments may expireauttbeing completely drawn upon, the total commith@mounts do not necessarily represent future cash
requirements. We evaluate each customer ' s eretthiness on a case-by-case basis.

At December 31, 2014 and 2013, we had unfunded bfieredit and undisbursed construction loan fuotiing $113.3 million and $105.8 million, resgieely. We

had no approved loan commitments as of Decembe2@®¥Y and 2013. Virtually all of our unfunded bnef credit, undisbursed construction loan funds &pproved
loan commitments are variable rate.
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15. EARNINGS PER SHARE

The following is a reconciliation of the denominatof the basic and diluted EPS computations fd42@013 and 2012 (in thousands, except per slaag: d

Weighted
Average
Income Shares Per Share
(Numerator) (Denominator) Amount

For the year ended December 31, 20!
Basic EPS $ 7,48: 11,84¢ $ 0.6
Effect of dilutive stock options and warrants 81 -
Diluted EPS $ 7,48° 11,927 $ 0.6
For the year ended December 31, 20!
Basic EPS $ 6,25¢ 11,59( $ 0.5¢
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

There were 622,593 anti-dilutive options and wasahuring 2014. There were 676,463 anti-dilutivias and warrants during 2013, and there were3&3%anti-
dilutive options and warrants during 2012.

16. REGULATORY MATTERS

Southern National and its subsidiary bank are stilbjevarious regulatory capital requirements adstémed by the federal banking agencies. Failuraget minimum
capital requirements can initiate certain mandat@wyd possibly additional discretionary - actibgsregulators that, if undertaken, could have aaimaterial effect on
our financial statements. Under capital adequadayefines and the regulatory framework for promptective action (PCA), we must meet specific cdgjtadelines
that involve quantitative measures of our asskisilities and certain ofbalance sheet items as calculated under regulatmyunting practices. The capital amounts
classification are also subject to qualitative jugmts by the regulators about components, riskiieigs and other factors. At December 31, 20142418, the most
recent regulatory notifications categorized thelBas well capitalized under regulatory frameworkgoompt corrective action.

Quantitative measures established by regulati@mswre capital adequacy require Southern Natiomalintain minimum amounts and ratios of Total &red | capital

(as defined in the regulations) to average asastdgfined). Management believes, as of Decemhe&034, that Southern National meets all capitebadcy
requirements to which it is subject.
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The capital amounts and ratios for Southern Natiand Sonabank at year end are presented in tlheving table (in thousands):

Required
For Capital To Be Categorized a:
Actual Adequacy Purposes Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
2014
Southern National
Tier 1 risk-based capital rati $ 105,10° 15.1% $ 27,67: 40(% $ 41,50° 6.0(%
Total risk-based capital rati 112,52: 16.27% 55,34: 8.0(% 69,17¢ 10.0(%
Leverage ratic 105,10° 11.8(% 35,62 4.0(% 44 52¢ 5.0(%
Sonabank
Tier 1 risk-based capital rati $ 104,00° 15.0% $ 27,65¢ 40(% $ 41,48 6.0(%
Total risk-based capital rati 111,42: 16.11% 55,31¢ 8.0(% 69,14¢ 10.0(%
Leverage ratic 104,00° 11.6¢% 35,60¢ 4.0(% 44 51 5.0(%
2013
Southern National
Tier 1 risk-based capital rati $ 99,70( 18.5¢%6 $ 21,48¢ 40% $ 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¢ 40% $ 32,21° 6.0(%
Total risk-based capital rati 105,66( 19.6¢% 42 ,95¢ 8.0(% 53,69¢ 10.0(%
Leverage ratic 98,95¢ 14.12% 28,027 4.0(% 35,03« 5.0(%

Southern National’s principal source of funds fasidend payments is dividends received from thelBaBanking regulations limit the amount of dividisrthat may be
paid without prior approval of regulatory agenciéinder these regulations, the amount of dividehdsmay be paid in any calendar year is limiteth®ocurrent year's
net profits, combined with the retained net prafitshe preceding two years, subject to the capéigliirements described above. During 2015, thekBauld, without
prior approval, declare dividends of approximatly.0 million plus any 2015 net profits retainedte date of the dividend declaration.

17. FDIC-ASSISTED ACQUISITION
On April 27, 2012, Sonabank entered into an agreemith the Federal Deposit Insurance Corporati&iD(C”) to assume all of the deposits and certaisets of

HarVest Bank of Maryland (“HarVest”) a state chegttnon-Federal Reserve member commercial bank/dsaoperated four branches — North Rockville, Erid,
Germantown and Bethesda (all located in Maryland).
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The assets and liabilities were recorded at tratimated fair values as of the April 27, 2012 asifion date. A summary of the net assets acqdied the FDIC is as
follows (in thousands):

Assets
Cash and cash equivalel $ 21,704
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 owni 75C
Core deposit intangibl 17¢
Other asset 57€
Total assets acquire $ 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 deposingible was performed with the assistance bird4{party valuation consultant. The unpaid prxatibalance and
fair value of performing loans was $67.4 milliorda$63.0 million, respectively. The discount of4s#illion will be accreted through interest incomeer the life of the
loans in accordance with Accounting Standards @adibn (ASC) Topic 310-20. The unpaid principaldnce and estimated fair value of acquired aradrmed non-
performing loans was $5.3 million and $1.9 millisespectively. In accordance with ASC 310-30,diseount of $3.4 million for these credit impaidedns will not be
accreted.

Because HarVest was a distressed financial institubat was seized by the FDIC, certain historamérating information is not available to us amel preparation of pi
forma operating disclosures is not practicable.

The application of the acquisition method of acdmgiresulted in the recognition of a bargain pasghgain of $3.5 million, and the bargain purclgse is equal to th
amount by which the fair value of the net assetmimed exceeded the consideration transferredsamdlienced significantly by the FDIC-assistedhfaction
process. However, the acquired loans in the Harvassaction are not covered by an indemnificatigreement with the FDIC.

18. ACQUISTIONS

The merger with Prince GeorgeFederal Savings Bank (PGFSB) was completed ouguy 2014, and allowed Southern National to edpenpresence in Marylar
Southern National acquired PGFSB in a cash andk $tansaction. PGFSB was founded in 1931 and isduesrtered in Upper Marlboro, which is the CounéatSo
Prince George’s County, Maryland. Prince GesdeSB has four offices, all of which are in Mardarncluding a main office in Upper Marlboro anded branc
offices in Dunkirk, Brandywine and Huntingtown. e Georges FSB has an excellent core deposit base refle@sngenure in the communities it serves, an
lending activities have historically been focusedesidential mortgages which make up the vast ntyajof loans acquired.
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The acquisition was accounted for under the adipiisinethod of accounting. The assets and ligslitvere recorded at their estimated fair valuesf #ise August 1,
2014 acquisition date. Total consideration fordbquisition included cash paid to PGFSB sharehslde$5.749 million and 525,858 shares of SoutiNational
common stock in the amount of $5.748 million. Asnary of the net assets acquired is as followth@usands):

Total purchase pric $ 11,49
Fair value of assets acquire
Cash on hand and in bar $ 28,17¢
Loans 61,83:
Loans held for sal 3,49¢
Land and building 3,02t
Deferred tax ass: 1,877
Other asset 1,02:
Core deposit intangibl 761
Total assets acquire $ 100,19¢
Fair value of liabilities assume
Noninteres-bearing deposit $ 19,23:
Interes-bearing deposit 69,99t
Other liabilities 822
Total liabilities assume $ 90,05(
Net assets acquire $ 10,14
Goodwill 1,354
$ 11,49

A valuation of the acquired loans and core depotingible was performed with the assistance bira{party valuation consultant. The unpaid prratibalance and
fair value of performing loans was $64.2 milliorda$61.2 million, respectively. The discount ofG#&illion will be accreted through interest incomeer the life of the
loans in accordance with Accounting Standards @mdibn (ASC) topic 310-20. The unpaid principaldnce and estimated fair value of acquired aradmetl non-
performing loans was $1.5 million and $682 thousaespectively. The discount of $790 thousandHese credit impaired loans will not be accreteddoordance wit
ASC 310-30. We also acquired nonperforming loaitls an unpaid principal balance of $5.5 million anthir value of $3.5 million which were sold imnigely after
acquisition for the fair value amount.

Merger costs related to the PGFSB acquisition Bddb thousand, consisting primarily of legal, inwesnt banking and data processing expenses. Voedest
goodwill in the amount of $1.4 million which is tdéference between the total purchase price aadét assets acquired and is not deductible foniectax purposes.

Loan related interest income generated from PGF&8approximately $1.5 million for the year to daégiod or 5 months since the acquisition.

The PGFSB branches have been integrated into theb@ak branch system.
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On May 15, 2014, Southern National Bancorp of \fimgilnc., Jerry Flowers of Southern Trust Mortgé§€M), and Eastern Virginia Bankshares (EVB), tbé&ling
company for EVB, completed the purchase of the&2ent of STM previously owned by Middleburg Banlerry Flowers and other STM executives now owi 51.

percent of STM, Sonabank owns 44 percent and EVBsoW9 percent.

Sonabank’s equity method investment in STM tot&§i2@ million. Sonabank also acquired 1.8 millioargs of preferred stock in the amount of $1.8 omilin STM

with an annual dividend yield of 7.5%.
19. PARENT COMPANY FINANCIAL INFORMATION
Condensed financial information of Southern Natid@encorp of Virginia, Inc. follows (in thousands):

CONDENSED BALANCE SHEETS
DECEMBER 31,

2014 2013
ASSETS
Cash $ 76¢ 46E
Investment in subsidiary 112,87¢ 105,87:
Other assets 331 277
Total assets $ 113,97¢ 106,61+
LIABILITIES AND STOCKHOLDERS ' EQUITY
Stockholders’ equity:
Common stock $ 12z 11€
Additional paid in capital 104,07: 97,127
Retained earnings 12,80¢ 12,56:
Accumulated other comprehensive los (3,020 (3,190
Total stockholders’ equity 113,97¢ 106,61+
Total liabilities and stockholders’ equity $ 113,97¢ 106,61+
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CONDENSED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 22
(in thousands)

2014 2013 2012
Equity in undistributed net income of subsidiary $ 7590 $ 6,37C $ 6,68(
Other operating expense: 162 17C 16€
Income before income taxe 7,42¢ 6,20( 6,512
Income tax benefit (55) (58) (57)
Net income $ 7,48: $ 6,25¢ $ 6,56¢
CONDENSED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2@
(in thousands
2014 2013 2012

Operating activities:

Net income $ 7,48: % 6,25¢ $ 6,56¢
Adjustments to reconcile net income to net cash dr
cash equivalents provided by operating activities

Equity in undistributed net income of subsidiary (7,590 (6,370 (6,680
Other, net 264 277 14z
Net cash and cash equivalents provided by operatjractivities 157 16E 31

Investing activities:
Dividend from bank subsidiary 6,50( 2,68( -
Net cash and cash equivalents provided by invesgractivities 6,50( 2,68( -

Financing activities:
Issuance of common stoc 88¢ 3 -
Dividend payment on common stocl (7,239 (2,899 (2,840
Net cash and cash equivalents used in financingtadgties (6,359 (2,895 (2,840
Increase (decrease) in cash and cash equivale 304 (50) (2,809
Cash and cash equivalents at beginning of peric 465 51E 3,32¢
Cash and cash equivalents at end of peric $ 76 $ 465 $ 51E
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20. ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

The following is a summary of the accumulated ott@nprehensive loss balances, net of tax (in thuiga

Balance a Current Perioc Balance a
December 31, 20: Change December 31, 20:
Unrealized gains (losses) on securities availadfesdle $ (209 $ 197 $ (6)
Unrecognized loss on securities held to maturityfbich other thai
temporary impairment charges have been ti (2,535 23 (2,517
Unrealized loss on securities available for saadferred to held to maturi (452) (50) (502)
Total $ (3,190 $ 17C $ (3,020
21. QUARTERLY FINANCIAL DATA (UNAUDITED)
Interest Net Interest Income Net Earnings Per Share
Income Income Before Taxes Income Basic Diluted
(dollars in thousands)

2014

First quarter $ 8,641 $ 7581 $ 2,43¢ % 164: $ 0.14 0.1«

Second quarter 8,92¢ 7,85¢ 2,73¢ 1,77z 0.1t 0.1t

Third quarter 9,98¢ 8,812 3,157 2,10¢ 0.1€ 0.17

Fourth quarter 10,54: 9,16( 2,91¢ 1,961 0.1€ 0.1€
2013

First quarter $ 9,02: $ 7,770 $ 2,26z % 1526 $ 0.1z 0.1z

Second quarter 8,54¢ 7,374 2,29¢ 1,55¢ 0.1 0.1z

Third quarter 8,841 7,724 2,641 1,78( 0.1t 0.1t

Fourth quarter 8,697 7,58( 2,092 1,391 0.1Z 0.1Z
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Item 9. - Changes in and Disagreements with Accouamts on Accounting and Financial Disclosure
None.
Item 9A. — Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedurks of the end of the period covered by this AnriRe@port on Form 10-K, under the supervision and with
participation of management, including our chieé&xtive officer and chief financial officer, we leagvaluated the effectiveness of the design andatipe of our
disclosure controls and procedures (as definedilesdRL3a-15(e) and 15d -15(c) under the Secufitxebange Act of 1934) utilizing the framework edigti®ed in
“Internal Control — Integrated Framework (19928ued by the Committee of Sponsoring OrganizatidriseoTreadway Commission. Based upon that evaloatur
chief executive officer and chief financial offideave concluded that these controls and procedumeesffective as of the end of the period coverethis Annual Repol
on Form 10-K.

Disclosure controls and procedures are our consiudisother procedures that are designed to ensatrenformation required to be disclosed by ushmreports that we
file or submit under the Securities Exchange Act@84 is accumulated and communicated to our manage including our principal executive officer gmdncipal
financial officer, as appropriate, to allow timelgcisions regarding required disclosure.

(b) Management’s Report on Internal Control Ovendficial Reporting Management of Southern National is responsiblesftablishing and maintaining adeqt
internal control over financial reporting for Soeth National Bancorp of Virginia, Inc. and its sidisries (“we” and “our”),as that term is defined in Exchange
Rules 13a-15(f). Southern National conducted aruatian of the effectiveness of our internal cohtreer Southern Nationa'financial reporting as of December
2014 based on the framework in “Internal Contraégrated Framework (1992)8sued by the Committee of Sponsoring Organizatafithe Treadway Commissic
Based on that evaluation, we concluded that oermai control over financial reporting is effectiae of December 31, 2014.

Dixon Hughes Goodman LLP, an independent registeubtic accounting firm, has audited the consoéddtnancial statements included in this Annual é&tepnd has
issued a report on the effectiveness of our interoatrol over financial reporting, which reportirecluded in “Part Il - ltem 8. Financial Statem@and Supplementary
Data” of this Report.

(c) Changes in Internal Control over Financialg®eting . There have been no changes in Southern Nation&shal control over financial reporting that edally
affected, or are reasonably likely to materiallfeef, our internal control over financial reporting

Item 9B. — Other Information

None.
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PART Il
Iltem 10. Directors, Executive Officers and Corporge Governance
The information under the captions “Election ofd®itors,” “Continuing Directors and Executive Offisg “Section 16(a) Beneficial Ownership Reportidgmpliance,”
“Corporate Governance — Committees of the BoarDiodctors— Audit Committee,” “Corporate Governaree Director Nominations Process” and “Corporate
Governance — Code of Ethics” in the Company’s defie Proxy Statement for its 2015 Annual Meetirffgsbareholders to be filed with the Securities Brdhange
Commission within 120 days after December 31, 2@d4uant to Regulation 14A under the Exchange thet 2015 Proxy Statement”), is incorporated hetsin
reference in response to this item.
Item 11. Executive Compensation

The information under the captions “Executive Congadion and Other Matters,” “Director Compensatiantl “Compensation Committee Report on Executive
Compensation” in the 2015 Proxy Statement is inoxaied herein by reference in response to this.item

Item 12. Security Ownership of Certain BeneficialDwners and Management and Related Shareholder Matts

The information under the caption “Beneficial Owstép of Common Stock by Management of the CompawayRxincipal Stockholders” in the 2015 Proxy Statatris
incorporated herein by reference in response $oitiin.

The information required by this Item concerningwséies authorized for issuance under equity camspgon plans is incorporated herein by refereadeatrt 11, Item 5
of this Annual Report on Form 10-K.

Item 13. Certain Relationships, Related Transactios and Director Independence

The information under the captions “Corporate Gonaaece — Director Independence” and “Certain Retatiips and Related Party Transactions” in the Zxbxy
Statement is incorporated herein by referencespaese to this item.

Item 14. Principal Accounting Fees and Services
The information under the caption “Fees and Sesviddndependent Registered Public Accounting Fiimthe 2015 Proxy Statement is incorporated hdvgireferenc

in response to this item.
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PART IV
Item 15. — Exhibits and Financial Statement Schedak
The following documents are filed as part of tkipart:
(@)(1) Financial Statements
The following consolidated financial statements egpbrts of independent registered public accogrftrm are in Part Il, Item €
Reports of Independent Registered Public Accourfing
Consolidated Balance She- December 31, 2014 and 20
Consolidated Statements of Income and Comprehehsieee- Years ended December 31, 2014, 2013 and
Consolidated Statements of Changes in Stockh¢ Equity - Years ended December 31, 2014, 2013 and
Consolidated Statements of Cash Fl-Years ended December 31, 2014, 2013 and
Notes to Consolidated Financial Stateme
(@)(2) Financial Statement Schedule
All schedules are omitted since they are not regijiare not applicable, or the required informaisoshown in the consolidated financial statem

or notes theretc
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@)

Exhibit No.

3.1

3.2

3.3

3.4

3.5

4.1

4.2

4.3

10.1

10.2

10.3+

Exhibits
The following are filed or furnished, as noted belas part of this Annual Report on Forn-K and this list includes the Exhibit Inde

Description

Articles of Incorporation (incorporated hiarby reference to Exhibit 3.1 to Southern NatiGm&egistration Statement on Form S-1 (Registralon
33:-136285))

Certificate of Amendment to the Articles of Incorption dated January 31, 2005 (incorporated hdrgireference to Exhibit 3.2 to Southe
Nationa’'s Registration Statement on For-1 (Registration No. 3:-136285))

Certificate of Amendment to the Articles of Incorption dated April 13, 200(incorporated herein by reference to Exhibit 3.$tmthern Nation’s
Registration Statement on Forr-1 (Registration No. 3:-136285))

Amended and Restated Bylaws (incorporated by neéeréo Exhibit 3.4 to Southern Natio’s Annual Report on Form -K for the year ende
December 31, 200t

Amendment No. 1 to Amended and Restated Bylaws(parated herein by reference to Exhibit 3.1 totBewn Natione's Current Report on Forn-
K filed on October 14, 200¢

Specimen Stock Certificate of Southern Nationatdiporated herein by reference to Exhibit 4.1 tatBern Nationé s Registration Statement
Form &1 (Registration No. 3:-136285))

Form of Warrant Agreement (incorporated hereinédfgnence to Exhibit 4.2to Southern Natic's Registration Statement on Fori-1 (Registratior
No. 33:-136285))

Form of Amendment to Warrant Agreement (ipocated herein by reference to Exhibit 4.3 to Setrt National’s Registration Statement on Forth S-
(Registration No. 33-136285))

Agreement and Plan of Merger among Southern Ndt®aacorp of Virginia, Inc., Prince Geor's Federal Savings Bank, Sonabank and S(
Interim Federal Savings Bank, dated as of Janua2@B4 (incorporated herein by reference to AppeAdio the proxy statement/prospectus
contained in Southern Natior's Registration Statement on For-4 filed on March 14, 2014 (Registration No. -194564))

First Amendment to the Agreement and Plan of Mebyeaind among Prince Geo’s Federal Savings Bank, Southern National Bancb¥firginia,
Inc., Sonabank and SONA Interim Federal SavingkBalated as of February 20, 2014 (incorporatedihday reference to Appendix A to the proxy
statement/prospectus contained in Southern Na's Registration Statement on Fori-4 filed on March 14, 2014 (Registration No. -194564))
Southern National Bancorp of Virginia, Inc. 2004 Option Plan (incorporated herein by refereacExhibit 10.1 to Southern Natio’'s
Registration Statement on Forr-1 (Registration No. 3:- 136285))

139



10.4+

10.5+

10.6+

10.7+

10.8+

10.9+

11.0

21.0*

23.1*

23.2%

31.1*

31.2*

32.1%*

Form of Change in Control Agreement wign@jia S. Derrico and R. Roderick Porter (incorfemderein by reference to Exhibit 10.2 to Southern
Nationa’s Registration Statement on Fori-1 (Registration No. 3% 136285))

Form of Southern National Bancorp of Virginia, Itrecentive Stock Option Agreement (incorporatecefreby reference to Exhibit 10.3 to South
Nationa's Registration Statement on For-1/A filed on October 29, 2009 (Registration No. -162467))

Supplemental Executive Retirement PlarGieorgia Derrico (incorporated herein by referetacExhibit 10.4 to Southern National's Registration
Statement on Form-1/A filed on October 29, 2009 (Registration No. -162467))

Supplemental Executive Retirement Plan for RoddP@mcorporated herein by reference to Exhibi610.Southern Nation's Registration Stateme
on Form -1/A filed on October 29, 2009 (Registration No. -162467))

Southern National Bancorp of Virginia, Inc. 201@& Awards and Incentive Plan (incorporated hebgimeference to Exhibit 4.2 to Southe
Nationa’s Registration Statement on Fori-8 (Registration No. 3% 166511))

Form of Southern National Bancorp of Virginia, ltrecentive Stock Option Agreement (incorporatecefreby reference to Exhibit 4.3 to South:
Nationa’s Registration Statement on Fori-8 (Registration No. 3% 166511))

Statement re: Computation of Per Share Earningsi(oorated by reference to Note 15 of the notestsolidated financial statements included in
Annual Report on Form -K

Subsidiaries of the Registre

Consent of KPMG LLF

Consent of Dixon Hughes Goodman L

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 200z
Certification of Chief Financial Officer pursuant $ection 302 of the Sarba-Oxley Act of 200z

Certification of Chief Executive Officer and Chiginancial Officer pursuant to Section 906 of theb@ae-Oxley Act of 2002

+Management contract or compensatory plan or aeraegt

*Filed herewith

**Eurnished herewith
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Southern National Bancorp of Virginia, Inc. willriush, upon written request, a copy of any exHisied above upon the payment of a reasonabledeering the
expense of furnishing the copy. Requests shoultireeted to:

William H. Lagos, Sr. Vice President and Chief Fio@l Officer
Southern National Bancorp of Virginia, Inc.

70 Main Street, Suite 34

Warrenton, Virginia 20186
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&(tH)e Securities Exchange Act of 1934, the regigthas duly caused this report to be signedsobehbalf by
the undersigned, thereunto duly authorized.

Southern National Bancorp of Virginia, Inc.

By: /s/ Georgia S. Derric Date: March 13, 201
Georgia S. Derrici
Chairman of the Board and Chief Executive Offi
(Principal Executive
Officer)

By: /s/ William H. Lagos Date: March 13, 201
William H. Lagos
Sr. Vice President and Chief Financial Offi
(Principal Financial Officer and Principal AccourgiOfficer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bblpthe following persons on behalf of the registrand in
the capacities and on the dates indicated.

Date: March 13, 2015

Signature Title
/sl Georgia S. Derric Chairman of the Board and Chief Executive Offi

Georgia S. Derric

/sl R. Roderick Porte President and Director
R. Roderick Porte

/sl Neil J. Call Director
Neil J. Call
/sl Charles A. Kabbas Director

Charles A. Kabbas

/sl Frederick L. Bollere Director
Frederick L. Bollere

/s/ John J. Forc Director
John J. Forcl
/s W. Bruce Jenning Director

W. Bruce Jenning

/s/ Robert Clage Director
Robert Claget
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Exhibit 21.0
Subsidiaries of Southern National Bancorp of Virgina, Inc.

Subsidiary State of Incorporation

Sonabanl Virginia



Exhibit 23.1
Consent of Independent Registered Public Accountingirm

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

We consent to the use of our report dated Mar@®53, with respect to the consolidated balancetstoféeSouthern National Bancorp of Virginia, Inas, of December
31, 2012 and 2011, and the related consolidatéeinseants of comprehensive income, changes in stéadisd equity and cash flows for each of the yaauthe three-
year period ended December 31, 2012, which reppgear in the December 31, 2013 annual report on

Form 10-K of Southern National Bancorp of Virginiag.

We also consent to the incorporation by referendbe registration statement No. 333-189730 on Fé#8nof Southern National Bancorp of Virginia, I{the
Company”) of our report dated March 5, 2013, wihpect to the consolidated balance sheets of Souttaional Bancorp of Virginia, Inc. and subsidkar(“the
Company”) as of December 31, 2012 and 2011, ancethted consolidated statements of comprehensom@rie, changes in stockholdegesuity and cash flows for ea
of the years in the three-year period ended DeceBthe2012, which appears in the December 31, 202ial report on Form 10-K of Southern National &ap of
Virginia, Inc.

Our report dated March 5, 2013 states that theddioladed financial statements of the Company @3exfember 31, 2010 were audited by other auditoss@/neport
dated March 15, 2011 expressed an unqualified @pion those statements before the restatementiluesan Note 2 to the consolidated financial staats.

/sl KPMG LLP

McLean, Virginia
March 13, 2015



Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We consent to the incorporation by reference inrédugstration statements on Forms S-8 (Nos. 33338%nd 33366511) of Southern National Bancorp of Virgi
Inc. of our reports, dated March 13, 2015, reldtethe consolidated balance sheets of SoutherroitBancorp of Virginia, Inc. and subsidiary asDefcember 3.
2014 and 2013, and the related consolidated statsnoéincome and comprehensive income, changstakholders' equity and cash flows for each ofykers in th
two-year period ended December 31, 2014, and the efeesss of internal control over financial repogtias of December 31, 2014, which reports appe&oirther
National Bancorp of Virginia, Inc.'s 2014 Annualg®et on Form 1-K.

/sl Dixon Hughes Goodman LLP

Atlanta, Georgia
March 13, 2015



Exhibit 31.1

CERTIFICATIONS

I, Georgia S. Derrico, certify that:

1. | have reviewed this report on Forn-K of Southern National Bancorp of Virginia, In

2. Based on my knowledge, this report does notadomny untrue statement of a material fact ort@émnstate a material fact necessary to make #teraent:
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this repc

3. Based on my knowledge, the financial stateémemd other financial information included instnéport, fairly present in all material respebts financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report

4. The registra’s other certifying officer(s) and | are responsiioleestablishing and maintaining disclosure cdetemd procedures (as defined in Exchg
Act Rules 13a-15(e) and 15d-15(e)) and internatrobover financial reporting (as defined in ExcharAct Rules 13a-15(f) and 18d5(f)) for the registrant ar

have:

a)

b)

c)

Designed such disclosure controls and praesdor caused such disclosure controls and proesdo be designed under our supervision, to eribate
material information relating to the registrantlirding its consolidated subsidiaries, is made kmtows by others within those entities, partidylar
during the period in which this report is beingpgared,;

Designed such internal control over finanoggdorting, or caused such internal control ovearficial reporting to be designed under our superviso
provide reasonable assurance regarding the rétyabilfinancial reporting and the preparation imiancial statements for external purposes in
accordance with generally accepted accounting ipfes;

Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséanthis report our conclusions about the effectagnof
the disclosure controls and procedures, as ofrideoéthe period covered by this report based @h swaluation; an

Disclosed in this report any change in the regid’s internal control over financial reporting thatoaed during the registre’s most recent fisci
quarter (the registrant’s fourth fiscal quartettia case of an annual report) that has materiétgted, or is reasonably likely to materially affethe
registran’s internal control over financial reporting; &

5. The registra’s other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financial reporting, to tt
registran’s auditors and the audit committee of the regi¢’'s board of directors (or persons performing thevedent functions)

a)

b)

All significant deficiencies and material weaknesse the design or operation of internal contrarofinancial reporting which are reasonably like
adversely affect the registri's ability to record, process, summarize and refpaanhcial information; ani

Any fraud, whether or not material, that ilmes management or other employees who have dis@tirole in the registrant’s internal controlesv
financial reporting

Date: March 13, 201

/sl Georgia S. Derrico

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 Forn-K of Southern National Bancorp of Virginia, In

2. Based on my knowledge, this report does notadomny untrue statement of a material fact ort@émnstate a material fact necessary to make #teraent:
made, in light of the circumstances under whicthsstatements were made, not misleading with regpebe period covered by this repc

3. Based on my knowledge, the financial stateémemd other financial information included instnéport, fairly present in all material respebts financial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskint¢his report

4. The registra’s other certifying officer(s) and | are responsiioleestablishing and maintaining disclosure cdetemd procedures (as defined in Exchg
Act Rules 13a-15(e) and 15d-15(e)) and internatrobover financial reporting (as defined in ExcharAct Rules 13a-15(f) and 18d5(f)) for the registrant ar

have:

a)

Designed such disclosure controls and proceduresused such disclosure controls and procedutes tesigned under our supervision, to ensure
material information relating to the registrantliuding its consolidated subsidiaries, is made kmtows by others within those entities, partidylar
during the period in which this report is beinggared,;

Designed such internal control over financial réipgy, or caused such internal control over finah@gaorting to be designed under our supervisio:
provide reasonable assurance regarding the réfyabilfinancial reporting and the preparation imiancial statements for external purposes in
accordance with generally accepted accounting ipfes;

Evaluated the effectiveness of the regis’s disclosure controls and procedures and preséntbi report our conclusions about the effectegsnol
the disclosure controls and procedures, as ofiideof the period covered by this report baseduch svaluation; an

Disclosed in this report any change in the regid’s internal control over financial reporting thatoaed during the registre’s most recent fisci
quarter (the registrant’s fourth fiscal quartethie case of an annual report) that has materiéftgt@d, or is reasonably likely to materially affethe
registran’s internal control over financial reporting; &

5. The registra’s other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financial reporting, to tt
registran’s auditors and the audit committee of the regit’'s board of directors (or persons performing thevedent functions)

a) All significant deficiencies and material weaknesse the design or operation of internal contn@rofinancial reporting which are reasonably kel
adversely affect the registri's ability to record, process, summarize and refpaanhcial information; ani
b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registra’s internal control ove
financial reporting
Date: March 13, 201 /s/ William H. Lagos

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 Southerridtzal Bancorp of Virginia, Inc. (“Southern Nat®l)) on Form 10-K for the period ending Decembey 3114 as
filed with the Securities and Exchange Commissiorthe date hereof (the “Report”), the undersignbkfExecutive Officer and Chief Financial Officefr Southern
National hereby certify, pursuant to 18 U.S.C. 81,35 adopted pursuant to 8906 of the Sarl-Oxley Act of 2002, that based on their knowledgd belief: 1) the
Report fully complies with the requirements of $&etl3(a) or 15(d) of the Securities Exchange Ac384, and 2) the information contained in the &tefairly
presents, in all material respects, the finan@aldition and results of operations of Southern dfeti as of and for the periods covered in the Repor

/s/Georgia S. Derric
Georgia S. Derrico, Chief Executive Offic

/s/ William H. Lagos
William H. Lagos, Chief Financial Office

March 13, 2015



