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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statements about future expectations, activities and events that constitute forward-
looking statements within the meaning of, and subject to the protection of, Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Exchange Act and are intended to be covered by the safe harbor provided by the same.
Forward-looking statements are based on our beliefs, assumptions and expectations of our future financial and operating
performance and growth plans, taking into account the information currently available to us. These statements are not statements
of historical fact. The words “believe,” “may,” “forecast,” “should,” “anticipate,” “estimate, ”

expect,” “intend,” “continue,”
“would,” “could,” “hope,” “might,” “assume,” “objective,” “seek,” “plan,” “strive” or similar words, or the negatives of these
words, identify forward-looking statements.

2 < 9 ¢ 99 ¢

99 ¢ 9 < 9 ¢

Forward-looking statements involve risks and uncertainties that may cause our actual results to differ materially from the

expectations of future results we express or imply in any forward-looking statements. In addition to the other factors discussed in

the “Risk Factors” section of this Annual Report on Form 10-K, factors that could contribute to those differences include, but are
not limited to:

o the effects of future economic, business and market conditions and disruptions in the credit and financial markets,
domestic and foreign;

e changes in the local economies in our market areas which adversely affect our customers and their ability to transact
profitable business with us, including the ability of our borrowers to repay their loans according to their terms or a
change in the value of the related collateral;

e changes in the availability of funds resulting in increased costs or reduced liquidity, as well as the adequacy of our cash
flow from operations and borrowings to meet our short-term liquidity needs;

e adeterioration or downgrade in the credit quality and credit agency ratings of the investment securities in our
investment securities portfolio;

e impairment concerns and risks related to our investment securities portfolio of collateralized mortgage obligations,
agency mortgage-backed securities, obligations of states and political subdivisions and pooled trust preferred securities;

e the incurrence and possible impairment of goodwill associated with current or future acquisitions and possible adverse
short-term effects on our results of operations;

e increased credit risk in our assets and increased operating risk caused by a material change in commercial, consumer

and/or real estate loans as a percentage of our total loan portfolio;

the concentration of our loan portfolio in loans collateralized by real estate;

our level of construction and land development and commercial real estate loans;

failure to prevent a breach to our Internet-based system and online commerce security;

changes in the levels of loan prepayments and the resulting effects on the value of our loan portfolio;

the failure of assumptions and estimates underlying the establishment of and provisions made to the allowance for loan

losses;

e our ability to expand and grow our business and operations, including the establishment of additional branches and
acquisition of additional branches and banks, and our ability to realize the cost savings and revenue enhancements we
expect from such activities;

e government intervention in the U.S. financial system, including the effects of legislative, tax, accounting and regulatory
actions and reforms, including the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”), the Jumpstart Our Business Startups Act, the Consumer Financial Protection Bureau, the capital ratios of Basel
111 as adopted by the federal banking authorities and the Tax Cuts and Jobs Act of 2017;

e uncertainty related to the transition away from or methods of calculating the London Inter-bank Offered Rate

(“LIBOR);

increased competition for deposits and loans adversely affecting rates and terms;

the continued service of key management personnel;

the potential payment of interest on demand deposit accounts to effectively compete for customers;

potential environmental liability risk associated with properties that we assume upon foreclosure;

increased asset levels and changes in the composition of assets and the resulting impact on our capital levels and

regulatory capital ratios;
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risks of current or future mergers and acquisitions, including the related time and cost of implementing transactions and
the potential failure to achieve expected gains, revenue growth or expense savings;

increases in regulatory capital requirements for banking organizations generally, which may adversely affect our ability
to expand our business or could cause us to shrink our business;

acts of God or of war or other conflicts, acts of terrorism, pandemics or other catastrophic events that may affect general
economic conditions;

changes in accounting policies, rules and practices and applications or determinations made thereunder;

fraudulent and negligent acts by loan applicants, mortgage brokers and our employees;

failure to maintain effective internal controls and procedures;

the risk that our deferred tax assets could be reduced if future taxable income is less than currently estimated, if
corporate tax rates in the future are less than current rates, or if sales of our capital stock trigger limitations on the
amount of net operating loss carryforwards that we may utilize for income tax purposes;

our ability to attract and retain qualified employees; and

other factors and risks described under “Risk Factors” herein and in any of our subsequent reports that we file with the
Securities and Exchange Commission (the “Commission” or “SEC”) under the Exchange Act.

Forward-looking statements are not guarantees of performance or results and should not be relied upon as representing
management’s views as of any subsequent date. A forward-looking statement may include a statement of the assumptions or
bases underlying the forward-looking statement. We believe we have chosen these assumptions or bases in good faith and that
they are reasonable. We caution you, however, that assumptions or bases almost always vary from actual results, and the
differences between assumptions or bases and actual results can be material. When considering forward-looking statements, you
should refer to the risk factors and other cautionary statements in this Annual Report on Form 10-K and in our periodic and
current reports filed with the SEC for specific factors that could cause our actual results to be different from those expressed or
implied by our forward-looking statements. These statements speak only as of the date of this Annual Report on Form 10-K (or
an earlier date to the extent applicable). Except as required by applicable law, we undertake no obligation to update publicly these
statements in light of new information or future events.
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PART 1
Item 1. Business
Overview

Southern National Bancorp of Virginia, Inc. (“Southern National”, “SNBV”, “we” or “our”) is the bank holding company for
Sonabank (“Sonabank” or the “Bank™), a Virginia state-chartered bank which commenced operations on April 14, 2005.
Sonabank provides a range of financial services to individuals and small and medium sized businesses. As of December 31, 2019,
Southern National had $2.19 billion in total loans, $2.72 billion in total assets, $2.12 billion in total deposits and $377.2 million
in total stockholders’ equity. At December 31, 2019, Sonabank had forty-five full-service branches. Thirty-eight full-service
retail branches are in Virginia, located in Ashland, Burgess, Callao, Central Garage, Charlottesville, Chester, Clifton Forge,
Colonial Heights, Courtland, Deltaville, Fairfax, Front Royal, Gloucester, Gloucester Point, Hampton, Hartfield, Haymarket,
Heathsville, Kilmarnock, Leesburg, McLean, Mechanicsville (2), Middleburg, Midlothian, New Market, Newport News,
Quinton, Reston, Richmond, South Riding, Surry, Tappahannock (2), Urbanna, Warrenton, Waverly, and Williamsburg, and
seven full-service retail branches in Maryland, located in Bethesda, Brandywine, Huntingtown, Owings, Rockville, Shady Grove,
and Upper Marlboro.

While we offer a wide range of commercial banking services, we focus on making loans secured primarily by commercial real
estate and other types of secured and unsecured commercial loans to small and medium-sized businesses in a number of
industries, as well as loans to individuals for a variety of purposes, including 1-4 family residential loans. We are a leading Small
Business Administration (“SBA”) lender among Virginia community banks. We also invest in real estate-related securities,
including collateralized mortgage obligations and agency mortgage backed securities. Our principal sources of funds for loans
and investing in securities are deposits and, to a lesser extent, borrowings. We offer a broad range of deposit products, including
checking (NOW), savings, money market accounts and certificates of deposit. We actively pursue business relationships by
utilizing the business contacts of our senior management, other bank officers and our directors, thereby capitalizing on our
knowledge of our local market areas.

Effective December 4, 2009, Sonabank assumed certain deposits and liabilities and acquired certain assets of Greater Atlantic
Bank (“GAB”) from the Federal Deposit Insurance Corporation (“FDIC”), as receiver for GAB, pursuant to the terms of a
purchase and assumption agreement entered into by the Bank and the FDIC on December 4, 2009. Covered loan losses are
reimbursed in accordance with our FDIC loss sharing agreements. There were two agreements with the FDIC, one for single
family assets which was a 10 year agreement that expired on December 31, 2019, and one for non-single family (commercial)
assets which was a 5 year agreement that expired on December 31, 2014.

Effective April 27, 2012, Sonabank assumed substantially all of the deposits and liabilities and acquired substantially all of the
assets of the HarVest Bank of Maryland from the FDIC as receiver.

The merger with Prince George’s Federal Savings Bank (“PGFSB”) was completed on August 1, 2014. Southern National
acquired PGFSB in a cash and stock transaction.

On May 15, 2014, SNBYV purchased a 44% equity investment and preferred stock of Southern Trust Mortgage, LLC (“STM”), a
regional mortgage banking company headquartered in Virginia Beach, Virginia. On June 23, 2017, in connection with the Eastern
Virginia Bankshares, Inc. (“EVBS”) acquisition, we added 4.9% of additional equity investment and preferred stock in STM,
bringing our total equity investment to 48.9%. As of December 31, 2019, our equity investment in STM totaled $5.0 million and
our preferred stock investment in STM totaled $3.3 million. STM has mortgage banking originators in Delaware, Virginia,
Maryland, North Carolina and South Carolina. STM only originates retail mortgages.

On January 20, 2017, Southern National completed the sale of $27.0 million of its fixed-to-floating rate Subordinated Notes due
2027 (the “SNBYV Senior Subordinated Notes”). The SNBV Senior Subordinated Notes will initially bear interest at 5.875% per
annum until January 31, 2022; thereafter, the SNBV Senior Subordinated Notes will be payable at an annual floating rate equal to
three-month LIBOR plus a spread of 3.95% until maturity or early redemption.
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Immediately following the completion of the sale of the SNBV Senior Subordinated Notes, Southern National injected $22.0
million of the proceeds into its subsidiary, Sonabank.

On June 23, 2017, SNBV completed its acquisition of EVBS, headquartered in Glen Allen, Virginia, and its subsidiaries, EVB
Statutory Trust I (the “Trust”) and EVB, a Virginia state-charted bank. Pursuant to the Agreement and Plan of Merger, dated
December 13, 2016, as amended, holders of EVBS common stock received 0.6313 shares of SNBV common stock for each
outstanding share of EVBS common stock held immediately prior to the effective time of the merger and holders of Non-Voting
Mandatorily Convertible Non-Cumulative Preferred Stock, Series B of EVBS (“EVBS Series B Preferred Stock”) received
0.6313 shares of SNBV common stock for each share of EVBS Series B Preferred Stock held immediately prior to the effective
time of the merger, which totaled approximately $198.9 million based on SNBV’s closing common stock price on June 23, 2017
of $17.21 per share. EVBS operated twenty-four retail branches in Virginia.

We primarily market our products and services to small and medium-sized businesses and to retail consumers. Our strategy is to
provide superior service through our employees, who are relationship-oriented and committed to their respective customers.
Through this strategy, we intend to grow our business, expand our customer base and improve our profitability. The key elements
of our strategy are to:

o Utilize the Strength of our Management Team. The experience and market knowledge of our management team is one of
our greatest strengths and competitive advantages. Our executive chairman of the board, Georgia S. Derrico, served as
chairman of the board and chief executive officer of Southern National until our merger with EVBS on June 23, 2017.
Our executive vice chairman of the board, R. Roderick Porter, served as president of Southern National until our merger
with EVBS on June 23, 2017. Ms. Derrico and Mr. Porter each have over 50 years of banking experience. As part of the
merger with EVBS on June 23, 2017, legacy EVBS president and chief executive officer, Joe A. Shearin, assumed the
same role with Southern National. Mr. Shearin retired on February 19, 2020. The Company’s board of directors
appointed Mr. Dennis J. Zember Jr. as the new president and chief executive officer, effective February 19, 2020. Mr.
Zember, currently our chief executive officer, has more than 23 years of financial experience in the banking industry.
Ms. Derrico, Mr. Porter and Mr. Zember comprise our office of the chairman, which serves as the senior executive
leadership of Southern National.

® Leverage Our Existing Foundation for Additional Growth. Based on our management’s depth of experience and certain
infrastructure investments, we believe that we will be able to take advantage of certain economies of scale typically
enjoyed by larger organizations to expand our operations both organically and through strategic cost-effective branch or
bank acquisitions. We believe that the investments we have made in our data processing, risk management
infrastructure, staff and branch network will be able to support a much larger asset base. We are committed, however, to
control any additional growth in a manner designed to minimize the risk and to maintain strong capital ratios.

o  Continue to Pursue Selective Acquisition Opportunities. Historically, acquisitions have been a key part of our growth.
We believe that we have demonstrated the skill sets and experience necessary to acquire and integrate successfully both
bank and branch acquisitions, and that with our strong capital position, we are well-positioned to take advantage of
acquisition opportunities as they may arise. We intend to focus on targets in our market areas or other attractive areas
with significant core deposits and/or a potential customer base compatible with our growth strategy.

®  Focus on the Business Owner. It is our goal to be the bank that business owners in our markets turn to first for
commercial banking needs as a result of our superior personal service and the tailored products and services that we
provide. To help achieve this goal, we:

e have a standing credit committee that meets as often as necessary on a “when needed” basis to review
completed loan applications, making extensive use of technology to facilitate our internal communications and
thereby enabling us to respond to our customers promptly;

e are an SBA approved “Preferred” lender, which permits us to make SBA loan decisions at Sonabank rather
than waiting for SBA processing. We offer a number of different types of SBA loans designed for the small
and medium-sized business owner and many of our SBA loan customers also have other relationships with
Sonabank. This product group is complex and “paper intensive” and not well utilized by some of our
competitors;
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o provide Internet business banking at www.sonabank.com which allows our business customers 24-hour web-
based access to their accounts so they can confirm or transfer balances, pay bills, download statements and use
our “Web Lockbox” or “Sona Cash Manager;”

e provide our business customers with “Sona In-House,” a service that utilizes Check 21 technology to allow
customers to make remote deposits from their business locations and gives them access to those funds within
24 to 48 hours; and

e provide our business customers with access to SABL, our state-of-the-art asset-based lending system. Unlike
most asset-based lending systems, which are based on manual processes or software that certifies a company’s
borrowing base periodically, SABL provides a real time capability to analyze and adjust borrowing availability
based on actual collateral levels. SABL is predicated on a link between any kind of accounting software used
by the customer and Sonabank’s server.

®  Maintain Local Decision-Making and Accountability. We believe that we have a competitive advantage over larger
national and regional financial institutions by providing superior customer service with experienced, knowledgeable
management, localized decision-making capabilities and prompt credit decisions. We believe that our customers want to
deal directly with the people who make the credit decisions.

o  Focus on Asset Quality and Strong Underwriting. We consider asset quality to be of primary importance and have taken
measures in an effort to ensure that, despite the growth in our loan portfolio, we maintain strong asset quality through
strong underwriting standards.

®  Build a Stable Core Deposit Base. We intend to continue to grow a stable core deposit base of business and retail
customers. To the extent that our asset growth outpaces this local deposit funding source, we plan to continue to borrow
and raise deposits in the national market using deposit intermediaries. We intend to continue our practice of developing
a deposit relationship with each of our loan customers.

General

Our principal business is the acquisition of deposits from the general public through our branch offices and deposit intermediaries
and the use of these deposits to fund our loan and investment security portfolios. We seek to be a full service community bank
that provides a wide variety of financial services to our middle market corporate clients as well as to our retail clients. We are an
active commercial lender, have been designated as a “Preferred SBA Lender” and participate in the Virginia Small Business
Financing Authority lending program. In addition, we are an active commercial real estate lender. We also invest funds in
mortgage-backed securities, collateralized mortgage obligations, securities issued by agencies of the federal government,
obligations of states and political subdivisions and pooled trust preferred securities.

The principal sources of funds for our lending and investment activities are deposits, repayment of loans, prepayments from
mortgage-backed securities, repayments of maturing investment securities, Federal Home Loan Bank (“FHLB”) advances and
other borrowed money.

Principal sources of revenue are interest and fees on loans and investment securities, as well as fee income derived from the
maintenance of deposit accounts and income from bank-owned life insurance policies. Our principal expenses include interest
paid on deposits, advances from the FHLB of Atlanta, junior subordinated debt, senior subordinated notes and other borrowings,
and operating expenses.

Available Information

Southern National files annual, quarterly, periodic and other reports under the Securities Exchange Act of 1934, as amended, with
the SEC. These reports are posted and are available at no cost on our website, www.sonabank.com, through the Investor Relations
link, as soon as reasonably practicable after we file such documents with the SEC. Our filings are also available through the
SEC’s website at www.sec.gov.

Lending Activities

Our primary strategic objective is to serve small to medium-sized businesses in our market with a variety of unique and useful
services, including a full array of commercial mortgage and non-mortgage loans. These loans include commercial
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real estate loans, construction and permanent loans, development and builder loans, accounts receivable financing, lines of credit,
equipment and vehicle loans, leasing, and commercial overdraft protection. We strive to do business in the areas served by our
branches, which is also where our marketing is focused, and the vast majority of our loan customers are located in existing
market areas. Substantially all of our loans are with borrowers in Virginia, Maryland, West Virginia, and Washington, D.C. The
SBA may from time to time come to us because of our reputation and expertise as an SBA lender and ask us to review a loan
outside of our core counties but within our market area. Prior to making a loan, we obtain loan applications to determine a
borrower’s ability to repay, and the more significant items on these applications are verified through the use of credit reports,
financial statements and confirmations.

The following is a discussion of each of the major types of lending in which we engage. For more information on our lending
activities, see “Item 7. Management’s Discussion and Analysis of Financial Condition.”

Commercial Real Estate Lending

Permanent. Commercial real estate lending includes loans for permanent financing. Commercial real estate lending typically
involves higher loan principal amounts and the repayment of loans is dependent, in large part, on sufficient income from the
properties securing the loans to cover operating expenses and debt service. As a general practice, we require our commercial real
estate loans to be secured by well-managed income producing properties with adequate margins and to be guaranteed by
responsible parties. We look for opportunities where cash flow from the collateral properties provides adequate debt service
coverage and the guarantor’s net worth is strong. At December 31, 2019, our commercial real estate loans for permanent
financing, including multi-family residential loans and loans secured by farmland, totaled $1.07 billion. Owner occupied
commercial real estate loans totaled $414.5 million.

Our underwriting guidelines for commercial real estate loans reflect all relevant credit factors, including, among other things, the
income generated from the underlying property to adequately service the debt, the availability of secondary sources of repayment
and the overall creditworthiness of the borrower. In addition, we look to the value of the collateral, while maintaining the level of
equity invested by the borrower.

All valuations on property which will secure loans over $250 thousand are performed by independent outside appraisers who are
reviewed by our executive vice president of credit risk management and/or our appraisal reviewer. We retain a valid lien on real
estate and obtain a title insurance policy (on first trust loans only) that insures the property is free of encumbrances. In addition,

we do title searches on all loans secured by real estate.

Construction. We recognize that construction loans for commercial, multifamily and other non-residential properties can involve
risk due to the length of time it may take to bring a finished real estate product to market. As a result, we will only make these
types of loans when pre-leasing or pre-sales or other credit factors suggest that the borrower can carry the debt if the anticipated
market and property cash flow projections change during the construction phase.

Income producing property loans are supported by evidence of the borrower’s capacity to service the debt. All of our commercial
construction loans are guaranteed by the principals or general partners. At December 31, 2019, we had $150.8 million of
construction and land development loans.

Construction loan borrowers are generally pre-qualified for the permanent loan by us or a third party. We obtain a copy of the
contract with the general contractor who must be acceptable to us. All plans, specifications and surveys must include proposed
improvements. We review feasibility studies and risk analyses showing sensitivity of the project to variables such as interest
rates, vacancy rates, lease rates and operating expenses.

Commercial Business Lending

These loans consist of lines of credit, revolving credit facilities, demand loans, term loans, equipment loans, SBA loans, stand-by
letters of credit and unsecured loans. Commercial business loans are generally secured by accounts receivable, equipment,
inventory and other collateral, such as readily marketable stocks and bonds with adequate margins, cash value in life insurance
policies and savings and time deposits at Sonabank. At December 31, 2019, our commercial business loans totaled $221.4
million.
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In general, commercial business loans involve more credit risk than residential mortgage loans and real estate-backed commercial
loans and, therefore, usually yield a higher return to us. The increased risk for commercial business loans is due to the type of
collateral securing these loans. The increased risk also derives from the expectation that commercial loans will be serviced
principally from the operations of the business, which may not be successful. Historical trends have shown that these types of
loans have higher delinquencies than mortgage loans. Because of this, we often utilize the SBA 7(a) program (which guarantees
the repayment of up to 90% of the principal and accrued interest to us) to reduce the inherent risk associated with commercial
business lending.

Another way that we reduce risk in the commercial loan portfolio is by taking accounts receivable as collateral using our SABL
system. Our accounts receivable financing facilities, which provide a relatively high yield with considerable collateral control, are
lines of credit under which a company can borrow up to the amount of a borrowing base which covers a certain percentage of the
company’s receivables. From our customer’s point of view, accounts receivable financing is an efficient way to finance
expanding operations because borrowing capacity expands as sales increase. Customers can borrow from 75% to 90% of
qualified receivables. In most cases, the borrower’s customers pay us directly. For borrowers with a good track record for
earnings and quality receivables, we will consider pricing based on an increment above the prime rate for transactions in which
we lend up to a percentage of qualified outstanding receivables based on reported aging of the receivables portfolio.

We also actively pursue for our customers equipment lease financing opportunities. We provide financing and use a third party to
service the leases. Payment is derived from the cash flow of the borrower, so credit quality may not be any lower than it would be
in the case of an unsecured loan for a similar amount and term.

SBA Lending

We have developed an expertise in the federally guaranteed SBA program. The SBA program is an economic development
program which finances the expansion of small businesses. We are a Preferred Lender in the Washington, D.C. and Richmond,
Virginia Districts of the SBA. As an SBA Preferred Lender, our pre-approved status allows us to quickly respond to customers’
needs. Under the SBA program, we originate and fund SBA 7(a) loans which qualify for guarantees up to 90% of principal and
accrued interest. We also originate 504 chapter loans in which we generally provide 50% of the financing, taking a first lien on
the real property as collateral.

We provide SBA loans to potential borrowers who are proposing a business venture, often with existing cash flow and a
reasonable chance of success. We do not treat the SBA guarantee as a substitute for a borrower meeting our credit standards, and,
except for minimum capital levels or maximum loan terms, the borrower must meet our other credit standards as applicable to
loans outside the SBA process.

Residential Mortgage Lending

Permanent. Our business model generally does not include originating permanent residential mortgage loans. We originate such
loans solely on a case-by-case basis. In the case of conventional loans, we typically lend up to 80% of the appraised value of
single-family residences and require mortgage insurance for loans exceeding that amount. We have no sub-prime loans.

Sonabank has established with STM underwriting guidelines under which it will purchase residential construction only,
construction loans that convert to permanent, and permanent loans primarily in its Virginia and Maryland footprint from STM.
These are largely loans that do not conform to FNMA or FHLMC standards because of size or acreage. We purchased loans in an
aggregate amount of $152.2 million from STM during 2019.

We retain a valid lien on real estate and obtain a title insurance policy that ensures that the property is free of encumbrances. We
also require hazard insurance and flood insurance for all loans secured by real property if the real property is in a flood plain as
designated by the Department of Housing and Urban Development. We also require most borrowers to advance funds on

a monthly basis from which we make disbursements for items such as real estate taxes, private mortgage insurance and hazard
insurance.
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Home Equity Lines of Credit (“HELOC”). Sonabank rarely originated HELOCs prior to our merger with EVBS. Since our
merger with EVBS, HELOC’s are now a regular part of our business model. At December 31, 2019, we had outstanding HELOC
balances totaling $109.0 million.

Consumer Lending

We offer various types of secured and unsecured consumer loans. We make consumer loans primarily for personal, family or
household purposes as a convenience to our customer base since these loans are not the focus of our lending activities. As a
general guideline, a consumer’s debt service should not exceed 40% of gross income or 45% of net income. For purposes of this
calculation, debt includes house payment or rent, fixed installment payments, the estimated payment for the loan being requested
and the minimum required payment on any revolving debt. At December 31, 2019, we had $26.3 million of consumer loans
outstanding.

Credit Approval and Collection Policies

Because future loan losses are so closely intertwined with our underwriting policy, we have instituted what management believes
is a stringent loan underwriting policy. Our underwriting guidelines are tailored for particular credit types, including lines of
credit, revolving credit facilities, demand loans, term loans, equipment loans, real estate loans, SBA loans, stand-by letters of
credit and unsecured loans. We will make extensions of credit based, among other factors, on the potential borrower’s
creditworthiness, likelihood of repayment and proximity to market areas served.

We have a standing Credit Committee comprised of certain officers, each of whom has a defined lending authority in
combination with other officers. These individual lending authorities are determined by our Executive Chairman and Chief Risk
Officer and are based on the individual’s technical ability and experience. These lending authorities are approved by our board of
directors. Our Credit Committee is comprised of three levels of members, based on experience: regular, senior, and executive.
Our Senior Executive members are Ms. Derrico, Mr. Porter and Mr. Zember. Our Junior Executive members are Ms. Leibson and
Mr. Brockwell. Mr. Stevens, Chief Risk Officer, must approve risk ratings for loans over $1.5 million, as well as exceptions to
the Credit Policy. Mr. Tabor, Commercial Credit Team Lead must approve exceptions to Credit Policy for loans less than $1.5
million. Generally, group credits over $10 million must be approved by the Credit Committee and full Board of Directors or the
Credit Committee plus two outside directors. Under our loan approval process, the sponsoring loan officer’s approval is required
on all credit submissions. This approval must be included in or added to the individual and joining authorities outlined below.
The sponsoring loan officer is primarily responsible for the customer’s relationship with us, including, among other things,
obtaining and maintaining adequate credit file information. We require each loan officer to maintain loan files in an order and
detail that would enable a disinterested third party to review the file and determine the current status and quality of the credit.

In addition to the approval of the sponsoring loan officer, we require approvals from one or more members of the Credit
Committee on all loans. The approvals required differ based on the size of the borrowing relationship. At least one regular and
one senior or executive member must approve loans up to $500 thousand. One regular, one senior and one executive member of
the committee must approve all loans between $500 thousand and $1.0 million. One regular, one senior and two executive
members must approve loans between $1.0 million and $6.0 million. All five executive members must approve loans over $6.0
million. Regardless of the number of approvals needed, we encourage each member not to rely on another member’s approval as
a basis for approval and to treat his approval as if it were the only approval necessary to approve the loan. Our legal lending limit
to one borrower is 15% of our unimpaired capital and surplus plus the allowance for loan losses. As of December 31, 2019, our
legal lending limit was approximately $48.5 million. Our largest group credit as of December 31, 2019, was approximately $42.5
million.

The following collection actions are the minimal procedures which management believes are necessary to properly monitor past
due loans and leases. When a borrower fails to make a payment, we contact the borrower in person, in writing or on the
telephone. At a minimum, all borrowers are notified by mail when payments of principal and/or interest are 10 days past due.
Real estate and commercial loan borrowers are assessed a late charge when payments are 10-15 days past due. Customers are
contacted by a loan officer before the loan becomes 60 days delinquent. After 90 days, if the loan has not been brought current or
an acceptable arrangement is not worked out with the borrower, we
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will institute measures to remedy the default, including commencing foreclosure action with respect to mortgage loans and
repossessions of collateral in the case of consumer loans.

If foreclosure is effected, the property is sold at a public auction in which we may participate as a bidder. If we are the successful
bidder, we include the acquired real estate property in our real estate owned (“OREQO”) account until it is sold. These assets are
initially recorded at fair value net of estimated selling costs. To the extent there is a subsequent decline in fair value, that amount
is charged to operating expense. At December 31, 2019, we had OREO totaling $6.2 million.

Special Products and Services
To complement our array of loans, we also provide the following special products and services to our commercial customers:
Cash Management Services

Cash Management services are offered that enable the Bank’s business customers to maximize the efficiency of their cash
management. Specific products offered in our Cash Management services program include the following:

Investment/sweep accounts

Wire Transfer services

Employer Services/Payroll processing services
Zero balance accounts

Night depository services

Lockbox services

Depository transfers

Merchant services (third party)

ACH originations

Business debit cards

Controlled disbursement accounts

SONA 24/7 (Check 21 processing)

Sonabank asset based lending (SABL)
Mobiliti, a mobile banking application for personal and business accounts

Some of the products listed above are described in-depth below.

o SONA 24/7/Check 21: SONA 24/7 is ideal for landlords, property managers, medical professionals, and any other
businesses that accept checks. SONA 24/7 allows customers of Sonabank to have total control over how, when, and
where their checks will be deposited. SONA 24/7 uses the Check Truncation technology outlined by the “Check
Clearing for the 21st Century Act”, passed in October 2004 (“Check 21”"). With Check Truncation, paper checks can be
converted to electronic images and processed between participating banks, vastly speeding up the check clearing
process. SONA In-House passes on the benefits of Check Truncation directly to Sonabank’s business customers.

o Lockbox Services: Sonabank will open a lockbox, retrieve and scan incoming checks, and deposit them directly into
the customer’s account. The images of the checks will then be available to view online. This makes bookkeeping for the
customer fast and easy, and because Sonabank is checking the lockbox daily, funds will often be available sooner. Big
businesses have been using lockboxes for decades as a cash management tool. Sonabank makes this service cost
effective for all small and medium sized businesses as well.

o Employer Services: Sonabank will provide its business clients with software that allows them to generate ACH payroll
transactions to their employees’ accounts.
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o SABL: Asset Based Lending is a form of “collateral-based” lending. It is a combination of secured lending and short-
term business lending. It is a specialized form of financing that allows a bank’s commercial customers to pledge their
working assets, typically accounts receivable and, to a lesser extent, inventory, as collateral to secure financing. Asset
Based Lending borrowers are typically in the service, manufacturing or distribution fields.

SABL is an Asset Based Lending software system built by Sonabank that allows the Bank to monitor the collateral of its
commercial borrowers who have pledged their working assets (accounts receivables and other qualifying assets such as
inventory) as collateral. SABL has the ability to track other offsets (liabilities, e.g. other loans the customer has with the
Bank) to the line of credit. SABL serves to provide the more stringent controls and supervision that this type of lending
requires.

One control that is typical of Asset Based Lending is that the commercial borrower is required to have its customers
remit invoice payments to a bank controlled lockbox. The bank retrieves these payments and the bank applies them
directly to any outstanding balance on the line. SABL allows for this and can combine that service with remote capture
(Check 21) if warranted.

Most Asset Based Lending systems are manual processes or software that certifies the borrowing base periodically.
These certifications are usually provided in the form of manually created borrowing bases backed up with field exams.
SABL provides a real time capability to analyze and adjust borrowing availability based on the levels of collateral at the
moment.

SABL also offers an automated collateral upload, taking receivable information directly from the clients accounting
system. SABL also offers discretionary borrowings and pay offs, allowing clients to borrow on or pay down their line at
their discretion, as long as they are compliant with the SABL system. Lastly, SABL offers superior reporting, offering
reports to bank officers that provide certain information they need to monitor risk. Customized reports can also be built
for clients.

o  Mobiliti: Sona Mobile is perfect for customers on the go, as it is available on a large variety of devices and networks.
Sona Mobile offers easy access to account balances, transactions and internal transfers. Mobile Deposit allows
customers to save time by eliminating the need to visit a branch. The customer can deposit a check through Sona Mobile
by using their certified device (up to $2,500).

Sona Business Mobile can help business customers manage their finances faster than ever. Customers have access to
their information via a wide range of devices and 