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PART I
Iltem 1. Business
Who We Are

Southern Community Financial Corporation (“we” diet‘Company”)is the holding company for Southern Community Bamkl Trust (th
“Bank”), a community bank with twentywo banking offices operating in nine counties tlgbout North Carolina. The Bank commer
operations on November 18, 1996 and effective Gatdh 2001 became a wholly-owned subsidiary ofrteely formed holding companpur
banking offices are located in the Piedmont Triagha(including WinstorBalem (our headquarters), Greensboro, High Poidtsamroundin
areas) Mooresville (the Charlotte area), Raleigh Asheville.

At December 31, 2007, the Company had total asde4.6 billion, net loans of $1.2 billion, depasif $1.0 billion and shareholdeejuity o
$142.3 million. The Company had net income of #iBion, $4.2 million and $7.7 million and dilutegarnings per share of $0.43, $0.24
$0.42 for the years ended December 31, 2007, 200@@05, respectively.

The Company has been, and intends to remain, a coityrfocused financial institution offering a full rangé financial services to individua
businesses and nonprofit organizations in the conities we serve. Our banking services include cimgcknd savings accounts; commer
installment, mortgage and personal loans; trustimvestment services; safe deposit boxes and adsarciated services to satisfy the needs ¢
customers.

In our eleven years of existence the Company has:

» Established a reputation for superior service toomstomers and the communities in which we operate

« Developed a full service financial institution oatng in four of the fastest growing markets in thoCarolina;

« Advanced into third position in deposit market ghar our home base of Forsyth County and fifth fpmsiin the Piedmont Triad;

« Maintained a strong credit culture. As of Decem®kr2007, our nonperforming assets totaled $2.8amibr 0.18% of total assets ¢
our allowance for loan losses amounted to $14.8amibr 1.20% of total loans and 695% of nonperfmgrioans;

« Acquired The Community Bank, Pilot Mountain, Nofarolina, in January 2004, raising our assetsatttiine to over $1.0 billion ai
increasing the number of banking offices;

The website for the Bank is www.smallenoughtocamn. Our periodic reports on Forms 10-Q andKl@re available on our website un
“Investor Relations.”The Company is registered as a financial holdinggany with the Federal Reserve System. The Baokganized und:
the laws of North Carolina. The Federal Deposiutasce Corporation insures the Bankieposits up to applicable limits. The addressus
principal executive office is 4605 Country Club Rp&Vinston-Salem, North Carolina 27104 and ourpteteme number is (336) 768500. Ou
common stock and one of our trust preferred secis$ues are traded on the NASDAQ Global SeleckitaBystem under the symbols “SCMF”
and “SCMFQ?”, respectively.

Our Market Area

The Companys primary market areas are the Piedmont Triad afeldorth Carolina, Mooresville (the Charlotte are&gheville (Wester
Mountains of North Carolina) and Raleigh (Resedrdhngle region in the eastern Piedmont of NortimoGaa). The Piedmont Triad is a twe
county region located in north central North Caraliand is named for the three largest cities inrtéggon, WinstorSalem (where ol
headquarters is located), Greensboro and High Pdihé region has one-sixth of the state’s popatatind ondifth of its labor force. The N
State Data Center estimated that the Triad’s pdipunlat the end of 2006 was in excess of 1.6 nmillio

WinstonSalem is the largest city in Forsyth County and ftfie largest city in North Carolina according tee US Census Bureau in 20!
Greensboro is the largest city in Guilford Countdahe third largest city in North Carolina, whitigh Point is the second largest city
Guilford County and the eighth largest city in Noarolina. In 2006, the US CensBareau estimated the population of Forsyth Coua
exceed 332 thousand and Guilford County to excé&ddtdousand. The populations of Forsyth County@ailford County are projected to gr
to 427 thousand and 589 thousand by 2030.
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The Piedmont Triad is the economic hub of northwésth Carolina. In 2006, the US Department of Hogsnd Urban Development estime
that the 2005 median family income ranged fromve ¢ $45,200 in the Mt. Airy micropolitan area tchigh of $58,200 in the WinstoBalen
metropolitan area. The Piedmont Triad has a vefgnoad and diversified economy and a work force tha@eeded 816 thousand in 2(
according to the NC Employment Security Commissipproximately 99% of the work force is employednianagricultural wage and sal
positions. According to the NC Employment Secufymmission, the major employment sectors in 2006 vgervices (36%), manufactur
(18%), trade (11%), government (12%), financial #%d construction (6%). During 2007, the unemplegtirate in the Piedmont Triad var
from month to month but remained unchanged foryter at 4.7%.

The Raleigh€ary metropolitan statistical area is the fastestving MSA in North Carolina, with a 2006 populatjcestimated by the US Cen
Bureau, of over 786 thousand. The Wake County fatjoul is projected to more than double from the@®Q@nsus level of 628 thousand to :
million by 2030. The US Census Bureau also estithéte area’s 2004 median household income to be $#£800 and 2005 ndiafrm labo
force to be over 355 thousand, which is in excdsE08o of the state’s total ndiarm labor force. According to the NC Employment &ty
Commission, the area’s unemployment rate in 2005 3v8%6.

The Charlotte metropolitan statistical area issbeond fastest growing MSA in North Carolina. Theddenburg County population is projec
to grow from the 2000 Census level of 695 thougant3 million by 2030. Mooresville is located imetLake Norman area, north of Charlotte.

Asheville is the largest city in Western North dara and, according to the US Census Bureau, itgapelitan statistical area had a 2
estimated population of almost 393 thousand. In62@RC, Inc. estimated the median family incomé¢him area to be $40,700. The Wes
North Carolina region has a balanced and divedsiéieonomy. According to the US Bureau of LaboriStias, the major employment sector
2007 were education and health services (16.9%)ergment (15.1%), retail (13.1%), leisure and hiagipy (12.4%), manufacturing (11.99
services (9.4%) and construction (6.5%).

The Bank serves our market area through twaémtyfull service banking offices. Our televisiondaradio advertising has extended into
market area for several years, providing the Baarke recognition in the Piedmont Triad area. ThekBaoustomers may access various bar
services through over one hundred ATMs owned csdday the Bank, through debit cards, and throbhghBanks automated telephone ¢
Internet electronic banking products. These pralatiow the Banks customers to apply for loans, access accountnirdion and condu
various transactions from their telephones and adenp.

Business Strategy

The Company’s primary objective is to become al vitmg-term player in our markets with a reputation foalify customer service provided
a financially sound organization. Our businesstatya is to operate as a well capitalized instituttbat is strong in asset quality, profita
independent, customer-oriented and connected tcamumunity.

A commitment to customer service is at the fourtdatdf our approach. Our commitment is to put oustamners first and we believe
differentiates us from our competitors. Making gaplity, profitable loans, which result in a losnding relationship with our borrowers,
continue to be a cornerstone of our strategy. Wenuh to leverage the core relationships we buildolyviding a variety of services to ¢
customers. With that focus, we target:

« Small and medium sized businesses, and the owndmnanagers of these entities;
« Professional and middle managers of locally basedpanies;

« Residential real estate developers; and

» Individual consumers.

We intend to grow our franchise through new andgtaxg relationships developed by our employeesk@ndxpanding primarily to contiguc
areas through branching and acquisitions which nsélategic and economic sense.
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We have also diversified our revenue in order tnegate norinterest income. These efforts include expansiomoftgage banking, wea
management and investment in Small Business Inegtt@ompany (SBIC) activities through Salem CapRattners. Southern Commur
Advisors, our wealth management group, offers itmeat advisory, brokerage, trust and insuranceicesy For more information on 1
Company’s SBIC activities, see SUBSIDIARIES. Foe ffear ended December 31, 2007 our imp@rest income, excluding securities gains
losses, represented 20.6% of our total revenue b@eve that the profitability of these added basbes and services, not just the rev
generated, is critical to our long term success.

Key aspects of our strategy and mission include:

« To provide communityeriented banking services by delivering a broadyeaof financial services to our customers througgponsiv
service and communication;

« To form a partnership with our customers whereby aecision making and product offerings are gedoseard their best longerm
interests;

« To be recognized in our community as a ldaegn player with employees, stockholders and basthbers committed to that effort; ¢

« To be progressive in our adoption of new technolegyhat we can provide our customers access thupte and services that meet t
needs for convenience and efficiency.

Our belief is that our way of doing business willild a profitable corporation and shareholder vaM& want to consistently reward
shareholders for their investment and trust in us.

Subsidiaries

In addition to those financial services offeredthg Bank, the Company has a subsidiary, Southemn@amity Capital Trust Il (“Trust 11")to
issue trust preferred securities. The Bank hastardst in an unconsolidated subsidiary (VCS Mamegge LLC) to house its investment in
SBIC activities. Each subsidiary is described below

In November 2003, Southern Community Capital Tiugtublicly issued 3,450,000 shares of Trust PreférSecurities (“Trust Il Securitieg”
generating gross total proceeds of $34.5 millidme Trust Il Securities pay distributions at an aimate of 7.95% and mature on Decembe
2033. The Trust Il Securities began paying quartéidtributions on December 31, 2003. The Compaag/fhlly and unconditionally guarante
the obligations of Trust Il. The Trust Il Securgtiare redeemable in whole or in part at any tinker &iecember 31, 2008. The proceeds fron
Trust Il Securities were utilized to purchase jursabordinated debentures from the Bank under dheesterms and conditions as the Tru
Securities. We have the right to defer paymenntérest on the debentures at any time and from tintene for a period not exceeding f
years, provided that no deferral period extend®héythe stated maturities of the debentures. Satdrml of interest payments by the Comg.
will result in a deferral of distribution paymerdn the related Trust Il Securities. Should we déierpayment of interest on the debentures
Company will be precluded from the payment of cdshidends to shareholders. The principal uses efrtat proceeds from the sale of
debentures were to provide cash for the acquisitiomhe Community Bank, to increase our regulatoapital and to support the growth
operations of our subsidiary bank. The amount atpeds qualifying for Tier 1 capital cannot comgrimore than 25% of our core caf
elements. Amounts in excess of that 25% limitattonnt as Tier 2 supplementary capital for reguiatapital purposes. At present, the et
proceeds from the Trust Il Securities qualify asrTi capital of the Company for regulatory capiaiposes.

VCS Management, LLC was formed in March 2000 asttheaging general partner of what is now knownaers Capital Partners, L.P.SCF
I, a small business investment company (SBIC) licersethe Small Business Administration. The Bank hagsted $1.7 million in tt
partnership, which has a total of $9.2 million nf/ésted capital from various private investors udahg the Bank. The partnership can

borrow funds on a norecourse basis from the Small Business Administnato increase its capital available for investmdiite partnersh
makes investments generally in the form of subatgid debt and earns revenue through interest extan its investments and potenti
through gains realized from warrants that it reegiin conjunction with its debt investments. ThalBahares in any earnings of the partnel
through its investment in the partnership. Durif@@, Salem Capital Partners Il, L.P. (“SCP Was formed and licensed by the Small Busi
Administration, with a purpose and operations samib SCP |I. At December 31, 2007, the Bank hasnaitted to investing up to $2 million
SCP IlI. In January 2008, SCP Il has commitments$&8 million from various private investors, incind the $2 million from the Bank.

connection with the formation of SCP I, a new gntSCP Advisor LLC, was formed to manage SCP | An@he Bank owns 49% of S(
Advisor LLC. For the year ended December 31, 208&, Company earned $2.1 million, or 3.8% of towlenue, from its SBIC activitie
including income from the investments in SCP | drehd SBIC management fees.
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Competition

The activities in which the Bank engages are higidynpetitive. Commercial banking in North Carolisaextremely competitive due to st
laws which permit statewide branching. Consequentigny commercial banks have branches locatedvieraecommunities. One of the larg
regional commercial banks in North Carolina, a mmunity bank and one savings institution alscehtieir headquarters in Winst@alem
Currently, we operate branches in Buncombe, For&thiford, Iredell, Rockingham, Stokes, Surry, Waknd Yadkin Counties, North Caroli
In June 2007, there were 695 branches operatedrhyyseven banks and thirteen savings institutions ésemine counties with approximal
$44.9 billion in deposits. On that date, depositge Bank were $1.0 billion for a 2.25% marketrgh& he top three deposit market share lei
in this market area account for 63% of depositsniaf these competing banks have capital resowanddegal lending limits substantially
excess of those available to the Bank. Thereforeyur market area, the Bank has significant cortipetifor deposits and loans from ot
depository institutions.

Other financial institutions such as credit uniocmsumer finance companies, insurance compamekefage companies, small loan compe
and other financial institutions with varying degseof regulatory restrictions compete vigorously doshare of the financial services mai
Credit unions have been permitted to expand thembrership criteria and expand their loan serviogadlude such traditional bank service
commercial lending. These entities pose an eveeasing challenge to our efforts to serve the nmtarkkaditionally served by banks. We exj
competition to continue to be significant.

Employees

During 2007, all employees of Southern Communityaficial Corporation were compensated by the BamnkDécember 31, 2007, the Be
employed 337 fullime equivalent persons (including our executiviicefs). None of the employees are representednlyyuaions or simile
groups, and we have not experienced any type ifestr labor dispute. We consider our relationswith our employees to be good :
extremely important to our long-term success. TharB and management continually seek ways to eelemployee benefits and the well be
of employees.

SUPERVISION AND REGULATION

Southern Community Financial Corporation is regiedeas a financial holding company with the FedBederve. The Bank is a North Caro
chartered banking corporation which is not a mendfethe Federal Reserve System. Banking is a compighly regulated industryThe
primary goals of bank regulations are to maintaisae and sound banking system and to facilitatectinduct of sound monetary policy
furtherance of these goals, Congress has createdaséargely autonomous regulatory agencies ardted numerous laws that govern ba
bank holding companies and the banking industrye déscriptions of and references to the statutdsegulations below are brief summa
and do not purport to be complete. The descriptasasqualified in their entirety by reference te #pecific statutes and regulations discussed.

Southern Community Financial Corporation
Southern Community Financial Corporation is a bhakling company that has elected to be treatedfamacial holding company. As a be
holding company under the Bank Holding Company &fcl956, as amended, we are registered waitlh subject to regulation by the Fed

Reserve. We are required to file annual and otilygonts with, and furnish information to, the Fedl®aserve. The Federal Reserve may cor
periodic examinations of the Holding Company ang meamine any of its subsidiaries, including theaBa
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The Bank Holding Company Act provides that a baakling company must obtain the prior approval & Bederal Reserve for the acquisi
of more than five percent of the voting stock obstantially all the assets of any bank or bank ingldompany. In addition, the Bank Hold
Company Act restricts the extension of credit tg bank holding company by its subsidiary bank. Baek Holding Company Act also provic
that, with certain exceptions, a bank holding conypmay not engage in any activities other thanahafsbanking or managing or controll
banks and other authorized subsidiaries or ownoatrol more than five percent of the voting shasésny company that is not a bank.
Federal Reserve has deemed limited activities tdsely related to banking and therefore permieditr a bank holding company.

Subject to various limitations, federal banking lgenerally permits a bank holding company to elediecome a “financial holding company.”
A financial holding company may affiliate with seities firms and insurance companies and engagehar activities that arefihancial ir
nature.” Among the activities that are deemed ffirial in nature’are, in addition to traditional lending activitiegcurities underwriting, deali

in or making a market in securities, sponsoringualfunds and investment companies, insurance wmiielg and agency activities, cert
merchant banking activities as well as activittest the Federal Reserve considers to be closealiedkto banking.

A bank holding company may become a financial mgdiompany if each of its subsidiary banks is “vealpitalized"under the Federal Depc
Insurance Corporation Improvement Act prompt cdivecaction provisions, is well managed and hateast a satisfactory rating under
Community Reinvestment Act. In addition, the bamtding company must file a declaration with the &l Reserve that the bank holc
company wishes to become a financial holding compAnbank holding company that falls out of complia with these requirements may
required to cease engaging in some of its actsitouthern Community Financial Corporation electatl was authorized by the Fed
Reserve, to be a financial holding company.

The Federal Reserve serves as the primary “umbredigulator of financial holding companies, with styigory authority over each parn
company and limited authority over its subsidiari&xpanded financial activities of financial holdircompanies are generally regule
according to the type of such financial activitgnizsing activities by banking regulators, securitietivities by securities regulators and insuri
activities by insurance regulators. Federal lawadsgs certain restrictions and disclosure requirésnegarding private information collected
financial institutions.

Enforcement Authority . We will be required to obtain the approval of thederal Reserve prior to engaging in or, with aiariexception:
acquiring control of more than 5% of the voting rfsaof a company engaged in, any new activity.rRaaranting such approval, the Fed
Reserve must weigh the expected benefits of anly saw activity to the public (such as greater comeece, increased competition, or gain
efficiency) against the risk of possible adverdeas$ of such activity (such as undue concentratforesources, decreased or unfair compet
conflicts of interest, or unsound banking practicd$he Federal Reserve has ceasedaxrist powers over bank holding companies and
nonbanking subsidiaries where their actions wooldstitute a serious threat to the safety, soundmestbility of a subsidiary bank. The Fed
Reserve also has authority to regulate debt oldigat(other than commercial paper) issued by bamditng companies. This authority inclu
the power to impose interest ceilings and reseegeirements on such debt obligations. A bank hgldiompany and its subsidiaries are
prohibited from engaging in certain fie-arrangements in connection with any extensiorreflit, lease or sale of property or furnishin
services.

Interstate Acquisitions . Federal banking law generally provides that a baolking company may acquire or establish banksinsate of th
United States, subject to certain aging and depositentration limits. In addition, North Carolibanking laws permit a bank holding comp
that owns stock of a bank located outside Northollrea to acquire a bank or bank holding companyted in North Carolina. In any eve
federal banking law will not permit a bank holdiogmpany to own or control banks in North Carolifhé acquisition would exceed 20% of
total deposits of all federally-insured deposit&Niorth Carolina.

Capital Adequacy . The Federal Reserve has promulgated capital adggegalations for all bank holding companies wisets in excess
$150 million. The Federal Resersetapital adequacy regulations are based uporkaased capital determination, whereby a bank hg
company’s capital adequacy is determined in lighthe risk, both on- and off-balance sheet, comdim the companyg’ assets. Differe
categories of assets are assigned risk weightingysige counted at a percentage of their book value.
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The regulations divide capital between Tier 1 apftore capital) and Tier 2 capital. For a bankdimy company, Tier 1 capital consi
primarily of common stock, related surplus, nonclative perpetual preferred stock, minority inteseist consolidated subsidiaries and a lirr
amount of qualifying cumulative preferred secusti€&oodwill and certain other intangibles are edetl from Tier 1 capital. Tier 2 capi
consists of an amount equal to the allowance fan land lease losses up to a maximum of 1.25% lofwésghted assets, limited other type
preferred stock not included in Tier 1 capital, higikcapital instruments and term subordinated dielvestments in and loans to unconsolid
banking and finance subsidiaries that constituggitabof those subsidiaries are excluded from @hpithe sum of Tier 1 and Tier 2 cap
constitutes qualifying total capital. The Tier Ingmonent must comprise at least 50% of qualifyingltoapital.

Every bank holding company has to achieve and miairst minimum Tier 1 capital ratio of at least 4.@¥%d a minimum total capital ratio of
least 8.0%. In addition, banks and bank holding games are required to maintain a minimum leveragie of Tier 1 capital to average tc
consolidated assets (leverage capital ratio) ddatt 3.0% for the most highhated, financially sound banks and bank holding ganies and
minimum leverage ratio of at least 4.0% for allatianks. The Federal Deposit Insurance Corporatimhthe Federal Reserve define Ti
capital for banks in the same manner for both #werdage ratio and the rislased capital ratio. However, the Federal Reseefimabs Tier .
capital for bank holding companies in a slightl§fetient manner. As of December 31, 2007, the Compgdeverage capital ratio, Tier 1 risk-
based capital ratio and total risk-based capitad raere 8.96%, 10.28 and 11.44%, respectively.

The guidelines also provide that banking organiregiexperiencing internal growth or making acqigisi will be expected to maintain strc
capital positions substantially above the minimwpesvisory level, without significant reliance artdngible assets. The guidelines also ind
that the Federal Reserve will continue to consa&Fangible Tier 1 Leverage Ratiai evaluating proposals for expansion or new aiogisi The
Tangible Tier 1 Leverage Ratio is the ratio of Tiecapital, less intangibles not deducted from Tieapital, to quarterly average total asset:
of December 31, 2007, the Federal Reserve haddvigesd us of any specific minimum Tangible Tierdverage Ratio applicable to us.

The Companyg trust preferred securities from Trust I, whigk accounted for as debt under generally accemtealiating principles, presen
qualify as Tier 1 regulatory capital and are repoiin Federal Reserve regulatory reports as minierest in our consolidated subsidiaries.
Companys trust preferred securities from Trust Il alsalify as Tier | regulatory capital although the grart of a pooled transaction and
not a subsidiary of the holding company. The jusiobordinated debentures related to Trust Il doqualify as Tier 1 regulatory capital. 1
Federal Reserve limits restricted core capital eleisto twenty-five percent of all core capitalnedmts.

Source of Srength for Subsidiaries . Bank holding companies are required to serve asuace of financial strength for their deposit
institution subsidiaries, and if their depositonstitution subsidiaries become undercapitalizedhkblaolding companies may be requiret
guarantee the subsidiaries’ compliance with capéstioration plans filed with their bank regulatasbject to certain limits.

Dividends. As a bank holding company that does not, as atyentirrently engage in separate business acswvitfea material nature, our abil
to pay cash dividends depends upon the cash disdee receive from our subsidiary bank. Our primsoyirce of income is dividends paid
the Bank. We must pay all of our operating expeffisga funds we receive from the Bank. North Caralbanking law requires that dividends
paid out of retained earnings and prohibits thenpayt of cash dividends if payment of the dividenould cause the Ban&’surplus to be le
than 50% of its paidh capital. Also, under federal banking law, notcdsvidend may be paid if the Bank is undercapitdi or insolvent or
payment of the cash dividend would render the hardercapitalized or insolvent and no cash divideray be paid by the Bank if it is in defe
of any deposit insurance assessment due to the .FD€refore, shareholders may receive dividends) fus only to the extent that funds
available from our subsidiary bank. In additiore ffederal Reserve generally prohibits bank holdomgpanies from paying dividends except
of operating earnings, and the prospective rateashings retention appears consistent with the Wendting companys capital needs, as
quality and overall financial condition. The FedeR@serve may impose restrictions on the Compmapgyment of cash dividends since we
required to maintain adequate regulatory capitawfown and are expected to serve as a sourgeanicial strength and to commit resource
our subsidiary bank.

Page ¢




Change of Control. State and federal banking law restrict the amofinbting stock of the company that a person mayuaegwithout the pric
approval of banking regulators. The Bank Holdingr(any Act requires that a bank holding companyiolitee approval of the Federal Rese¢
before it may merge with a bank holding companguire a subsidiary bank, acquire substantiallyfthe assets of any bank, or before it
acquire ownership or control of any voting shareany bank or bank holding company if, after suchuasition, it would own or control, direc
or indirectly, more than 5% of the voting shareshaft bank or bank holding company. The overak&fbf such laws is to make it more diffic
to acquire us by tender offer or similar means tihamight be to acquire control of another typecofporation. Consequently, our sharehol
may be less likely to benefit from rapid increasestock prices that often result from tender affer similar efforts to acquire control of ot
types of companies .

The Bank

The Bank is subject to various requirements antticésns under the laws of the United States amel $tate of North Carolina. As a Nc
Carolina bank, our subsidiary bank is subject tputation, supervision and regular examination ey North Carolina Banking Commissiofhe
Bank is also subject to regulation, supervision aggular examination by the Federal Deposit Instea@orporation. The North Caroli
Banking Commission and the FDIC have the powemforee compliance with applicable banking stati#ed regulations. These requirem
and restrictions include requirements to maintaserves against deposits, restrictions on the eatod amount of loans that may be made
the interest that may be charged thereon andctstis relating to investments and other activiGéthe Bank.

Transactions with Affiliates . The Bank may not engage in specified transactiomduding, for example, loans) with its affiliatesless the tern
and conditions of those transactions are substintiee same or at least as favorable to the Banthase prevailing at the time for compar:
transactions with or involving other nonaffiliatedtities. In the absence of comparable transactiamg transaction between the Bank an
affiliates must be on terms and under circumstgnoeduding credit standards, which in good faittould be offered or would apply
nonaffiliated companies. In addition, transacticeferred to as “covered transactiom&tween the Bank and its affiliates may not excHed o
the Banks capital and surplus per affiliate and an aggee@a20% of its capital and surplus for covereaserctions with all affiliates. Certe
transactions with affiliates, such as loans, alastnibe secured by collateral of specific types amibunts. The Bank also is prohibited fi
purchasing low quality assets from an affiliate eBvcompany under common control with the Bank|uding the Company and South
Community Capital Trust Il, is deemed to be anliatf of the Bank.

Loans to Insiders . Federal law also constrains the types and amountsans that the Bank may make to its executivécef§, directors ar
principal shareholders. Among other things, thesas are limited in amount, must be approved byB#mak's board of directors in advance,
must be on terms and conditions as favorable t@#rk as those available to an unrelated person.

Regulation of Lending Activities . Loans made by the Bank are also subject to numdeamlesal and state laws and regulations, includire
Truth-InLending Act, Federal Consumer Credit Protection, Aot Equal Credit Opportunity Act, the Real Estgttlement Procedures Act :
adjustable rate mortgage disclosure requirememmerlies to the borrower or consumer and penatiiiset Bank are provided if the Bank fi
to comply with these laws and regulations. The sapd requirements of these laws and regulations &gpanded significantly in recent years.

Branch Banking . All banks located in North Carolina are authorizedranch statewide. Accordingly, a bank locateghdrere in North Carolir
has the ability, subject to regulatory approvalestablish branch facilities near any of our féedi and within our market area. If other be
were to establish branch facilities near our fée#i it is uncertain whether these branch faegitwould have a material adverse effect or
business.

Federal law provides for nationwide interstate bagkand branching, subject to certain aging andodiépconcentration limits that may
imposed under applicable state laws. ApplicabletiN@arolina statutes permit regulatory authoritesapprove de novo branching in Nc
Carolina by institutions located in states that ldopermit North Carolina institutions to branch arde novo basis into those states. Fe
regulations prohibit an out-aftate bank from using interstate branching authagoiimarily for the purpose of deposit productioFhest
regulations include guidelines to insure that sti#ie branches operated by an oustate bank in a host state are reasonably helpingeet th
credit needs of the host state communities serydtdout-of-state bank.
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Reserve Requirements. Pursuant to regulations of the Federal Reservepéimk must maintain average daily reserves agémstansactio
accounts. During 2007, no reserves were requirdzbtmaintained on the first $8.5 million of trartsae accounts, but reserves equal to &
were required on the aggregate balances of thosmuats between $8.5 million and $45.8 million, adtlitional reserves were required
aggregate balances in excess of $45.8 million iaranunt equal to 10.0% of the excess. These pagesiare subject to annual adjustmel
the Federal Reserve, which has advised that foB,266 reserves will be required to be maintainedthan first $9.3 million of transacti
accounts, but reserves equal to 3.0% will be reguon the aggregate balances of those accountedet®$.3 million and $43.9 million, a
additional reserves are required on aggregate tedaim excess of $43.9 million in an amount eqoald.0% of the excess. Because req.
reserves must be maintained in the form of vawhaar in a non-interedtearing account at a Federal Reserve Bank, theteffethe resen
requirement is to reduce the amount of the ingbit's interest-earning assets. As of December 8Q7 2the Bank met its reserve requirements.

Community Reinvestment . Under the Community Reinvestment Act (“CRA3s implemented by regulations of the federal bagulaton
agencies, an insured bank has a continuing anunaffive obligation, consistent with its safe andrmboperation, to help meet the credit nee:
its entire Community, including low and moderatedme neighborhoods. The CRA does not establishfgpkmding requirements or progra
for banks, nor does it limit a barkdiscretion to develop the types of products amices that it believes are best suited to itdi@dar
Community, consistent with the CRA. The CRA regsiitbe federal bank regulatory agencies, in conoeatiith their examination of insur
banks, to assess the Bank’s records of meetingréuit needs of their communities, using the ratiof“outstanding,” “satisfactory,”rfeeds t
improve,” or “substantial noncomplianceghd to take that record into account in its evabmadf certain applications by those banks. All ks
are required to make public disclosure of their Cp&formance ratings. The Bank received a “satisfgt rating in its most recent CF
examination.

Governmental Monetary Policies. The commercial banking business is affected not bylgeneral economic conditions but also by theetary
policies of the Federal Reserve. Changes in theodig rate on member bank borrowings, control afdwings, open market transaction:
United States government securities, the impositiband changes in reserve requirements againstberebanks and deposits and asse
foreign bank branches, and the imposition of arghgles in reserve requirements against certainworgs by banks and their affiliates are st
of the monetary policies available to the FedemddRve. Those monetary policies influence to aifsdgimt extent the overall growth of all be
loans, investments and deposits and the intertsgt charged on loans or paid on time and savingsdits in order to mitigate recessionary
inflationary pressures. These techniques are usgdrying combinations to influence overall growatid distribution of bank loans, investme
and deposits, and their use may also affect inteatss charged on loans or paid for deposits.

The monetary policies of the Federal Reserve Bbake had a significant effect on the operatingltesif commercial banks in the past and
expected to continue to do so in the future. Inwgd changing conditions in the national economy amoney markets, as well as the effec
actions by monetary and fiscal authorities, no jtéxh can be made as to possible future changegerest rates, deposit levels, loan demai
the business and earnings of the Bank.

Dividends. All dividends paid by the Bank are paid to the Camyg the sole shareholder of the Bank. The genkvalend policy of the Bar
is to pay dividends at levels consistent with maiming liquidity and preserving our applicable ¢apratios and servicing obligations. 7
dividend policy of the Bank is subject to the deteyn of the board of directors of the Bank and dépend upon such factors as future earn
growth, financial condition, cash needs, capit@dqacy, compliance with applicable statutory armgliletory requirements and general busi
conditions.

The ability of the Bank to pay dividends is reg&at under applicable law and regulations. UndertiN@arolina banking law, dividends must
paid out of retained earnings and no cash dividemalg be paid if payment of the dividend would catiebanks surplus to be less than 50
its paidin capital. Also, under federal banking law, nolcd&vidend may be paid if the Bank is undercapitdi or insolvent or if payment of 1
cash dividend would render the Bank undercapitdl@einsolvent and no cash dividend may be paithkyBank if it is in default of any depc
insurance assessment due to the Federal Depasitite Corporation.
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The exact amount of future dividends paid to thenany by the Bank will be a function of the prdfiléy of the Bank in general and applica
tax rates in effect from year to year. The Bankbility to pay dividends in the future will ditgcdepend on future profitability, which cannot
accurately estimated or assured. We expect thathéoforeseeable future, dividends will be paidthgy Bank to the Company as needed tc
any separate expenses of Southern Community Fala@crporation and/or to make required paymentgshenCompanys debt obligation
including the debentures which fund the interestnpents on the preferred securities issued by thmp@aoy’s “Trust 11" subsidiary and to pi
cash dividends to the Company’s shareholders.

Capital Adeguacy . The capital adequacy regulations which apply teedtanks, such as the Bank, are similar to therae&eserve requiremel
promulgated with respect to bank holding compadissussed above.

Changes in Management. Any depository institution that has been chartdesd than two years, is not in compliance withrttieimum capite
requirements of its primary federal banking regudabr is otherwise in a troubled condition mustifyats primary federal banking regulator
the proposed addition of any person to the boardirettors or the employment of any person as &semxecutive officer of the institution
least 30 days before such addition or employmecbies effective. During this 3fay period, the applicable federal banking regujatmenc
may disapprove of the addition of such directoemployment of such officer. The Bank is not subjeciny such requirements.

Enforcement Authority . The federal banking laws also contain civil andanénal penalties available for use by the appropriagulatory agen:
against certain “institution-affiliated partiegrimarily including management, employees and ageaita financial institution, as well

independent contractors such as attorneys and maizcds and others who participate in the condutheffinancial institutiors affairs and wh
caused or are likely to cause more than minimuranftial loss to or a significant adverse affect lom institution, who knowingly or reckles
violate a law or regulation, breach a fiduciaryydor engage in unsafe or unsound practices. Thesgtiges can include the failure of
institution to timely file required reports or tisebmission of inaccurate reports. These laws aizéhdhe appropriate banking agency to i
cease and desist orders that may, among othersthieguire affirmative action to correct any harmsulting from a violation or practic
including restitution, reimbursement, indemnificatior guarantees against loss. A financial institutmay also be ordered to restrict its gro
dispose of certain assets or take other actioretsrdined by the primary federal banking agendyet@ppropriate.

Prompt Corrective Action. Banks are subject to restrictions on their atiéigi depending on their level of capital. Fedegbotnpt correctiv
action” regulations divide banks into five different catdgs, depending on their level of capital. Understh regulations, a bank is deemed 1
“well capitalized” if it has a total riskased capital ratio of ten percent or more, a capital ratio of six percent or more and a levenag® of
five percent or more, and if the bank is not subjecan order or capital directive to meet and raima certain capital level. Under th
regulations, a bank is deemed to be “adequatelyataed” if it has a total riskvased capital ratio of eight percent or more, & capital ratio ¢
four percent or more and a leverage ratio of fancent or more (unless it receives the highest ositg rating at its most recent examina
and is not experiencing or anticipating significgnowth, in which instance it must maintain a lege ratio of three percent or more). Ut
these regulations, a bank is deemed to be “undiéatiapd” if it has a total risksased capital ratio of less than eight percentra capital ratio ¢
less than four percent or a leverage ratio of l#wm three percent. Under these regulations, a ben#teemed to be sfgnificantly
undercapitalized” if it has a ridBased capital ratio of less than six percent, & capital ratio of less than three percent andraréege ratio ¢
less than three percent. Under such regulatiobané is deemed to be “critically undercapitalizédt has a leverage ratio of less than or e
to two percent. In addition, the applicable feddsahking agency has the ability to downgrade a Isadlassification (but not toctitically
undercapitalized”) based on other consideratioms évthe bank meets the capital guidelines.

If a state bank, such as the Bank, is classifiedratercapitalized, the bank is required to submitpital restoration plan to the FDIC.
undercapitalized bank is prohibited from increastagssets, engaging in a new line of businegpjieng any interest in any company or inst
depository institution, or opening or acquiringemnbranch office, except under certain circumstaniteluding the acceptance by the FDIC
capital restoration plan for the bank.

If a state bank were classified as undercapitaliteal FDIC may take certain actions to correctdagital position of the bank. If a state bar
classified as significantly undercapitalized, thel€ would be required to take one or more prorogtrective actions. These actions wc
include, among other things, requiring sales of sewurities to bolster capital, changes in managénimits on interest rates paid, prohibitir
on transactions with affiliates, termination of teém risky activities and restrictions on compeiwsatpaid to executive officers. If a bank
classified as critically undercapitalized, the banist be placed into conservatorship or receivprahthin 90 days, unless the Federal Dej
Insurance Corporation determines otherwise.
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The capital classification of a bank affects theqfrency of examinations of the bank and impactsathity of the bank to engage in cen
activities and affects the deposit insurance premsipaid by the bank. The FDIC is required to cohdutill-scope, orsite examination of eve
member bank on a periodic basis.

Banks also may be restricted in their ability teegt brokered deposits, depending on their capitassification. “Well capitalizedbanks ar
permitted to accept brokered deposits, but all bahkt are not well capitalized are not permite@dcept such deposits. The FDIC may,
case-byease basis, permit member banks that are adequatpitalized to accept brokered deposits if the@Déetermines that acceptanct
such deposits would not constitute an unsafe cowms banking practice with respect to the bank.

Deposit Insurance. The Bank’s deposits are insured up to $100,000nsired norlRA account and up to $250,000 per IRA accounthz
Deposit Insurance Fund of the Federal Deposit Arsze Corporation. The Bank is required to pay déposurance assessments set by the F
The FDIC determines the Baskdeposit insurance assessment rates on the bésig oisk categories. The Bank's assessmentteréned by
formula that ranges from 0.02% to 0.04% at the kKivessessment category up to a maximum assessfried0&o of the Bank's average dep
base, with the exact assessment determined bydhk'Bassets, its capital and the FDIC's supefvigpinion of its operations. The insura
assessment rate may change periodically and wagisamtly increased for all depository institutexuring 2007. Increases in the assess
rate may have an adverse effect on the Bank's ipgr@sults. The FDIC has the authority to terrtendeposit insurance.

Our management cannot predict what other legisiatight be enacted or what other regulations mighadopted or the effects thereof.
Item 1A. Risk Factors

An investment in our common stock involves risk. Shareholders should carefully consider the risks described below in conjunction with the other
information in this Form 10-K and information incorporated by reference in this Form 10-K, including our consolidated financial statements and
related notes. If any of the following risks or other risks which have not been identified or which we may believe are immaterial or unlikely,
actually occur, our business, financial condition and results of operations could be harmed. This could cause the price of our stock to decline and
shareholders could lose part or all of their investment. This Form 10-K contains forward-looking statements that involve risks and uncertainties,
including statements about our future plans, objectives, intentions and expectations. Many factors, including those described below, could cause
actual resultsto differ materially from those discussed in our forward-looking statements.

Risks Related to Holding Southern Community Commorstock

Our business strategy includes continuing signifitagrowth plans. Our financial condition and resudt of operations could be negativi
affected if we fail to grow or fail to manage ourgwth effectively .

We intend to continue pursuing a significant grostitategy for our busines@ur prospects must be considered in light of thkestiexpenses a
difficulties frequently encountered by companiesignificant growth stages of development. We caassure you we will be able to expand
market presence in our existing markets or succkgsnter new markets or that any such expansidhnoet adversely affect our results
operations. Failure to manage our growth effecfiwaluld have a material adverse effect on our lassinfuture prospects, financial conditio
results of operations, and could adversely affestability to successfully implement our businesitegy. Also, if our growth occurs mq
slowly than anticipated or declines, our operatieguits could be materially adversely affected. @hility to successfully growvill depend on
variety of factors including the continued availdbi of desirable business opportunities, the cotitige responses from other financ
institutions in our market areas and our abilityrtanage our growth.
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We may face risks with respect to future expansion.

As a strategy, we have sought to increase theddizair franchise by aggressively pursuing busirgsgelopment opportunities and we h
grown rapidly since our incorporation. We have pased another financial institution as a part af 8trategyWe may acquire other financ
institutions or parts of those entities in the fetuAcquisitions and mergers involve a number skgj including:

« the time and costs associated with identifying ewaluating potential acquisitions and merger pastne

« the accuracy of estimates and judgments used tmiaeacredit, operations, management and markies$ msth respect to the targ
entity;

« the time and costs of evaluating new markets, ¢nierperienced local management and opening newesffind the time lags betw:
these activities and the generation of sufficiessteis and deposits to support the costs of thensiqrg

« our ability to finance an acquisition and possienership and economic dilution to our current shatders;

« the diversion of our managementittention to the negotiation of a transaction tdintegration of the operations and personnghe
combining businesses;
« entry into new markets where we lack experience;

« the introduction of new products and services oipbusiness;

« the incurrence and possible impairment of goodasBociated with an acquisition and possible advarsetiterm effects on our resu
of operations; and
« the risk of loss of key employees and customers.

We may incur substantial costs to expand, and wegoae no assurance such expansion will resulhénlévels of profits we seekhere can k
no assurance integration efforts for any futuregees or acquisitions will be successful. Also, waynssue equity securities, including comr
stock and securities convertible into shares of @ammon stock in connection with future acquisiipmwvhich could cause ownership .
economic dilution to our current shareholders anithtestors purchasing common stock in this offgrifihere is no assurance that, following
future mergers or acquisition, our integration gffowill be successful or our company, after givaftect to the acquisition, will achieve pro
comparable to or better than our historical expee

If the value of real estate in our core market areavere to decline materially, a significant portiasf our loan portfolio could become und-
collateralized, which could have a material adversiéect on us.

With most of our loans concentrated in the PiednToiad region of North Carolina, a decline in loeabnomic conditions could adversely af
the values of our real estate collate@dnsequently, a decline in local economic condgioray have a greater effect on our earnings anitat
than on the earnings and capital of larger findniaistitutions whose real estate loan portfolios geographically diverse. In addition to
financial strength and cash flow characteristicthefborrower in each case, the Bank often sedoaes with real estate collateral. At Decen
31, 2007, approximately 63% of the Baskdans had real estate as a primary or seconganpanent of collateral. The real estate collater
each case provides an alternate source of repaymtrg event of default by the borrower and matederate in value during the time the cr
is extended. If we are required to liquidate th#ateral securing a loan to satisfy the debt durngeriod of reduced real estate values
earnings and capital could be adversely affected.

Interest rate volatility could significantly harmuar business

Southern Communitg results of operations are affected by the mowpetad fiscal policies of the federal government #raregulatory policie
of governmental authorities. A significant compoineh Southern Communitg’ earnings is the net interest income of its sudsid Souther
Community Bank and Trust. Net interest income &sdifference between income from intereatning assets, such as loans, and the expe
interestbearing liabilities, such as deposits. We may moable to effectively manage changes in what wegehas interest on our earning as
and the expense we must pay on intebestring liabilities, which may significantly redueair earnings. The Federal Reserve has
significant changes in interest rates during tts¢ few years. Since rates charged on loans oftehttereact to market conditions faster tha
rates paid on deposit accounts, these rate changg$ave a negative impact on our earnings untitare make appropriate adjustments in
deposit rates. In addition, there are costs aswsatwmith our risk management techniques, and ticesés could be material. Fluctuation:
interest rates are not predictable or controlladie, therefore, there can be no assurances ofhility 40 continue to maintain a consist
positive spread between the interest earned oramuing assets and the interest paid on our iritbezsing liabilities.
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Southern Community may have higher loan losses thiehas allowed for.

Southern Community’s loan losses could exceed ltberance for loan losses it has set aside. SoutBemmunitys average loan size contin

to increase and reliance on historic loss expeeiem other assumptions related to managementssament of the adequacy of the Company’
allowances for loan losses may not be warrantegr@ypmately 86% of our loan portfolio is composedconstruction, commercial mortge
and commercial loans. Repayment of such loansnergdly considered subject to greater credit riskntresidential mortgage loans. Indu
experience shows that a portion of loans will beeatalinquent and a portion of the loans will requartial or entire chargeff. Regardless «
the underwriting criteria Southern Community utlz losses may be experienced as a result of wafeators beyond its control, includii
among other things, changes in market conditiofectifig the value of its loan collateral and praobéeaffecting the credit of its borrowers.

The building of market share through our de novodmching strategy could cause our expenses to inseéaster than our revenues.

We intend to continue to build market share throwginh de novo branching strategy. We are currengigrating in a temporary facility
Asheville and will begin construction of a permanéenilding in early 2008 and plan to occupy theilfgcby year end 2008. We also
operating in a temporary facility in Raleigh andmplto begin construction in late 2008 and opemthe office in 2009. There are consider:
costs involved in opening branches. New brancheergdy do not generate sufficient revenues toetftheir costs until they have beer
operation for at least a year or more. Accordinglyr new branches can be expected to negativelgdtgur earnings for some period of t
until the branches reach certain economies of s€ale expenses could be further increased if weemer delays in the opening of any of
new branches. Finally, we have no assurance oumbnamches will be successful even after they haen lestablished.

If Southern Community loses key employees with siigant business contacts in its market area, itsdiness may suffel

Southern Communitg success is dependent on the personal contaitssafficers and employees in its market area.dfitBern Community lo
key employees temporarily or permanently, its besincould be hurt. Southern Community could baqéatly hurt if its key employees we
to work for competitors. Southern Communéyfuture success depends on the continued contnitsuf its existing senior managernr
personnel, particularly on the efforts of F. S&duer and Jeff T. Clark, each of whom has signifidacal experience and contacts in its me
area.

Government regulations may prevent or impair ouribty to pay dividends, engage in acquisitions, @perate in other ways.

Current and future legislation and the policiesikelithed by federal and state regulatory autharitig¢l affect Southern Community’operation:
Southern Community is subject to supervision anmibdee examination by the Federal Reserve Boardthed\North Carolina Commissioner
Banks. Southern Community’principal subsidiary, Southern Community Bank dmndst, as a state chartered commercial bank, ralseive
regulatory scrutiny from the North Carolina Comnuser of Banks and the FDIC. Banking regulatioresigned primarily for the protection
depositors, may limit our growth and the returiydéa as an investor in Southern Community, by retstg its activities, such as:
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« the payment of dividends to shareholders;

« possible transactions with or acquisitions by othstitutions;
» desired investments;

« loans and interest rates;

« interest rates paid on deposits; and

» the possible expansion of branch offices.

Southern Community has elected to be regulatedfessuacial holding company to expand its opportigsitto provide additional services, bt
will have to comply with other federal laws and ukgions and could face enforcement actions by leggty agenciesSouthern Communi
cannot predict what changes, if any, will be mamexisting federal and state legislation and reguia or the effect that such changes may
on its business. The cost of compliance with reigujarequirements may adversely affect Southern @anity’s ability to operate profitably.

Our trading volume has been low compared with lardenk holding companies and the sale of substahaaounts of our common stock
the public market could depress the price of ounomon stock.

The average daily trading volume of our sharesten NASDAQ Global Select Market for the three monéimsled February 29, 2008 v
approximately 12,793 shares. Lightly traded stomhk be more volatile than stock trading in an acgiublic market like that for the larger b
holding companies. We cannot predict the extenthi@h an active public market for our common stegk develop or be sustained. In rec
years, the stock market has experienced a high tverice and volume volatility and market pricks the stock of many companies h
experienced wide price fluctuations that have reatessarily been related to their operating perfameaTherefore, our shareholders may nt
able to sell their shares at the volumes, priceimes that they desire. We cannot predict theatffif any, that future sales of our common s
in the market, or availability of shares of our ecoon stock for sale in the market, will have on tharket price of our common stock. '
therefore can give no assurance that sales ofantiatamounts of our common stock in the markethe potential for large amounts of sale
the market, would not cause the price of our comstook to decline or impair our ability to raisepital through sales of our common stock.

Southern Community faces strong competition in iterket area, which may limit its asset growth ancbfitability.

The banking business in Southern Commusityfimary market area, which is currently conceaattan the Piedmont Triad area and surroun
areas in central North Carolina, is very competitiand the level of competition facing it may irage further, which may limit its asset gro
and profitability. Southern Community experiencesnpetition in both lending and attracting fundsnfr@ther banks and nonbank finan
institutions located within our market area, sorh@/bich are significantly larger, welistablished institutions. Nonbank competitors fepasbit:
and depositype accounts include savings associations, creddns, securities firms, money market funds, lifsurance companies and
mutual funds industry. For loans, Southern Comnyueitcounters competition from other banks, saviagsociations, finance compan
mortgage bankers and brokers, insurance compasmes| loan and credit card companies, credit unipession trusts and securities firrige
may face a competitive disadvantage as a resubupfsmaller size, lack of mulstate geographic diversification and inability foresad ou
marketing costs across a broader market.

Southern Communit’s Articles of Incorporation include antitakeover provisions that may prevent shareholdemsni receiving a premiur
for their shares or effecting a transaction favordy a majority of shareholder:

Southern Community’s Articles of Incorporation inde certain antiakeover provisions, such as being subject to tleeholder Protection A
and Control Share Acquisition Act under North Cer@llaw and a provision allowing our Board of Dit@s to consider the social and econc
effects of a proposed merger, which may have tfexiebf preventing shareholders from receiving @engum for their shares of common st
and discouraging a change of control of Southerm@anity by allowing minority shareholders to prevartransaction favored by a majority
the shareholders. The primary purpose of theseigioms is to encourage negotiations with our mamegg by persons interested in acqui
control of our corporation. These provisions magoakend to perpetuate present management and maikicult for shareholders owning le
than a majority of the shares to be able to eleeh e single director.
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Holders of our trust preferred securities have rigghthat are senior to those of our common share el

We have supported our continued growth throughigheance of trust preferred securities from spgmi@apose trusts and accompanying ju
subordinated debenturest December 31, 2007, we had outstanding trustepredl securities and accompanying junior subordthaebenture
totaling $44.5 million. Payments of the principaldainterest on the trust preferred securities @ #pecial purpose trust are condition
guaranteed by us. Further, the accompanying jusubordinated debentures we issued to the specipbge trust are senior to our share
common stock. As a result, we must make paymente@junior subordinated debentures before anydivis can be paid on our common s
and, in the event of our bankruptcy, dissolutionliguidation, the holders of the junior subordirthi@gebentures must be satisfied before
distributions can be made on our common stock. e lthe right to defer distributions on our junsotbordinated debentures (and the re
trust preferred securities) for up to five yeansidg which time no dividends may be paid on ounomn stock.

The common stock of Southern Community Financial poration is not FDIC insured.
The common stock of Southern Community is not anggvor deposit account or other obligation of dayk and is not insured by the Fed
Deposit Insurance Corporation, the Bank InsurangedFor any other governmental agency and is sulbjedtvestment risk, including t

possible loss of principal.

Risks Related to an Investment in the Preferred Secities

If we do not make interest payments under the debees, the trust will be unable to pay distributierand liquidation amounts. The guarant
would not apply because the guarantee covers paymnenly if the trust has funds available.

The trust will depend solely on our payments on dbebentures to pay amounts due to holders of thfeped securities on the debentt
Without these payments, the trust will not havdisigint funds to pay distributions or the liquidatiamount on the preferred securities. In
case, holders of the preferred securities willb®able to rely on the guarantee for payment afetemounts because the guarantee only a
if the trust has sufficient funds to make distribns or to pay the liquidation amount. Insteaddeod of the preferred securities or the prog
trustee will have to institute a direct action agaius to enforce the property trustee’s rightseuaride indenture relating to the debentures.

We must rely on dividends from our bank subsididoymake interest payments on the debentures totthst.

Our ability to make payments on the debentures veluenwill depend primarily on dividends from oumbkasubsidiary because we are a hol
company and substantially all of our assets aré bglour bank subsidiary. The ability of our banksidiary to pay dividends is subject to le
restrictions and the Bark’profitability, financial condition, capital expditures and other cash flow requirements. We map &orrov
additional funds, issue debt instruments, issue swildshares of preferred stock, or engage in oyyees of financing activities, in order
increase our capital. Covenants contained in lgafinancing agreements or other debt instrumentsdcoestrict or condition our payment
cash dividends based on various financial considersor factors.

Regulatory authorities may limit dividends paid us and thereby our ability to make interest paymeon the debentures to the tru:

We cannot assure holders of the preferred securitiat our bank subsidiary will be able to pay dirids in the future due to regulat
restrictions or that our regulators will not attenip preclude us from making interest paymentshensubordinated debentures. North Cart
banking law requires that cash dividends be paid bank only out of retained earnings and prohithiéspayment of cash dividends if payn
of the dividend would cause the bank’s surplus ¢oldss than 50% of its paid-capital. We may also be precluded from makinggries
payments on the subordinated debentures by outategsiin order to address any perceived deficesnii liquidity or regulatory capital levels
the holding company level. Such regulatory actioould require us to obtain consent from our regufagrior to paying dividends on ¢
common stock or interest on the subordinated debest In the event our regulators withheld theinsamt to our payment of interest on
subordinated debentures, we would exercise out t@llefer interest payments on thgbordinated debentures, and the trust would neg
funds available to make distributions on the preféisecurities during such period.
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Our obligation to make interest payments to thedtwn the debentures is subordinated to existirapllities or additional debt we may incur.

Our obligations under the debentures and the gtesare unsecured and will rank junior in prioofypayment to our existing liabilities and ¢
future senior and subordinated indebtedness. Haweue issuance of the debentures and the prefegedrities does not limit our ability or -
ability of our subsidiaries to incur additional efstedness, guarantees or other liabilities. Alssabse we are a holding company, the creditc
our bank subsidiary, including depositors, alsd téve priority over holders of the preferred sé@ms in any distribution of our subsidiaries’
assets in liquidation, reorganization or otherwisecordingly, the debentures and the guarantee beileffectively subordinated to all exist
and future liabilities of our subsidiaries, and dek of the preferred securities should look oolyotir assets for payments on the prefe
securities and the debentures .

We have the option to defer interest payments o debentures for substantial periods.

As long as we are not in default under the indentetating to the debentures, we may, at one oeriores, defer interest payments on
debentures for up to 20 consecutive quarters. [defer interest payments on the debentures, tis¢ will defer distributions on the preferi
securities during any deferral period.

If we defer interest payments, holders of the pmeéel securities will still be required to recognitiee deferred interest amounts as incon

During a deferral period, holders of the prefersedurities will be required to recognize as incdorefederal income tax purposes the am
approximately equal to the interest that accrueyaur proportionate share of the debentures, hglthb trust in the tax year in which t
interest accrues, even though holders of the pegfesecurities will not receive these amounts @nldter date if they hold the preferred secul
until the deferred interest is paid.

If holders of the preferred securities sell theirgferred securities during a deferral period, theyill forfeit the deferred interest amount ar
only have a capital loss.

Holders of the preferred securities will not reeeithe cash related to any accrued and unpaid gtté@m the trust if they sell the prefer
securities before the end of any deferral periodtifiy a deferral period, accrued but unpaid distidns will increase their tax basis in
preferred securities. If holders of the preferredusities sell the preferred securities during &ewdal period, their increased tax basis
decrease the amount of any capital gain or incrédesamount of any capital loss that they may taitierwise realized on the sale. A capital |
except in certain limited circumstances, cannogyglied to offset ordinary income. As a result,ededl of distributions could result in ordini
income and a related tax liability for the holdend a capital loss that may only be used to o#s=tpital gain.

Deferrals of interest payments may increase theatitity of the market price of the preferred sectigs.

If we defer interest payments, the market pricéhefpreferred securities would likely be adversdfected. The preferred securities may tra
a price that does not fully reflect the value ofraed but unpaid interest on the debentures. Hdrslof the preferred securities sell the preft
securities during a deferral period, they may moeive the same return on investment as someoneawvtimues to hold the preferred securi
Because of our right to defer interest payments,ntarket price of the preferred securities may beenvolatile than the market prices of o
securities without a deferral feature.

There are no financial covenants in the indenturea the trust agreement.

The indenture governing the debentures and thé dagreement governing the trust do not requireousdintain any financial ratios or specil
levels of net worth, revenues, income, cash flowquidity. The instruments do not protect holders of the delvea or the preferred securitie:
the event we experience significant adverse chaimgear financialcondition or results of operations. In additionitimer the indenture nor t
trust agreement limit our ability or the ability ahy subsidiary to incur additional indebtednedser&fore, holders of the preferred secur
should not consider the provisions of these gowgrimistruments as a significant factor in evaluatirhether we will be able to comply with «
obligations under the debentures or the guarantee.

Page 1




We may redeem some or all of the debentures at ame after December 31, 2008 and reduce the peritding which holders of th
preferred securities will receive distributior.

We have the option to redeem any or all of thetantting debentures after December 31, 2008 witthmipayment of any premium. Upon e
redemption, holders of the preferred securities bmyequired to reinvest their principal at a twileen they may not be able to earn a returr
is as high as they were earning on the preferredrigies.

We may redeem all of the debentures at any timerugiee occurrence of certain event s.

We may redeem all of the debentures before thatedtmaturity without payment of premium within 88ys after certain occurrences at
time during the life of the trust. These occurren@eclude adverse tax, investment company or bagklatory developments. Upon e:
redemption, holders of the preferred securities bayequired to reinvest their principal at a twigen they may not be able to earn a returr
is as high as they were earning on the preferredrigees.

We can distribute the debentures to holders of tireferred securities, which may have adverse tarseguences for holders of the prefer
securities and could also adversely affect the nergrice of the preferred securitie

The trustees may dissolve the trust before matofitjhe debentures and distribute the debenturésltiers of the preferred securities unde
terms of the trust agreemefinder current interpretations of United States fadancome tax laws supporting classification oé thust as
grantor trust for tax purposes, a distributiontef tlebentures to holders of the preferred secsitifi®n the dissolution of the trust would not
taxable event. Nevertheless, if the trust is cfesbifor United States income tax purposes as aaciation taxable as a corporation at the tir
is dissolved, the distribution of the debenturesildde a taxable event to holders of the prefesextlrities. In addition, if there is a chang
law, a distribution of the debentures upon thedlig®n of the trust could be a taxable event ttdes of the preferred securities. Also,
debentures that holders of the preferred securnitiag receive if the trust is liquidated may tradeaaliscount to the price that was pair
purchase the preferred securities.

Holders of the preferred securities must rely oretproperty trustee to enforce their rights if theigan event of default under the indentur

Holders of the preferred securities may not be &bltirectly enforce their rights against us unitherindenture if an event of default occurs. |
event of default occurs under the indenture, hsldéthe preferred securities must rely on the miment by the property trustee of its right
holder of the debentures against us. The holdees mbjority in liquidation amount of the preferrsécurities will have the right to direct

property trustee to enforce its rights. If the prdp trustee does not enforce its rights followargevent of default and there is no request b
record holders of the debentures to do so, anyrdelolder may, to the extent permitted by appliealalw, take action directly against us
enforce the property trustesetights. If an event of default occurs that isilatitable to our failure to pay interest or priraipn the debentures,
if we default under the guarantee, holders of tleégored securities may proceed directly againsHadders of the preferred securities will no
able to exercise directly any other remedies abkslto the holders of the debentures, unless thpepty trustee fails to do so.

Holders of preferred securities have limited votinghts to replace the property trustee and the B&hre trustee
Holders of preferred securities only have votirghts that pertain primarily to certain amendmeatthe trust agreement. In general, only we

replace or remove any of the trustees. The holofeas least a majority in aggregate liquidatammount of the preferred securities may replac
property trustee and the Delaware trustee only ié\xent of default under the trust agreement ocandsis continuing.
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The subordinated debentures and the preferred s&ges do not represent deposit accounts and are instired.

The subordinated debentures and the preferredisesuto not represent bank deposit accounts agyadhe not obligations issued or guaran
by the Federal Deposit Insurance Corporation aaryy other governmental agency.

ltem 1B. Unresolved Staff Comments

None.
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Item 2. Properties

As of December 31, 2007, an investment advisoricefive operated out of twentywo banking offices, six operations/administratafices
and three lending offices. All banking offices havEMs. A summary of our offices is as follows:

Approximate Year
Square Establishec Owned ot
Footage or Acquired Leasec
Banking Offices:

Asheville, North Carolina
80 Peachtree Ros 3,191 200¢ Leasec
Clemmons, North Carolina
6290 Towncenter Driv 3,80( 2004 Owned
Dobson, North Carolina
201 West Kapp Stre: 2,80( 1995(1) Owned
Greensboro, North Carolina
1505 Highwoods Blvd 9,80( 200¢ Owned
High Point, North Carolina
2541 Eastchester Dri 3,00( 200z Owned
Jonesville, North Carolina
503 Winston Roa 2,50( 1995(1) Owned
Kernersville, North Carolina
1207 South Main Stre: 8,30( 2002 Owned
King, North Carolina
105 Post Office Stret 4,00( 2004(1) Owned
Madison, North Carolina
619 Ayersville Roac 2,00( 199((1) Owned
Mooresville, NC
210 Knob Hill Roac 8,80( 200¢€ Owned
Mount Airy, North Carolina
255 East Independence B\ 10,34¢ 199¢(1) Owned
2010 Community Drive 3,50( 198¢(1) Owned
Pilot Mountain, North Carolina
616 South Key Stret 8,30( 1987%(1) Owned
Raleigh, North Carolina
2626 Glenwood Avenu 1,501 200¢ Leasec
Sandy Ridge, North Carolina
4928 Highway 704 We: 1,25(C 198¢(1) Owned

Union Grove, North Carolina
1439 W. Memorial Highwa' 2,30( 199((2) Owned
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Approximate Year

Square Establishec Owned ot
Footage or Acquired Leasec

Banking Offices:

Walnut Cove, North Carolina

1072 North Main Stree 1,70C 199¢(1) Leasec

Winston Salem, North Carolina

4701 Country Club Roa 4,30( 199¢ Leasec

225 Hanes Mill Roa 2,80( 2001 Owned

3151 Peters Creek Parkw 2,50(C 199¢ Leasec

536 South Stratford Roz 2,40(C 199¢ Leasec

Yadkinville, North Carolina

532 East Main Stret 7,80(C 199¢ Owned
Operations and Administrative Offices:

Winston Salem, North Carolina

465 Shepherd Stre 47,11¢ 200¢€ Owned

100 Cambridge Plaza ( 7,02¢ 200¢ Owned

104 Cambridge Plaza ( 7,02¢ 200¢€ Owned

108 Cambridge Plaza ( 7,02¢ 200¢€ Owned

112 Cambridge Plaza ( 7,98¢ 200¢ Owned

4605 Country Club Roa- Corporate 27,00( 200z Owned
Lending Offices:

Winston Salem, North Carolina

4625 Country Club Roa 3,20( 199¢ Owned

Mooresville, North Carolina

249 Williamson Road, Ste. 1( 1,70C 2004 Leasec

Raleigh, North Carolina

3948 Browning Plac 1,05¢ 2007 Leasec

(1)  Acquired as part of The Community Bank acqigsit
(2) Approximately 75% of these properties are ldaseenants.

In addition to the above locations, the Bank has fdf site ATMs (located at 3484 Robinhood Road 481 Deacon Boulevard both in Winston-
Salem, 1466 River Ridge Road in Clemmons and ab #adkinville Road, Pfafftown, North Carolina) aadproximately 100 outsourced A1l
cash dispensing machines throughout North Carolina.

All of our properties, including land, buildingsdmprovements, furniture, equipment and vehidhes] a net book value at December 31, !
of $39.0 million. See further information presented\ote 6 to our consolidated financial statemewsich are presented under ltem 8 in
Form 10-K.

Additional banking offices may be opened at latated if deemed appropriate by the Board of Directord if regulatory approval can ther

obtained. The Company may acquire property in whiddtirector, directly or indirectly, has an intdrds such event, the acquisition of s
facilities shall be approved by a majority of thead of Directors, excluding any individual who ntasve such an interest in the property.
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Item 3. Legal Proceedings

The Company is garty to legal proceedings arising in the normaldiet of business. Our management believes thatlitigation is nc
material to the Company’s financial position orules of its operations or the operations of thelBan

Item 4. Submission of Matters to a Vote of SecurityHolders

There were no matters submitted to a vote of ocursty holders during the fourth quarter of oucclisyear ended December 31, 2007.
PART Il

Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Price Range of Common Stock and Dividends

Our common stock and preferred securities aredliiste the NASDAQ Global Select Market under the sglel¥SCMF” and “SCMFO?

respectively. The following table sets forth thghand low sales prices per share of our commak stod our preferred securities (“SCMBQ”
based on published financial sources, and our eindcpayments for the last two years.

Declared

Cash
Dividend per

Price share

SCMF SCMFO
Quarterly
Year Period High Low High Low

2006 First Quartel $ 10.37 $ 8.7¢ $ 10.9t $ 10.31 % 0.03(
Second Quarte 9.7¢ 9.1¢ 10.5¢ 10.1% 0.03%
Third Quartel 9.94 9.2t 10.9¢ 10.2(C 0.03t
Fourth Quarte 11.0¢ 9.62 10.9C 10.17 0.03t
2007 First Quarter $ 1097 $ 10.0¢ $ 105t $ 10.11 $ 0.03¢
Second Quarte 10.2: 8.6t 10.5C 10.0¢ 0.04(¢
Third Quartel 8.94 6.2 10.2¢ 9.6€ 0.04(C
Fourth Quarte 8.8( 6.4C 10.3( 8.64 0.04(¢

At February 29, 2008, there were approximately G délders of record of our common stock.

Holders of our common stock will be entitled toe®® any cash dividends the Board of Directors uhaglare. The declaration and paymer
future dividends to holders of our common stockl W@ at the discretion of our Board of Directorsdamill depend upon our earnings
financial condition, regulatory conditions and cidesations and such other factors as our Boardigfcibrs may deem relevant. As a holc
company, Southern Community Financial Corporatisrultimately dependent upon its bank subsidianprovide funding for its operatit
expenses, debt service (including the interest gaysnon the preferred securities issued by our irengatrust subsidiary), and dividends. ¢
primary sources of income are dividends paid byBaek and interest income on loans and deposits thé bank subsidiary. The Company r
pay all of its operating expenses from funds resgtifrom the Bank. Various banking laws applicabledr bank subsidiary limit the paymen
dividends, management fees and other distributignthe Bank to the Company and may therefore lidtCompanys ability to make divider
payments. Under North Carolina banking law, dividiemust be paid out of retained earnings and nlo diasdends may be paid if paymen
the dividend would cause the Bank’s surplus toess than 50% of its paid-capital. Under federal banking law, no cashaivid may be paid
the Bank is undercapitalized or insolvent or if peyt of the cash dividend would render the Bankeucabitalized or insolvent, or if it is
default of any deposit insurance assessment diie tbederal Deposit Insurance Corporation.
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In the future, any declaration and payment of cdisfidends will be subject to the Board of Directoevaluation of our operating resu
financial condition, future growth plans, generabkimess and economic conditions, tax and othevaateconsiderations. There is no assur
that, in the future, we will have funds availaldepty cash dividends, or, even if funds are avkd|abat we will pay dividends in any partict

amount or at any particular time, or that we wélmlividends at all.

Share Repurchases

The Companyannounced a plan to repurchase up to 300,000 sbéits common stock in March 2005, to repurchaseadditional 600,0C
shares in September 2005 and to repurchase up additional 1 million shares in July 2006. Throughcember 31, 2007, the Company
repurchased 1,124,898 shares at an average prit® 15 per share under the three plans, includ2&j6D0 shares at an average price of §
purchased during the fourth quarter of 2007. Tiethelow sets forth information with respect t@as of common stock repurchased du

the three months ended December 31, 2007.

Total Number o Maximum
Shares Purchas Number of
as Part of Shares That Ma
Publicly Yet Be
Total Number o Average Price Announced Purchased Und
Period Shares Purchas Paid per Shar Programs the Program
October 1, 2007 to October 31, 2C 57,50 $ 8.3t 57,50( 840,20:
November 1, 2007 to November 30, 2( 36,60C $ 7.17 36,60( 803,60:
December 1, 2007 to December 31, 2 28,50 $ 6.8¢ 28,50( 775,10:
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Item 6. Selected Financial Data

SELECTED CONSOLIDATED FINANCIAL INFORMATION AND OTH ER DATA

The following tables set forth selected consoliddteancial information and other data. The resfdts2004 include the impact of the acquisi
of The Community Bank which was effective Janua2y 2004. The information set forth below does natpprt to be complete and shoulc
read in conjunction with our consolidated finanatdtements appearing elsewhere in this annuaitrepo

Operating Data:
Interest incomt
Interest expens

Net interest incom
Provision for loan losse
Net interest income aftt
provision for loan losse
Non-interest incomt
Non-interest expens
Income before
income taxe:
Provision for income taxe
Net income

Securities gains(losses) includec
nor-interest incomt

Per Share Data:
Net Income
Basic
Diluted
Cash dividend
Book value
Weighted average shar
Basic
Diluted

Balance Sheet Data
Total asset

Loans

Allowance for loan losse
Deposits

Shor-term borrowings
Long-term debt
Stockholder’ equity

Capital Ratios:

Total risk-based capite
Tier 1 risk-based capite
Leverage ratic

Equity to assets rati

For the Years Ended December

2007 2006 2005 2004 2003
(Dollars in thousands, except per share ¢

98,90¢ $ 85,52( $ 68,097 $ 54,65¢ $ 36,01¢
55,141 44,79¢ 31,12¢ 20,17¢ 14,931
43,767 40,72 36,96¢ 34,48: 21,08:
2,77¢ 2,51( 95(C 2,23¢ 2,28¢
40,99: 38,21: 36,01¢ 32,24 18,791
11,331 3,67¢ 7,13¢ 7,94¢ 5,03
40,90( 35,80: 31,31¢ 27,52( 18,33:
11,42 6,08¢ 11,83 12,67: 5,497
3,86¢ 1,89( 4,161 4,55¢ 1,91¢
7,55¢ $ 4,19¢ $ 7,670 $ 8,11t $ 3,57¢

— % (4,156 $ (26€) $ — 3 =

04z $ 024 $ 04: $ 047 $ 0.41
0.42 0.24 0.4z 0.4t 0.3¢
0.15¢ 0.13¢ 0.21¢( 0.11¢ —
8.1¢ 7.8: 7.6¢€ 7.6€ 5.6t
17,559,35 17,566,31 17,825,15 17,298,28 8,826,78!
17,624,39 17,757,43 18,133,85 18,033,33 11,369,42
1,569,18: 1,436,46! 1,287,61. 1,222,941 798,94¢
1,188,43 1,033,411 868,82 796,10: 519,74t
14,25¢ 13,04( 11,78t 12,531 7,27¢
1,045,23 1,024,58: 941,94¢ 845,50: 575,43¢
117,77. 92,74¢ 9,18¢ 69,64 51,90(
254,63! 172,54¢ 192,55: 163,49: 117,62
142,33¢ 136,22! 134,88! 136,83¢ 50,80¢
11.4% 11.4(% 13.21% 13.81% 10.6€%
10.2¢% 10.2(% 11.9/% 11.7¢% 9.4€%
8.9€% 8.7% 9.6(% 9.67% 7.5(%
9.07% 9.4&% 10.4¢% 11.2(% 6.37%
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Selected Performance Ratios
Return on average ass
Return on average equi
Net interest spread (.
Net interest margin (1
Non-interest income as
percentage of tote
revenue (5
Non-interest income as
percentage of avera
asset:
Non-interest expense !
average asse
Efficiency ratio (3)
Dividend payout ratic

Asset Quality Ratios:
Nonperforming loans t
perioc-end loans
Allowance for loan losse
to perioc-end loans
Allowance for loan losse
to nonperforming loan
Nonperforming asse
to total assets (¢
Net loan charc-offs
to average loans outstandi

Other Data:

Number of banking office

Number of ful-time
equivalent employee

(1) Netinterest margin is net interest income divibgdaverage intere-earning assets.

For the Years Ended December

2007 2006 2005 2004 2003
(Dollars in thousands, except per share ¢

0.5(% 0.31% 0.6(% 0.6<% 0.51%
5.45% 3.11% 5.67% 6.21% 7.31%
2.81% 2.92% 2.86% 3.02% 3.0(%
3.1% 3.3(% 3.2(% 3.2€% 3.22%
20.51% 8.28% 16.1&% 18.7% 19.27%
0.75% 0.27% 0.5€% 0.6&% 0.72%
2.7(% 2.62% 2.40% 2.3€% 2.65%
74.22% 80.64% 71.01% 64.8% 70.2(%
36.05% 56.2€¢% 48.8/% 23.4(% 0.0(%
0.17% 0.2€% 0.1€% 0.27% 0.15%
1.2(% 1.26% 1.36% 1.57% 1.4(%
695% 495% 837% 5771% 94€%
0.1&% 0.25% 0.12% 0.27% 0.12%
0.14% 0.12% 0.14% 0.1<% 0.2%

22 21 19 18 8

337 32¢€ 29¢ 271 157

(2) Netinterest spread is the difference between tkesge yield on intere-earning assets and the average cost of interesinldiabilities.

(3) Efficiency ratio is non-interest expense divld®y the sum of net interest income and non-intéenesme.

(4) Nonperforming assets consist of nonaccrual loastructured loans and real estate owned, wheréapfd.
(5) Total revenue consists of net interest incoma: reon-interest income.
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following presents managementliscussion and analysis of our financial conditeind results of operations and should be rei
conjunction with the financial statements and edatotes included elsewhere in this annual refdnis discussion contains forwaloleking
statements that involve risks and uncertainties: @rual results could differ significantly fromae anticipated in these forwaambking
statements as a result of various factors. Thewatlg discussion is intended to assist in undeditanthe financial condition and results of
operations.

CRITICAL ACCOUNTING POLICY

The Companys accounting policies are in accordance with actigmprinciples generally accepted in the Unitedt& and with general pract
within the banking industry. Management makes a lmemof estimates and assumptions relating to redoaimounts of assets, liabiliti
revenues and expenses in the preparation of thadial statements and disclosures. Material estisnaihd assumptions that are most susce
to significant change relate to the determinatibthe allowance for loan losses. The allowancddan losses represents managenseastimat
of probable losses inherent in the loan portfditanagemens judgments include those involved in risk grading loan portfolio, determinir
specific allowances for loans considered impaiegd] evaluating the impact of current economic diont on the levels of the allowance. Lo
are considered impaired when it is probable thhamlounts due will not be collected in accordandth whe contractual terms of the Ic
agreement. While management believes that the aliow for loan losses is appropriate and adequatevier probable losses inherent in
portfolio, future adjustments to the allowance niynecessary and results of operations could bersely affected if circumstances dil
substantially from the assumptions used in makiregdeterminations. In addition, because future ®vaffiecting borrowers and collateral car
be predicted with certainty, there can be no asserghat the existing allowance for loan lossesdsquate or that increases will not be nece
should the quality of any loans deteriorate assaltef the factors discussed herein. Any matenialease in the allowance for loan losses
adversely affect our financial condition and reswit operations. For further discussion, see “Ndigpming Assets” andAnalysis of Allowanc
for Loan Losses” under “ASSET QUALITY.”

OVERVIEW

Southern Communitg' founders recognized an opportunity to fulfill fireancial service needs of individuals and orgations left underservi
by consolidation within the financial services isthy. To fill a part of this void, the founders laegin 1995 the process by which Soutl
Community Bank and Trust was created, and begaratipes on November 18, 1996. From inception, SeutfCommunity has strived to se
the financial needs of small to mediwsized businesses, individuals, residential homdbtsl and others in and around our markets in |
Carolina. We offer a broad array of banking andeofinancial products products similar to those offered by our larger petitors, but with a
emphasis on superior customer service. We belleateour emphasis on quality customer service isihgle most important factor among m
that have fueled our growth to $1.6 billion in {dasets in just over eleven years of operations.

The Company began operations in November 1996 @ith million in capital, a single branch facility cgarthirteen employees. Throu
December 31, 2007, Southern Community Financiap@ation has grown to a total of twenty-two fa#l¥vice banking offices with $1.0 billi
in customer deposit accounts. In support of thiswgn, the Company has generated additional capitaugh issuing common stock ¢
retaining operating earnings. At December 31, 2G6&, Company had $142.3 million in total stockhodédeequity. Through our bankii
subsidiary we offer traditional banking productsvesl as a full array of financial services. In @ger 2001, Southern Community Finan
Corporation, a financial holding company, becaneeghrent company of Southern Community Bank andtT@n January 12, 2004 we acqu
The Community Bank, a $240.0 million asset commuhb#nk with 10 banking offices in contiguous maskéthe Company created Soutt
Community Advisors, our wealth management divisiamg has developed and acquired mortgage bankiegtigns. While these operations
currently not significant to our results of opeoas, we intend to pursue growth in these busingsseshance our non-interest income.

Real estate secured loans, including constructiand and loans secured by existing commercial esidential properties, comprise the majc
of our loan portfolio, with the balance of our Isaconsisting of commercial and industrial loans krahs to individuals. Through associati
with various mortgage lending companies, we originasidential mortgages, at both fixed and vagiabtes, earning fees for loans origin
and additional income for loans sold to otherdds been our strategy to recruit skilled bankingfgesionals who are well trained and hig
knowledgeable about our market area, enabling develop and maintain a loan portfolio of soundlirguality.
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Management recognizes that our growth may expas€tdmpany to increased operational and market piskarily with respect to managi
overhead, funding costs and credit quality. The gamy has developed critical functions such as €r&dministration, Training, Audit ar
Compliance to assist in managing and monitoringehand other risks. We are committed to creatirdyraaintaining a solid and diversifi
financial services organization with a focus ontomeer service. It is managemenfirm belief that this foundation will continue itiing out
loyal customer base while attracting new clientd providing opportunities for future growth. As taconsolidations continue to take plac
our markets, Southern Community Financial Corporais positioned to continue to benefit from theffiects.

Financial Condition at December 31, 2007 and 2006

During the year ended December 31, 2007, our &stséts increased by $132.7 million, or 9.2%, t6 $lllion. Of the increase in total ass
$131.9 million represented growth in interesiming assets. Continued strong loan demand eésinltan increase of $157.0 million, or 15.2%
total loans receivable which was funded by incrdaserrowings and maturing investment securitiestalldeposits grew to $1.0 billion
December 31, 2007, an increase of $20.7 millior2.086 from the year ago period. Premises and equipmecreased $1.5 million net
depreciation in 2007 as acquisitions decreaseddapcdeciation expense increased compared to the year. In 2006, premises and equipn
increased $9.2 million principally as a result mpanding our network with the new regional officeMooresville, NC and a new state of the
Operations Center.

Our total loan growth of $158.6 million in 2007 weancentrated in residential mortgage loans andtaaction loans, which increased by $¢
million and $47.9 million, respectively. Commerciabrtgage loans increased by $31.0 million and censial and industrial loans grew
$20.1 million during the year. Consumer loans afeweased during the year by $0.5 million. Durir@?2 the Bank continued our progran
originating residential mortgage loans primarily $ale. At the year-end 2007, mortgage loans lalddle totaled $1.9 million.

Our total liquid assets, defined as cash and dum fsanks, federal funds sold, interbstaring deposits and investment securities, deedelay
$22.4 million during the year, to $263.1 million Becember 31, 2007. Cash equivalents and fedenalsfsold increased $4.2 million wt
investment securities decreased $26.6 million. id@ssets represented 16.8% of total assets anibere31, 2007 as compared to 19.9% a
beginning of the year. Reducing the investmentfpliotand issuing additional trust preferred setesi during the year were two of the sou
of liquidity used to fund the loan growth. As ofayeend, we believe our liquidity is adequate to fuatlfe loan demand and current deposit
borrowing maturities.

Customer deposits have traditionally been our pmnfanding source, but as loan demand has exceddpdsit growth in the current yi
various other funding sources have been used teatay extent than in previous years. At Decemfie?807, deposits totaled $1.05 billion
increase of $20.7 million or 2.0% from year-end 0@anagement continues to focus on attracting maturity deposits to improve the fund
mix and reduce funding costs. Those efforts ardectfd in a $102.3 million or 26.0% increase yeagregyear in demand, money market, N(
and savings account deposits, which ended theate#t95.4 million. Demand deposits were virtualhchianged for the year while time depc
decreased $82.6 million or 15.8% as higher costlander term certificates of deposit matured arghér market rates were not matcl
Deposits are primarily generated through our grgwimanch network, although the Bank utilizes outrErket and brokered deposits ¢
funding source. Brokered and out-of-market depdsitaled $132.6 million and $162.8 million at yeard 2007 and 2006, respectively wi
decreased as a funding source due to rate. Managevilecontinue to focus on growing the deposiséahowever, we will continue to moni
the costs of our various funding alternatives, aadfunding mix may change from time to time.

Total borrowings aggregated $372.4 million at DebenB1, 2007, and included $202.5 million of adesnfrom the Federal Home Loan B
of Atlanta (FHLB), junior subordinated debentureghva carrying value of $45.1 million, federal fundurchased of $22.1 million and secur
sold under agreements to repurchase of $102.7omillthe Bank has entered into lomegm financing through term repurchase agreemeitke
various parties, which total $80.0 million at Ded®m 31, 2007. Management will use FHLB advancesaiher funding sources as necessa
support balance sheet management and growth. Howeaaagement expects that as our branch networksgand matures, the volume of ¢
deposits will become an increasingly larger portidrour funding mix, which over time should contrtb to a reduction in our overall fund
cost.
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The Company’s capital position remains strong, weitihof our regulatory capital ratios at levelsttinaake us “well capitalizedtinder feder:
bank regulatory capital guidelines. At December Z1Q7, our stockholdergquity totaled $142.3 million, an increase of $6illion from the
December 31, 2006 balance. This net change incléid&smillion of net income, $1.8 million of proasefrom shares purchased through s
option and stock purchase plans and related expansge$1.8 million in other comprehensive income gumarily to unrealized holding ga
on available for sale investment securities, offseshares repurchased at a cost of $2.4 milliod,cash dividends paid of $2.7 million.

NET INTEREST INCOME

Like most financial institutions, the primary conmgmt of our earnings is net interest income. N&trest income is the difference betw
interest income, principally from loans and inveshis and interest expense, principally on custaegosits and borrowings. Changes in
interest income result from changes in volume amahges in interest rates earned and paid. By vqolweemean the average dollar leve
interest-earning assets and interest-bearing iligsil Spread refers to the difference betweeratrerage yield on interestrning assets and
average cost of interest-bearing liabilities, arargin refers to net interest income divided by agerinteresearning assets. Spread and me
are influenced by the levels and relative mix déiast-earning assets and interest-bearing liegsilies well as by levels of noninterésiaring
liabilities. During the years ended December 31072006 and 2005, our average inteemhing assets were $1.37 billion, $1.23 billiowl
$1.16 billion, respectively. During these same geaur net interest margins were 3.19%, 3.30% ap@b3, respectively.

During 2006, the Federal Reserve increased theteadgederal funds rate four times, and the priate correspondingly increased 100 &
points during the year to 8.25%. During the firgthé months of 2007, the Federal Reserve maintaihedargeted federal funds rate at 5..
with the prime rate holding at 8.25%. During thetlfew months of 2007, the Federal Reserve deatethsetargeted federal funds rate tl
times for a total reduction of 100 basis pointg 25% at December 31, 2007 resulting in the comedimg prime rate at 7.25%. The flat (an
times inverted) shape of the yield curve duringfttst eight months in 2007 resulted in continueargin compression for most of 2007. Whil
is management’s goal to remain relatively interag neutral, the Bank'interest rate sensitivity has shifted from asseisitive during 2006
slightly liability sensitive in 2007, primarily asresult of changing our funding mix. Net interiesiome totaled $43.8 million, an increase of !
million or 7.5% over the $40.7 million for the sameriod in 2006. Net interest income benefited fremong growth in average earning as:
however the Banls cost of funds increased at a faster pace (0.38f1 4.02% to 4.41%) than asset yields (0.26% frd®d% to 7.22%), leadir
to a shrinkage in net interest margin from 3.3098.tt0%. Due to strong loan demand, the level ofaye earning assets has increased $
million or 11.2% for the year ending December 3002 Average interest bearing liabilities increa$4@5.2 million or 12.1% to $1.3 bhillic
from $1.1 billion for the period ended December 3107.
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Average Balances and Average Rates Earned and Paid . The following table sets forth, for the years 2@0fugh 2007, information with rege
to average balances of assets and liabilities,edisas the total dollar amounts of interest incdnoen interestearning assets and interest exp:
on interest-bearing liabilities, resultant yieldsoomsts, net interest income, net interest spreatjnterest margin and ratio of average interest
earning assets to average interest-bearing ligsiliAverage loans include nonaccruing loans, tfeeteof which is to lower the average yield.

For the Years Ended December

2007 2006 2005
Average Interest Average Average Interest Average Average Interest Average
balance earned/pai yield/cost balance earned/pai yield/cost balance earned/pai yield/cost

(Dollars in thousands
Interes-earning asset:

(1) Loans $1,114,67 $ 86,67¢ 7.7¢% $ 958,000 $ 73,49: 7.61% $ 837,46° $ 55,84¢ 6.67%
Investment securitie

available for salr 179,99! 8,81¢ 4.9(% 185,71 8,52¢ 4.5% 228,60: 8,68( 3.8(%
Investment securitie

held to maturity 71,51( 3,20¢ 4.4%% 86,32¢ 3,39( 3.99% 87,031 3,42¢ 3.94%
Federal funds sol 4,231 20€ 4.92% 2,26: 10¢ 4.82% 3,31¢ 14C 4.25%

Total interest-earning

asset: 1,370,41: 98,90¢ 7.22% 1,232,30! 85,52( 6.94% 1,156,41: 68,09" 5.8%%
Other asset 143,20t 135,91¢ 124,86!
Total asset $1,513,61! $1,368,22 $1,281,28:

Interes-bearing liabilities:

Deposits:
NOW and money mark $ 441,71t $ 15,49¢ 3.51% $ 348,48t $ 10,55 3.0% $ 262,05¢ $ 4,78¢ 1.8:%
Time deposits great:
than $100,00! 311,12! 14,13¢ 4.50% 326,86 14,30: 4.38% 285,36 9,98:¢ 3.5(%
Other time deposit 169,23t 8,88¢ 5.25% 208,73: 8,56¢ 4.1(% 221,87 6,52¢ 2.94%
Borrowings 328,90! 16,61¢ 5.05% 231,66: 11,37¢ 4.91% 259,79: 9,83: 3.7¢%
Total interes-bearing
liabilities 1,250,98! 55,14’ 4.41% 1,115,74 44,79¢ 4.02% 1,029,08! 31,12¢ 3.02%
Demand deposil 108,87- 105,75! 105,02«
Other liabilities 15,06¢ 11,83¢ 11,82¢
Stockholders' equit 138,69: 134,88t 135,34.
Total liabilities anc
stockholders' equit $1,513,61 $1,368,22: $1,281,28:
Net interest income ar
net interest spree $ 43,767 2.81% $ 40,72: 2.92% $ 36,96¢ 2.87%
Net interest margi 3.1<% 3.3(% 3.2(%

Ratio of average interest-
earning assets to average
interes-bearingliabilities 109.5%% 110.4% 112.3%

(1) Nonaccrual notes are included in the loan amo
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RATE/VOLUME ANALYSIS

The following table analyzes the dollar amount loéireges in interest income and interest expensadjor components of interegrning asse
and interesbearing liabilities. The table distinguishes betwd® changes attributable to volume (changes ilume multiplied by the pric
period’s rate), (i) changes attributable to rathahges in rate multiplied by the prior permd/olume), and (iii) net change (the sum of
previous columns). The change attributable to bbate and volume (changes in rate multiplied by gearin volume) has been allocated eq:
to both the changes attributable to volume andhiages attributable to rate.

December 31, 2007 vs. 20 December 31, 2006 vs. 20
Increase (Decrease) Due Increase (Decrease) Due
Volume Rate Total Volume Rate Total

(Amounts in thousand:
Interest income

Loans $ 12,10: $ 1,08( $ 13,18: $ 8,64 $ 9,00z $ 17,64¢
Investment securities availak
for sale (271) 561 29C (2,799 1,64¢ (151)
Investment securities he
to maturity (629) 441 (182) (28) (11 (39)
Federal funds sol 96 3 99 (47) 16 (31)
Total interest incom 11,307 2,08¢ 13,38¢ 6,76¢ 10,65¢ 17,42:

Interest expenst

Deposits:
NOW and money marki 3,047 1,90( 4,947 2,09¢ 3,66¢ 5,76¢€
Time deposits great:
than $100,00! (702) 534 (16¢) 1,63¢ 2,68¢ 4,32(
Other time deposit (1,84%) 2,17: 32t (463 2,501 2,03¢
Borrowings 4,84t 394 5,23¢ (1,227 2,76¢ 1,54¢
Total interest expens 5,34 5,00( 10,34 2,04¢ 11,62¢ 13,67(

Net interest income increa
(decrease $ 5,95¢ $ (2,914 $ 3,045 $ 472 $ (96S) $ 3,75:

RESULTS OF OPERATIONS
Years Ended December 31, 200 7 and 2006

Net Income. Our net income for 2007 was $7.6 million, an inseaf $3.4 million from net income of $4.2 milli@arned in 2006. Net incol
per share was $0.43 basic and diluted for the geded December 31, 2007 and $0.24 basic and dilotet06. The increase is due primaril
the strong growth in interest and nimerest income and the major initiative undertakgrthe Company to restructure our balance shegth
resulted in an after tax charge of $2.7 milliorthe second quarter of 2006. We have continued pergnce strong asset growth, driven by ¢
loan growth of $157.0 million or 15.2%, which wagported by an increase of $107.1 million in boiirgys, an increase of $20.7 million in
deposit base and a decrease of $26.6 million irseaurities portfolio. During 2007, average earrasgets increased $138.1 million or 11.2'
$1.37 billion, and average interest bearing liiesi rose $135.2 million or 12.1%. The impact af #irong loan growth ($5.9 million), partie
offset by the impact of margin compression ($2.%iom), produced a net increase in net interesbine of $3.0 million, or 7.5% for 20
compared with 2006. The provision for loan lossesdased to $2.8 million from $2.5 million in 2006.

Non-interest income returned to a more normal leve$Zt.3 million, an increase of $7.7 million. Therease in nommterest income was d
primarily to an increase in investment brokeragmine, income from the investment in SBIC activitésSalem Capital Partners, an increa:
services charges and the absence of losses fromestricturing of outinvestment security portfolio and economic hedgaugivity whiclk
resulted in unusually low non-interest income irD@0Noninterest expenses increased $5.1 million, or 14.2ke increase was due to

investment in the infrastructure of the companytigh technology and the addition of people throiginch expansion in Asheville and Rale
Increased operating expenses including a full péaixpenses on our operations center and an ireda®318 thousand in our FDIC assessi
also contributed to the overall increase.
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Net Interest Income. During 2007, our net interest income increased By $nillion or 7.5% to $43.8 million. Interest inoe increased as
result of growth in our overall level of averageréag assets primarily from strong loan demand. rAge total interestarning assets increa
$138.1 million, or 11.2% during 2007, as the insgdn average loan balances of $156.7 million wisebsomewhat by a decrease in
average investment portfolio of $20.5 million ob%. Our average total interdstaring liabilities increased by $135.2 million, 1i2.1%. Th
rates earned on a significant portion (approxinyai8%) of our loans adjust immediately when indates such as our prime rate char
Transaction deposit accounts including NOW and manarket accounts also have variable interest ra@téepugh changes are determinet
management and are not based on a specific inaéxasuprime while our certificates of deposit aedan borrowings had rates that were fi
until maturity. As a result, interest rate decreabave generally resulted in an immediate decréasmir interest income on loans. Wt
repricing of fixed rate certificates of deposit dmtrowings are delayed until renewal, our floatiate borrowings are primarily LIBOBasec
and changes in LIBOR rates typically are in advasfaghanges in the prime rate.

Interest rates based on prime remained unchangatydbe last two quarters of 2006 and throughfittse two quarters of 2007. Late in the tt
quarter of 2007 the Federal Reserve reduced tlwowlis rate by 50 basis points resulting in the eéida of prime by the same amount. 1
action was followed by two 25 basis point reductiam the fourth quarter of 2007. The steady intera&® environment in the first three quar
of 2007 resulted in a slight increase of 11 baseiatg in yields on our loan portfolio while our fing costs increased 39 basis points. As a |
of our balance sheet restructuring, in 2006, tteddgi on the available for sale investment portfatioreased 31 basis points to 4.90%.
increase in cost of funds for both deposits anddwangs resulted in a decrease in our net intenasgin for the year of 11 basis points.

We will continue to evaluate ways to improve out inéerest margin; however, we expect the impadhefcurrent interest rate environment,
the impact of competition on loan yields and depeossts, will continue to put pressure on our neriest margin in 2008.

Provision for Loan Losses. We recorded a $2.8 million provision for loan Iéssthe year ended December 31, 2007, represeatirigcrease
$265 thousand from the $2.5 million provision wedmdor the year ended December 31, 2006. The Evelovisions is reflective of the trel
in the loan portfolio, including loan growth, legebf nonperforming loans and other loan portfolio qualitgasures, and analyses of imp:
loans. Provisions for loan losses are chargeddonie to bring our allowance for loan losses tovalldeemed appropriate by management |
on the factors discussed under “Analysis of Allosaifor Loan Losses.The provision for loan losses was 0.25% and 0.26%verage loans
2007 and 2006 respectively. On an annualized basrspercentage of net loan chaigfés to average loans outstanding was 0.14% folyds
ended December 31, 2007, compared with 0.13% foydar ended December 31, 2006. Nonperforming loatated $2.1 million or 0.17%
total loans at December 31, 2007, compared wits $#llion or 0.26% of total loans at December 3Q@0&. The allowance for loan losse
December 31, 2007 of $14.3 million represents 1.20%tal loans and 695% of nonperforming loanse @Howance for loan losses at Dece!
31, 2006 of $13.0 million was 1.26% of total loamastanding and 495% nonperforming loans at thia. da

Non-Interest Income.  For the year ended December 31, 2007, intarest income increased $7.7 million, or 208.18411.3 million from $3.
million for the prior year. This increase is priniadue to a $4.2 million préax loss on the sale of investment securities dexbin the secor
quarter of 2006 related to our balance sheet msting. During 2007, service charges and feeseposit accounts increased $613 thousar
14.2%, as we continued our focus on attractingsaeation accounts. Fees and income from the origimaind sale of residential mortgage Ic
increased $138 thousand or 11.5% to $1.3 millimeoine from investment brokerage and trust feess@sad from the prior year by $:
thousand, to $1.1 million. Income from our invesitsein and management fees from Salem Capital &artour SBIC affiliate, of $2.1 millic
were up $1.3 million from 2006. The first quart€2607 included a gain of $1.2 million from the tead certain investments made by Salem.
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We expect a continued positive trend in servicegidee income in the future as we expand our lraetwork and deposit base. We cont
to invest in experienced personnel to support contgage and investment areas. While we anticipateesvariations in the performance of tr
business lines due primarily to external marketditions, we believe these investments provide ub am infrastructure that will support us v
a solid base of revenue in the future. As Salemit@apartners’ portfolio matures, we anticipate gofiuctuation in our notinterest income
gains and losses on their investments are recaginize

Non-Interest Expense. We strive to maintain noimterest expenses at levels that we believe arepppte given the nature of our operations
the investments in personnel and facilities thatehlaeen necessary to support our growth. From 1®®&urd, we have consistently maintai
our ratio of noninterest expenses to average total assets beldi. 3:0r 2007 our ratio was 2.70%, up from 2.62% @& Because of o
continued strong growth, we have seen increasesdry major component of our namterest expenses. For the year ended Decemb@08T
our noninterest expense grew by $5.1 million, or 14.2%afaand employee benefits expense increased $#lidrmor 12.7%, and reflect tl
addition of personnel associated with our expangmRaleigh and Asheville, the addition of persdntteexpand and support our lines
business, and normal increases in salaries andogewmbenefits. Occupancy and equipment expenseaised $1.1 million, or 16.0%, reflect
the expenses associated with our continued bardiige expansion and a full year of expenses onapérations center in 2007 compared
partial year in 2006. Other ndnterest expenses increased $1.6 million, or 15.88ftecting the increased volume of business agtiar
increase of $318 thousand in the BankDIC deposit insurance assessment and a fullgfeexpenses on our operations center compare
partial year in 2006.

Provision for Income Taxes. Our provision for income taxes, as a percentagimadme before income taxes, was 33.9% for the geding
December 31, 2007 and 31.0% for the year ended riteme 31, 2006, reflective of the impact of ®xempt interest income as a sm:
percentage of pre-tax income.

RESULTS OF OPERATIONS
Years Ended December 31, 2006 and 2005

Net Income. Our net income for 2006 was $4.2 million, a deceeafs$3.5 million from net income of $7.7 milliommed in 2005. Net incor
per share was $0.24 basic and diluted for the gaded December 31, 2006 and $0.43 basic and $dut2ddfor 2005. The decrease is

primarily to the major initiative undertaken ther@gany to restructure our balance sheet, which tegsiith an after tax charge of $2.7 millior
the second quarter of 2006. We have continued pergance strong asset growth, driven by solid Igawth of $164.6 million or 18.9%, whi
was supported primarily by an increase of $82.6ionilin our deposit base. During 2006, averageiagrassets increased $75.9 million or 6
to $1.23 billion, and average interest bearingilii@s rose $86.7 million or 8.4%. Our growth intérest earning assets and the expansion 1
net interest margin produced an increase in netest income of $3.8 million, or 10.2% for 2006 gared with 2005. The provision for Ic
losses increased to $2.5 million from $950 thousasd®005 reflected the benefit of the succeseidlution of certain impaired credits for wk
reserves had previously been provided.

Nor-interest income fell $3.5 million to $3.7 millioThe decrease in non-interest income was due piyntarthe $4.2 million preax los:
associated with the restructuring of our investnyamtfolio in the second quarter of 2006. Our ssevcharges on deposit accounts incre
$563 thousand or 15.0% as we continued our focuwatiacting transaction accounts. Niokerest expenses increased $4.5 million, or 14
primarily due to increased personnel and occupandyequipment costs as we continue to build owastfucture to fuel and support our grov

Net Interest Income. During 2006, our net interest income increased &g $nillion or 10.2% to $40.7 million. Our growth interest incorr
was the result of growth in our overall level ofeeage earning assets from strong loan demand. gedmal interesearning assets increa
$75.9 million, or 6.7% during 2006, as the incre@msaverage loan balances of $120.5 million waseifSomewhat by a decrease in our ave
investment portfolio of $43.6 million. Our averagsal interestoearing liabilities increased by $86.7 million, &#A%. The rates earned o
significant portion (approximately 58%) of our leaadjust immediately when index rates such as oomreprate changes. As a result, interest
increases have generally resulted in an immediatesase in our interest income on loans. The myjaf our interesbearing liabilities
including certificates of deposit and certain barirgys, have rates that are fixed umtiaturity. While increases in interest expense gedirat
certificates of deposit and borrowings are delayetil renewal, our floating rate borrowings arenparily LIBOR-based, and changes in LIB!
rates typically are in advance of changes in timgrate. Our goal is to manage to a neutral ositiith respect to the impact of future char
in rates.
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The rising interest rate environment in the firatflof 2006 resulted in yields on our loan portfoihcreasing by 100 basis points, similar tc
increase in our funding costs of 100 basis poifitsa result of our balance sheet restructuringytbkls on the investment portfolio increaset
basis points to 4.59%. The increase in yields foambalance sheet restructuring, combined withfoaus on increasing nomaturity deposit
and improving our funding mix, resulted in an irese in our net interest margin for the year of 46idpoints.

Provision for Loan Losses . We recorded a $2.5 million provision for loanddsr the year ended December 31, 2006, repreggeatirincrease
$1.6 million from the $950 thousand provision wedmdor the year ended December 31, 2005. The tHvetovisions for 2006 is reflective
the trends in the loan portfolio, including loarogth, levels of norperforming loans and other loan portfolio qualitgasures, and analyse
impaired loans. The provision for 2005 benefitamhfrthe successful resolution of certain relatiopshior which specific reserves had previc
been established, and repayment of or improvenrehigher riskrated credits. Provisions for loan losses are @thtg income to bring ¢
allowance for loan losses to a level deemed ap@igpby management based on the factors discussizt tAnalysis of Allowance for Loi
Losses. The provision for loan losses in 2006 was 0.26%\@rage loans, while 2005, which benefited fromahecessful resolution of cer
credits described above, was 0.11% of average léamsn annualized basis, our percentage of natdbargeosffs to average loans outstant
was 0.13% for the year ended December 31, 2006pamd with 0.14% for the year ended December 305 28onperforming loans totaled
million or 0.26% of total loans at December 31, 0€ompared with $1.4 million or 0.16% of total hsaat December 31, 2005. The allow
for loan losses at December 31, 2006 of $13.0 aniltepresents 1.26% of total loans and 495% of edapning loans. The allowance for |
losses at December 31, 2005 of $11.8 million w@é%. of total loans outstanding and 837% of nonperiiag loans at that date.

Non-Interest Income. For the year ended December 31, 2006, interest income decreased $3.5 million, or 48.5843.7 million from $7.
million for the prior year. This decline is primigridue to a $4.2 million préax loss on the sale of investment securities dembin the secor
quarter of 2006 related to our balance sheet msiing. During 2006, service charges and feeseposit accounts increased $563 thousar
15.0%, as we continued our focus on attractingsaetion accounts. Fees and income from the origimaind sale of residential mortgage Ic
increased $99 thousand or 9.0% to $1.2 millionoine from investment brokerage and trust fees detlfrom the prior year by $108 thouss
to $780 thousand. Income from our investments thraanagement fees from Salem Capital PartnersSBIC affiliate, of $792 thousand w«
down $419 thousand from 2005. The fourth quarte20@f5 included a gain of $660 thousand from the@bgertain investments made by Sal

We expect a continued positive trend in servicegiddee income in the future as we expand our lraetwork and deposit base. We cont
to invest in experienced personnel to support contgage and investment areas. While we anticipateesvariations in the performance of tr
business lines due primarily to external marketditions, we believe these investments provide ub am infrastructure that will support us v
a solid base of revenue in the future. As Salemit@lapartners’ portfolio matures, we anticipate goffuctuation in our nointerest income i
gains and losses on their investments are recagjnize

Non-Interest Expense . We strive to maintain noimterest expenses at levels that we believe areopppte given the nature of our operations
the investments in personnel and facilities thatehlaeen necessary to support our growth. From 1®&®&rd, we have consistently maintai
our ratio of noninterest expenses to average total assets beldi#. 30r 2006 our ratio was 2.62%, up from 2.44% @92 Because of o
continued strong growth, we have seen increasesédry major component of our namterest expenses. For the year ended Decemb@086
our noninterest expense grew by $4.5 million, or 14.3%afaand employee benefits expense increased $#i8rmor 17.4%, and reflect tl
addition of personnel associated with our expansioMooresville, Raleigh and Asheville, the additiof personnel to expand and support
lines of business, and normal increases in salanedsemployee benefits. Occupancy and equipmergnsepincreased $1.0 million, or 18.:
reflecting the expenses associated with our coatinuanking office expansion in 2005 and 2006, thenong of our state of the art operati
facility, and investments in technology to suppour banking operations. Other norierest expenses increased $650 thousand, or
reflecting the increased volume of business agtiyitincipally increases in lending and growth gpdsit accounts.
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Provision for Income Taxes. Our provision for income taxes, as a percentagimadme before income taxes, was 31.0% for the geding
December 31, 2006 and 35.2% for the year ended rbwere 31, 2005, reflective of the impact of wempt interest income as a lai
percentage of pre-tax income.

LIQUIDITY

Market and public confidence in our financial sggmand in the strength of financial institutiomsgeneral will largely determine our acces
appropriate levels of liquidity. This confidencesignificantly dependent on our ability to maintaimund asset quality and appropriate leve
capital resources.

The term “liquidity” refers to our ability to generate adequate amowoftsash to meet our needs for funding loan origimes, depos
withdrawals, maturities of borrowings and operatigenses. Management measures our liquidity pasity giving consideration to both on-
and off-balance sheet sources of, and demandifats on a daily and weekly basis.

Sources of liquidity include cash and cash equivsle(net of federal requirements to maintain nesefagainst deposit liabilities), investnr
securities eligible for pledging to secure borroggnfrom correspondent banks pursuant to secur#gdd under repurchase agreeme
investments available for sale, loan repayments leales, deposits and borrowings from the Fed#éwaie Loan Bank secured with pled
loans and securities, and from correspondent banller overnight federal funds credit lines. In &ddito interest rate sensitive deposits,
Company’s primary demand for liquidity is anticipdtfunding under credit commitments to customers.

We have maintained a sufficient level of liquiditythe form of federal funds sold and investmermusiies. These aggregated $231.2 millio
December 31, 2007, compared to $256.3 million a&2@R% million at December 31, 2006 and 2005, rempayg. The decrease in 2007 resu
from a decision to reduce our investment portf@ga percentage of our total assets, and utiliasetfiunds for loan growth. Supplemen
customer deposits as a source of funding, we heaiahle lines of credit from various correspondeaihks to purchase federal funds on a short
term basis of approximately $126.0 million. As ofd@mber 31, 2007, the Bank has the credit capscibprrow up to $391.6 million, from t
Federal Home Loan Bank of Atlanta, with $202.5 ol outstanding as of that date. At December 31062@&e had FHLB borrowing
outstanding of $177.7 million. At December 31, 208@ had funding of $80.0 million in the form ofrterepurchase agreements with matur
from three to eight years. We also had shemr repurchase agreements with total outstandatgnbes of $22.7 million and $14.6 millior
December 31, 2007 and 2006, respectively, all ofclwtwere done as accommodations for our depositomess. Securities sold un
agreements to repurchase are collateralized by gb&rnment agency obligations. As of December280,7, the Bank has repurchase line
credit aggregating $110.0 million from various ifgtons. The repurchases must be adequately ecdlied.

At December 31, 2007, our outstanding commitmemtextend credit consisted of loan commitments df9%8 million and amounts availal
under home equity credit lines and letters of drefli$105.9 million and $7.5 million, respectiveM/e believe that our combined aggre:
liquidity position from all sources is sufficient tmeet the funding requirements of loan demanddembsit maturities and withdrawals in
near term.

Throughout our elevegear history, our loan demand has typically excdenlgr growth in core deposits. We have therefoliedeheavily ol
certificates of deposits as a source of funds. gvthie majority of these funds are from our locatketarea, the Bank has utilized brokered
out-of-market certificates of deposits to diversiéfigd supplement our deposit base. In 2007, we ragedi our focus on expanding our non-
maturity deposit base, which has resulted in acgedueliance on time deposits. Certificates of d@paepresented 42.1% of our total depos
December 31, 2007, a decrease from 51.0% at Decedib®006. Brokered and out-ofarket certificates of deposit totaled $132.6 miilia
year-end 2007 and $162.8 million at yead 2006, which comprised 12.7% and 15.9% of @éplosits, respectively. Certificates of depos
$100,000 or more, inclusive of brokered and outrafirket certificates, represented 25.9% of our tiéglosits at December 31, 2007 and 3(
at December 31, 2006. A portion of these deposescantrolled by members of our Board of Directarsl Advisory Board members,
otherwise come from customers considered to hawg-dtanding relationships with our management. Basgdnuthe nature of the
relationships, management does not believe weudnjed to significant liquidity risk related to the deposits. Large certificates of deposit:
generally considered rate sensitive. While we wéled to pay competitive rates to retain these dispas their maturities, there are ot
subjective factors that will determine their conta retention.
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CONTRACTUAL OBLIGATIONS AND COMMITMENTS
In the normal course of business there are vamaistanding contractual obligations of the Comptrat will require future cash outflows.

addition, there are commitments and contingentiliieds, such as commitments to extend credit, Wwhicay or may not require future ci
outflows. The following table reflects contractwdligations of the Company outstanding as of Deaam3i, 2007.

Payments Due by Peric

On Demanc
or Within After
Contractual Obligation Total 1 Year 2-3 Years 4-5 Years 5 Years
(In thousands

Shor-term borrowings $ 117,77. $ 117,77: $ — $ — $ —
Long-term debt 254,63: 15,00( 107,00( 30,00( 117,63
Operating lease 5,76¢ 1,242 1,502 817 2,20€

Total contractual cash obligatio
excluding deposit 378,17 134,01- 108,50! 30,817 119,83
Deposits 1,045,23 938,78« 80,78 15,90: 9,76¢€
Total contractual cash obligatio $ 1,423,411 $ 1,072,79 $ 189,28: $ 46,72¢ $ 129,60!

The following table reflects other commitments fod ICompany outstanding as of December 31, 2007.

Amount of Commitment Expiration Per Peri

Within After
Other Commitment Total 1 Year 2-3 Years 4-5 Years 5 Years

(In thousands

Undisbursed portion of home equ
credit lines collateralized primari

by junior liens on -4 family properties $ 105,89: $ 144 $ 182 $ 3,14¢ $ 102,41¢
Other commitments and credit lin 201,10° 117,35: 39,18¢ 20,74: 23,82¢
Undisbursed portion of construction loe 98,14¢ 53,59¢ 30,35z 10,11¢ 4,07¢
Mortgage loan commitmen 14,32¢ 14,32¢ — — —
Other purchase commitmer 1,257 25(C 1,00z — —
Total other commitment $ 420,72¢ $ 185,67: $ 70,72: $ 34,01 $ 130,32:
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OFF-BALANCE SHEET ARRANGEMENTS

Information about the Company’s dfilance sheet risk exposure is presented in Note flie accompanying consolidated financial states
As part of its ongoing business, the Company dassparticipate in transactions that generate matiips with unconsolidated entities
financial partnerships, such as entities oftenrreteto as special purpose entities (SPEs), whatemlly are established for the purpos
facilitating off-balance sheet arrangements or otomtractually narrow or limited purposes. As dfd@mber 31, 2007, the Compasigole SP
activity is with Southern Community Capital Truktthe subsidiary that issued 3,450,000 Trust PrefeSecurities in November 2003. The T
Preferred Securities are backed by junior subotdihdebentures issued by the Company, which ateded in longterm debt on the balar
sheet.

CAPITAL RESOURCES

Stockholders’ equity at December 31, 2007 was RL42llion. At that date, the Compargycapital to asset ratio was 9.07% and all of
regulatory capital ratios exceeded the minimumahdisthed for a well capitalized bank holding compan

The Bank and the Company are subject to minimunitadajequirements. See “* SUPERVISION AND REGULATIQNAs the following tabl
indicates, at December 31, 2007, the Company erckisiregulatory capital requirements.

At December 31, 200

Minimum Well Capitalizec
Actual Ratio Requiremen Requirement:
Total risk-based capital rati 11.4% 8.0(% 10.0(%
Tier 1 risk-based capital rati 10.2¢% 4.00% 6.0(%
Leverage ratic 8.9¢% 4.0(% 5.0(%

The Companys trust preferred securities presently qualify a&s T regulatory capital and are reported in FedReserve regulatory reports
minority interest in our consolidated subsidiari€be junior subordinated debentures do not qual#yTier 1 regulatory capital. The Boarc
Governors of the Federal Reserve, on March 1, 28@8pted a final rule allowing the continued limditeclusion of trust preferred securitie:
Tier 1 capital. The Board’s final rule limits rasted core capital elements to twenty-five perc#rdll core capital elements.

In November of 2003, Southern Community Capitalstrid (“Trust 11”), a newly formed subsidiary of the Company, issuetb@000 Trus
Preferred Securities (“Trust Il Securitiesggnerating total proceeds of $34.5 million. Thestil Securities pay distributions at an annuas i@
7.95% and mature on December 31, 2033. The Tr&tdurities began paying quarterly distributionsDatember 31, 2003. The Company
fully and unconditionally guaranteed the obligataof Trust Il. The Trust Il Securities are redeelaah whole or in part at any time af
December 31, 2008. The proceeds from the TrusedluBties were utilized to purchase junior suboatid debentures from the Bank unde
same terms and conditions as the Trust || Secsritde have the right to defer payment of interesth@ debentures at any time and from tirr
time for a period not exceeding five years, proditleat no deferral period extend beyond the statatlirities of the debentures. Such deferr
interest payments by the Company will result ireéedral of distribution payments on the relatedstili Securities. Should we defer the payn
of interest on the debentures; the Company wilptexluded from the payment of cash dividends toedt@ders. The principal uses of the
proceeds from the sale of the debentures wereowd® cash for the acquisition of The Community Baw increase our regulatory capital,
to support the growth and operations of our subsydbank. The amount of proceeds qualifying for Tieapital cannot comprise more than :
of our core capital elements. Amounts in excesb®P5% limitation count as Tier 2 supplementanyited for regulatory purposes.
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During 2007 and 2006, the Company declared and fpaidcash dividends each year. In the first quaste2005 the Company paid a $0.12
share annual dividend. In the second quarter o5 2@@ began paying quarterly dividends of $0.03gb&re. In June 2006, the quarterly divic
was increased to $0.035 per share. In total thegaomreturned $2.7 million or $0.155 per share $d million or $0.135 per share to comr
shareholders in the form of cash dividends durid@72and 2006, respectively.

The Companys Board of Directors authorized programs in Manati 8eptember 2005 and July 2006 to repurchase 3@a©®00 shares, 600,(
shares and 1 million shares of common stock, reésde During 2007 and 2006, 286,972 and 377,1Béres of common stock wz
repurchased and retired at an average price ol $81@ $9.76 per share, respectively.

ASSET/LIABILITY MANAGEMENT

Our results of operations depend substantially emnimterest income. Like most financial institutsorour interest income and cost of funds
affected by general economic conditions and by citipn in the market place. The purpose of agabtlity management is to provide sta
net interest income growth by protecting earningsfundue interest rate risk, which arises fronatitd interest rates and changes in the ba
sheet mix, and by managing the risk/return relatigps between liquidity, interest rate risk, markek and capital adequacy. We adhere
Boardapproved asset/liability management policy thavjgles guidelines for controlling, monitoring angboeting exposure to interest rate r
Our policy is to manage the Compasyiet interest income exposure by measuring theadmpf changing interest rate environments
adjusting the mix of assets and liabilities to pdevan acceptable return within established riskitsi. Net interest income simulation and
reports in conjunction with other tools are utitizz measure and monitor interest rate risk.

When suitable lending opportunities are not sugfitito utilize available funds, we have generatiyeisted such funds in securities, prime
securities issued by governmental agencies andyagebacked securities. The securities portfolio contils to increased profitability and pl:
an important part in our overall interest rate nelknagement. However, management of the secuptgfolio alone cannot balance ove
interest rate risk. The securities portfolio mustused in combination with other asset/liabilitgheiques to actively manage the balance s
The primary objectives in the overall managementhefsecurities portfolio are safety, liquidityeld, asset/liability management (interest
risk), and investing in securities that can be gétifor public deposits or for borrowings.

In reviewing the needs of our Bank with regard topgr management of its asset/liability program, egéimate future needs, taking i
consideration investment portfolio purchases, cafld maturities in addition to estimated loan apgasit increases (due to increased det
through marketing) and forecasted interest rategbs. We use a number of measures to monitor amageainterest rate risk, including
interest income simulations and gap analyses. Aimtetest income simulation model is the primargltased to assess the direction
magnitude of changes in net interest income reguftiom changes in interest rates. Key assumpiiotise model include prepayment speed
mortgagerelated assets, cash flows and maturities of dtherstment securities, loan and deposit volumespaiuing. These assumptions
inherently uncertain and, as a result, the modehotprecisely estimate net interest income oripedc predict the impact of higher or lov
interest rates on net interest income. Actual teswill differ from simulated results due to timinmagnitude and frequency of interest
changes and changes in market conditions and margayestrategies, among other factors. Based orethdts of the income simulation mot
as of December 31, 2007, if interest rates incr@agantaneously by two percentage points, ouilinietest income over a oryear time fram
could decrease by approximately 1.4% or $637 thulisAs of December 31, 2007, if interest rates elgse instantaneously by two percen
points, our net interest income over a one-yeae fimme could increase by approximately 1.6% of7&R@usand.

The analysis of interest rate gap (the differeretevben the amount of interest-earning assets decdksi-bearing liabilities rpricing or maturin
during a given period of time) is another standa we use to measure exposure to interest rsite We believe that because interest rate
analysis does not address all factors that carctaffarnings performance, it should be used in cmtjon with other methods of evaluat
interest rate risk.
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Our balance sheet, based on gap measurementsialitytsensitive at December 31, 2007 in the ¢hneonth to one-year horizon and asset-
sensitive beyond one year. An assefsitive position means that there are more agsatdiabilities subject to repricing in that pmtias mark
rates change, and conversely with a liabifignrsitive position. As a result, in a falling r&evironment, our earnings position could impi
initially followed by a reduction in net interestcdome, with the opposite expectation in a risirtg environment, depending on the correlatic
rate changes in these categories.

The following table presents information about gegiods in which the interesensitive assets and liabilities at December 307 28ill eithe!
mature or be subject to repricing in accordancé wiarket rates, and the resulting intesstsitivity gaps. This table shows the sensitisityhe
balance sheet at one point in time and is not saciyp indicative of what the sensitivity will bencother dates. Included in interdsaring
liabilities subject to rate changes within 90 da&y400% of the money market, NOW and savings dépoBhese types of deposits historic
have not repriced coincidentally with or in the saproportion as general market indicators. As diiyip assumptions concerning repric
behavior, all money market, NOW and savings depasi assumed to reprice immediately and fixedloaties and mortgagieacked securitie
are assumed to reprice at their contractual mgturit

At December 31, 200
Over 3 Month:
3 Months or to Total Within Over 12
Less 12 Months 12 Months Months Total

(Dollars in thousands

Interes-earning asset

Loans and loans held for s: $ 622,37° $ 93,42: $ 715,80 $ 47456 $ 1,190,36
Investment securities available for s 1,99¢ 8,01¢ 10,01 149,10¢ 159,12:
Investment securities held to matur 35C 1,52¢ 1,87¢ 67,93¢ 69,81:

Federal funds sold and other inte-
bearing deposit 2,25( — 2,25( — 2,25(
Total interes-earning asset $ 626,97¢ $ 102,96 $ 729,94. $ 691,600 $ 1,421,555

Interes-bearing liabilities

Deposits:
Money market, NOW and savings depo $ 495,44¢ $ — $ 495,44¢ $ — $ 495,44¢
Time deposits greater than $100,( 58,96¢ 113,77: 172,74( 97,56: 270,30
Other time deposit 53,12¢ 107,57: 160,69¢ 8,892 169,59:
Borrowings 134,77. 23,00( 157,77 214,63: 372,40¢
Total interes-bearing liabilities $ 742,31° $ 244.34. $ 986,65¢ $ 321,08t $  1,307,74
Interest sensitivity gap per peri $ (115,34) $ (141,37 $ (256,716 $ 370,51¢ $ 113,80
Cumulative gaj $ (115,34) $ (256,716 $ (256,71() $ 113,80: $ 113,80«

Cumulative ratio of intere-sensitive
assets to intere-sensitive liabilities 84.4t% 73.9¢% 73.9¢% 108.7(% 108.7(%
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MARKET RISK

Market risk reflects the risk of economic loss tesg from adverse changes in market price andésterates. This risk of loss can be reflecte
diminished current market values and/or reducedrizl net interest income in future periods. Oarket risk arises primarily from interest t
risk inherent in our lending and depotsiking activities. The structure of our loan angat portfolios is such that a significant decliim
interest rates may adversely impact net marketegand net interest income. We do not maintairadirtg account nor are we subjec
currency exchange risk or commodity price risketast rate risk is monitored as part of the Bardsset/liability management function, whic
discussed in “Asset/Liability Managemermttiove. The following table presents informationwttibe contractual maturities, average interest
and estimated fair values of our financial instratsehat are considered market risk sensitive aebwer 31, 2007.

Expected Maturities of Market Sensitive Instrumehtiédd
at December 31, 2007 Occurring in the Indicatedr
(Dollars in thousands

Average Estimatec
Beyond Interest Fair
Five
2008 2009 2010 2011 2012 Years Total Rate Value
FINANCIAL ASSETS
Federal funds sol $ 225 $ — % $ — % — % — $ 2,25C 491% $  2,25(
Investment securitie(1) (2) 11,89 18,34( 26,08: 28,98( 22,55¢ 121,07¢ 228,93 4.58% 228,58!
Loans(3)
Fixed rate 72,73( 54,67¢ 77,64¢ 84,19: 96,16¢  146,10: 531,52( 7.1%% 546,37
Variable rate 343,20t 71,22 31,28 36,33: 44,937 129,93t 656,91¢ 7.6€% 655,84(
Total $ 430,08: $ 144,24. $ 135,017 $ 149,50 $ 163,66« $ 397,11 $1,419,62. 6.9¢00 $1,433,04
FINANCIAL LIABILITIES
Money market, NOW an
savings deposil $ 495,44¢ $ — $ $ — 3 — $ — $ 495,44¢ 2.85% $ 495,44
Time deposit: 333,43¢ 47,21¢ 33,56: 14,25 1,65¢ 9,76¢€ 439,89 4.7(% 439,24t
Shor-term borrowings 117,77 — — — — — 117,77 4.91% 117,77
Long-term borrowings 15,00( 72,00( 35,00( 5,00( 25,00 102,63: 254,63: 4.81% 244,03¢
Total $ 961,65¢ $ 119,21¢ $ 68,56: $ 19,25! $ 26,65« $ 112,39¢ $1,307,74 4.05% $1,296,50

@ Yields on taxexempt investments have been adjusted to a taxgplralent basis using federal and state tax rate®1% and 6.9%
respectively, less estimated disallowed interepense.

@ Callable securities and borrowings with favorablkerket rates at December 31, 2007 are assumed toevattheir call dates for purposes
of this table.

®) Includes nonaccrual loans but not the allowancédfan losses.
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QUARTERLY FINANCIAL INFORMATION

The following table sets forth, for the periodsigaded, certain of our consolidated quarterly ficiahinformation. This information is deriv
from our unaudited financial statements, which udel, in the opinion of management, all normal reongradjustments which managernr
considers necessary for a fair presentation ofébkalts for such periods. This information shouédrbad in conjunction with our consolide
financial statements included elsewhere in thisred he results for any quarter are not necegsiadlicative of results for any future period.

Year Ended December 31, 20 Year Ended December 31, 20
Fourth Third Seconc First Fourth Third Seconc First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

(In thousands, except per share data and commok gtize)

Interest incom $ 2537($% 2533¢($ 2462¢$ 2357¢$ 2323:$% 2215°$% 2086: % 19,27«
Interest expens 14,13 14,35( 13,60} 13,05: 12,80; 11,93¢ 10,83( 9,22¢
Net interest incom 11,23¢ 10,98¢ 11,01¢ 10,52: 10,42¢ 10,21¢ 10,03: 10,04¢
Provision for loan losse 75C 57E 60C 85( 60C 73C 705 47E

Net interest incom
after provision fol

loan losse: 10,48¢ 10,41« 10,41¢ 9,671 9,82¢ 9,48¢ 9,32 9,57¢
Non-interest incom 2,84( 2,54¢ 2,81: 3,132 2,331 2,68¢ (2,68%) 1,337
Nor-interest expens 10,487 10,34¢ 10,30¢ 9,75¢ 9,58¢ 8,92¢ 8,852 8,43

Income before incom

taxes 2,841 2,611 2,92i 3,04¢ 2,57¢ 3,24% (2,210 2,47¢
Income taxe: 94¢ 89C 99¢ 1,03¢ 632 1,168 (780) 87E
Net income $ 1,89 $ 1,721 $ 1,931 $ 2,00¢ $ 1,947 $ 2,082 $ (1,430 % 1,60¢

Per share dati

Net income
Basic $ 0.11 % 0.1C $ 0.11 $ 0.1z $ 011 % 0.1z $ (0.09 % 0.0¢
Diluted 0.11 0.1C 0.11 0.11 0.11 0.12 (0.09) 0.0¢

Common stock price
High $ 8.8C $ 8.94 % 10.2: $ 10.97 $ 11.0¢ $ 9.94 % 9.7¢ $ 10.3i
Low 6.4C 6.2t 8.6t 10.0¢ 9.6: 9.2t 9.1¢ 8.7¢
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LENDING ACTIVITIES

General. We provide to our customers residential, comnatmmd construction loans secured by real estateiedl as a full range of short- to
medium-term commercial and industrial, Small Busgnddministration guaranteed and personal loarth, $ecured and unsecured. We have
implemented loan policies and procedures that kstathe basic guidelines governing our lendingrafens. Generally, those guidelines
address the types of loans that we seek, our tergetets, underwriting and collateral requiremetgsns, interest rate and yield considerations
and compliance with laws and regulations. All loanredit lines are subject to approval procedares amount limitations. These limitations
apply to the borrower’s total outstanding indeb&sinto us, including the indebtedness of any gtmraihe policies are reviewed and
approved at least annually by our Board of DirectMWe supplement our supervision of the loan undéng and approval process with
periodic loan audits by internal loan examiners. hége focused our lending activities on the typelans that we believe will be most in
demand by our target customers, as presented inaheportfolio composition tables below.

At December 31

2007 2006 2005
Percen Percen Percen
Amount of Total Amount of Total Amount of Total
(Dollars in thousands
Residential mortgage loa $ 318,03t 26.¢% $ 258,88! 251% $ 244,17 28.(%
Commercial mortgage loal 390,94¢ 32.% 359,98 35.(% 286,65¢ 33.(%
Construction loan 259,74( 21.%% 211,85¢ 20.6% 156,90( 18.1%
Commercial and industrial loal 197,85: 16.€% 177,70t 17.2% 151,95( 17.5%
Loans to individual: 21,86: 1.8% 21,38( 2.C% 29,14 3.4%
Subtotal 1,188,43: 100.(% 1,029,811 100.(% 868,82 100.(%
Less: Allowance for loan loss: (14,259 (13,04() (11,785
Net loans $ 1,174,18 $ 1,016,77 $ 857,04:

At December 31

2004 2003
Percen Percen
Amount of Total Amount of Total
(Dollars in thousands
Residential mortgage loa $ 238,45¢ 30.% $ 150,31 28.9%
Commercial mortgage loal 295,13( 37.1% 186,75t 35.9%
Construction loan 102,28: 12.8% 71,90¢ 13.&8%
Commercial and industrial loal 127,43 16.(% 87,127 16.8%
Loans to individual: 32,80¢ 4.1% 23,64: 4.6%
Subtotal 796,10: 10(% 519,74¢ 10C%
Less: Allowance for loan loss (12,537 (7,275
Net loans $ 783,56¢ $ 512,47
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The following table presents at December 31, 26@7aggregate maturities of loans in the named oge=gof our loan portfolio which mature
during the periods indicated.

At December 31, 200

Due within Due after one yes Due after
one yeal but within five years five years Total
Amount Yield Amount Yield Amount Yield Amount Yield

(Dollars in thousands
Residential mortgage

loans $ 183,64: 74% $ 69,18( 740% $ 64,73¢ 6.3€% $ 317,55¢ 7.24%
Commercial mortgage
loans 143,87- 7.48% 188,92 7.171% 58,13: 6.87% 390,93 7.24%
Construction loan 226,34( 7.6% 17,60: 7.3%% 14,62 6.94% 258,56: 7.62%
Commercial ant

industrial loans 145,88« 7.65% 41,88 7.42% 9,75 6.71% 197,52« 7.55%
Loans to individual: 12,58¢ 8.37% 8,627 17.51% 59¢ 7.42% 21,80’ 11.9¢%

Total 712,32t 7.6(% 326,21¢ 7.5%% 147,84: 6.65% 1,186,38! 7.4€%

Nonaccrual loan 1,54¢ 27¢ 227 2,052
Loans, gros: $ 713,87: $ 326,49 $ 148,07( $ 1,188,43!

The above table is based on contractual schedudgdrities. Early repayments of loans or renewalsaturity are not considered in this table.

Real Estate Loans. Loans secured by real estate represent our greatesentration of loans and are divided into thrategories: resident
mortgage, commercial mortgage and constructiondo&iie make real estate loans for purchasing, awmtstg and refinancing one-four
family residential, five or more family residentiahd commercial properties. We also make loansrsdchy real estate to commercial
individual borrowers who use the loan proceeds dtiter purposes. Our real estate loans totaled $9flllion at December 31, 20(
representing 81.5% of our total loans outstand®@gr loan policy requires appraisal prior to fundiageal estate loan and also outlines
requirements for appraisals on renewals.

We pursue an aggressive policy of evaluation andhitoing on any real estate loan that becomes tealjbincluding reappraisal wh
appropriate. We recognize and reserve for poteaiipbsures as soon as we identify them. Howeverpéite of absorption of real propertie
affected by each propertyindividual nature and characteristics, the stafube real estate market at the time, generah@mic conditions ar
other factors that could adversely affect our vauoh nonperforming real estate loans and our ability tgpdge of foreclosed properties with
loss.

Residential Mortgage Loans. We provide our customers access to lterga conventional real estate loans through thgirmtion of Feder:
National Mortgage Associati-conforming loans. Many of the fixed-rate oneféor family owner occupied residential mortgageni®ahat w
originate are for sale in the secondary market fzance been preeld for the account of third parties. As it retate loans sold to third pa
investors, the Bank has no repurchase obligatiogodeh loans as long as the underlying borrowersenhgir first mortgage payment when ¢
Residential mortgage loans held for sale totale@ #iillion at December 31, 2007. We receive incdrom residential mortgage loans origine
for sale in the secondary market, with such feesinoome from sales aggregating $1.3 million fa ytear ended December 31, 2007 and
million for the year ended December 31, 2006. Wcgrate that we will continue to be an active oragor of residential loans for sale to tt
parties.

Residential loans are generated through our indataff as well as the Barkexisting customer base, referrals from real estgents ar
builders and local marketing efforts. Our lendirffpes include the origination of loans secured firgt mortgages on one-twur family
residences and on home equity credit lines. Oudeatal mortgage loans totaled $318.0 million @cBmber 31, 2007 and included $2!
million in one-tofour family permanent mortgage loans, $99.8 millioroutstanding advances under home equity credisland $13.8 millic
of other loans secured by residential real estatdstantially all our residential mortgage loans secured by properties located within
market area, although we will make loans securegroperties outside our market area to qualifyirpteng customers. We believe that
amount of risk associated with this group of loensiitigated in part due to the type of loans iweal. Historically, theamount of losses suffer
on this type of loan has been significantly lesmtthose loans collateralized by other types op@ries.
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Our one-tofour family residential loans generally have madtesi ranging from 1 to 30 years. These loans ateeeifully amortizing witl
monthly payments sufficient to repay the total amtaof the loan or amortizing with a balloon featuygpically due in fifteen years or less. "
review information concerning the income, finan@ahdition, employment history and credit historlgem evaluating the creditworthiness o
applicant for a residential mortgage loan.

Commercial Mortgage Loans. Our commercial mortgage loans totaled $390.9 nmilio December 31, 2007. These loans are secumacigaily
by commercial buildings for office, retail, manufaing, storage and warehouse properties. Geneiiallynderwriting commercial mortga
loans, we require the personal guaranty of borreveerd a demonstrated cash flow capability suffictenservice the debt. Loans securet
commercial real estate may be in greater amountimralve a greater degree of risk than ondetor family residential mortgage loans,
payments on such loans are often dependent onssfateperation or management of the propertiestaadinderlying businesses. We rr
commercial mortgage loans at both fixed and vagiasles for terms generally up to 15 years.

Construction Loans.  We originate one-tésur family residential construction loans for ttenstruction of custom homes (where the home t

is the borrower or the home is presold), and wevideoconstruction financing to builders includingqaisition development and “spebbme
financing. We have a staff of lending professioraaisl assistants who service only our constructiam Iportfolio. We generally receive a pre-
arranged permanent financing commitment from arsidatbanking entity prior to financing the constime of presold homes. We lend
builders who have demonstrated a favorable recbmkedormance and profitable operations and whobasi&ling in our market area. We a
make commercial real estate construction loanspésd in the preceding paragraph. We endeavomib ¢iur construction lending risk throu
adherence to established underwriting procedurésn, Ave generally require documentation of all dneguests and utilize loan officers
inspect the project prior to funding any draw resjadrom the builder. With few exceptions, the Baafjuires personal guarantees and seco
sources of repayment on construction loans. Coctibruloans aggregated $259.7 million at Decemie2807.

Commercial Loans. Commercial business lending is a primary focus wf lending activities. At December 31, 2007, oumaoaercial loal
portfolio equaled $197.9 million or 16.6% of totalans. Commercial loans include both secured arsbaured loans for working capi
expansion and other business purposes. S$&ort-working capital loans generally are securedabgounts receivable, inventory ani
equipment. The Bank also makes term commercialsieg@eured by equipment and real estate. Lendinigides are based on an evaluatio
the financial strength, management and credit histbthe borrower and the quality of the collatexecuring the loan. With few exceptions,
Bank requires personal guarantees and secondamgesoof repayment.

Commercial loans generally provide greater yieldd geprice more frequently than other types of $pamuch as real estate loans. More frec
repricing means that the yields on our commeroiah$ adjust with changes in interest rates.

Loans to Individuals. Loans to individuals include automobile loans, baatl recreational vehicle financing and miscellarsesecured ai
unsecured personal loans. Consumer loans geneeallgarry significantly greater risks than othemis, even if secured, if the collateral con
of rapidly depreciating assets such as automohitelsequipment. Repossessed collateral securinfpaltésl consumer loan may not provide
adequate source of repayment of the loan. We attempanage the risks inherent in consumer lenHinépllowing established credit guidelir
and underwriting practices designed to minimizk afloss.

Loan Approvals. Our loan policies and procedures establish thecbgsidelines governing our lending operations. Galhg the guideline
address the type of loans that we seek, our tangekets, underwriting and collateral requiremetgsns, interest rate and yield considerat
and compliance with laws and regulations. All loanredit lines are subject to approval procedared amount limitations. These limitatic
apply to the borrowes' total outstanding indebtedness to us, includiegitdebtedness of any guarantor. The policieseaiewed and approv
at least annually. We supplement our supervisiath®ioan underwriting and approval process withiqokc internal loan audits.

Individual lending authorities are established bg Board of Directors as periodically requested nbgnagement. All individual lendil
authorities are reviewed and approved at leastallyroy the Board of Directors.
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The Board Loan Committee consists of the CEO, Bess$j Managing EVP of Commercial Lending, EVP arde€ Credit Officer and fiv
outside Directors as appointed by the Board of @ies. This Committee meets on a monthly basigveew for approval all loan requests fr
borrowers with aggregate exposure in excess of 88lln. As of December 31, 2007, the legal lemdimit for the Bank was approximatt
$20.9 million. The Bank also has an internal bawénl committee comprised of seven members whomweaikloan requests with aggreg
exposure between $6.0 million and $9.0 million.

ASSET QUALITY

We consider asset quality to be of primary imparearWWe employ a formal internal loan review procesgnsure adherence to the Len
Policy as approved by the Board of Directors. Ithis responsibility of each lending officer to @ssian appropriate risk grade to every |
originated. Credit Administration, through the loaaview process, validates the accuracy of théalniisk grade assessment. In addition,
given loan’s credit quality improves or deteriogté is Credit Administration’s responsibility thhange the borrowes’risk grade according
The function of determining the allowance for Idasses is fundamentally driven by the risk gradgey. In determining the allowance for I
losses and any resulting provision to be chargaihagearnings, particular emphasis is placed emrdhults of the loan review process. We
give consideration to historical loan loss experegenthe value and adequacy of collateral, econaoiditions in our market area and o
factors. For loans determined to be impaired, thmvance is based on discounted cash flows usiadaans initial effective interest rate or |
fair value of the collateral for certain collated&pendent loans. This evaluation is inherentlyjesiilve as it requires material estimates, inclg
the amounts and timing of future cash flows expkdte be received on impaired loans that may beepidde to significant change. T
allowance for loan losses represents managesiestimate of the appropriate level of reservertwigde for potential losses inherent in the |
portfolio.

Our policy in regard to past due loans normallyuiegs a chargeff to the allowance for loan losses within a reedue period after collectit

efforts and a thorough review has been completadhér collection efforts are then pursued throughious means including legal remed
Loans carried in a nonaccrual status and probabkek are considered in the determination of tbevahce for loan losses.
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Nonperforming Assets

The table sets forth, for the period indicatedpinfation about our nonaccrual loans, restructuoand, total nonperforming loans (nonacc
loans plus restructured loans), and total nonpmerifog assets.

At December 31

2007 2006 2005 2004 2003
(Dollars in thousands

Nonaccrual loan $ 2,052 $ 2,63t $ 1,40¢ $ 2,172 $ 76¢
Restructured loar — — — — —
Total nonperforming loan 2,052 2,63¢ 1,40¢ 2,17¢ 76¢
Foreclosed asse 77E 89t 28C 1,08t 272
Total nonperforming asse $ 2,821 $ 3,531 $ 1,68t $ 3,25¢ $ 1,041

Accruing loans past du

90 days or mor $ 8 $ — $ — $ — $ —
Allowance for loan losse 14,25¢ 13,04( 11,78¢ 12,53: 7,27
Nonperforming loans to period end lo¢ 17% .2€% .1€% 27% 15%
Allowance for loan losses to period end lo 1.2(% 1.26% 1.36% 1.57% 1.4(%
Allowance for loan losses

nonperforming loan 695% 495% 837% 571% 94€%
Nonperforming assets to total ass .18% 25% 13% 27% 13%

Our financial statements are prepared on the akbasis of accounting, including the recognitionimterest income on loans, unless we ple
loan on nonaccrual basis. We account for loans monaccrual basis when we have serious doubts dewbllectibility of principal or intere:
Generally, our policy is to place a loan on nonaatstatus when the loan becomes past due 90 &yslso place loans on nonaccrual stat
cases where we are uncertain whether the borroavesatisfy the contractual terms of the loan agesgnAmounts received on nonaccrual I
generally are applied first to principal and theniriterest only after all principal has been cdbelc Restructured loans are those for w
concessions, including the reduction of interestgdelow a rate otherwise available to that boeroor the deferral of interest or principal h
been granted due to the borrovgeweakened financial condition. We record intemstestructured loans at the restructured ratespldected
when we anticipate that no loss of original primtigvill occur. Management also considers potential problem loarnhe evaluation of tt
adequacy of the Bank’allowance for loan losses. Potential problem doare loans which are currently performing and reotincluded ii
nonaccrual or restructured loans as shown aboveytich we have doubts as to the borroweability to comply with present repayment tel
These loans may become past due, reach nonacerbalrestructured; however, as such events havgeataiccurred, they are being evalui
due to a heightened risk of such occurring.

At December 31, 2007, we had $2.1 million of nomaatloans. At that time, the largest nonaccrudhtee of any one borrower was $!
thousand, with the average balance for the twemtly-ionaccrual loans being $86 thousand.

Foreclosed assets consist of real estate acquiredgh foreclosure, repossessed assets and idipernties. At December 31, 2007 foreclc
assets totaled $775 thousand or 0.05% of totatsasaed consisted of seven properties. The lardelar value of a foreclosed property
December 31, 2007 was $319 thousand. We have regliegcent appraisals of these properties and leetieat the fair values, less estimi
costs to sell, equal or exceed their carrying value

The Bank actively monitors potential problem loahat have a risk of becoming impaired. Subsequenteirend 2007, management
identified a $3.0 million loan that, although it syperforming as of December 31, 2007 now has aehifhan average risk of reaching nonacc
due to events that have developed. Based on cunfemtation, no loss is anticipated. The projectdcated outside of the Bamkiarket are
and as such is one of a very limited number of doantside of our market area. Most outrudrket loans are the result of the Bank suppc
customers in our market area as they seek to expamatside areas.
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Analysis of Allowance for Loan Losses

Our allowance for loan losses (“ALLL's established through charges to earnings indha of a provision for loan losses. We increase
allowance for loan losses by provisions chargedperations and by recoveries of amounts previocisrged off and we reduce our allowe
by loans charged off. We evaluate the adequacyeo&liowance monthly. In addition, on a monthlyibasir Board Loan Committee reviews
loan portfolio and conducts an evaluation of owddr quality. The Board Loan Committee reports diseto the Board of Directors. Quarte
the Board of Directors reviews the loan loss priovisIn evaluating the adequacy of the allowance,censider the growth, composition .
industry diversification of the portfolio, histodt loan loss experience, current delinquency levieénds in past dues and classified as
adverse situations that may affect a borrowemility to repay, estimated value of any undadycollateral, prevailing economic conditions
other relevant factors deriving from our historyagferations. In addition, regulatory agencies, ragngegral part of their examination proct
periodically review our allowance for loan lossesl anay require us to make adjustments for estimateses based upon judgments diffe
from those of our management.

We use our risk grading program, as described utAB8SET QUALITY,” to facilitate our evaluation of probable inheremart losses and t
adequacy of the allowance for loan losses. Inghigiram, risk grades are initially assigned by lo#icers, reviewed by Credit Administratic
and tested by our internal auditors, and our irtlelwan review function. Third party loan review® &onducted at various times to suppler
internal efforts. The testing program includes mal@ation of a sample of new loans, large loanan$othat are identified as having pote!
credit weaknesses, loans past due 90 days or modenonaccrual loans as well as other factors rahdassigned. We strive to maintain
loan portfolio in accordance with conservative lasrderwriting policies that result in loans spemfly tailored to the needs of our market ¢
Every effort is made to identify and minimize thedit risks associated with such lending stratediés have no foreign loans and we do
engage in lease financing or highly leveraged tramigns.

We follow a loan review program designed to evauhe credit risk in our loan portfolio. Througlisthhioan review process, we maintain
internally classified watch list that helps manageimassess the overall quality of the loan podfalnd the adequacy of the allowance for
losses. In establishing the appropriate classifinator specific assets, management considers, grotirer factors, the estimated value of
underlying collateral, the borrower's ability tqag, the borrower's payment history and the curstaiis. As a result of this process, ce
loans are categorized as substandard, doubtfalssrdnd reserves are allocated based on managejndgthent, objective criteria and histor
experience.

The Banks format for the calculation of ALLL begins withehevaluation of loans under SFAS 114. For the mepmf evaluating loans -
impairment under SFAS 114, loans are considereaiiag when it is considered probable that all an®dne under the contractual terms of
loan will not be collected when due (minor shotfah amount or timing excepted). The Bank hasldistaed policies and procedures
identifying loans that should be considered for anment. Loans are reviewed through multiple meareh as delinquency management, c
risk reviews, watch and criticized loan monitorimgetings and general account management. Loansuthatutside of the Bargk’establishe
criteria for evaluation may be considered for SEFA®Z impairment testing when management deems skesuifficient to warrant this approa
For loans determined to be impaired, the speclfisvance is based on the most appropriate of theetmeasurement methods: present val
expected future cash flows, fair value of collateoa the observable market price of a loan methgtile management uses the best inform:
available to make evaluations, future adjustmemté allowance may be necessary if conditionedglibstantially from the assumptions t
in making the evaluations. Once a loan is consitlerpaired, it is not included in the determinatmfithe SFAS 5 component of the allowa
even if no specific allowance (the SFAS 114 compdnis considered necessary.

The Bank also utilizes various other factors tdHar evaluate the portfolio for risk to determihe &ppropriate level of allowance to provide
probable losses in the loan portfolio. The othetdes utilized include the rate of loan growth,diteggrade migration, policy exceptions, accc
officer experience, interest rate trends and varieconomic factors. These factors are examinettdods and the risk that they represent t
banks loan portfolio. Each of these otlfi@ctors is assigned a level of risk and this rigktdr is applied to only the SFAS 5 pool of loao
calculate the appropriate allowance.
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The Company has evaluated the guidance in thealggacy Policy Statement and has made applicablaneements to our processes
determining our allowance for loan losses effectigeof yearend 2007. While management believes that it useddéist information available
establish the allowance for loan losses, futurestdjents to the allowance may be necessary anlisre$§wperations could be adversely affe
if circumstances differ substantially from the amptions used in making the determinations. Furtleeenwhile the Company believes
allowance for loan losses has been establishedrmifoomity with generally accepted accounting pniabes, there can be no assurance
regulators, in reviewing our portfolio, will notgeire adjustments to our allowance for loan losgesddition, because future events affec
borrowers and collateral cannot be predicted wihainty, there can be no assurance that the mgisfiowance for loan losses is adequa
that increases will not be necessary should thétgud any loans deteriorate as a result of thetdes discussed herein. Any material increa
the allowance for loan losses may adversely affacfinancial condition and results of operations.

Growth in loans outstanding has, throughout outohys been the primary reason for increases inaflowance for loan losses and the resu
provisions for loan losses necessary to providetliose increases. This growth has been spread amangajor loan categories, with
concentrations of major loan categories being ikabt consistent in recent years. Net chaoffis-in 2007 of $1.6 million, or 0.14% of aver:
loans outstanding was similar to the 2006 amouht$1a3 million or .13% of average loans outstandi@yir allowance for loan losses
December 31, 2007 was $14.3 million and represeht2@Ps of total loans and 695% of nparforming loans. Our allowance for loan losse
December 31, 2006 of $13.0 million represented%.26 total loans and 495% of nonperforming loans.

Page 4




The following table describes the allocation of gilewance for loan losses among various categafiésans and certain other information
the dates indicated. The allocation is made fotyaical purposes only and is not necessarily inteaof the categories in which future los
may occur.

At December 31

2007 2006 2005
% of Total % of Total % of Total
Amount Loans(1) Amount Loans(1) Amount Loans(1)

(Dollars in thousands

Residential mortgage loa $ 3,99¢ 26.9% $ 1,771 25.4% $ 1,39 28.(%
Commercial mortgage loal 2,95( 32.&% 4,17: 34.8% 3,151 33.(%
Construction loan 3,17¢ 21.&% 3,24( 20.5% 2,45¢ 18.1%

Commercial ant
industrial loan: 2,82¢ 16.€% 2,09¢ 17.2% 1,78¢ 17.5%
Loans to individual: 1,15¢ 1.€% 55¢ 2.1% 95€ 3.4%
Unallocated (2) 152 —% 1,204 —% 2,04¢€ —%
Total $ 14,25¢ 100.(% $ 13,04( 100.(% $ 11,78¢ 100.(%

At December 31
2004 2003

% of Total % of Total
Amount Loans(1) Amount Loans(1)

(Dollars in thousands

Residential mortgage loa $ 1,41¢ 30.(% $ 47E 28.9%
Commercial mortgage loal 3,50( 37.1% 2,20C 35.9%
Construction loan 1,92« 12.&8% 1,10C 13.8%
Commercial ant
industrial loans 1,81¢ 16.(% 1,20C 16.£%
Loans to individual: 1,30« 4.1% 1,05( 4.€%
Unallocated 2,57¢ —% 1,25( —%
Total $ 12,53" 100.(% $ 7,27¢ 100.(%
) Represents total of all outstanding loans in eatbgory as a percentage of total loans outstanding.

(2) The ALLL methodology was revised in 2007 to comypiigh the Interagency Policy Statement on the ALIIS. a result the unallocat
portion of the allowance decreased due to methgyamhancements.
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The following table presents for the periods intBceinformation regarding changes in our allowaiocdoan losses.

Balance at beginning of period

Chargeoffs:
Residential mortgage loa

Commercial mortgage loal

Construction loan

Commercial and industrial loau

Loans to individuals
Total charge-offs

Recoveries
Residential mortgage loa
Construction loan

Commercial and industrial loau

Loans to individuals
Total recoveries

Net charg-offs

Provision for loan losse

Allowance for loans acquired
purchase transactions, net
Balance at end of period

Total loans outstandin
Average loans outstandit

Allowance for loan losses
loans outstandin

Ratio of net loan char-offs to
average loans outstandi

As of or for the Years Ended December

2007 2006 2005 2004 2003
(Dollars in thousands)
13,04C $ 11,788 $ 12,537 $ 7278 $ 6,342
974 24¢ 56€ 21C 78
— 68 — 43 72
14C 13C 4 31z 307
23¢ 50¢ 34¢ 12C 91
541 60C 443 88¢ 872
1,894 1,55¢ 1,36z 1,574 1,42(
86 14z 41 29 —
7 — 3 — 4
63 36 35 7 27
181 121 72 114 37
337 29¢ 151 15C 68
(1,557 (1,255 (1,217 (1,429 (1,352)
2,77 2,51( 95C 2,23¢ 2,28
— — (491) 4,44 —
14,25¢  $ 13,04( $ 11,788  $ 12537 $ 7,27¢
1,188,431 $ 1,029,811 $ 868,827 $ 796,10 $ 519,74¢
1,114,67 $ 958,00: $ 837,46° $ 742,430 $ 471,80¢
1.2(% 1.27% 1.36% 1.5%% 1.4(%
14% 13% 14% .19% .2%%
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INVESTMENT ACTIVITIES

Our investment portfolio plays a primary role inmagement of liquidity and interest rate sensitiahd, therefore, is managed in the conte
the overall balance sheet. The securities portfgboerates approximately 12% of our interest incané serves as a necessary sour
liquidity.

Management attempts to deploy investable fundsiimgtsuments that are expected to increase theabweturn of the portfolio given the curr
assessment of economic and financial condition#ewimaintaining acceptable levels of capital, amgiiest rate and liquidity risk.

The following table summarizes the amortized cgsbss unrealized gains and losses and the resuitarget value of securities at the d:
indicated.

Gross Gross
Unrealized Unrealized
Amortized Cos Gains Losses Market Value

(Amounts in thousand:
December 31, 200°
Securities available for sal

U. S. government agenci $ 72,92: $ 1,75¢ % 5 % 74,67
Mortgage-backed securitie 62,78: 42¢ 50C 62,71(
Municipals 2,391 5 8 2,38¢
Other 19,76 24 432 19,35

$ 157,85t $ 2211 % 94€ $ 159,12:

Securities held to maturit

U. S. government agenci $ 58,79¢ $ 89 $ 41¢ % 58,46¢
Mortgage-backed securitie 2,197 8 30 2,17¢
Municipals 8,821 12E 121 8,82¢

$ 69,81: $ 22z $ 57C $ 69,46

December 31, 200!
Securities available for sal

U. S. government agenci $ 77,94: $ 59z $ 431 % 78,10:
Mortgage-backed securitie 72,25¢ 234 1,24¢ 71,24
Municipals 1,30 9 — 1,312
Other 18,70: — 34C 18,36:

$ 170,20¢ $ 83E $ 2020 $ 169,02:

Securities held to maturit

U. S. government agenci $ 74,79 $ 5 $ 2,23t $ 72,56
Mortgagebacked securitie 2,79t 5 61 2,73¢
Municipals 8,88 12¢€ 104 8,911

$ 86,47t & 13t $ 2400 $ 84,211

December 31, 200!
Securities available for sal

U. S. government agenci $ 66,42¢ $ — 8 1,147 % 65,27¢
Mortgage-backed securitie 124,21 15€ 3,87( 120,49t
Municipals 1,00( 1 4 997
Other 17,29 62 32E 17,03¢

$ 208,93' $ 21¢ % 534¢ $ 203,80¢

Securities held to maturit

U. S. government agenci $ 75,04¢  $ — % 2,39F % 72,65
Mortgage-backed securitie 3,22¢ 11 67 3,172
Municipals 9,834 171 54 9,951

$ 88,10¢ $ 182 $ 251¢ $ 85,77
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The following table presents the carrying valueg, ¥alues, intervals of maturities or peicings and weighted average yields of our invest
portfolio at December 31, 2007.

Amortized Weighted
Cost Fair Value  Average Yield
(Amount in thousands 1)
Securities available for sale
U. S. government agenci
Due within one yea $ 9,99¢ $ 10,00( 4.2€%
Due after one but within five yea 38,971 39,90( 5.31%
Due after five but within ten years 23,95: 24,77 5.7%%
72,92 74,671 5.31%
Mortgage-backed securitie
Due within one yea 18 18 6.5(%
Due after one but within five yea 15,571 15,40( 4.21%
Due after five but within ten yea 26,021 25,81 4.6%
Due after ten years 21,17 21,47¢ 5.82%
62,78 62,71( 4.95%
Municipals
Due after one but within five yea 1,08¢ 1,08¢ 4.98%
Due after ten years 1,30: 1,29¢ 6.35%
2,391 2,38¢ 5.71%
Other
Due after one but within five yea 1,00C 71C 2.35%
Due after five but within ten yea 2,05¢ 2,05¢ 4.02%
Due after ten years 16,70 16,58¢ 6.35%
19,761 19,352 5.9(%
Total securities available for se
Due within one yea 10,017 10,01¢ 4.2€%
Due after one but within five yea 56,63( 57,09¢ 4.97%
Due after five but within ten yea 52,023 52,63¢ 5.16%
Due after ten years 39,18: 39,36¢ 6.06%
$ 157,85¢ $ 159,12: 5.25%
Securities held to maturity:
U. S. government agenci
Due within one yea $ 1,000 $ 997 3.65%
Due after one but within five yea 36,49¢ 36,35t 3.7%
Due after five but within ten years 21,29t 21,11 5.13%
58,794 58,46¢ 4.17%
Mortgagebacked securitie
Due after one but within five yea 171 174 5.4(%
Due after five but within ten yea 1,24¢ 1,23t 4.42%
Due after ten years 778 76€ 5.21%
2,19 2,17¢ 4.7¢%
Municipals
Due within one yea 87¢€ 88C 5.41%
Due after one but within five yea 2,192 2,221 6.41%
Due after five but within ten yea 2,97 3,05¢ 6.4&%
Due after ten years 2,78( 2,667 5.7/%
8,821 8,82 6.12%
Total securities held to maturi
Due within one yea 1,87¢ 1,871 4.47%
Due after one but within five yea 38,86: 38,74¢ 3.8%
Due after five but within ten yea 25,51¢ 25,40¢ 5.26%
Due after ten years 3,55¢ 3,43¢ 5.62%
$ 69,81: $ 69,46 4.44%

(1) Yields on taxexempt investments have been adjusted to a taxahlvalent basis using federal and state tax refte®1% and 6.9%
respectively, less estimated disallowed interepease.



At December 31, 2007, there were no securitiesngf iasuer (other than U.S. government agencied) ékeeeded 10% of the Compasy’
stockholders’ equity.
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Derivative Financial Instruments

A derivative is a financial instrument that derivies cash flows, and therefore its value, by rafeesto an underlying instrument, index
reference rate. These instruments primarily cordigtterest rate swaps, caps, floors, financiaivBrd and futures contracts and options wr
or purchased. Derivative contracts are writtennmoants referred to as notional amounts. Notionadamts only provide the basis for calcula
payments between counterparties and do not regrasgwunts to be exchanged between parties andoai@e measure of financial risks. Cre
risk arises when amounts receivable from countérear exceed amounts payable. We control our riskos$ on derivative contracts
subjecting counterparties to credit reviews and-aygds similar to those used in making loans am@ioéxtensions of credit.

We have used interest rate swaps, caps and flodreimanagement of interest rate risk. Interdstsaaps are contractual agreements bet
two parties to exchange a series of cash flowssgmting interest payments. A swap allows bothigsmto alter the rericing characteristics
assets or liabilities without affecting the underty principal positions. Through the use of a swagsets and liabilities may be transformed ¢
fixed to floating rates, from floating rates todik rates, or from one type of floating rate to heot At December 31, 2007, interest rate ¢
arrangements with total notional amounts of $60ilSan, with terms ranging up to twentsix years, were outstanding. In addition, we pusek
$10.0 million notional of interest rate caps durk@)7 and $75.0 million notional of interest rdteofs referenced to floating rates in prior ye
These instruments help protect the Company fronmgds in interest rates by allowing us to receivenpents from the floor counterparty
these contracts when the referenced rate fallsdautke level specified in the agreement. At Decengdi, 2007, the cap had thifiye month:
remaining until maturity and the floor contractsl@tween four and sixteen months remaining om teans.

Although off-balance sheet derivative financial instruments db expose the Company to credit risk equal to tbh#onal amount, suc
agreements generate credit risk to the extentefah value gain of a derivative financial instremt if the counterparty fails to perform. S
risk is minimized through the creditworthiness be tcounterparties various collateral agreementchvhre a part of the contract and
consistent monitoring of these agreements. The tegparties to these arrangements were primarilgelasommercial banks and investn
banks. Where appropriate, master netting agreemaeatarranged or collateral is obtained in the fofrrights to securities.

A discussion of derivatives is presented in Notedléur consolidated financial statements, whieghmesented under Item 8 in this Form 10-K.
Sources of Funds

Deposit Activities

We provide a range of deposit services, includiag-imterest-bearing checking accounts, intebestring checking and savings accounts, m
market accounts and certificates of deposit. Thesmunts generally earn interest at rates esta&olifly management based on compe!
market factors and our desire to increase or dsereartain types or maturities of deposits. We hamed brokered deposits and outatdirke
deposits as funding sources. As of December 317,208 have $129.9 million of brokered deposits $8d million of out-ofmarket deposit

However, we strive to establish customer relatimnattract core deposits in non-interbstring transactional accounts and thus to redut
costs of funds.
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The following table sets forth for the periods rated the average balances outstanding and avietegest rates for each of our major categt
of deposits.

For the Years Ended December
2007 2006 2005

Average Average Average Average Average Average
Amount Rate Amount Rate Amount Rate

(Dollars in thousands

Interes-bearing NOW and money mark

accounts $  441,71¢ 351% $ 348,48t 3.02% $ 262,05¢ 1.83%
Time deposits $100,000 or mc 311,12 4.54% 326,86« 4.38% 285,36 3.5(%
Other time deposit 169,23t 5.25% 208,73: 4.1(% 221,87: 2.9%
Total interes-bearing deposit 922,07 4.1&% 884,08: 3.7¢% 769,29¢ 2.71%
Demand and other n-interes-bearing
deposits 108,87: 105,75! 105,02«
Total average deposi $ 1,030,95 3.7% $ 989,83 33% $ 874,32 2.40%

The following table presents the amounts and mtaggrof our certificates of deposit with balanc&$100,000 or more at December 31, 2007:

At December 31, 20(
(In thousands

Remaining Maturity

Less than three montl $ 58,96¢

Three to six month 38,20(

Six to twelve month 75,57

Over twelve months 97,56!

Total $ 270,30
Borrowings

To supplement deposits, our primary source of faggdihe Company utilizes borrowings for loan groatid other liquidity needs. The followi
is a summary of our borrowings at December 31, 206¥2006:

2007 2006
(Amounts in thousand:

Short-term borrowings

FHLB advance: $ 73,000 $ 55,00(
Federal funds purchas: 22,10( 23,18:
Repurchase agreemel 22,67 14, 56¢
$ 117,77: $ 92,74¢
Long-term borrowings
FHLB advance: $ 129,52: $ 122,67t
Term repurchase agreeme 80,00( 15,00¢(
Jr. subordinated debentut 45,117 34,87
$ 254,63 $ 172,54¢

Short term advances from the FHLB are collaterdliae described below and are scheduled to be reyidith one year based on the terms o
individual borrowing. Securities sold under agreatago repurchase, which are provided solely as@ommodation to our customers,
collateralized by U.S. government agency obligatiand generally matureithin ninety days from the transaction date. TlenPany purchas
federal funds through unsecured lines of credihwarious banks aggregating $126.0 million. Fedienadls purchased are subject to restrict
limiting the frequency and term of advances, argpbe on demand and bear interest based upon ilyfet#eral funds rate. The following tal
presents the activity in short term borrowingstf@ years ended December 31, 2007 and 2006.
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2007 2006

Short term borrowings Amount Rate Amount Rate

(In thousands (In thousands
Federal Home Loan Bank
At December 3. 73,00( 4.68% 55,00( 4.32%
Average during yee 61,29: 4.7% 31,66: 4.4€%
Maximum montl-end balance during ye 88,00( — 79,00( —
Securities sold under agreements to repurchas
At December 3. 22,67 3.05% 14,56t 4.65%
Average during yee 26,53! 4.18% 10,01« 3.91%
Maximum montl-end balance during ye 22,67 — 14,56¢ —

Federal funds purchasec

At December 3: $ 22,10( 428% % 23,18 5.56%
Average during yee 15,92 5.3%% 10,68¢ 5.25%
Maximum montl-end balance during ye 37,87: — 23,18: —

As an additional source of funding, the Company loag term borrowings including long term advanéesn the FHLB, term repurcha
agreements from other commercial and investmenkdamd debt associated with the issuance of TrusfePed Securities. Total FHI
advances outstanding of $202.5 million at Decen8ier2007 are collateralized by loans with a cagyamount of $149.0 million, whit
approximates market value, and investment secsintigh a market value of $45.9 million. The Compaalgo has term repurchase line:
$110.0 million from various institutions that werellateralized by investment securities having mytag value of $75.7 million. Certain of the
agreements contain embedded interest rate or ptihns that may be exercised by us or the countgrp@he following table presents f
maturities for long term FHLB advances and termurepase agreements.

Long term borrowings At December 31, 200
FHLB Advances Term Repc
Years of maturity Interest Ratt Amount Interest Ratt Amount
(In thousands (In thousands
2009 5.08% 62,00( 5.2(% 10,00(
2010 4.8(% 25,00( 3.3¢% 10,00(
2011 — — 4.26% 5,00(
2012 3.84% 5,00( 4.31% 20,00(
Thereaftel 4.81% 37,52: 2.9(% 35,00(
$ 129,52: $ 80,00(

In November 2003, Southern Community Capital ThugtTrust I1”), a newly formed subsidiary of the Company, issueb@000 shares
Trust Preferred Securities (“Trust Il Securitiegignerating total proceeds of $34.5 million. Thestli Securities pay distributions at an ani
rate of 7.95% and mature on December 31, 2033.Trhst Il Securities began paying quarterly disttibas on December 31, 2003. ~
Company has fully and unconditionally guaranteesldhligations of Trust Il. The Trust Il Securitiase redeemable in whole or in part at
time after December 31, 2008he Company is amortizing the issuance costs cfettsecurities over their contractual life of thiyyars. Th
projected unamortized balance of these issuande ab®ecember 31, 2008 will be $1.3 million. Thegeeds from the Trust Becurities wet
utilized to purchase junior subordinated debentfire® the Bank under the same terms and conditsnghe Trust Il Securities. We have
right to defer payment of interest on the debemstaeany time and from time to time for a period exceeding five years, provided that
deferral period extends beyond the stated matsiritidhe debentures. Such deferral of interest paysnby the Company will result in a defe
of distribution payments on the related Trust Ic&#ties. Should we defer the payment of interestttee debentures, the Company will
precluded from the payment of cash dividends toedt@ders. The principal uses of the net proceeats the sale of the debentures wer
provide cash for the acquisition of The CommunitgnB, to increase our regulatory capital, and topsupthe growth and operations of
subsidiary bank. The amount of proceeds we couriersl capital cannot comprise more than 25% ofaare capital elements. Amounts
excess of that 25% limitation count as Tier 2 sapmntary capital on our books.
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In June 2007, the Company issued $10.0 millioruibosdinated debentures as part of a pooled tre$eped security. The term of the securil
30 years with a five year call provision. Interisspayable quarterly at LIBOR plus 1.43%. The ppatuse of the net proceeds from the sa
the debentures was to provide additional capital the Company to fund its operations and contireqzhnsion, and to maintain the Company’
and the Bank’s status as “well capitalized” undgulatory guidelines.

The carrying value of the junior subordinated débess in connection with the two issues of trusff@med securities described above was
million at December 31, 2007.

Other Recent Developments

On February 1, 2008 the Company announced the rdéicla of a quarterly dividend of $0.04 per shafeh® common stock, to be paid
February 29, 2008 to shareholders on record aseaflbse of business on February 15, 2008.

On December 26, 2007, Southern Community Bank andtTwas the victim of an electronic wire trandfaud in the amount of $695 thouse
The Bank maintains sufficient insurance coveradegted to operational risks (as well as physicaisisncidental to delivering banking servi
to our customers. The Bank recorded a $150 thoukessdn the fourth quarter of 2007, which représéne insurance deductible. Manager
expects that the balance of $545 thousand willeoevered through the Barskinsurance coverage at the conclusion of the euimeestigatiol
by Federal law enforcement and insurance partiesndgement has taken actions to strengthen the 8ak'cedures so as to mitig
operational risk related to wire transfers.

During the first quarter of 2008, several of thtefest rate swaps which served as a hedge to seferar brokered certificates of deposit w
called by the counterparties. This had favorablpaat on the results of operations as the chargehmvias taken in 2006 to more prop:
comply with FAS 133 was being amortized as a creddr the assumed remaining life of the swaps. Whese swaps were called, this cr
was accelerated. Management expects substantiiadif/the swaps relating to brokered certificatésleposit to be called in the near term.

RECENT ACCOUNTING PRONOUNCEMENTS

A discussion of recent accounting pronouncemensasented in Note 2 to our consolidated finarstialements, which are presented under
8 in this Form 10-K.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Statements contained in this annual report, whrehrat historical facts, are forwaldeking statements, as that term is defined inRhgate
Securities Litigation Reform Act of 1995. Amountsrein could vary as a result of market and othetofa. Such forwardboking statements &
subject to risks and uncertainties which could eaarstual results to differ materially from thoserently anticipated due to a number of fact
which include, but are not limited to, factors dissed in documents filed by the Company with theuBtes and Exchange Commission anc
Bank with the Federal Reserve Bank from time tceti@uch forward-looking statements may be idemtifig the use of such words as “believe,”
“expect,” “anticipate,” “should,” “planned,” “estiated,” and “potential.” Examples of forwalaeking statements include, but are not limite
estimates with respect to the financial conditierpected or anticipated revenuesults of operations and business of the Comphaty dr
subject to various factors which could cause aatesiits to differ materially from these estimafEisese factors include, but are not limitec
general economic conditions, changes in interassraleposit flows, loan demand, real estate valmelscompetition; changes in accoun
principles, policies, or guidelines; changes inidkgion or regulation; and other economic, contp&j governmental, regulatory &
technological factors affecting the Company's ofena, pricing, products and services.

” ow ” w
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Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk
See “MARKET RISK” under Item 7.
Item 8. Financial Statements and Supplementary Data

The information required by this item is filed heith.
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DIXON HUGHESuw
Cerifiad Polfic AStoeriams and ADvsors

Report of Independent Registered Public Accountingrirm

To the Stockholders and the Board of Directors
Southern Community Financial Corporation and Subasyd
Winston-Salem, North Carolina

We have audited the accompanying consolidated balaheets of Southern Community Financial Corpmmaéind Subsidiary as of Decem
31, 2007 and 2006, and the related consolidateelnséants of operations, comprehensive income, clsaimggtockholderséquity and cash flov
for each of the years in the thrgear period ended December 31, 2007. These coagadidinancial statements are the responsibilityhe
Company’s management. Our responsibility is to egpian opinion on these consolidated financiadistants based on our audits.

We conducted our audits in accordance with thedstatts of the Public Company Accounting Oversighamlo(United States). Those stand:
require that we plan and perform the audit to abtasonable assurance about whether the finasstateiments are free of material misstater
An audit includes examining, on a test basis, exddesupporting the amounts and disclosures initiz@dial statements. An audit also inclu
assessing the accounting principles used and gignifestimates made by management, as well asiava) the overall financial statem
presentation. We believe that our audits provideagonable basis for our opinion.

In our opinion, the consolidated financial statetaeneferred to above present fairly, in all materéspects, the financial position of Soutt
Community Financial Corporation and Subsidiary at&nber 31, 2007 and 2006 and the results of dpeirations and their cash flows for e
of the years in the thregear period ended December 31, 2007 in conformitly mccounting principles generally accepted inlmited States «
America.

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@united States), the effectivenes
Southern Community Financial Corporatienhternal control over financial reporting as céd@mber 31, 2007, based on criteria establist
Internal Control Integrated Framework issued by the Committee ohSpong Organizations of the Treadway Commission, @ur report date
March 14, 2008 expressed an unqualified opiniothereffectiveness of the Company’s internal corakar financial reporting.

/sl Dixon Hughes PLLC

Raleigh, North Carolina
March 14, 2008
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
December 31, 2007 and 20!

Assets

Cash and due from ban
Federal funds sold and other inte-bearing deposit
Investment securities (Note
Available for sale, at fair valu
Held to maturity, (fair value of $69,464 and $84:
at December 31, 2007 and 2006, respectiv

Loans held for sal

Loans (Note 4
Allowance for loan losses (Note

Premises and equipment (Note
Goodwill (Note 7)
Other assets (Notes 4, 7 and

Liabilities and Stockholders’ Equity
Deposits

Demand

Money market and NOV

Savings

Time (Note 8)

Shor-term borrowings (Note ¢
Long-term debt (Notes 9 and 1
Other liabilities (Note 11

Stockholder’ Equity (Notes 10 and 1!
Preferred stock, no par value, 1,000,000 shardmenéd; none
issued or outstanding at December 31, 2007
December 31, 2006, respectivi
Common stock, no par value, 30,000,000 shares Ao
issued and outstanding 17,399,882 shares at Dece&hp2007
and 17,405,940 shares at December 31, 2006, resge!
Retained earninc
Accumulated other comprehensive income (I«

Commitments and contingencies (Notes 12 anc

See accompanying notes.
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2007 2006
(Amounts in thousands, except sh
data)
$ 31,90 $ 29,16(
2,25( 7832
159,12: 169,02:
69,81 86,47¢
1,92¢ 3,59
1,188,43! 1,029,811
(14,259 (13,040
Net Loan: 1,174,18! 1,016,771
38,991 40,49:
49,79: 49,79
41,19¢ 40,37
Total Asset $ 1,569,18. $ 1,436,46!
$ 109,89 $ 108,95(
485,42¢ 380,86
10,02( 12,28¢
439,89 522,48(
Total Deposit 1,045,23 1,024,58.
117,77: 92,74¢
254,63: 172,54¢
9,201 10,36!
Total Liabilities 1,426,84. 1,300,24!
119,10: 119,61¢
22,19¢ 17,36¢
1,04( (759
Total Stockholder
Equity 142,33¢ 136,22!
Total Liabilities an
Stockholder Equity $ 1,569,18: $ 1,436,46!




SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY
CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
(Amounts in thousands, exce
share and per share da
Interest Incomt
Loans $ 86,67 $ 73,49: $ 55,84¢
Investment securities available for s 8,81¢ 8,52¢ 8,68(
Investment securities held to matur 3,20¢ 3,39( 3,42¢
Federal funds sold and other inte-bearing deposit 20¢€ 10¢ 14C
Total Interest Incorr 98,90¢ 85,52( 68,091
Interest Expens
Money market, savings, and NOW depo 15,49¢ 10,552 4,78¢
Time deposit: 23,02 22,861 16,50¢
Shor-term borrowings 4,75¢ 2,891 2,18¢
Long-term debt 11,86( 8,48 7,64E
Total Interest Expen 55,14 44,79¢ 31,12¢
Net Interest Incorr 43,76 40,72: 36,96¢
Provision for Loan Losses (Note 2,77 2,51( 95C
Net Interest Income Aft
Provision for Loan Loss 40,99: 38,21: 36,01¢
Non-Interest Income (Note 1: 11,33 3,67¢ 7,134
Non-Interest Expens
Salaries and employee bene 21,21¢ 18,82¢ 16,04:
Occupancy and equipme 7,92¢ 6,83¢ 5,78¢
Other (Note 14 11,754 10,141 9,491
Total Nor-Interest Expen: 40,90( 35,80z 31,31¢
Income Before Income Tax 11,42 6,08¢ 11,83¢
Income Tax Expense (Note 1 3,86¢ 1,89(C 4,161
Net Incom: $ 7,55¢ $ 4,19¢ $ 7,67
Net Income Per Common Sh:
Basic $ 423 24 3 43
Diluted A3 .24 42
Weighted Average Common Shares Outstan
Basic 17,559,35 17,566,31 17,825,15
Diluted 17,624,39 17,757,43 18,133,85

See accompanying notes.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31, 2007, 2006 and 2005

Net income
Other comprehensive income (los

Securities available for sal
Unrealized holding gains (losses) on availablesfile securitie
Tax effect
Reclassification of losses recognized in net inc
Tax effect

Net of tax amoun

Cash flow hedging activitie:
Unrealized holding gains (losses) on cash flow hagigctivities
Tax effect
Reclassification of (gains) losses recognized inmsme, ne
Tax effect

Net of tax amoun
Net defined benefit pension adjustm
Tax effect
Net of tax amoun
Total other comprehensive income (lo

Comprehensive incorr

See accompanying notes.
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2007 2006 2005
(Amounts in thousand:
7,55¢  $ 4,19¢ 7,678
2,45( (219) (5,209
(945 81 2,007
— 4,15¢€ 26€
— (1,602 (103
1,50¢ 2,42; (3,039
274 68 —
(10%) (27) —
54 28 (219
(21) (10) 83
20z 60 (131
15C — —
(59 — —
92 — —
1,79¢ 2,48 (3,169
9,35 $ 6,68( 4,50¢




SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDEREQUITY

Years Ended December 31, 2007, 2006 and 2005

Balance at December 31, 20

Net income

Other comprehensive loss, net of
Shares repurchas:

Common stock issued pursuan
Employee stock purchase pl

Stock options exercised includii
income tax benefit of $32

Expense recognized
connection with stock optior

Cash dividends of $.21 per shi
Balance at December 31, 20

Net income

Other comprehensive income, net of

Shares repurchast

Common stock issued pursuan
stock options exercised includi

income tax benefit of $6

Expense recognized
connection with stock optior

Cash dividends of $0.135 per sh

SFAS158 transition adjustment, net of
Balance at December 31, 20

Net income

Other comprehensive income, net of

Shares repurchast

Common stock issued pursuan
stock options exercised includi

income tax benefit of $55

Expense recognized
connection with stock optior

Cash dividends of $0.155 per sh
Balance at December 31, 20

Accumulatec

Other Total
Common Stocl Retainec Comprehensiv  Stockholders

Shares Amount Earnings Income (Loss Equity

(Amounts in thousands, except share d

17,819,23 % 125,200 $ 11,62. $ 13 % 136,83¢
— — 7,677 — 7,67¢
— — — (3,169 (3,169
(460,800 (4,279) — — (4,277
21,05¢ 164 — — 164
232,97¢ 1,301 — — 1,301
— 96 — — 96
— — (3,749 — (3,749
17,612,47 122,49( 15,54¢ (3,15)) 134,88!
— — 4,19¢ — 4,19¢
_ — — 2,482 2,48
(377,126 (3,682) — — (3,682
170,59 74¢ — — 74¢
— 59 — — 59
— — (2,37¢) — (2,376
— — — (90) (90)
17,405,94 119,61¢ 17,36¢ (759) 136,22!
— — 7,55¢ 7,554
— — — 1,79¢ 1,79¢
(286,97)) (2,35%) — — (2,357
280,91 1,73% — — 1,737
— 10t — — 10t
_ — (2,724 — (2,729
17,399,888 & 119,10. $ 22,19¢ $ 1,04C $ 142,33¢




See accompanying notes.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 200 7, 2006 and 2005

Cash Flows from Operating Activitie
Net income
Adjustments to reconcile net income to net cashipgen
by operating activities
Depreciation and amortizatic
Provision for loan losse
Stock option expens
Net increase in cash surrender value of life insce
Realized loss on sales of available for sale seesrinet
Realized (gain) loss on sale of premises and ecgrip
Gain (loss) on economic hedc
Deferred income taxe
Realized (gain) loss on sale of foreclosed as
Change in assets and liabiliti¢
Increase in other asse
Increase (decrease) in other liabilit
Total Adjustment
Net Cash Provided by Operating Activi
Cash Flows from Investing Activitie
Increase in federal funds sc
Purchases o
Available for sale investment securit
Held to maturity investment securiti
Proceeds from maturities and calls
Available for sale investment securit
Held to maturity investment securiti
Proceeds from sale ¢
Available for sale investment securit
Net increase in loar
Purchases of premises and equipn
Proceeds from disposal of premises and equip!
Proceeds from sale of foreclosed as
Purchase of bar-owned life insuranc
Net Cash Used in Investing Activiti
Cash Flows from Financing Activitie
Net increase (decrease) in demand dep
Net increase (decrease) in time depc
Net increase (decrease) in sl-term borrowings
Proceeds from lor-term debi
Repayment of lor-term debi
Net proceeds from issuance of common s
Cost of shares repurchas
Cash dividends pai
Net Cash Provided by Financing Activit
Net Increase in Cash and Cash Equiva
Cash and Cash Equivalents, Beginning of \
Cash and Cash Equivalents, End of Y

See accompanying notes.
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2007 2006 2005
(Amounts in thousand:
7,55¢ 4,19¢ $ 7,67°
4,18¢ 3,73 4,24t
2,77 2,51( 95C
10t 59 96
(670 (54¢) (364)
— 4,15¢ 26€
(119 6 40
(79 432 743
(953) (1,237 (523
2 (42 53
(1,635 (2,399 (95€)
(787) 917 734
2,81¢ 7,591 5,28:
10,37: 11,78¢ 12,95¢
(1,467 (135) (56¢)
(17,897 (80,129 (32,940
(1,719 (1,87)) (19,940
30,117 28,18¢ 49,11«
18,26¢ 3,46¢ 6,751
— 86,12¢ 11,50:
(158,51)) (165,697 (74,409
(2,260) (13,92) (6,009
6 307 43
1,41°¢ 33¢€ 1,17¢
— (5,000 —
(132,04 (148,319 (65,269
103,24 (2,27¢) 12,70¢
(82,58¢) 84,90¢ 83,84(
25,02 43,56 (60,467)
120,23¢ 80,81« 39,88:
(38,15 (60,61¢) (10,250
1,737 74¢ 1,46¢
(2,357 (3,682) (4,27
(2,724) (2,376) (3,74¢)
124,41¢ 141,08« 59,16:
2,74F 4,55¢ 6,84¢
29,16( 24,60¢ 17,75¢
31,90¢ 29,16( $ 24,60¢




SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDARY
CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)
Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
(Amounts in thousand:
Supplemental Disclosures of Cash Flow Informa
Interest paid on deposits and borrowed fu $ 55,94: $ 4414 % 29,63¢
Income taxes pai 4,66: 2,45¢ 4,48¢
Supplemental Schedule of Noncash Investing andn€ing Activities
Transfer of loans to foreclosed ass $ 1,29 $ 91€¢ $ 42F
Increase (decrease) in fair value of securitieslale for sale, ne
of tax 1,50¢ (132) (3,19¢)
Increase (decrease) in fair value of cash flow kedpet of ta; 201 42 —
Unrealized gain (loss) on fair value hed: 23¢€ (200) (579)

See accompanying notes.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(1) NATURE OF OPERATIONS

Southern Community Bank and Trust (the “BanWas incorporated November 14, 1996 and began bamdperations on November 18, 1€
The Bank is engaged in general commercial andl fegamking principally in the Piedmont area of No@harolina, operating under the bank
laws of North Carolina and the rules and regulaiof the Federal Deposit Insurance CorporationOttober 2001, Southern Commul
Financial Corporation (the “CompanyWjas formed as a financial holding company for SemthCommunity Bank and Trust, and is subje
the rules and regulations of the Federal Resenste8y The Bank and the Company undergo periodieneions by those regulatc
authorities.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements include tbeoants of Southern Community Financial Corporatiom its whollyewned subsidiar
Southern Community Bank and Trust and its whollyaed subsidiary, VCS Management, L.L.C., the mamtageneral partner for Sale
Capital Partners L.P., a Small Business Investn@arhpany. All material intercompany transactions d&athnces have been eliminate(
consolidation. Southern Community Financial Corgioraand its subsidiary are collectively referrecherein as the “Company”.

Use of Estimates

The preparation of consolidated financial statemémiconformity with accounting principles geneyadlccepted in the United States of Ame
requires management to make estimates and assumphiat affect the reported amounts of assets iabdities, the disclosure of contingt
assets and liabilities at the date of the constddifinancial statements, and the reported amafntsvenues and expenses during the repc
period. Actual results could differ from those esites. Material estimates that are particularlycsptible to significant change relate to
determination of the allowance for losses on loans.

Cash and Cash Equivalents

For the purpose of presentation in the consolidatatements of cash flows, cash and cash equigateatdefined as those amounts includ
the balance sheet caption “Cash and due from banksth include cash on hand and amounts due framk

Federal regulations require institutions to setd@sipecified amounts of cash as reserves agaamstaiction and time deposits. As of Decer
31, 2007, the daily average gross reserve requitemas $6.7 million.

Investment Securities

Available for sale securities are carried at falue and consist of bonds, mortgdggeked securities and municipal securities notsdias a:
trading securities or as held to maturity secwsitiEhe cost of debt securities available for saladjusted for amortization of premiums
accretion of discounts to maturity. Amortization @emiums, accretion of discounts, interest andddivd income are included in investmr
income. Unrealized holding gains and losses onlablai for sale securities are reported as a netuamio accumulated other comprehen
income, net of income taxes. Gains and losses @sdle of available for sale securities are detethusing the specific identification metr
Bonds and mortgageacked securities for which the Bank has the pasititent and ability to hold to maturity are refgaor at cost, adjusted
premiums and discounts that are recognized ingaténcome using a method that approximates tleedst method over the period to matu
Declines in the fair value of individual held to tuaty and available for sale securities below theist that are other than temporary would ri
in a permanent write downs of the individual setesito their fair value. Such wrilewns would be included in earnings as realizegddssTh
classification of securities is generally deterndia¢ the date of purchase.

Certain equity security investments that do notehesadily determinable fair values and for which @ompany does not exercise signifit
influence are carried at cost and classified withiher investments. As of December 31, 2007 and20se equity securities totaled $:
million and $11.0 million, respectively. The seti@s classified within other investments consigpeidharily of shares of Federal Home L«
Bank and Silverton Bank (formerly The Bankers Basiick. These equity securities are reviewed fgrainment at least annually or soone
events or changes in circumstances indicate thgiogrvalue may not be recoverable.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued)

Loans Held for Sale

The Company originates single family, residentigdtfmortgage loans on a pseld basis. Loans held for sale are carried atawer of cost ¢
fair value in the aggregate as determined by outiitg commitments from investors. Upon closing sthéoans, together with their servic
rights, are sold to other financial institutionsden prearranged terms. The Company recognizesitergination and service release fees (
the sale, which are included in non-interest incamthe consolidated statement of operations .

Loans

Loans that management has the intent and abilityotd for the foreseeable future or until matuidine reported at their outstanding princ
adjusted for any chargeffs, the allowance for loan losses and any defefees or costs on originated loans and unamortmethiums ¢
discounts on purchased loans. Loan origination &gk certain direct origination costs are capigaliand recognized as an adjustment to
over the life of the related loan. Interest on B@&recorded based on the principal amount oudsignThe accrual of interest on impaired Ic
is discontinued when, in managemsntpinion, the borrower may be unable to meet paysnas they become due. When interest accr
discontinued, all unpaid accrued interest is reagragainst interest income. Interest income isesyloently recognized only to the extent ¢
payments are received. Loans are written down arggd off when management has determined the tobe tincollectible in part or in total.

Allowance for Loan Losse

The provision for loan losses is based upon managésestimate of the amount needed to maintain tlwsvatice for loan losses at a le
believed adequate to absorb probable losses inthieréhe loan portfolio. Management evaluates semdbalance, homogeneous loans suc
consumer and residential mortgage loans for impaitron a collective basis. Larger balance commidaaas are considered impaired when
probable that all amounts due will not be colledtedccordance with the contractual terms of ttelagreement. The measurement of imp.
loans is generally based on the present valuepdagd future cash flows discounted at the histbeéfective interest rate, or upon the fair vi
of the collateral if the loan is collateral depenidéf the recorded investment in the loan excebdsmeasure of fair value, a valuation allow:
is established as a component of the allowanck&orlosses. In addition to the portion of the wloce for loan losses allocated to specific I
and segments of the loan portfolio, the Companydeagloped a component of the allowance based alitafive and environmental factors t
is not applied to specific loan groups. Qualitatigetors are identified by management that relatthé Banks specific profile and influenc
from economic factors including interest rate trendnemployment rates, commercial real estate egceates, inflation, housing sales
energy cost. Other qualitative factors consideredude portfolio growth, credit grade migrationatoto value exceptions and account off
tenure at the Bank. In December 2006, the fedeankipng regulators released an Interagency PoliayeStent on the Allowance for Loan
Lease Losses, and related Questions and Answefgoounting for Loan and Lease Losses. The Compasydvaluated the guidance in
Interagency Policy Statement and has made appéicaibiancements to our processes for determininglimuvance for loan losses effective a
year end 2007. While management believes thae# tle best information available to establishaif@vance for loan losses, future adjustm
to the allowance may be necessary and resultsevhtipns could be adversely affected if circumstandiffer substantially from the assumpti
used in making the determinations. Furthermore)emtie Company believes the allowance for loandsdsas been established in confor
with generally accepted accounting principles, éhean be no assurance that regulators, in reviewirgloan portfolio, will not requil
adjustments to the allowance for loan losses. lditih, because future events affecting borrowerd eollateral cannot be predicted v
certainty, there can be no assurance that therexiaiowance for loan losses is adequate or tieases will not be necessary should the qi
of any loans deteriorate as a result of the faa@wsussed herein. Any material increase in th@aehce for loan losses may adversely affec
Company’s financial condition and results of opierz.

Premises and Equipmer

Land is carried at cost. Premises and equipmenstated at cost less accumulated depreciation arudtization. Depreciation is calculated
the straightine method over the estimated useful lives of dssets which are 11 to 30 years for buildings anad 3 years for furniture ai
equipment. Leasehold improvements are amortized thesterms of the respective leases or the esinaseful lives of the improvemer
whichever is shorter. Repairs and maintenance @rstcharged to operations as incurred and addittord improvements to premises
equipment are capitalized. Upon sale or retireméetcost and related accumulated depreciationeaneved from the accounts and any gair
losses are reflected in current operations. Lomedlidepreciablessets are evaluated periodically for impairmenemvkvents or changes
circumstances indicate the carrying amount maybeatecoverable.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued)

Foreclosed Assets

Assets acquired through, or in lieu of, foreclosare held for sale and are initially recorded at\alue at the date of foreclosure, establishi
new cost basis. Principal and interest lossesiegistt the time of acquisition of such assets Aeged against the allowance for loan losse:
interest income, respectively. Subsequent to foseok, valuations are periodically performed by agament and the assets are carried
lower of carrying amount or fair value less estietatost to sell. Revenue and expenses from opesatind the impact of any subseq
changes in the carrying value are included in oixpenses.

Goodwill and Other Intangibles

Goodwill represents the excess of the cost of ajuiaition over the fair value of the net assetsuaegl. Other intangible assets repre
purchased intangible assets that can be sepawigtipguished from goodwill. Goodwill impairmentsteng is performed annually or mu
frequently if events or circumstances indicate fdesmpairment. The goodwill impairment test thes been used historically is a compar
of the current market value and the current bodikeraf the consolidated company. In all previouggencluding the annual test conducte
May 2007, the market value exceeded the book v&ldditional tests were conducted at the current yea due to recent declines in the s
price which is typical for financial institutionsationwide that have been affected by slowing ingbenomy and credit issues. In managensent’
opinion, the price of the stock at December 31,72i30not reflective of the current value of the Guamy or the separate value of the acqt
entity. Management believes that the goodwill bab&ethe time of the acquisition continues to prhpealue the acquired company and has
been impaired. No impairment was recorded as dtrekthe testing performed during 2007 or 200Gahgible assets with finite lives inclt
core deposits and other intangibles. Intangiblestassther than goodwill are subject to impairmergting whenever events or change
circumstances indicate that the carrying amount nwybe recoverable. Core deposit intangibles arertized on the straighitre method over
period not to exceed 10 years. Note 7 containgiaddl information regarding goodwill and otherangible assets.

Income Taxes

Deferred tax assets and liabilities are recognipedhe estimated future tax consequences attiibeitep differences between the tax base
assets and liabilities and their carrying amouatsfihancial reporting purposes. These temporafferinces consist primarily of the allowal
for loan losses, differences in the financial stetat and income tax basis in premises and equiparehdifferences in financial statement
income tax basis in accrued liabilities. Deferrar assets and liabilities are measured using ethdaterates in effect for the year in which
temporary differences are expected to be recovarsdttled. Deferred tax assets are reduced byuati@n allowance if it is more likely than 1
that the tax benefits will not be realized.

Derivative Instruments

The Company utilizes derivative instruments, pipadly interest rate swaps and option agreementsjitigate exposure to adverse change
fair value or cash flows of certain assets andilitegs. Under the guidelines of SFAS No. 133, dative financial instruments generally
required to be carried at fair value. Derivativetinments designated in a hedge relationship tigatét exposure to changes in the fair valt
an asset, liability, or firm commitment attributatib a particular risk, such as interest rate i@s&,considered fair value hedges under SFAS
133. Derivative instruments designated in a he@éfgionship to mitigate exposure to variabilityerpected future cash flows, or other type
forecasted transactions, are considered cash fulgéds.

Fair value hedges are accounted for by recordiadah value of the derivative instrument and thi ¥alue related to the risk being hedge
the hedged asset or liability on the balance shéhtcorresponding offsets recorded in the incotagesnent. The adjustment to the hedged
or liability is included in the basis of the hedgtein, while the fair value of the derivative icoeded as a freestanding asset or liability. Ac
cash receipts or payments and related amountsextduring the period on derivatives included imia ¥alue hedge relationship are recorde
adjustments to the income or expense recordedeohdtiged asset or liability. Cash flow hedges acewnted for by recording the fair value
the derivative instrument on the balance sheeithsrea freestanding asset or liability, with aresponding offset recorded in accumulated «
comprehensive income within stockholdeesjuity, net of tax. Amounts are reclassified frootwanulated other comprehensive income tc
income statement in the period or periods the h@dggnsaction affects earnings. Under both the ¥alue and cash flow hedge methi
derivative gains and losses not effective in hegldgiire change in fair value or expected cash flofitke@hedged item are recognized immedi:
in the income statement.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued)
Derivative Instruments (Continued

The Company has utilized interest rate swap anidpigreements to convert a portion of its variable loans to a fixed rate (cash flow hed
and to convert a portion of its fixadte debt to a variable rate (fair value hedgdgrést rate swaps are contracts in which a sefigdavest rat
flows are exchanged over a prescribed period. Dtiemal amount on which the interest payments aset is not exchanged.

Gains and losses from early terminations of deineatare deferred and amortized as yield adjustsnever the shorter of the remaining terr
the hedged asset or liability or the remaining terinthe derivative instrument. Upon dispositionsattliement of the asset or liability be
hedged, deferral accounting is discontinued andgaitys or losses are recognized in income.

The Company does not enter into derivative findnaistruments for speculative or trading purpodes. derivatives that are economic hed
but are not designated as hedging instrumentshenetse do not qualify for hedge accounting treatinall changes in fair value are recogn
in noninterest income during the period of chade net cash settlement on these derivatives isdad in noninterest income.

Per Share Date

Basic net income per share is computed by dividiegincome available to common shareholders byiighted average number of share
common stock outstanding during each period. Diutet income per share reflects the potential idituthat could occur if stock options w
exercised resulting in the issuance of common stbek would then share in the net income of the gamy. Diluted earnings per shart
computed by dividing net income available to comrsbareholders by the weighted average number oéstd common stock, common st
equivalents and other potentially dilutive secestusing the treasury stock method.

Basic and diluted net income per share have bemputed based upon net income as presented in doenganying consolidated statement
operations divided by the weighted average numbeommon shares outstanding or assumed to be ndistpas summarized below:

2007 2006 2005
Weighted average number of common shares us
computing basic net income per sh 17,559,35. 17,566,31 17,825,15.
Effect of dilutive stock option 65,04 191,12: 308,70’
Weighted average number of common shares andwdil
potential common shares used in computing dilutsi
income per shar 17,624,39 17,757,43 18,133,85

For the year ended December 31, 2007, 2006 and, 2@5ncome for determining diluted earnings peare was the same as reportec
income. For the years ended December 31, 2007, 28662005 there were 573,269, 438,203 and 495,p1i6ns, respectively, that we
antidilutive since the exercise price exceededaterage market price for the year. These antigguiommon stock equivalents have t
omitted from the calculation of diluted earnings pleare for their respective years.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued)
Stock-Based Compensation

The Company has certain stooised employee compensation plans, described mllyarf Note 11. Effective January 1, 2006, the Qamy
adopted SFAS 123 (revised 2004), "ShBesed Payment," ("SFAS 123R") using the modifieaspective application method and accordi
did not restate prior period amounts. SFAS 123Riireg recognition of the cost of employee servimxeived in exchange for an awarc
equity instruments in the financial statements dlierperiod the employee is required to performsirices in exchange for the award (ust
the vesting period). SFAS 123R also requires tmepemsation cost for all awards granted after the dhadoption and any unvested awards
remained outstanding as of the date of adoptidretmeasured based on the fair value of the awatheogrant date.

During the first quarter 2005, the Company vestédravested stock options for grants prior to tlde@tion date. The decision to accelerate
vesting of these options, which the Company belieieebe in the best interest of our stockholderss wade primarily to reduce neoast
compensation expenses that would have been recordetlire periods following our application of SEANo. 123R.

Prior to the adoption of SFAS 123R, the Companyuke intrinsic value method as prescribed by ABB2d thus recognized no compenss
expense for options granted to employees with éseprices equal to the fair market value of thenfany's common stock on the date of g
Presented below are the pro forma disclosures bingeeme and earnings per share and other dis@esas if the fair value based metho
accounting under the provisions of SFAS 123 wepdiag.

For Year Endes

12/31/200¢
Net income
As reportec $ 7,67
Add: Total stoc-based employee compensation expe¢
determined under fair value method for all awe
net of related tax effec 96
Deduct: Total stoc-based employee compensation expe¢
determined under fair value method for all awe
net of related tax effects (1,617
Pro forma $ 6,15¢
Basic earnings per sha
As reportec $ 43
Pro forma .35
Diluted earnings per shat
As reportec $ 42
Pro forma .34
Weighted Average Number of Shares Outstan
Basic 17,825,15
Diluted 18,133,85
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued )
Comprehensive Income

Comprehensive income is defined as the change uityeduring a period for noowner transactions and comprises net income anek
comprehensive income. Other comprehensive incogladas revenues, expenses, gains and losses ¢hexcduded from earnings under cur
accounting standards. Components of other compsalemcome for the Company consist of the unredligains and losses, net of taxes, it
Company’s available for sale securities portfolinrealized gains and losses, net of taxes, in ttreganys cash flow hedge instruments, anc
components of changes in net benefit plan liabgithat are not recognized as benefit costs.

Accumulated other comprehensive income at Dece®be2007 and 2006 consists of the following:

2007 2006
(In thousands

Unrealized holding gain (los- investment securities available for s $ 1,265 $ (1,185
Deferred income taxe (48€) 45€
Net unrealized holding gain (los- investment securities available for s 77 (729)
Unrealized holding gai- cash flow hedge instrumer 422 97
Deferred income taxe (162) (37)
Net unrealized holding ga- cash flow hedge instrumer 26C 60
SFAS 158 transition adjustme — (147)
Deferred income taxe — 57
Net SFAS 158 transition adjustme — (90)
Postretirement benefit plans adjustm 5 —
Deferred income taxe (2) —
Net postretirement benefit plans adjustr 3 —
Total accumulated other comprehensive income ( $ 1,04C $ (759)

Segment Reportin

SFAS No. 131, Disclosures about Segments of anrjige and Related Information, requires managenemeport selected financial €
descriptive information about reportable operatsggments. It also establishes standards for reldissdosures about products and serv
geographic areas and major customers. Generadlglodures are required for segments internallytified to evaluate performance and reso
allocation. In all material respects, the Compargperations are entirely within the commercialkiagp segment, and the consolidated finar
statements presented herein reflect the resuttsabsegment. Also, the Company has no foreignatiogrs or customers.

Risk and Uncertainties

In the normal course of its business, the Compacpenters two significant types of risk: econormmd aegulatory. The two primary compone
of economic risk to the Company are credit risk amatket risk. Credit risk is the risk of default tre Banks loan portfolio that results frc
borrowers’failure to make contractually required paymentsridarisk arises principally from interest ratekrisherent in our lending, investir
deposit and borrowing activities.

The Company is subject to the regulations of varigovernment agencies. These regulations may ctsmgiéicantly from period to period. T
Company also undergoes periodic examinations byrélgelatory agencies, which may subject it to fertichanges with respect to a:
valuations, amounts of required loss allowancegparating restrictions resulting from the regulatgudgments based on information avail:
to them at the time of their examination.

Reclassifications



Certain amounts of prior years have been reclasstth conform to current year presentation. Suclassifications had no effect on income
equity.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cotinued)
Recent Accounting Pronouncemen

SFAS No. 157, Fair Value Measurements, defines fair value, establishes a framework for sneiag fair value according to generally acce
accounting principles, and expands disclosures tafafruvalue measurements. This statement estadighfair value hierarchy with the higt
level priority given to a quoted price that is abvsdble for the asset or liability while the leastopity is given to unobservable inputs. ~
Company reports fair value on a limited basis, rmugably for available for sale investment secessitand certain derivative instruments wi
will require compliance with the provisions of SFAS7. SFAS 157 is effective for the Companyinancial statements issued for the
beginning January 1, 2008, with earlier adoptiompged. The Company believes that the adoptioBEAS 157 in 2008 will not have a mate
impact on the consolidated financial statements.

SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities, allows an entity the irrevocable option to eledt fealue
for the initial and subsequent measurement foragefinancial assets and liabilities on a contiactontract basis. Subsequent changes it
value of these financial assets and liabilities lddue recognized in earnings when they occur. SRS 159 requires additional disclost
related to the fair value measurements includethénCompany’s financial statements. This staterepffective for the Compang’financia
statements issued for the years beginning Janua®pd8 with early adoption permitted. The Companil adopt SFAS No. 159 effecti
January 1, 2008. The Company currently presentaindinancial instruments at fair value includiagailable for sale investment securities
certain derivatives. The Company does not curresntiycipate presenting any additional financiatrimsents at fair value upon adoption of
pronouncement which will not have a material impactthe consolidated financial statements.

EITF 06-4 - The Emerging Issues Task Force (EI'gached a consensus at its September 2006 meegjaglirey EITF 06-4 Accounting for
Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements. The scope of EITF 08-is
limited to the recognition of a liability and redat compensation costs for endorsement spliar life insurance policies that provide a bétntel
an employee that extends to postretirement periblistefore, this EITF would not apply to a smldHar life insurance arrangement that prov
a specified benefit to an employee that is limitedhe employee’s active service period with an leygr. This EITF 064 is effective for fisce
years beginning after December 15, 2007, with eadpplication permitted. The Company has adopgtecptovisions of this EITF and does
believe it will have a material effect on the Comya financial position, results of operations ash flows.

EITF 06-5 - The EITF reached a consensus at itseBder 2006 meeting regarding EITF 06-Accounting for Purchases of Life Insurance
Determining the Amount That Could be Realized in Accordance with FASB Technical Bulletin No. 85-5. The scope of EITF 06-is limited to th
determination of net cash surrender value of ailiirance contract in accordance with TechnicdleBo 85-4. This EITF outlines whe
contractual limitations of the policy should be smlered when determining the net realizable valuthe® contract. EITF 0&-is effective fo
fiscal years beginning after December 15, 2006, wérlier application permitted. The Company hadweated this EITF and has determined
it is not applicable.

EITF 06-10 - The Emerging Issues Task Force (Elfgached a consensus at its March 2007 meetingdiegdeI TF 06-10,Accounting for
Collateral Assignment Split-Dollar Life Insurance Agreements (EITF 06-10). EITF 06t0 provides guidance for determining a liabilityr ftne
postretirement benefit obligation as well as redtgm and measurement of the associated asset erahkis of the terms of the collat
assignment agreement. EITF 06-is effective for fiscal years beginning aftercBmber 15, 2007. The Company has evaluated thig Bhfl ha
determined that it is not applicable.

From time to time the FASB issues exposure draftpfoposed statements of financial accountingdsteds. Such exposure drafts are subje
comment from the public, to revisions by the FASEBJ &o final issuance by the FASB as statementsir@ntial accounting standar
Management considers the effect of the proposedrstmts on the consolidated financial statemente@fCompany and monitors the statu
changes to and proposed effective dates of expasafts.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(3) INVESTMENT SECURITIES

The following is a summary of the securities pditfdy major classification at December 31, 200d 2006:

Securities available for sal
U. S. government agenci
Mortgage-backed securitie
Municipals
Other

Securities held to maturit
U. S. government agenci
Mortgage-backed securitie
Municipals

Securities available for sal
U. S. government agenci
Mortgagebacked securitie
Municipals
Other

Securities held to maturit
U. S. government agenci
Mortgage-backed securitie
Municipals

2007
Gross Gross
Unrealized Unrealized
Amortized Cos Gains Losses Fair Value

(Amount in thousands

$ 72,92 1,75¢  $ 5 74,67:
62,78: 42¢€ 50C 62,71(
2,391 5 8 2,38¢
19,761 24 433 19,35
$ 157,85¢ 2,211 $ 94€ 159,12:
$ 58,79¢ 89 $ 41¢ 58,46+
2,197 8 30 2,17¢
8,821 12E 121 8,82F
$ 69,81 222 $ 57C 69,46
2006
Gross Gross
Unrealized Unrealized
Amortized Cos Gains Losses Fair Value
(Amount in thousands

$ 77,94: 502 $ 431 78,10:
72,25¢ 234 1,24¢ 71,24
1,30¢ 9 — 1,312
18,70: — 34C 18,36
$ 170,20t 83t $ 2,02( 169,02:
$ 74,79 5 % 2,23t 72,56:
2,79 5 61 2,73¢
8,887 12¢ 104 8,911
$ 86,47°¢ 136 $ 2,40( 84,21:
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(3) INVESTMENT SECURITIES (Continued)

The following tables show the gross unrealizeddesand fair values for our investments aggregajedabegory and length of time that
individual securities have been in a continuousalized loss position, as of December 31, 2007Reckmber 31, 2006. For available for
securities, the unrealized losses relate to fo&. lJovernment agency bonds, thirteen mortdsgsked securities, four municipal and two o
securities. For held to maturity securities, thesatized losses relate to nine U.S. government@geonds, three mortgadmcked securities a
fifteen municipal securities. All investment seties with unrealized losses are considered by nemagt to be temporarily impaired given
credit ratings on these investment securities aadagemens intent and ability to hold these securities urgtovery. Should the Compe
decide in the future to sell securities in an ulized loss position, or determine that impairmehtany securities is other than tempor
irrespective of a decision to sell, an impairmessiwould be recognized in the period such detextioin is made.

Securities available for sal
U. S. government agenci
Mortgagebacked securitie
Municipals
Other
Total temporarily impaire:

securities

Securities held to maturit
U. S. government agenci
Mortgagebacked securitie
Municipals
Total temporarily impaire:

securities

Securities available for sal
U. S. government agenci
Mortgage-backed securitie
Other
Total temporarily impaire:

securities

Securities held to maturit
U. S. government agenci
Mortgagebacked securitie
Municipals
Total temporarily impaire:

securities

2007
Less than 12 Montt 12 Months or More Total
Unrealized Unrealized Unrealizec
Fair Value losses Fair Value losses Fair Value losses
(Amount in thousands
$ 299 $ 2 $ 3,99¢ $ 3 $ 6,992 $ 5
— — 31,89¢ 50C 31,89¢ 50C
994 8 — — 994 8
— — 732 433 732 433
$ 399: $ 10 $ 36,62: $ 93€ $ 40,61¢ $ 94¢€
$ 99¢ $ 1 3 50,58 $ 418 $ 51,58 $ 41¢
— — 1,55¢ 30 1,55¢ 30
1,04¢ 5 3,077 11€ 4,122 121
$ 2,04, $ 6 $ 55,21¢ $ 564 $ 57,26( $ 57C
2006
Less than 12 Montt 12 Months or More Total
Unrealized Unrealized Unrealizec
Fair Value losses Fair Value losses Fair Value losses
(Amount in thousands
$ 497C $ 31 % 30,54: $ 40C $ 35511 $ 431
5,38¢ 12 37,71« 1,237 43,09¢ 1,24¢
— — 73E 34C 73E 34C
$ 10,35« $ 43 $ 68,99( $ 1977 $ 79,34¢  $ 2,02(
$ 9,65¢ $ 344 % 60,40: $ 1,891 % 70,05¢ $ 2,23¢
46¢€ 2 1,97¢ 59 2,44(C 61
1,89¢ 76 2,59¢ 28 4,497 104
$ 12,02 $ 42z $ 64,97: $ 1,97¢ % 76,99 $ 2,40(C

Page 7:




SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(3) INVESTMENT SECURITIES (Continued)

The amortized cost and fair values of securitieslable for sale and held to maturity at DecemkierZD07 by contractual maturity are shc
below. Actual expected maturities may differ froontractual maturities because issuers may havegheto call or prepay obligation.

Securities Available for Sa Securities Held to Maturit
Amortized Cos Fair Value Amortized Cos Fair Value
(Amount in thousands

Due within one yea $ 9,99¢ $ 10,00 $ 1,87¢ $ 1,87
Due after one but through five ye: 41,05¢ 41,69¢ 38,691 38,57¢
Due after five but through ten yes 25,60: 26,421 24,26¢ 24,17(
Due after ten yeal 6,31¢ 6,192 2,78( 2,667
Mortgage-backed securitie 62,78 62,71( 2,191 2,17¢
Other equity securitie 12,09¢ 12,09¢ —

$ 157,85¢ $ 159,12. $ 69,81: $ 69,46

Securities with carrying values of $23.0 millionda®41.6 million and fair values of $22.8 millionca$40.1 million at December 31, 2007
2006, respectively, were pledged to secure pulgpodits as required by law. Additionally, at Decem®1, 2007, securities with carrying val
and fair values of $45.7 million and $45.9 millisrere pledged to secure the Companlgbrrowings from the FHLB. Securities with carg
values of $116.6 million and fair values of $118nlllion were pledged for other purposes, primatily secure repurchase agreements
derivative positions.

During 2006, the Company sold approximately $87ilian of available for sale government agency amoitgagebacked securities at a loss
$4.2 million and in 2005, the Company sold apprately $11.7 million of available for sale governrhegency securities, at a loss of $
thousand, as part of its asset liability managemaraddition, insignificant amounts of equity setias were sold in 2006 and 2005.

For the years ended December 31, 2007, 2006 art, 20able and nontaxable securities were $11.Bomiand $427 thousand, $11.6 mill
and $367 thousand, and $11.7 million and $399 todisrespectively.

Investments in Equity Securitie

The aggregate of the Compasyost method investments included in other aviildr sale securities totaled $12.1 million and $1million a
December 31, 2007 and 2006, respectively. Thesstments consisted of Federal Home Loan Bank stittkan amortized cost at Decem
31, 2007 of $11.7 million compared to $10.6 millidve prior year and Silverton Bank (formerly ThenBars Bank) stock with an amortized ¢
of $404 thousand which remained unchanged compi@ardte prior year. Because the fair values of thegeity securities are not reac
determinable under SFAS 115, the Company valuestimyestments at cost at December 31, 2007 arégl ZB@ Company also has investm:
in corporate equity securities included in other aldé for sale investments, which are carried atvfalue with unrealized gains and los
included in accumulated other comprehensive incd@uneh securities had an aggregate cost of $7.7omiit December 31, 2007 and 2006
an aggregate fair value of $7.3 million and $7.4iom as of December 31, 2007 and 2006 respectively
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(4) LOANS

Following is a summary of loans at December 31,7280d 2006:

2007 2006

(Amounts in thousand:
Residential mortgage loa $ 318,03¢ $ 258,88!
Commercial mortgage loai 390,94 359,98’
Construction loan 259,74( 211,85¢
Commercial and industrial loal 197,85: 177,70¢
Loans to individual: 21,86 21,38(
Total $ 1,188,431 $ 1,029,81!

Loans are primarily made in the Piedmont area attNGarolina. Real estate loans can be affectetthdygondition of the local real estate mai
Commercial and installment loans can be affectethbyocal economic conditions.

The following is a summary of nonperforming assg¢t®ecember 31, 2007 and 2006:

2007 2006

(Amounts in thousand:
Nonaccrual loan $ 2,05 $ 2,63¢€
Real estate acquired through foreclos 778 89t
Total $ 2,821 $ 3,531

T he recorded investment in loans that were congidieidividually impaired in accordance with SFAS Nd4 at December 31, 2007 and 2
totaled $7.3 million and $3.1 million, respectivekt December 31, 2007 and 2006, the recorded tmes in impaired loans requiring
valuation allowance based on individual analysis$€AS114 guidelines were $4.0 million and $1.2ioml respectively, with a correspond
valuation allowance of $638 thousand and $389 todisNo valuation allowance for the other impai@hs was considered necessary.

The average recorded investment in certain impdiads for the years ended December 31, 2007, 20@$,2005 was approximately $
million, $2.7 million and $4.4 million, respectiyelThe amount of interest income recognized on inkplaloans during the portion of the y
they were considered impaired for 2007, 2006 ar@b2@as $412 thousand, $155 thousand and $80 thdu$he interest income foregone
loans in a nonaccrual status for 2007, 2006 an® 2@ $81 thousand, $108 thousand and $98 thousand.

The Company has granted loans to certain dire@odsexecutive officers of the Company and theiatesl interests. Such loans are mad
substantially the same terms, including interes¢saand collateral, as those prevailing at the tforecomparable transactions with ot
borrowers and, in managemendpinion, do not involve more than the normal n$kollectibility. All loans to directors and exgtive officers o
their interests are submitted to the Board of Doecfor approval. A summary of loans to directarsl their interests follows (amounts
thousands):

Loans to directors and officers as a group (1®etember 31, 200 $ 22,23(
Less exposure to directors no longer on board aebéer 31, 200 (10,769
Plus exposure to directors not on board at Dece®be200€ 6,357
Disbursements during year ended December 31, 17,41¢
Amounts collected during year ended December 3027 20 (13,059
Loans to directors and officers as a group (12D)etember 31, 2007 $ 22,181

At December 31, 2007, the Company had goeroved but unused lines of credit totaling $2illian to executive officers, directors and tt



affiliates.

Page 7




SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(5) ALLOWANCE FOR LOAN LOSSES

An analysis of the allowance for loan losses foBow

2007 2006 2005
(Amounts in thousand:

Balance at beginning of peri $ 13,04 $ 11,78 $ 12,531

Provision for loan losse 2,77 2,51( 95C

Chargt-offs (1,899 (1,559 (1,362)

Recoveries 337 29¢ 151

Net char-offs (1,55%) (1,259 (1,217
Adjustment to allowance for loans acquirec

purchase transactions, net — — (497)

Balance at end of period $ 14,25¢ $ 13,04 $ 11,78¢

During the first quarter of 2005, management cotepl@n extensive review of the allowance for lazssés related to the loan portfolio acql
in the first quarter of 2004 in connection with TBemmunity Bank acquisition. This review was contgdieduring the one year allocation per
and as a result, management determined the all@vandoan losses as recorded in the preliminargipase price allocation should be adju
downward. A purchase price allocation adjustmer$4$1 thousand, less deferred income taxes of $#i@%and was recorded as a reductic
the allowance for loan losses and a reduction ofigall.

(6) PREMISES AND EQUIPMENT

Following is a summary of premises and equipmeiteatember 31, 2007 and 2006:

2007 2006

(Amounts in thousand:
Land $ 9,69¢ $ 9,58:
Buildings and leasehold improveme 29,72¢ 28,85¢
Furniture and equipment 15,80: 15,09:
$ 55,22¢ $ 53,53:
Less accumulated depreciation (16,23’) (13,04)
Total $ 38,997 $ 40,49:

Depreciation and amortization amounting to $3.7iamlin 2007, $3.3 million in 2006 and $3.0 millian 2005, is included in occupancy
equipment expense.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(7) GOODWILL AND OTHER INTANGIBLES

The following is a summary of goodwill and othetaingible assets at December 31, 2007 and 2006r @thegibles assets are included in o
assets in the consolidated balance sheet.

2007 2006

(Amounts in thousand:
Goodwill, beginning of yez $ 49,79: $ 49,79:
Adjustments to preliminary purchase price allocatio — —
Goodwill, end of year $ 49,79: $ 49,79:
Other intangible:- gross 2,621 2,62
Less accumulated amortization 1,207 90€
Other intangibles - net $ 1,42C % 1,721

Amortization expense associated with acquired mitddas amounted to $301 thousand, $362 thousandba6d thousand, for 2007, 2006 .
2005, respectively. The following table presentgvested future amortization expense for other igtales.

Estimated
Amortization Expens

(Amounts in

thousands

For the Years Ended December

2008 $ 26&
2009 26&
2010 21¢
2011 21¢
2012 21¢
Thereafter 23€
$ 1,42(C

(8) DEPOSITS

Time deposits in denominations of $100,000 or meeee approximately $270.3 million and $314.6 milliat December 31, 2007 and 2(
respectively. At December 31, 2007, the schedulatlirities of certificates of deposit are as follows

$100,00C Under
and Ovel $100,00C Total
(Amounts in thousand:

2008 $ 172,74 % 160,69¢ $ 333,43¢
2009 42,29 4,92¢ 47,21¢
2010 31,39: 2,171 33,56:
2011 13,28: 97C 14,25:¢
2012 832 822 1,65¢
Thereafter 9,76~ 1 9,76¢
Total 270,30 $ 169,59: $ 439,89:
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(9) BORROWINGS

The following is a summary of our borrowings at Betber 31. 2007 and 2006:

2007 2006
(Amounts in thousand:
Short-term borrowings
FHLB advance: $ 73,000 $ 55,00(
Federal funds purchas: 22,10( 23,18:
Repurchase agreemel 22,67 14,56¢
$ 117,77 $ 92,74¢
Long-term borrowings
FHLB advance: $ 129,52. $ 122,67t
Term repurchase agreeme 80,00( 15,00(
Jr. subordinated debentu 45,11; 34,87
$ 254,630 $ 172,54¢

At December 31, 2007, the interest rates on thefatiome Loan Bank advances ranged from 0.50%4©656 with a weighted average rat:
4.63%. At the prior year end, the rates ranged f0050% to 5.6175% with a weighted average rate@%. The Company has an available
of credit of $391.6 million with the Federal Homedn Bank for advances. These advances are secyteattp loans with a carrying value

$149.0 million and pledged investment securitiethai market value of $45.9 million.

The Company has also entered into léegn financing through term repurchase agreemeiits warious parties. At December 31, 2007,
interest rates on these term repurchase agreemerit) are variable rate agreements based upon RiB&nge from 2.84% to 5.24%.

Certain of the FHLB advances and the term repuechgseements contain embedded interest rate opBonse of the options are exercisabl
the holder and relate to converting a floating tate fixed rate. Other options are held by thekband relate to reducing the interest rate che
should the reference rate fall below a rate spattiin the agreement. Several of the FHLB advanondsTarm Repurchase Agreements cor

options which allow them to be called prior to thentractual maturity.

The contractual maturities of the Federal Home LBank advances and term repurchase agreementgatber 31, 2007 are as follows:

FHLB Term Repurcha
Advances Agreements

2007 2007

(Amounts in thousand:
Due in 200¢ $ 73,000 $ —
Due in 200¢ 62,00( 10,00(
Due in 201C 25,00( 10,00(
Due in 2011 — 5,00(
Due in 2012 5,00( 20,00(
Thereaftel 37,52 35,00(
$ 202,52: $ 80,00(

In addition to the above advances, the Companylasiorepurchase agreements with outstanding baafck22.7 million and $14.6 million
December 31, 2007 and 2006, respectively, whicrevi@r customer accommodations. Securities sold uageements to repurchase gene
mature within ninety days from the transaction datd are collateralized by U.S. Government Ageraigations. The Company has repurct

lines of credit of $110.0 million from various iftstions, which must be adequately collateralized.

The Company also has lines of credit of $126.0iomlfrom various correspondent banks to purchader& funds on a shotérm basis. Tt

Company had $22.1 million outstanding as of Decertie 2007.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(10) JUNIOR SUBORDINATED DEBENTURES

In November of 2003, Southern Community Capitalstrid (“Trust 1I"), wholly owned by the Company, issued 3,450,000 shafeTrus
Preferred Securities (“Trust Il Securitiesggnerating total proceeds of $34.5 million. Thestil Securities pay distributions at an annuas i@
7.95% and mature on December 31, 2033. The Tr&tdurities began paying quarterly distributionsDatember 31, 2003. The Company
fully and unconditionally guaranteed the obligataof Trust Il. The Trust Il Securities are redeelaah whole or in part at any time af
December 31, 2008. The proceeds from the TruseduBties were utilized to purchase junior suboatid debentures from the Bank unde
same terms and conditions as the Trust || Secsritde have the right to defer payment of interestn@ debentures at any time and from tirr
time for a period not exceeding five years, proditieat no deferral period extends beyond the staitdirities of the debentures. Such deferr
interest payments by the Company will result ireéedal of distribution payments on the relatedstili Securities. Should we defer the payn
of interest on the debentures, the Company wilptezluded from the payment of cash dividends toedt@ders. The principal uses of the
proceeds from the sale of the debentures wereowd® cash for the acquisition of The Community Bao increase our regulatory capital,
to support the growth and operations of our subsydbank. The amount of proceeds we count as Tepltal cannot comprise more than 2
of our core capital elements. Amounts in excegbaif 25% limitation count as Tier 2 supplementapital for regulatory capital purposes.

At December 31, 2007 and 2006, the Company hadamdisg 3.45 million shares of the trust prefersedurities from Trust Il used to purch
related junior subordinated debentures from thekBaiith carrying amounts of $35.1 million and $3#né@lion, respectively.

In June 2007, the Company issued $10.0 milliorulmosdinated debentures as part of a pooled trefeped security. The term of the securit
30 years with a five year call provision. Interisspayable quarterly at LIBOR plus 1.43%. The ppatuse of the net proceeds from the sa
the debentures was to provide additional capital ine Company to fund its operations and contiresgghnsion, and to maintain the Company’
and the Bank’s status as “well capitalized” unagyulatory guidelines.

(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS
401(k) Retirement Plan

The Company maintains a qualified profit sharind @) Plan for employees of age 21 years or oveh @itleast three months of service. Ui
the plan, employees may contribute up to an anmaaimum as determined under the Internal Revenwe Cbhe Bank matches 100% of s
contributions not exceeding 6% of the participamtsmpensation. In addition, the Board of Directoas @uthorize additional discretion
contributions to the plan. The plan provides thapkyees’ contributions are 100% vested at all §raad the Compang’contributions vest
20% each year of participation in the plan. Theemge related to this plan for the years ended Dieeer®l, 2007, 2006 and 2005 tot:
approximately $780 thousand, $761 thousand and $&isand, respectively.

Employment Agreement

The Company has entered into employment agreemsthitsts chief executive officer and certain otleecutive officers to ensure a stable
competent management base. The agreements providewo or thregrear term, but the agreements may annually be dgtefor an addition
year. The agreements provide for benefits as gpelle in the contracts and cannot be terminatethbyBoard of Directors, except for cat
without prejudicing the officerstights to receive certain vested benefits, inclgdaompensation. In the event of a change in comtfdhe
Company, as outlined in the agreements, the aaquiliebe bound to the terms of the contracts.

Termination Agreements
Prior to 2005, the Company entered into terminatigreements with substantially all other employadgch provide for severance pay bent

in the event of a change in control of the Compatjch results in the termination of such employealininished compensation, duties
benefits. As of December 31, 2007, approximateB6 38 the Company’s employees were covered unddr agreements.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continuep
Defined Benefit Pension Plai

The Company also has a noontributory Defined Benefit Pension Plan coverisgbstantially all employees of an acquired banke
Community Bank. This plan was assumed as parteopthichase of The Community Bank in January 20@heBts under the plan are bases
length of service and qualifying compensation dyitime final years of employment. Contributionshe plan are based upon the projected
credit actuarial funding method to comply with fie@ding requirements of the Employee Retiremenoine Security Act. The plan was fro:
effective May 1, 2004. No contribution was requifedthe years ended December 31, 2007, 2006 d6 26@ the Company does not expe:
contribute to the plan in 2008. The changes in fienbligations and plan assets, as well as thedédnstatus, actuarial assumptions
components of net periodic pension cost of the ptadbecember 31 were:

2007 2006 2005
(Amounts in thousand:

Change in Benefit Obligatic

Beginning of yea $ 84t $ 82: $ T7E
Actuarial loss 6 2 25
Service cos — — —
Interest cos 54 53 51
Settlemen — — —
Benefits paid (37) (33 (28)
End of year - Benefit obligations $ 86t $ 84t $ 8232

Change in Fair Value of Plan Ass

Beginning of yea $ 1,171 $ 1,10¢ $ 1,03¢
Benefits paic (37) (33) (28)
Return on assets 82 95 103
End of year - Fair value $ 1,21€  $ 1,171 $ 1,10¢
Funded statu $ 348 $ 326 % 28€
Unrecognized (gain)/loss 2 (9 2
Prepaid pension cost recognized $ 35C $ 317 $ 28€

Actuarial assumptions used in accounting for neibpé& pension cost wer:

Weighted average discount r: 6.5(% 6.5(% 6.5(%
Weighted average rate of increast

compensation leve N/A N/A N/A
Weighted average expected I-term

rate of return on plan asst 7.5(% 7.5(% 7.5(%

Components of Net Periodic Pension Cost (Ben

Service cos $ — % —  $ —
Interest cos 54 53 51
Expected return on plan ass (87) (82 (79
Loss — — —
Amortization of prior service cost — — —
Net periodic pension cost (benefit) $ (33 $ 29 $ (28)
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continued

Defined Benefit Pension Plan (Continuec

The measurement date used for the plan was Dece3tth@007. As of that date, the pension plan hadded status with the fair value of p
assets of $1.2 million in excess of accumulategepted benefit obligations of $868 thousand.

The overall expected long-term rate of return getsassumption is based on: (1) the target aléseation for plan assets, (2) lorigrm capite
markets forecasts for asset classes employed gndc{®e management excess return expectationbeoextent asset classes are act
managed.

Plan assets are invested using allocation guidekseestablished by the Plan. The primary objedsite provide longerm capital appreciatit
through investments in equities and fixed incomeustes. These guidelines ensure risk control bgintaining minimum and maximt
exposure in equity and fixed income/cash equivalpottfolios. The minimum equity and fixed inconash equivalents investment exposu
35% and 25%, respectively. The maximum equity d@reldfincome/cash equivalents investment exposui#% and 65%, respectively. 1
current asset allocation is 63% equity securitied a7% fixed income/cash equivalents securitiedchvimeets the criteria established by
Plan.

Allowable investment types include both U.S. aniinational equity and fixed income funds. The ggoomponent is composed of comr
stocks, convertible notes and bonds, convertibédepred stocks and ADR’of non U.S. companies as well as various mutwadig, includin
government and corporate bonds, large to mid cyeygrowth and world/international equity fundsdandex funds. The fixed income/ci
equivalents component is composed of money matkeds, commercial paper, certificates of deposi§.government and agency securi
corporate notes and bonds, preferred stock and fii@me securities of foreign governments and @@tons.

The plan's weighted-average asset allocations egeer 31, 2007, by asset category are as follows.

Asset category

U.S. equity 57%
International blen: 6
Fixed income and cash equivale 37

Estimated future benefits payments are shown bélothousands):

Year Pension Benefi
2008 39
2009 39
2010 38
2011 38
2012 39
201:-2017 273

Supplemental Retiremer

The Company during 2001 implemented a wgodifying supplemental statement plan for certk@y executive and senior officers. ~
Company has purchased life insurance policies empétticipating officers in order to provide futdftending of benefit payments. Benefits \
accrue during employment based upon the performahdee underlying life insurance policies both idgremployment and after retireme
Such benefits will continue to accrue and be paidughout each participastlife assuming satisfactory performance of thediog life
insurance policies. The plan also provides for payhof death or disability benefits in the evenaaticipating officer becomes permane
disabled or dies prior to attainment of retiremagé. Provisions of $309 thousand, $166 thousandb@md thousand in 2007, 2006 and 2!
respectively, were expensed for future benefitedqrovided under this plan. The accrued liabilélated to this plan was approximately ¢
million and $963 thousand as of December 31, 20072906, respectively.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continued

During 1994, The Community Bank had establisheduaiunded Supplemental Executive Retirement Plarictwis a nonqualified plan tr
provides additional retirement benefits to certadty management personnel. The accrued liabilitgteel to this plan was approximately $
thousand and $1.0 million at December 31, 2007 20Gb, respectively. Total expense for this planregated $46 and $88 thousand for
years ended December 31, 2007 and 2006, respgctivel

The Company adopted Statement of Financial AccognBtandards No. 158, “Employestcounting for Defined Benefit Pension and O
Postretirement Plansgt December 31, 2006. The Statement requires anogerpto recognize the over funded or under fundtdus of
defined benefit postretirement plan as an assilality in its statement of financial position @émo recognize changes in that funded status i
year in which the changes occur through comprekierisicome. As a result of the adoption, the Compagprded an additional minimt
pension liability of $147 thousand and a reducfiwet of tax) in accumulated other comprehensivenme of $90 thousand.

Deferred Compensatio

The Company during 2007 implemented a wodifying deferred compensation plan for certagy kexecutive and senior officers wh
participation in the Company'401(k) plan is limited by Internal Revenue Sesviegulations. Under the plan, participants aréledtto elect t
defer from 1% to 25% of current compensation uhigir normal retirement date. The Bank matches 100%ich contributions not exceed
6% of the participants’ compensation. The plan ples that employees’ contributions are 100% vestedll times and the Compamy’
contributions vest at 20% for each year of servidee expense related to this plan for the year @mkcember 31, 2007 totaled approxime
$33 thousand.

Employee Stock Purchase Ple

On December 19, 2002, the Board approved the oreafi and on February 20, 2003 the Board adopted 2002 Employee Stock Purch
Plan (the “2002 ESPP"An aggregate of 1,000,000 shares of common stodkeofCompany has been reserved for issuance bgahgan
upon exercise of options to be granted from timértee under the 2002 ESPP. The purpose of the HERP is to provide employees of
Company with an opportunity to purchase shareshefdommon stock of the Company in order to encaugployee participation in t
ownership and economic success of the Company.

The 2002 ESPP provides employees of the Companyigheto purchase, annually, shares of the Commangmmon stock at 85% of f
market value. For the 20@806 plan year and beyond, the purchase price%s &Fair value. The number of shares that canurelmsed in ar
calendar year by any individual is limited to tlesder of: (1) shares with a fair market value & #usand; or (2) shares with a fair ma
value of 20% of the individuad’annual compensation. Shares purchased througlo@2ESPP must be held by the employee for one gal
which time the employee is free to dispose of thels

For the years ended December 31, 2007, 2006 arsl 20@ployees of the Company purchased 15,622, 8&50 21,059 shares, respectiv
under the ESPP. In 2007, the shares purchasedgd$PP were purchased on the open market.

Stock Option Plan

During 1997 the Company adopted, with stockholdggraval, the 1997 Incentive Stock Option Plan amel 1997 Nonstatutory Stock Opt
Plan. Both plans were amended in 2000 and in 200k ,stockholder approval, to increase the numbbeshares available for grant. Each of tt
plans makes available options to purchase 875,Rafes of the Company’common stock. During 2002 the Company adopteith, stockholde
approval in 2003, the 2002 Incentive Stock OptidanPwith 350,000 options available and the 2002 statmutory Stock Option Plan w
150,000 options available. During 2006 the Compaaigpted, with shareholder approval, the 2006 Nomsty Stock Option Plan with 150,0
options available. The exercise price of all opignanted to date is the fair value of the Compaogmmon shares on the date of grant.
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(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continuef

Stock Option Plans (Continuec

All options had an initial vesting period of fivears. During the first quarter 2005, the Comparsteatall unvested stock options. As a rest
this decision 623,725 non-vested options were acatdd from their established vesting over a figar period from date of grant to being fi
vested. Stock options granted after December GQ5 2nd stock options granted to advisory board beesnvest over a fivgear period. Al

unexercised options expire ten years after the afageant.

A summary of the Company’s option plans as of andHe years ended December 31, 2007; is as fallows

Outstanding Option

Exercisable Option

Shares
Available for
Future Grant

Weighted

Number
Outstanding

Average
Exercise Pric

Number
Outstanding

Weighted
Average
Exercise Pric

At December 31, 200 475,76: 1,128,47. 8.0¢ 1,058,87. 8.01
Options authorize: — — — — —
Options granted/veste (39,500 39,50( 10.2¢ 32,00( 10.2¢
Options exercise — (263,41 4.4¢ (263,419 4.4¢
Options forfeitec 66,77¢ (66,77¢) 10.01 (66,77¢) 10.01
Options expired 1,001 (1,009 3.4 (1,000 3.45
At December 31, 2007 504,03t 836,78: $ 9.1¢ 759,68! $ 9.1%

The weighted average remaining life of options tautding and options exercisable at December 317 #08.3 years and 5.0 years, respecti
Information pertaining to options outstanding atBrmber 31, 2007 is as follows:

Number of Number of
Options Options
Range of Exercise Pric Qutstanding Exercisable
$3.45- $7.15 188,20t 188,20t
$7.16- $10.10 334,72t 286,42t
$10.11 - $14.64 313,85! 285,05:
Outstanding at end of yea 836,78: 759,68:

The estimated average per share fair value of optigranted, using the Bla&@eholes methodology, together with the assumpticses it
estimating those fair values, are displayed below:

2007 2006 2005
Estimated fair value of options grant $ 3.4C % 331 % 2.8t
Assumptions in estimating average option vall
Risk-free interest rat 4.58% 4.6%% 3.5(%
Dividend yield 1.3(% 1.3%% 1.25%
Volatility 27% 28% 30%
Expected life 7 year: 7 year: 6 year:

The total intrinsic value of options exercised dgrthe years ended December 31, 2007, 2006 andv2@95$1.5 million, $890 thousand and ¢
million, respectively. The aggregate intrinsic valf options outstanding and options exercisabBeatember 31, 2007 and December 31,
was $166 thousand and $2.6 million, respectivelyoADecember 31, 2007, themas $271 thousand of unrecognized compensationrelase
to non-vested shatgased compensation arrangements granted undetaihe Jhat cost is expected to be recognized oweeighted averag
period of 3.2 years.
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(11) EMPLOYEE AND DIRECTOR BENEFIT PLANS (Continueyd
Stock Option Plans (Continuec

Cash received from option exercises under all shased payment arrangements for the years endedribece81, 2007, 2006 and 2005 »
$1.2 million, $680 thousand and $978 thousand,ewspely. The tax benefit realized for tax deductidrom option exercise of the shdrase!
payment arrangements for the years ended DecentheP@7, 2006 and 2005 were $559 thousand, $69sémouand $323 thousa
respectively.

Stock Grants

During 2007 the Company adopted the Southern Cortynéimancial Corporation Restricted Stock PlaneTian initially makes 300,01
shares available to be issued as restricted sfduk.plan is administered by the Compensation Cotamivf the Board of Directors who n
authorize the grant of restricted stock to certairrent directors, officers and employees of thepGmation. The shares vest over a five !
period and are taxable to the recipient when reckafter the vesting period at the current fairkatwalue. During the year, 19,500 shares
granted at a cost of $38 thousand.

(12) LEASES

The Company leases office space and equipment umaferancelable operating leases. Future minimum leagments under these leases
the years ending December 31 are as follows (arsanrhousands):

2008 $ 1,242
2009 78¢
2010 714
2011 47C
2012 347
Thereafter 2,20¢€

$ 5,76¢

Total rental expense for office space under opegdéases was $757 thousand in 2007, $551 thous&@06 and $607 thousand in 2005.
(13) INCOME TAXES
The significant components of the provision forame taxes for the years ended December 31, 2008, &8d 2005 are as follows:

2007 2006 2005
(Amounts in thousand:

Current tax provisiol

Federal $ 4,07¢ $ 2,857 $ 4,04(
State 604 27C 644
4,68: 3,127 4,68<
Deferred tax provision (benefi

Federa (731) (1,070 (42¢)
State (83) (167) (95)
(814) (1,237) (523)

Net provision for income taxes $ 3,86¢ $ 1,89 $ 4,161
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(13) INCOME TAXES (Continued)

The difference between the provision for incomeetagnd the amounts computed by applying the statfederal income tax rate of 34%

income before income taxes is summarized below:

Tax computed at the statutory federal rate

Increase (decrease) resulting frc
State income taxes, net of federal ber
Tax exempt incom
Other permanent differences

Provision for income taxes

2007 2006 2005
(Amounts in thousand:
$ 3,882 $ 2,07C $ 4,02:¢
344 68 387
(43%) (377) (360)
76 12¢ 111
(15) (180) 13€
$ 3,86¢ $ 1,89C $ 4,161

Deferred income taxes reflect the net tax effeétsemporary differences between the carrying ameuiftassets and liabilities for financ
reporting purposes and the amounts used for indampurposes. Significant components of deferrgdgat December 31, 2007 and 2006 a

follows:

Deferred tax assets relating
Allowance for loan losse
Deferred compensatic
Accumulated other comprehensive inca
Derivative financial instrumer
Other

Total deferred tax asse

Deferred tax liabilities relating t
Property and equipme
Loan fees and cos
Core deposit intangibl
Accumulated other comprehensive inca
Prepaid expense
Other
Total deferred tax liabilities
Net recorded deferred tax asset

2007

2006

(Amounts in thousand:

$ 5497 $ 4,91¢
1,31¢ 1,18¢

— 48¢

244 46€

37¢ 352

7,42 7,40¢

(831) (1,009

(672) (639)

(457) (59€6)

(562) —

(307) (253)

(146) (234)

(2,975) (2,720)

$ 445; $ 4,68¢
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(13) INCOME TAXES (Continued)

The Company adopted FIN 48 (“Accounting for Uncietiain Income Taxes”pn January 1, 2007. At the time of adoption, thenfany ha
recorded $100 thousand for potential tax liabsitend an additional $52 thousand for penaltiesiatedest. The Company classifies interest
penalties related to income tax assessments, ifiarigcome tax expense in the consolidated statésnaf financial condition. Tax years 2(
through 2007 are subject to examination by thertraleRevenue Service and the North Carolina Depantnof Revenue. The Company
approximately $67 thousand accrued for paymenttefést and penalties as of December 31, 2007.

A reconciliation of the beginning and ending bakn€ unrecognized tax benefit is as follows:

2007

(Amounts in

thousands
Balance at January 1, 20 $ 10C
Additions based on tax positions related to theenryeat 35
Additions for tax positions of prior yea —
Reductions for tax positions of prior yei —
Settlements —
Balance at December 31, 2007 $ 13E

(14) NON-INTEREST INCOME AND OTHER NON-INTEREST EXENSE

The major components of non-interest income andintanest expense for the years ended Decembei0BY, 2006 and 2005 are set forth in
following tables.

The major components of non-interest income foryhers ended December 31, 2007, 2006 and 200% doHaws:

2007 2006 2005
(Amounts in thousand:
Service charges and fees on deposit accc $ 4931 $ 4,31t $ 3,75t
Presold mortgage loan fees and incc 1,34: 1,20t 1,10¢€
Investment brokerage and trust fi 1,141 78C 88¢
SBIC management fees & incor 2,10: 792 1,211
Gain (loss) on economic hedg 79 (432) (74%)
Net cash settlement on economic hec — (36€) 79
Loss on sale of investment securit — (4,156 (26€)
Other 1,73¢ 1,537 1,104
Total $ 11,33: $ 3,67¢ $ 7,134

Income tax benefits related to losses on salesvefstment securities were $1.5 million for 2006 $h63 thousand for 2005.

The major components of other non-interest expérsthe years ended December 31, 2007, 2006 ansl &@0as follows:

2007 2006 2005
(Amounts in thousand:
Postage, printing and office suppl $ 86 ¢ 84€ $ 85¢
Telephone and communicati 86€ 897 851
Advertising and promotio 1,24t 1,08t 89¢€
Outsourced services fe 762 90t 571
Professional service 1,80¢ 1,47¢ 1,74¢
Other 6,20¢ 4,93: 4,56¢

Total $ 11,75¢ $ 10,141 $ 9,491
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(15) REGULATORY MATTERS

The Bank, as a North Carolina banking corporatinay pay cash dividends to the Company only ouet#ined earnings as determined purs
to North Carolina banking laws. However, regulatagthorities may limit payment of dividends by dmnk when it is determined that s
limitation is in the public interest and is necagda ensure financial soundness of the bank.

The Bank is subject to various regulatory capieuirements administered by federal and state hgnkgencies. Failure to meet minim
capital requirements can initiate certain mandatorgl possibly additional discretionary actions bgulators that, if undertaken, could ha
direct material effect on the Compasyconsolidated financial statements. Under capidaiquacy guidelines and the regulatory framewor
prompt corrective action, the Bank must meet specHpital guidelines that involve gquantitative raei@es of the Bank’ assets, liabilities, a
certain off-balance sheet items as calculated uredgratory accounting practices. The Bangapital amounts and classifications are alscesi
to qualitative judgments by the regulators aboumgonents, risk weightings, and other factors.

Quantitative measures established by regulatioensure capital adequacy require the Bank to maintahimum amounts and ratios,
prescribed by regulations, of total and Tier | talpio riskweighted assets and of Tier | capital to averagetasAs of December 31, 2007
2006, the most recent notification from the FDIGegarized the Bank as well capitalized under tlyilesgory framework for prompt correcti
action. To be categorized as well capitalized,Baek must maintain minimum amounts and ratios,ea$asth in the table below. There are
conditions or events since that notification thanagement believes have changed the Bank’s catdgfoymation regarding the Barkcapita
and capital ratios is set forth below:

Minimum To Be Well

Minimum For Capital Capitalized Under Prompt
Actual Adequacy Purpose Corrective Action Provisior
Amount Ratio Amount Ratio Amount Ratio

(Amounts in thousand:
As of December 31, 2007

Total Capital (to Ris-Weighted Assets  $ 139,12¢ 10.61% $ 104,90( 80% $ 131,20( 10.0(%
Tier | Capital (to Ris-Weighted Assets 124,87( 9.52% 52,50( 4.00% 78,70( 6.0(%
Tier | Capital (to Average Asset 124,87( 8.3(% 60,20( 4.00% 75,20( 5.0(%

As of December 31, 2006

Total Capital (to Ris-Weighted Assets  $ 127,56° 10.81% $ 93,90( 80% $ 117,30( 10.0(%
Tier | Capital (to Ris-Weighted Assets 114,52° 9.7¢% 46,90( 4.00% 70,40( 6.0(%
Tier | Capital (to Average Asset 114,52° 8.3t% 54,80( 4.00% 68,50( 5.0(%

The Company is also subject to these capital reqents. Information regarding the Company’s cajitel capital ratios is set forth below:

At December 31, 200 At December 31, 200
Actual Actual
Amount Ratio Amount Ratio
(Amounts in thousand:

Total risk-based capital rati $ 150,43: 11.4%  $ 134,07° 11.4(%
Tier 1 risk-based capital rati 135,10° 10.28% 119,97( 10.2(%
Leverage ratic 135,10° 8.9¢% 119,97( 8.7%
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(16) DERIVATIVES
Derivative Financial Instruments

The Company utilizes staralene derivative financial instruments, primarity the form of interest rate swap and option agredspen it:
asset/liability management program. These trar@mastinvolve both credit and market risk. Directdite@xposure is limited to the net differel
between the calculated amounts to be received aif] ip any. Such difference, which representsfievalue of the derivative instruments
reflected on the Company'’s consolidated balancetstes derivative assets and derivative liabilities

The Company is exposed to creditated losses in the event of nonperformance éygtlunterparties to these agreements. The Comgantsots
the credit risk of its financial contracts througtedit approvals, limits and monitoring procedui@sd does not expect any counterparties t
their obligations. The Company deals only with m@igndealers.

Risk Management Policie- Hedging Instruments

The primary focus of the Company'’s asset/liabiitgnagement program is to monitor the sensitivitthefCompanys net portfolio value and r
income under varying interest rate scenarios te &&ps to control its risks. On a quarterly bakis,Company simulates the net portfolio v
and net income expected to be earned for a pevitmMing the date of simulation. The simulatiorbesed on a projection of market interest |
at varying levels and estimates the impact of sualket rates on the levels of interest-earningtassed interesbearing liabilities during tt
measurement period. Based upon the outcome ofrthdation analysis, the Company considers the fiskegvatives as a means of reducing
volatility of net portfolio value and projected riatome within certain ranges of projected chariggaterest rates. The Company evaluate:
effectiveness of entering into any derivative iastent agreement by measuring the cost of such @emgnt in relation to the reduction in
portfolio value and net income volatility within @ssumed range of interest rates. The Companydrtasrcderivative financial instruments t
have been designated as hedges under SFAS 133aandther derivative financial instruments usede@momic hedges but have not
currently qualified by the Company for hedge act¢mgntreatment.

The fair value of the Company’s derivative assets labilities and their related notional amourgtsummarized below.
December 31, 200 December 31, 200

Fair Value Notional Amount Fair Value Notional Amount
(Amounts in thousand:

Fair value hedge
Interest rate swaps associa
with borrowing activities $ (490 $ 20,000 $ (695) $ 20,00(

Interest rate swaps associa
with deposit taking activitie 66 40,50( (1,059 90,50(

Cash flow hedge
Interest rate options associa
with lending activities 427 25,00( 22€ 25,00(

Derivatives not designated as accounting he
Interest rate options associa
with lending activities 7 50,00( 4 50,00(

Derivatives not designated as accounting he
Interest rate options associa
with borrowing activities 33 10,00( — —

$ 39 $ 145500 $ (151) $ 185,50(
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(16) DERIVATIVES (Continued)

Certain derivative liabilities were collateralizbyg securities, which are held by the counterpartinsafekeeping by third parties. The fair vi
of these securities at December 31, 2007 was $Bi0m

Certain interest rate swap agreements were teredrint2003 prior to maturity and the resulting gaivere recognized over the original live:
the agreements. Gains recognized with respecosethgreements for the year ended December 31v28@5$219 thousand.

As part of our banking activities, the Company origes certain residential loans and commits theees for sale. The commitments to origit
residential loans and the sales commitments aestinading derivative instruments and are genefafiged within 90 days. The fair value
these commitments was not significant at DecemheB07.

Interest Rate Risk Managemer Cash Flow Hedging Instruments

To mitigate exposure to variability in expectedufiet cash flows resulting from changes in interats, management may enter into interes
swap and option agreements. At December 31, 26@7Company had interest rate option agreementptbaide for payments to the Compi
in the event interest rates increase or decreaseealy below levels provided in the agreementsDétember 31, 2007, one such agreemen
designated as a cash flow hedge, and three of dwsements were not designated as hedges und& EB3A The gains and losses from ¢
hedges not designated as cash flow hedges arenieedgn noninterest income in the line item net cash settldnaeid change in fair value
economic hedges. At December 31, 2006, one sucteamgmt was designated as a cash flow hedge, andfttveese agreements were
designated as hedges under SFAS 133.

Interest Rate Risk Managemel- Fair Value Hedging Instruments

As part of interest rate risk management, the Comdeom time to time has entered into interest satap agreements to convert certain fixed-
rate obligations to floating rates. At December 3107 and 2006, the Company had interest rate sgagements related to fixedte obligation
that provide for the Company to pay floating anderee fixed interest payments, certain of which baeén designated as a fair value he
under SFAS 133, others of which were not designatedair value hedges. The gains (losses) from suehest rate swaps that were
designated as accounting hedges are recognizeshiimterest income in the line item net cash settleéna@id change in fair value of econol
hedges. The interest rate swap related to the-fiaedTrust Preferred Securities (the Trust Il Skies) has been designated as a fair value h
Due to certain differences between the terms ofd#te and the terms of the swap, the Company lsesssd and evaluated hedge effective
of the swap under the “long-hautiethod since its inception. Effective July 31, 208&tain of the interest rate swap agreements tosednver
brokered CD liabilities to floating rates were dggited as fair value hedges. Prior to designatdiaia value hedges, the change in the fair \
of the interest rate swap agreements were inclidedninterest income. Subsequent to the desigmatsofair value hedges, the changes i
fair value of the interest rate swap and the changehe fair value of the hedged CD are includeddninterest income. The difference betw
the changes in the fair values of the interestsat@ps and the related CDs represents hedge itieffieess. The amount of hedge ineffective
related to the interest rate swap agreements iadlid income for the year ended December 31, 20@i72006 was $12 thousand and
thousand, respectively. The amount of ineffectigsnia 2005 related to the Trust Preferred Secaritias insignificant. The Company curre
has no fair value hedges for which hedge effectigeris evaluated using the “short-cut” method.

(17) OFF-BALANCE SHEET RISK, COMMITMENTS AND CONTINGENCIES

The Company is a party to financial instrumentshvaff-balance sheet risk in the normal course of busitesseet the financing needs of
customers. These financial instruments include citments to extend credit and standby letters oflitr@hose instruments involve, to vary
degrees, elements of credit and interest rateimiskcess of the amount recognized in the balaheets. The contract or notional amount
those instruments reflect the extent of involveméet Company has in particular classes of finanosttuments. The Company uses the ¢
credit policies in making commitments and condiéibobligations as it does for on-balance sheetunsénts.

Commitments to extend credit are agreements to teral customer as long as there is no violatiorarfditions established in the contr
Commitments generally have fixed expiration datesother termination clauses and may require paynoénd fee. Since some of i
commitments are expected to expire without beingwdr upon, the total commitment amounts do not resgdg represent future ce
requirements. The Company evaluates each custogredgworthiness on a case-by-case basis.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(17) OFF-BALANCE SHEET RISK, COMMITMENTS AND CONTINGENCIES (Continued)

The amount of collateral obtained, if deemed neargdsy the Company, upon extension of credit issdasn managemestcredit evaluation
the borrower. Collateral obtained varies but majude real estate, stocks, bonds and certificdtdeosit.

A summary of the contract amount of the Companyjsosure to offbalance sheet risk as of December 31, 2007 and i2G@6follows (amoun
in thousands):

2007 2006
Financial instruments whose contract amounts reptesedit risk
Loan commitments and undisbursed lines of ci $ 313,83¢ % 224,04!
Undisbursed standby letters of cre 7,48¢ 11,84¢
Undisbursed portion of construction loe 98,14¢ 103,79°

The Company is a party to legal proceedings anémial claims arising in the normal conduct of Ioesis. Management believes that
litigation is not material to the financial positior results of operations of the Company.

(18) DISCLOSURES ABOUT FAIR VALUES OF FINANCIAL INSRUMENTS

Financial instruments include cash and due fromkbafederal funds sold, investment securities, $pdankewned life insurance, depc
accounts and other borrowings, accrued interestdanidatives. Fair value estimates are made ataifsp moment in time, based on relev
market information and information about the finah@nstrument. These estimates do not reflecteynium or discount that could result fr
offering for sale at one time the Compasgntire holdings of a particular financial instremh Because no active market readily exists
portion of the Company’ financial instruments, fair value estimates aaeel on judgments regarding future expected logsrence, curre
economic conditions, risk characteristics of vasidmancial instruments and other factors. Thesineses are subjective in nature and inv:
uncertainties and matters of significant judgment,aherefore, cannot be determined with precis@hmanges in assumptions could significa
affect the estimates.

The following methods and assumptions were usezbtinate the fair value of each class of finanitiatruments for which it is practicable
estimate that value:

Cash and due from banks, federal funds sold andextinterest-bearing deposits

The carrying amounts for cash and due from bardderfl funds sold and other interbstring deposits approximate fair ve
because of the short maturities of those instrusaent

Investment securities

Fair value for investment securities equals quoatetdket price if such information is available. Ifgaoted market price is r
available, fair value is estimated using quotedkmprices for similar securities.

Loans

For certain homogeneous categories of loans, ssichsidential mortgages, fair value is estimateédguthe quoted market pric
for securities backed by similar loans, adjusted differences in loan characteristics. The fairueabf other types of loans
estimated by discounting the future cash flows gighme current rates at which similar loans wouldniiede to borrowers wi
similar credit ratings and for the same remainirggurities.

Investment in bank-owned life insurance

The carrying value of bankwned life insurance approximates fair value beedbis investment is carried at cash surrendere,
as determined by the insurer.
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(18) DISCLOSURES ABOUT FAIR VALUES OF FINANCIAL INSRUMENTS (Continued)
Deposits

The fair value of demand deposits is the amounapleyon demand at the reporting date. The fairevafittime deposits is estima
based on discounting expected cash flows usingaties currently offered for deposits of similar eéning maturities.

Borrowings

The fair values are based on discounting expeast flows at the current interest rate for debhvilie same or similar remaini
maturities and collateral requirements.

Accrued interest
The carrying amounts of accrued interest approarfeit value.

Derivative financial instruments
Fair values for interest rate swap and option agesgs are based upon the amounts required to gettieontracts. Fair values
commitments to originate loans held for sale argedaon fees currently charged to enter into sindgreements. Fair values
fixed-rate commitments also consider the differelpetveen current levels of interest rates and timenaitted rates.

Financial instruments with off-balance sheet risk

With regard to financial instruments with di&lance sheet risk discussed in Note 17, it irextticable to estimate the fair valut
future financing commitments.

The carrying amounts and estimated fair valueshefGompanys financial instruments, none of which are held tfading purposes, are
follows at December 31, 2007 and 2006:

2007 2006

Carrying Estimated Carrying Estimated
amount fair value amount fair value

(Amounts in thousand:

Financial asset:

Cash and due from ban $ 31,908 $ 31,90: $ 29,16( $ 29,16(
Federal funds sold and other inte-bearing deposit 2,25( 2,25( 783 783
Investment securities available for s 159,12: 159,12: 169,02: 169,02:
Investment securities held to matutr 69,81: 69,46¢ 86,47 84,21:
Loans, ne 1,174,18! 1,187,95. 1,020,37: 1,011,00:
Investment in life insuranc 16,82« 16,82¢ 16,15« 16,15¢
Accrued interest receivab 8,00¢ 8,00¢ 8,217 8,217
Financial liabilities:
Deposits 1,045,23 1,044,58: 1,024,58. 1,022,71
Shor-term borrowings 117,77. 117,77. 92,74¢ 92,74¢
Long-term borrowings 254,63: 244,03¢ 172,54¢ 174,17.
Accrued interest payab 3,51¢ 3,51¢ 4,31¢ 4,31¢

Or-balance sheet derivative financial instrume
Interest rate swap and option agreeme
(Assets) Liabilities, ne (39 (39 1,517 1,517
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2007, 2006 and 2005

(19) PARENT COMPANY FINANCIAL DATA

Southern Community Financial Corporation's condérsdance sheets as of December 31, 2007 and 2@D#sarelated condensed statem

of operations and cash flows for each of the yiatise three-year period ended December 31, 2083 fellows:

Assets:
Cash and due from ban
Investment in subsidiar
Investment securities available for s
Other assets

Liabilities:
Junior subordinated debentul
Other liabilities

Stockholders' equit
Common stocl
Retained earning

Condensed Balance Sheets
December 31, 2007 and 2006
(Amounts in thousands)

Accumulated other comprehensive income (loss)

Equity in income of subsidiarie
Interest incomt

Other income

Interest expens

Other expens

Income tax benefit

2007 2006
$ 7,79t 3,332
178,17: 166,28¢
782 91t
817 641
Total asse! $ 187,56 171,17
$ 45,15¢ 34,87:
74 79
Total liabilities 45,23( 34,95:
119,10: 119,61¢
22,19¢ 17,36¢
1,04( (759)
Total stockholders' equi 142,33¢ 136,22!
Total liablilites and stockholders' equ $ 187,56¢ 171,17
Condensed Statements of Operations
Years Ended December 31, 20802006 and 2005
(Amounts in thousands)
2007 2006 2005
$ 9,93t $ 6,21¢€ 9,61¢
16 15C 144
70 70 64
(3,189 (2,740 (2,37¢)
(513 (543 (747)
1,22¢ 1,04¢ 97z
Net income $ 7,55¢ % 4,19¢ 7,678
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SOUTHERN COMMUNITY FINANCIAL CORPORATION AND SUBSIDAR Y

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2007, 2006 and 2005

(19) PARENT COMPANY FINANCIAL DATA (Continued)

Condensed Statements of Cash Flows
Years Ended December 31, 2002006 and 2005

(Amounts in thousands)

2007 2006 2005

Operating activities
Net income $ 7,55¢ 4,19¢ $ 7,67¢
Equity in income of subsidiarie (9,936 (6,216 (9,615
Amortization of debt issuance co: 51 51 51
(Increase) decrease in other assets 13¢€ 59€ 3,80¢
Net cash provided (used) by operating activ (2,199 (1,377 1,91¢

Investing activities
Cash dividend from subsidia — — 50C
Purchase of investmer — (550 (40)
Proceeds from maturities and calls of investments — — 12€
Net cash provided (used) by investing activ — (550) 58€

Financing activities
Proceeds from issuance of l-term debi 10,00( — —
Net proceeds from issuance of common s! 1,737 74¢ 1,46t
Cost of shares repurchas (2,357 (3,682 (4,277
Cash dividend paid (2,729 (2,376 (3,74%)
Net cash provided (used) by financing activ 6,65¢€ (5,309 (6,559
Net increase (decrease) in Ci 4,46: (7,230 (4,050
Cash, beginning of year 3,33: 10,56: 14,61:
Cash, end of year $ 7,79¢ 3,332 $ 10,56

(20) SUBSEQUENT EVENTS

On January 24, 2008, the Company announced thBoasd of Directors, at its regular meeting on g3, 2008, declared a quarterly ¢
dividend of $0.04 per share on the Company’s comgtock, payable February 29, 2008 to shareholderecord on February 15, 2008.
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Item 9. Changes in and Disagreements with Account&on Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

Southern Community Financial Corporatismhanagement, with the participation of its Chigé&utive Officer and its Chief Financial Offic
has evaluated the effectiveness of the Compadisclosure controls and procedures as of Dece®ibeR007. Based on that evaluation,
Company'’s Chief Executive Officer and Chief Finaidfficer concluded that the Compasydisclosure controls and procedures were effe
as of December 31, 2007.

Management’'s Report On Internal Control Over Finandal Reporting

Management of Southern Community Financial Corponatnd Subsidiary (the “Companyi§ responsible for establishing and maintail
effective internal control over financial reporting defined in Rules 13a-15(f) and 1Bslf) under the Securities Exchange Act of 1934erima
control over financial reporting is a process deeityto provide reasonable assurance regardingetfability of financial reporting and tl
preparation of financial statements for externappsges in accordance with U.S. generally accepteduenting principles.

Under the supervision and with the participationnzdnagement, including the principal executiveceffiand principal financial officer, t
Company conducted an evaluation of the effectiveradsinternal control over financial reporting, imding controls over the preparation
financial statements in accordance with the ingions to the Consolidated Financial Statement8tmk Holding Companies (Form FR 9G),
based on the framework in Internal Contrdintegrated Framework issued by the Committee ofnSpong Organizations of the Tready
Commission. Based on this evaluation under the dwaonk in Internal Control Integrated Framework, management of the Compan
concluded the Company maintained effective inteconaltrol over financial reporting as of Decembey 2107.

Internal control over financial reporting cannobyide absolute assurance of achieving financiabmémy objectives because of its inhe
limitations. Internal control over financial repiog is a process that involves human diligence eomhpliance and is subject to lapse
judgment and breakdowns resulting from human fadudnternal control over financial reporting cdasoabe circumvented by collusion
improper management override. Because of suchdiiits, there is a risk that material misstatememdy not be prevented or detected «
timely basis by internal control over financial ogfing. Also, projections of any evaluation of effieeness to future periods are subject tc
risk that controls may become inadequate becausbasfges in conditions, or that the degree of c@npé with the policies or procedures r
deteriorate.

Management is also responsible for compliance iaitfs and regulations relating to safety and soussiménich are designated by the FDIC
the appropriate federal banking agency. Managemssessed its compliance with these designateddadsegulations relating to safety
soundness and believes that the Company comptied, $ignificant respects, with such laws and wgithe year ended December 31, 2007.

Dixon Hughes PLLC, an independent, registered puddcounting firm, has audited the Compangtnsolidated financial statements as of
for the year ended December 31, 2007 included i;n@hnual report, and has issued an attestatioortrep managemerst’assessment of 1
effectiveness of the Company’s internal controlrdirancial reporting as of December 31, 2007, whcincluded herein.

Changes in Internal Controls over Financial Reporthg

The Company assesses the adequacy of its inteonélot over financial reporting quarterly and entes its controls in response to inte

control assessments and internal and external aanditregulatory recommendations. No such contrbbecements during the quarter er
December 31, 2007 have materially affected, or@asonably likely to materially affect, the Comparipternal control over financial reporting.
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DIXON HUGHESuw
Cerifiad Polfic AStoeriams and ADvsors

Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders
Southern Community Bank & Trust

We have audited Southern Community Financial Caiian and Subsidiary (the “Companys)internal control over financial reporting as
December 31, 2007, based on criteria establishednternal Control-ntegrated Framework issued by the Committee of nSpiang
Organizations of the Treadway Commission. The Camjzgamanagement is responsible for maintaining effedtiternal control over financ
reporting and for its assessment of the effectigena internal control over financial reportingclided in the accompanying Management’
Annual Report on Internal Control Over FinancialpBeing. Our responsibility is to express an opinan the Company's internal control c
financial reporting based on our audit.

We conducted our audit in accordance with the stedglof the Public Company Accounting Oversight ido@nited States). Those stand:
require that we plan and perform the audit to obteasonable assurance about whether effectivenalteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal cortrar financial reporting, assessing the
that a material weakness exists, and testing aatli@ing the design and operating effectivenesstefnal control based on the assessed
Our audit also included, performing such other pthoes as we considered necessary in the circucestawe believe that our audit providt
reasonable basis for our opinion.

A company's internal control over financial repogtis a process designed to provide reasonableaassuregarding the reliability of financ
reporting and the preparation of financial statet®iéor external purposes in accordance with gelyea@icepted accounting principles. Becs
managemeng assessment and our audit were conducted to asbthe reporting requirements of Section 112 efRbaderal Deposit Insurar
Corporation Improvement Act (FDICIA), managemerdssessment and our audit of the Compargternal control over financial reporti
included controls over the preparation of finangttements in accordance with the instructionhéoConsolidated Financial Statements
Bank Holding Companies (form FR ¥-C). A company's internal control over financi@porting includes those policies and procedureis(f)
pertain to the maintenance of records that, inamealsle detail, accurately and fairly reflect thensactions and dispositions of the assets ¢
company; (2) provide reasonable assurance thatacsons are recorded as necessary to permit pitegpanof financial statements in accorde
with generally accepted accounting principles, #mat receipts and expenditures of the company amgbmade only in accordance v
authorizations of management and directors of tirapany; and (3) provide reasonable assurance riegapdevention or timely detection
unauthorized acquisition, use, or disposition ef tbompany's assets that could have a material effiethe financial statements.

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

In our opinion, Southern Community Financial Cogt@n and Subsidiary maintained, in all materiapexcts, effective internal control o
financial reporting as of December 31, 2007, basedriteria established in Internal Contrdirtegrated Framework issued by the Committe
Sponsoring Organizations of the Treadway Commission

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), the consolida
financial statements of Southern Community FindnCiarporation and Subsidiary as of and for the ye@ded December, 31, 2007, and
report dated March 14, 2008, expressed an ungeaiifpinion on those consolidated financial stateémen

We do not express an opinion or any other form sfueance on managemenstatement referring to compliance with designdasds an
regulations related to safety and soundness.

/sl Dixon Hughes PLLC

Raleigh, North Carolina
March 14, 2008
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Item 9B. Other Information
None.

PART III
Item 10. Directors, Executive Officers and Corpora¢ Governance

Incorporated by reference from the Company's défaiproxy statement, to be filed with the Secadtand Exchange Commission with res
to the Annual Meeting of Shareholders to be held/ay 28, 2008.

Item 11. Executive Compensation

Incorporated by reference from the Company's d@fmiproxy statement, to be filed with the Secadtand Exchange Commission with res
to the Annual Meeting of Shareholders to be held/ay 28, 2008.

Item 12. Security Ownership of Certain Beneficial @vners and Management

Incorporated by reference from the Company's d@fmiproxy statement, to be filed with the Secadtand Exchange Commission with res
to the Annual Meeting of Shareholders to be held/ary 28, 2008.

The following table sets forth equity compensaten information at December 31, 2007.

Equity Compensation Plan Information

Item 13. Certain Relationships and Related Transa@ns, and Director Independence

Incorporated by reference from the Company's défeiproxy statement, to be filed with the Secastand Exchange Commission with res

to the Annual Meeting of Shareholders to be held/ay 28, 2008.

Item 14. Principal Accountant Fees and Services

Incorporated by reference from the Company's d@fmiproxy statement, to be filed with the Secadtand Exchange Commission with res

to the Annual Meeting of Shareholders to be held/ay 28, 2008.
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Number of securities
Number of securities | Weighted-average | remaining available for
to be issued upon exercise price of future issuance under
exercised of outstanding equity compensation
outstanding options | options, warrants | plans (excluding securitieg
Plan Category warrants and rights and rights reflected in column (a))
(a) (b) (c)
Equity compensation plans approved by securityédrsld
Stock Option Plans 836,78 $9.19 504,038
Employee Stock Purchase Plan 15,29 $8.96 909,168
Equity compensation plans not approved by sechotglers N/A N/A N/A
Total 852,07, $9.19 1,413,206



PART IV
Iltem 15. Exhibits, Financial Statement Schedules

(@)(1) Financial Statements. The following finahsi@tements and supplementary data are includidrm8 of this report.

Financial Statements Form 10-K Page
Report of Independent Registered Public Accourfiing 57
Consolidated Balance Sheets as of December 31,&002006 58
Consolidated Statements of Operations for the ye@ded December 31, 2007, 2006 and 2005 59
Consolidated Statements of Comprehensive Incomthéoyears ended December 31, 2007, 2006 and 2005 60
Consolidated Statements of Changes in Stockholdeysity for the years ended December 31, 2007, 20@62005 61
Consolidated Statements of Cash Flows for the yeaded December 31, 2007, 2006 and 2005 62-63
Notes to Consolidated Financial Statemg 64-92

(@)(2) Financial Statement Schedules. All appliediancial statement schedules required under IBégn S-X have been included in t
Notes to the Consolidated Financial Stateme

(2)(3) Exhibits. The exhibits required by Item GffIRegulation S-K are listed below.
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Exhibit No.

Description

Exhibit 3.1:

Exhibit 3.2:

Exhibit 3.3:

Exhibit 4.1:

Exhibit 4.2:

Exhibit 4.3:

Exhibit 10.1:

Exhibit 10.2:

Exhibit 10.3:

Exhibit 10.4:

Exhibit 10.5:

Exhibit 10.6:

Exhibit 10.7:

Exhibit 10.8:

Exhibit 10.9:

Exhibit 10.10:

Exhibit 10.11:

Exhibit 10.12:

Exhibit 10.13:

Articles of Incorporation (incorpordatby reference to Exhibit 3(i) to the Current Repmr Form 8-K dated October 1, 2001)
Bylaws

Amendment to Articles of Incorporation (incorpoiditey reference to Exhibit 3.3 to the Annual Remort~orm 10-K for the
year ended December 31, 2001 (“2001 Annual Report”)

Specimen certificate for Common Stock of Southeem@unity Financial Corporation (incorporated byerehce to Exhibit 4
to the Current Report on Form 8-K dated Octob&0D1)

Form of 7.95% Junior Subordinated Debenture (ino@&ted by reference to Exhibit 4.2 to the RegigiraStatement on Form
S-3 dated September 26, 2003, Registration No.1B®3:67 (the “S-3 Registration Statement”))

Form of Certificate for 7.95% Trust Preferred Séguwf Southern Community Capital Trust Il (incorpted by reference to
Exhibit 4.6 to the S-3 Registration Statement)

1997 Incentive Stock Option Plan of Southern Comitgufinancial Corporation (incorporated by refereno Exhibit 10.1 to

Amendment Number One to the Registration Statemeiorm S-2 datedJanuary 10, 2002, Registration Number 333-74084

(the “Amended S-2 Registration Statement”))

1997 Non-Statutory Stock Option Plan of Southerm@umnity Financial Corporation (incorporated by refece to Exhibit
10.2 to the Amended S-2 Registration Statement)

2002 Incentive Stock Option Plan of Southern Comityufinancial Corporation (incorporated by referenc Exhibit 10.7 to
the Annual Report on Form 10-K for the year endedd@nber 31, 2003 (“2003 Annual Report”))

2002 NonsStatutory Stock Option Plan of Southern CommunityaRcial Corporation (incorporated by referenceEtdnibit
10.8 to the 2003 Annual Report)

Indenture with respect to the Company’.95% Junior Subordinated Debentures (incorparagereference to Exhibit 10.9
the 2003 Annual Report)

Amended and Restated Trust Agreement of Southemnn@mity Capital Trust Il (incorporated by refererioeExhibit 10.10 t
the 2003 Annual Report)

Guarantee Agreement for Southern Community Capitas$t Il (incorporated by reference to Exhibit 1Dtb the 2003 Annu
Report)

Agreement as to Expenses and Liabilities with respe Southern Community Capital Trust 1l (incorpted by reference
Exhibit 10.12 to the 2003 Annual Report)

2002 Employee Stock Purchase Plan (incorporataefieyence to Exhibit 10.13 to the 2003 Annual R8por

The Community Bank Amended and Restated Stock ®fRian for Key Employees (incorporated by referetacExhibit 4.:
to the Registration Statement on Form S-8 dated 29y 2004, Registration Number 333-114997)

2001 Incentive Stock Option Plan of Southern Comitgurinancial Corporation (incorporated by refererto Exhibit 4.2 t
the Registration Statement on Form S-8 dated &%il2004, Registration Number 333-114993)

2001 Stock Option Plan for Directors of Southermf@uwnity Financial Corporation (incorporated by refece to Exhibit 4.
to the Registration Statement on Form S-8 dated 29y 2004, Registration Number 333-114991)

2006 Nonstatutory Stock Option Plan of Southern @amity Financial Corporation (incorporated by refece to Exhibit 4.
to the Registration Statement on Form S-8 datededper 11, 2006, Registration Number 333-138601)



Exhibit 10.14: Employment Agreement with F. Scott Bauer (incorpenleby reference to Exhibit 10.1 to the Quartergp&t on Form 1@
for the quarter ended March 31, 2006 (“2006 Firngafer Form 10-Q"))

Exhibit 10.15: Employment Agreement with Jeff T. Clark (incorpedby reference to Exhibit 10.2 to the 2006 Firsa@er Form 10-Q)
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Exhibit 10.16:

Exhibit 10.17:

Exhibit 10.18:

Exhibit 10.19:

Exhibit 10.20:

Exhibit 10.21:

Exhibit 10.22:

Exhibit 10.23:

Exhibit 10.24:

Exhibit 10.25:

Exhibit 21:

Exhibit 23:

Exhibit 31.1:

Exhibit 31.2:

Exhibit 32:

Amended & Restated Salary Continuation Agreemefft &cott Bauer (incorporated by reference to BxAi.1 to the 2007
First Quarter Form 1-Q)

Amended & Restated Salary Continuation Agreementedf T. Clark (incorporated by reference to Exhil0.2 to the 20C
First Quarter Form 10-Q)

Employment Agreement with James C. Monroe, Jr.

Amendment Number One to Employment Agreement witBdott Bauer (incorporated by reference to ExHibitl to the 20C
Third Quarter Form 10-Q)
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EXHIBIT 10.1 8
EMPLOYMENT AGREEMENT

THIS AGREEMENT is entered into as of April 16, 2007, by and betwS8®UTHERN COMMUNITY BANK AND TRUST , &
North Carolina banking corporation (hereinafteereéd to as th“Bank”) andJAMES C. MONROE of North Carolina (hereinafter referrec
as the “Officer”).

For and in consideration of their mutual promisesyenants and conditions hereinafter set forth, atiter good and valuat
consideration, the receipt and sufficiency of whigneby is acknowledged, the parties agree asafsilo

1. Employment . The Bank agrees to employ the Officer and théc@&ffagrees to accept employment upon the term
conditions stated herein as a Senior Vice Presidfetiite Bank. The Officer shall render such adntiats/e and management services to the |
as are customarily performed by persons situatedsimilar capacity. The Officer shall promote thesiness of the Bank, including being ac
in at least two civic or community organizationsHorsyth County, and perform such other dutiestedl,sfrom time to time, be reasona
assigned by the Chief Executive Officer of the Badkon the request of the Chief Executive Offidtie Officer shall disclose all busin:
activities or commercial pursuits in which Offiderengaged, other than Bank duties.

2. Compensation. The Bank shall pay the Officer during the termtiois Agreement, as compensation for all sen
rendered by him to the Bank, a base salary atateeaf $175,000 per annum, payable in cash notflegsently than monthly. The rate of s
salary shall be reviewed by the Bank not less dftem annually and if increased, shall not be desaré during the term of this Agreement. ¢
rate of salary, or increased rate of salary, ascs® may be, may be further increased from tim@rte in such amounts as the Bank, ir
discretion, may decide. In determining salary iases, the Bank shall compensate the Officer faleases in the cost of living and may
provide for performance or merit increases. Pauditton in the Banls incentive compensation, deferred compensatiatretionary bonu
profit-sharing, retirement and other employee benefitglamd participation in any fringe benefits shalt reduce the salary payable to
Officer under this Paragraph. In the event of ar@geain Control (as defined in Paragraph 10), thigc@fs rate of salary shall be increased
less than five percent annually during the ternthaf Agreement. Any payments made under this Agesgrshall be subject to such deduct
as are required by law or regulation or as maygree to by the Bank and the Officer.

3. Discretionary Bonuses. During the term of this Agreement, the Officealttbe entitled, in an equitable manner witt
other key management personnel of the Bank, to slistretionary bonuses as may be authorized, detland paid by the Bank to |
management employees. No other compensation p\itein this Agreement shall be deemed a substifat the Officers right to suc
discretionary bonuses when and as declared byah&.B

4, Participation in Retirement and Employee Benefit PAns; Fringe Benefits. The Officer shall be entitled to participate
any plan relating to deferred compensation, stqations, stock purchases, pension, thrift, profarghg, group life insurance, medical cover:
disability coverage, education, or other retirenmmémployee benefits that the Bank has adopteshayr, from time to time adopt, for the ben
of its senior officers and for employees generallyhject to the eligibility rules of such plans.

The Officer shall also be entitled to participateany other fringe benefits which are now or maypbbecome applicable to the Baak’
senior officers, including the payment of reasoaadpenses for continuing education to maintairfegggional designations, and any o
benefits which are commensurate with the duties reisgonsibilities to be performed by the Officedeanthis Agreement. Additionally, t
Officer shall be entitled to such vacation and dekve as shall be established under uniform ensglgolicies promulgated by the Bank.
Bank shall reimburse the Officer for all outjobcket reasonable and necessary business expbasélse Officer may incur in connection w
his services on behalf of the Bank.




5. Term . The initial term of employment under this Agreernshall be for the period commencing upon thectiffe date c
this Agreement and ending two calendar years froendffective date of this Agreement. On each amsarg of the effective date of tl
Agreement, the term of this Agreement shall autacally be extended for an additional one year gkheyond the then effective expiration ¢
unless written notice from the Bank or the Officereceived 90 days prior to an anniversary datésady the other that this Agreement shall
be further extended; provided that the Chief Exgeubfficer shall review the Offices’ performance annually and make a specific detextioir
pursuant to such review to renew this Agreemermrpa the 90 days’ notice.

6. Loyalty; Noncompetition .

(a) The Officer shall devote his full efforts and eetbusiness time to the performance of his dutielsrasponsibilities und
this Agreement.

(b) For and in consideration of the agreemerny the parent corporation of the Bank, Southern Community Financial

Corporation, to grant the Officer 10,000 options topurchase shares of its common stock during the tar of this Agreement, or any
renewals thereof, and for a period of two years aftr termination, the Officer agrees he will not, wihin the “Restricted Area,” directly or
indirectly, engage in any business that competestiithe Bank or any of its subsidiaries without theprior written consent of the Bank;
provided, however, that the provisions of this Pargraph shall not apply in the event the Officer's emloyment is unilaterally terminated
by the Bank for Cause, (as such term is defined iRaragraph 8(c) hereof) or in the event the Officeterminates his employment with the
Bank after the occurrence of a “Termination Event” (as such term is defined in Paragraph 10(b) hereofpllowing a “Change of
Control” (as such term is defined in Paragraph 10(ji hereof). The Restricted Area covers the followinglivisible list of territories:
Forsyth, Guilford, Iredell, Rockingham, Stokes, Sury and Yadkin Counties, North Carolina, and within 15 miles of any Bank office
operated during the term of this Agreement. The tweyear restricted period, however, does not includany period of violation or period
of time required for litigation to enforce the Officer's agreement not to compete against the Bank. Wathstanding the foregoing, the
Officer shall be free, without such consent, to puthase or hold as an investment or otherwise, up five percent of the outstanding stock
or other security of any corporation that has its scurities publicly traded on any recognized securi¢s exchange or in any over-the
counter market.

(c) The Officer agrees he will hold in confidence afiokvledge or information of a confidential naturetwiespect to tt
business of the Bank or any subsidiary receivetiibyduring the term of this Agreement and will migéclose or make use of such informa
without the prior written consent of the Bank. T@&icer agrees that he will be liable to the Bamwk &ny damages caused by unauthol
disclosure of such information. Upon terminatiorhid employment, the Officer agrees to returnetiords or copies thereof of the Bank or
subsidiary in his possession or under his contvhich relate to the activities of the Bank or anpsidiary.

(d) The Officer acknowledges that it would not be poskle to ascertain the amount of monetary damages ihe event of
a breach by the Officer under the provisions of tts Paragraph 6. The Officer agrees that, in the evérwf a breach of this Paragraph 6,
injunctive relief enforcing the terms of this Paragaph 6 is an appropriate remedy. If the scope of anrestriction contained in this
Paragraph 6 is determined to be too broad by any ewt of competent jurisdiction, then such restriction shall be enforced to the maximur
extent permitted by law and the Officer consents tht the scope of this restriction may be modified jdicially.

7. Standards . The Officer shall perform his duties and respbififes under this Agreement in accordance witkth
reasonable standards expected of employees witpa@ile positions in comparable organizations anchay be established from time to t
by the Chief Executive Officer. The Bank will prae the Officer with the working facilities and dtafustomary for similar executives ¢
necessary for him to perform his duties.

8. Termination and Termination Pay .

(a) The Offices employment under this Agreement shall be terrathapon the death of the Officer during the ternthad
Agreement, in which event, the Officeréstate shall be entitled to receive the compiemsdtie the Officer through the last day of theendi
month in which his death shall have occurred améfperiod of one month thereafter.

(b) The Officer's employment under this Agrent may be terminated at any time by the Offigaru60 daysivritten notice
to the Bank. Upon such termination, the Officerlisha entitled to receive compensation throughefiective date of such termination.
(c) The Bank may terminate the Offiee€mployment at any time, but any termination leyBlank, other than termination

Cause, shall not prejudice the Officer’s right tanpensation or




other benefits under this Agreement. The Bank ghralVide written notice specifying the grounds fermination for Cause. The Officer st
have no right to receive compensation or other titsrfer any period after termination for Causermaation for Cause shall include termina
because of the Offices’personal dishonesty, incompetence, willful miskart, breach of fiduciary duty involving personabfit, failure tc
perform stated duties, willful violation of any lawwule, or regulation (other than traffic violat®wor similar offenses) or final cease-atabis
order, or material breach of any provision of thggeement. Notwithstanding such termination, thigaliions under Paragraph 6(c) shall sur
any termination of employment.

(d) Subject to the Bank’s obligations and @féicer’s rights under (i) Title | of the Americans withdabilities Act, 8504 «
the Rehabilitation Act, and the Family and Meditahve Act, and to (ii) the vacation leave, dis&pileave, sick leave and any other le
policies of the Bank, the Officex’employment under this Agreement automaticallyl ffeaterminated in the event the Officer becomissalulec
during the term of this Agreement and it is detewdi by the Bank that the Officer is unable to penféhe essential functions of his job ur
this Agreement for sixty (60) business days or naweang any 12nonth period. Upon any such termination, the Offiskall be entitled 1
receive any compensation the Officer shall haveezhmprior to the date of termination but which ré@maunpaid, and shall be entitled to
payments provided under any disability income mlathe Bank which is applicable to the Officer.

In the event of any disagreement between the Qffine the Bank as to whether the Officer is physiaa mentally incapacitated su
as will result in the termination of the Officerémployment pursuant to this Paragraph 8(d), tiestipn of such incapacity shall be submitte
an impartial physician licensed to practice medicim North Carolina for determination and who vio# selected by mutual agreement ol
Officer and the Bank, or failing such agreement,twg (2) physicians (one (1) of whom shall be silddoy the Bank and the other by
Officer), and such determination of the questioswéh incapacity by such physician or physiciaral d¥e final and binding on the Officer ¢
the Bank. The Bank shall pay the reasonable fedsegpenses of such physician or physicians in nga&imy determination required under
Paragraph 8(d).

9. Additional Regulatory Requirements . Notwithstanding anything contained in this Agreeinemthe contrary, it
understood and agreed that the Bank (or any afudsessors in interest) shall not be required thenaay payment or take any action under
Agreement if:

(a) the Bank is declared by any governmeagehcy having jurisdiction over the Bank (hereigafeferred to asRegulator
Authority”) to be insolvent, in default or operagiim an unsafe or unsound manner; or,
(b) in the opinion of counsel to the Bank, such payneerection (i) would be prohibited by or would \abé any provision

state or federal law applicable to the Bank, inzigdwithout limitation, the Federal Deposit Insaca Act as now in effect or hereafter amen
(i) would be prohibited by or would violate anymigable rules, regulations, orders or statemehfgoticy, whether now existing or herea
promulgated, of any Regulatory Authority, or (djherwise would be prohibited by any Regulatoryauity.

10. Change in Control.

(a) In the event of a termination of the ©fi's employment in connection with, or within tvisfiour (24) months after,
“Change in Control” és defined in Subparagraph (d) below) of the Bathlerothan for Cause (as defined in Paragraph 8)(Officer shall b
entitled to receive the payment set forth in Suageaph (c) below. Said sum shall be payable asgedvn Subparagraph (e) below.

(b) In addition to any rights the Officer might havetesminate this Agreement contained in Paragrapthe3 Officer sha
have the right to terminate this Agreement upondbeurrence of any of the following events (the rfi@ation Events”) within twentyeur
months following a Change in Control of the Bank:

0] Officer is assigned any duties and/or responsibdlithat are inconsistent with or constitute a d@&mootr
reduction in his position, duties, responsibilit@sstatus at the time of the Change in Controlvith his reporting responsibilities
titles with the Bank in effect at such time, redass of Officer's resulting position; or

(i) Officer’s annual base salary rate is reduced below theahamount in effect as of the effective date ofre@t
in Control or as the same shall have been increfasedtime to time following such effective date; o




(i) Officer's life insurance, medical or hospitalization inswwe, disability insurance, stock options plansck
purchase plans, deferred compensation plans, marggeetention plans, retirement plans or similang or benefits being provided

the Bank to the Officer as of the effective datetted Change in Control are reduced in their legsegpe or coverage, or any s

insurance, plans or benefits are eliminated, urdes$ reduction or elimination applies proportiehato all salaried employees of

Bank who participated in such benefits prior tols@hange in Control; or

(iv) Officer is transferred to a location, which is méian 35 miles from his current principal work ltoa withou
the Officer’s express written consent.

A Termination Event shall be deemed to have ocduorethe date such action or event is implementedkes effect.

(c) In the event that the Officer terminates this Agneat pursuant to this Paragraph 10, the Bank wilbbligated to pay
cause to be paid to Officer liquidated damagesimraount equal to two (2) times the Officer’s “baseount”as defined in Section 280G(b)
of the Internal Revenue Code of 1986, as amentied'Gode”).

(d) For the purposes of this Agreement, émmtChange in Control shall mean any of the folluyvevents:

0] After the effective date of this Agreemieany “person” &s such term is defined in Section 7(j)(8)(A) o

Change in Bank Control Act of 1978), directly odirectly, acquires beneficial ownership of votingpck, or acquires benefic

ownership of voting stock, or acquires irrevocaptexies or any combination of voting stock andvoeable proxies, represent

twentyfive percent (25%) or more of any class of votieglgities of the Bank, or acquires control of, imy ananner, the election o

majority of the Board of Directors of the Bank; or

(ii) The Bank consolidates or merges with or into amotborporation, association or entity, or is othse
reorganized, where the Bank is not the survivingaration in such transaction; or
(i) All, or substantially all, of the assets of thenRare sold or otherwise transferred to or are medby any othe

corporation, association or other person, entitgroup.
Notwithstanding the other provisions of this Pasgdr 10, a transaction or event shall not be coreida Change in Control if, prior to
consummation or occurrence of such transactiorvente Officer and Bank agree in writing that thensashall not be treated as a Chanc
Control for purposes of this Agreement.

(e) Such amounts payable pursuant to this ParagraghdlDbe paid, at the option of the Officer, eitireone lump sum or
equal monthly payments following termination ofstigreement.
) Following a Termination Event, which gs/eise to Officers rights hereunder, the Officer shall have tweli/2) (month

from the date of occurrence of the Termination Everterminate this Agreement pursuant to this @aah 10. Any such termination shall
deemed to have occurred only upon delivery to thakB(or to any successor corporation) of writtetiagoof termination that describes
Change in Control and the Termination Event. Ifi€df does not so terminate this Agreement withiohstwelvemonth period, he shi
thereafter have no further rights hereunder wipeet to that Termination Event, but shall retégts, if any, hereunder with respect to
other Termination Event as to which such periodri@sexpired.

(9) It is the intent of the parties hereto that all payts made pursuant to this Agreement be dedudijbtee Bank for feder
income tax purposes and not result in the impasitiban excise tax on the Officer. Notwithstandamything contained in this Agreement to
contrary, any payments to be made to or for theefiieaf the Officer which are deemed to be “paraehpayments’as that term is defined
Section 280G of the Code, shall be modified or ceduto the extent deemed to be necessary by thie Baavoid the imposition of excise ta
on the Officer under Section 4999 of the Code erdisallowance of a deduction to the Bank undeti®@2@80(a) of the Code.

(h) In the event any dispute shall arise between tHeéfand the Bank as to the terms or interpretatibthis Agreemer
including this Paragraph 10, whether instituteddiynal legal proceedings or otherwise, including action taken by the Officer to enforce
terms of this Paragraph 10 or in defending againgtaction taken by the Bank, the Bank shall reirsduhe Officer for all costs and expen
proceedings or actions, in the event the Officewpils in any such action.




11. Successors and Assigns

(a) This Agreement shall inure to the benefit of andlmeling upon any corporate or other successan@Bank which she
acquire, directly or indirectly, by conversion, mer, purchase or otherwise, all or substantiallpfathe assets of the Bank.
(b) Since the Bank is contracting for the unique andq®al skills of the Officer, the Officer shall peecluded from assigni

or delegating his rights or duties hereunder witHst obtaining the written consent of the Bank.

12. Modification; Waiver; Amendments . No provision of this Agreement may be modifiedyived or discharged unle
such waiver, modification or discharge is agreedntavriting, signed by the Officer and on behalf tbe Bank by such officer as may
specifically designated by the Chief Executive €dfi No waiver by either party hereto, at any tiofeany breach by the other party hereto ¢
compliance with, any condition or provision of thAgreement to be performed by such other partyl $f@ldeemed a waiver of similar
dissimilar provisions or conditions at the sameany prior or subsequent time. No amendment ditiad to this Agreement shall be bind
unless in writing and signed by both parties, ekespherein otherwise provided.

13. Applicable Law . This Agreement shall be governed in all respedtether as to validity, construction, capat
performance or otherwise, by the laws of North Gaag except to the extent that federal law shaltleemed to apply.

14. Severability . The provisions of this Agreement shall be deeseerable and the invalidity or unenforceabilityaofy
provision shall not affect the validity or enforbddy of the other provisions hereof.

IN WITNESS WHEREOF , the parties have executed this Agreement aseafldly and year first hereinabove written.

SOUTHERN COMMUNITY BANK AND TRUST

By:/s/ F. Scott Bauer

F. Scott Bauer
Chief Executive Officer

OFFICER

/s James C. Monroe, Jr.

James C. Monroe




EXHIBIT 10.23

AMENDMENT NUMBER ONE TO
SALARY CONTINUATION AGREEMENT

This Amendment Number One is made as of Decemhe2@7, to the Salary Continuation Agreement daedf June 29, 2007 (i
“Agreement”), by and between Southern CommunitylBamd Trust and James C. Monroe.

1. The Agreement is amended by adding a new Pauladrd to read as follows:

“ Suicide or Misstatement.The Bank shall not pay any benefit under this Agreet if the Executive commits suicide within twcaye after th
date of this Agreement or if the Executive makeg material misstatement of fact on any applicattomesume provided to the Bank or on
life insurance application for benefits which debémefits would be payable to the Bank.”

2. No other terms and conditions of the Agreemeataéfected by this Amendment.

IN WITNESS WHEREOF , the parties have executed this Amendment (Sout8@emmunity Bank and Trust by its duly authori
officer) effective as of the day and year firstttem above.

SOUTHERN COMMUNITY BANK AND TRUST

By: /9 F. Scott Bauer

F. Scott Bauer, CEO
OFFICER

/s James C. Monroe, Jr. (SEAL)

James C. Monroe




EXHIBIT 10.24
Addendum A
Southern Community Bank and Trust
Endorsement Split Dollar Agreement

This Endorsement Split Dollar Agreement(this “Agreement”) is entered into as of this 1d#dy of March, 2007 by and between
Southern Community Bank and Trust, a North Caretihartered bank (the “Bank”), and F. Scott Baurerexecutive of the Bank (the
“Executive”). This Agreement shall append the Sphiilar Policy Endorsement entered into on ever therewith or as subsequently amended,
by and between the aforementioned parties.

Whereas, to encourage the Executive to remain an employdiee Bank, the Bank is willing to divide the degatroceeds of a life
insurance policy on the Executive’s life if the Exéve dies while employed by the Bank, and

Whereas, the Bank will pay life insurance premiums from gieneral assets.

Now Therefore, in consideration of the foregoing premises afmogood and valuable consideration, the receigtsaifficiency of
which are hereby acknowledged, the parties hegteeaas follows.

Avrticle 1
General Definitions

Capitalized terms not otherwise defined in thiségment are used herein as defined in the AmendadyS2ontinuation Agreement
dated as of the date of this Agreement betweeB#m& and the Executive. The following terms shalldnthe meanings specified.

11 “ Administrator " means the administrator described in Article 7.

1.2 “ Executive’s Interest” means the benefit set forth in section 2.2.

13 “ Insured ” means the Executive.

1.4 “ Insurer " means each life insurance carrier for which thiera Split Dollar Policy Endorsement attachechie t
Agreement.

15 “ Net Death Proceed$ means the total death proceeds of the Policy mthe cash surrender value.

1.6 “ Policy ” means the specific life insurance policy or p@gissued by the Insurer.

1.7 “ Split Dollar Policy Endorsement” means the form required by the Administratortoe tnsurer to indicate the

Executive’s interest, if any, in a Policy on theeEutive’s life.

Article 2
Policy Ownership/Interests

2.1 Bank Ownership. The Bank is the sole owner of the Policy andldieale the right to exercise all incidents of ovatp.
The Bank shall be the beneficiary of the remairdegth proceeds of the Policy after the Executiirglrest is paid according to section 2.2
below.

2.2 Death Benefit Provided the Executive’s death occurs beforeEtkecutive’s Separation from Service, at the Exeelsi
death the Executive’s beneficiary designated imetance with the Split Dollar Policy Endorsemerslshe entitled to 886 of the Net Death
Proceeds (the “Executive’s Interest”). The ExeaiBhall have the right to designate the beneficdathe Executive’s Interest. The Executive’s
Interest shall be extinguished when the Executi®&paration from Service occurs and the Executiver®ficiary shall be entitled to no benefits
under this Agreement thereafter.

2.3 Option to Purchase Prior to the Executive’s Separation from Servibe, Bank shall not sell, surrender, or transfer
ownership of the Policy while this Agreement isfifect without first giving the Executive or the &outive’s transferee the option to purchase
the Policy for a period of 60 days from writteninetof such intention. The purchase price shahlb@mount equal to the cash surrender vali
the Policy. The option to






purchase the Policy shall lapse if not exercisatiiwi60 days after the date the Bank gives writtetice of the Bank’s intention to sell,
surrender, or transfer ownership of the Policy sTgriovision shall not impair the right of the Baokerminate this Agreement.

2.4 Internal Revenue Code Section 1035 Exchgas. The Executive recognizes and agrees that the Beaykafter this
Agreement is adopted wish to exchange the Polidifeoinsurance on the Executive’s life for anotleentract of life insurance insuring the
Executive’s life. Provided that the Policy is reggd (or intended to be replaced) with a companabliey of life insurance, the Executive agrees
to provide medical information and cooperate witbdical insuranceelated testing required by a prospective inswemfiplementing the Polic
or, if necessary, for modifying or updating to angarable insurer.

Article 3
Premiums
3.1 Premium Payment The Bank shall pay any premiums due on the Policy
3.2 Economic Benefit The Administrator shall annually determine theremmic benefit attributable to the Executive based

on the life insurance premium factor for the Exe@is age multiplied by the aggregate death bempafitable to the Executive’s beneficiary. The
“life insurance premium factor” is the minimum factpplicable under guidance published pursuamtéasury Reg. section 1.61-22(d)(3)(ii) or
any subsequent authority.

3.3 Imputed Income. The Bank shall impute the economic benefit toEkecutive on an annual basis, by adding the
economic benefit to the Executive’'s W-2, or if dpgble, Form 1099.

Article 4
Assignment

The Executive may irrevocably assign without coesation all of the Executive’s interest in the Bgland in this Agreement to any
person, entity, or trust established by the Exgeutir the Executive’s spouse. If the Executivedfars all of the Executive’s interest in the
Policy, then all of the Executive’s interest in thelicy and in the Agreement shall be vested inBkecutive’s transferee, who shall be
substituted as a party hereunder and the Execsitigk have no further interest in this Agreement.

Article 5
Insurer

The Insurer shall be bound by the terms of thecypanly. Any payments the Insurer makes or actibtakes in accordance with the
Policy shall fully discharge it from all claims,i®) and demands of all entities or persons. Tkarer shall not be bound by or be deemed to
notice of the provisions of this Agreement.

Article 6
Claims and Review Procedures

6.1 Claims Procedure Any person or entity who has not received besefitder this Agreement that he or she believes
should be paid (the “claimant”) shall make a cl&mbenefits as follows -

6.1.1 Initiation - Written Claim . The claimant initiates a claim by submitting he tAdministrator a
written claim for the benefits. If the claim relat® the contents of a notice received by the dalrthe claim must be made within 60
days after the notice was received by the claim@hbther claims must be made within 180 daysratte date of the event that caused
the claim to arise. The claim must state with pal#rity the determination desired by the claimant.

6.1.2 Timing of Administrator Response . The Administrator shall respond to the claimaithim 90
days after receiving the claim. If the Administratietermines that special circumstances requiréiaddl time for processing the clai
the Administrator can extend the response periodrbgdditional 90 days by notifying the claimantiriting, before the end of the
initial 90-day period, that an additional periodéguired. The notice of extension must set fdrthdpecial circumstances and the date
by which the Administrator expects to render itsigien.




6.1.3 Notice of Decision . If the Administrator denies part or all of thaich, the Administrator shall
notify the claimant in writing of the denial. ThedAinistrator shall write the notification in a mamrcalculated to be understood by the
claimant. The notification shall set forth -

(a) The specific reasons for the denial,

(b) A reference to the specific provisions of this Agreent on which the denial is based,

(c) A description of any additional information or m@ necessary for the claimant to perfect thensland
an explanation of why it is needed,

(d) An explanation of the Agreemeatfeview procedures and the time limits applicablsuch procedures, &

(e) A statement of the claimant’s right to bring a tadtion under ERISA section 502(a) after an advers

benefit determination on review.

6.2 Review ProcedureIf the Administrator denies part or all of thaich, the claimant shall have the opportunity fdula
and fair review by the Administrator of the den&s, follows -

6.2.1 Initiation - Written Request . To initiate the review, the claimant must filethvthe
Administrator a written request for review withifl 6ays after receiving the Administrator’s noti¢elenial.

6.2.2 Additional Submissions - Information Access. The claimant shall then have the opportunity to
submit written comments, documents, records, ahdranformation relating to the claim. Upon requestl free of charge, the
Administrator shall also provide the claimant ressde access to and copies of all documents, recardl other information relevant
(as defined in applicable ERISA regulations) to¢temant’s claim for benefits.

6.2.3 Considerations on Review . In considering the review, the Administrator $hake into accoul
all materials and information the claimant subméigting to the claim, without regard to whether thformation was submitted or
considered in the initial benefit determination.

6.2.4 Timing of Administrator Response . The Administrator shall respond in writing to ttiaimant
within 60 days after receiving the request for egwilf the Administrator determines that speciatwmstances require additional time
for processing the claim, the Administrator careextthe response period by an additional 60 daywlfying the claimant in writing
before the end of the initial 60-day period thataditional period is required. The notice of esien must set forth the special
circumstances and the date by which the Administ@tpects to render its decision.

6.2.5 Notice of Decision . The Administrator shall notify the claimant initirrg of its decision on
review. The Administrator shall write the notifi@at in a manner calculated to be understood byglienant. The notification shall set
forth -

(a) The specific reasons for the denial,

(b) A reference to the specific provisions of the Agneat on which the denial is based,

(c) A statement that the claimant is entitled to reegiypon request and free of charge, reasonablssatzan
copies of all documents, records, and other inféionaelevant (as defined in applicable ERISA
regulations) to the claimant’s claim for beneféad

(d) A statement of the claimant’s right to bring a tagtion under ERISA section 502(a).

Article 7
Administration of Agreement
7.1 Administrator Duties. This Agreement shall be administered by an Adstiator, which shall consist of the Board or

such committee as the Board shall appoint. The EEkecmay be a member of the Administrator. The Adstrator shall also have the discref
and authority to &) make, amend, interpret, and enforce all apprtpriales and regulations for the administratiothd Agreement andy()
decide or resolve any and all questions, includleypretations of this Agreement, as may ariseoinnection with the Agreement.




7.2 Agents In the administration of this Agreement, the Adisirator may employ agents and delegate to theim su
administrative duties as it sees fit (includingirgthrough a duly appointed representative), aagt from time to time consult with counsel who
may be counsel to the Bank.

7.3 Binding Effect of Decisions The decision or action of the Administrator wiéfspect to any question arising out of or in
connection with the administration, interpretatiand application of this Agreement and the rulesragulations promulgated hereunder shall be
final and conclusive and binding upon all persoangittig any interest in the Agreement.

7.4 Indemnity of Administrator . The Bank shall indemnify and hold harmless thenfmers of the Administrator against any
and all claims, losses, damages, expenses, ditlebarising from any action or failure to actthviespect to this Agreement, except in the case
of willful misconduct by the Administrator or any its members.

7.5 Information. To enable the Administrator to perform its funas, the Bank shall supply full and timely informoatto
the Administrator on all matters relating to théedand circumstances of the retirement, deathepaftion From Service of the Executive, and
such other pertinent information as the Administramhay reasonably require.

Avrticle 8
Miscellaneous

8.1 Amendment and Termination of Agreement This Agreement may be amended or terminatedysbieh written
agreement signed by the Bank and the Executive.edery this Agreement shall terminate upon the forsiccur of (w) the Executive’s
Separation from Servicex() distribution of the death benefit proceeds incrdance with section 2.2 above X termination of the Amended
Salary Continuation Agreement or termination of Executive’s entittlement to Amended Salary ConttrmmAgreement death benefits under
Articles 3 or 5 of the Amended Salary Continuatkgreement, or £) provided the Bank first gives notice to the Ex@aior the Executive’s
transferee of the option, exercisable for a peoib@0 days, to purchase the Policy under secti8ntBe Bank’s sale, surrender, or transfer of
ownership of the Policy.

8.2 Binding Effect. This Agreement shall bind the Executive and thaelBand their beneficiaries, survivors, executors,
administrators, and transferees, and any Policgfizary.

8.3 No Guarantee of EmploymentThis Agreement is not an employment policy ortcact. It does not give the Executive
the right to remain an employee of the Bank norsdbiterfere with the Bank’s right to dischardpe tExecutive. It also does not require the
Executive to remain an employee nor interfere \whth Executive’s right to terminate employment at ame.

8.4 Successors; Binding AgreemenBy an assumption agreement in form and substsaisfactory to the Executive, the
Bank shall require any successor (whether direatdirect, by purchase, merger, consolidation,tbeovise) to all or substantially all of the
business or assets of the Bank to expressly asanthagree to perform this Agreement in the sameneraand to the same extent that the Bank
would be required to perform this Agreement if necession had occurred.

8.5 Applicable Law. This Agreement and all rights hereunder shaljdneerned by and construed according to the lavike
State of North Carolina, except to the extent prgtech by the laws of the United States of America.

8.6 Entire Agreement This Agreement and the Amended Salary Continnatigreement constitute the entire agreement
between the Bank and the Executive concerningubgest matter. No rights are granted to the Exgeutinder this Agreement other than those
specifically set forth.

8.7 Severability. If any provision of this Agreement is held inwhlsuch invalidity shall not affect any other pigh of this
Agreement not held invalid, and each such othevipian shall continue in full force and effect teetfull extent consistent with law. If any
provision of this Agreement is held invalid in patich invalidity shall not affect the remaindettud provision not held invalid, and the
remainder of the provision together with all otpeovisions of this Agreement shall continue in folice and effect to the full extent consistent
with law.

8.8 Headings Headings and subheadings herein are includetySoleconvenience of reference and shall not dffee
meaning or interpretation of any provision of tAigreement.




8.9 Notices All notices, requests, demands and other commatinits hereunder shall be in writing and shall erded to
have been duly given if delivered by hand or maiteitified or registered mail, return receipt resped, with postage prepaid, to the following
addresses or to such other address as eitherrmpaytylesignate by like notice. Unless otherwise ghdrby notice, notice shall be properly
addressed to the Executive if addressed to theeadldif the Executive on the books and recordseoBtnk at the time of the delivery of such
notice, and properly addressed to the Bank if astdre to the board of directors, Southern CommuBatyk and Trust, 4605 Country Club Road,
Winston-Salem, North Carolina 27104.

In Witness Whereof, the Executive and a duly authorized represertatfithe Bank have executed this Agreement aseofittte first
written above.

Executive: Bank :
Southern Community Bank and Trust

/sl F. Scott Bauer By: /s Jeff T. Clark

F. Scott Bauer Jeff T. Clark
Its: President

Agreement to Cooperate with Insurance Underwritinglncident to Internal Revenue Code section 1035 Exelmge

I acknowledge that | have read the Endorsement Bpllar Agreement and agree to be bound by its$eparticularly the covenant on
my part set forth in section 2.5 of the Endorsen@piit Dollar Agreement to provide medical informagit and cooperate with medical insurance-
related testing required by an insurer to issuemaparable insurance policy to cover the benefivigled under this Endorsement Split Dollar

Agreement.

/9 Jeff T. Clark /5 F. Scott Bauer
Witness F. Scott Bauer




EXHIBIT 10.25
Addendum A
Southern Community Bank and Trust
Endorsement Split Dollar Agreement

This Endorsement Split Dollar Agreement(this “Agreement”) is entered into as of this 1d#dy of March, 2007 by and between
Southern Community Bank and Trust, a North Caretihartered bank (the “Bank”), and Jeff T. Clark,executive of the Bank (the
“Executive”). This Agreement shall append the Sphitlar Policy Endorsement entered into on ever therewith or as subsequently amended,
by and between the aforementioned parties.

Whereas, to encourage the Executive to remain an employdiee Bank, the Bank is willing to divide the degatroceeds of a life
insurance policy on the Executive’s life if the Exéve dies while employed by the Bank, and

Whereas, the Bank will pay life insurance premiums from gieneral assets.

Now Therefore, in consideration of the foregoing premises afmogood and valuable consideration, the receigtsaifficiency of
which are hereby acknowledged, the parties hegteeaas follows.

Avrticle 1
General Definitions

Capitalized terms not otherwise defined in thiségment are used herein as defined in the AmendadyS2ontinuation Agreement
dated as of the date of this Agreement betweeB#m& and the Executive. The following terms shalldnthe meanings specified.

11 “ Administrator " means the administrator described in Article 7.

1.2 “ Executive’s Interest” means the benefit set forth in section 2.2.

13 “ Insured ” means the Executive.

1.4 “ Insurer " means each life insurance carrier for which thiera Split Dollar Policy Endorsement attachechie t
Agreement.

15 “ Net Death Proceed$ means the total death proceeds of the Policy mthe cash surrender value.

1.6 “ Policy ” means the specific life insurance policy or p@gissued by the Insurer.

1.7 “ Split Dollar Policy Endorsement” means the form required by the Administratortoe tnsurer to indicate the

Executive’s interest, if any, in a Policy on theeEutive’s life.

Article 2
Policy Ownership/Interests

2.1 Bank Ownership. The Bank is the sole owner of the Policy andldiele the right to exercise all incidents of ovatp.
The Bank shall be the beneficiary of the remairdegth proceeds of the Policy after the Executiirglrest is paid according to section 2.2
below.

2.2 Death Benefit Provided the Executive’s death occurs beforeEtkecutive’s Separation from Service, at the Exeelsi
death the Executive’s beneficiary designated imetance with the Split Dollar Policy Endorsemerslshe entitled to 8%6 of the Net Death
Proceeds (the “Executive’s Interest”). The ExeaiBhall have the right to designate the beneficdathe Executive’s Interest. The Executive’s
Interest shall be extinguished when the Executi®&paration from Service occurs and the Executiver®ficiary shall be entitled to no benefits
under this Agreement thereafter.

2.3 Option to Purchase Prior to the Executive’s Separation from Servibe, Bank shall not sell, surrender, or transfer
ownership of the Policy while this Agreement isfifect without first giving the Executive or the &outive’s transferee the option to purchase
the Policy for a period of 60 days from writteninetof such intention. The purchase price shahlb@mount equal to the cash surrender vali
the Policy. The option to purchase the Policy slaglse if not exercised within 60 days after theedae Bank gives written notice of the






Bank’s intention to sell, surrender, or transfemevship of the Policy. This provision shall not iapthe right of the Bank to terminate this
Agreement.

2.4 Internal Revenue Code Section 1035 Exclgas. The Executive recognizes and agrees that the Beaykafter this
Agreement is adopted wish to exchange the Polidifeoinsurance on the Executive’s life for anotleentract of life insurance insuring the
Executive’s life. Provided that the Policy is reggd (or intended to be replaced) with a companabliey of life insurance, the Executive agrees
to provide medical information and cooperate witbdical insuranceelated testing required by a prospective inswemfiplementing the Polic
or, if necessary, for modifying or updating to angarable insurer.

Article 3
Premiums
3.1 Premium Payment The Bank shall pay any premiums due on the Policy
3.2 Economic Benefit The Administrator shall annually determine theremmic benefit attributable to the Executive based

on the life insurance premium factor for the Exe@is age multiplied by the aggregate death bempafitable to the Executive’s beneficiary. The
“life insurance premium factor” is the minimum factpplicable under guidance published pursuamtéasury Reg. section 1.61-22(d)(3)(ii) or
any subsequent authority.

3.3 Imputed Income. The Bank shall impute the economic benefit toEkecutive on an annual basis, by adding the
economic benefit to the Executive’'s W-2, or if dpgble, Form 1099.

Article 4
Assignment

The Executive may irrevocably assign without coesation all of the Executive’s interest in the Bgland in this Agreement to any
person, entity, or trust established by the Exgeutir the Executive’s spouse. If the Executivedfars all of the Executive’s interest in the
Policy, then all of the Executive’s interest in thelicy and in the Agreement shall be vested inBkecutive’s transferee, who shall be
substituted as a party hereunder and the Execsitigk have no further interest in this Agreement.

Article 5
Insurer

The Insurer shall be bound by the terms of thecypanly. Any payments the Insurer makes or actibtakes in accordance with the
Policy shall fully discharge it from all claims,i®) and demands of all entities or persons. Tkarer shall not be bound by or be deemed to
notice of the provisions of this Agreement.

Article 6
Claims and Review Procedures

6.1 Claims Procedure Any person or entity who has not received besefitder this Agreement that he or she believes
should be paid (the “claimant”) shall make a cl&mbenefits as follows -

6.1.1 Initiation - written claim . The claimant initiates a claim by submitting be tAdministrator a
written claim for the benefits. If the claim relat® the contents of a notice received by the dairthe claim must be made within 60
days after the notice was received by the claim@hbther claims must be made within 180 daysratte date of the event that caused
the claim to arise. The claim must state with pal#rity the determination desired by the claimant.

6.1.2 Timing of Administrator response . The Administrator shall respond to the claimaithim 90
days after receiving the claim. If the Administratietermines that special circumstances requiréiaddl time for processing the clai
the Administrator can extend the response periodrbgdditional 90 days by notifying the claimantiriting, before the end of the
initial 90-day period, that an additional periodéguired. The notice of extension must set fdrthdpecial circumstances and the date
by which the Administrator expects to render itsigien.

6.1.3 Notice of decision . If the Administrator denies part or all of thaioh, the Administrator shall
notify the claimant in writing of the denial. ThedAinistrator shall write the notification in a mamrcalculated to be understood by the
claimant. The notification shall set forth -






(@) The specific reasons for the denial,

(b) A reference to the specific provisions of this Agreent on which the denial is based,

(©) A description of any additional information or m@aénecessary for the claimant to perfect thencland
an explanation of why it is needed,

(d) An explanation of the Agreement’s review proceduned the time limits applicable to such procedures,
and

(e) A statement of the claimant’s right to bring a tadtion under ERISA section 502(a) after an advers

benefit determination on review.

6.2 Review ProcedureIf the Administrator denies part or all of thaich, the claimant shall have the opportunity fdula
and fair review by the Administrator of the den&s, follows -

6.2.1 Initiation - written request . To initiate the review, the claimant must filetlvthe
Administrator a written request for review withifl 6ays after receiving the Administrator’s notidelenial.

6.2.2 Additional submissions - information access. The claimant shall then have the opportunity to
submit written comments, documents, records, ahdrahformation relating to the claim. Upon requastl free of charge, the
Administrator shall also provide the claimant ressue access to and copies of all documents, recardl other information relevant
(as defined in applicable ERISA regulations) to¢t@mant’s claim for benefits.

6.2.3 Considerations on review . In considering the review, the Administrator $hake into accour
all materials and information the claimant subméigting to the claim, without regard to whether thformation was submitted or
considered in the initial benefit determination.

6.2.4 Timing of Administrator response . The Administrator shall respond in writing to ttlaimant
within 60 days after receiving the request for egwilf the Administrator determines that speciat@wmstances require additional time
for processing the claim, the Administrator careextthe response period by an additional 60 day®bfying the claimant in writing
before the end of the initial 60-day period thaeaditional period is required. The notice of esien must set forth the special
circumstances and the date by which the Administ@tpects to render its decision.

6.2.5 Notice of decision . The Administrator shall notify the claimant initamg of its decision on
review. The Administrator shall write the notifi@at in a manner calculated to be understood byglienant. The notification shall set
forth -

€)) The specific reasons for the denial,

(b) A reference to the specific provisions of the Agneat on which the denial is based,

(©) A statement that the claimant is entitled to reegiypon request and free of charge, reasonablssatze
and copies of all documents, records, and otherrimdtion relevant (as defined in applicable ERISA
regulations) to the claimant’s claim for beneféaad

(d) A statement of the claimant’s right to bring a tagtion under ERISA section 502(a).

Article 7
Administration of Agreement
7.1 Administrator Duties. This Agreement shall be administered by an Adstiator, which shall consist of the Board or

such committee as the Board shall appoint. The EEkecmay be a member of the Administrator. The Adstrator shall also have the discref
and authority to &) make, amend, interpret, and enforce all apprtprales and regulations for the administratiothd Agreement andy()
decide or resolve any and all questions, includleypretations of this Agreement, as may ariseoinnection with the Agreement.

7.2 Agents In the administration of this Agreement, the Adisirator may employ agents and delegate to thexm su
administrative duties as it sees fit (includingrmgthrough a duly appointed representative), aagt from time to time consult with counsel who
may be counsel to the Bank.




7.3 Binding Effect of Decisions The decision or action of the Administrator wiéfspect to any question arising out of or in
connection with the administration, interpretatiand application of this Agreement and the rulesragulations promulgated hereunder shall be
final and conclusive and binding upon all persoangittig any interest in the Agreement.

7.4 Indemnity of Administrator . The Bank shall indemnify and hold harmless thenimers of the Administrator against any
and all claims, losses, damages, expenses, ditlebarising from any action or failure to acttivirespect to this Agreement, except in the case
of willful misconduct by the Administrator or any its members.

7.5 Information. To enable the Administrator to perform its funas, the Bank shall supply full and timely informoatto
the Administrator on all matters relating to théedand circumstances of the retirement, deathepaftion From Service of the Executive, and
such other pertinent information as the Administramhay reasonably require.

Avrticle 8
Miscellaneous

8.1 Amendment and Termination of Agreement This Agreement may be amended or terminatedysbieh written
agreement signed by the Bank and the Executive.edery this Agreement shall terminate upon the forsiccur of (w) the Executive’s
Separation from Servicex() distribution of the death benefit proceeds incrdance with section 2.2 above X termination of the Amended
Salary Continuation Agreement or termination of Executive’s entittlement to Amended Salary ConttrmmAgreement death benefits under
Articles 3 or 5 of the Amended Salary Continuatkgreement, or £) provided the Bank first gives notice to the Ex@aior the Executive’s
transferee of the option, exercisable for a peob@0 days, to purchase the Policy under secti8ntBe Bank’s sale, surrender, or transfer of
ownership of the Policy.

8.2 Binding Effect. This Agreement shall bind the Executive and thelBand their beneficiaries, survivors, executors,
administrators, and transferees, and any Policefiary.

8.3 No Guarantee of EmploymentThis Agreement is not an employment policy ortcact. It does not give the Executive
the right to remain an employee of the Bank norsdbiterfere with the Bank’s right to dischardpe tExecutive. It also does not require the
Executive to remain an employee nor interfere whth Executive’s right to terminate employment at time.

8.4 Successors; Binding AgreemenBy an assumption agreement in form and substsaisfactory to the Executive, the
Bank shall require any successor (whether direatdirect, by purchase, merger, consolidation,tbeovise) to all or substantially all of the
business or assets of the Bank to expressly asanchagree to perform this Agreement in the sameneraand to the same extent that the Bank
would be required to perform this Agreement if nesession had occurred.

8.5 Applicable Law. This Agreement and all rights hereunder shaljdneerned by and construed according to the lavike
State of North Carolina, except to the extent prgtech by the laws of the United States of America.

8.6 Entire Agreement This Agreement and the Amended Salary Continnatigreement constitute the entire agreement
between the Bank and the Executive concerningubgest matter. No rights are granted to the Exgeutinder this Agreement other than those
specifically set forth.

8.7 Severability. If any provision of this Agreement is held inwBlsuch invalidity shall not affect any other pion of this
Agreement not held invalid, and each such othevigian shall continue in full force and effect teetfull extent consistent with law. If any
provision of this Agreement is held invalid in patich invalidity shall not affect the remaindettud provision not held invalid, and the
remainder of the provision together with all otpeovisions of this Agreement shall continue in folice and effect to the full extent consistent
with law.

8.8 Headings Headings and subheadings herein are includetygoleconvenience of reference and shall not dffee
meaning or interpretation of any provision of tAgreement.

8.9 Notices All notices, requests, demands and other commatinits hereunder shall be in writing and shall erded to
have been duly given if delivered by hand or maitedtified or registered mail, return




receipt requested, with postage prepaid, to tHeviahg addresses or to such other address as @ieingr may designate by like notice. Unless
otherwise changed by notice, notice shall be ptg@eildressed to the Executive if addressed todkeess of the Executive on the books and
records of the Bank at the time of the delivergwth notice, and properly addressed to the Baa#tdfessed to the board of directors, Southern
Community Bank and Trust, 4605 Country Club Roadhdtén-Salem, North Carolina 27104.

In Witness Whereof, the Executive and a duly authorized represergatiithe Bank have executed this Agreement aseofittte first
written above.

Executive: Bank :
Southern Community Bank and Trust

/sl Jeff T. Clark By: /s/ F. Scott Bauer

Jeff T. Clark F. Scott Bauer
Its: Chief Executive Officer

Agreement to Cooperate with Insurance Underwritinglncident to Internal Revenue Code section 1035 Exelmge

| acknowledge that | have read the Endorsement Bpllar Agreement and agree to be bound by its$eparticularly the covenant on
my part set forth in section 2.4 of the Endorsengpiit Dollar Agreement to provide medical inforneatt and cooperate with medical insurance-
related testing required by an insurer to issueraparable insurance policy to cover the benefivioled under this Endorsement Split Dollar

Agreement.

/5 F. Scott Bauer /9 Jeff T. Clark
Witness Jeff T. Clark




EXHIBIT 21

SUBSIDIARIES

Name

Southern Community Bank and Trust

Southern Community Capital Trust Il

State of Incorporation

North Carolina

Delaware




EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Southern Community Financial Corporation and Subasyd
Winston-Salem, North Carolina

We consent to the incorporation by reference inréugstration statements (Nos. 333-76930, 333-76393-114989, 333-114990, 3334991
333-114992, 333-114993, 333-114997, and 333-13860Horm S-8 and the registration statement (N8-B33038) on Form S-of Souther
Community Financial Corporation and Subsidiary aof ceports dated March 14, 2008, with respect édbnsolidated financial statement:
Southern Community Financial Corporation and Subsjdand the effectiveness of internal control over fiicial reporting,, which repoi
appear in Southern Community Financial Corporatiod Subsidiary’s 2007 Annual Report on Form 10-K.

/sl Dixon Hughes PLLC

Raleigh, North Carolina
March 14, 2008




EXHIBIT 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
Pursuant to Rule 13a-14(a)/15d-14(a)
I, F. Scott Bauer , certify that:

(1) 1 have reviewed this annual report on FormKL6f Southern Community Financial Corporation, artiaCarolina holding company (t
"registrant");

(2) Based on my knowledge, this report does not corgainuntrue statement of a material fact or omistiie a material fact necessar
make the statements made, in light of the circuntgta under which such statements were made, nigtadisg with respect to the per
covered by this report;

(3) Based on my knowledge, the financial statementd, ather financial information included in this refcfairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, angdtf@ periods presented in this report;

(4) The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as de’
in Exchange Act Rules 13a-15(e) and 15d-15(e))iat@ainal controls over financial reporting (as defi in Exchange Act Rules 13&¢f)
and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procedumesawsed such disclosure controls and procedurdse tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known tc
by others within those entities, particularly dgrithe period in which this report is being prepared

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed uni
our supervision, to provide reasonable assurangardeng the reliability of financial reporting artde preparation of financi
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant'slassire controls and procedures and presentedsmeport our conclusions abi
the effectiveness of the disclosure controls ammtguures, as of the end of the period covered lsy réport based on siL
evaluation; and

(d) Disclosed in this report any change in the siegnt’s internal control over financial reportitigat occurred during the registrant’
most recent fiscal quarter that has materiallyci#fe, or is reasonably likely to materially affebie registrans internal control ov
financial reporting; and

(5) The registrant's other certifying officer and | kadisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and thetanumimittee of the registrant's board of directors

(@) All significant deficiencies and material weaknesgethe design or operation of internal controgiofinancial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and refmancial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the registran

internal control over financial reporting.

Date: March 14, 2008
By: /s F. Scott Bauer

F. Scott Bauer
Chairman and Chief Executive Officer




EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
Pursuant to Rule 13a-14(a)/15d-14(a)
I, James Hastings , certify that:

(1) 1 have reviewed this annual report on FormKL6f Southern Community Financial Corporation, artiaCarolina holding company (t
"registrant”);

(2) Based on my knowledge, this report does not corgainuntrue statement of a material fact or omisteie a material fact necessar
make the statements made, in light of the circunt&ta under which such statements were made, nigtadisg with respect to the per
covered by this report;

(3) Based on my knowledge, the financial statementd, @her financial information included in this repdfairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdtf@ periods presented in this report;

(4) The registrant's other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as de’
in Exchange Act Rules 13a-15(e) and 15d-15(e))iat@ainal controls over financial reporting (as defi in Exchange Act Rules 13&¢f)
and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procedumesawsed such disclosure controls and procedurds tdesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known tc
by others within those entities, particularly dgyithe period in which this report is being prepared

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed uni
our supervision, to provide reasonable assurangardeng the reliability of financial reporting artde preparation of financi
statements for external purposes in accordancegeitierally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant'slassire controls and procedures and presentedsmeport our conclusions abi
the effectiveness of the disclosure controls amutguiures, as of the end of the period covered lsy rdport based on st
evaluation; and

(d) Disclosed in this report any change in the segit’s internal control over financial reportitigat occurred during the registrant’

most recent fiscal quarter that has materiallyci#fe, or is reasonably likely to materially affebie registrans internal control ov

financial reporting; and

(5) The registrant's other certifying officer and | kadisclosed, based on our most recent evaluatiomtefnal control over financi
reporting, to the registrant's auditors and thetaumimittee of the registrant's board of directors

(@ All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the registeaability to record, process, summarize and rejgmancial information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the registran

internal control over financial reporting.

Date: March 14, 2008
By: /9 James Hastings

James Hastings
Executive Vice President and Chief Financial Office




EXHIBIT 32
Section 1350 Certifications

Each of the undersigned hereby certifies that,isoknowledge (i) the Form 1K filed by Southern Community Financial Corporatithe
"Issuer”) for the year ended December 31, 200 fidmplies with the requirements of Section 13(a}l5(d) of the Securities Exchange Ac
1934, and(ii) the information contained in that report fairly peats, in all material respects, the financial éiom and results of operations
the Issuer on the dates and for the periods predenerein.

SOUTHERN COMMUNITY FINANCIAL CORPORATION

Date: March 14, 2008
By: /s/ F. Scott Bauer

F. Scott Bauer
Chairman and Chief Executive Officer

Date: March 14, 2008
By: /9/ James Hastings

James Hastings
Executive Vice President and Chief Financial Office




