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From the beginning, we have been determined to build a
bank for the long term. We have advised our investors not to
look for fast returns but to count on solid strategic growth.

Taking the long-term view means building a strong
foundation. In a dozen years, Southern Community has
established an infrastructure that will support our growth
for years to come, a clear and vigorous internal culture, and
an entrepreneurial approach to expanding our business.
As much as anything, our commitment to enduring
relationships has not changed. These strengths, combined
with the excellent reputation built by our employees, remain
the foundation of our efforts every day.

A solid foundation is never more important than when
the winds are raging and the rain is pelting down. Those
forces gathered strength in 2008. To some extent they have
obscured the fundamental health and soundness of our
bank. When the sun comes out - and it will - we expect
Southern Community to be standing strong, better than ever
from having successfully weathered the storm.
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Southern Community Financial Corporation is a financial holding company headquartered in Winston-Salem,
N.C. The corporation’s common stock is listed on the NASDAQ Global Select Market under the symbol SCMF,
and its trust preferred securities are listed under the symbol SCMFO.

The lead subsidiary, Southern Community Bank and Trust, founded in 1996, is a state-chartered bank that
had over $1.8 billion in assets and 22 banking locations in North Carolina as of December 31, 2008.

A full-service financial institution, Southern Community Bank and Trust specializes in serving retail customers,
small and medium-sized businesses and residential homebuilders.

Visit our website at www.smallenoughtocare.com.
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We are underlining our commitment to our employees, to whom we owe
our success and our solid reputation. We have assured them that their jobs
are secure. Below the senior management level, we are making money
available for salary increases based on performance. We have urged our
employees to let their supervisors know if they need help because of a
spouse’s job loss or other catastrophic event.

We have been alert to changes in the competitive environment. There is

no question that many people in our communities have had their faith in
some banks shaken. They feel more comfort with Southern Community,
with people they know and with a solid reputation for integrity and
prudence. We are not waiting for these people to break down our doors

to come to us. We stepped up our efforts to win them as customers in 2008,
giving our employees incentives for building the business and developing
even more competitive products and services. {45)







In many ways, this year put us to the test. Our willingness to stick to our
philosophy of doing what is right was tested. Our insistence on doing right
by our customers - no matter what caused the problem, no matter what else
was on our plate, no matter what others were doing — was tested in 2008.

And at the end of a year of mounting challenges and a steep hill to climb,
we do know what we stand for, and we are still the bank we set out to be.
We firmly believe that when the economy turns and all these obstacles are
behind us, Southern Community will be in a great position for years

to come.

F: Scott Bauer

Chief Executive Officer and Chairman of the Board of Directors

Financial Highlights

In this challenging environment, it is critical that a bank be
sound and have sufficient resources to fortify itself against
the impact of economic headwinds. In particular, a bank’s
overall financial strength is measured by its capital adequacy
and its liquidity.

The following table illustrates Southern Community’s capital strength in
comparison to industry standards:

At December 31, 2008

Actual Minimum Well-Capitalized
Requirements  Requirements

Total risk-based
capital ratio 13.80% 8.00% 10.00%

Tier 1 risk-based
capital ratio 12.40% 4.00% 6.00%

Leverage ratio 10.57% 4.00% 5.00%

The term “liquidity” refers to our ability to generate sufficient
amounts of cash to meet our needs for funding loan originations,
deposit withdrawals, maturities for borrowings, and operating
expenses. We measure our liquidity position by giving
consideration to both on- and off-balance sheet sources of
funds on an ongoing basis. We create balance sheet liquidity
through the use of our investment portfolio and through other
liquid assets, such as due from banks and fed funds sold. At
December 31, 2008, this balance sheet liquidity amounted to
$361.9 million, or 20% of total assets.

In addition, our ability to borrow funds on either a secured
or unsecured basis is of major importance. Our additional
off-balance sheet borrowing capacity is $441.3 million, or 24% of
total assets at December 31, 2008.

We believe our strength in capital and liquidity is critical to allow
Southern Community to operate with safety and soundness
during these unprecedented times.

TARP Demystified

Southern Community received capital from the U.S. Trea-
sury in the initial funding of the TARP Capital Purchase
Program. Unfortunately, the term “bail-out” has become
synonymous with the TARP program. We need to be
clear about this: In receiving $43 million through the
program, we were not “bailed out.” Nor did we need
to be “bailed out.”

The initial TARP program was established to provide
a source of capital for healthy financial institutions
because traditional sources of capital were not available.
The intent was for banks to use this capital to keep the
economy moving and to continue to make loans to

their customers.

Southern Community decided to take part in the program
for those very reasons. Obtaining capital elsewhere had
become more and more challenging, as well as extremely
expensive. We wanted to continue to serve our customers’
borrowing needs. We wanted to protect the bank against

an extended economic downturn.

Most of all, having this infusion of capital means that we
can keep moving forward. It means we have not had to call
a halt to the enhanced products and services we have
been developing to provide customers with better returns
on their savings. It means we can continue to initiate
programs that help home buyers and builders in this

tough housing market.

We are doing our best to help our customers during
these difficult times. This capital ensures we can
continue to do so.

{67}




Keeping Faith

with Our Customers




BettervYet

With home sales dramatically down, we launched a buyer-incentive program. Any
of our builder customers who have built houses that have been on the market at least
)

Buyer Incentive Program

12 months are eligible to participate. We will give a buyer $10,000 toward the purchase

price, no strings attached. “| know there are a lot of builders hurting out there. It's very,

Call for Details Southern -

336-774-2356 COommunity
a

very tough, and builders are having to be creative to keep afloat,” said Don Berrier, owner

of Berrier Construction Co. and a member of Southern Community’s Kernersville, N.C.,

Advisory Board. He appreciates the fact that his bank has also been creative in helping

its customers in the construction industry.

“I saw his eagerness
to help me, and he
became essentially
my partner, which

| is what I wanted

| from a bank.

| Thomas gave me

I the sense that

l he would make

my loan a priority.”

Scott Boyles
enjoys running
his own show.




Working Leaner,
Working Smarter

Unlike our first 22 offices, this one is located
in cyberspace. It encompasses our revamped
and much more functional website,
smallenoughtocare.com, and our online
customer care center, SCB Connect. Staffed
with five bankers, our virtual branch is open
for business from 7:30 a.m. to 7:30 p.m.
Monday to Friday, and from 9 a.m. to 1 p.m.
on Saturdays. Customers can speak with a
banker during those hours, or use online chat
to get answers to their questions.

Customers who live outside our geographic
footprint, and the growing numbers who
simply prefer to conduct their personal
business over the internet, can’t say enough
good things about our newest form of customer
care. Like, “The new website is the most user-
friendly bank site I've ever used. Everyone
I've spoken to so far has been extremely
knowledgeable, helpful, and friendly.” And,
“Your presence on the internet is excellent. It
really helps to have warm and approachable
voices on the other end.” And, “Live online
chat — what a great service feature from such
a small bank!!!”

SCB Connect was just one

of many improvements

we made in 2008 that not
only makes banking more
convenient for customers

but more cost-efficient for the
bank. Not all those initiatives
occurred online. Many were
geared to creating efficiencies
on the ground at our 22
bricks-and-mortar branches.

One such enhancement was the ability
to provide digital account documents to
our employees to save time and avoid a
paper trail.

“Let’s say you're a lender in our Greensboro
office and you made a loan six months ago

We think of it as Branch #23, and it opened in April 2008.

and the borrower comes back with another
request,” says Phil Doerr, Director of
Technology and Operations. “Before you would
have had to call somebody in Winston-Salem
and ask them to pull all the documents and
probably mail them to you. Now you can look
at those documents on your desktop. After a
loan closing, we scan all the documents at our
central operations center, and then they're
available 24/7 to authorized employees.
It saves time for our employees and often
speeds things up for customers.”

Another enhancement in 2008 was branch
data capture. All the transactions that take
place across the teller lines in all of our
offices are scanned at that branch, then
compiled, balanced and submitted to the
Federal Reserve System.

“Formerly there were at least two courier
runs a day to the branches,” Phil said. “We
no longer move that paper to a central
location. As tellers and others in the branch
have downtime during the day, they do the
scanning work. Central operations receives
the information throughout the day.”

Phil and his group listen to
our line-of-business managers
to understand what tasks

are eating up their time

and what they would like

to have automated.

“We have built a process for determining
which areas offer the most opportunity for
improvement. We calculate how much each
initiative would cost to develop and how much
it would cost to implement. Three times a
year, we take those proposals to an executive
committee and they evaluate the proposals
and choose which to implement,” Phil said.

“We're always looking for ways to automate
processes, make people more efficient, and
lower the overall cost of business.”



Better Yet

We're paying close attention to the best and most cost-efficient ways to get

information to all our constituencies — customers, employees, shareholders,
board members, and stock analysts. Now shareholders can elect to receive
proxies online and vote online.They can also reinvest their dividends online.

Since this service was made available, we are now seeing 53% participation

in the Dividend Reinvestment Program. Our transfer agent tells us that's about

twice the participation rate of our peers.

RS

“We have built a process for
_determining which areas
offer the most opportunity

for improvement. We
calculate how much each
initiative would cost to
develop and how much it

_ A would cost to implement.
- Three times a year, we
take those proposals to
an executive committee.”

Phil Doerr
stays on top of
opportunities.




Making The Leap
from Good to Great

As the nation’s biggest financial institutions came to the brink of disaster in
the final months of 2008, Brenda Wood started noticing an upswing in a trend.
People who were opening accounts at Southern Community for the first time
were often switching from those megabanks.

As a teller at the Clemmons branch, Brenda is
in a position to see some of the impact of the
economic downturn firsthand.

And the move from a huge bank to Southern
Community is one she made herself in 2001.
Having been a teller for 10 years, Brenda
became uncomfortable with the direction the
big bank was taking.

“They were going to a 1-800 number for
everything,” she said. “There were a lot of
complaints. The way they were treating
customers made some people so mad I
thought the door would go with them when
they slammed out.”

When she joined Southern Community,
the real commitment to customer service
was obvious.

People who worked at

the bank understood that
something like a misspelling
in a new box of checks could
be a major nuisance, not a
minor glitch, to the person
who ordered the checks.

Employees at Southern Community knew
that even if an outside vendor was responsible
for the mistakes made in issuing a debit card,
it was up to the bank employees to get the
problem resolved as fast and smoothly as
humanly possible.

“We put the customer first,” Brenda says.
“We're trained to be friendly and use our
customers’ names, to be helpful and track
down answers to their questions if we don't

have the answers, and to let them know
something by the end of the day — not to leave
them hanging.”

People like banking where
they are known, Brenda
says. “Customers like to see
someone who is familiar,
and they will often ask to
see the person who helped
them the last time.”

Fast, friendly, flexible service has always been
our hallmark. In 2008, we worked even harder
to seek out customers’ desires and concerns.
We sent thank-you letters to everyone who
opened an account and included a survey.
More than half of those 7,000 customers
completed and returned the surveys — which
also gave them the chance to indicate interest
in any additional bank products and services.
And we compile their compliments each
month and mail them to all employees as
encouragement to keep up the good work.

When we do hear a cause for concern, we
address it head-on. Like the comment from
a member of our board of directors that
customers who use the drive-through service
at our branches may not be getting the real
Southern Community experience. That led
to an initiative involving all of our branch
managers and retail bankers to come up
with a “wow factor.” The result is a customer
appreciation gesture every month at
every branch - coffee, cookies, a flower,
a thank-you note - a token of our very
considerable esteem for the people who
bank with Southern Community.



BettervYet

Jim Collins’ business classic Good to Great: Why Some Companies Make the
Leap...and Others Don’t has been a must-read for our managers. Not surprisingly,
finding our “hedgehog concept” - the one big important thing that makes our
company great — was an easy task. Service is our passion, what we aim to be the
best in the world at, our hedgehog. In 2008, this common focus was articulated

in a company-wide contest to create a mascot. The winner, Harry T. Hedgehog,
now regularly turns up in photographs that document our customer service and

our community service. Harry even has his own MySpace page.
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Going All Out
for Deposits




Better Yet

Within 90 days of its introduction, ME Banking had achieved the income goals
that had been set for the entire first year. But when our new website was
launched a few months later, with the capability of online account opening,

ME Banking really took off. We quickly opened more than 600 accounts online,

some 75% of them from customers outside our geographic footprint. The new
product not only served our purpose of bringing in deposits — over $23 million

in the first six months - but also showed us that our geographic horizons are

much wider than we had envisioned.

“With all thélturmoil in
the industrygthis is an
opportunityfto show what
we can do. Prospects are

ey eXpect
banks.”

Robert Rogers
reaches out to
new customers.




In New Markets,

a Familiar Focus

As we move into the major markets across North Carolina, our emphasis on
building relationships is foremost. We know that long-term success depends
not on the race for the best rates but on the strengths of personal relationships
and a reputation for integrity and service. Often, both our reputation and our
relationships precede us into new territory.

Randall Jones and Jeff Clark were good friends
as undergraduates at N.C. State University. A
lot of their time spent together was knocking
on builders’ doors at construction sites. The
two college students built a small business
in exterior power washing. They purchased
the equipment and trailers, and hired other
students to help with the work.

So it wasn’t surprising that Mr. Jones was
eager to back his college friend in another
entrepreneurial venture. As he tells it, he
was visiting his hometown of Winston-Salem
about a dozen years ago, and he went to lunch
with Jeff Clark.

“He told me he was going to be a principal in
a start-up bank. I made a contribution,” Mr.
Jones remembered.

“Once you know someone’s
work ethic and background,
it’s not a leap of faith. It’s a
given,” he said.

While Jeff Clark was on his way to becoming
president of  Southern Community,
Randall Jones had gone on from college
to start his own business, Enpuricon, an
environmental remediation contracting
company. Headquartered in the Triangle,
Enpuricon grew to have a second office in
Charlotte and to employ some 100 people
during peak times of the year.

Soon after Southern Community entered the
Raleigh market, Randall Jones switched his
personal accounts and his business accounts

to the bank. It wasn’t a matter of loyalty to his
old fraternity brother.

“We hadbeen with another financial institution
for 22 years, and switching was a substantial
endeavor,” he said.

The big bank just hadn’t seemed to care much
about his business. When his accounts were
assigned to a new manager, as happened quite
frequently, he got the word via email. A year
and more would go by without a call to see
how things were going and whether the bank
could serve him better.

“That’s not the way I'm used to conducting
business. That's not how Enpuricon works
with our customers,” he said.

“The personal touch sets Southern Community
apart even in Raleigh’s tough competitive
environment,” Mr. Jones said. He appreciates
the friendly and excellent service he
receives from Southern Community in every
encounter, but he would not have made the
move if it hadn’t made great financial sense.

“Southern Community is
extremely competitive. There
were financial advantages as
well,” he said. “I look at it as
a win-win.”



In Raleigh to the east, as in Asheville in the western part of North Carolina, Southern

Community has moved in gradually, establishing a customer base before setting up

the kind of regional office you'd expect from a bank. And in both new markets, we've

taken our time finding just the right location before buying land and beginning

construction. In 2009, the two new regional offices will open.

Randall Jones, who is a member of the Raleigh Advisory Board, says he is extremely excited. “The location has a high volume
of traffic and a great mix of commercial and residential development. The ability to have that branch enhances all the bank’s

strengths,” he said. “This will catapult Southern Community to the forefront.”
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Don G. Angell
Director Emeritus

oard of Directors

Self-Employed,

Farming

Board Committees: Nominating &
Compensation; Corporate Governance;
Audit; Loan; Executive

Retired,
The Pleasants Group
Board Committees: Audit; Investment

President,

Gallins Foods, Inc.

Lead Director

Board Committees: Audit; Loan; Trust; Executive

Co-Owner/Vice President,

CB Development Company, Inc.

Vice Chairman of the Board

Board Committees: Executive; Nominating &
Compensation; Corporate Governance; Loan

Attorney-at-Law

Board Committees: Nominating &
Compensation; Corporate Governance;
Investment; Trust

Chairman of the Board
CEO, Southern Community Financial Corporation

President and CEO,

Airtech International

Board Committees: Nominating & Compensation;
Corporate Governance; Audit

Professor of Orthopedic Surgery,
Wake Forest Medical Center

Board Committees: Executive; Nominating & Compensation;

Corporate Governance; Investment

President and CEQ,
Coldwell Banker Triad Realtors
Board Committees: Loan; Trust

Retired,
The Community Bank
Board Committees: Investment; Loan; Trust

Retired,

RJ Reynolds Tobacco Holdings, Inc.

(now Reynolds American, Inc.)

Board Committees: Nominating & Compensation;
Corporate Governance; Audit
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Financial Summary

Report of Independent Registered Public Accounting Firm

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

We have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of Southern Community
Financial Corporation and Subsidiary as of December 31,
2008 and 2007, and the related consolidated statements of
operations, comprehensive income, changes in stockholders’
equity, and cash flows for each of the years in the three-year
period ended December 31, 2008, (not presented herein);
and in our report dated March 16, 2009, we expressed
an unqualified opinion on those consolidated financial
statements. The accompanying condensed consolidated
financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion
on the information set forth in the condensed consolidated
financial statements in relation to the consolidated financial
statements from which it has been derived.

Inouropinion, the information set forth in the accompanying
condensed consolidated balance sheets as of December 31,
2008 and 2007, and the related condensed consolidated
statements of operations for each of the years in the three-
year period ended December 31, 2008, is fairly stated, in all
material respects, in relation to the consolidated financial
statements from which it has been derived.

Raleigh, North Carolina
March 16, 2009



Consolidated Financial Highlights

Southern Community Financial Corporation and Subsidiary
(Dollars in thousands, except per-share data)

2008 2007 2006
Operating Results I N
Net Income Available to Common Shareholders $5,669 $7,554 $4,198
Net Income Per Common Share:
Basic 0.33 0.43 0.24
Diluted 0.33 0.43 0.24
Operating Ratios
Return on Average Assets 0.34% 0.50% 0.31%
Return on Average Equity 4.02% 5.45% 3.11%
Net Interest Margin 2.99% 3.19% 3.30%
Non-Interest Income to Total Revenue 19.21% 20.57% 8.28%
Efficiency Ratio 71.65% 74.23% 80.64%
Dividend Payout 48.48% 36.05% 56.26%
Asset Qualit I S
Non-Performing Assets to Total Assets 1.12% 0.18% 0.25%
Net Charge-0Offs to Average Loans 0.28% 0.14% 0.13%
Allowance for Loan Losses to:
Period End Loans 1.43% 1.20% 1.26%
Non-Performing Loans 131% 695% 495%
Capital ] ]
Tier 1 Leverage 10.57% 8.96% 8.73%
Tier 1 Risk-Based 12.46% 10.28% 10.20%
Total Risk-Based 13.80% 11.44% 11.40%
Per Share of Common Stock I
Price for Year:
High $7.89 $10.97 $11.09
Low 2.11 6.25 8.76
Close 3.51 8.53 10.08
Tangible Book Value 5.75 5.24 4.84
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Condensed Consolidated
Statements of Operations

Southern Community Financial Corporation and Subsidiary
(Dollars in thousands, except per-share data)

2008 2007 2006

Interest Income
Loans $82,125 $86,673 $73,492
Investment securities available for sale 12,378 8,819 8,529
Investment securities held to maturity 2,184 3,208 3,390
Federal funds sold 55 208 109

Total Interest Income 96,742 98,908 85,520
Interest Expense I R
Money Market, NOW and savings deposits 11,412 15,499 10,552
Time Deposits 23,236 23,024 22,867
Borrowings 14,634 16,618 11,379

Total Interest Expense 49,282 55,141 44,798

Net Interest Income 47,460 43,767 40,722
Provision for Loan Losses 8.165 2,775 2,510

Net Interest Income After

Provision for Loan Losses 39,295 40,992 38,212
Non-Interest Income 11,282 11,331 3.678
Non-Interest Expense I N .
Salaries and employee benefits 22,038 yAWAL: 18,826
Occupancy and equipment 1,679 7,928 6,835
Other 12,372 11,754 10141

Total Non-Interest Expense 42,089 40,900 35,802

Income Before Income Taxes 8,488 11,423 6,088
Income Tax Expense 2,634 3,869 1,890
Net Income 5,854 $7,554 $4,198
Effective dividend on preferred stock 185 = =
Net income available to common shareholders $5,669 $7,554 $4,198
Per Common Shar I I
Net income

Basic $0.33 $0.43 $0.24

Diluted 0.33 0.43 0.24

www.smallenoughtocare.com




Condensed
Consolidated Balance Sheets

Southern Community Financial Corporation and Subsidiary
(Dollars in thousands)

2008 2007
Assets
Cash and due from banks $25,215 $31,905
Federal Funds Sold and Other Interest-Bearing Deposits 2,180 2,250
Investment securities
Available for sale, at fair value 229,223 159,121
Held to maturity, at amortized cost 35,231 69,812
Loans held for sale 316 1,929
Loans 1,314,811 1,188,438
Allowance for loan losses (18,851) (14,258)
Net Loans 1,295,960 1,174,180
Premises and equipment 40,030 38,997
Goodwill 49,501 49,792
Other assets 56,122 41,196
Total Assets $1,803,778 $1,569,182
Liabilities I
Deposits
Demand $102,048 $109,895
Money Market, NOW and Savings 475,772 495,448
Certificates of Deposit 655,292 439,894
Total Deposits 1,233,112 1,045,237
Short-term borrowings 145,197 117,772
Long-term debt 228,016 254,633
Other liabilities 9,743 9,201
Total Liabilities 1,616,068 1,426,843
Stockholders’ Equity I

Cumulative preferred stock (Series A), no par value,

1,000,000 shares authorized; issued and outstanding

42,750 shares at December 31, 2008 40,690 =
Common Stock, no par value, 30,000,000 shares

authorized; 16,769,675 and 17,399,882 shares issued and

outstanding in 2008 and 2007, respectively 119,054 119,101
Retained earnings 24,901 22,198
Accumulated other comprehensive income 3,065 1,040

Total Stockholders’ Equity 187,710 142,339

Total Liabilities and
Stockholders’ Equity $1,803,778 $1,569,182
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Selected -
Portfolio Compositions

Loan Portfolio Composition

Residential Mortgage 20%

Commercial & Industrial 22%

Consumer 2%

Construction &
Commercial Mortgage 28% Land Development 28%

Approximately 56% Floating Rate

Investment Portfolio Composition

Municipals 3%

Corporate/Other 3%
Mortgage-Backed Securities* 62%

Agencies 32%

Total Dollars = Approximately

$325 million
* All Agency Securities Average Yield = 4.91%
Municipals = Investment Grade or Better % of Assets = 18.0%

Deposit Portfolio Composition

$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000

=

$400,000
$200,000

21.9%
1.7% 11.8% 9.8% 10.5%

1 8.3%

31.1% I

90%
2003 2004 2005 2006 2007 2008
www.smallenoughtocare.com Non-Interest Bearing Interest Bearing (Money Mkt, Now, Savings) (W
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Year-End Results

Assets and Revenue
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A Salute

to Southern Community Employees

Whether it is walking in support of a cure for
cystic fibrosis, walking a customer to her car on
a rainy day, or walking a would-be entrepreneur
through the intricacies of setting up his books,
our employees walk the walk every day.

They will do all in their power to continue
to keep Southern Community a great place
to bank, a fine place to work, and a caring

corporate citizen.
_ . _ Southern
That is our unwavering commitment. ommunit
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Small Enough To Care
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