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PART |
ltem 1. BUSINESS
General

C&F Financial Corporation (the "Company") is a bdmatding company which was incorporated under #iveslof the Commonwealth of
Virginia in March, 1994. The Company owns all o tstock of its sole subsidiary, Citizens and FasnBank (the "Bank"), which is an
independent commercial bank chartered under the ¢dthe Commonwealth of Virginia. The Bank hastaltof nine branches including the
main office. The Bank has its main office at Eightid Main Streets, West Point, Virginia, and hasbh offices in the locations of Norge,
Middlesex, Providence Forge, Quinton, Tappahanndakina, Williamsburg and West Point (two branch@s$je Bank was originally opened
for business under the name Farmers and Mechaaitk @& January 22, 1927.

The local community served by the Bank is definedh@se portions of King William County, King andi€en County, Hanover County and
Henrico County which are east of Route 360; Eskkddlesex, New Kent, Charles City, and James Cityi@ies; that portion of York
County which is directly north of James City Couragd that portion of Gloucester County surrouniigéRoutes 14 and 17.

The Company, through its subsidiaries, offers aewahge of banking services available to both iddials and small businesses. These
services include various types of checking andmggssileposit accounts, and the making of busineabestate, development, mortgage, home
equity, automobile and other installment, demarditarm loans. Also, the Bank offers ATMs at alldtions, credit card services, trust
services, travelers' checks, money orders, safesitegentals, collections, notary public, wire see¢ and other customary bank services to its
customers.

The Bank has three wholly-owned subsidiaries, C8tleAgency, Inc., C&F Investment Services, Inoda&C&F Mortgage Corporation, all
incorporated under the laws of the Commonwealttfigfinia. C&F Title Agency, Inc. sells title insunae to the mortgage loan customers of
the Company. C&F Investment Services, Inc., orgathi&pril, 1995, is a full-service brokerage firnfexing a comprehensive range of
investment options including stocks, bonds, anesiiind mutual funds. C&F Mortgage Corporation, oized in September, 1995, originates
and sells residential mortgages. See Note 16 t€timsolidated Financial Statements for summarizehtial information by business
segment.

C&F Mortgage Corporation provides mortgage servibesugh six locations in Virginia and two in Maayld. The Virginia offices are in
Richmond (two locations), Williamsburg, Newport NevCharlottesville, and Chester. The Maryland effiare in Crofton and Bel Aire.

As of December 31, 1998, a total of 230 persongwerployed by the Company, of whom 17 were pargtihe Company considers
relations with its employees to be excell



Competition

The Bank is subject to competition from variousfigial institutions and other companies or firmat tffer financial services. The Bank's
principal competition in its market area considtalbthe major statewide banks. The Bank also cetepfor deposits with savings
associations, credit unions and money-market fuimdsiaking loans, the Bank competes with consuin@nte companies, credit unions,
leasing companies and other lenders.

C&F Mortgage Corporation competes for mortgage $aarits market areas with other mortgage compao@mamercial banks and other
financial institutions.

C&F Investment Services competes with other investncompanies, brokerage firms, and insurance coi@p#o provide these services.
C&F Title Agency competes with other title companmvned by lawyers and other financial institutions
Regulation and Supervision

The Company is subject to regulation by the FedReslerve Bank under the Bank Holding Company Adt9&6. The Company is also uni
the jurisdiction of the Securities and Exchange @ussion and certain state securities commissiotis spect to matters relating to the ¢
and sale of its securities. In addition, the BamgLibject to regulation and examination by theeSTatrporation Commission and the Federal
Deposit Insurance Corporation.

ITEM 2. PROPERTIES

The following describes the location and generakatter of the principal offices and other matériehportant physical properties of the
Company and its subsidiary.

The Company owns the headquarters located at EggiitMain Streets in the business district of Wresht, Virginia. The building,
originally constructed in 1923, has three flootsling 15,000 square feet. This building housesdtieens and Farmers Bank main office
branch and office space for the Company's admatigée personnel.

The Company also owns a building located at SevamthMain Streets in West Point, Virginia. The 8unfy provides space for Citizens and
Farmers Bank operations functions and staff. Thigipng was originally constructed prior to 1935 anednodeled by the Company in 1991.
The two-story building has 20,000 square feet.

Citizens and Farmers Bank owns eight other braochitions in Virginia. Also, the Bank owns sevedds$lin West Point, Virginia, and one
other lot in New Kent County, Virginii



C&F Mortgage Corporation has eight leased offisesjn Virginia and two in Maryland. Rental experisethese locations totaled $297,000
for the year ended December 31, 1998.

All of the Company's properties are in good opagationdition and are adequate for the Company&epteand anticipated future needs.
ITEM 3.LEGAL PROCEEDINGS

There are no material pending legal proceedinggiich the Company is a party or of which the propef the Company is subject.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the fourth quastehe fiscal year covered by this report to eevolt security holders of the Compa
through a solicitation of proxies or otherwi



PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS
The information contained on pages 43 and 45 ol 888 Annual Report to Shareholders, which is h#ddereto as Exhibit 13, under the
captions, "Note 18: Quarterly Condensed Statenadritecome - Unaudited" and "Investor Informatior'imcorporated herein by reference.

ITEM 6. SELECTED FINANCIAL DATA
The information contained on page 10 of the 1998uah Report to Shareholders, which is attachedibe® Exhibit 13, under the caption,
"Five Year Financial Summary" is incorporated heiy reference.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATION
The information contained on pages 9 through 2B®f1998 Annual Report to Shareholders, whichteched hereto as Exhibit 13, under the
caption, "Management's Discussion and Analysisimdficial Condition and Results of Operation”, isarporated herein by reference.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
The information contained on pages 13 through 1th@fl998 Annual Report to Shareholders, whichtached hereto as Exhibit 13, under
the caption, "Management's Discussion and Analysiinancial Condition and Results of Operatios,inicorporated herein by reference.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information contained on pages 24 through 4#h@f1998 Annual Report to Shareholders, whichtéched hereto as Exhibit 13, under
the captions, "Consolidated Financial Statemerilddies to Consolidated Financial Statements", dndependent Auditors' Report", is
incorporated herein by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.



PART 1lI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT
The information required by Item 10 with respecthe Directors of the Registrant is contained ogega2 through 3 of the 1999 Proxy
Statement, which is attached hereto as Exhibituféer the caption, "Election of Directors", is ingorated herein by reference.

The information in the following table pertainsth® executive officers of the Company.

Executive Officers of C&F Financial Corporation

Name (Age) Business Experience
Present Position During Past Five Years

Larry G. Dillon (46) President of the Bank sinc
Chairman, President and Senior Vice President of t
Chief Executive Officer prior to 1989

Gari B. Sullivan (61) Senior Vice President of t

Secretary Vice President of the Bank
President of the Middlesex
Virginia Bank prior to 198

Brad E. Schwartz (36) Promoted to Senior Vice Pr
Chief Operating Officer in December 1997. Vice Pr
from 1991 to December 1997
the Bank from 1989 to 1991
Institutions Examiner with
Institutions of the Virgin
Commission prior to 1989

Thomas F. Cherry (30) Promoted to Senior Vice Pr

Chief Financial Officer December 1998. Vice Pres
December 1996 to December
Waterhouse, LLP in Norfolk

Number of Shares Beneficially
Owned as of March 3, 1999

e 1989; 44,336 (1)
he Bank
he Bank since 1990; 10,944 (1)

from 1989 to 1990;
Region of First
9

esident of the Bank 13,106 (1)
esident of the Bank

; Administrative Officer of

; Senior Financial

the Bureau of Financial

ia State Corporation

esident of the Bank in 1,667 (1)
ident of the Bank from

1998. Manager with Price

, prior to December 1996.

(1)Includes exercisable options of 16,602, 8,2@2202 and 1,467 held by Messrs. Dillon, Sullivachwartz, and Cherry, respectively.

ITEM 11. EXECUTIVE COMPENSATION

The information contained on pages 5 through $1efit999 Proxy Statement, which is attached hemefexhibit 99, under the caption,

"Executive Compensation", is incorporated hereimdfgrence



ITEM 12. SECURITY OWNERSHIP ON CERTAIN BENEFICIAL O WNERS AND MANAGEMENT
The information contained on page 2 of the 199%y &tatement, which is attached hereto as Exhfhiu@der the caption, "Principal Hold

of Capital Stock", is incorporated herein by refee

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS
The information contained on pages 4 through Hheflt999 Proxy Statement, which is attached hesefexhibit 99, under the caption,

"Interest of Management In Certain Transactiorsincorporated herein by referen



PART IV
ITEM 14. EXHIBITS AND REPORTS ON FORM 8-K
14 (a) Exhibits
Exhibit No. 3: Articles of Incorporation and Bylaws

Articles of Incorporation and Bylaws of C&F FinaatCorporation filed as Exhibit Nos. 3.1 and 3&5pectively, to Form 10KSB filed
March 29, 1996, of C&F Financial Corporation isdngorated herein by reference.

Exhibit No. 13: C&F Financial Corporation 1998 ArahliReport to Shareholders

Exhibit No. 21: Subsidiaries of the Registrant

Citizens and Farmers Bank, incorporated in the Conwealth of Virginia (100% owned)
Exhibit No. 23: Consents of experts and counsel

23.1 Consent of Yount, Hyde & Barbour, P.C.
23.2 Consent of Deloitte & Touche LLP

Exhibit No. 27: Financial Data Schedule
Exhibit No. 99: Additional Exhibits

99.1 C&F Financial Corporation 1999 Annual MeetiPigpxy Statement
99.2 Independent Auditors Report of Deloitte & Thad.LP for 1996

14 (b) Reports on Form 8-K filed in the fourth pearof 1998:
None.

14 (c) Exhibits to this Form 10-K are either filagl part of this Report or are incorporated hergirellerence.

14 (d) Financial Statements Excluded from Annugdd®eto Shareholders pursuant to Rule 14a3(b).agpticable.



SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, C&F FinahCorporation has duly caused this
report to be signed on its behalf by the undersigtieereunto duly authorized:

C&F FINANCIAL CORPORATION

/s/ Larry G. Dillon /sl Thomas F. Cherry
Larry G. Dillon Thomas F. Cherry
Chairman, President and Chief Executive Officer Senior Vice President and

Chief Financial Officer

Date: March 3, 1999 Date: March 3, 1999

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated:

/sl J. P. Causey Jr. Date: March 3, 1999

J. P. Causey Jr., Director

/sl James H. Hudson Il Date: March 3, 1999

James H. Hudson, lll, Director

/sl Larry G. Dillon Date: March 3, 1999

Larry G. Dillon, Director

/sl William E. O'Connell Jr. Date: March 3, 1999

William E. O'Connell, Jr., Director

/sl Sture G. Olsson, Date: March 3, 1999

Sture G. Olsson, Director
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RETURN ON AVERAGE EQUITY RETURN ON AVERAG E ASSETS

1998 17.81 1998 2. 03
1997  16.08 1997 1. 90
1996 12.66 1996 1. 65
1995 11.08 1995 1. 60

[C&F LOGO]
C&F FINANCIAL CORPORATION
1998 FINANCIAL HIGHLIGHTS

NET INCOME EARNINGS PER SHARE

1998 6,134,036 1998 1.56
1997 4,936,827 1997 1.25
1996 4,061,174 1996 0.92
1995 3,375,932 1995 0.76

C&F Financial Corporation (the "Corporation") i®ae-bank holding company with administrative office West Point, Virginia. Its wholly
owned subsidiary, Citizens and Farmers Bank, offeedity general banking services to individualgfgssionals, and small businesses
through nine branch offices serving the surroundawvgns and counties. Citizens and Farmers Bankhras wholly owned subsidiaries. C&F
Mortgage Corporation originates and sells resiédéntiortgages. These mortgage services are prottdedgh six offices in Virginia and two
offices in Maryland. Brokerage services are offatedugh C&F Investment Services, Inc. C&F Titleehgy, Inc., offers title insurance
services. Trust services are provided in assodiatith The Trust Company of Virginia.
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OUR MISSION

It is the mission of the directors, officers, ataffsto maximize the long-term wealth of the shaldlrs of C&F Financial Corporation
through Citizens and Farmers Bank and its othesididries.

We believe we provide a superior value when werzadong-term and short-term objectives to achlesé a competitive return on
investment and a consistent increase in the magteé of the Corporation's stock.

This must be achieved while maintaining adequatgdity and safety standards for the protectioalbbf the Corporation's interested parties,
especially its depositors and shareholders.

This mission will be accomplished by providing @uistomers with distinctive service and quality fio&l products which are responsive to
their needs, fairly priced, and delivered prompthd efficiently with the highest degree of accurang professionalism.

2



LETTER FROM THE PRESIDENT
DEAR FELLOW SHAREHOLDERS

It is a great pleasure to present this report éogehe financial results of C&F Financial Corpaoatfor 1998. For the third year in a row,
your Corporation's net income has increased by ttiane 20% over the previous year's resi

Net income reached a record $6,134,036 for the we24.3% increase over the previous record of33827 earned in 1997. Earnings
share rose to $1.56, a 24.8% improvement over §¥725. Net income for 1998 resulted in a returmeerage assets of 2.03% and a return
on average equity of 17.81% versus 1.90% and 16.088pectively, for 1997. As of September 30, aatesbanking peers showed an ave
of 1.34% return on average assets and a 12.40%h retuaverage equity. Total assets increased $Hidmigoing from $278 million in 1997
to $321 million at year-end 1998. Deposits rosenf@232 million to $252 million.

We take great pride in reporting that C&F Finan€akporation was rated as one of the top 50 comiptainks in the country in the July
1998 issue of U.S. Banker. This recognition wagtam five financial criteria, including return assets, return on equity, efficiency ratio,
nonperforming assets ratio, and leverage ratio.

Our success in 1998 was augmented by substantifiitmations from our subsidiary corporations. C&Biyjage Corporation saw a
significant jump in both loan production and netame. Loan volume increased from $286 million i®7% $524 million in 1998. One very
positive result of this increased production atMwtgage Corporation was that it led to increatiéelinsurance business for C&F Title
Agency, Inc. This subsidiary posted an increastsinet income of over 200%. The addition of thivee subsidiaries has resulted in much
higher income results for C&F Financial Corporatamwell as better service and products for outooosrs.

Our other subsidiary, C&F Investment Services,,loontinues to experience significant growth inhbiteé business and profitability. Assets
under management grew 29% in 1998 and now excegdiition. Our ability to offer this line of busiss, which is in high demand by our
customers, encourages them to maintain more af idleitionships with us on a long-term basis.

Our strong financial performance had a positiviugrice on C&F Financial Corporation stock durin@8.9n January, the
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Our Values

We believe that excellence is the standard fawvaltlo, achieved by encouraging and nourishing:estspr others; honest, open
communication; individual development and satistata sense of ownership and responsibility fer@orporation's success; participation,
cooperation, and teamwork; creativity, innovatiand initiative; prudent risk taking; and recognitiand rewards for achievement.

We believe that we must conduct ourselves moraity ethically at all times and in all relationships.

We believe that we have an obligation to the weihp of all the communities we serve.

We believe that our officers and staff are our nitogtortant assets, making the critical differentédw the Corporation performs and,
through their work and effort, separate us frontathpetitors.

The Citizens & Farmers Bank Board of Directorstirback to front and left to right): Paul C. RobinsBryan E. McKernon, James H.
Hudson Ill, J.P. Causey Jr., P.L. Harrell, LarryOilon, William E. O'Connell, Jr., Joshua H. Lawsdreginald H. Nelson IV, Thomas B.
Whitmore Jr. (Not pictured:

Sture G. Olsson.)



stock was listed for the first time on the NASDAQ@tMnal Market and the price jumped 54% within @-omonth period. During the year,
your Board of Directors increased the quarterlyd#ind three times, taking it from $.09 per shar®.i®, a 33% increase. Additionally, yc
Board declared a two-for-one stock split in Jurtee Tombination of these events has resulted igleehimarket value for our stock as well as
significantly improved cash income for our shareleos.

The year 1998 brought many changes to your Corporatot the least of which was the retirementastgChairman and President W. T.
"Bill" Robinson from the Board of Directors. Mr. Rimson devoted over fifty years to the managemeétitis organization and he will be
sorely missed. In honor of his many years of ouatditeg leadership, Mr. Robinson was named ChairnfidheoBoard Emeritus of Citizens a
Farmers Bank.

The Board of Citizens and Farmers Bank was foreitmhave two new additions during the year. BigaMcKernon, President and CEO of
C&F Mortgage Corporation, was elected in Augustl enNovember, Reginald H. Nelson IV, a memberthef Bank's Varina Advisory Board
since its inception, was elected. Both of thesdlgeren bring tremendous knowledge and experientest@oard and we look forward to
many years of their guidance.

During 1998, a significant amount of time and rases were spent on training to improve our custaseevice skills. Not only did we
institute the training, we commenced the implemtorizof monitoring the level of service we providg using "mystery shoppers" who
evaluate and grade each staff member providingcgete them. In addition, we now receive a moreugate evaluation of our customer
contact areas through customer surveys. Basedeasttires our "shoppers" are giving us, and thea&sad number of compliments we are
receiving from our customers, our initiatives areqing very successful.

As part of our efforts to meet the needs of outamers, the Bank began offering a new "Generatfaolsl" checking account for our
customers during the fourth quarter of 1998. Ndy aloes this new account provide value to our austs by giving them discounts on
frequently purchased items, it also helps us irs@eastomer retention, improve our fee income, taairthe loyalty of local merchants, and
distinguish our products from those of our compmtitin the short time in which this new accouns baen offered, it has been positively
received and we look forward to its great success.

We anticipate that 1999 will be another year ofifpess for your Corporation. A new office in the hghburg area has already been approved
for C&F Mortgage Corporation and Citizens and Fasrigank has recently approved a new office in the & Williamsburg. This office

will house not only the Bank, but also the Willidmsg office of C&F Mortgage Corporation and an istreent advisor for C&F Investment
Services, Inc. We have waited to introduce ele@trbanking until the creation of a genuine demandh@ part of our customers would make
it financially prudent to do so. With the growingpularity of the Internet, we now believe that vevé reached this point and plan to make
this service available during the second half &f ¥lectronic banking will allow our customershtandle their banking transactions and
inquiries from the convenience of their homes tiia linternet.

Also in 1999, we will sharpen our focus on lendiygincreasing our volume in all lending areas whilecing more
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MEETING
THE YEAR 2000 CHALLENGE

For years, software programmers used just twogligitepresent a specific year, failing to envidtom consequences of having to distinguish
dates in one century from those in another. Nowweaare approaching the year 2000, this error testorrected.

At C&F Financial Corporation, we have been partaelyl diligent in protecting the interests of oustamers. A committee was established in
1997 to oversee and prepare for all the implicatioiithis situation and has made excellent proghessighout 1998 to assure that the
Corporation is well prepared to enter the new agrémoothly.

Substantially all major testing has now been cotegleThe minor problem areas identified will be @dded in the next few months. As a
result, we anticipate being fully prepared for ¥2K challenge, including back-up plans, well befgear-end.
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emphasis on the commercial and small business msaif& increased our lending staff during 1998 amtitipate the addition of several s
members during 1999.

The year 1999 will also see much time and effoenspn dealing with the potential "Y2K" year-endrguuter problem. A Y2K Committee
was established in 1997 to oversee and prepagdl fibve implications of this situation and has madeellent progress throughout 1998
assuring that the Corporation is well prepared.s&utiially all major testing has now been completét results showing only minor
problem areas which will be addressed in the nextrhonths. We anticipate being fully prepared fis event, including back-up plans, well
before year-end.

While we continue to make many changes to our arg#éion, our philosophy remains the same. We doeally owned and service-oriented
organization and believe that now, more than aherge is a real opportunity for community bankasnks where the staff knows the custor
by name, where they ask, "How's your family?"; tenkere customers see the same staff that wasléstmeeek, last month, etc. The
friendly, personal touch is what customers wantthiglis what we intend to deliver.

We will deliver this friendly, personal servicearprofessional manner and at the same time offef #ie financial services that our
customers need. C&F is now a full financial sersicerporation. We offer a full range of bankingvsegs, full mortgage services, full
investment services, and through our affiliatiothwiihe Trust Company of Virginia, full trust sere& We believe we are in the right setting
with the right tools to take advantage of our ficiahstrength and stability. We have the foundatipon which to grow, adapt to change, and
still be profitable. We have adapted in the pastwill in the future, and we will always be willirtg take on short-term losses to increase our
long-term gains. As a result, we believe we haverg bright future.

The many successes we have experienced would netieen possible were it not for the hard work @esmdmitment of our officers and stz
Our thanks to them for their dedicated servicetamulr Board of Directors for their continued guida and support. Our thanks also to each
of you for your continued confidence in C&F FinaaldCorporation and for your patronage and refehlsrospective customers as we strive
to keep this a strong, highly profitable organiaati

/sl Larry G. Dillon
LARRY G. DILLON
CHAIRMAN, PRESIDENT, AND
CHIEF EXECUTIVE OFFICER



BANKING SERVICES

Citizens and Farmers Bank offers a wide array ogal banking services to individuals, professisnahd small businesses through nine
branch offices. These services include a variegheitking and savings deposit accounts, as wéllisiness, home equity, automobile, and
other installment loans. Our goal is to help owstomers live better for less by offering savingsoamts with competitive rates of interest and
smart borrowing solutions that meet their needs.

For the convenience of our customers, the Bank®#gtended drive-through hours, ATMs at all lomasi, credit card services, trust services,
traveler's checks, money orders, safe depositlsemtallections, notary public, and wire servidesaddition, the Bank's 24-hour telephone
banking service provides assistance to our custoareund the clock.

MORTGAGE AND TITLE SERVICES

C&F Mortgage Corporation originates single-famigsidential loans from eight locations in VirginiadaMaryland. C&F Mortgage offers
programs designed for home purchases, the firg-tiome buyer, and home mortgage refinancing. Byir@ating and selling residential
mortgages, C&F Mortgage Corporation is able toraffampetitive fixed- and adjustable-rate mortgages.

One of the distinctive features of C&F Mortgage @wation is our commitment to work closely with @mustomers and to provide the best
possible information so that they can choose theggage that is right for them. A mortgage loanc#fiis dedicated to each account,
minimizing paperwork, reducing response time, acwkkerating approvals. As a convenience to our gage customers, we provide title
searches and title insurance through C&F Title Ageinc.

INVESTMENT COMPANY

C&F Investment Services, Inc. provides a full ran§érokerage services, giving our customers adgpeectrum of financial tools to address
their needs and realize their aspirations. Perdoraicial planners help our customers pinpoinirtheals and craft a long-term plan for
achieving them. They then help customers choosstment vehicles, whether they be stocks, bondsutual funds, to create a portfolio
that matches their objectives and tolerance fér @ar personal financial planners follow up withstomers to ensure that their portfolio
allocation remains appropriate for their investmenofile. On-site investment planning is availahtall Citizens & Farmers Bank branch
offices.



COMPANY FINANCIALS
Management's Discussion and Analysis
of Financial Condition and Results of Operations
[C&F LOGO]

The following discussion provides information abtheg major components of the results of operatifinancial condition, liquidity, and
capital resources of C&F Financial Corporation andsidiary (the "Corporation™). This discussion andlysis should be read in conjunction
with the Consolidated Financial Statements and Ntutiehe Consolidated Financial Statements.
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FIVE-YEAR FINANCIAL SUMMARY

1998
Selected Year-End Balances:
Total assets $320,863,629
Total capital 36,647,493
Total loans (net) 169,918,428
Total deposits 251,673,159
Summary of Operations:
Interest income 22,617,509
Interest expense 9,558,059
Net interest income 13,059,450
Provision for loan losses 600,000

Net interest income after

provision for loan losses 12,459,450
Other income 11,009,622
Operating expenses 14,981,685
Income before taxes 8,487,387
Income tax expense 2,353,351
Net income $ 6,134,036
Per share(1)

Earnings per common share--

assuming dilution $1.56
Dividends 44

Weighted average number of
shares--assuming dilution 3,919,775

(1) Per share data has been restated to refletwtréor-one stock split in July 1998.

Significant Ratios

1998
Return on average assets 2.03%
Return on average equity 17.81
Dividend payout ratio 27.70

Average equity to average assets ~ 11.42

Overview

Net income totaled $6.1 million in 1998, an incea$ 24.3% over 1997. In 1997, net income totake® $nillion, a 21.6% increase ov
1996. Earnings per share were $1.56, $1.25, artti$.9998, 1997, and 1996, respectively. The irewea earnings per share was a result of
higher net income and the repurchase of 119,802slwd the Corporation's common stock in October@$6 and 204,683 shares of the

Corporation's common stock on April 4, 1997.

Profitability as measured by the Corporation'snretan average equity (ROE) was 17.81% in 1998 yoim f16.08% in 1997, and 12.66% in
1996. Another key indicator of performance, themeton average assets (ROA) for 1998 was 2.03%paozd to 1.90% and 1.65% for 1997

and 1996, respectively.

1997 1996 1995
$278,105,969  $256,671,312  $238,995,3
31,800,533 32,214,509 31,818,2
154,744,620 136,732,017 110,012,3
231,513,152 216,422,556 204,001,3
19,763,048 18,332,998 15,686,8
8,002,301 7,667,619 6,526,8
11,760,747 10,665,379 9,160,0
330,000 30,000
11,430,747 10,635,379 9,160,0
6,657,608 4,678,915 1,233,2
11,537,565 10,294,220 6,126,7
6,550,790 5,020,074 4,266,5
1,613,963 958,900 890,6
$ 4,936,827 $ 4,061,174 $3,375,9
$1.25 $.92 3.
.35 31
3,952,756 4,426,000 4,472,9
1997 1996
1.90%
16.08 12.66
27.75 33.62
11.81 13.06

10

1.65%

29 $189,672,758
96 28,809,166

20 102,649,919
34 158,811,959

97 13,649,428
80 4,861,516

17 8,787,912
-- 7,831

17 8,780,081
67 996,654
22 4,867,502

62 4,909,233
30 1,170,839



TABLE 1: AVERAGE BALANCES, INCOME AND EXPENSE, YIEL DS AND RATES

The following table shows the average balance sHeetach of the years ended December 31, 1998, H&d 1996. In addition, the amot
of interest earned on earning assets, with relgtdds and interest on interest-bearing liabilitiegether with the rates, are shown. Loans
include loans held for sale. Also, loans place@an-accrual status are included in the balanogsvare included in the computation of
yields, upon which they had an immaterial effestetest on te-exempt securities is on a taxable-equivalent bagigch was computed using
the federal corporate income tax rate of 34% fbthake years.

1998 1997 1996
Average Income [ Yield/ Average Income/ Yield/ Average Income/ Yield/

(Dollars in thousands) Balance Expens e Rate Balance Expense Rate Balance Expense Rate
Assets
Securities:

Taxable $ 33,607 $2,3 59 7.02% $37,309 $2,737 7.34% $ 49,102 $3,595 7.32%

Tax-exempt 42,606 3,5 90 8.43 39,554 3,388 8.57 41,015 3,629 8.85

Total securities 76,213 5,9 49 781 76,863 6,125 7.97 90,117 7,224 8.02
Loans, net 206,353 17,7 90 8.62 165,168 14,656 8.87 136,089 12,139 8.92
Interest-bearing deposits

in other banks 1,088 69 6.34 1,251 68 5.44 3,178 172 541

Total earning assets 283,654 $23,8 08 8.39% 243,282 $20,849 8.57% 229,384 $19,535 8.52%
Reserve for loan losses (2,451) (2,032) (1,915)
Total non-earning assets 20,484 18,708 18,384

Total assets $ 301,687 $259,958 $ 245,853

Liabilities and Shareholders' Equity
Time and savings deposits:

Interest-bearing deposits  $ 37,178 $ 9 01 242% $ 34594 $ 890 2.57% $ 33,256 $ 891 2.68%
Money market deposits 21,984 7 18 3.27 23,416 767 3.28 20,468 671 3.28
Savings accounts 35094 1,1 35 3.23 33,037 1,058 3.20 31,550 986 3.13
Certificates of deposit,
$100M or more 16,670 8 19 491 14,137 466 3.30 13,774 488 3.54
Other certificates of deposit 87,938 4,6 16 5.25 82,655 4,493 544 80,412 4,418 5.49
Total time and
savings deposits 198,864 8,1 89 4.12 187,839 7,674 4.09 179,460 7,454 4.15
Borrowings 25,169 1,3 69 5.44 6,441 328 5.09 4,505 214 475
Total interest-bearing liabilities 224,033 9,5 58 4.27 194,280 8,002 4.12 183,965 7,668 4.17
Demand deposits 35,987 31,449 26,741
Other liabilities 7,221 3,533 3,046
Total liabilities 267,241 229,262 213,752
Shareholders' equity 34,446 30,696 32,101
Total liabilities
and shareholders' equity $ 301,687 $ 259,958 $ 245,853
Net interest income $14,2 50 $ 12,847 $11,867
Interest rate spread 4.12 4.45 4.35
Interest expense to
average earning assets 3.37 3.29 3.34
Net interest margin 5.02% 5.28% 5.17%
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Results of Operations
Net Interest Incom

During 1998, net interest income, on a &guivalent basis, increased 10.9% to $14.3 mifiiom $12.8 million in 1997. This was a result «
16.6% increase in the average balance of integrgirey assets offset by a decrease in the neesttarargin to 5.02% for the year ended
December 31, 1998, from 5.28% for 1997. The in@@ashe average balance of interest-earning assstattributed to an increase in the
average balance of loans at Citizens and Farmerk @lae "Bank") and loans held for sale at C&F Made Corporation (the "Mortgage
Corporation™). The decrease in the net interesginavas a result of an 18-basis-point decreasksdryield on interest-earning assets resulting
from the lower interest rate environment and a a8id3point increase in the cost of funds mainlsilatted to increased borrowings from the
Federal Home Loan Bank (FHLB). Borrowings from BéLB are used to fund loans originated and subs#tyusold by the Mortgage
Corporation. Loan closings at the Mortgage Corponaincreased to $524,396,000 for the year endextidber 31, 1998, compared to
$286,419,000 for 1997.

Net interest income, on a tequivalent basis, increased 8% to $12.8 milliantfie year ended December 31, 1997, from $11.9amilh

1996. This was a result of a 6% increase in theagecbalance of interestrning assets and an increase in the net intaagin to 5.28% fo
the year ended December 31, 1997, from 5.17% i6.1B8e increase in average earning assets wa®@e1.4% increase in average
outstanding loans partially offset by a 14.7% dexin securities. The decline in securities wastdugecurities' being called as well as
management's decision to invest more funds intbdrigielding loans. The increase in the net intarewrgin was a result of a 5-basis-point
increase in the yield on earning assets and aiS-pamt decrease in the cost of funds. The ine@@ashe yield on earning assets was a result
of an increase in the average balance of highd&diggloans and a decrease in the average baldroeer yielding investments. The
decrease in the cost of funds was a result of anativdecrease in the rates paid on deposit preduct

TABLE 2: RATE-VOLUME RECAP

Interest income and expense are affected by fltiongin interest rates, by changes in the volufreaming assets and interest-bearing
liabilities, and by the interaction of rate andwmle factors. The following analysis shows the dicetises of the year-to-year changes in the
components of net interest earnings on a taxahlesalgnt basis. The rate and volume variancesareilated by a formula prescribed by the
Securities and Exchange Commission. Rate/volumanees, the third element in the calculation, areshown separately, but are allocated
to the rate and volume variances in proportiohorelationship of the absolute dollar amountdefahange in each. Loans include both non-
accrual loans and loans held for sale.

1998 from 1997 1997 from 1996
Incr ease (Decrease)  Total Increase (Decrease ) Total
Due to Increase Due to Increase

(Dollars in thousands) Volu me Rate (Decrease) Volume Rate (Decrease)
Interest income:
Loans $ 35 61 $(427) $3,134 $ 2581 $ (64) $ 2,517
Investment securities:

Taxable (2 63) (115) (378) (865) 7 (858)

Tax-exempt 2 58 (56) 202 (127) (114 (241)
Total investment securities 5B) (@7) (176) (992) (107) (1,099)
Interest-bearing deposits in other banks ( 10) 11 1 (105) 1 (104)
Total interest income 3,5 46 (587) 2,959 1,484 (170) 1,314
Interest expense:
Time and savings deposits:

Interest-bearing deposits 64 (53) 11 35 (36) Q)

Money market deposit accounts ( 47) 2) (49) 97 (1) 96

Savings accounts 66 11 77 47 25 72

Certificates of deposit, $100M or more 94 259 353 13 (35) (22)

Other certificates of deposit 2 81 (158) 123 122 [t} 75
Total time and savings deposits 4 58 57 515 314 (94) 220
Other borrowings 1,0 17 24 1,041 98 16 114
Total interest expense 14 75 81 1,556 412 (78) 334
Change in net interest income $ 2,0 71 $(668) $1,403 $ 1,072 $ (92) $ 980
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MARKET RISK MANAGEMENT

As the holding company for a commercial bank, tleepGration's primary component of market risk igiast rate volatility. Fluctuation in
interest rates will ultimately impact the levellmith income and expense recorded on a large patitre Bank's assets and liabilities, anc
market value of all interest-earning assets aretést-bearing liabilities, other than those whiokgess a short term to maturity.Since the
majority of the Corporation's interest-earning &ss@d all of the Corporation's interest-beariagilities are held by the Bank, virtually all of
the Corporation's interest rate risk exposuredigbe Bank level. Therefore, all significant irgstrrate risk management procedures are
performed by management of the Bank. Based onahe&eof the Bank's operations, the Bank is nofesuilto foreign currency exchange or
commodity price risk. The Bank's loan portfoliccncentrated primarily in the Virginia countieskahg William, King and Queen, Hanover,
Henrico, Essex, Middlesex, New Kent, Charles Citgrk, and James City, and is, therefore, subjedstes associated with the local
economy. As of December 31, 1998, the Corporatasdot own any trading assets nor does it havéatiging transactions in place suc
interest rate swaps and caps.

The Bank's interest rate management strategy igroebto stabilize net interest income and preseapétal. The Bank manages interest rate
risk through the use of a simulation model whichamges the sensitivity of future net interest ineand the net portfolio value to changes in
interest rates. In addition, the Bank monitorsresérate sensitivity through analysis, measuiirggtérms to maturity or next repricing date of
interest-earning assets and intetasaring liabilities. The matching of the maturitefsassets and liabilities may be analyzed by eramgithe
extent to which assets and liabilities are "interate sensitive" and by monitoring an institutiimterest rate sensitivity "gap." An asset or
liability is said to be "interest rate sensitiveithin a specific time period if it will mature oeprice within that time period. The interest rate
sensitivity "gap"” is defined as the difference bedw the amount of interest-earning assets antédpaased on certain assumptions, to mature
or reprice within a specific time period and thecaimt of interest-bearing liabilities anticipatedslkd on certain assumptions, to mature or
reprice within that time period. A gap is considknegative when the amount of interest-rsgasitive liabilities maturing or repricing witha
specific time period exceeds the amount of intera&t-sensitive assets maturing or repricing withet same time period. During a period of
rising interest rates, a negative gap would ten@salt in a decrease in net interest income wajpesitive gap would tend to result in an
increase in net interest income. In a decliningrigsgt rate environment, an institution with a negagap would generally be expected, absent
the effect of other factors, to experience a gradgerease in the cost of its liabilities relativehe yield of its assets and thus an increase in
the institution's net interest income, whereasatitution with a positive gap would be expecte@xperience the opposite result.

Certain shortcomings are inherent in any methaahalysis used to estimate a financial institutioamsrest gap.The analysis is based at a
given point in time and does not take into consitlen that changes in interest rates do not affiéetssets and liabilities equally. For exarr
although certain assets and liabilities may hawelai maturities or repricing, they may react difietly to changes in market interest rates.
The interest rates on certain types of assetsiabitities also may fluctuate in advance of chanigesarket interest rates, while interest rates
on other types may lag behind changes in markes rahe interest rates on loans with call featarag or may not change depending on their
interest rates relative to market interest rates.

The Corporation is also subject to prepayment pskiicularly in falling interest rate environmeiwisin environments where the slope of the
yield curve is relatively flat or negative. Suctaolges in the interest rate environment can causstamntial changes in the level
prepayments of loans, which may also affect thep@mation's interest rate gap position.

As part of its borrowings, the Corporation mayimé| from time to time, daily and convertible adeas from the FHLB-Atlanta.Convertible
advances generally provide for a fixed rate ofriegefor a portion of the term of the advance, laitity for the FHLB-Atlanta to convert the
advance from a fixed rate to an adjustable raseate predetermined time during the remaining tertheadvance (the "conversion" featu
and a concurrent opportunity for the Corporatiopriepay the advance with no prepayment penaltggretent the FHLB-Atlanta elects to
exercise the conversion feature. Changes in intestss from those at December 31, 1998 may rasalthange in the estimated maturity of
convertible advances and, therefore, the Corparatiaterest rate gap position.

Also, the methodology used estimates various @ftesthdrawal (or "decay") for money market deppsévings, and checking accounts,
which may vary significantly from actual experience

The following table sets forth the amounts of iastrearning assets and interest-bearing liabildigstanding at December 31, 1998 that are
subject to repricing or that mature in each ofttiree periods shown. Additionally, loans and se@esitvith call provisions are included in the
period in which they may first be called. Excepstated above, the amount of assets and liabiStiesvn that reprice or mature during a par
ticular period were determined in accordance withdontractual terms of the asset or liability.
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TABLE 3: INTEREST SENSITIVITY ANALYSIS

(Dollars in thousands)

December 31, 1998
Earning assets:
Loans, net of unearned income $
Securities
Federal funds sold and
other short-term investments

Total earning assets

Interest-bearing liabilities:
Interest-bearing transaction accounts
Savings accounts

Money market deposit accounts
Certificates of deposit, $100M or more
Other certificates of deposit
Borrowings

Total interest-bearing liabilities

Period gap
Cumulative gap $
Ratio of cumulative gap to total earning assets

The following tables provide information about fBerporation's financial instruments that are séresib changes in interest rates as of
December 31, 1998 and 1997, based on the informatid assumptions set forth in the notes. The Catipn believes that the assumptions
utilized are reasonable. The expected maturity daliges for loans were calculated by adjustingnl&uments' contractual maturity date for
expectations of prepayments, as set forth in thesa&imilarly, expected maturity date values feiest-bearing core deposits were
calculated based on estimates of the period ovatwhe deposits would be outstanding, as set farthe notes. From a risk-management

Interest-Sensitive Periods

Within 91-365 1-5 Over
90 Days Days Years 5 Years Total
128,486 $ 13,737 $47,224 $ 50,225 $ 239,672
10,312 6,728 15,877 28,631 61,548
333 - - - 333
139,131 20,465 63,101 78,856 301,553
6,232 18,696 16,619 - 41,547
5,588 16,763 14,900 - 37,251
3,425 10,275 9,133 - 22,833
5,024 10,798 2,746 - 18,568
18,830 45,838 25,898 - 90,566
24,661 - - - 24,661
63,760 102,370 69,296 - 235,426
75,371 (81,905) (6,195) 78,856
75,371 $(6,534) $(12,729) $ 66,127
24.99% (2.17)% (4.22)% 21.93%

perspective, however, the Corporation utilizes bo#iurity and repricing dates, as opposed to seoigllyg expected maturity dates.

As shown in the table, there have been no sigmfichanges in the maturities of interest-earnirsgtssor liabilities. The large increase in
loans held for sale maturing within one year issult of increased production at the Mortgage Catan.All loans originated at the
Mortgage Corporation are usually sold within onentho The increase in borrowings is also a resuihafeased production at the Mortgage

Corporation. Funds are borrowed from the FHLB todfloans originated and subsequently sold by theddge Corporation.
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TABLE 4: MATURITY OF INTEREST-BEARING ASSETS/LIABIL ITIES

Principal Amount Maturing in:
DOLLARS IN THOUSANDS 1Year 2 Years 3Years 4Years 5 Years Thereafter Total Fair Value

Earning Assets:
Fixed rate loans(1)(2)

December 31, 1998 $39,706 $ 9,700 $ 8,355 $ 6,344 $ 4,900 $16,792 $85,797 $ 87,051
December 31, 1997 28,233 10,478 7,614 6,283 5,161 18,282 76,051 75,882
Average interest rate
December 31, 1998 8.92% 8.67% 8.32% 8.07% 7.97% 7.86% 8.51%
December 31, 1997 9.28%  8.75% 8.33% 8.07%  7.92% 7.83% 8.57%
Variable rate loans(1)(2)
December 31, 1998 $18,459 $ 7,019 $ 6,135 $ 5590 $ 5448 $45,168 $87,819 $ 89,477
December 31, 1997 18,804 7,637 5,830 5,273 4,728 39,641 81,913 82,106
Average interest rate
December 31, 1998 8.84%  8.45% 8.40% 8.37% 8.31% 8.30% 8.44%
December 31, 1997 8.80%  8.83% 8.63% 8.61%  8.60% 8.61% 8.79%
Loans held for sale
December 31, 1998 $66,993 $ -- $ - $ -8% - $ - $66,993 $ 68,098
December 31, 1997 24,479 - - - - - 24,479 24,807
Average interest rate
December 31, 1998 6.24% - - - - -- 6.24%
December 31, 1997 6.28% - - - - -- 6.28%
Securities(3)(4)
December 31, 1998 $3,969 $ 495 $ 2040 $ 1,384 $ 2,351 $51,758 $61,997 $ 64,459
December 31, 1997 6,300 4,167 1,950 2,039 1,378 60,652 76,486 78,541
Average interest rate
December 31, 1998 6.92% 6.70% 7.32% 5.82%  5.99% 5.52% 5.69%
December 31, 1997 7.95%  6.66% 6.59% 7.32%  5.82% 6.17% 6.38%

Interest-Bearing Liabilities:
Money market, savings, and interest-
bearing transaction accounts(5)

December 31, 1998 $60,979 $10,163 $10,163 $10,163 $10,163 $ -- $101,631 $ 101,604
December 31, 1997 57,063 9,511 9,511 9,510 9,510 - 95,105 95,199
Average interest rate
December 31, 1998 2.98%  2.98% 2.98% 2.98%  2.98% - 2.98%
December 31, 1997 3.00% 3.01% 2.98% 2.95%  2.92% - 2.99%

Certificates of deposit
December 31, 1998 $80,490 $21,629 $ 2369 $ 1,272 $ 3,029 $ 345 $109,134 $ 109,714
December 31, 1997 76,767 16,552 5,689 432 1,326 347 101,113 101,275
Average interest rate
December 31, 1998 5.02%  5.50% 5.30% 5.81% 5.67% 3.52% 5.15%
December 31, 1997 5.09%  5.46% 6.08% 537% 5.81% 3.55% 5.21%

Borrowings
December 31, 1998 $14,661 $ - $10,000 $ - $ - $ - $24,661 $ 24,658
December 31, 1997 9,336 - - - - -- 9,336 9,336
Average interest rate
December 31, 1998 4.68% - 4.98% - - - 4.80%
December 31, 1997 5.16% - -- - - -- 5.16%

(1) Net of undisbursed loan proceeds and doeswhbide net deferred loan fees or the allowancéofam losses.

(2) For single-family residential loans, assumesuah prepayment rate of 12%. No prepayment assomgptivere used for all other loans.

(3) Includes the Corporation's investment in Felddoame Loan Bank stock.

(4) Average interest rates are the average ofdstatepon rates and have not been adjusted for.taxes

(5) For money market, savings, and interest-bedranggsaction accounts, assumes an annual decayf1@@®&s for year 1 and 10% for each of
the years 2 through 5.
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Non-Interest Income

TABLE 5: NON-INTEREST INCOME

Year Ended December 31,

Dollars in thousands 1998 1997 1996
Gain on sale of loans $ 7,129 $ 4056 $ 2,688
Service charges on deposit accounts 1,033 1,013 983
Other service charges and fees 1,867 987 665
Other income 981 602 343

$ 11,010 $ 6658 $ 4,679

1998 vs. 1997

Nor-interest income increased by $4.4 million, or 86.dver 1997. The majority of the increase waslaitad to an approximate $3.1 million
increase in the gain on the sale of loans resuftomg an increase in loan production at the Morgg@grporation. Loan closings at the
Mortgage Corporation totaled $524 million in 19%8rpared to $286 million in 1997 and $174 millionl®96. Other service charges and
increased $880,000, or 89.1% over 1997. The mygjofithis was attributed to fees associated witinlolosings at the Mortgage Corporation.
Other income increased approximately $379,000366 6ver 1997. The majority of this income is atitéd to increased income at C&F T
Agency, Inc. (the "Title Agency"). The increasdnnome at the Title Agency is a direct result af thcreased loan closings at the Mortgage
Corporation.

1997 vs. 1996

Nor-interest income increased by $2.0 million, or 42.8ver 1996. The majority of the increase waslattad to an approximate $1.4 million
increase in gain on the sale of loans resultingifem increase in loan production at the Mortgage@mation. Loan closings totaled $286
million in 1997 compared to $174 million in 1996da®2.0 million in 1995. Other service charges aesfincreased $322,000, or 48.4% over
1996, due to increased activity at both the Bartkthe Mortgage Corporation. At the Mortgage Corgiorg the increase was directly
correlated to the increase in loan closings, wdiilthe Bank the increase was attributed to, amdmey ¢hings, fees associated with the Bank's
check and credit card programs, as well as lefteraalit fees. Other income increased by $258,6005% over 1996, primarily as the result
of improvements at all three of the Bank's subsiiglia At the Mortgage Corporation, the increase agein directly related to loan producti
during 1997, C&F Investment Services, Inc., savingnease in income as a result of stronger demanitisfservices both from current
customers as well as from many new ones. In Jariig8y, the Bank and Mortgage Corporation joinectogr to form the Corporation's o
titte agency using its subsidiary, C&F Title Agendayc. Prior to this, the Title Agency owned a shpalrtion of a jointly owned agency;
however, that partial ownership interest was saldl awholly owned agency was formed.

Non-Interest Expense

TABLE 6: NON-INTEREST EXPENSE

Year En ded December 31,
Dollars in thousands 1998 1997 1996
Salaries and employee benefits $ 8,286 $ 6,332 $ 5974
Occupancy expense 2,010 1,799 1,801
Goodwill amortization 275 275 282
Other expenses 4,411 3,132 2,237
$ 14982 $ 11,538 $ 10,294

1998 vs. 1997

Nor-interest expense increased $3.4 million, or 2909 1997. $2.0 million of this increase resulteahf increased salaries and employee
benefits. The majority of this increase can bekatted to increased commissions at the Mortgag@@ation, which was a result of increased
loan closings. The remainder of the increase iargs and employee benefits is a result of gemaraincreases along with the addition of
new employees at both the Bank and the Mortgagpdtation. Other expenses increased by $1.3 milbod3% over 1997. The majority of
this increase can be associated with costs refatéfi: increase in loan closings at the Mortgage@mation. The remainder of the increase
can be attributed to general expenses at the Behkding $100,000 in costs associated with the 2880 (Y2K) issue.

1997 vs. 1996

Nor-interest expense increased $1.2 million, or 1201 1996. Of this increase, $358,000 resulted firreased salaries and employee
benefits costs. The majority of this increase camtiributed to general pay increases along wittatidition of new employees. Other
expenses increased
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by $912,000. At the Mortgage Corporation, otheremges increased by $493,000, which was a resintfased loan closings during 1997.
At the Bank, other expenses increased by approgign&P45,000. This increase was a result of, anuther things, increased employee
training costs, costs associated with the Banleslcland credit card programs, and costs assoaiatiedechnology. During the year, the B
upgraded the majority of the personal computerd bydats employees and also incurred costs assacwith the Y2K issue. Other expenses
also increased as a result of general corporatensgs. During 1997, the Corporation incurred expeassociated with listing on the Nasdaq
National Market System and other expenses relaimgcreasing the awareness of the Corporatiootks

YEAR 2000 ISSUE

The Y2K issue involves the risk that computer pamgs and computer systems may not be able to perfithout interruption into the year
2000. If computer systems do not correctly recagtiie date change from December 31, 1999 to Jadua300, computer applications that
rely on the date field could fail or create erramgcesults. Such erroneous results could affeeteést payments or due dates and could cause
the temporary inability to process transactions tanehgage in ordinary business activities. Thieifaiof the Corporation, its suppliers, anc
borrowers to address the Y2K issue could have anmahtdverse effect on the Corporation's finanomddition, results of operations, or
liquidity.

In 1997, the Corporation initiated a review andeasment of all hardware and software to confirnithaill function properly in the year
2000. Based on this assessment, the Corporati@igrame hardware and banking software are cugr&fK compliant. However, testing
required to confirm this. Testing began in thediquarter of 1998 and will continue through theosetcquarter of 1999. For certain other
systems, the Corporation has determined that lithaite to replace or modify certain pieces of hamdwand/or software so that the systems
will properly function in the year 2000. For systethat the Corporation relies on third-party veisdtinese vendors have been contacted and
have indicated that the hardware and/or softwaldoaiY2K compliant.

The Corporation has also initiated formal commutidees with all significant loan and deposit custost® determine the extent to which the
Corporation is vulnerable to those third-partiadure to remedy their own Y2K issue. The Corpanatbelieves that exposure to customers'
not being Y2K compliant is minimal.

The Corporation plans to complete the majorityhaf Year 2000 project by June 30, 1999. To dateCtrporation has expensed $150,000
related to the assessment of and efforts in commmewiith the Year 2000 issue. Remaining expendiare not expected to have a material
effect on the Corporation's consolidated finanstatements.

The Corporation continues to assess its risk frémeroenvironmental factors over which it has littieect control, such as electrical power
supply, and voice and data transmission. Becautieafature of these external factors, the Cororas not actively engaged in any repair,
replacement, or testing efforts for these serviBased on its current assessments and remedidéiog, pvhich are based in part on certain
representations of third-party servicers, the Cation does not expect that it will experiencegngicant disruption of its operations as a
result of the change to the new millennium. Althlbtlge Corporation has no reason to conclude tfaituaie will occur, the most likely worst-
case Y2K scenario would entail a disruption oruialof the Corporation's power suppliers' or v@ind data transmission suppliers' capability
to provide power or data transmission servicesdoraputer system or a facility. If such a failurereto occur, the Corporation would
implement a contingency plan. While it is impossitd quantify the impact of such a scenario, thstriikely worst-case scenario would

entail diminishment of service levels, some custoimeonvenience, and additional, as yet not undetstcosts associated with the
implementation of the contingency plan.

For the computer systems and facilities that itdetermined to be most critical, the Corporatiopests to complete development, testing,
adoption and testing of business contingency pigntune 30, 1999. These plans will conform to rédgéssued guidelines from the FFIEC

on business contingency planning for Y2K readin€sstingency plans will include, among other acsiomanual workarounds and
identification of resource requirements and altBveasolutions for resuming critical business pss@Es in the event of a Y2K-related failure.
While the Corporation will have contingency planglace to address a temporary disruption in teeséces, there can be no assurance that
any disruption or failure will be only temporariat the Corporation's contingency plans will fuontas anticipated, or that the results of
operations, financial condition, or liquidity ofétCorporation will not be adversely affected in évent of a prolonged disruption or failure.

Additionally, there can be no assurance that tH&EEFr other federal regulators will not issue megulatory requirements that require
additional work by the Corporation and, if issutdht new regulatory requirements will not incretisecost or delay the completion of the
Corporation's Y2K project.

The costs of the project and the date on whiclCitygoration plans to complete the Y2K modificatiamne based on management's best
estimates, which were derived utilizing numerowsuagptions of future events including the continagdilability of certain resources, third-
party modification plans, and other factors. Howetlgere can be no guarantee that these estimdtdevachieved, and actual results could
differ materially from those plans. Specific faddhat might cause such material differences irglbdt are not limited to, the availability of
personnel trained
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in this area, the ability of third-party vendorsctrrect their software and hardware, the abilftgignificant customers to remedy their Year

2000 issues, and similar uncertainties.

Income Taxes

Applicable income taxes on 1998 earnings amoura&?®1353,000, resulting in an effective tax rat@ 0f7% compared to $1,614,000, or
24.6%, in 1997, and $959,000, or 19.0%, in 199 ifkrease in the effective tax rate is a resuthefincrease in earnings subject to a 34%
tax rate versus earnings subject to no taxes, @siclertain loans to municipalities or investmentsliligations of states and political

subdivisions.

TABLE 7: ALLOWANCE FOR LOAN LOSSES

(Dollars in thousands) 19

Reserve, beginning of period $ 2,
Provision for loan losses
Loans charged off:

Real estate--mortgage

Real estate--construction

Commercial, financial, and agricultural
Consumer

Total loans charged off

Recoveries of loans previously charged off:
Real estate--mortgage
Real estate--construction

Commercial, financial, and agricultural
Consumer

Total recoveries
Net loans charged off

Balance, end of period $ 2,

Ratio of net charge-offs to average total loans
outstanding during period

Year Ended December 31,
98 1997 1996 1995 1994

234 $ 1,927 $ 1914 $ 1,895 $ 1,895

600 330 30 - 8
33 12 - - 18
- 3 4 4 7
66 12 25 4 1
99 27 29 8 26
25 - 1 19 -

- - 11 - 8
- 4 - 8 10
25 4 12 27 18
74 23 17 (19) 8

760 $ 2,234 $ 1,927 $ 1914 $ 1,895

.04% .01% .01% (.01%) .01%
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TABLE 8: ALLOCATION OF ALLOWANCE FOR POSSIBLE LOAN LOSSES

The allowance for loan losses is a general allowapplicable to all loan categories; however, manant has allocated the allowance to
provide an indication of the relative risk charaistiics of the loan portfolio. The allocation is estimate and should not be interpreted as an
indication that charge-offs in 1999 will occur eese amounts, or that the allocation indicategdutends. The allocation of the allowance at
December 31 for the years indicated and the rdtielated outstanding loan balances to total Icaersas follows:

(Dollars in thousands) 1998 1997 1996 1995 1 994
Allocation of allowance for possible loan losses,
end of year:

Real estate--mortgage $ 667 $ 692 $873 $ 786 $ 751
Real estate--construction 108 89 69 34 26
Commercial, financial, and agricultural 1,211 926 733 352 260
Equity lines 86 71 62 60 62
Consumer 251 167 160 93 69
Unallocated 437 289 30 589 727
Balance, December 31 $2,760 $2,234 $1927 $1914 $1 ,895

Ratio of loans to total year-end loans:
Real estate--mortgage 50% 57% 62% 70% 71%

Real estate--construction 3 3 2 2 1
Commercial, financial, and agricultural 36 31 26 19 19
Equity lines 5 4 5 5 6
Consumer 6 5 5 4 3
100% 100% 100% 100% 100%

Asset Quality-Allowance/Provision For Loan Losség Rllowance for loan losses is to provide for pti&d losses inherent in the loan
portfolio. Among other factors, management considiee Corporation's historical loss experiencesthe and composition of the loan
portfolio, the value and adequacy of collateral gndrantors, non-performing credits, and currendtamticipated economic conditions. There
are additional risks of future loan losses whichraa be precisely quantified or attributed to mauttr loans or classes of loans. Since those
risks include general economic trends as well aslitons affecting individual borrowers, the allave for loan losses is an estimate. The
allowance is also subject to regulatory examinatiand determination as to adequacy, which mayitdkeaccount such factors as the
methodology used to calculate the allowance anditteeof the allowance in comparison to peer bahdstified by regulatory agencies.

In 1998, the Corporation had $600,000 in providmmoan losses compared to $330,000 in 1997 aDH® in 1996. The increase in
provision is a result of management's recognitibrists associated with the reduction in residéméal estate loans and increasing the
volume of commercial and commercial real estatedohoans charged off during 1998 amounted to $@¢gdmpared to $27,000 in 1997
and $29,000 in 1996. Recoveries amounted to $2580000, and $12,000 in 1998, 1997, and 1996erdimely. The ratio of net chargefs

to average outstanding loans was .04% in 1998, 012897, and 0.1% in 1996. Management feels timtéserve is adequate to absorb any
losses on existing loans that may become uncdilectiable 7 presents the Corporation's loan lods@covery experience for the past five
years.

Non-Performing Assets

Total non-performing assets, which consist of tlepGration's non-accrual loans and real estate dywaas $463,000 at December 31, 1998,
a decrease of $478,000 from December 31, 1997d&brase over 1997 was primarily the result ok#ie of a single-family home which
was foreclosed on by the Mortgage Corporation.

The Corporation places a loan on non-accrual stahgn management believes, after considering ecimnama business conditions and
collection efforts, that the borrower's financiahdition is such that collection of both princiald interest is doubtful. Corporate policy is to
place loans on non-accrual status if principahteriest is past due for ninety days or more unfesslebt is both well secured and in the
process of being collected. For 1998, $37,000 asginterest income would have been recorded fawonual loans had been current
throughout the period outstanding. For the perindee December 31, 1998, interest income receivatbaraccrual loans was $16,000.
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Table 9 summarizes non-performing assets for teefpee years.

TABLE 9: NON-PERFORMING ASSET ACTIVITY

(Dollars in thousands) 1998

Non-accrual loans $ 463
Real estate owned --

Total non-performing assets 463

Principal and/or interest past due
for 90 days or more $ 958

Non-performing loans to total loans 27%
Allowance for loan losses to total loans  1.60
Allowance for loan losses to

non-performing loans 596.11
Non-performing assets to total assets .14%

Financial Condition
Summary

1997 1996 1995 1994

$ 497 $ 525 $ 907 $1,331
444 - - -

941 525 907 1,331

$ 768 $ 260 $ 180 $ 412

31%  .38% 81% 1.27%

142 1.39 171 181

449.30 367.05 211.03 142.37

34%  .20% .38%  .70%

A financial institution's primary sources of revenare generated by its earning assets, while ifsrreapenses are produced by the fundin
those assets with interest-bearing liabilitieseEfifve management of these sources and uses of fsliedsential in attaining a financial
institution's maximum profitability while maintaimj a minimum amount of risk.

At the end of 1998, the Corporation had total asee$321 million, up 15.4% over the previous yead- In 1997, there was an increase of
8.4% in total assets over year-end 1996. Assettirowl998 and 1997 is attributed to increasesams held for sale, which resulted from
increased loan closings at the Mortgage Corporatiahthe overall expansion and growth of the Bank.

TABLE 10: SUMMARY OF TOTAL LOANS

(Dollars in thousands) 1998

Real estate--mortgage $ 86,311
Real estate--construction 5,359
Commercial, financial, and agricultural(1) 62,885
Equity lines 8,580
Consumer 9,543

Total loans 172,678

Less allowance for possible loan losses (2,760

Total loans, net $169,918

1 Includes loans secured by real estate

TABLE 11: MATURITY/REPRICING SCHEDULE OF LOANS

Decemb
Commercial, financial,
(Dollars in thousands) and agricultural
VariableRate:
Within 1 year $ 12,803
1to 5 years 7,914
After 5 years 17,121

Fixed Rate:
Within 1 year 23,079

Year Ended December 31,
1997 1996 1995 1

$88,973 ¢ 86,324 $77924 $7
4,454 3,415 1,681
48,737 36,385 21,719 1
7,131 6,180 5,954
7,683 6,355 4,648

156,978 138,659 111,926 10
(2,233) (1,927) (1,914) (

$154,745 $136,732 $110,012 $10

er 31, 1998
Real estate
construction



1to 5 years 1,360 --
After 5 years 608 --
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Loan Portfolio

At December 31, 1998, loans, net of unearned incamdereserve for loan losses, totaled $169.9 millam increase of 9.8% over the 1997
total of $154.7 million. Net loans increased 13.286 24.3% in 1997 and 1996, respectively.

The Corporation's lending activities are its pryatisource of income. All loans are attributableldmestic operations. Residential real estate
loans, both construction and permanent, reprebhenngjor portion of the Corporation's loan pordgpklthough commercial loans continue to

increase as a percentage of total loans. Tablend @1 present information pertaining to the coritjpwsof loans including unearned income
and the maturity/repricing of loans.

TABLE 12: MATURITY OF INVESTMENT SECURITIES

Year Ended December 31,

1998 1997 1996
Weighted Weighted Weighted
Amortized Average Amortized Average Amortized Average

(Dollars in thousands) Cost  Yield Cost Yield Cost Yield
U.S. government agencies and corporations:
Maturing within 1 year $ 999 8.46% $ 5,500 8.06% $ 2,000 7.20%
Maturing after 1 year, but within 5 years 500 6.21 1,998 7.43 10,585 7.64
Maturing after 5 years, but within 10 years 3,500 6.76 12,498 6.75 23,472 7.09
Maturing after 10 years 8,498 6.96 11,998 7.30 4,000 8.00
Total U.S. government agencies and corporations 13,497 6.99 31,994 7.22 40,057  7.33
U.S. Treasuries:
Maturing within 1 year 1,999 5.94 - - - -
Maturing after 1 year, but within 5 years 1,000 8.02 2,998 6.63 2,997 6.63
Total U.S. Treasuries 2,999 6.63 2,998 6.63 2,997 6.63

State and municipals:(1)
Maturing within 1 year 971 10.18 850 10.11 1,525 9.80%

Maturing after 1 year, but within 5 years 4,770 9.46 4,188 9.85 5,544 10.08
Maturing after 5 years, but within 10 years 13,163 8.42 10,666 8.74 9,040 8.76
Maturing after 10 years 20,121 7.90 20,425 8.11 21,680 8.15
Total state and municipals 39,025 8.33 36,129 8.55 37,789 8.65
Other securities:

Maturing within 1 year - - 300 8.62 -- --
Maturing after 1 year, but within 5 years - - -- -- 300 8.62
Total other securities - - 300 8.62 300 8.62
Total investment securities:(2)

Maturing within 1 year 3,969 7.76 6,650 8.37 3,525 8.32
Maturing after 1 year, but within 5 years 6,270 8.95 9,184 8.29 19,426  8.20
Maturing after 5 years, but within 10 years 16,663  8.06 23,164 7.63 32,512 7.55
Maturing after 10 years 28,619 7.62 32,423 7.81 25,680 8.13
Total investment securities $55521 7.91% $ 71,421 7.87% $81,143  7.92%

1 Yields on tax-exempt securities have been condpaorea tax-equivalent basis. 2 Total investmentisées excludes preferred stock at
$4,770,000, $4,004,000, and $4,531,000 amortizetlatdecember 31, 1998, 1997, and 1996, respggtme$5,104,000, $4,296,000, and
$4,607,000 estimated fair value at December 31819997, and 1996, respectively.

Investment Securities

The investment portfolio plays a primary role ie thhanagement of interest rate sensitivity of thep@a@tion and generates substantial intt
income. In addition, the portfolio serves as a sewf liquidity and is used as needed to meet tewlidrequirements.

The investment portfolio consists of two compongimgestment securities held to maturity and séiegravailable for sale. Securities are

classified as investment securities based on mamags intent and the Corporation's ability, attthe of purchase, to hold such securitie
matu-
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rity. These securities are carried at amortized. @ecurities which may be sold in response to gbain market interest rates, changes in the
securities' prepayment risk, increases in loan deingeneral liquidity needs, and other similardestare classified as available for sale and
are carried at estimated fair value.

At year-end 1998, total investment securities abied cost were $60.3 million, down 20.1% fronb5®7million at year-end 1997.
Securities of U.S. government agencies and coripaatepresented 22.4% of the total securitiedqart obligations of states and political
subdivisions were 64.7%, U.S. Treasury securitiesev.0%, and preferred stocks were 7.9% at Deae8ihd 998. The decline in the
securities portfolio is due to both maturities e€srities and securities with higher yields beiatiedl because of the falling interest rate
environment during 1998. It is management's intento invest the majority of the proceeds fromriegurities and calls of securities into
loans; however, when excess funds are available seeurities will be purchased.

Table 12 presents information pertaining to the position of the investment securities portfolio.

TABLE 13: AVERAGE DEPOSITS AND RATES PAID

Year Ended December 31,

1998 1997 1996
Ave rage Average Average Average Average Average
(Dollars in thousands) Bal ance Rate Balance Rate Balance  Rate

Non-interest-bearing demand deposits $ 35, 987 $ 31,449 $ 26,741
Interest-bearing transaction accounts 37, 178 2.42% 34,594 257% 33,256 2.68%
Money market deposit accounts 21, 984 3.27 23,416 3.28 20,468 3.28
Savings accounts 35, 094 3.23 33,037 3.20 31,550 3.13
Certificates of deposit, $100M or more 16, 670 4.91 14,137 3.30 13,774 3.54
Other certificates of deposit 87, 938 5.25 82,655 5.44 80,412 5.49
Total interest-bearing deposits 198, 864 4.12% 187,839 4.09% 179,460 4,15%
Total deposits $234, 851 $219,288 $ 206,201

TABLE 14: MATURITIES OF CERTIFICATES OF DEPOSIT WH BALANCES OF $100,000 OR MORE

(Dollars in thousands) December 31, 1998

3 months or less $ 5,024
3-6 months 2,330
6-12 months 8,468
Over 12 months 2,746
Total $ 18,568

Deposits

The Corporation's predominate source of funds sigory accounts. The Corporation's deposit basernprised of demand deposits,
savings and money market accounts, and time depdsie Corporation's deposits are provided by iddals and businesses located within
the communities served.

Total deposits increased $20.1 million, or 8.7%1 998 over 1997. In 1998, the growth by deposiggaty was a 15.9% increase in non-
interest-bearing deposits, a 6.8% increase in gawamd interest-bearing demand deposits, and ain@%ase in time deposits. In 1997, total
deposits increased $15.1 million, or 7.0% over 1¥3posit growth in 1998 and 1997 was attributegrawth at existing branch locations.
Table 13 presents the average deposit balancesvanage rates paid for the years 1998, 1997, a@@. T®ble 14 details maturities of
certificates of deposit with balances of $100,000 aver at December 31, 1998.

Liquidity

Liquidity represents an institution's ability to etg@resent and future financial obligations throegher the sale or maturity of existing assets
or the acquisition of additional funds through ligyp management. Liquid assets include cash aredfthm banks, interest-bearing deposits
with banks, federal funds sold, securities avaddbl sale, and investments and loans maturingmvithe year. As a result of the
Corporation's management of liquid assets andhhigéyao generate liquidity through liability fumag, management believes that the
Corporation maintains overall liquidity sufficiertt satisfy its depositors' requirements and to mastomers' credit needs.
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At December 31, 1998, cash, securities classifeegvailable for sale, and federal funds sold wér&é% of total earning assets, compared to
15.0% at December 31, 1997.

Additional sources of liquidity available to the i@oration include the Bank's capacity to borrowdsithrough an established line of credit
with a regional correspondent bank and the Feditwale Loan Bank.

Capital Resources

The assessment of capital adequacy depends onlgznuoififactors such as asset quality, liquidityneays performance, and changing
competitive conditions and economic forces. Thegadey of the Corporation's capital is reviewed anagement on an ongoing basis.
Management seeks to maintain a capital structaiewhl assure an adequate level of capital to supgnticipated asset growth and to absorb
potential losses.

On April 4, 1997, the Corporation repurchased 283 ghares of its common stock. In addition, thepGmation repurchased a total of 119,
shares of its common stock during 1996. These obases were made to reduce capital as it was &lgtive to the Corporation's asset size.

The Corporation's capital position continues toeextregulatory requirements. The primary indicatelied on by bank regulators in
measuring the capital position are the Tier | @dpibtal risk-based capital, and leverage rafiost | capital consists of common and
qualifying preferred shareholders' equity less gathdTotal capital consists of Tier | capital, difging subordinated debt, and a portion of
allowance for loan losses. Risk-based capital sai@ calculated with reference to risk-weightesktss The Corporation's Tier | capital ratio
was 12.5% at December 31, 1998, compared to 14t Dé@ember 31, 1997. The total capital ratio wag%3at December 31, 1998,
compared to 15.2% at December 31, 1997. Thesesratéoin excess of the mandated minimum requirenfehD% and 8.0%, respectively.

Shareholders' equity was $36.6 million at year-£9@8 compared to $31.8 million at year-end 1992 [Ewerage ratio consists of Tier |
capital divided by average assets. At Decembet 398, the Corporation's leverage ratio was 11.%pared to 11.4% at December 31,
1997. Each of these exceeds the required minimueardge ratio of 3.0%. The dividend payout ratio @@ %, 27.8%, and 33.6%, in 1998,
1997, and 1996, respectively. During 1998, the Gaxfon paid dividends of $0.44 per share, up 251¥h $0.35 per share paid in 1997.

The Corporation is not aware of any current recomgaéions by any regulatory authorities which, gytwere implemented, would have a
material effect on the Corporation's liquidity, tapresources, or results of operations.

New Accounting Pronouncemer

In June 1998, FASB issued FAS 133, "Accountingberivative Instruments and Hedging Activities." FA33 establishes accounting and
reporting standards for derivative financial instents and other similar financial instruments asrchiedging activities. The standard also
allows securities classified as held-to-maturitp#otransferred to the available-for-sale categbipe date of initial application of this
standard. FAS 133 is effective for all fiscal yebeginning after June 15, 1999. Management is otiyreeviewing this statement to determ
the impact, if any, it will have since the Corpdamatcurrently has no derivative instruments.

In October 1998, the FASB issued Statement No. "W8eounting for Mortgage-Backed Securities Retdia#ier the Securitization of
Mortgage Loans Held for Sale by a Mortgage Banl&nterprise, an amendment of FASB Statement No.Fe&SB Statement No. 65, as
amended, requires that, after securitization obatgage loan held for sale, an entity engaged irtgage banking activities classify the
resulting mortgage-backed security as a tradingrigcThis statement further amends Statement@8do require that after the securitization
of mortgage loans held for sale, an entity engagedortgage banking activities classify the resgtmortgage-backed securities or other
retained interests based on its ability and intesell or hold those investments. This statemenfarms the subsequent accounting for
securities retained after the securitization of igege loans by a mortgage banking enterprise Wilstibsequent accounting for securities
retained after the securitization of other typeasdets by a non-mortgage banking enterprise.stéiement is effective beginning in 1999.
This statement is not expected to have a matdfadteon the Corporation's financial statements.

Effects Of Inflation

The effect of changing prices on financial instduos is typically different from other industries he Corporation's assets and liabilities are
monetary in nature. Interest rates are signifigaintbacted by inflation, but neither the timing ibe magnitude of the changes are directly
related to price-level indices. The consolidatediicial statements reflect the impacts of inflabonnterest rates, loan demands, and
deposits.

Safe Harbor Statement Under The Private Secutitiggtion Reform Act of 1995.

The statements contained in this annual reportafeanot historical facts may be forward lookingtestments. The forward looking statements
are subject to certain risks and uncertainties whauld cause actual results to differ materiaibnf historical results or those anticipated.
Readers are cautioned not to place undue reliamtiesse forward looking statements, which speak aslof their dates.
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CONSOLIDATED BALANCE SHEETS

Assets
Cash and due from banks
Interest-bearing deposits in other banks

Total cash and cash equivalents
Investment securities--available for sale at fair v

amortized cost of $21,480,714 and $29,497,833, r

Investment securities--held to maturity at amortize

fair value of $40,864,681 and $47,685,859, respe

Loans held for sale, net

Loans, net

Federal Home Loan Bank stock
Corporate premises and equipment, net
Accrued interest receivable

Other assets

Total assets

Liabilities

Deposits
Non-interest-bearing demand deposits
Savings and interest-bearing demand deposits
Time deposits

Total deposits
Borrowings
Accrued interest payable
Other liabilities

Total liabilities

Commitments and contingent liabilities

Shareholders' Equity

Preferred stock ($1.00 par value, 3,000,000 shares
Common stock ($1.00 par value, 8,000,000 shares aut
3,866,888 and 1,916,190 shares issued and outsta

at December 31, 1998 and 1997, respectively)
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income,

net of tax of $291,161 and $273,232, respectivel

Total shareholders' equity

Total liabilities and shareholders' equity

See notes to consolidated financial statements.

December 31,

1998

$ 8,139,884
333,356

8,473,240
alue,

espectively 21,888,295

d cost,
ctively 38,810,290
66,993,322
169,918,428
1,706,200
6,465,375
2,373,783
4,234,696

$320,863,629

$ 40,907,814
101,631,148
109,134,197

251,673,159
24,661,078
598,146
7,283,753

284,216,136

authorized) -

horized,
nding
3,866,888
475,928
31,739,483
y 565,194
36,647,493

$320,863,629

24

$ 7,843,788
1,027,023

8,870,811
29,793,498

45,926,549

24,479,103

154,744,620
1,061,800
6,581,568
2,195,959
4,452,061

$ 35,295,210
95,105,425
101,112,517
231,513,152
9,335,687
592,300
4,864,297

1,916,190
117,692
29,236,260



CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,
1998 1997 1996

Interest income
Interest and fees on loans $ 17,789,920 $ 14,656,120 $12,138,668

Interest on money market investments

Federal funds sold - - 678
Other money market investments 68,584 68,399 171, 077
Interest on securities
U.S. Treasury securities 198,883 198,883 340,449
U.S. government agencies and corporations 2,035,832 2,422,390 3,164,782
Tax-exempt obligations of states and
political subdivisions 2,097,657 2,041,372 2,111,006
Corporate bonds and other 426,633 375,884 406,338
Total interest income 22,617,509 19,763,048 18,332,998
Interest expense
Savings and interest-bearing deposits 2,754,417 2,715,785 2,548,155
Certificates of deposit, $100M or more 818,548 465,701 487,543
Other time deposits 4,616,052 4,492,910 4,417,701
Short-term borrowings and other 1,369,042 327,905 214,220
Total interest expense 9,558,059 8,002,301 7,667,619
Net interest income 13,059,450 11,760,747 10,665,379
Provision for loan losses 600,000 330,000 30,000
Net interest income after provision for loan
losses 12,459,450 11,430,747 10,635,379
Other operating income
Gain on sale of loans 7,128,998 4,056,340 2,687,629
Service charges on deposit accounts 1,032,918 1,012,410 982,752
Other service charges and fees 1,866,763 987,232 665,390
Other income 980,943 601,626 343,144
Total other operating income 11,009,622 6,657,608 4,678,915
Other operating expenses
Salaries and employee benefits 8,286,380 6,332,026 5,973,650
Occupancy expenses 2,009,917 1,798,561 1,800,904
Goodwill amortization 275,160 275,160 281,982
Other expenses 4,410,228 3,131,818 2,237,684
Total other operating expenses 14,981,685 11,537,565 10,294,220
Income before income taxes 8,487,387 6,550,790 5,020,074
Income tax expense 2,353,351 1,613,963 958,900
Net Income $ 6,134,036 $ 4,936,827 $4,061,174
Earnings per common share--basic $ 1.59 $ 1.26 $ .92
Earnings per common share--assuming dilution 1.56 1.25 .92

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Accum ulated
Ad ditional Ot her
Common Paid-In  Comprehensive = Retained = Compre hensive
Stock Capital Income Earnings Inc ome Total
Balance December 31, 1995 $2,230,744  $1, 290,497 $27,805,170 $ 491 ,885 $31,818,296
Repurchase of common stock (119,803) (1, 301,282) (705,418) - (2,126,503)
Stock options exercised 2,100 10,785 - - 12,885
Comprehensive income
Net income $4,061,174 4,061,174 4,061,174
Other comprehensive income,
net of tax
Unrealized holding gains
arising during the period
net of tax of $95,8991 (186,156) (186 ,156)  (186,156)
Comprehensive income $3,875,018
Cash dividends ($.31 per share) - - (1,365,187) - (1,365,187)
Balance December 31, 1996 2,113,041 - 29,795,739 305 729 32,214,509
Repurchase of common stock (204,683) - (4,126,518) -~ (4,331,201)
Stock options exercised 7,832 117,692 - - 125,524
Comprehensive income
Net income $4,963,827 4,936,827 4,936,827
Other comprehensive income,
net of tax
Unrealized holding gains
arising during the period
net of tax of $115,7351 224,662 224, 662 224,662
Comprehensive income $5,188,489
Cash dividends ($.35 per share) - - (1,369,788) - (1,369,788)
Balance December 31, 1997 1,916,190 117,692 29,236,260 530, 391 31,800,533
Stock options exercised 19,004 358,236 - - 377,240
Comprehensive income
Net income $6,134,036 6,134,036 6,134,036
Other comprehensive income,
net of tax
Unrealized holding gains arising
during the period net
of tax of $17,9291 34,803 34, 803 34,803
Comprehensive income $6,168,839
Stock dividends 1,931,694 - (1,931,694) - -
Cash dividends ($.44 per share) - - (1,699,119) - (1,699,119)
Balance December 31, 1998 $3,866,888 $ 475,928 $31,739,483 $ 565, 194 $36,647,493

1 THERE WERE NO RECLASSIFICATION ADJUSTMENTS FOR TH E TWELVE MONTHS ENDED DECEMBER 31, 1998,
1997, AND 1996.

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating Activities:
Net income
Adjustments to reconcile net income to
net cash (used in) provided by operating activ
Depreciation
Amortization of goodwill
Deferred income taxes
Provision for loan losses
Accretion of discounts and amortization of
premiums on investment securities, net
Net realized loss (gain) on securities
Gain on sale of corporate premises and equip
Origination of loans held for sale
Sale of loans
Change in other assets and liabilities:
Accrued interest receivable
Other assets
Accrued interest payable
Other liabilities

Net cash used in operating activities

Investing Activities:
Proceeds from maturities of investments held to
Proceeds from sales and maturities of investment
available for sale
Purchase of investment securities held to maturi
Purchase of investments available for sale
Purchase of FHLB stock
Net increase in customer loans
Purchase of corporate premises and equipment
Proceeds from the sale of corporate
premises and equipment

Net cash used in investing activities

Financing Activities:

Net increase in demand, interest-bearing
demand and savings deposits

Net increase in time deposits

Assumption of deposit liabilities in branch
acquisition, net of premium paid

Net increase in other borrowings

Repurchase of common stock

Proceeds from exercise of stock options

Cash dividends

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosure
Interest paid
Income taxes paid

See notes to consolidated financial statements.

Year Ended December 31

1998 1997
$ 6,134,036 $ 4,936,827
ities:
949,451 878,433
275,160 275,160
(332,645) (320,929)
600,000 330,000
(51,444) (104,715)
-- 7,180
ment - --
(524,395,568) (286,419,034)
481,881,349 274,223,953
(177,824) 74,197
271,213 (373,662)
5,846 50,855
2,405,165 2,426,770
(32,435,261) (4,014,965)
maturity 9,674,100 25,632,350
s
22,449,745 8,576,713
ty (2,572,800) (4,867,024)
(14,425,408) (19,055,224)
(644,400) (205,000)
(15,773,808) (18,342,603)
(879,180) (1,618,414)
45,922 170,107
(2,125,829) (9,709,095)
12,138,327 7,743,351
8,021,680 7,347,245
15,325,391 4,280,412
-- (4,331,201)
377,240 125,524
(1,699,119) (1,369,788)
34,163,519 13,795,543
s (397,571) 71,483
8,870,811 8,799,328
$ 8,473,240 $ 8,870,811
$ 9,552,213 $ 7,951,446
2,674,475 1,699,427
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$ 4,061,174

860,290
281,982
(23,885)
30,000

(92,029)
9,427
(17,973)
(173,881,464)
163,482,470

169,150
(177,931)

(28,684)
1,031,957

16,355,272

9,831,237
(6,097,835)
(5,219,270)

(51,400)
(26,749,697)
(960,713)

1,619,262
2,964,659

7,406,802
3,855,275
(2,126,503)
12,885
(1,365,187)

(4,793,419)
13,592,747

$7,696,303
903,611



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of C&F Firiah€orporation and subsidiary (the "Corporatioodpform to generally accepted
accounting principles and to predominant practigiisin the banking industry.

Nature of Operations: C&F Financial Corporatiomisank holding company incorporated under the laitee Commonwealth of Virginiz
The Corporation owns all of the stock of its salesdiary, Citizens and Farmers Bank (the "BankBich is an independent commercial
bank chartered under the laws of the CommonweéNtrginia. The Bank offers a wide range of banks®yvices available to both
individuals and small businesses.

The Bank has three wholly owned subsidiaries, C&feRgency, Inc., C&F Investment Services, InedaZC&F Mortgage Corporation, all
incorporated under the laws of the Commonwealtfigfinia. C&F Title Agency, Inc., organized in 199z¢lls title insurance to the mortge
loan customers of the Bank and C&F Mortgage CotpmmaC&F Investment Services, Inc., organized priA1995, is a full-service
brokerage firm offering a comprehensive range wéstment services. C&F Mortgage Corporation, orgashin September 1995, was formed
to originate and sell residential mortgages.

Principles of Consolidation: The accompanying ctidated financial statements include the accouh@&F Financial Corporation and its
wholly owned subsidiary, Citizens and Farmers Baikmaterial intercompany accounts and transactioave been eliminated in
consolidation.

Estimates: The preparation of financial statemant®nformity with generally accepted accountingpiples requires management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosum@afingent assets and liabilities at the date
of the financial statements and the reported ansoofitevenues and expenses during the reportingdoekctual results could differ from
those estimates.

Investment Securities: Investments in debt andtggeicurities with readily determinable fair valage classified as either held to maturity,
available for sale, or trading, based on managemimént. Available for sale securities are carae estimated fair value with the
corresponding unrealized gains and losses includshareholders' equity on an after-tax basis. @ésiclassified as held to maturity are
carried at amortized cost. The Corporation doeawe any securities classified as trading seestritbains or losses are recognized only on
realization at the time of sale using the amortieest of the specific security sold.

Federal Home Loan Bank Stock: Federal Home LoarkB#utk is stated at cost. No ready market ex@tshis stock, and it has no quoted
market value. For presentation purposes, such &adsumed to have market value which is equedst In addition, such stock is not
considered a debt or equity security in accordavitte SFAS 115.

Loans: Loans are stated at face value, net of nedatiscount and the allowance for loan lossesatiwel discount on certain installment
loans is recognized as income over the terms dbdmes by a method which approximates the effedtiterest method. Interest on other lo
is credited to operations based on the principalaroutstanding. Loans are generally placed oranonual status when the collection of
principal or interest is ninety days or more pasg#,cr earlier, if collection is uncertain basedaorevaluation of the net realizable value of
collateral and the financial strength of the boreow oans greater than ninety days past due magineom accrual status if management
determines it has adequate collateral to coveptimeipal and interest. For those loans which areied on non-accrual status, interest is
recognized on the cash basis. Loan fees and ofigineosts are deferred and the net amount is @edras an adjustment of the related lo
yield using the levyield method. The Corporation is amortizing thasgounts over the contractual life of the relateahik

Impaired loans are measured based on the predertafeexpected future cash flows discounted aeffective interest rate of the loan, or, as
a practical expedient, at the loan's observabl&etg@rice or the fair value of the collateral ietloan is collateral dependent. The Corporation
considers a loan impaired when it is probable tiatCorporation will be unable to collect all irgst and principal payments as scheduled in
the loan agreement. A loan is not considered inepladiuring a period of delay in payment if the uttencollectibility of all amounts due is
expected. A valuation allowance is maintained todktent that the measure of the impaired loagsis than the recorded investment.

Consistent with the Corporation's method for nooraal loans, interest receipts for impaired loamesracognized on the cash basis.

Loans Held for Sale: Loans held for sale are cdrmiethe lower of cost or market, determined inabgregate. Market value considers
commitment agreements with investors and prevaitiagket prices. Substantially all loans originatgdhe mortgage banking operations are
held for sale to outside investors.
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Reserve for Loan Losses: The reserve for loan $oissestablished through a provision for loan lesderged to expense. The reserve
represents an amount which, in management's judgmiinbe adequate to absorb any losses on egidtians which may become
uncollectible. Management's judgment in determinfrggadequacy of the reserve is based on evalsadiathe collectibility of loans while
taking into consideration such factors as changdisa nature and volume of the loan portfolio, eatreconomic conditions which may affect
a borrower's ability to repay, overall portfolioajity, and review of specific potential losses. heare charged against the reserve for loan
losses when management believes that the colligtibi the principal is unlikely. Actual future §ses may differ from estimates as a rest
unforeseen events.

Other Real Estate Owned: Foreclosed assets hetdl@iare carried at the lower of (a) fair valuausiestimated costs to sell or (b) cost at the
time of foreclosure. Such determination is madamimdividual asset basis. If the fair value of #isset minus the estimated costs to sell the
asset is less than the cost of the asset, thdateficis recognized as a valuation allowance.dfftdir value of the asset minus the estimated
costs to sell the asset subsequently increasetharidir value of the asset minus the estimatetbdossell the asset is more than its carrying
amount, the valuation allowance is reduced, bubetiiw zero. Increases or decreases in the vatualiowance are charged or credited to
income.

Recovery of the carrying value of such real estatiependent to a great extent on economic, opgraaind other conditions that may be
beyond the Corporation's control.

Corporate Premises and Equipment: Corporate preraisg equipment are stated at cost less accumulafgdciation computed using
straight-line and accelerated methods over thenastid useful lives of the assets. Estimated uigld range from ten to forty years for
buildings and from three to ten years for equipmtmhiture, and fixtures. Maintenance and repaisscharged to expense as incurred and
major improvements are capitalized. Upon sale tireraent of depreciable properties, the cost atatad accumulated depreciation are ne
against proceeds and any resulting gain or logflected in income.

Income Taxes: The Corporation uses an asset dilityiapproach to financial accounting and repagtfor income taxes. Deferred income
tax assets and liabilities are computed annualligiiferences between the financial statement ardases of assets and liabilities that will
result in taxable or deductible amounts in thereifoased on enacted tax laws and rates applicakie fperiods in which the differences are
expected to affect taxable income. Income tax expésthe tax payable or refundable for the pgpiad or minus the change during the
period in deferred tax assets and liabilities.

Defined Benefit Plan: In 1998, the Corporation addg-inancial Accounting Standard (FAS) 132, "Emyphs' Disclosures about Pensions
and Other Postretirement Benefits." This pronoure@ndoes not change the measurement or recogoit@mounts recognized in the
Corporation's financial statements applicabledaéfined benefit plan. FAS 132 revises the exadtiisclosure requirements by standardizing
the disclosure requirements for pensions, requicentpin additional information on changes in thadfit obligations and fair values of plan
assets, and eliminating certain disclosures.

Segment Information: In 1998, the Corporation addgfinancial Accounting Standard (FAS) 131, "Disadl@s about Segments of an
Enterprise and Related Information." FAS 131 sugees FAS 14, "Financial Reporting for Segment Bliainess Enterprise,” replacing the
"industry segment" approach with the "managemeppt@ach. The management approach designates émaahbrganization that is used by
management for making operating decisions and sisgegerformance as the source of the Corporatiep@rtable segments. The adoptio
FAS 131 did not affect the results of operationfirncial position but did affect the disclosufesegment information.

Comprehensive Income: In 1998, the Corporation setbpinancial Accounting Standard (FAS) 130, "Ré&pgrComprehensive Income."
The consolidated statements of shareholders' ehaity been changed to include columns for compedheincome and accumulated other
comprehensive income. Comprehensive income fo€tirporation includes net income plus the changberunrealized gain or loss on
securities available for sale. Accumulated othenprehensive income includes the cumulative chairgesrealized gain or loss on securities
available for sale. Adoption of this standard did impact the Corporation's consolidated finanp@gition, results of operations, or cash
flows.

Earnings Per Share: In 1997, the Corporation addpigancial Accounting Standard (FAS) 128, "Earsipgr Share." FAS 128 replaced the
calculation of primary and fully diluted earningsrghare with basic and diluted earnings per shhrkke primary earnings per share, basic
earnings per share excludes any dilutive effectsptibns, warrants, and convertible securitiesuteil earnings per share is very similar to
previously reported fully diluted earnings per €hakll earnings per share amounts for all pericalgehbeen presented and, where appropriate
restated to conform to the FAS 128 requirements.

Shareholders' Equity: On April 4, 1997, the Corpiorarepurchased 204,683 shares of its common stbalprice of $21.00 per share. Dur
1996 the Corporation repurchased a total of 119s8@8es of its common stock from three shareholddigee independently negotiated
transactions at a price of $17.75 per share.
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On June 16, 1998, the Corporation declared a 1@6ék slividend in the form of a two-for-one stockisfAll the financial data included in
this Annual Report has been retroactively restaieéflect the effect of the stock split.

Statement of Cash Flows: For the purpose of thersent of cash flows, the Corporation considers eagiivalents to include amounts due
from banks, federal funds sold, and money marketstments purchased with a maturity of three moothsss. Generally, federal funds are
purchased and sold for one-day periods.

NOTE 2: INVESTMENT SECURITIES

Debt and equity securities are summarized as fatlow

December 31, 1998

Gross Gross Estimated
Amortized Unrealized Unrealized Fair

Available for Sale Cost Gains Losses Value
U.S. Treasury securities $1,999,696 $ 7,179 $ - $ 2,006,875
U.S. government agencies and corporations 12,497,651 64,342 (5,744) 12,556,249
Obligations of states and political subdivisions 2,213,698 11,338 (3,575) 2,221,461
Preferred stock 4,769,669 366,326 (32,285) 5,103,710

$ 21,480,714 $ 449,185 $ (41,604) $21,888,295
Held to Maturity
U.S. Treasury securities $ 999,678 $ 75,009 $ - $1,074,687
U.S. government agencies and corporations 999,296 29,141 - 1,028,437
Obligations of states and political subdivisions 36,811,316 1,950,241 - 38,761,557

$ 38,810,290 $2,054,391 $ - $40,864,681

December 31, 1997

Gross Gross Estimated
Amortized Unrealized Unrealize d Fair

Available for Sale Cost Gains Losses Value
U.S. Treasury securities $1,998,449 $ 7,177 $ - $ 2,005,626
U.S. government agencies and corporations 23,495,722 27,715 (31,234) 23,492,203
Preferred stock 4,003,662 292,007 - 4,295,669

$ 29,497,833 $ 326,899 $ (31,234) $29,793,498
Held to Maturity
U.S. Treasury securities $ 999,543 $ 68,270 $ - $1,067,813
U.S. government agencies and corporations 8,498,250 82,321 - 8,580,571
Obligations of states and political subdivisions 36,128,774 1,617,875 (11,304) 37,735,345
Corporate bonds 299,982 2,148 - 302,130

$ 45,926,549 $1,770,614 $(11,304) $47,685,859
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The amortized cost and estimated fair value of deburrities at December 31, 1998, by contractusliritg, are shown below. Expected
maturities will differ from contractual maturitié®cause borrowers may have the right to prepagatiins with or without call or

prepayment penalties.

Available for Sale

Amort
Cos

Due in one year or less

Due after one year through five years
Due after five years through ten years

Due after ten years

$ 1,999
500

3,500

10,711

16,711

Preferred Stock

Held to Maturity
Due in one year or less

Due after one year through five years
Due after five years through ten years

Due after ten years

4,769
$ 21,480

$ 1,969
5,770
13,162
17,907

$ 38,810

December 31, 1998

ized Estimated
t Fair Value

,695 $ 2,006,875
,000 524,050

,000 3,517,944
,350 10,735,716
,045 16,784,585
,669 5,103,710
714 $ 21,888,295
,296 $ 2,008,195
,981 6,076,468
,923 13,965,213
,090 18,814,805
,290 $ 40,864,681

Proceeds from maturities and the redemption ofmalisions of investment securities held to mayun 1998 were $9,674,100. There were
no realized gains or losses. Proceeds from masi@ind the redemption of call provisions of invesihsecurities available for sale were
$22,449,745. There were no realized gains or lo3desamortized cost and approximate market valseaurities pledged to secure public
deposits amounted to $20,785,000 and $21,559,88pectively, at December 31, 1998.

Proceeds from maturities and the redemption ofmaNisions of investment securities held to magun 1997 were $25,632,350. There were
no realized gains or losses. Proceeds from masidtind the redemption of call provisions of invesihsecurities available for sale were
$8,576,713, resulting in gross realized losses36{480 and realized gains of $23,300. The amortnstland approximate market value of
securities pledged to secure public deposits aneduiat $22,175,000 and $22,736,000, respective®eaember 31, 1997.

Proceeds from maturities and the redemption ofmalisions of investment securities held to mayun 1996 were $16,355,272, resulting in
gross realized gains of $8,936. There were no geadized losses. Proceeds from sales and masuotimvestment securities available for
sale were $9,831,237, resulting in gross realinedds of $18,363. There were no gross realized.gain

NOTE 3: LOANS

Major classifications of loans are summarized ésvic:

DECEMBER 31,

1 998 1997
Real estate--mortgage $ 87,2 31,351 $ 89,927,391
Real estate--construction 53 75,752 4,471,803
Commercial, financial, and agricultural 62,8 85,477 48,751,540
Equity lines 8,5 79,523 7,130,910
Consumer 9,5 43,608 7,682,819
173,6 15,711 157,964,463
Less unearned loan fees 9 37,020) (986,484)
172,6 78,691 156,977,979
Less reserve for loan losses (2,7 60,263) (2,233,359)
$169,9 18,428  $154,744,620
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Loans on noraccrual status were $463,000 and $497,000 at Desre®dh 1998 and 1997, respectively. If interesbime had been recogniz
on non-performing loans at their stated rates dufistal years 1998, 1997, and 1996, interest ircarmould have increased by approximately
$37,000, $37,000, and $56,000, respectively. Thenba of impaired loans at December 31, 1998 afd , @as $463,000 and $497,000,
respectively, with no specific valuation allowarassociated with these loans.

NOTE 4: RESERVE FOR LOAN LOSSES

Changes in the reserve for loan losses were asvfgil

YEAR ENDED DECEMBER 31,

19 98 1997 1996
Balance at the beginning of year $2,233 359  $1,926,775 $1,914,195
Provision charged to operations 600 ,000 330,000 30,000
Loans charged off (98 ,699) (27,430) (29,658)
Recoveries of loans previously charged off 25 ,603 4,014 12,238
Balance at the end of year $2,760 263 $2,233,359 $1,926,775

NOTE 5: CORPORATE PREMISES AND EQUIPMENT

Major classifications of corporate premises andmgent are summarized as follows:

DECEMBER 31,

1 998 1997
Land $1,31 6,381 $ 1,213,073
Buildings 5,27 7,851 4,974,919
Equipment, furniture, and fixtures 6,88 1,025 6,481,373
13,47 5,257 12,669,365
Less accumulated depreciation (7,00 9,882) (6,087,797)
$6,46 5,375 $ 6,581,568

NOTE 6: TIME DEPOSITS

Time deposits are summarized as follows:

DECEMBER 31,

19 98 1997
Certificates of deposit, $100M or more  $ 18,56 7,412 $ 15,441,597
Other time deposits 90,56 6,785 85,670,920
$109,13 4,197 $101,112,517

Remaining maturities on certificates are as follows

YEAR ENDING DECEMBER 31,

1999 $ 80,489,820
2000 21,628,993
2001 2,369,491

2002 1,271,610



2003
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NOTE 7: BORROWINGS

Short-term borrowings consist of securities soldarmagreements to repurchase which are securezhtt@ons with customers and generally
mature the day following the date sold. Short-tbarrowings also include advances from the FedeoahéiLoan Bank (FHLB), which are
secured by a blanket floating lien on all real estaortgage loans secured by one- to four-famaydential properties.

The table below presents selected information @ntgkrm borrowings:

DECEMBER 31,

1998 1997
Maximum balance at any month-end during the year $43,609,000  $13,435,000
Average balance for the year $22,237,000 $ 6,441,000
Weighted average rate for the year 5.50% 5.09%
Weighted average rate on borrowings at year-end 4.61% 5.07%
Estimated fair value $14,661,078  $ 9,335,687

The Corporation has unused lines of credit for stesm borrowings totaling approximately $53,00@@@ December 31, 1998.

Long-term borrowings consist of convertible fixeate advances from the FHLB. At December 31, 1988yertible fixed-rate advances
totaled $10,000,000 with an average interest rB%e04%. The advances are convertible to adjustetieeadvances at the option of the FHLB
in March 1999, and quarterly thereafter until tdeances mature in September 2001. These advareatsarsecured by a blanket floating
lien on all real estate mortgage loans securecdhby t four-family residential properties.

NOTE 8: EARNINGS FOR SHARE

The following shows the weighted average numbeshafes used in computing earnings per share areffda on weighted average number
of shares of diluted potential common stock. AkEs have been restated to reflect the effectwbdor-one stock split in July 1998.

DECEMBER 31,
1998 1997 1996

Weighted average number of common shares used

in earnings per common share--basic 3,857,542 3,930,288 4,417,098
Effect of dilutive securities:
Stock options 62,233 22,468 8,902

Weighted average number of common shares used
in earnings per common share--assuming dilution 3,919,775 3,952,756 4,426,000

Options on approximately 20,000 and 45,600 shaers wot included in computing earnings per comniames-assuming dilution for the
years ended December 31, 1997 and 1996, respgctberiause their effects were antidilutive. Alliops were included in computir
earnings per common share--assuming dilution ferydgar ended December 31, 1998.

NOTE 9: INCOME TAXES

Principal components of income tax expense asctefiein the statements of income are as follows:

YEAR ENDED DECEMBER 31,

1998 1997 1996
Current taxes $2,685,996 $1,934 ,892 $982,785
Deferred taxes (332,645) (320 ,929) (23,885)

$2,353,351 $1,613 ,963 $ 958,900
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The income tax provision is less than would be iokthby application of the statutory federal cogiertax rate to pre-tax accounting income

as a result of the following items:

YEAR ENDED DECEMBER 31,

Percent Percent
of of
Pre-tax Pre-tax
199 8 Income 1997 Income
Income tax computed at federal
statutory rates $2,885 712 34.0%  $2,227,269  34.0%
Tax effect of exclusion of interest income
on obligations of states and
political subdivisions (713 ,203) (8.4) (714,061) (10.9)
Reduction of interest expense incurred to
carry tax-exempt assets 87 ,710 1.0 77,067 1.2
State income taxes, net of federal
tax benefit 122 ,650 1.4 22,054 .3
Tax effect of dividends-received
deduction on preferred stock (71 ,957)  (.8) (66,614) (1.0)
Other 42 ,439 5 68,248 1.0
$2,353 351 27.7%  $1,613,963 24.6%

Percent
of
Pre-tax
Income

$1 ,706,825  34.0%

(712,075) (14.2)

32,862 .6
(75,460) (1.5)

6,748 .1
$958,900  19.0%

Other assets include deferred income taxes of $1208 and $705,579 at December 31, 1998 and 188@ectively. Other liabilities include
current taxes payable of $29,166 and $312,846 e¢mber 31, 1998 and 1997, respectively. Incomeetxns subsequent to 1996 are
subject to examination by taxing authorities. Téve éffects of each type of significant item thatgase to deferred taxes are:

Deferred tax asset
Deferred loan fees
Allowance for loan losses
Interest on non-accrual loans
Accrued pension
Intangible asset
Other

Deferred tax asset

Deferred tax liability
Net unrealized gain on securities available for

Depreciation

Deferred tax liability

Net deferred tax asset

NOTE 10: EMPLOYEE BENEFIT PLANS

Year Ended December 31,

1998 1997
$ 47,453 $ 71,180
852,515 613,371
149,406 138,568
69,354 128,855
105,076 68,990
204,419 112,039
1,428,223 1,133,003
sale  (291,161)  (273,232)
(116,767)  (154,192)
(407,928)  (427,424)
$1,020,295 $ 705,579

The Bank maintains a Defined Contribution "Profita@ing” Plan sponsored by the Virginia Bankers A&gton. The plan was amended
effective January 1, 1997, to include a 401(k) sgwiprovision which authorizes a maximum voluntalary deferral of up to 15% of
compensation (with a partial company match), sulifestatutory limitations. The profit-sharing axgement provides for an annual
discretionary contribution to the account of ealifilde employee based in part on the Bank's pabflity for a given year and on each
participant's yearly earnings. All full-time emp&®ss who have attained the age of eighteen andatdeast three months of service are
eligible to participate. Contributions and earningasy be invested in various investment vehiclesreff through the Virginia Bankers
Association. Contributions and earnings are taexdetl. An employee is 40% vested after four yehservice, 60% after five years, 80%
after six years, and fully vested after seven y€edne amounts charged to expense under this ples $&81,230, $244,617, and $226,938 in

1998, 1997, and 1996, respectively.
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The Mortgage Corporation maintains a Defined Cbntion 401(k) Savings Plan (the "Plan") which auwides a maximum voluntary salary
deferral of up to 15% of compensation, subjectatusory limitations. All full-time employees whate attained the age of eighteen are
eligible to participate on the first day of the heonth following employment date. The Mortgage @@wation reserves the right for an annual
discretionary contribution to the account of ealdfjitde employee based in part on the Mortgage Gration's profitability for a given year,
and on each participant's yearly earnings. An eygaas vested 25% after two years of service, 5Q1é6 three years of service, 75% after
four years of service, and fully vested after fiigars. The amount charged to expense under thenRia$185,000 and $50,000 for 1998 and
1997, respectively. There was no contribution i86.9

The Bank adopted a Management Incentive Bonus (fHarfBonus Plan") effective January 1, 1987. Tha®s Plan is offered to selected
members of management. The Bonus Plan is derioed d& pool of funds determined by the Bank's totgafgymance relative to (1) prescrik
growth-rates of assets and deposits, (2) returavenage assets, and (3) absolute level of net iacéttainment, in whole or in part, of these
goals dictates the amount set aside in the pofinefs. Evaluation of attainment and approval ofgbel amount are performed by the Board.
Payment of the bonus is based on individual perémire and is paid in cash. Expense is accrued ffistted year of the specified bonus
performance. Expenses under this plan were $166$15®,700, and $83,500 in 1998, 1997, and 19%peetively. Additional bonuses
totaling $31,148, $35,205, and $37,278 were grattteunployees not covered by the Bonus Plan in 12987, and 1996, respectively.

The Bank has a non-contributory, defined benefitspen plan for full-time employees over twenty-gears of age. Benefits are generally
based upon years of service and average compemsatithe five highest-paid consecutive years ofise. The Bank funds pension costs in
accordance with the funding provisions of the ErgpoRetirement Income Security Act. Informationatttbe plan follows:

Year Ended December 31,

1998 1997
Change in Benefit Obligation
Benefit obligation, beginning $1,314,383 $1,014,681
Service cost 141,160 125,797
Interest cost 98,446 75,968
Actuarial loss 98,633 111,842
Benefits paid (76,170)  (13,905)
Benefit obligation, ending $1,576,452 $1,314,383
Change in Plan Assets
Fair value of plan assets, beginning $1,361,274 $1,042,093
Actuarial return on plan assets (5,523) 246,549
Employer contributions 277,539 86,537
Benefits paid (76,170) (13,905)
Fair value of plan assets, ending $1,557,120 $1,361,274
Funded status $ (19,332) $ 46,891
Unrecognized net actual gain (157,740) (396,657)
Unrecognized net obligation at transition (70,373)  (75,786)
Unrecognized prior service cost 43,463 46,567
Accrued benefit cost included in other liabiliti es $(203,982) $ (378,985)
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Year Ended December 31,
1998 1997 1996

Components of Net Periodic Benefit Cost

Service cost $ 141,160 $ 125,797 $ 99,057
Interest cost 98,446 75,968 72,880
Expected return on plan assets (122,355) (93,629) (87,149)
Amortization of prior service cost 3,104 3,104 3,104
Amortization of net obligation at transition (5,413) (5,413) (5,413)
Recognized net actuarial gain (12,406) (12,569) (13,493)
Net periodic benefit cost $ 102,536 $ 93,258 $ 68,986
Weighted-Average Assumptions as of December 31
Discount rate 7.5% 7.5% 8.5%
Expected return on plan assets 9.0 9.0 9.0
Rate of compensation increase 4.0 4.0 6.0

NOTE 11: RELATED PARTY TRANSACTIONS

Loans to directors and officers totaled $1,070,800 $1,506,000 at December 31, 1998 and 1997, atbaglg. New advances to directors ¢
officers totaled $311,000 and repayments totalet¥ $00 in the year ended December 31, 1998.

NOTE 12: STOCK OPTIONS

Under the Incentive Stock Option Plan ("the Planptjons to purchase common stock are grantedrtain&key employees of the
Corporation. Options are issued to employees aita pqual to the fair market value of common statthe date granted. One-third of the
options granted become exercisable commencing eaeafter the grant date with an additional onedthecoming exercisable after each of
the following two years. In 1983, the shareholdmrhorized 50,000 shares of common stock for issuander the Plan. An additional
100,000 shares were authorized for the Plan in 1AB#ptions expire ten years from the grant date.

In 1998, the Board of Directors authorized 25,008rss of common stock for issuance under the Nopl&rae Director Stock Option Plan.
Under this plan, options to purchase common stoelgeanted to non-employee directors of the BankidDs are issued to non-employee
directors at a price equal to the fair market vaifieommon stock at the date granted. The optioastgd are exercisable one year after grant.
All options expire ten years from the grant date.

The Corporation applies APB Opinion 25 and reldigdrpretations in accounting for the stock opiitens. Accordingly, no compensation
cost has been recognized for its plans. Had conapienscost for the plans been determined basetiefair value at the grant dates of opti
consistent with FASB Statement 123, the Corporatinat income and earnings per share would not beee materially different from those
amounts shown on the statements of income for¢hesyended December 31, 1998, 1997, and 1996.

The fair value of each option granted during thargeended December 31, 1998, 1997, and 1996, wasagsd on the date of grant using the
Black-Scholes option pricing model with the follawgiassumptions for 1998, 1997, and 1996, respéytinsk-free rate of 4.5, 5.6, and 6.2%
and volatility of 30, 20, and 15%. The dividendlgliesed in the pricing model was 2.6, 3.0, and 3f6f4998, 1997, and 1996, respectively.
The expected lives used was eight years for 19887 ,land 1996.
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Transactions under the Plan for the periods indiatestated to reflect the effect of a two-for-atexk split in July 1998, were as follows:

1998 1997 1996
Exercise Exercise Exercise

Shares Price*  Shares Price* Shares Price*
Outstanding at beginning of year 164,93 6 $ 9.94 148,100 $ 9.19 124,800 $ 8.95
Granted 42,90 0 18.77 33,700 12.50 28,500 9.38
Exercised (34,50 8) 9.05 (15,664) 7.53 (4,200) 3.07
Canceled (3,46 8) 9.69 (1,200) 9.13 (1,000) 10.25
Outstanding at end of year 169,86 0 $12.36 164,936 $ 9.94 148,100 $ 9.19
*Weighted average
Options exercisable at year-end 97,30 4 105,380 95,366
Weighted-average fair value

of options granted during the year $ 5.8 1 $ 294 $ 210

The following table summarizes information abowicktoptions outstanding at December 31, 1998:

Options Outstanding Op tions Exercisable
Number Number
Range of Outstanding Remaining Exercisa ble
Exercise at December 31 , Contractual Exercise at Decembe r31, Exercise
Prices 1998 Life Price* 1998 Price*
$8.38't0 10.63 97,460 5.6 years $ 9.49 87,568 $ 9.51
$12.50 to 18.63 72,400 9.6 years 16.21 9,736 12.50
$8.38 t0 18.63 169,860 7.3 years $12.36 97,304 $ 9.81

*WEIGHTED AVERAGE

NOTE 13: REGULATORY REQUIREMENTS AND RESTRICTIONS

The Corporation and the Bank are subject to vaniegslatory capital requirements administered lgyRhderal banking agencies. Failure to
meet minimum capital requirements can initiateaiarinandatory--and possibly additional discretigractions by regulators that, if
undertaken, could have a direct material effedhenCorporation's and the Bank's financial statémdinder capital adequacy guidelines and
the regulatory framework for prompt corrective antithe Corporation and the Bank must meet spegdiiital guidelines that involve
guantitative measures of the Corporation's an®Btrk's assets, liabilities, and certain off-balasleeet items as calculated under regulatory
accounting practices. The Corporation's and th&kBamapital amounts and classification are sulifequalitative judgments by the regulators
about components, risk weightings, and other factor

Quantitative measures established by regulati@msure capital adequacy require the Corporatiortte@ank to maintain minimum
amounts and ratios (set forth in the table beloviptal and Tier | capital (as defined in the regidns) to risk-weighted assets (as defined),
and of Tier | capital (as defined) to average as&et defined) less goodwill. For both the Corpgoraaind the Bank, Tier | capital consists of
shareholders' equity excluding any net unrealizgd goss) on securities available for sale lessigdll, and total capital consists of Tier |
capital and a portion of the allowance for loarséss Risk-weighted assets for the Corporation hed@ank were $278,514,000 and
$273,132,000, respectively, at December 31, 1988 $207,698,000 and $203,065,000, respectiveleaember 31, 1997. Management
believes, as of December 31, 1998, that the Cotipaorand the Bank meet all capital adequacy reqergs to which they are subject.

As of December 31, 1998, the most recent notificatiom the Federal Reserve Bank and the FDIC oaiteeyl the Corporation and the Ba
respectively, as well capitalized under the reguiaframework for prompt corrective action. To lsegorized as well capitalized, the
Corporation and the Bank must maintain total riskdl, Tier | risk-based, and Tier | leverage rai®set forth in the table below. There are
no conditions or events since that naotificatiort thanagement believes have changed the institsitt@tégory.

The Corporation's and the Bank's actual capitaliartsoand ratios are presented in the table.
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T o Be Well Capitalized

For Capital U nder Prompt Corrective
Actual Adequacy Purposes Action Provisions

(Dollars in thousands) Amount Ratio Amount  Ratio Amount  Ratio
AS OF DECEMBER 31, 1998:
Total Capital (to Risk-Weighted Assets)

Corporation $37,3 50 13.4% $22,281 >=8.0% N/A

Bank 31,7 81 11.6 21,851 >=8.0 $27,313 >=10.0%
Tier | Capital (to Risk-Weighted Assets)

Corporation 34,4 40 125 11,141 >=4.0 N/A

Bank 29,0 21 10.6 10,925 >=4.0 16,388 >=6.0
Tier | Capital (to Average Assets)

Corporation 34,4 40 115 9,001 >=3.0 N/A

Bank 29,0 21 9.9 8,832 >=3.0 14,720 >=5.0
AS OF DECEMBER 31, 1997:
Total Capital (to Risk-Weighted Assets)

Corporation $31,5 87 15.2% $16,616 >=8.0% N/A

Bank 26,9 16 13.3 16,245 >=8.0 $20,307 >=10.0%
Tier | Capital (to Risk-Weighted Assets)

Corporation 29,3 53 14.1 8,308 >=4.0 N/A

Bank 24,6 81 122 8,123 >=4.0 12,184 >=6.0
Tier | Capital (to Average Assets)

Corporation 29,3 53 11.4 7,741 >=3.0 N/A

Bank 24,6 81 9.7 7,601 >=3.0 12,668 >=5.0

NOTE 14: COMMITMENTS AND FINANCIAL INSTRUMENTS WITH  OFF-BALANCE-SHEET RISK

The Corporation is a party to financial instrumenith off-balance-sheet risk in the normal courbusiness to meet the financing needs of
its customers. These financial instruments inclem@mitments to extend credit, commitments to s&hk, and standby letters of credit.
These instruments involve elements of credit atet@st rate risk in excess of the amount recogriizélte balance sheet. The contract
amounts of these instruments reflect the extemvaflvement the Bank has in particular classesrafrfcial instruments.

The Bank's exposure to credit loss in the evenboperformance by the other party to the finanoistrument for commitments to extend
credit and standby letters of credit written isresgnted by the contractual amount of these ingtntsn

The Bank uses the same credit policies in makimgneitments and conditional obligations as it dogsofo-balance-sheet instruments.
Collateral is obtained based on management's @assitsssment of the customer.

Standby letters of credit are written conditionafrenitments issued by the Bank to guarantee th@paance of a customer to a third party.
The credit risk involved in issuing letters of citad essentially the same as that involved in iedtieg loans to customers. The total contract
amount of standby letters of credit, whose contaatbunts represent credit risk, was $4,240,000682111,000 at December 31, 1998 and
1997, respectively.

Loan commitments are agreements to extend credittesstomer provided that there are no violatidrth@terms of the contract prior to
funding. Commitments have fixed expiration datestber termination clauses and may require paymeatfee by the customer. Since many
of the commitments may expire without being conadietirawn upon, the total commitment amounts donecessarily represent future cash
requirements. The Bank evaluates each customed#tworthiness on a case-by-case basis. The totalat of loan commitments was
$29,043,000 and $23,110,000 at December 31, 199828V, respectively.

Commitments to sell loans are designed to elimitiaeViortgage Corporation's exposure to fluctuationinterest rates in connection with
loans held for sale. The Mortgage Corporation s#llsf the residential mortgage loans it origirsate third-party investors, some of whom
require the repurchase of loans in the event dy e@fault or faulty documentation. Mortgage loamsl their related servicing rights are sold
under agreements that define certain eligibilifyecia for the mortgage loan. Recourse periods framy ninety days up to one year and
conditions for repur-
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chase vary with the investor. Mortgages subjecetourse are collateralized by single-family resis, have loan-to-value ratios of 80% or
less, or have private mortgage insurance, or awgéa or guaranteed by an agency of the U.S. gmearh

At December 31, 1998, the Mortgage Corporationlbakied-rate commitments to originate mortgage lGnsunting to approximately
$32,104,000. The Mortgage Corporation has entermdnandatory commitments, on a best-effort basisell loans of approximately
$99,097,000. Risks arise from the possible inahifftcounterparties to meet the terms of their pase contracts. The Mortgage Corporation
does not expect any counterparty to fail to meeslligations.

The Corporation is conducting a comprehensive vewkits computer systems to identify the systehas tould be affected by the Year 2000
issue, and is developing a remediation plan tolvegbe issue. The issue is whether computer systeithproperly recognize date-sensitive
information when the year changes to 2000. Systhatslo not properly recognize such informationld@enerate erroneous data or cause a
system to fail. The Corporation is heavily dependencomputer processing in the conduct of itsitess activities. Failure of these systems
could have a significant impact on the Corporasi@perations. Based on the review of the compystess, management does not believe
the cost of remediation will be material to the @mation's financial statements.

As of December 31, 1998, the Corporation had $4(8XBin deposits in financial institutions in exs@$ amounts insured by the Federal
Deposit Insurance Corporation (FDIC).

The Mortgage Corporation is committed under nonekafide operating leases for certain office locatidRent expense associated with these
operating leases was $297,000 and $244,000 foretties ending December 31, 1998 and 1997, resphctive

Future minimum lease payments under these leasessdollows:

Year Ending December 31,

1999 $ 293,134

2000 169,961

2001 143,264

2002 147,562

2003 151,989
$ 905,910

NOTE 15: DISCLOSURES CONCERNING THE FAIR MARKET VAL UE OF FINANCIAL INSTRUMENTS

The following disclosure of the estimated fair vahf financial instruments is made in accordanda thie requirements of SFAS 107,
"Disclosures About Fair Value of Financial Instrurnte" The estimated fair value amounts have betarmdéed by the Corporation using
available market information and appropriate vabmmethodologies. Loan commitments are conditiamal subject to market pricing and,
therefore, do not reflect a gain or loss of maxadtie. The fair value of standby letters of créslibased on fees currently charged for similar
agreements or on estimated costs to terminate tnextherwise settle the obligations with the coypaeties at the reporting date. However,
considerable judgment is required to interpret rabdata to develop the estimates of fair value ofdingly, the estimates presented herein
are not necessarily indicative of the amounts tbg@ration could realize in a current market exgfea he use of different market
assumptions and/or estimation methodologies mag hawaterial effect on the estimated fair value @am

Cash and short-term investments. The nature oétimssruments and their relatively short maturipesvide for the reporting of fair value
equal to the historical cost.

Investment securities. The fair value of investrsauurities is based on quoted market prices.

Loans. The estimate of the fair value of the loartfplio is estimated based on present values usipdicable spreads to the U.S. Treasury
curve.

Loans held for sale. The fair value of loans heldsfale is estimated based on commitments intowinhdividual loans will be delivered.

Deposits and Borrowings. The fair value of all deshaccounts is the amount payable at the repogt &ar all other deposits and borrowir
the fair value is determined using the discountehdlow method. The discount rate was equal taateecurrently offered on similar
products.
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December 31,

1998 1997
Carrying Estimated Carrying Estimat ed

(Dollars in thousands) Amount Fair Value Amount Fair Val ue
Financial assets:

Cash and short-term investments ~ $ 8,473 $8,473 $8,871 $8,87 1

Investment securities 60,699 62,753 75,720 77,47 9

Net loans 169,918 172,830 154,745 154,76 9

Loans held for sale, net 66,993 68,098 24,479 24,80 7
Financial liabilities:

Demand deposits 142,539 142,512 130,401 130,49 4

Time deposits 109,134 109,714 101,113 101,27 5

Borrowings 24,661 24,658 9,336 9,33 6
Off-balance-sheet items:

Letters of credit -- 4,240 - 3,21 1

Unused portions of lines of credit -- 29,043 -- 23,11 0

NOTE 16: BUSINESS SEGMENTS

The Company operates in a decentralized fashibwarprincipal business activities, retail bankimglanortgage banking. Revenues from
retail banking operations consist primarily of mggt earned on loans and investment securitiestgélge banking operating revenues consist
mainly of interest earned on mortgage loans helddite, gains on sales of loans in the secondarygage market, and loan origination fee
income. The Company also has an investment comgiachya title company subsidiary which derive reverfuem brokerage and title
insurance services. The results of these subsgiare not significant to the Corporation as a wlaold have been included in "Other."” The
following table presents segment information far ylear ended December 31, 1998.

Year Ended December 31, 1998

Retalil Mo rtgage

Banking B anking Other Eliminations Consoli dated
Revenues:
Interest income $22,195 $ 2,805 $ - $(2,382) $ 22, 618
Gain on sale of loans -- 7,129 - 7, 129
Other 1,721 1,458 701 -- 3, 880
Total operating income 23,916 11,392 701 (2,382) 33, 627
Expenses:
Interest expense 9,558 2,382 -- (2,382) 9, 558
Salaries and employee benefits 4,587 3,441 258 - 8, 286
Other 4,395 2,777 124 -- 7, 296
Total operating expenses 18,540 8,600 382 (2,382) 25, 140
Income before income taxes 5,376 2,792 319 - 8, 487
Total assets 316,584 66,366 26 (62,112) 320, 864
Capital expenditures $ 775 $ 104 $ - $ - $ 879
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Year Ended December 31, 1997

Retail Mortgage

Banking Banking Other Eliminations Consol idated
Revenues:
Interest income $ 19,635 $ 1,184 $ - $ (1,056) $19 ,763
Gain on sale of loans - 4,057 - 4 ,057
Other 1,578 621 402 - 2 ,601
Total operating income 21,213 5,862 402 (1,056) 26 421
Expenses:
Interest expense 8,002 1,056 -- (1,056) 8 ,002
Salaries and employee benefits 3,949 2,203 180 -- 6 ,332
Other 3,786 1,691 59 - 5 ,536
Total operating expenses 15,737 4,950 239 (1,056) 19 ,870
Income before income taxes 5,476 912 163 - 6 ,551
Total assets 275,618 24,348 10 (21,870) 278 ,106
Capital expenditures $ 1,402 $ 216 $ - $ - $1 ,618

Year Ended December 31, 1996

Retail Mortgage

Banking Banking Other Eliminations Consol idated
Revenues:
Interest income $ 18,195 $ 758 $ - $ (620) $18 ,333
Gain on sale of loans - 2,688 - 2 ,688
Other 1,374 423 194 - 1 ,991
Total operating income 19,569 3,869 194 (620) 23 ,012
Expenses:
Interest expense 7,668 620 -- (620) 7 ,668
Salaries and employee benefits 3,590 2,262 121 - 5 ,973
Other 3,175 1,164 12 - 4 ,351
Total operating expenses 14,433 4,046 133 (620) 17 ,992
Income before income taxes 5,136 a77) 61 - 5 ,020
Total assets 256,260 11,742 5 (11,336) 256 671
Capital expenditures $ 828 $ 133 $ - $ - $ 961

The retail banking segment provides the mortgagéibhg segment with the funds needed to originategage loans through a warehouse
line of credit and charges the mortgage bankingnesg interest at the daily FHLB advance rate pludasis points. These transactions are
eliminated to reach consolidated totals. Certanparmte overhead costs incurred by the retail bapkegment are not allocated to the
mortgage banking and other segments.
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NOTE 17: PARENT COMPANY CONDENSED FINANCIAL INFORMA TION

Financial information for the parent company is@l®ws:

December 31,

Balance Sheet 1998 1997
Assets
Cash $ 51,822 $ 112,456
Investment securities available for sale 5,103,710 4,295,669
Other assets 603,561 613,874
Investments in subsidiary 31,007,732 26,935,994
Total assets $ 36,766,825  $31,957,993
Liabilities and shareholders' equity
Other liabilities $ 119,332 $ 157,460
Shareholders' equity 36,647,493 31,800,533
Total liabilities and shareholders' equity $ 36,766,825  $31,957,993
Year Ended December 31,
Statement of Income 1998 1997 1996
Interest income on investment securities $ 308,804 $ 295,477 $ 319,001
Interest income on loans 41,910 21,573 -
Dividends received from bank subsidiary 1,839,119 5,420,044 3,591,698
Distributions in excess of equity in net income of subsidiary - (672,045) -
Equity in undistributed net income of subsidiary 4,064,679 -- 195,640
Other expenses (120,476) (128,222) (45,165)
Net income $6,134,036 $ 4,936,827 $4,061,174
Year Ended December 31,
Statement of Cash Flows 1998 1997 19 96
Operating activities:
Net income $6,134,036 $4,936,827  $4,06 1,174
Adjustments to reconcile net income to net
cash provided by operating activities:
Distributions in excess of equity in net income of subsidiary - 672,045 -
Equity in undistributed earnings of subsidiary (4,064,679) -- (29 5,640)
(Increase) decrease in other assets 10,314 (494,174) 31 4,912
Increase (decrease) in other liabilities (52,417) 31,767 (29 4,040)
Net cash provided by operating activities 2,027,254 5,146,465 3,88 6,406
Investing activities:
Sale of investments 949,743 2,083,893 28 2,500
Purchase of investments (1,715,752)  (1,557,413) (73 9,536)
Net cash provided by (used in) investing activit ies (766,009) 526,480 (45 7,036)
Financing activities:
Repurchase of common stock - (4,331,201) (2,12 6,503)
Dividends paid (1,699,119)  (1,369,788) (1,36 5,187)
Proceeds from the issuance of stock 377,240 125,524 1 2,885
Net cash used in financing activities (1,321,879) (5,575,465) (3,47 8,805)
Net increase (decrease) in cash and cash equiv alents (60,634) 97,480 (4 9,435)
Cash at beginning of year 112,456 14,976 6 4,411
Cash at end of year $ 51,822 $ 112456 $ 1 4,976
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NOTE 18: QUARTERLY CONDENSED STATEMENTS OF INCOME - UNAUDITED

1998 QUARTER ENDED

IN THOUSANDS (EXCEPT PER SHARE) Marc h31 June 30 September 30 December 3
Total interest income $5 314 $ 5,865 $ 5,756 $5,68
Net interest income after provision for loan

losses 3 ,050 3,144 3,073 3,19
Other income 2 ,139 2,841 3,125 2,90
Other expenses 3 ,236 3,772 3,838 4,13
Income before income taxes 1 ,953 2,213 2,360 1,96
Net income 1 ,435 1,617 1,673 1,40
Earnings per common share--assuming dilution $ 37 ¢ 41 $ .43 $ .3
Dividends per common share .10 A1 A1 1

1997 QUARTER ENDED

IN THOUSANDS (EXCEPT PER SHARE) Marc h 31 June 30 September 30 December
Total interest income $ 4 , 750  $ 4,844 $5,013 $ 5,156
Net interest income after provision for loan

losses 2 ,842 2,784 2,888 2,917
Other income 1 ,145 1,420 1,979 2,114
Other expenses 2 ,504 2,636 3,049 3,349
Income before income taxes 1 ,483 1,568 1,818 1,682
Net income 1 174 1,223 1,334 1,206
Earnings per common share--assuming dilution $ .28 $ .32 $ .35 $ .32
Dividends per common share .08 .09 .09 .09
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INDEPENDENT AUDITOR'S REPORT
[LOGO OF YOUNT, HYDE & BARBOUR, P.C. APPEARS HERE]

The Board of Directors and Shareholders
C&F Financial Corporation

We have audited the accompanying consolidated balsineets of C&F Financial Corporation and subsidia of December 31, 1998 and
1997, and the related consolidated statementscofrie, changes in shareholders' equity, and casfs flor the years ended December 31,
1998 and 1997. These financial statements arefiponsibility of the Corporation's management. @aponsibility is to express an opinion
on these financial statements based on our additsfinancial statements of C&F Financial Corparatand subsidiary for the year ended
December 31, 1996 were audited by other auditomse/heport, dated January 15, 1997, expressedcaralified opinion on those stateme

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by manageemiell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of C&F
Financial Corporation and subsidiary as of Decen3ier1l998 and 1997, and the results of their omersitand their cash flows for the years
ended December 31, 1998 and 1997, in conformitly gatnerally accepted accounting principles.

/sl Yount, Hyde & Barbour, P.C.
January 15, 1999
Winchester, Virginia
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Investor Information

Annual Meeting of Shareholders
The annual meeting of shareholders of C&F Finar@@poration will be held at 3:30 p.m. on Tuesdayril 20, 1999, at the van den
Boogaard Center, 3510 King William Avenue, WestRoVirginia. All shareholders are cordially invit¢o attend.

Stock Price Information

Effective January 22, 1998, the Corporation's comstock is traded on the over-the-counter markétisfisted for quotation on the Nasdaq
National Market System under the symbol "CFFI.'bPto this date the Corporation's common stock apgzeon the Nasdaq Bulletin Boz
Listing. As of February 22, 1999, there were apprately 1,100 shareholders of record. Followingtaeehigh and low closing prices in
1998 and 1997. The 1997 information was obtainech fthe Nasdaqg Bulletin Board Listing. Over-ttminter market quotations reflected i
dealer prices, without retail mark up, mark downc@mmission, and may not necessarily represeoabtansactions. All quotations have
been restated to reflect the effect of a two-foe-etock split in July 1998.

1998 1 997
Quarter  High Low High Low
First $ 20.20 $ 13.50 $10.63 $ 875
Second 22.00 20.25 10.75 10.00
Third 22.50 19.00 11.25 10.38
Fourth 20.00 18.25 13.25 10.50

Stock Transfer Agent
American Stock Transfer & Trust Company servesasster agent for the Corporation. You may writenthat 40 Wall Street, New York, M
10005, or telephone them toll-free at 1-800-937%44

Annual Report On Form 10-K And Additional Informati A copy of Form 10-K as filed with the Securitaasd Exchange Commission is
available without charge to stockholders upon emittequest. Requests for this or other financfakmation about C&F Financial
Corporation should be directed to:

Tom Cherry

Senior Vice President and Chief Financial Offic&FCFinancial Corporation
P.O. Box 391

West Point, VA 23181
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Bryan E. McKernon
President & CEO
C&F Mortgage Corporation

William E. O'Connell Jr.
Chessie Professor of Business
The College of William and Mary

PAUL C. ROBINSON
Owner & President

Francisco, Robinson & Associates, Realtors

C&F Investment Services, Inc.
Larry G. Dillon
President

Eric F. Nost
Vice President

Brad E. Schwartz
Treasurer

Gari B. Sullivan
Secretary

Independent Public Accountants
Yount, Hyde & Barbour, P.C.
Winchester, VA

Corporate Counsel
Hudson & Bondurant, P.C.
West Point, VA

Varina Advisory Board

Robert A. Canfield

Attorney-at-Law

Canfield, Moore, Shapiro, Sease & Baer

Susan R. Ferguson

Robert F. Nelson
Professional Engineer
Engineering Design Associates

Phil T. Rutledge
Retired Deputy County Manager
County of Henrico

Sandra W. Seelmann
Real Estate Broker/Owner
Varina & Seelmann Realty
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OFFICERS AND LOCATIONS

Citizens and Farmers Bank
ADMINISTRATIVE OFFICE
802 Main Street

West Point, Virginia 23181
(804) 843-2360

Larry G. Dillon *
Chairman of the Board & Chief Executive Officer

Thomas F. Cherry *
Senior Vice President & Chief Financial Officer

Dudley M. Patteson
Senior Vice President & Commercial Lending Officer

Brad E. Schwartz *
Senior Vice President & Chief Operating Officer

Gari B. Sullivan *
Senior Vice President & Secretary

Howard P. Wilkinson Jr.
Senior Vice President & Chief Lending Officer

Leslie A. Campbell
Vice President, Loan Administration

Sandra S. Fryer
Vice President, Operations

Deborah R. Nichols
Vice President, Branch Administration

* Officers of C&F Financial Corporation

WEST POINT - MAIN OFFICE
Thomas W. Stephenson Jr.
Branch Manager

802 Main Street

West Point, Virginia 23181
(804) 843-2360

LONGHILL ROAD

Sandra C. St.Clair

Assistant Vice President

& Branch Manager

4780 Longhill Road
Williamsburg, Virginia 23188
(757) 565-0593

MIDDLESEX

N. Susan Gordo
Branch Manager
Route 33 at Route 641
Saluda, Virginia 23149
(804) 758-3641

NORGE

Alec J. Nuttall

Assistant Vice President
& Branch Manage



7534 Richmond Road
Norge, Virginia 2312°
(757) 564-8114

PROVIDENCE FORGE

James D. W. King

Vice President & Branch Manager
3501 N. Courthouse Road
Providence Forge, Virginia 23140
(804) 966-2264

QUINTON

Mary T. "Joy" Whitley
Assistant Vice President
& Branch Manager

2580 New Kent Highway
Quinton, Virginia 23141
(804) 932-4383

TAPPAHANNOCK

Douglas M. "Judge" Smith
Assistant Vice President

& Branch Manager

1649 Tappahannock Boulevard
Tappahannock, Virginia 22560
(804) 443-2265

VARINA

Tracy E. Pendleton

Vice President & Branch Manager
Route 5 at Strath Road
Richmond, Virginia 23231

(804) 795-7000

WEST POINT - 14TH STREET
Karen T. Richardson

Assistant Vice President

& Branch Manager

415 Fourteenth Street

West Point, Virginia 23181
(804) 843-2708

LOAN PRODUCTION OFFICE
Terrence C. Gates

Vice President,

Real Estate Construction

300 Arboretum Place, Suite 245
Richmond, Virginia 23236

(804) 330-8300

C&F Mortgage Corporation
ADMINISTRATIVE OFFICE
300 Arboretum Place, Suite 245
Richmond, Virginia 23236

(804) 330-8300

Bryan E. McKernon
PRESIDENT & CHIEF EXECUTIVE OFFICER

Mark A. Fox
EXECUTIVE VICE PRESIDENT & CHIEF FINANCIAL OFFICER

Michael J. Mazzola
SENIOR VICE PRESIDENT & MARYLAND AREA MANAGER



Theresa M. Dougherty
VICE PRESIDENT & SENIOR UNDERWRITER

Donna G. Jarratt
VICE PRESIDENT & PROJECT MANAGER

ANNAPOLIS, MARYLAND

Larry Roussil

VICE PRESIDENT & BRANCH MANAGER
2191 Defense Highway, Suite 200

Crofton, Maryland 21114

(410) 721-6770

CHARLOTTESVILLE
Philip N. Mahone
VICE PRESIDENT & BRANCH MANAGER

William E. Hamrick

VICE PRESIDENT & BRANCH MANAGER
114 Whitewood Road, Suite 2
Charlottesville, Virginia 22901

(804) 974-1450

CHESTER

Stephen L. Fuller

VICE PRESIDENT & BRANCH MANAGER
4517 West Hundred Road

Chester, Virginia 23831

(804) 748-2900

COLUMBIA, MARYLAND

Scott B. Segrist

VICE PRESIDENT & BRANCH MANAGER
8492 Baltimore National Pike, Suite 207
Ellicott City, Maryland 21043

(410) 461-6233

NEWPORT NEWS

Linda H. Gaskins

VICE PRESIDENT & BRANCH MANAGER
703 Thimble Shoals Boulevard, Suite C4
Newport News, Virginia 2360

(757) 873-8200

RICHMOND
Thomas A. Gill
VICE PRESIDENT & BRANCH MANAGER

Donald R. Jordan

VICE PRESIDENT & RICHMOND PRODUCTION MANAGER
300 Arboretum Place, Suite 245

Richmond, Virginia 23236

(804) 330-8300

RICHMOND WEST

Page C. Yonce

VICE PRESIDENT & BRANCH MANAGER
7231 Forest Avenue, Suite 202

Richmond, Virginia 23226

(804) 673-3453

WILLIAMSBURG

Irving E. "Ed" Jenkins

VICE PRESIDENT & BRANCH MANAGER
Delena A. Icard



VICE PRESIDENT & SENIOR LOAN OFFICER
3279 Lake Powell Road

Williamsburg, Virginia 23185

(757) 259-1200

C&F Title Agency, Inc.

Eileen A.Cherry

Vice President & Title Insurance Underwriter 30Aretum Place, Suite 245
Richmond, Virginia 23236

(804) 327-3810

C&F Investment Services, Inc.
Eric F. Nost

VICE PRESIDENT & MANAGER
417 Fourteenth Street

West Point, Virginia 23181

(804) 843-4584

(800) 853-3863

Douglas L. Hartz

ASSISTANT VICE PRESIDENT
2580 New Kent Highway
Quinton, Virginia 23141

(804) 932-4383
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EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Ne8&8&24, No. 333-67535 and No. 333-
63699) and Form S-3 (No. 333-60877) and in thaedl&rospectuses, of our report, dated JanuaryaB®, relating to the consolidated
financial statements of C&F Financial Corporatiom subsidiary, included in the 1998 Annual Repbé&lmareholders and incorporated by
reference in the Annual Report on Form 10-K forykars ended December 31, 1998 and 1997.

/sl Yount, Hyde & Barbour, P.C.

Winchester, Virginia
March 3, 1999



EXHIBIT 23.2

INDEPENDENT AUDITORS' CONSENT

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Ne8&8&24, No. 333-67535 and No. 333-
63699) and Form S-3 (No. 333-60877) and in thaedl&rospectuses, of our report, dated JanuaryQB7, relating to the consolidated
financial statements of C&F Financial Corporatiom subsidiary, incorporated by reference in thisdal Report on Form 10-K for the year

ended December 31, 1996.
/SIDELOITTE & TOUCHE LLP

Richmond, Virginia
March 5, 1999
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[LOGO]
C&F Financial Corporation Eighth and Main Street® PBox 391 West Point, Virginia 23181
Dear Fellow Shareholders:

You are cordially invited to attend the 1999 Annlkdeting of Shareholders of C&F Financial Corpamatithe holding company for Citizens
and Farmers Bank. The meeting will be held on TagsApril 20, 1999, at 3:30 p.m. at the Father g¢an Boogaard Center, 3510 King
William Avenue, West Point, Virginia. The accomparg/Notice and Proxy Statement describe the matibeloe presented at the meeting.
Enclosed is our Annual Report to Shareholderswiilbbe reviewed at the Annual Meeting.

PLEASE COMPLETE, SIGN, DATE AND RETURN THE ENCLOSHEROXY CARD AS SOON AS POSSIBLE. Whether or not yull
be able to attend the Annual Meeting, it is impatrthat your shares be represented and your voteded. The proxy may be revoked at any
time before it is voted at the Annual Meeting.

We appreciate your continuing loyalty and suppb€itizens and Farmers Bank and C&F Financial Coapon.

Sincerely,
/sl LA RRY G. DILLON
Larry G. Dillon
PRESID ENT & CHIEF EXECUTIVE OFFICER

West Point, Virginia
March 15, 1999
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C&F FINANCIAL CORPORATION
Eighth and Main Streets
P.O. Box 391
West Point, Virginia 23181

NOTICE OF 1999 ANNUAL MEETING OF SHAREHOLDERS

TO BE HELD APRIL 20, 1999

The 1999 Annual Meeting of Shareholders of C&F Raial Corporation (the "Company") will be held hétFather van den Boogaard Cer
3510 King William Avenue, West Point, Virginia, duesday, April 20, 1999, at 3:30 p.m. for the faling purposes:

1. To elect two Class Il directors to the boardirectors of the Company to serve until the 200@al Meeting of Shareholders, as
described in the Proxy Statement accompanyingntttise.

2. To approve the Company's Amended and Resta®&®i NOn-Employee Director Stock Compensation Plamnaterial terms of which are
described in the Proxy Statement accompanyingntitise.

3. To ratify the Board of Directors' appointmentyafunt, Hyde & Barbour, P.C., as the Company's fieshelent public accountants for 1999.
4. To transact such other business as may propentye before the meeting or any adjournment thereof.

Shareholders of record at the close of businesbnuary 22, 1999, are entitled to notice of andate at the Annual Meeting or any
adjournment thereof.

By Order of the Board of Directors

Isl G ari B. Sullivan
Gari B. Sullivan
SECRE TARY

March 15, 1999

IMPORTANT NOTICE

PLEASE COMPLETE, SIGN, DATE AND RETURN THE ENCLOSHEROXY CARD IN THE ACCOMPANYING POSTAGE PAID
ENVELOPE SO THAT YOUR SHARES WILL BE REPRESENTED AHE MEETING. SHAREHOLDERS ATTENDING THE
MEETING MAY PERSONALLY VOTE ON ALL MATTERS WHICH ARE CONSIDERED, IN WHICH EVENT THE SIGNED PROXIES
ARE REVOKED.
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C&F FINANCIAL CORPORATION
EIGHTH AND MAIN STREETS
P.O0. BOX 391
WEST POINT, VIRGINIA 23181

PROXY STATEMENT
1999 ANNUAL MEETING OF SHAREHOLDERS
APRIL 20, 1999

GENERAL

The following information is furnished in connectiwith the solicitation by and on behalf of the Bibaf Directors of the enclosed proxy to
be used at the 1999 Annual Meeting of the Sharehslfthe "Annual Meeting") of C&F Financial Corptioa (the "Company") to be held
Tuesday, April 20, 1999, at 3:30 p.m. at the Fattagr den Boogaard Center, 3510 King William Aven¥est Point, Virginia. The
approximate mailing date of this Proxy Statemeitt accompanying proxy is March 15, 1999.

REVOCATION AND VOTING OF PROXIES

Execution of a proxy will not affect a shareholdeight to attend the Annual Meeting and to votpénson. Any shareholder who has
executed and returned a proxy may revoke it byhditgy the Annual Meeting and requesting to votpdrson. A shareholder may also revoke
his proxy at any time before it is exercised binfjla written notice with the Company or by submgta proxy bearing a later date. Proxies
will extend to, and will be voted at, any propealjjourned session of the Annual Meeting. If a shalder specifies how the proxy is to be
voted with respect to any proposals for which aiah provided, the proxy will be voted in accarda with such specifications. If a
shareholder fails to specify with respect to suakppsals, the proxy will be voted FOR proposal2 &nd 3, as set forth in the accompanying
notice and further described herein.

VOTING RIGHTS OF SHAREHOLDERS

Only those shareholders of record at the closausiness on February 22, 1999 are entitled to nofieend to vote at the Annual Meeting, or
any adjournments thereof. The number of sharesmfton stock of the Company outstanding and entiledte at the Annual Meeting is
3,866,888. The Company has no other class of stottanding. A majority of the votes entitled todaest, represented in person or by proxy,
will constitute a quorum for the transaction of iness. Each share of Company common stock entittesecord holder thereof to one vote
upon each matter to be voted upon at the Annualiltee

With regard to the election of directors, votes rhaycast in favor or withheld. If a quorum is preséhe nominees receiving a plurality of the
votes cast at the Annual Meeting will be electaears; therefore, votes withheld will have nceetf The approval of the Company's
Amended and Restated 1998 Non-Employee DirectakSEmmpensation Plan and the ratification of Yotihde & Barbour, P.C. as the
Company's independent public accountants requéraffirmative vote of a majority of the shares aasthe matter. Thus, although
abstentions and broker non-votes (shares held stpmers which may not be voted on certain mattecatse the broker has not received
specific instructions from the customers) are cedribr purposes of determining the presence omalesef a quorum for the transaction of
business, they are generally not counted for pegpo$ determining whether such proposals have approved and therefore have no effect.

1



SOLICITATIONS OF PROXIES

The cost of solicitation of proxies will be borng the Company. Solicitations will be made only bg uise of the mail, except that officers
regular employees of the Company and Citizens anch&rs Bank (the "Bank") may make solicitationpiafxies by telephone, telegram,
special letter, or by special call, acting withoatmpensation other than regular compensation chisemplated that brokerage houses and
other nominees, custodians, and fiduciaries wiltdmpiested to forward the proxy soliciting matetgathe beneficial owners of the stock held
of record by such persons, and the Company withbeirse them for their charges and expenses ircdinmisection.

PRINCIPAL HOLDERS OF CAPITAL STOCK

The following table shows the share ownership dsediruary 22, 1999, of the shareholders knowneédbmpany to be the beneficial own
of more than 5% of the Company's common stockypkure $1.00 per share, which are the only votimysges outstanding.

AMOUNT AND NATURE

NAME AND ADDRESS OF BENEFICIAL PERCENT
OF BENEFICIAL OWNER OWNERSHIP(1) OF CLASS
Sture G. Olsson 285,648(2) 7.4%
P.O. Box 311

West Point, VA 23181

(1) For purposes of this table, beneficial owngrdtas been determined in accordance with the poovaf Rule 13d-3 of the Securities
Exchange Act of 1934 under which, in general, &q@eis deemed to be the beneficial owner of a #gdfihe or she has or shares the power
to vote or direct the voting of the security or gwver to dispose of or direct the dispositiontef s$ecurity, or if he has the right to acquire
beneficial ownership of the security within sixtgyd.

(2) Includes 269,072 shares held in a trust of tviicestar Bank and Mr. Olsson are co-trustees.

As of February 22, 1999, the directors and exeeutiiicers of the Company and its subsidiary Baekdiicially owned as a group 501,783
shares (or approximately 12.9%) of Company comntocksincluding shares for which they hold presgettercisable stock options).

PROPOSAL ONE
ELECTION OF DIRECTORS

The Company's Board is divided into three claskdk @nd 1l1) of directors. The term of office fcClass Il directors will expire at the Annt
Meeting. Two persons named below, each of whomeatisr serves as a director of the Company, wilhbminated to serve as Class Il
directors. If elected, the Class Il nominees wétve until the 2002 Annual Meeting of Sharehold€he persons named in the proxy will
vote for the election of the nominees named belplgss authority is withheld. The Company's BoariEbes that the nominees will be
available and able to serve as directors, butyifarthese persons should not be available ortalderve, the proxies may exercise
discretionary authority to vote for a substitutegmsed by the Company's Board.

Certain information concerning the nominees foctd® at the Annual Meeting as Class Il directigrset forth below, as well as certain
information about the other Class | and Il direstavho will continue in office until the 2000 an@@ Annual Meeting of Shareholders,
respectively.



N UMBER OF SHARES

PRINCIPAL BE NEFICIALLY OWNED
SERVED OCCUPATION DURING AS O F FEBRUARY 22, 1999

NAME (AGE) SINCE(1) PAST FIVE YEARS (PE RCENT OF CLASS)(2)
CLASS | DIRECTORS (SERVING UNTIL THE 2000 ANNUAL MEETING)
Larry G. Dillon (45) 1989 Chairman, President and 44,336(3)

Chief Executive Officer of the (1.1%)

Company and the Bank
James H. Hudson Il (50) 1997 Attorney-at-Law 1,893

Hudson & Bondurant, P.C. *
CLASS Il DIRECTORS (SERVING UNTIL THE 2001 ANNUAL MEETING)
Sture G. Olsson (78) 1952 Retired; previously Chairman of 285,648(4)

the Board, Chesapeake Corporation (7.4%)

CLASS Il DIRECTORS (NOMINEES) (SERVING UNTIL THE 2 002 ANNUAL MEETING)

J. P. Causey Jr. (55) 1984 Senior Vice President, Secretary & 34,788
General Counsel of Chesapeake *
Corporation

William E. O'Connell Jr. (61) 1994 Chessie Professor of Business, 2,000
The College of William and Mary *
All Directors and Executive 501,783
Officers as a group (14 persons) (12.9%)

* Represents less than 1% of the total outstanslages of the Company's common stock.

(1) Refers to the year in which the director wastfélected to the Board of Directors of the Bank.

(2) See footnote 1 of table above "Principal Hoddefr Capital Stock” for description of how benediadwnership has been determined for
purposes of this table.

(3) Includes16,602 shares as to which Mr. Dillofdegresently exercisable options. A descriptioswath options is set forth below in gre:
detail in "Employee Benefit Plans - Incentive Stagtion Plan”.

(4) Includes shares held by affiliated corporatjatsse relatives, children, and shares held jpwith spouses or as custodians or trustees for
children, as follows: Mr. Olsson, see discussioovabunder "Principal Holders of Capital Stock".

The Board of Directors of the Bank consists offitie members of the Company's Board listed aboweedisas P. L. Harrell, Joshua H.
Lawson, Bryan E. McKernon, Reginald H. Nelson NuPC. Robinson, and Thomas B. Whitmore Jr.

The Board of Directors is not aware of any faméiationship between any director or person nhoméhbtethe Company to become director;
nor is the Board of Directors aware of any involesmin legal proceedings which are material to iamyairment of the ability or integrity of
any director or person nominated to become a @gireciNLESS AUTHORITY FOR THE NOMINEES IS WITHHELO,HE SHARES
REPRESENTED BY THE ENCLOSED PROXY CARD, IF EXECUTEAND RETURNED, WILL BE VOTED FOR THE ELECTION OF
THE NOMINEES PROPOSED BY THE BOARD OF DIRECTORS.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THE DIRECTORS NOMINATED TO SERVE AS CLASS Il
DIRECTORS.



BOARD COMMITTEES AND ATTENDANCE

During 1998, there were nine meetings of the Badudirectors of the Company and thirteen meetinfighe Board of Directors of the Bank.
With the exception of Mr. Olsson, each directoeiatted at least 75% of all meetings of the boardscammittees on which he served. The
Board of Directors of the Company has a CapitahRlad Nominating Committee and the Board of Directif the Bank has Executive,
Compensation and Audit Committees.

Members of the Capital Plan Committee are Messass€y, Dillon, Hudson, and O'Connell. The CapitahRCommittee reviews capital
related matters and submits proposals or recomnienddo the Board of Directors. The Capital Plamnittee did not meet during 1998.

Members of the Nominating Committee are Messrss@gauDillon, Hudson, and O'Connell. The Nominat@@mmittee reviews, on an as-
needed basis, the qualifications of candidatesembership to the Board. The Nominating Committe¢ thiree times during 1998.

Members of the Executive Committee are Messrs. €ausillon, Hudson, O'Connell, and Olsson. The Exiee Committee reviews various
matters and submits proposals or recommendatiotietBoard of Directors. The Executive Committed twéce during 1998.

Members of the Compensation Committee are Messnss€y, Harrell, Hudson, and Whitmore. The Compans&ommittee recommends
the level of compensation of each officer of th@Bahe granting of stock options and other empdosgamuneration plans to the Board of
Directors. The Compensation Committee met threegiduring 1998.

Members of the Audit Committee are Messrs. Causawson, and Robinson. The Audit Committee reviems approves various audit
functions including the year-end audit performedhry Company's independent public accountants Alitit Committee met four times
during 1998.

DIRECTORS' COMPENSATION

Each of the directors of the Company is also acttireof the Bank. Non-employee members of the Ba#directors of the Bank receive an
annual retainer of $2,500, payable quarterly, wittese meeting fee of $300 per day for CompanyaokBneetings and a fee of $100 for €
secondary meeting of the Company, Bank, or any cittews thereof held on the same day as a meetingtfich the base meeting fee is p:

The Board of Directors of the Company has appralieddmended and Restated 1998 Non-Employee Die&tirck Compensation Plan
subject to shareholder approval. See "ApprovalmieAded and Restated 1998 Non-Employee Directok$&ompensation Plan".

INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

As of December 31, 1998, the total maximum exterssaf credit (including used and unused lines eflity to policy-making officers,
directors, principal shareholders and their assesiamounted to $3,604,920, or 9.8%, of total weat-capital. The maximum aggregate
amount of such indebtedness during 1998 was $83860r 4.8%, of total year-end capital. These $oaare made in the ordinary course of
the Bank's business, on the same terms, includiegest rates and collateral, as those prevailitigegasame time for comparable transactions
with others, and do not involve more than the ndmisés of collectibility or present other unfavbia features. The Bank expects to have in
the future similar banking transactions with offgedirectors, principal shareholders and theiocisses.

The firm of Thrift Insurance Corporation servedtaslocal agent for the Fidelity and Deposit CompahMaryland. Mr. Lawson, a director
of the Bank, is the majority owner of Thrift Insace Corporation. The
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Bank maintains its various insurance policies iduig its blanket bond coverage, directors and effidiability coverage, and building and
equipment coverage through Fidelity and Deposit @amy of Maryland. All premiums are negotiated disewith representatives of Fidelity
and Deposit Company of Maryland. During 1998, tlaiBpaid premiums totaling $202,919 to Thrift Ireswe Corporation, as agent, for the
insurance coverage maintained by the Bank ($75008dich represents an annualized portion of agttyear prepaid premium).

During 1998, the Company and the Bank and its slidrges utilized the legal services of the law fioffHudson and Bondurant, P.C., of
which James H. Hudson, Il is a partner. The amotfiftes paid to Hudson and Bondurant, P.C. dicemoeed 5% of the firm's gross
revenue.

The board of directors of the Company recently apgd the repurchase of up to 250,000 shares of @oynpommon stock in blocks of
10,000 shares or higher at a price of $20.00 perestr less. The Company believes it has agreertehtsy 235,000 shares from six
shareholders by March 12, 1999. Of those shar&@0Q0 will be purchased from a trust of which StGreOlsson, a director of the Company,
is co-trustee and 10,000 from Thomas B. Whitmorealdirector of the Bank. Sture G. Olsson waspnesent and did not discuss or vote on
the repurchase. The shares to be purchased frotrust@re subject to approval by the co-trustektha court.

EXECUTIVE COMPENSATION

SUMMARY OF CASH AND CERTAIN OTHER COMPENSATIONS. Ehfollowing table shows the cash compensation fwahdr. Dillon,
President and Chief Executive Officer of the Conyamd Brad E. Schwartz, Senior Vice President@nief Operating Officer of the
Company, during 1998, 1997, and 1996. During 1898yther executive officer of the Company receigethpensation in excess of
$100,000.

SUMMARY COMPENSATION TAB LE
LONG-TERM
ANNUAL C OMPENSATION COMPENSATION
------------------------ ALL
NAME AND OTHER ANNUAL OTHER
PRINCIPAL POSITION YEAR SALARY BO NUS(1) COMPENSATION(2) OPTIONS(3) COMPENSATION(4)
Larry G. Dillon 1998 $140,000 $5 0,000 - 3,500 $22,842
President/Chief 1997 120,000 4 0,000 - 3,200 19,118
Executive Officer 1996 102,500 2 0,000 - 3,200 17,126
Brad E. Schwartz 1998 84,000 1 8,000 - 2,500 12,727
Senior Vice Pres./ 1997 75,000 1 4,000 - 2,200 10,777
Chief Operating 1996 70,000 8,000 - 2,200 10,509

Officer

(1) All bonuses were paid under the Managementitiae Bonus Plan, which is described below in "Eoyplke Benefit Plans”.

(2) The amount of compensation in the form of p&ites or other personal benefits properly categarin this column according to the
disclosure rules adopted by the Commission diceroeed the lesser of either $50,000, or 10% ofdts¢ annual salary and bonus reporte
each of the three years reported for Messrs. Ddloth Schwartz, and therefore, is not required toeperted.

(3) 1998 options were granted at an exercise fi§d8.625 per share; 1997 options were grantad aixercise price of $12.50 per share;
1996 options were granted at an exercise pric® &8bper share.

(4) $8,667, $6,966, and $11,711, were paid to MioDand $5,044, $4,140 and $7,877 were paid toS¢hwartz under the Bank's Profit-
Sharing Plan for 1998, 1997, and 1996, respectify154, $5,383, and $5,415, were
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paid to Mr. Dillon and $2,639, $2,631 and $2,632evgaid to Mr. Schwartz under the Bank's Split-Bolhsurance Program for 1998, 1997,
and 1996, respectively. $8,721 and $6,769 weretpdidr. Dillon and $5,044 and $4,006 were paid to Bchwartz under the Bank's 401(k)
Plan for 1998 and 1997, respectively. All threenplare described below in "Employee Benefit Plans".

STOCK OPTIONS AND SAR. The following table showkgriants of options to Messrs. Dillon and Schwant2998:

OPTION/SAR GRANTS IN LAST FISCAL YEAR

POTENTIAL REALIZABLE VALUE
AT ASSU MED ANNUAL RATES
OF STOCK PRICE APPRECIATION
INDIVID UAL GRANTS FOR OPTION TERM
% OF TOTA L
OPTIONS GRA NTED EXERCISE OR

OPTIONS TO EMPLOYEE SIN BASEPRICE EXPIRATION 5% 10%
NAME GRANTED (#) (1)  FISCAL YE AR ($/SH) DATE (%) ($)
Larry G. Dillon 3,500 10.0% 18.625 12/15/08 40,996 103,892
Brad E. Schwartz 2,500 7.2% 18.625 12/15/08 29,282 74,208

(1) Vesting is as follows: One-third by Decembey 1899; two-thirds by December 15, 2000; and 10§%é&cember 15, 2001.

OPTION/SAR EXERCISES AND HOLDINGS. The followingttie shows stock options exercised by Messrs. Déloth Schwartz in 1998:

AGGREGATED OPTION/SAR EXERCIS ES IN LAST FISCAL YEAR AND FY-END OPTIONS/SAR VALUE S
VALUE OF UNEXERCISED
NUMBER OF UNEXERCISED IN -THE-MONEY
OPTIONS AT (0] PTIONS AT
SHARES DECEMBER 31, 1998 (#) DECEMB ER 31, 1998 ($)
ACQUIRED ON VA LUE EXERCISABLE/ EX ERCISABLE/
NAME EXERCISE (#) REALIZ ED ($) UNEXERCISABLE UN EXERCISABLE
Larry G. Dillon 2,000 41, 000 16,602/ 152,181/
6,698 23,756
Brad E. Schwartz -- - - 12,202/ 111,350/
4,698 16,338

CHANGE IN CONTROL ARRANGEMENT

The Company has entered into a "change in congraleament” with Mr. Dillon. The agreement providestain payments to and benefits for
Mr. Dillon in the event of a termination of his elopment by the Company without "cause," or by Milldh for "good reason," during the
period beginning on the occurrence of a "changmirtrol” (as defined) of the Company and endingysone days after the second
anniversary of the change in control date. In sa@nt, Mr. Dillon would be entitled (i) to receiie12 consecutive quarterly
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installments, or in a lump sum, two and one-hatfiets the sum of his highest aggregate annual bksg daring the 24 month period
preceding the change in control date and his highgggregate annual bonus for the three fiscal ye@rseding the change in control date; (ii)
for a period of three years following terminatiém receive continuing health insurance, life inswe split-dollar insurance, and similar
benefits under the Company's welfare benefit ptartsto have the three year period credited ascgetoivards completion of any service
requirement for retiree coverage under the Compamglifare benefit plans; and (iii) if Mr. Dillon geests within one year after his
termination to have the Company acquire his residdor its appraised fair market value. During tiven of the agreement following a cha
in control, Mr. Dillon may voluntarily terminate hemployment and become entitled to these payrnaadtbenefits under certain
circumstances. These circumstances include, butarmited to, a material adverse change in bisitpn, authority, or responsibilities, or a
reduction in his rate of annual base salary, b&engficluding incentives, bonuses, stock compeosatind retirement and welfare plan
coverage), or other perquisites as in effect imatedtl prior to the change in control date.

Payments and benefits provided under the agreemiktibie reduced, if and to the extent necessaryhadMr. Dillon will not be subject to a
federal excise tax on, and the Company will notibeied an income tax deduction on account of hawiade excess parachute payments.

EMPLOYEE BENEFIT PLANS

MANAGEMENT INCENTIVE BONUS PLAN. The Bank adopted\danagement Incentive Bonus Plan (the "Bonus Plafi&ctive January
1, 1987. The Bonus Plan is offered to selected neesntf management. The bonus is derived from ag@ioiinds determined by the Bank's
total performance relative to (1) prescribed grovettes of assets and deposits, (2) return on agersgets, and (3) absolute level of net
income. Attainment, in whole or in part, of thesalg dictates the amount set aside in the poalradd. Evaluation of attainment and appr¢
of the pool amount is done by the Board of Direziofrthe Bank. Payment of the bonus is based awithahl performance and paid in cast
a percentage of the respective individual's baseysd&xpense is accrued in the year of the spatifionus performance.

Other than the Bonus Plan (above), the IncentivekSDption Plan (detailed below), and the SplitiBolnsurance Program (detailed below),
there are no personal benefits provided to prin@ffecers and directors which are not providedtioother full-time employees.

PROFIT-SHARING/401(K) PLAN. The Bank maintains afibed Contribution "Profit-Sharing" Plan sponsof®dthe Virginia Bankers
Association. The plan was amended effective Janliat@97, to include a 401(k) savings provisionjohtauthorizes a maximum voluntary
salary deferral of up to 15% of compensation (witbartial company match), subject to statutorythtions. The profit-sharing arrangement
provides for an annual discretionary contributiortite account of each eligible employee basediingmethe Bank's profitability for a given
year, and on each participant's yearly earningsuli-time employees who have attained the age of 1&hawd at least three months of
service are eligible to participate. Contributi@msl earnings may be invested in various investwemtles offered through the Virginia
Bankers Association. Contributions and earningdaraleferred. An employee is 40% vested after f@ars of service, 60% after five years,
80% after six years, and fully vested after seveary.

RETIREMENT PLAN. The Bank has a Non-Contributoryfined Benefit Retirement Plan (the "Retirement Plaiovering substantially all
employees who have reached the age of 21 and lesvefblly employed for at least one year. The Retent Plan provides participants with
retirement benefits related to salary and yearsedited service. Employees become vested afterplian years of service, and the normal
retirement date is the plan anniversary date nedreemployee's 65th birthday. The Retirement Htzes not cover directors who are not
active officers. The amount expensed for the Renet Plan during the year ended December 31, 18883$102,536.
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The following table shows the estimated annuateatent benefits payable to employees in the aveangeal salary and years of service
classifications set forth below assuming retirenarhe normal retirement age of 65.

CONSECUTIVE FIVE-YEAR YEARS OF CREDITED SERVICE

AVERAGE SALARY 15 20 25 30 35

$ 25,000 $ 4,688 $ 6,250 $ 7,813 $ 8,750 $ 9,688
40,000 8,490 11,320 14,150 15,980 17,810
55,000 12,990 17,320 21,650 24,605 27,560
75,000 18,990 25,320 31,650 36,105 40,560
100,000 26,490 35,320 44,150 50,480 56,810
125,000 33,990 45,320 56,650 64,855 73,060
150,000 41,490 55,320 69,150 79,230 89,310
160,000 44,490 59,320 74,150 84,980 95,810

Benefits under the Retirement Plan are based traigl#t life annuity assuming full benefit at age, 6o offsets, and covered compensation of
$31,200 for a person age 65 in 1998. Compensationriently limited to $160,000 by the Internal Reve Code. The estimated annual
benefit payable under the Retirement Plan uporeragint is $85,912 and $44,846 for Messrs. Dilloth Sohwartz, respectively, credited w

40 years of service. Benefits are estimated omdisés that they will continue to receive, until &g covered salary in the same amount paid
in 1998.

SPLIT-DOLLAR INSURANCE PLAN. In addition to a grodjfe insurance plan that is available to all ftifhe employees, the Bank offers a
Split-Dollar Insurance Program to selected membé&msanagement. The insurance benefit under thigrpro is equal to five times an
officer's annual salary in effect at the time tffficer is enrolled in the program. The Bank rec@vis cost from each participant at retirement
or from the proceeds of the policy if the participdies before reaching retirement age.

INCENTIVE STOCK OPTION PLAN. The company adopted 1994 Incentive Stock Option Plan (the "IncentNan") effective May 1,
1994. The Incentive Plan makes available up to@shares of common stock for awards to key eneglewf the Company and its
subsidiaries in the form of stock options, stocgrapiation rights, and restricted stock (collediy&Awards"). The purpose of the Incentive
Plan is to promote the success of the Companytarsibsidiaries by providing incentives to key emgpks that will promote the
identification of their personal interests with fbag-term financial success of the Company antl gibwth in shareholder value. The
Incentive Plan is designed to provide flexibilitythe Company in its ability to motivate, attraamd retain the services of key employees t
whose judgment, interest, and special effort tleeassful conduct of its operation is largely deamnd

Under the terms of the Incentive Plan, the Compars&ommittee of the Board of Directors of the Bdthe "Committee") administers the
plan. The Committee will have the power to detemtime key employees to whom Awards shall be made.

Each Award under the Incentive Plan will be madespant to a written agreement between the Compaagyhee recipient of the Award (the
"Agreement"). In administering the Incentive Pltre Committee will have the authority to determtine terms and conditions upon which
Awards may be made and exercised, to determinestan provisions of each Agreement, to construaraedoret the Incentive Plan and the
Agreements, to establish, amend, or waive rulegsgulations for the Incentive Plan's administrationaccelerate the exercisability of any
Award, the end of any performance period, or teatiom of any period of restriction, and to makeodier determinations and take all other
actions necessary or advisable for the administraif the Incentive Plan.

The Board may terminate, amend, or modify the ItigerPlan from time to time in any respect withebareholder approval, unless the
particular amendment or modification requires shalder approval



under the Internal Revenue Code of 1986, as amdigedCode"), the rules and regulations underiBedt6 of the Securities Exchange Act
of 1934 or pursuant to any other applicable lawkes;, or regulations.

COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSA TION

The Compensation Committee (the "Committee"), widoctomposed of non-employee Directors of the Camifzand the Bank listed below,
recommends to the Board of Directors of the Bah& (Board") the annual salary levels and any bontsée paid to the Bank's executive
officers. The Committee also makes recommendatmtise Board regarding the issuance of stock optamd all other compensation related
matters.

Currently, the individuals serving as Chief ExeeatDfficer and executive officers of the Compargoaderve in the same capacities,
respectively, for the Bank. These officers are @nég compensated for services rendered by thettmet®ank, but not for services renderes
them to the Company.

The primary objective of the Bank's executive congadion program is to attract and retain highlyles#tiand motivated executive officers
who will manage the Bank in a manner to promotgitsvth and profitability and advance the inteidshe Company's stockholders. As
such, the compensation program is designed to gedeivels of compensation which are reflective ahlthe individual's and the
organization's performance in achieving the orgaion's goals and objectives, both financial and-fiwancial, and in helping to build value
for the Company's stockholders. Based on its etialuaf these factors, the Committee believes thatexecutive officers are dedicated to
achieving significant improvements in long-termaiitial performance and that the compensation pln€ommittee has implemented and
administered have contributed to achieving this agament focus.

The principal elements of the Bank's compensatiognam include base annual salary, short-term iinoeegompensation under the Bank's
Management Incentive Bonus Plan, and long-termnitiees through the grants of stock options underli®94 Incentive Stock Option Plan.

In considering compensation for the Chief Execu@féicer and the other executive officers, the Cdtter relied on compensation surveys
and an evaluation of the officers' level of resplifis/ and performance. In 1998, the Committeeduiee following compensation surveys to
assist in developing its recommendation on compemsal he SNL Executive Compensation Review; theshlunoff Bank Executive and
Director Compensation Survey; and the Virginia BaiskAssociation's Salary Survey of Virginia Barikse Committee believes that these
are relevant and appropriate indicators of comp@rspaid by the Bank's competitors. The Commitimived an evaluation by the Chief
Executive Officer of the performance of the exesuitfficers (other than the Chief Executive Offijcguring 1998. The Committee evaluated
the performance of the Chief Executive Officer libse the financial performance of the Company &edBank, achievements in
implementing the Bank's longrm strategy, and the personal observations ofttief Executive Officer's performance by the meralué# the
Committee. No particular weight was given to anstipalar aspects of the performance of the Chieddttive Officer, but his performance in
1998 was evaluated as outstanding, with the Compadythe Bank achieving record earnings and siaifi progress being made on the
Bank's long-term strategy.

Based on the salary surveys and the performandeatioms, the Committee generally set base anralatiss for the Chief Executive Officer
and the other executive officers in the median easifgsalaries contained in the various surveysdonparable positions.

The Committee also reviewed each executive offiqgeetformance and responsibility to assess the gatof short-term incentive
compensation. The Committee uses the compensativeys and takes into consideration the performamfitiee Bank relative to its peer
group, taking into consideration profit growth, etsgrowth, return on equity, and return on asddtsparticular weight is given to each of
these elements. The cash bonuses were given bpsedhe role of such officers in the growth andfipaility of the Bank in 1998.

Each year, the Committee also considers the ddgiyalf granting long-term incentive awards undiee Company's 1994 Incentive Stock
Option Plan. The Committee believes that grantgpbibns focus the



Bank's senior management on building profitabgibyd shareholder value. The Committee notes inqodati its view that stock option grants
afford a desirable long-term compensation methadibse they closely ally the interest of manageméhtshareholder value. In fixing the
grants of stock options with the senior managergemip, other than the Chief Executive Officer, @@mmmittee reviewed with the Chief
Executive Officer recommended individual awardkirtg into account the respective scope of accoiittabnd contributions of each
member of the senior management group. The awatkt€@hief Executive Officer was fixed separateigd avas based, among other things,
on the review of competitive compensation data femected peer companies and information on hé$ toimpensation as well as the
Committee's perception of his past and expecteddiutontributions to the Company's achievementsdbng-term goals.

COMPENSATION COMMITTEE

J. P. Causey Jr. - Chairman
P. Loy Harrell
James H. Hudson Il
Thomas B. Whitmore Jr.

COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTI CIPATION

During 1998 and up to the present time, there waresactions between the Company's banking subgidial certain members of the
Compensation Committee, or their associates, allisting of extensions of credit by the Bank in ¢indinary course of business. Each
transaction was made on substantially the samestenciuding interest rates, collateral and repaynberms, as those prevailing at the time
for comparable transactions with the general pubtithe opinion of management, none of the tratisas involved more than the normal r
of collectibility or present other unfavorable fess.

None of the members of the Compensation Commitisesbrved as an officer or employee of the Compamyy of its affiliates. No directc
may serve as a member of the Committee if he gibddi to participate in the Incentive Plan or waaray time within one year prior to his
appointment to the Committee eligible to particgpit the Incentive Plan.
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PERFORMANCE GRAPH

The following graph compares the yearly cumulatotal shareholder return on the Company's comnuekstith (1) the yearly cumulative
total shareholder return on stocks included inNB&SDAQ stock index and (2) the yearly cumulativeatehareholder return on stocks
included in the Independent Bank Index preparethbyCarson Medlin Company. The Independent Bankxrislthe compilation of the total
return to shareholders over the past 5 years odapgof twenty-three independent community bankated in the southeastern states of
Florida, Georgia, North Carolina, South Carolinanfiessee, Virginia, and West Virginia.

There can be no assurance that the Company'ssoftkmance will continue into the future with theame or similar trends depicted in the

graph below.
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SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMRANCE

Section 16(a) of the Securities Exchange Act rexguitirectors, executive officers, and 10% bendfmimers of the Company's common st

to file reports concerning their ownership of conmstock. Except as set forth below, the Companigbes that its officers and directors
complied with all filing requirements under Sectibé(a) of the Securities Exchange Act of 1934 dudif98. The following persons
inadvertently failed to file on a timely basis refsarequired by Section 16(a) as follows: Jameklttison IIl, Sture G. Olsson, J. P. Causey
Jr., and William E. O'Connell Jr. each filed onpa late involving one transaction. The requireparts for these individuals were filed as of
December 28, 1998.

PROPOSAL TWO
APPROVAL OF THE AMENDED AND RESTATED 1998 NON-EMPLO YEE
DIRECTOR STOCK COMPENSATION PLAN

The C&F Financial Corporation 1998 N@&wmwployee Director Stock Compensation Plan (theri'Blevas adopted by the Board of Directors
August 18, 1998, to be effective on September 281%he Plan made available up to 25,000 sharesrofnon stock for awards to non-
employee directors of the Company and its whollyred/subsidiary, Citizens and Farmers Bank (the KBain the form of stock options
("Awards"). As of February 22, 1999, 8,000 optit@purchase company common stock were outstandidgrihe Plan.

The Board of Directors voted on February 16, 1998rhend the Plan to increase the number of shamsrmon stock authorized to be
issued under the Plan to 150,000 shares of cominoR, subject to shareholder approval of the Ptahen1999 Annual Meeting.

The principal features of the Plan, as amendedswaramarized in the following paragraphs. This sumynssubject, in all respects, to the
terms of the Plan. The Company will provide promptipon request and without charge, a copy of thidext of the Plan to each person to
whom a copy of this Proxy Statement is deliveregljiests should be directed to the Chief Finandifit€ of the Company at Eighth and
Main Streets, West Point, Virginia 23181.

PURPOSE. The purpose of the Plan is to promoteatgr identity of interest between non-employeeatiars of the Company and the Bank
and the Company's shareholders by increasing titieipation of such directors' proprietary intergsthe Company through the receipt of
Awards.

ADMINISTRATION. Under the terms of the Plan, onemore persons who are employees of the Compangiaectors of the Board (the
"Employee Directors"), and such additional empleyas the Employee Directors shall designate, wilhppointed to administer the Plan.

ELIGIBILITY. All non-employee directors of the Corapy and the Bank ("Non-Employee Directors") argible for Awards under the Plan.
Non-Employee Directors serving on both the Board ef @ompany and the Bank will be entitled to reca@mly one Award under the Plan
per year.

OPTIONS. The stock options awarded under the Pidmet constitute "incentive stock options" withihe meaning of Section 422 of the
Internal Revenue Code of 1986, as amended (thee'Q.oficcordingly, the stock options will be non-tjtiad stock options ("NQSOs") and
will be subject to taxation under Section 83 of Gule.

Commencing on September 1, 1998 and on May 1 &f sacceeding year ending in the year 2008 or thrgile are insufficient shares of
common stock available for the grant of Awardsénaadance with the terms of the Plan, each Non-Byaga Director will automatically
receive an Award of 1,000 stock options. At thediton of the Board, the number of shares sulbgettte automatic option may be increased
up to 250 shares per year per participant, on auative basis, during the term of the Plan, subje@ maximum of 2,000 shares granted per
year per participan
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Awards are not exercisable until April 30 in théecalar year following its date of grant. However,fAavard will be immediately exercisable
if the Non-Employee Director's membership on thardwf directors of the Company or the Bank terteisas a result of retirement in
accordance with the Company's or the Bank's pslideath, or disability (as defined in Section X&)eof the Code). An Award will be
forfeited if, as of the termination of the Non-Empée Director's membership on the board of dirsadbthe Company or the Bank, the
Award is not then exercisable and such terminaticaurs for any reason other than the Non-Employieecir's retirement in accordance
with the Company's or the Bank's policies, deattigability (as defined above). An Award may bereised with respect to any number of
whole shares less than the full number for whiehAkvard could be exercised.

The option exercise price will be the closing priog if there are not trades on the date of grduety the next preceding date that a closing
price is available) of the common stock as repooietNASDAQ (or other applicable listing serviceexchanges used by the Company) or
Award's date of grant ("Fair Market Value"), oirifthe judgment of the Board there is insufficieedent trading activity to warrant
determination of the Fair Market Value solely oa Hasis of such closing prices on the listing sererr exchange, then the Fair Market Value
will be determined as of the date of grant in gtaith by the Board.

Unless otherwise provided by the option agreemgrtn the exercise of an Award, in whole or in paptjonees must tender cash or a cash
equivalent to the Company in payment for the comistook purchased. In addition, all or part of tiptian price may be paid by surrender
shares of common stock to the Company. If commockss used to pay all or part of the option prite, shares surrendered must have a
Market Value that is not less than such price ot fheereof.

No stock option will be exercisable after ten ydaosn the date of gran

SHARES SUBJECT TO THE PLAN. Up to 150,000 sharesomhmon stock may be issued under the Plan. Exxepet forth below, shares
of common stock issued in connection with the eserof, or as other payment for an Award will barged against the total number of
shares issuable under the Plan. If any Award teate8) in whole or in part, for any reason othenths a result of being exercised, the
common stock subject to such Award will be avaddiolr further Awards.

In order to reflect such events as stock dividestitgsk split-ups, subdivisions or consolidationsloéres of common stock, or transactions to
which Section 424 of the Code applies, the Empldyeectors will adjust the aggregate number of shdrom which grants or awards may
made and the terms of each outstanding Award.

CHANGE IN CONTROL. In order to maintain all the gaipants' rights in the event of a Change in Calmtf the Company (as that term is
defined in the Plan), the Employee Directors, asstituted before such Change in Control, may takitsisole discretion any one or more of
the following actions either at the time an Awasdriade or any time thereafter: (i) provide for &leeeleration of any time periods relating to
the exercise or realization of any such Awardshst $uch Award may be exercised or realized indmlbr before a date initially fixed by the
Employee Directors; (ii) provide for the purchasesettlement of any such Award by the Company, uperparticipant's request, for an
amount of cash equal to the amount which could t&esn obtained upon the exercise of such Awardalization of such participant's rights
had such Award been currently exercisable or paydli) make such adjustment to any such Awarchthetstanding as the Employee
Directors deem appropriate to reflect such Chandeantrol; or (iv) cause any such Award then oultdiiag to be assumed, or new rights
substituted therefor, by the acquiring or survivaregporation in such Change in Control.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES. A parti@apt will not recognize income on the grant of a NBR8ut generally wil
recognize income upon the exercise of a NQSO. fmuat of income recognized upon the exercise 0Q&8 will be measured by the
excess, if any, of the Fair Market Value of therebat the time of exercise over the exercise price

13



In the case of ordinary income recognized by aioopt as described above in connection with theceseeof a NQSO, the Company will be
entitled to a deduction in the amount of ordinargome so recognized by the optionee, provided tirafgany satisfies certain federal income
tax withholding requirements.

AMENDMENT AND TERMINATION OF THE PLAN. The Board obirectors may amend the Plan from time to timehait the consent of
the shareholders or optionees. If the Board detexsihat shareholder approval is required and ldmei® submitted for such approval and
adopted, then no subsequent amendment may becéutvef until shareholder approval is obtainedh# amendment materially increases
the total number of shares of the common stocKalei for grant under the Plan, materially modifies class of eligible individuals under
the Plan, or materially increases the benefitsattigipants under the Plan. No amendment will, auththe participant's consent, adversely
affect any rights of such participant under any Advautstanding at the time such amendment is made.

The Board may terminate the Plan at any time. The Rill terminate automatically, without any actiof the Board, if, on any date of grant,
there are insufficient shares available for thengod Awards in accordance with the terms of thenP|

VOTE REQUIRED. The affirmative vote of the holdefsa majority of the common stock cast at the Andieeting, assuming a quorum is
present, is required to ratify and approve the Rialuding the options previously granted thereunde

THE BOARD OF DIRECTORS RECOMMENDS THAT THE STOCKHOL DERS VOTE "FOR" ADOPTION OF THE PROPOSED
PLAN.

PROPOSAL THREE
RATIFICATION OF APPOINTMENT OF INDEPENDENT PUBLIC A CCOUNTANTS

The Board of Directors, subject to ratificationthg shareholders, has appointed Yount, Hyde & Barl#®.C. as independent public
accountants for the current fiscal year ending Ddasr 31, 1999.

A representative of Yount, Hyde & Barbour, P.C.Iw# present at the Annual Meeting and will be gitlee opportunity to make a statement
and respond to appropriate questions from the bblters. Unless marked to the contrary, the shamesented by the enclosed proxy card,
if executed and returned, will be voted FOR thédication of the appointment of Yount, Hyde & BathoP.C. as the independent public
accountants of the Company.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" RATI FICATION OF THE APPOINTMENT OF YOUNT, HYDE
& BARBOUR, P.C. AS INDEPENDENT PUBLIC ACCOUNTANTS.

OTHER BUSINESS

As of the date of this Proxy Statement, managemietiite Company has no knowledge of any mattergtprbsented for consideration at the
Annual Meeting other than those referred to abthamy other matters properly come before the AhiMeting, the persons named in the
accompanying proxy intend to vote such proxy, eéktent entitled, in accordance with their bedgjuent.
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SHAREHOLDER PROPOSALS FOR 2000 ANNUAL MEETING

Proposals of shareholders intended to be presantbeé 2000 Annual Meeting must be received byGbmpany no later than November 20,

1999. Under applicable law, the Board of Directoesed not include an otherwise appropriate sharehgiposal (including any shareholder
nominations for director candidates) in its proigtesment or form of proxy for that meeting unléss proposal is received by the Company's
Secretary, at the Company's principal office in YRnt, Virginia, on or before the date set fatiove.

By Order of the Board of Directors

/sl Gari B. Sullivan
GariB. S ullivan
SECRETARY

West Point, Virginia
March 15, 1999
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A COPY OF THE COMPANY'S ANNUAL REPORT ON FORM 104REPORT (INCLUDING EXHIBITS) AS FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION FOR THE YEAR ENED DECEMBER 31, 1998, WILL BE FURNISHED WITHOUT

CHARGE TO SHAREHOLDERS UPON WRITTEN REQUEST DIREADHO THE COMPANY'S SECRETARY AS SET FORTH ON
THE FIRST PAGE OF THIS PROXY STATEMENT.
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C&F FINANCIAL CORPORATION

This Proxy is solicited on behalf of the Board afdators

The undersigned hereby appoints Larry G. Dillon daches H. Hudson Ill, jointly and severally as peexwith full power to act alone, and
with full power of substitution to represent thedersigned, and to vote all shares of the Compaandstg in the name of the undersigned as
of February 22, 1999, at the annual meeting ofedi@ders to be held Tuesday, April 20, 1999 - 3:30

p.m. at the Father van den Boogaard Center, 3549 William Avenue, West Point, Virginia, or any adinments thereof, on each of the
following matters. This proxy, when properly exeajtwill be voted in the manner directed by thearadjned shareholder. If no direction is
made, this proxy will be voted FOR each proposdl @mother matters at the discretion of the praygmés.

(Continued and to be signed on Reverse £
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EXHIBIT 99.2

INDEPENDENT AUDITORS' REPORT

The Board of Directors and Shareholders
C&F Financial Corporation

We have audited the consolidated balance sheefBffinancial Corporation and subsidiary as of Deben81, 1996, and the related
consolidated statements of income, changes in Isblaiers’ equity, and cash flows for the year thashed. These financial statements are the
responsibility of the Corporation's management. @aponsibility is to express an opinion on thésarfcial statements based on our audit.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsegtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of C&F Financial
Corporation and subsidiary as of December 31, 18@tresults of their operations and their casidléor the year then ended, in conformity

with generally accepted accounting principles.

/s/ DELOITTE & TOUCHE LLP
Richmond, Virginia

January 17, 1997
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