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PART |

ITEM 1. BUSINESS
General

C&F Financial Corporation (the “Corptioa”) is a bank holding company incorporated unitherlaws of the Commonwealth of
Virginia in March 1994. The Corporation owns dlltlee stock of its sole subsidiary, Citizens and&rs Bank (the “Bank”), which is an
independent commercial bank chartered under the ¢tdthe Commonwealth of Virginia. The Bank walgioally opened for business under
the name Farmers and Mechanics Bank on Janua®2Z, The Bank has five wholly owned subsidiari€&F Mortgage Corporation
(“C&F Mortgage”), C&F Title Agency, Inc., Moore Log, Inc. (“Moore Loans”), C&F Investment Servichegs;. and C&F Insurance
Services, Inc., all incorporated under the lawthefCommonwealth of Virginia.

The Corporation operates in a decdmgdlfashion in three principal business activitiestail banking, mortgage banking and
consumer finance. The following general businéssugsion focuses on the activities within eacthete segments. The Corporation
conducts brokerage activities through C&F Investn®arvices, Inc., insurance activities through Q&surance Services, Inc. and title
insurance services through C&F Title Agency, Ilowever, the financial position and operating ressof these subsidiaries are not
significant to the Corporation as a whole and arteconsidered principal activities of the Corparatat this time.

Retail Banking

Retail banking services are providethatBank’s main office located in West Point, \iiiig and eleven other Virginia branches
located one each in Richmond, Norge, Middlesex,Ididan, Providence Forge, Quinton, Sandston, \éaaind West Point and two in
Williamsburg. These branches provide a wide rasfdeanking services available to both individualsl dusinesses. These services include
various types of checking and savings deposit adspas well as business, real estate, developmentgage, home equity and installment
loans. The Bank also offers ATMs, internet bankicrgdit card and trust services, as well as teagethecks, safe deposit rentals,
collections, notary public, wire services and ottiestomary bank services to its customers. Reeflam retail banking operations consist
primarily of interest earned on loans and investnsecurities and fees related to deposit servige¢sand for the year ended December 31,
2002, total assets of the retail banking segmeatetd $496.3 million and income before income taésied $6.0 million.

Mortgage Banking

Mortgage banking activities are conddahrough C&F Mortgage, which was organized intSmber 1995. C&F Mortgage provides
mortgage services through eight locations in Viiand three in Maryland. The Virginia offices &weated one each in Williamsburg,
Newport News, Charlottesville, Lynchburg, Fredesiockrg and Chester and two in Richmond. The Madytsfices are located in Annapol
Crofton and Ellicott City. C&F Mortgage offers ade variety of residential mortgage loans, which ariginated on a pre-sold basis to
numerous investors. C&F Mortgage does not seeariians. Purchasers of loans include, but arémitéd to Countrywide, Chase
Manhattan Mortgage Corporation, Washington MutW&tlls Fargo Home Mortgage, Principal Financial @ogtion and Platinum Direct
Funding Corporation. C&F Mortgage originates carti@nal mortgage loans, mortgage loans insuredhey-ederal Housing Administration
(“FHA"), mortgage loans partially guaranteed by tepartment of Veterans Affairs (“VA”) and home @éguoans. A majority of the
conventional loans are conforming loans that quadifbe purchased by the Federal National Mortgeggmciation (“Fannie Mae”) or the
Federal Home Loan Mortgage Corporation (“FreddieMaThe remainder of the conventional loans aye-nonforming loans (i.e., jumbo
loans with an original balance in excess of $322 @i0other loans that do not meet Fannie Mae aldieeMac guidelines). Revenues from
mortgage banking operations consist principallintérest earned on mortgage loans held for salesgm sale of loans in the secondary
mortgage market and loan
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origination fee income. At and for the year en@etember 31, 2002, total assets of the mortgagletmeegment totaled $112.8 million a
income before income taxes totaled $6.2 million.

Consumer Finance

Consumer finance activities are conedi¢chrough Moore Loans, which was acquired by taekBon September 1, 2002. Moore
Loans is a leading regional finance company pragjdiutomobile loans in Richmond, Roanoke and HamRimads, Virginia and portions of
eastern Tennessee. Moore Loans is an indireceétehcough automobile lending programs that arégdesl to serve customers who have
limited access to traditional automobile financingoore Loans generally originates loans througlinufecturer-franchised dealerships with
used car operations and selected independent sleipler Moore Loans selects these dealers basttk dypes of vehicles sold. Specifically,
Moore Loans prefers to finance later model, loweajle used vehicles and moderately priced new eshidMoore Loans’ typical borrowers
have experienced prior credit difficulties or hawedest income. Because Moore Loans serves customier are unable to meet the credit
standards imposed by most traditional automohilarfcing sources, Moore Loans typically chargegésteat higher rates than those charged
by traditional financing sources. As Moore Loansvides financing in a relatively high-risk markitalso expects to experience a higher
level of credit losses than traditional automofiib@ncing sources. Revenues from consumer finapegations consist principally of interest
earned on automobile loans. At December 31, 2@82), assets of the consumer finance segment th$x6.3 million and income before
income taxes for the period since acquisition eaia1.2 million.

Employees

As of December 31, 2002, the Corporaéimployed a total of 362 full-time equivalent eoyges. The Corporation considers
relations with its employees to be excellent.

Competition
Retail Banking

In its market area, the Bank competits karge national and regional financial instituts, savings and loans and other independent
community banks, as well as credit unions, mutuatif and life insurance companies. Competitionif@sasingly come from out-of-state
banks through their acquisition of Virginia-baseahks.

The banking business in Virginia gefigrand in the Bank’s primary service area speaifly, is highly competitive with respect to
both loans and deposits, and is dominated by &wela small number of major banks with many offiagperating over a wide geographic
area. Among the advantages such major banks haveal®e Bank are their ability to finance wide-ramgadvertising campaigns and, by
virtue of their greater total capitalization, toveasubstantially higher lending limits than the BafRecent legislation expanding the array of
firms that can own banks may also result in inadasompetition for the Bank.

Competition for deposits and loansfisaed by factors such as interest rates offafenumber and location of branches and typ
products offered, as well as the reputation ofitisétution. The Bank has been able to competectffely by emphasizing customer service
and technology; establishing long-term custometi@hships and building customer loyalty; and pdavg products and services designed to
address the specific needs of our customers. Ené Eargets individual and small/medium size bussristomers.

No material part of the business ofBla@k is dependent upon a single or a few custgraecdsthe loss of any single customer would
not have a materially adverse effect upon the legsiof the Bank.
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Mortgage Banking

The mortgage lending industry has ugdee rapid consolidation in recent years, due versé factors. First, the continuing evolution
of the secondary mortgage market has caused meddgadecome more commodity-like. Second, the-enmeeasing regulation imposed on
the industry has resulted in significant costs tiedneed for higher levels of specialization. @hinterest rate volatility has risen markedly
over the last decade. At the same time, mortgagoopensity to refinance their mortgages has iasee significantly. The combined result
has been relatively large swings in the volumeoafk originated from year to year. These facteesall have dramatically increased the
level of complexity in the business. To operatfipably in this environment requires lenders toda very high level of operational and risk
management skills, as well as technological experti

As a result, large, sophisticated fiahinstitutions currently dominate the mortgageustry. These are primarily commercial banks,
through their mortgage banking subsidiaries. CGahgrC&F Mortgage competes by offering a wide st of products through multiple
channels; providing consistent, high quality custoservice; and pricing its products at competitates.

No material part of the business of O&6rtgage is dependent upon a single or a few owsts or investors, and the loss of any si
customer or investor would not have a materiallyease effect upon the business of C&F Mortgage.

Consumer Finance

Competition in the field of non-primetamobile finance is intense. The automobile fowmarket is highly fragmented and is served
by a variety of financial entities, including thaptive finance affiliates of major automotive maaaifirers, banks, thrifts, credit unions and
independent finance companies. Many of these ctitopgehave substantially greater financial researand lower costs of funds than Moore
Loans. In addition, Moore Loans’ competitors offgnvide financing on terms more favorable to audbite purchasers or dealers than
Moore Loans offers. Many of these competitors alsee long standing relationships with automobéaldrships and may offer dealerships
or their customers other forms of financing, inéhgddealer floor plan financing and leasing, whick not provided by Moore Loans.

Providers of automobile financing hanaglitionally competed on the basis of interestsatharged, the quality of credit accepted, the
flexibility of loan terms offered and the quality gervice provided to dealers and customers. éking to establish itself as one of the
principal financing sources at the dealers it serivoore Loans competes predominately on the lodstis high level of dealer service and
strong dealer relationships and by offering flegildan terms.

No material part of the business of koboans is dependent on a single or a few dealationships, and the loss of any single
dealership would not have a materially adverseceffpon the business of Moore Loans.

3
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Regulation and Supervision
General

Bank holding companies and banks atensively regulated under both federal and state [&he following summary briefly
addresses certain provisions of applicable federdlstate laws and certain regulations and thenpatémpact of such provisions on the
Corporation and the Bank. This summary does ngigtito be complete and is qualified in its eritirey reference to the particular statutory
or regulatory provisions or proposals.

Regulation of the Corporation

The Corporation is subject to the pgidoeporting requirements of the Securities andhaxnge Act of 1934, as amended (the
“Exchange Act”), including the filing of annual, grierly and other reports with the Securities ardhange Commission (the “SEC”). As an
Exchange Act reporting company, the Corporatiatinisctly affected by the recently enacted Sarbaddsy Act of 2002 (the “SOX”), which
is aimed at improving corporate governance andrteygpprocedures. The Corporation is already cginglwith new SEC and other rules
and regulations implemented pursuant to the SOXiredds to comply with any applicable rules arguiations implemented in the future.

As a bank holding company registeredenrthe Bank Holding Company Act of 1956 (the “BH{Ahe Corporation is subject to
regulation by the Board of Governors of the FedResderve System (the “Federal Reserve Board”). FEueral Reserve Board has
jurisdiction under the BHCA to approve any bankor-bank acquisition, merger or consolidation propdsgd bank holding company. The
BHCA generally limits the activities of a bank hislg company and its subsidiaries to that of bankingnaging or controlling banks, or any
other activity that is so closely related to bagkar to managing or controlling banks as to beagper incident thereto.

Since September 1995, the BHCA has jrgnbank holding companies from any state to aedeanks and bank holding companies
located in any other state, subject to certain timmd, including nationwide and state imposed ewriation limits. Banks are also able to
branch across state lines, provided certain camditare met, including that applicable state laypsessly permit such interstate branching.
Virginia has adopted legislation that permits brang across state lines, provided there is recityodgth the state in which the out-of-state
bank is based.

There are a number of obligations asdrictions imposed on bank holding companies banl depository institution subsidiaries by
federal law and regulatory policy that are desigteededuce potential loss exposure to the depasitbsuch depository institutions and to the
Federal Deposit Insurance Corporation (the “FDIli@8urance funds in the event the depository institubecomes in danger of default or is
in default. For example, under a policy of the ératlReserve Board with respect to bank holdingmamy operations, a bank holding
company is required to serve as a source of fiahstiength for its subsidiary depository instibus and to commit resources to support such
institutions in circumstances where it might notstioabsent such policy. In addition, “cross-gusa@hprovisions of federal law require
insured depository institutions under common cdrtreeimburse the FDIC for any loss suffered @senably anticipated by either the
Savings Association Insurance Fund (“SAIF”) or Benk Insurance Fund (“BIF”) as a result of the défaf a commonly controlled insured
depository institution in danger of default. THe8IE may decline to enforce the cross-guaranteeipians if it determines that a waiver is in
the best interest of the SAIF or the BIF or ba#n FDIC claim for damage is superior

4
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to claims of stockholders of an insured depositosyitution or its holding company but is subordao claims of depositors, secured
creditors and holders of subordinated debt (otten &ffiliates) of the commonly controlled insudgpository institution.

The Federal Deposit Insurance Act (#RIA") also provides that amounts received frore tlquidation or other resolution of any
insured depository institution by any receiver mustdistributed (after payment of secured claimg)ay the deposit liabilities of the
institution prior to payment of any other genenaditor or stockholder. This provision would gidepositors a preference over general and
subordinated creditors and stockholders in the teweeceiver is appointed to distribute the assktlke Bank.

The Corporation is also a registereakdzolding company under the bank holding compamgslof Virginia. Accordingly, the
Corporation is also subject to regulation and suipiem by the State Corporation Commission of \fiigi

Capital Requirements

The Federal Reserve Board and the 2l issued substantially similar risk-based awdrbge capital guidelines applicable to
banking organizations they supervise. Under thlelrased capital requirements of these federal bankatory agencies, the Corporation :
the Bank are required to maintain a minimum rafitotal capital to risk-weighted assets of at |&&#tand a minimum Tier 1 capital to risk-
weighted assets of at least 4%. At least halheftotal capital is required to be composed of comenquity, retained earnings and qualifying
perpetual preferred stock, less certain intangi@fesother adjustments (“Tier 1 capital”). The a@mder (“Tier 2 capital”) may consist of a
limited amount of subordinated and other qualifyétaipt (including certain hybrid capital instrumgntgther qualifying preferred stock and a
limited amount of the general loan loss allowanthe Tier 1 capital to risk-weighted asset ratibthe Corporation and the Bank as of
December 31, 2002 were 10.4% and 9.7%, respectiaatythe total capital to risk-weighted assebratiere 12.5% and 11.8%, respectively,
exceeding the minimum requirements.

In addition, each of the federal retaa agencies has established leverage capital gatdelines for banking organizations (Tier 1
capital to average tangible assets) (“Tier | legereatio”). These guidelines provide for a minimuiar | leverage ratio of 4% for banks and
bank holding companies. The Tier | leverage ratiothe Corporation and the Bank as of Decembef3@2 were 8.8% and 8.3%,
respectively. The guidelines also provide thatkirgnorganizations experiencing internal growthraking acquisitions will be expected to
maintain strong capital positions substantially\athe minimum supervisory levels, without sigrafit reliance on intangible assets.

Limits on Dividends

The Corporation is a legal entity, sapaand distinct from the Bank. A significant fiam of the revenues of the Corporation result
from dividends paid to it by the Bank. Both therfaration and the Bank are subject to laws andlatigns that limit the payment of
dividends, including requirements to maintain calpat or above regulatory minimums. Banking retnrahave indicated that Virginia
banking organizations should generally pay divigeonly (1) from net undivided profits of the baakter providing for all expenses, losses,
interest and taxes accrued or due by the bank mlyd?) if the prospective rate of earnings retemtappears consistent with the
organization’s capital needs, asset quality andadvinancial condition. In addition, under th®R, insured depository institutions such as
the Bank are prohibited from making capital disitibns, including the payment of
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dividends, if, after making such distribution, thetitution would become “undercapitalized” (aslsterm is used in the statute).

The Corporation does not expect thgtairthese laws, regulations or policies will mé#y affect the ability of the Bank to pay
dividends. During the year ended December 31, 20@2Bank declared $2.2 million in dividends pdgab the Corporation.

Regulation of the Bank and Other Subsidiaries

As a Virginia state bank, the Bankubjsct to supervision, regulation and examinatigiihe Virginia State Corporation Commission
Bureau of Financial Institutions (the “VFBI”). THgank is also subject to regulation, supervisiod examination by the FDIC. The various
laws and regulations administered by the regulaagencies affect corporate practices, such asayment of dividends, the incurrence of
debt and acquisition of financial institutions astder companies, and affect business practiceh, asithe payment of interest on deposits
charging of interest on loans, the types of busimenducted and the location of offices.

Community Reinvestment Adthe Bank is subject to the requirements of them@anity Reinvestment Act (the “CRA”). The CRA
imposes on financial institutions an affirmativelangoing obligation to meet the credit needs eirttocal communities, including low and
moderate-income neighborhoods, consistent witlséfie and sound operation of those institutiondin@ncial institution’s efforts in meeting
community credit needs currently are evaluatedaaisgd the examination process pursuant to twebsessment factors. These factors also
are considered in evaluating mergers, acquisitosapplications to open a branch or facility.

Insurance of Accounts, Assessment&agdlation by the FDIC.As an institution with deposits insured by thé&Bhe Bank also is
subject to insurance assessments imposed by the. FTHere is a base assessment for all institutibom&ddition, the FDIC has implemented
a risk-based assessment schedule, potentially impas additional assessment ranging from zero2a% of an institution’s average
assessment base. The actual assessment to b®ymeidh BIF member is based on the institutions@ssment risk classification, which is
determined by whether the institution is considewell capitalized,” “adequately capitalized” orridercapitalized,” as such terms have been
defined in applicable federal regulations, and Wwlesuch institution is considered by its supemyismency to be financially sound or to h
supervisory concerns. In 2002, the Corporatiod paiy the base assessment rate through the Baméhwmounted to $58,000 in deposit
insurance premiums.

Federal Home Loan Bank (“FHLB”) of Atita. The Bank is a member of the FHLB of Atlanta, whis one of twelve regional
FHLBs that provide funding to their members for ingkhousing loans as well as for affordable housind community development
lending. Each FHLB serves as a reserve or celpdrad for its members within its assigned regianis funded primarily from proceeds
derived from the sale of consolidated obligatiohthe FHLB System. It makes loans to members, @@vances) in accordance with policies
and procedures established by the Board of Direcibthe FHLB. As a member, the Bank is requicedurchase and maintain stock in the
FHLB in an amount equal to at least 5% of the ag@gtie outstanding advances made by the FHLB to #mk B

USA Patriot Act.The USA Patriot Act became effective on Octol&rZ001 and provides for the facilitation of infation sharing
among governmental entities and financial institosi for the purpose of combating terrorism and mdaendering. Among other provisiot
the USA Patriot Act permits financial institutionggon
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providing notice to the United States Treasursttare information with one another in order todratientify and report to the federal
government concerning activities that may involveney laundering or terrorists’ activities. Interioles implementing the USA Patriot Act
were issued effective March 4, 2002. The USA Bafct is considered a significant banking lawenns of information disclosure regard
certain customer transactions. Although it doesiter a reporting obligation, the Bank does not eixibee USA Patriot Act to materially affe
its products, services or other business activities

Reporting Terrorist ActivitiesThe Federal Bureau of Investigation (“FBI”) hant and will send, our banking regulatory agencies
lists of the names of persons suspected of invadverm the September 11, 2001, terrorist attackSew York City and Washington, DC.
The Bank has been requested, and will be requestedarch its records for any relationships ardaations with persons on those lists. If
Bank finds any relationships or transactions, istrfile a suspicious activity report and contaet BBI.

The Office of Foreign Assets ContrdDFFAC”), which is a division of the Department o€&tfireasury, is responsible for helping to
insure that United States entities do not engageairsactions with “enemiegf the United States, as defined by various Exeeufirders an
Acts of Congress. OFAC has sent, and will sendpanking regulatory agencies lists of names o$@es and organizations suspected of
aiding, harboring or engaging in terrorist actsthé Bank finds a name on any transaction, accountire transfer that is on an OFAC list, it
must freeze such account, file a suspicious agtrejport and notify the FBI. The Bank has appalrda OFAC compliance officer to oversee
the inspection of its accounts and the filing of aotifications. The Bank actively checks highkr@FAC areas such as new accounts, wire
transfers and customer files. The Bank perforrasetthecks utilizing software, which is updatedcheane a modification is made to the lists
provided by OFAC and other agencies of Speciallgieated Nationals and Blocked Persons.

Mortgage Banking RegulationThe Bank’s mortgage banking segment is subjettteaaules and regulations of, and examination by
the Department of Housing and Urban Development(CH), the FHA, the VA and state regulatory authiestwith respect to originating,
processing and selling mortgage loans. Those andgegulations, among other things, establighdstals for loan origination, prohibit
discrimination, provide for inspections and appakEf property, require credit reports on prosipedborrowers and, in some cases, restrict
certain loan features, and fix maximum interestsand fees. In addition to other federal lawstgage origination activities are subject to
the Equal Credit Opportunity Act, Truth-in-LendiAgt, Home Mortgage Disclosure Act, the Real Es&attlement Procedures Act, and the
Home Ownership Equity Protection Act, and the ratiohs promulgated thereunder. These laws protiibirimination, require the
disclosure of certain basic information to mortgagmncerning credit and settlement costs, limyinpent for settlement services to the
reasonable value of the services rendered andrestiigd maintenance and disclosure of informatigauding the disposition of mortgage
applications based on race, gender, geographistihdition and income level.

Consumer Financing Regulatiohe Bank’s consumer finance segment is also a¢egilby the VBFI. The VBFI regulates and
enforces laws relating to consumer lenders and $i@miance agencies such as Moore Loans. Suchantésegulations generally provide for
licensing of sales finance agencies, limitationsl@namount, duration and charges, including istaiees, for various categories of loans,
requirements as to the form and content of finaecgracts and other documentation, and restrictionsollection practices and creditors’
rights.
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Other Safety and Soundness Regulations

The federal banking agencies have bpmaders under current federal law to take promptemtive action to resolve problems of
insured depository institutions. The extent okstheowers depends upon whether the institutiom@siipn is “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly dercapitalized” or “critically undercapitalized.”lAsuch terms are defined under uniform
regulations specifying such capital levels issugédich of the federal banking agencies regulatiege capital levels.

The Gramm-Leach-Bliley Act of 1999

The Gramm-Leach-Bliley Act of 1999 (t&LBA”") implemented major changes to the statutory framkarproviding banking ar
other financial services in the United States. GhdA, among other things, eliminated many of tastrictions on affiliations among banks
and securities firms, insurance firms and othearfgial service providers. A bank holding comparat gualifies as a financial holding
company will be permitted to engage in activitieattare financial in nature or incident or complntay to financial activities. The activities
that the GLBA expressly lists as financial in naturclude insurance underwriting, sales and braeeetivities, providing financial and
investment advisory services, underwriting servimed limited merchant banking activities.

To become eligible for these expandgiVidies, a bank holding company must qualify dmancial holding company. To qualify a
financial holding company, each insured depositasyitution controlled by the bank holding companyst be well-capitalized, well-
managed and have at least a satisfactory ratingrdthd CRA. In addition, the bank holding compamyst file with the Federal Reserve a
declaration of its intention to become a finantialding company. While the Corporation satisfiesse requirements, the Corporation ha:
elected for various reasons to be treated as adialtholding company under the GLBA.

We do not believe that the GLBA wiliMesa material adverse impact on the Corporationte® Bank’s operations. To the extent that
it allows banks, securities firms and insuranceadito affiliate, the financial services industryymeperience further consolidation. The
GLBA may have the result of increasing competitioat we face from larger institutions and other pamies offering financial products and
services, many of which may have substantially tgrefnancial resources.

The GLBA and certain new regulatiorsuid by federal banking agencies also provide metegtions against the transfer and use by
financial institutions of consumer nonpublic pemlinformation. A financial institution must prale to its customers, at the beginning of the
customer relationship and annually thereafterjribtitution’s policies and procedures regardinghbadling of customersionpublic person:
financial information. These privacy provisionsigeally prohibit a financial institution from praling a customer’s personal financial
information to unaffiliated third parties unlesg tinstitution discloses to the customer that tliermation may be so provided and the
customer is given the opportunity to opt out oftsdisclosure.
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ITEM 2. PROPERTIES

The following describes the location ajeneral character of the principal offices arwepmaterially important physical properties of
the Corporation.

The Corporation owns the headquarteilgiing located at Eighth and Main Streets in thsibess district of West Point, Virginia. 1
building, originally constructed in 1923, has thfle®rs totaling 15,000 square feet. This buildhuses the Bank’s main office branch and
office space for the Bank’s administrative persénne

The Corporation owns a building locaaé¢®eventh and Main Streets in West Point, ViaginThe building provides space for the
Bank’s operations functions and staff. The buidivas originally constructed prior to 1935 and redeled by the Corporation in 1991. The
two-story building has 14,000 square feet.

The Corporation owns a building locaa¢®ixth and Main Streets in West Point, Virginiehe building provides space for the Bank’s
loan operations functions and staff. The buildivas bought and remodeled by the Corporation in 199& building has 5,000 square feet.

The Corporation owns a building locaa¢d 400 Alverser Drive in Midlothian, Virginia. h€ building provides space for a branch
office of the Bank and for a C&F Mortgage brancfioef, as well as C&F Mortgage’s main administratbfices. This twostory building ha
25,000 square feet and was constructed in 2001.

The Corporation owns ten other Bankbhalocations in Virginia.

The Corporation has nine leased offisesin Virginia and three in Maryland for C&F Mgage. Rental expense for these locations
totaled $373,000 for the year ended December 312.20

The Corporation has three leased dffinevirginia for Moore Loans. Rental expensetfase locations totaled $28,000 from the
acquisition on September 1, 2002 through Decembg2@02.

All of the Corporation’s properties amegood operating condition and are adequatehi®iQorporatiors present and anticipated fut
needs.

ITEM 3. LEGAL PROCEEDINGS

There are no material pending legateealings to which the Corporation is a party owlich the property of the Corporation is
subject.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during thetto quarter of the fiscal year covered by thisorepo a vote of security holders of the
Corporation through a solicitation of proxies onerwise.
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EXECUTIVE OFFICERS OF THE REGISTRANT

Name (Age) Business Experience
Present Position During Past Five Years
Larry G. Dillon (50) Chairman, President and Chief Executive Officethef Bank since 1989

Chairman, President and
Chief Executive Office

Thomas F. Cherry (34) Secretary since 2002; Senior Vice President oBtek since December 1998; Vice
Senior Vice President, President of the Bank from December 1996 to Decerh®@8
Chief Financial Officer and Secrete

PART Il

| TEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

The Corporation’s common stock is tchda the over-the-counter market and is listechenNasdaq National Stock Market under the
symbol “CFFL.” As of March 14, 2003, there were apgmately 2,000 shareholders of record. Followang the high and low closing prices
along with the dividends that were paid quartemz002 and 2001. Over-the-counter market quotstiefiect interdealer prices, without
retail mark up, mark down, or commission, and malynecessarily represent actual transactions.

2002 2001
Quarter High Low Dividends High Low Dividends
First $ 2200 $ 19.0C $ 0.1t $ 165C $ 145C $ 0.14
Seconc 25.2¢ 21.2¢ 0.1t 17.2C 15.9( 0.14
Third 23.9¢ 19.92 0.1€ 18.2( 16.2¢ 0.1t
Fourth 25.0( 21.5¢ 0.1€ 21.0C 18.6¢ 0.1t
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ITEM 6. SELECTED FINANCIAL DATA

FIVE YEAR FINANCIAL SUMMARY

2002 2001 2000 1999 1998
Selected Yea-End Balances:
Total asset $ 551,921,92 $ 404,075,997 $ 347,471,67 $ 329,241,32 $ 320,863,62
Total capital 56,233,41 44,743,02 38,780,45 35,129,71 36,647,49
Total loans (net 328,634,08 246,112,36 229,943,71 206,115,89 169,918,42
Total deposit: 383,532,93 323,912,50 290,688,03 260,853,63 251,673,15
Summary of Operations:
Interest incomt 30,619,86 28,234,38 26,421,47 23,643,55 22,617,50
Interest expens 9,184,14! 11,984,39 11,309,39 9,067,86 9,558,05!
Net interest incom 21,435,71 16,249,99 15,112,08 14,575,69 13,059,45
Provision for loan losse 1,141,45 400,00( 400,00( 600,00( 600,00(
Net interest income after provision for lo
losses 20,294,25 15,849,99 14,712,08 13,975,69 12,459,45
Other operating incom 21,452,86 17,420,61 8,945,06; 11,004,45 10,835,24
Other operating expens 27,845,60 21,964,09 15,998,38 15,829,55 14,807,30
Income before taxe 13,901,51 11,306,51 7,658,76: 9,150,591 8,487,38
Income tax expens 4,136,82 3,317,80: 1,822,73 2,394,361 2,353,35:
Net income $ 9,764,68! $ 7,988,717 $ 5,836,03. $ 6,756,231 $ 6,134,03!
Per share
Earnings per common share — assuming
dilution $ 267 $ 22 3 1.6C $ 181 $ 1.5¢
Dividends .62 .58 .58 A48 44
Weighted average number of shares —
assuming dilutior 3,652,66! 3,587,30° 3,640,31. 3,738,23. 3,919,77!
Significant Ratios
Return on average ass 2.1% 2.09% 1.7¢% 2.1% 2.0%
Return on average equi 19.62 18.9: 15.9¢ 19.27 17.81
Dividend payout ratic 22.8( 25.7¢ 32.7¢ 26.6( 27.7C
Average equity to average ass 11.1¢ 11.0¢% 10.9¢ 11.3¢ 11.4%
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAEMENTS

This report contains statements concertiie Corporation’s expectations, plans, objectifigsire financial performance and other
statements that are not historical facts. Thesersients may constitute “forward-looking statemeassdefined by federal securities laws.
These statements may address issues that invdimeatss and assumptions made by management, risksrecertainties, and actual results
could differ materially from historical results thhose anticipated by such statements. Factorethéd have a material adverse effect on the
operations and future prospects of the Corporaticlude, but are not limited to, changes in: iagtrates, general economic conditions, the
legislative/regulatory climate, monetary and fisgalicies of the U.S. Government, including policef the U.S. Treasury and the Federal
Reserve Board, the quality or composition of thenlor investment portfolios, demand for loan prasiudeposit flows, competition, demand
for financial services in the Corporation’s marketa and accounting principles, policies and giridsl These risks and uncertainties should
be considered in evaluating the forward-lookingesteents contained herein, and readers are cautiwtdd place undue reliance on such
statements, which speak only as of the date theynade.

CRITICAL ACCOUNTING POLICIES

Allowance for Loan LossesThe allowance for loan losses is established tHralmarges to earnings in the form of a provisiaridan
losses. Loan losses are charged against the alt@far loan losses when management believeshbatdlectibility of the principal is
unlikely. Subsequent recoveries, if any, are tegldio the allowance. The allowance representyaunt that, in management’s judgment,
will be adequate to absorb any losses on existiagd that may become uncollectible. Managemeamdgment in determining the adequacy
of the allowance is based on evaluations of thiectibility of loans while taking into consideraticuch factors as changes in the nature and
volume of the loan portfolio, current economic cibiocis which may affect a borrower’s ability to ep overall portfolio quality, and review
of specific potential losses. This evaluatiomisarently subjective, as it requires estimatesahasusceptible to significant revision as more
information becomes available.

Impaired Loans: Impaired loans are measured based on the preslemet of expected future cash flows discountatiaeffective
interest rate of the loan (or, as a practical eiqgredat the loan’s observable market price) orfétievalue of the collateral if the loan is
collateral dependent. The Corporation considéosuaimpaired when it is probable that the Corgorawill be unable to collect all interest
and principal payments as scheduled in the loageagent. A loan is not considered impaired duripgr@od of delay in payment if the
ultimate collectibility of all amounts due is exped. A valuation allowance is maintained to theeakthat the measure of the impaired lo:
less than the recorded investment.

Valuation of Derivatives: The Corporation enters into commitments to origimabrtgage loans whereby the interest rate orote ik
determined prior to funding (i.e., rate lock conmménts). Rate lock commitments on mortgage loaatsate intended to be sold are
considered to be derivatives. The period of tmtveen issuance of a loan commitment and closidgsale of the loan generally ranges
from 45 to 120 days. For such rate lock commitreetiite Corporation protects itself from changesterest rates through the use of best
efforts forward delivery commitments, whereby anegstor commits to buy the loan at the time thedwwer commits to an interest rate with
the intent that the investor has assumed the siteae risk on the loan.

12
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The Corporation does not hold any derainstruments in its securities portfolio nor hiasntered into any derivative hedging
transactions.

OVERVIEW

Net income for 2002 increased 22.2% to $9.8 miltompared to $8.0 million for 2001. Earnings péutdd share increased 19.7% to
$2.67 per diluted share for 2002 compared to $ge23liluted share for 2001. Included in net incdore2002 was a net non-recurring
insurance benefit of $277,000. Included in earsifog 2001 was a net gain on sale of a branch 868D0. Excluding this insurance benefit
and the gain on sale of the branch, net incomeasad 31.5% and earnings per diluted share inct@88% for 2002 compared to 2001.

Performance as measured by the Corparatieturn on average assets (ROA) was 2.13% #oyéar ended December 31, 2002
compared to 1.89% for 2001 (excluding the non-néegrinsurance benefit in 2002 and the gain on shthe branch in 2001). Another key
indicator of performance, the return on averagetgdROE), was 19.07% for the year ended DecemhePB02 compared to 17.09% for
2001 (excluding the non-recurring insurance bemef#002 and the gain on the sale of the bran&@0it).

The increase in net income for 20021issallt of an increase in income at all of the Coaion’s business segments. The overview of
the significant segments presented below is follbiwg a more detailed discussion in the section tiRe®f Operations.”

Retail Banking: Pre-tax earnings for the retail banking segmentl(eing the non-recurring insurance benefit in 2608 the gain on
sale of the branch in 2001) increased 10% to $3libmin 2002 from $5.2 million in 2001.The increase in income in the retail banking
segment is the result of an increase in net intémesme resulting from an increase in the avetzajance of earning assets and an increase ir
non-interest income (excluding the non-recurrirguiiance benefit in 2002 and the gain on sale dbtaech in 2001), the impacts of which
were partially offset by an increase in non-inteegense.

Mortgage Banking: Pre-taxearnings for the mortgage banking segmentased 38% to $6.2 million in 2002 from $4.5 raitlin
2001. Income at C&F Mortgage is generally coredab changes in interest rates and new and reeaie purchases. A decrease in interest
rates usually results in an increase in loan volufFrem January 2001 through December 2001 theepiriterest rate charged by banks
decreased from 9.50% to 4.75%. The prime rateirerdasteady at 4.75% for most of 2002 until it weduced to 4.25% in November 2002.
While interest rates on mortgage loans are nottlijréied to the prime rate, mortgage interestgdtave generally followed the decline in the
prime interest rate. The lower interest ratessirmhg home sales have resulted in strong demarimbfb mortgage loans to refinance exis
loans as well as mortgage loans for new and réatee purchases. For 2002, the amount of loannatigins at C&F Mortgage resulting
from refinancings was $352 million compared to $288ion for 2001. Loans for new and resale hormecpases for these two time periods
were $431 million and $389 million, respectivel@&F Mortgage would expect that future loan volumé be affected by changes in interest
rates and demand for new and resale home sales.

Consumer Finance: On September 1, 2002, the Bank acquired Mooenko The consolidated results of operations irecthe
results of Moore Loans from the date of acquisitiéior 2002, pre-tax earnings approximated $1.8anil
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TABLE 1: Average Balances, Income and Expense dgiehd Rates

The following table shows the averagabet sheets for each of the years ended Decemp20@, 2001 and 2000. In addition, the
amounts of interest earned on earning assetsyrealdted yields and interest on interest-bearingjlliiees, together with the rates, are shown.
Loans include loans held for sale. Loans placed naon-accrual status are included in the balaacdsavere included in the computation of
yields, upon which they had an immaterial effdaterest on ta-exempt securities is on a taxalglguivalent basis (which converts the incc
on loans and investments for which no taxes are foathe equivalent yield if taxes were paid), whiecas computed using the federal
corporate income tax rate of 34% for all three gear

2002 2001 2000
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
(Dollarsin thousands) Balance Expense Rate Balance Expense Rate Balance Expense Rate
Assets
Securities
Taxable $ 6,88 % 26¢ 3.8% $ 8,40z $ 591 70% $ 16,08¢ $ 1,157 7.1%
Tax-exempt 52,76 4,14; 7.8 51,18¢ 4,08¢ 7.9¢ 52,06¢ 4,19¢ 8.0¢
Total securities 59,65! 4,41( 7.3¢ 59,58’ 4,67¢ 7.8t 68,157 5,35¢ 7.8
Loans, ne 334,33t 27,24( 8.1t 293,05¢ 24,81( 8.47 241,29:. 22,24t 9.2z
Interest-bearing deposit
in other banks and fed
funds 20,49: 341 1.6€ 3,21¢ 10C 3.11 3,48: 21E 6.17
Total earning
assets 414,48: 31,99 7.72%  355,85¢ 29,58¢ 8.31% 312,93 27,81 8.8%%
Allowance for loan losse (4,739 (3,730 (3,45))
Total nor-earning asse! 36,62( 29,63¢ 22,72
Total asset $ 446,36¢ $ 381,76 $ 332,20:
Liabilities and
Shareholders Equity
Time and savings
deposits
Interest-bearing
deposits $ 61,76( 677 1.1(% $ 54,48 1,04¢ 1.92% $ 50,97 1,23¢ 2.42%
Money market
deposit account 37,02: 69t 1.8¢ 26,29( 80z 3.0t 25,93¢ 877 3.3¢
Savings accoun 45,25; 667 1.4 38,92 952 2.4t 38,64( 1,15(C 2.9¢
Certificates of
deposit, $100
thousand or
more 38,16: 1,26¢€ 3.32 32,42 1,76¢ 5.4¢€ 22,95¢ 1,26¢€ 5.52
Other certificates
of deposil 122,23t 4.59; 3.7¢ 119,53! 6,63¢ 5.5t 96,00 5,20: 5.42
Total time and
savings deposil  304,43: 7,891 2.5¢ 271,64¢ 11,20¢ 4.13 234,51 9,732 4.1t
Borrowings 34,21t 1,28i 3.7€ 19,62¢ 83¢€ 4.2¢ 25,77¢ 1,571 6.12
Total interest-
bearing
liabilities 338,64 9,18¢ 2.71% 291,27t 12,04« 4.14% 260,28¢ 11,30¢ 4.34%

Demand deposil 45,24¢

39,24(

31,51



Other liabilities 12,707

9,06(

Total liabilities 396,60:
Shareholder equity 49,76¢

339,57¢
42,19:

Total liabilities
and
shareholders’
equity $ 446,36!

$ 381,76

Net interest incom

$ 22,807

$ 17,54¢

$ 16,50¢

Interest rate Spreec

5.01

4.17

4.5t

Interest expense to
average earning ass!

2.22

3.3¢

3.61

Net interest margil

5.5(%

4.95%

5.21%
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RESULTS OF OPERATIONS
NET INTEREST INCOME

During 2002, net interest income, onxalde equivalent basis, increased 30.0% to $22l&mfrom $17.5 million in 2001. This was
a result of an increase of 16.5% in the averaganioal of interest earning assets and an incredbe imet interest margin to 5.50% in 2002
from 4.93% in 2001. The increase in average egragsets was a result of a $41.3 million increaske average balance of loans and a §
million increase in the average balance of inteeashing deposits at other banks (primarily atRHé&.B).

The increase in average loans is a re$alh increase in loans at the Bank, Moore Loamsl@ans held for sale at C&F Mortgage. The
increase in average loans at the Bank approxingetimillion. This increase was a result of ovegadwth. The average balance of loans at
Moore Loans, which was acquired September 1, 2088,$22.8 million. The increase in average loarid8& Mortgage approximated $11
million. The increase in the average balance af$oheld for sale is a result of an increase igimaitions at C&F Mortgage. Loans originated
at C&F Mortgage for 2002 were $783.0 million comgzhto $627.3 million for 2001. Loans sold durir@P2 were $745.0 million compared
to $575.6 million for 2001.

The increase in the average balancetefast bearing deposits at other banks was thdt ifsan increase in liquidity caused by an
increase in deposits as investors moved funds $tocks and mutual funds to banks, offset in parthieyincrease in the loan portfolio.

The increase in the Corporation’s negri@st margin on a taxable-equivalent basis wassthdt of a decrease in the cost of funds for
2002 to 2.71% from 4.14% for 2001, the impact ofaltwas partially offset by a decrease in the y@idnterest earning assets to 7.72% for
2002 from 8.31% for 2001. The decrease in thielyia interest earning assets was a result of eedse in the yield on loans held by the
Bank resulting from the lower interest rate envimamt, an increase in the average balance of loigiting interest bearing deposits at other
banks and an increase in the average balance ef lgelding loans held for sale at C&F Mortgageseff in part, by the higher yield on
average loans at Moore Loans relative to the Bawk@&F Mortgage. For 2002, Moore Loans had anayebalance of loans of $22.8
million with a yield of approximately 16.5%. Tiexable-equivalent yield on the Corporation’s séims portfolio declined to 7.39% for
2002 compared to 7.85% for 2001 as a result ofrthwirities and calls of higher yielding securities.

The decrease in the cost of funds foiGhgporation was a result of the falling interegerenvironment and the repricing of maturing
certificates of deposit at lower rates, the effeftahich were partially offset by higher costinghfls related to Moore Loans. Moore Loans
has a line of credit with an unrelated third pavihjch bears interest at LIBOR plus 250 basis poirih addition, as part of the acquisition of
Moore Loans, the Bank borrowed $20 million from #téLB at rates between 2.8% and 3.3% and $5 mifliom an unrelated third party,
which bears interest at 6.0%. As part of the pasehprice of Moore Loans, the Bank issued $3 miliiosubordinated debt to the
shareholders of Moore Loans, which bears interte3108%6.

During 2001, net interest income, onxakde equivalent basis, increased 6.3% to $17.komilrom $16.5 million in 2000. This was a
result of a 13.7% increase in the average balahiteavest earning assets offset by a decreadeeinét interest margin to 4.93% in 2001 fr
5.27% in 2000. The increase in average earningsag&s the result of an increase in the averagadmof the loan portfolio at the Bank ¢
an increase in the average
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balance of loans held for sale by C&F Mortgageeiffsy a decrease in the Bank’s securities portfatid an increase in non-earning assets.

The increase in loans at the Bank wassalt of overall higher loan demand. The increéadeans held for sale at C&F Mortgage was a
result of an increase in loan originations to $82illion in 2001 from $294.5 million in 2000 and acrease in loan sales to $575.6 million
in 2001 from $301.8 million in 2000. The decremsthe average balance of securities was a refalls and maturities of securities during
2001. Numerous securities were called as a resthie lower interest rate environment in 2001 e Tiicrease in non-earning assets
principally resulted from the addition of new brariocations.

The decrease in the net interest margis avresult of a decrease in the yield on averageng assets from 8.89% in 2000 to 8.31% in
2001 offset, in part, by a decrease in the cofiirds from 4.34% in 2000 to 4.14% in 2001. Therdase in the average yield on interest
earning assets was primarily a result of the dewimterest rate environment. The decrease irdisé of funds was primarily a result of the
declining interest rate environment during 2001 armtkcrease in the average balance of higher-gastimowings from the FHLB. During
2001, the Federal Reserve decreased the fedends fate 11 times for a total of 475 basis points.

Interest income and expense are affdnydtlictuations in interest rates, by changes évblume of earning assets and interest-bearing
liabilities, and by the interaction of rate andwmle factors. The following analysis shows thedicauses of the year-to-year changes in the
components of net interest earnings on a taxahlesalgnt basis. The rate and volume variancesamilated by a formula prescribed by the
SEC. Rate/volume variances, the third elemertténcalculation, are not shown separately, but koveaded to the rate and volume variances
in proportion to the relationship of the absolutdlat amounts of the change in each. Loans inchatk non-accrual loans and loans held for
sale.
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TABLE 2: Rate-Volume Recap

2002 from 2001

2001 from 2000

Increase (Decrease)
Due to

Increase (Decrease)
Due to

Total Total
Increase Increase
(Dollarsin thousands) Rate Volume (Decrease) Rate Volume (Decrease)
Interest income:
Loans (961 $ 3,391 $ 2,43 $ (1,925 $ 4,490 $ 2,56¢
Securities
Taxable (230 (93 (329 (25) (541 (56€)
Tax-exempt (77) 12t 54 (37) (71) (10€)
Total securities (301 32 (269) (62) (612) (674)
Interest-bearing deposits in other
banks and fed func (66) 307 241 (97 (18) (11%)
Total interest incom (1,329 3,73( 2,40z (2,089 3,86( 1,77¢
Interest expense
Time and savings deposi
Interes-bearing deposit (496) 127 (369 (270 8C (290
Money market deposit accout (370 262 (107) (87) 12 (75)
Savings accoun (422) 137 (285) (20€) 8 (19¢)
Certificates of deposit, $100M or
more (77¢) 27¢ (509) (14) 517 503
Other certificates of depos (2,199 147 (2,047 132 1,30¢ 1,43¢
Total time and savings depos (4,260) 94¢ (3,31)) (44%) 1,921 1,47¢
Other borrowing: (10¢) 55¢ 451 (41%) (326) (747)
Total interest expens (4,36%) 1,50¢ (2,860) (860C) 1,59¢ 73E
Change in net interest incor 3,04C $ 222: % 526: $ (1,229 $ 2,26t $ 1,041
NON-INTEREST INCOME
TABLE 3: Non-Interest Income
Year Ended December 31, 2002
Retail Mortgage Consumer
(Dollarsin thousands) Banking Banking Finance Other Total
Gain on sale of loar $ —  $ 13,92¢ $ — % —  $ 13,92¢
Service charges on deposit accol 1,98; — — — 1,98
Other service charges and fe 662 3,13( — — 3,79:
Gain on calls of available for sale securit 43 — — — 43
Other income 40¢€ 14z 21 1,13¢ 1,70z
Total nor-interest incomt $ 3,09¢ $ 17,20. $ 21 % 1,13 $ 21,45




Year Ended December 31, 2001
Retail Mortgage Consumer

(Dollarsin thousands) Banking Banking Finance Other Total
Gain on sale of loar — % 10,39( — % — 3 10,39(
Service charges on deposit accol 1,44z — — — 1,44z
Other service charges and f¢ 602 2,60¢ — — 3,211
Gain on calls of available for sale securi 6 — — — 6
Gain on sale of branc 1,17¢ — — — 1,17¢
Other income 111 84 — 1,001 1,19¢

Total nor-interest incom 3,337 % 13,08: — % 1,001 $ 17,42:
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Year Ended December 31, 2000

Retail Mortgage Consumer

(Dollarsin thousands) Banking Banking Finance Other Total
Gain on sale of loar $ — 3 5,00¢ $ — 3 — 3 5,00¢
Service charges on deposit accol 1,33¢ — — — 1,33¢
Other service charges and fe 53€ 1,13¢ — — 1,67¢
Gain on calls of available for sale securit 10C — — — 10C
Other income 65 43 — 717 82t

Total nor-interest incomt $ 2037 $ 6,191 $ — % 717 $ 8,94t

2002 vs. 2001

Noninterest income increased by $4.0 million, or 23.1%2002. The increase was mainly attributablartancrease in the gain on ¢
of loans and other service charges and fees negudfttm an increase in the volume of loans sol€Bf Mortgage. The increase in service
charges at the retail banking segment is a re$thieoBank’s new overdraft program that was stastietthe beginning of 2002. Included in
other income for the retail banking segment for2B0the previously mentioned non-recurring insoeabenefit of $277,000.

2001 vs. 2000

Noninterest income increased by $8.5 million, or 94.8%2001. The increase was mainly a result db.d $illion increase in the ge
on sale of loans at C&F Mortgage. This increass aveesult of the overall increase in productio@&EF Mortgage, which was a result of the
lower interest rate environment in 2001 compare2i0@0 and the strong sales of new and existing borher service charges and fees
increased $1.5 million as a result of increasedypection at C&F Mortgage and other income incregkdl,000 largely due to increased
production at C&F Mortgage and C&F Title Agencihe gain on sale of branch was a result of theafalee Bank’s Tappahannock branch
office during the fourth quarter of 2001. Manageirgelieved this location did not fit into the Baskong-term geographic focus.

NON-INTEREST EXPENSE
TABLE 4: Non-Interest Expense

Year Ended December 31, 2002

Retail Mortgage Consumer
(Dollarsin thousands) Banking Banking Finance Other Total
Salaries and employee bene $ 7,151 $ 9,932 $ 50t $ 44C  $ 18,03¢
Occupancy expen: 2,30¢ 80¢ 44 27 3,18¢
Goodwill amortizatior 18¢ — — — 18¢
Other expense 3,19¢ 2,61¢ 44t 17¢€ 6,43¢
Total nor-interest expens $ 12,84¢ $ 13,36: $ 994 $ 64z $ 27,84¢

Year Ended December 31, 2001

Retail Mortgage Consumer
(Dollarsin thousands) Banking Banking Finance Other Total
Salaries and employee bene $ 6,37 $ 6,681 $ — 3 39C $ 13,44
Occupancy expens 1,90( 97C — 16 2,88¢
Goodwill amortizatior 26¢ — — — 26¢
Other expense 2,891 2,32¢ — 144 5,36

Total nor-interest expens $ 11,437 $ 9,971 $ —  $ 55C $ 21,96¢
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Year Ended December 31, 2000

Retail Mortgage Consumer
(Dollarsin thousands) Banking Banking Finance Other Total
Salaries and employee bene $ 582¢ $ 3,36¢ % — 3 40€ $ 9,60z
Occupancy expen: 1,597 763 — 18 2,37¢
Goodwill amortizatior 27t — — — 27t
Other expense 2,11¢ 1,52( — 107 3,74
Total nor-interest expens $ 9,81¢ $ 5,651 $ — 3 531 $ 15,99¢

2002 vs. 2001

Non-interest expense in 2002 increased $filion, or 26.8%, over 2001. This increase wasnly attributable to the opening of two
additional branch offices at the Bank during therfio quarter of 2001 and an increase in variabfepansation and employee benefits
expense and other operating expenses at C&F Martgamlting from the increase in the sale of ladunesto the lower interest rate
environment and strong new and resale home purshddee increase is also a result of the activiafdgloore Loans from the date of
acquisition on September 1, 2002 through Decembg?@02.

2001 vs. 2000

Non-interest expense in 2001 increased $#llion, or 37.3%, over 2000. This increase wemarily a result of increased salaries and
variable compensation at C&F Mortgage due to areeme in production. Salaries and benefits aB#rk also increased as a result of ovi
growth and the opening of two new Bank branchemduhe fourth quarter of 2001. The opening ofttlie new branches along with
investments in imaging and Internet banking tecbgplesulted in an increase in occupancy expemgesh include equipment expenses and
depreciation thereon. Other expenses increasauyas a result of increased production at C&F Mage, coupled with the impact of the
two new Bank branches.

INCOME TAXES

Applicable income taxes on 2002 earneng®unted to $4.1 million, resulting in an effecttaa rate of 29.8% compared to $3.3
million, or 29.3% in 2001 and $1.8 million, or 2%8n 2000. The increase in the effective tax fat?002 as compared to 2001 and 2000
was a result of a decrease in earnings from tasnpkassets as a percentage of total income madslyiting from the increased earnings at
C&F Mortgage and Moore Loans.
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ASSET QUALITY
Allowance and Provision for Loan Losses

The allowance for loan losses represamtamount that, in management’s judgment, will deqaiate to absorb any losses on existing
loans that may become uncollectible. The allowasdecreased by the provision for loan lossesraddced by loans charged off, net of
recoveries. The following table presents the Cafion’s loan loss experience for the periods iatéd:

TABLE 5: Allowance for Loan Losses

Year Ended December 31,

(Dollarsin thousands) 2002 2001 2000 1999 1998
Allowance, beginning of peria $ 3,68 $ 3,60¢ $ 3302 $ 2,76C $ 2,23¢
Provision for loan losse
Retail banking and mortgage bank 50C 40C 40C 60C 60C
Consumer financ 641 — — — —
Total provision for loan losse 1,141 40C 40C 60C 60C
Loans charged of
Real estat+ residential mortgag — — — 10 33
Real estat~ constructior — 32 31 — —
Commercial, financial and agricultut 161 12¢ — — —
Consume 32¢€ 192 71 76 66
Consumer financ 573 — — — —
Total loans charged o 1,06( 35C 10z 86 99
Recoveries of loans previously charged
Real estat+ residential mortgag — — — — 25
Commercial, financial and agricultut 47 — — 13 —
Consume 21 25 9 15 —
Consumer financ 19¢€ — — — —
Total recoverie: 264 25 9 28 25
Net loans charged o 79€ 32¢ 93 58 74
Acquisition of Moore Loan 2,69¢ — — — —
Allowance, end of perio 6,72 $ 3,682 $ 3,60¢ $ 3,302 $ 2,76(

Ratio of net charge-offs to average total loa
outstanding during period for consumer
finance 1.65% — % — % — % — %

Ratio of net charge-offs to average total loa
outstanding during period - excluding
consumer financ A3 A1 .04 .03 .04

In 2002, the provision for loan losseswa.1 million compared to $400,000 in 2001 andi20i0oans charged off during 2002 totaled
$1.1 million compared to $350,000 in 2001 and $20@,in 2000. Recoveries totaled $264,000, $25¢6@D$9,000 in 2002, 2001 and 2000,
respectively. In addition, the allowance increa$2d million in connection with the acquisitionbore Loans on September 1, 2002. The
increase in the provision was a result of the iasedin net loan charge-offs in 2002 and an increasen-performing assets. The increase in
the provision and net charge-offs was a resuthefacquisition of Moore Loans.

The Corporation conducts an analysifiefloan portfolio on a regular basis. This analysiused in assessing the sufficiency ol



allowance for loan losses and in the determinatiothe necessary provision for loan losses. Thieveprocess generally begins with loan
officers identifying problem loans to be revieweadan individual basis for impairment. In additimnthese loans, all commercial loans are
considered for individual impairment testing. Iritpeent testing includes consideration of the curcatiateral value of the loan, as well as
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any known internal or external factors that magetftollectibility. When a loan has been identifees impaired, a specific allowance may be
established based on the difference between thmgwalue of the loan and its computed fair valdéne loans meeting the criteria for
special mention, substandard, doubtful and losggdisas impaired loans, are segregated from pmiifay loans within the portfolio. Loans
are then grouped by loan type (e.g., commerciasamer) and by risk rating (e.g., substandard, tiolyb Each loan type is assigned an
allowance factor based on the associated risk, ity and size of the individual loans within tharticular loan category. Classified loans
are assigned a higher allowance factor than nadidatns within a particular loan type due to managnt’s concerns regarding collectibility
or management’s knowledge of particular elementosading the borrower. Allowance factors increasih the severity of classification.
Allowance factors used for unclassified loans @ageld on management’s analysis of charge-off histodymanagement’s judgment based on
the overall analysis of the lending environmentuding the general economic conditions. The alloeeafor loan losses is the aggregate of
specific allowances, the calculated allowance megiior classified loans by category and the gédradiavance for each portfolio type.

In conjunction with the methodology déised above, management considers the followingeaiskents that are inherent in the loan
portfolio:

» Residential real estate loans and equity lineseditcarry risks associated with the continuedlitreorthiness of the borrower and
changes in the value of the collate

» Construction loans carry risks that the project mat be finished according to schedule, the pitojélt not be finished according to
budget and the value of the collateral may at aigitpn time be less than the principal amounthef iban. Construction loans also bear
the risk that the general contractor, who may oy ma be a Bank loan customer, is unable to fitlighconstruction project as planned
because of financial pressure unrelated to theept:

« Commercial real estate loans may carry risks aatatiwith the successful operation of a businessreal estate project, in addition to
other risks associated with the ownership of retdte because the repayment of these loans magpleadent upon the profitability and
cash flows of the business or prope

» Commercial business loans carry risks associat#dtive successful operation of a business, whicisusilly the source of loan
repayment, and the value of the collateral, whi@y miepreciate over time and cannot be appraisdédasitmuch precision as residential
real estate

» Consumer loans carry risks associated with theimeoad credit-worthiness of the borrower and theigadf the collateral (e.g., rapidly

depreciable assets such as automobiles), or lackah Consumer loans are more likely thaal estate loans to be immediately adve
affected by job loss, divorce, illness or persdraikruptcy
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The allocation of the allowance at Decentil for the years indicated and the ratio ofteelautstanding loan balances to total loans
are as follows:

TABLE 6: Allocation of Allowance Loan Losses

(Dollarsin thousands) 2002 2001 2000 1999 1998

Allocation of allowance for loan losses, end

year:
Real estarresidential mortgag $ 57¢ % 61¢ $ 74 % 752 % 667
Real estai~constructior 107 263 251 16C 10¢€
Commercial, financial and agricultut 2,67(C 2,20z 2,00t 1,68¢ 1,211
Equity lines 94 112 11€ 10z 86
Consume 287 29C 267 38C 251
Consumer financ 2,957 — — — —

Unallocatec 34 19¢€ 227 22C 437
Balance, December : $ 6,72: $ 3,68 % 3,60¢ $ 3,30z % 2,76(

Ratio of loans to total ye-end loans

Real estat— mortgage 23% 32% 37% 43% 50%
Real estat~ constructior 3 4 4 4 3
Commercial, financial and agricultut 47 55 49 42 36
Equity lines 4 4 5 5 5
Consume 3 5 5 6 6
Consumer financ 20 — — — —
100% 10C% 10(% 10C% 10C(%

Non-Performing Assets

Non-performing assets of the combinediraend mortgage banking segment, as shown in Tghtereased to $2.4 million at
December 31, 2002 from $1.0 million at December2BD1. The corresponding allowance for loan logses $3.8 million at December 31,
2002 and $3.7 million at December 31, 2001. Thengnce approximates 1.40% and 1.47% of total l@anstanding at December 31, 2002
and December 31, 2001, respectively. The increasen-performing assets was a result of certaidileg relationships being put on non-
accrual status and an increase in real estate owrieel Corporation is closely monitoring these tiefeships and believes the collateral
securing the non-accrual loans and the loss alloasrelated to these loans are adequate. Dumnigtinth quarter of 2002, the Corporation
foreclosed on two properties. These propertiezanently being marketed and management belidveproperties will be sold for not less
than the current carrying value. Over the pastisdwears, the Corporation has substantially amed its portfolio of commercial loans.
While the Corporation continues to increase its warcial loan portfolio, the portfolio also contiru® become “more seasoned,” allowing
management to better assess the risk associatedheiportfolio. Management believes that thevedioce for loan losses is adequate to
absorb any losses on existing loans that may beco@lectible.

As shown in Table 7, the allowance fardosses at the consumer finance segment wasriich at December 31, 2002. Dealer
reserves at December 31, 2002 were $2.1 millioeal® reserves are established at the time a $oewade and are specific to an individual
dealer. Atthe time a loan is made, a reservéi®ispecific dealer is credited for 1.5% of futimerest payments. Loans charged off at
Moore Loans are first charged to the dealer reseteethe extent that an individual dealer hasruese and the remainder is charged to the
allowance for loan losses. Dealer reserves asbdity of Moore Loans and payable to individugaders upon the termination of the
relationship with Moore Loans and the payment détanding loans associated with a specific dealer.
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During periods of economic slowdown azeasgsion, delinquencies, defaults, repossessionkases generally increase at the consumer
finance segment. These periods also may be accoetphy decreased consumer demand for automolitedeclining values of
automobiles securing outstanding loans, which weslkellateral coverage and increases the amoumntasfs in the event of default.
Significant increases in the inventory of used mgbiles during periods of economic recession mag depress the prices at which
repossessed automobiles may be sold or delaynttiregtiof these sales. Because Moore Loans focusasm-prime borrowers, the actual
rates of delinquencies, defaults, repossessiontoards on these loans are higher than those erped in the general automobile finance
industry and could be more dramatically affectectgeneral economic downturn. While Moore Loareksdo manage the higher risk
inherent in loans made to non-prime borrowers thhounderwriting criteria and collection methodsritploys, no assurance can be given that
these criteria or methods will afford adequate getion against these risks. However, managemdiet/be that the current allowance for I
losses and dealer reserves are adequate to alngoldsaes on existing loans in the consumer finaeggnent that may become uncollectible.

Loans at the retail banking, mortgagekiiamand consumer finance segments are generaltegdlon non-accrual status when the
collection of principal or interest is ninety daysmore past due, or earlier, if collection is utai® based on an evaluation of the net
realizable value of the collateral and the finahsieength of the borrower. Loans greater thartyiays past due may remain on accrual
status if management determines it has adequdédagal to cover the principal and interest. Farse loans, which are carried on remtrua
status, interest is recognized on the cash basis.

At the consumer finance segment, autotesisiecuring the loans are generally repossessadhdban becomes more than 60 days
delinquent. Repossessions are handled by indeperefgossession firms engaged by Moore Loans arsdl Ineuapproved by a collections
officer. Upon repossession and after any presdnteting period, the repossessed automobile @ &ohuction. Moore Loans does not sell
any vehicles on a retail basis. The proceeds flansale of the automobile at auction, and anyrotieoveries, are credited against the
balance of the loan. Auction proceeds from the sthe repossessed vehicle and other recovagassaally not sufficient to cover the
outstanding balance of the loan, and the resutteficiency is charged-off. The charge-off représehe difference between the actual net
sales proceeds and the amount of the delinquent ileeluding accrued interest. Moore Loans pursudiection of deficiencies when it
deems such action to be appropriate.

For those loans, which are carried on-acerual status, interest is recognized on the basts. $157,000, $91,000 and $37,000 in
additional gross interest income would have beearded if non-accrual loans had been current througthe period outstanding for 2002,
2001 and 2000, respectively. Interest income veckon non-accrual loans was $15,000, $2,000 afaD@2Zor the periods ended December
31, 2002, 2001 and 2000, respectively.

Impaired loans are measured based oprésent value of expected future cash flows distaliat the effective interest rate of the loan
(or, as a practical expedient, at the loan’s oletdeymarket price) or the fair value of the colfatéf the loan is collateral dependent. The
Corporation considers a loan impaired when it abpble that the Corporation will be unable to adlkdl interest and principal payments as
scheduled in the loan agreement. A loan is nosidened impaired during a period of delay in paynikthe ultimate collectibility of all
amounts due is expected. A valuation allowaneeamtained to the extent that the measure of thpairad loan is less than the recorded
investment. The balances of impaired loans at D&ee 31, 2002 and 2001, were $1.7 million and $iilDon, respectively, with no specific
valuation allowance associated with these loarte dverage balances of impaired loans for 2002a60d were $1.4 million and $513,000,
respectively.
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Table 7 summarizes non-performing adeetthe past five years.

TABLE 7: Non-Performing Assets

Retail and Mortgage Banking

(Dollarsin thousands) 2002 2001 2000 1999 1998
Non-accrual loan: 1,65¢ $ 1,02¢ 472 $ 49 463
Real estate owne 703 — 47 — —
Total nor-performing asset 2,35¢ % 1,02¢ 52C $ 49 463

Accruing loans past due for 90 days or m 69 $ 91z 158t $ 78€ 95¢
Allowance for loan losse 3,76t % 3,68¢ 3,60¢ $ 3.30z 2.76(
Non-performing assets to total loans* and real estateed .88% 41% .2C% .02% 27%
Allowance for loan losses to total loans* and esthte

owned 1.4C 1.47 1.5t 1.5¢ 1.6C
Allowance for loan losses to n-performing asset 159.6( 359.0¢ 694.0¢ 6,738.7! 596.1:
*Total loans above excludes consumer finance l@ahdoore Loans.
Consumer Finance
(Dollarsin thousands) 2002 2001 2000 1999 1998
Non-accrual loan: 68 $ — — 3 — —
Accruing loans past due for 90 days or m 298 — — — —
Allowance for loan losse 2,957 — — — —
Dealer reserve 2,071 — — — —
Non-accrual consumer finance loans to total consumer

finance loan: 1.02% — — — —
Allowance for loan losses and dealer reservest&b to

consumer finance loar 7.4¢ — — — —
Allowance for loan losses and dealer reservestad hon-

accrual consumer finance log 730.8: — — — —

FINANCIAL CONDITION

SUMMARY

A financial institution’s primary sourcefrevenue are generated by its earning assetle ithmajor expenses are produced by the
funding of those assets with interest-bearing liéds. Effective management of these sourcesumas of funds is essential in attaining a
financial institution’s maximum profitability whilenaintaining an acceptable level of risk.

At the end of 2002 the Corporation hadltassets of $552 million, up 36.6% over the peasiyearend. In 2001, there was an incre
of 16.4% in total assets over y-end 2000. Asset growth in 2002 was principallyilagtable to an increase in loans at the Banknarease



in loans held for sale at C&F Mortgage, and theugition of Moore Loans on September 1, 2002.
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LOAN PORTFOLIO
General

The Corporation, through the Bank, engdage wide range of lending activities, which umi# the origination, primarily in its market
area, of one-to-four family and multi-family residial mortgage loans, commercial real estate loamsstruction loans, land acquisition and
development loans, consumer loans, and commengsahess loans. The Corporation engages in subemintomobile lending through
Moore Loans and in residential mortgage lendindnwaains sold to third party investors through C&Brigage. At December 31, 2002, the
Corporation’s total loans held for investment incaltegories totaled $335.4 million and loans Hetdsale totaled $107.2 million.

Held for Investment Loan Portfolio Composition
Tables 8 and 9 present information pertaining eodbmposition of loans and maturity/repricing ains.
TABLE 8: Summary of Loans Held for Investment

Year Ended December 31,

(Dollarsin thousands) 2002 2001 2000 1999 1998
Real estat+ residential mortgag $ 75,68: $ 80,977 $ 86,45 $ 89,95 $ 86,31
Real estat~ constructior 8,57: 8,81¢ 9,09¢ 7,96¢ 5,35¢
Commercial, financial, and agricultural 158,35( 137,37 113,57( 89,13t 62,88¢
Equity lines 12,18: 11,28¢ 11,61¢ 10,27 8,58(
Consume 13,37: 11,34 12,81t 12,09: 9,54:
Consumer financ 67,19 — — — —
Total loans 335,35t 249,79t 233,55! 209,41t 172,67¢
Less allowance for loan loss (6,7272) (3,689 (3,609 (3,302) (2,760
Total loans, ne $ 328,63 $ 246,11 $ 22994: $ 206,11¢ $ 169,91t

Includes loans secured by real estate
TABLE 9: Maturity/Repricing Schedule of Loans

December 31, 2002

Commercial,
financial, Real estate

(Dollarsin thousands) and agricultural construction
Variable Rate

Within 1 year $ 58,06( $ —

1to 5 year: 14,92¢ —

After 5 years 7,862 —
Fixed Rate

Within 1 year 21,24: 8,572

1to 5 year: 34,50¢ —

After 5 years 21,75¢ —
Credit Policy

The Corporatic's credit policy establishes minimum requirement novides for appropriate limitations on overahcentration o



credit within the Corporation. The policy providgsidance in general credit policies, underwritpadicies and risk management, credit
approval, and administrative and problem asset geanant policies. The overall goal of the Corpards credit policy is to ensure that loan
growth is accompanied by
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acceptable asset quality with uniform and consisteapplied approval, administration, and documgatapractices and standards.
Residential Mortgage Lending — Held for Sale

C&F Mortgages guidelines for underwriting conventional confamgnioans comply with the underwriting criteria dished by Fanni
Mae and/or Freddie Mac. The guidelines for coneaal non-conforming loans are based on the remergs of private investors and
information provided by third-party investors. Tép@idelines used by C&F Mortgage to originate FHWtred and VA-guaranteed loans
comply with the criteria established by HUD and Yh& The conventional loans that C&F Mortgage oraes or purchases that have loan-
to-value ratios greater than 80% at originationgaeerally covered by private mortgage insuraridee borrower pays the cost of the
insurance.

Residential Mortgage Lending — Held for Investment

The Bank originates residential mortgkgeas secured by properties located in its prinmaayket area in southeastern Virginia. The
Bank offers various types of residential mortgaggnk in addition to traditional long-term, fixedadoans. Such loans include 10 andy&a:
amortizing mortgage loans with fixed rates of iettrand fixed-rate mortgage loans with terms oj&frs but subject to call after five, seven
or ten years at the option of the Bank. The Bamdkeuwrites the loans on terms consistent with pstieg secondary mortgage market
standards.

Loans associated with residential mortglagding are included in the real estate--residemortgage category in Table 8.
Construction Lending

The Bank has an active construction leggirogram. The Bank makes loans primarily forabestruction of one-to-four family
residences and, to a lesser extent, nfaitiily dwellings. The Bank also makes constructiaans for office and warehouse facilities and ¢
nonresidential projects generally limited to boress/that present other business opportunitieshfoBank.

The amounts, interest rates and termsdostruction loans vary, depending upon marketlitioms, the size and complexity of the
project, and the financial strength of the borroased the guarantors of the loan. The term foBthek’s typical construction loan ranges fr
9 to 12 months for the construction of an individwsidence and from 18 months to a maximum ofetlyesars for larger residential or
commercial projects. The Bank does not typicathodtize its construction loans, and the borrowsssgaterest monthly on the outstanding
principal balance of the loan. The Bank’s congtaicloans generally have a floating or variabliengr rate of interest plus a margin but
occasionally have a fixed interest rate. The Bdwés not generally finance the construction of cenumal real estate projects built on a
speculative basis. For residential builder lodéims,Bank limits the number of models and/or speatdainits allowed depending on market
conditions, the builder’s financial strength aratclk record, and other factors. Generally, the mara loan-to-value ratio for one-to-four
family residential construction loans is 80% of greperty’s fair market value, or 85% of the praperfair market value if the property will
be the borrower’s primary residence. The fair reaialue of a project is determined on the basenacdppraisal of the project usually
conducted by an independent, outside appraiseptatae to the Bank. For larger projects where abgorption or leasing is a concern, the
Bank may also obtain a feasibility study or othereptable information from the borrower or othaurses about the likely disposition of the
property following the completion of construction.
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Construction loans for nonresidentialjpets and multi-unit residential projects are gafigdarger and involve a greater degree of risk
to the Bank than residential mortgage loans. TaekBattempts to minimize such risks by making awasion loans in accordance with the
Bank’s underwriting standards to established custsrm its primary market area and by monitorirg qality, progress, and cost of
construction. The maximum loan-to-value ratio leished by the Bank for non-residential projectd amulti-unit residential projects is 75%;
however, this maximum can be waived for particylatrong borrowers on an exception basis.

Loans associated with construction legdire included in the real estate—constructiongatein Table 8.
Consumer Lot Lending

Consumer lot loans are loans made toiddals for the purpose of acquiring an unimprokedding site for the construction of a
residence to be occupied by the borrower. Conslmhérans are made only to individual borrowers] @ach borrower generally must cel
to the Bank his intention to build and occupy ayrfamily residence on his lot generally withimeth or five years of the date of origination
of the loan. These loans typically have a maxintem of either three or five years with a ballo@yment of the entire balance of the loan
being due in full at the end of the initial terfiihe interest rate for these loans is usually adfpege that is slightly higher than prevailing filx
rates for one-to-four family residential mortgagans. Management does not view consumer lot lagiearing as much risk as land
acquisition and development loans because suck lx@not made for the construction of residengesfmediate resale, are not made to
developers and builders, and are not concentratady one subdivision or community.

Loans associated with consumer lot legdire included in the real estate--constructioagaty in Table 8.
Commercial Real Estate Lending

The Bank’s commercial real estate loarspgimarily secured by the value of real propentg the income arising from such property.
The proceeds of commercial real estate loans arergty used by the borrower to finance or refiratie cost of acquiring and/or improving
a commercial property. The properties that tyfycscure these loans are office and warehouskitssihotels, retail facilities, restaurants
and other commercial properties. The Bank’s priegelicy is generally to restrict the making of corrcial real estate loans to borrowers
who will occupy or use the financed property ingection with their normal business operations. khosv, the Bank will also consider
making commercial real estate loans under thevatig two conditions. First, the Bank will considaaking commercial real estate loans for
other purposes if the borrower is in strong finahcondition and presents a substantial busingssramity for the Bank. Second, the Bank
will consider making commercial real estate loansreditworthy borrowers who have substantially-leesed the improvements to
recognized credit quality tenants. Generally, doelns require full amortization over a lesser ténan the normal twenty-five year
amortization period.

Commercial real estate loans are uswaiigrtized over a period of time ranging from fifigeears to twentyive years and usually ha
a term to maturity ranging from five years to féteyears. These loans normally have provisionsferest rate adjustments generally after
the loan is three to five years old. The Bank’simaim loan-to-value ratio for a commercial reakbg¢stioan is 80%; however, this maximum
can be waived for particularly strong borrowersaorexception basis. Most commercial real estaedare further secured by one or more
unconditional personal guarantees.
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In recent years, the Bank has structarady of its commercial real estate loans as minimp@ent loans. The amortization period,
term, and interest rates for these loans vary basdmrrower preferences and the Bank’s assesswhém loan and the degree of risk
involved. If the borrower prefers a fixed rateimterest, the Bank usually offers a loan with @&éixate of interest for a term of three to five
years with an amortization period of up to twe-five years. The remaining balance of the loaruis dnd payable in a single balloon payn
at the end of the initial term. Additionally, tBank offers a fixed rate of interest for up todéh years for loans that fully amortize during the
fifteen-year term. If the borrower prefers a vakiaor floating rate of interest, the Bank usualffers a loan with an interest rate indexed to
the Banks prime rate plus a margin for a term of five yeaith the remaining balance of the loan due andpkeyin a single balloon payme
at the end of five years. Management of the Bagliebes that shorter maturities for commercial esthte loans are necessary to give the
Bank some protection from changes in the borrowmrsiness and income as well as changes in gegeyabmic conditions. In the case of
fixed-rate commercial real estate loans, shortduntees also provide the Bank with an opporturnidyadjust the interest rate on this type of
interest-earning asset in accordance with the BaagsSet/liability management strategies.

Loans secured by commercial real estatgeanerally larger and involve a greater degraéskfthan residential mortgage loans.
Because payments on loans secured by commerciastade are usually dependent on successful apei@t management of the properties
securing such loans, repayment of such loans ieciufo changes in both general and local econaaniclitions and the borrower’s business
and income. As a result, events beyond the coofriiie Bank, such as a downturn in the local eognaould adversely affect the
performance of the Bank’s commercial real esta@ fjoortfolio. The Bank seeks to minimize thesksrisy lending to established customers
and generally restricting its commercial real estaéins to its primary market area. Emphasisaseaul on the income producing
characteristics and capacity of the collateral.

Loans associated with commercial reatedending are included in the commercial, finahand agricultural category in Table 8.
Land Acquisition and Development Lending

Land acquisition and development loaresl@ans made to builders and developers for thegser of acquiring unimproved land to be
developed for residential building sites, resida@rtiousing subdivisions, multi-family dwellings,daa variety of commercial uses. The
Bank’s present policy is to make land acquisitioanis to borrowers for the purpose of acquiring tiged lots for single-family, townhouse
or condominium construction. The Bank will alsokadand acquisition and development loans to residkbuilders, experienced develop
and others in strong financial condition in ordeptovide additional construction and mortgage ileg@pportunities for the Bank.

Land acquisition and development loamesuarderwritten and processed by the Bank in muelséime manner as commercial
construction loans and commercial real estate lodihe Bank uses a lower loanatalue ratio for these types of loans, which is ximam of
65% for unimproved land and 80% for developed fotsingle-family or townhouse construction of ttiscounted appraised value of the
property as determined in accordance with the Baagpraisal policies. The maximum loan-to-valu®mrean be waived for particularly
strong borrowers on an exception basis. The tédano acquisition and development loans rangas faomaximum of two years for loans
relating to the acquisition of unimproved land engrally, a maximum of three years for other typfgsrojects. All land acquisition and
development loans are generally further secureahiey
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or more unconditional personal guarantees. Bedéese loans are usually in a larger amount anglievmore risk than consumer lot loans,
the Bank carefully evaluates the borrower’s assionptand projections about market conditions arsbigdsion rates in the community in
which the property is located and the borroweriitgtio carry the loan if the borrower’s assumpitsoprove inaccurate.

Loans associated with land acquisitiod development lending are included in the commeériiimncial and agricultural category in
Table 8.

Commercial Business Lending

Commercial business loan products inchedelving lines of credit to provide working caditterm loans to finance the purchase of
vehicles and equipment, letters of credit to guempayment and performance, and other commeeoeiakl In general, all of these credit
facilities carry the unconditional guaranty of owsistockholders.

Revolving and operating lines of credé typically secured by all current assets of thedwer, provide for the acceleration of
repayment upon any event of default, are monitaredthly or quarterly to ensure compliance with leamenants, and are re-underwritten or
renewed annually. Interest rates generally wolaflat a spread tied to the Bank’s prime lenditg. rderm loans are generally advanced for
the purchase of, and are secured by, vehicles@uigraent and are normally fully amortized over mnt®f from two to five years, on either a
fixed or floating rate basis.

Loans associated with commercial busitessing are included in the commercial, finaneiatl agricultural category in Table 8.
Home Equity and Second Mortgage Lending

The Bank offers its customers home edinis of credit and second mortgage loans thableraistomers to borrow funds secured by
the equity in their homes. Currently, home eqliitgs of credit are offered with adjustable ratemterest that are generally priced at the
prime lending rate plus a spread. Second mortlpeges are offered with fixed and adjustable ratgall option provisions are included in the
loan documents for some longer-term, fixed-rat@sdanortgage loans, and these provisions allovBtrgk to make interest rate adjustments
for such loans. Second mortgage loans are grémtedfixed period of time, usually between fivedawenty years, and home equity lines of
credit are made on an open-end, revolving bas@nélequity loans, second mortgage loans, and otiresumer loans secured by a personal
residence generally do not present as much rigthet@ank as other types of consumer loans.

Loans associated with home equity andrsgenortgage lending are included in the equitgdinategory in Table 8.
Consumer Lending

The Bank offers a variety of consumenkancluding automobile, personal (secured ané@aured), credit card, and loans secured by
savings accounts or certificates of deposit. TaekBoffers consumer loans to its customers bedhesehorter terms and generally higher
interest rates on such loans help the Bank maiatgirofitable spread between its average loan wieétlits cost of funds.

29



Table of Contents

Consumer loans generally have shortengeand higher interest rates than residential mgedoans. Consumer loans secured by
collateral other than a personal residence gegdralblve more credit risk than residential mortgdgans because of the type and nature of
the collateral or, in certain cases, the absenceltdteral. However, the Bank believes the highelds generally earned on such loans
compensate for the increased credit risk associitbdsuch loans.

Loans associated with consumer lendiegrariuded in the consumer category in Table 8.
Subprime Automobile Lending

Moore Loans has an extensive automoleitdadt network from which it buys automobile loamiracts through its branch offices.
Branch personnel have a specific credit authorisell upon their experience and historical loarf@artresults, as well as established
underwriting criteria. Although the credit apprbpaocess is decentralized, Moore Loan’s applicaficocessing system includes controls
designed to ensure that credit decisions complly itstunderwriting policies and procedures.

Finance contract application packagespetad by prospective obligors are received frotomobile dealers via facsimile or by
telephone. Once the application is received, ditbeireau report is accessed. Moore Loan persavittecredit authority review the
application package and determine whether to agpttoe application, approve the application suliigconditions that must be met or deny
the application. The credit decision is based grily on the applicant’s credit history and curreniployment status.

Moore Loan’s underwriting and collategaidelines form the basis for the credit decisi@xceptions to credit policies and authorities
must be approved by a designated credit officeooidd Loans’ typical borrowers have experiencedrgriedit difficulties or have modest
income. Because Moore Loans serves customers rehunable to meet the credit standards imposeddsy traditional automobile financii
sources, the Corporation expects to sustain a hlgkel of credit losses than traditional automelfihancing sources. However, Moore
Loans generally charges interest at higher ratas those charged by traditional financing sourtdesjmpact of which should more than
offset the increase in the provision for loan Iesi&e this segment of the Corporation’s loan pdidfo

Loans associated with subprime automdeitding are included in the consumer finance aaien Table 8.
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SECURITIES

TABLE 10: Maturity of Securities

Year Ended December 31,

2002 2001 2000
Weighted Weighted Weighted
Amortized Average Amortized Average Amortized Average

(Dollars in thousands) Cost Yield Cost Yield Cost Yield
U.S. government agencies and corporati
Maturing after 5 years, but within 10 ye: $ — — %% — — %% 4,50( 7.05%
Maturing after 10 yeal — — — — 9,00( 7.0¢
Total U.S. government agencies and

corporations — — 13,50( 7.07
U.S. Treasuries
Maturing within 1 yea — — — — 1,00 8.01
Maturing after 1 year, but within 5 yee — — — — — —
Total U.S. Treasurie — — — — 1,00( 8.01
Mortgage backed securitie
Maturing after 1 year, but within 5 yee 4,29¢ 4.8¢ 1,94¢ 5.8:2 — —
Total mortgage backed securit 4,29¢ 4.8¢ 1,94¢ 5.8¢ — —
States and municipals:
Maturing within 1 yea 1,20t 8.2¢ 1,16¢ 8.5t 2,02¢ 10.4:
Maturing after 1 year, but within 5 yee 5,30¢ 7.6¢ 4,23¢ 8.2( 4,37¢ 8.4z
Maturing after 5 years, but within 10 ye;i 19,22: 7.4¢ 19,06: 7.54 15,87: 7.61
Maturing after 10 yeat 21,971 7.0¢ 20,817 7.22 23,907 7.2¢
Total states and municipz 47,70¢ 7.34 45,27¢ 7.4¢ 46,18 7.64
Total securities?
Maturing within 1 yea 1,20t 8.2¢ 1,16¢ 8.5t 3,02¢ 9.6:
Maturing after 1 year, but within 5 yee 9,60¢ 6.44 6,18 7.4€ 4,37¢ 8.4z
Maturing after 5 years, but within 10 yei 19,22: 7.4¢ 19,06: 7.54 20,37: 7.4¢
Maturing after 10 yeat 21,971 7.0¢ 20,817 7.22 32,90% 7.24
Total securitie: $ 52,00: 7148 $ 47,22« 741% $ 60,68 7.52%

1Yields on tax-exempt securities have been comjputedtaxable-equivalent basis.

2 Total securities excludes preferred stock at amaedicost of $5,724,291, $5,899,358, and $5,5048D@cember 31, 2002, 2001, and
2000, respectively ($5,617,811, $5,468,496, and3h587 estimated fair value at December 31, 2021, and 2000, respectivel

The investment portfolio plays a primaoie in the management of interest rate sensitviitthe Corporation and generates substantial

interest income. In addition, the portfolio serassa source of liquidity and is used as needeaetet collateral requirements. Table 10

presents information pertaining to the compositibthe securities portfolio.

The investment portfolio consists of gés available for sale, which may be sold inp@sse to changes in market interest rates,
changes in the securit’ prepayment risk, increases in loan demand, getiguadity needs, and other similar factors. Theseurities ar



carried at estimated fair value.

At year-end 2002, the total fair valueseturities was $60.6 million, up 12.40% from $5#i0ion at year-end 2001. Mortgage backed
securities represented 7.2% of the total secuipeolio, obligations of states and political slilbsions were 83.5%, and preferred stocks
were 9.3% at December 31, 2002.
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At year-end 2001, the total fair valueseturities was $54.0 million, down 17.90% from $6&illion at year-end 2000. Mortgage
backed securities represented 3.6% of the totalrgies portfolio, obligations of states and paiiti subdivisions were 86.3%, and preferred
stocks were 10.1% at December 31, 2001.

The Corporation adopted Financial Accounting Stassl8oard Statement No. 138¢counting for Derivative Instruments and
Hedging Activities, effective January 1, 2001 and, as permitted byStatement, transferred securities with a bookeraf $33.8 million and
a market value of $34.8 million to the available-fale category.

DEPOSITS

The Corporation’s predominant sourceuoifds is depository accounts. The Corporation’odigfpase is comprised of demand
deposits, savings and money market accounts, aveddéposits. The Corporation’s deposits are peavlay individuals and businesses
located within the communities served.

Total deposits at December 31, 2002 amed $59.6 million, or 18.4%, over 2001. In 2G62,growth by deposit category was a
38.7% increase in non-interest-bearing deposi22.4% increase in savings and interest-bearing ddrdaposits and a 9.9% increase in time
deposits. Deposit growth in 2002 over 2001 waibatiable to growth at existing branch locatiomsparticular, the two new branches that
were opened in the fourth quarter of 2001. Theesase in deposits can also be attributed to inkestoving funds from stocks and mutual
funds to banks as a result of the decline in theevaf the stock market. In 2001, total depositseased $33.2 million, or 11.4%, over 2000.
Deposit growth in 2001 over 2000 was attributablgrowth at existing branch locations and to thenipg of two new Bank branches, offset
by the sale of deposits at the Bank’s Tappahanbeakch during 2001. Table 11 presents the avetegesit balances and average rates paid
for the years 2002, 2001 and 2000. Table 12 dataditurities of certificates of deposit with balesof $100,000 or more at December 31,
2002.

TABLE 11: Average Deposits and Rates Paid

Year Ended December 31,

2002 2001 2000
Average Average Average Average Average Average
(Dollars in thousands) Balance Rate Balance Rate Balance Rate
Non-interes-bearing demand depos $ 45,24¢ $ 39,24( $ 31,51
Interes-bearing transaction accout 61,78( 1.10(% 54,48: 1.92% 50,97 2.42%
Money market deposit accout 37,021 1.8¢ 26,29( 3.0t 25,93¢ 3.3¢
Savings accoun 45,25 1.47 38,92: 2.4k 38,64( 2.9¢
Certificates of deposit, $100M or mc 38,16: 3.3z 32,42: 5.4¢€ 22,95¢ 5.52
Other certificates of depos 122,23t 3.7¢ 119,53! 5.5t 96,00: 5.42
Total interes-bearing deposit 304,43: 2.5% 271,64¢ 4.1%% 234,51 4.15%
Total deposit: $ 349,68 $ 310,88 $ 266,02

32



Table of Contents

TABLE 12: Maturities of Certificates of Deposit WiBalances of $100,000 or More

(Dollars in thousands) December 31, 2002
3 months or les $ 9,65¢
3-6 months 7,09¢
6-12 months 17,03:
Over 12 month: 5,93¢
Total $ 39,72
BORROWINGS

The Corporation utilizes short-term bavirngs to fund its day-to-day operations. Long-téronrowings in the form of advances from
the FHLB secured by a blanket floating lien ongalblifying one-to-four family residential mortgalp@ns held for investment, advances
under a non-recourse revolving bank line of crediured by loans at Moore Loans, subordinated desoied to the former owners of Moore
Loans and an unsecured loan from a third partynfired institution. These long-term borrowings waeed to fund the acquisition of Moore
loans and a portion of the related outstandingdoan

LIQUIDITY

Liquidity represents an institution’s l#lgito meet present and future financial obligaighrough either the sale or maturity of existing
assets or the acquisition of additional funds tgtoliability management. Liquid assets includehcaisd due from banks, interest-bearing
deposits with banks, federal funds sold, securdigslable for sale, and investments and loans mmgtwvithin one year. As a result of the
Corporation’s management of liquid assets and biigyato generate liquidity through liability furidg, management believes that the
Corporation maintains overall liquidity sufficiettt satisfy its depositors’ requirements and to ncestomers’ credit needs.

At December 31, 2002, cash and cash atgrits and securities classified as availabledta were 15.3% of total earning assets,
compared to 17.9% at December 31, 2001.

Additional sources of liquidity availakite the Corporation include the capacity to boramditional funds through an established
federal funds line with a regional correspondemtkbaf $9.1 million that had no outstanding balaasef December 31, 2002, through an
established line with the FHLB that had $49 millmutstanding under a total line of $60 million &December 31, 2002 and a revolving line
of credit with a third party bank that had $29 moill outstanding under a total line of $55 millionaf December 31, 2002.

CAPITAL RESOURCES

The assessment of capital adequacy dspeEmd number of factors such as asset qualityidiity, earnings performance, and changing
competitive conditions and economic forces. Manag& on an ongoing basis reviews the adequacyedCtrporation’s capital.
Management seeks to maintain a structure thatsdlire an adequate level of capital to supportipated asset growth and to absorb
potential losses.

During 2001, the Corporation repurchas@2@®81 shares of its common stock in the open nhaitkgrices between $14.88 and $18.00
per share. During 2000, the Corporation repurah&8000 shares of its common stock, in the opekenat prices between $13.69 and
$17.00 per share. These repurchases were maeducer capital
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since it was high relative to the Corporation’seasize and planned growth. No shares were repsechduring 2002.

The Corporation’s capital position conts to exceed regulatory requirements. The prinmatigators relied on by bank regulators in
measuring the capital position are the Tier | @pfotal risk-based capital, and leverage ratisgpreviously described in the “Regulation and
Supervision” section of Item 1. The Corporatiofisr | capital ratio was 10.4% at December 31, 2@@2npared to 13.3% at December 31,
2001. The total capital ratio was 12.5% at Decar8tie 2002, compared to 14.4% at December 31, 200&.leverage ratio was 8.8% at
December 31, 2002, compared to 10.8% at Decemb&0B1. These ratios are in excess of the mandait@idhum requirements.

Shareholders’ equity was $56.2 milliory@ar-end 2002 compared to $44.7 million at yeat-2001. The dividend payout ratio was
22.8%, 25.7%, and 32.7%, in 2002, 2001, and 2@&{ectively. During 2002, the Corporation paiddénds of $0.62 per share, up 6.9%
from $0.58 per share paid in 2001.

The Corporation is not aware of any aurrecommendations by any regulatory authoritidschy if they were implemented, would
have a material effect on the Corporation’s liquidcapital resources, or results of operations.

RECENT ACCOUNTING PRONOUNCEMENTS

In December, 2001, the American Instinft€ertified Public Accountants (“AICPA”) issuedafement of Position 01-&ccounting by
Certain Entities (Including Entities with Trade Ré@bles) That Lend to or Finance the Activitie©tifiers, to reconcile and conform the
accounting and financial reporting provisions ekisaled by various AICPA industry audit guides. g Bitatement is effective for annual and
interim financial statements issued for fiscal gdaeginning after December 15, 2001, and did ne¢ laamaterial impact on the Corporation’s
financial statements.

On March 13, 2002, the Financial AccongtStandards Board (“FASB”) determined that comnaitis for the origination of mortgage
loans that will be held for sale must be accoubeds derivatives instruments, effective for fisgaarters beginning after April 10, 2002.
The Bank enters into commitments to originate maggggloans whereby the interest rate on the lodatearmined prior to funding (i.e., rate
lock commitments). Such rate lock commitments amtgage loans to be sold in the secondary market@mnsidered derivatives.
Accordingly, these commitments including any fesxseived from the potential borrower are recordddiatvalue in derivative assets or
liabilities, with changes in fair value recordedlire net gain or loss on sale of mortgage loamsr Vialue is based on fees currently charged to
enter into similar agreements, and for fixed-ratmmitments also considers the difference betweerculevels of interest rates and the
committed rates. The cumulative effect of adoptgtement No. 13&ccounting for Derivative Instruments and Hedgirgivties (“SFAS
133"), for rate lock commitments as of DecemberZI)2 was not material. The Corporation originallippted SFAS 133 on January 1,
2001.

In April 2002, the FASB issued Statemidot 145,Rescission of FASB No. 4, 44, and 64, Amendmé&R®B Statement No. 13, and
Technical Correction§'SFAS 145"). The amendment to FASB StatementliiSieates an inconsistency between the requiredwatting for
sale-leaseback transactions and the required aticgdar certain lease modifications that have exoit effects that are similar to sale-
leaseback transactions. SFAS 145 also
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amends other existing authoritative pronouncemtentsake various technical corrections, clarify niegg, or describe their applicability
under changed conditions. The provisions of SFASrelated to the rescission of Statement 4 sleadidplied in fiscal years beginning after
May 15, 2002. The provisions of SFAS 145 relate8tatement 13 are effective for transactions aooayafter May 15, 2002, with early
application encouraged.

In June 2002, the FASB issued StatementlM6,Accounting for Costs Associated with Exit or Disgddsctivities(“SFAS 146").
SFAS 146 requires recognition of a liability, whanurred, for costs associated with an exit or aésp activity. The liability should be
measured at fair value. The provisions of SFAS d6effective for exit or disposal activities iated after December 31, 2002.

Effective January 1, 2002, the Corporatidopted Statement of Financial Accounting Stadslhio. 142Goodwill and Other
Intangible Asset("SFAS 142”). Accordingly, goodwill is no longeulsject to amortization over its estimated usefe) Ibut is subject to at
least an annual assessment for impairment by applyffair value based test. Additionally, SFAS td@uires that acquired intangible assets
(such as core deposit intangibles) be separatetgrezed if the benefit of the asset can be scdaisferred, licensed, rented, or exchanged,
and amortized over their estimated useful lifeari&h acquisition transactions were outside theessodBFAS 142 and therefore any
intangible asset arising from such transactionsaieed subject to amortization over their estimateeful life.

In October 2002, the FASB issued Staterien 147 Acquisitions of Certain Financial InstitutioffSSFAS 147”). SFAS 147 amends
previous interpretive guidance on the applicatibthe purchase method of accounting to acquisitadfrfsancial institutions, and requires t
application of FASB Statement No. 1Aysiness Combinationand SFAS 142 to branch acquisitions if such tatigns meet the definition
of a business combination. The provisions of SEA% do not apply to transactions between two orennautual enterprises. In addition,
SFAS 147 amends FASB Statement No. gtounting for the Impairment of Long-Lived Asgt8§AS 144"), to include in its scope core
deposit intangibles of financial institutions. Acdingly, such intangibles are subject to a recaliity test based on undiscounted cash
flows, and to the impairment recognition and measient provisions required for other long-lived és$éeld and used.

The adoption of SFAS 142, 145, 146 anddid not, and will not, have a material impacttbe Corporation’s consolidated financial
statements.

The FASB issued Statement No. 14&;ounting for Stock-Based Compensatioansition and Disclosure, an amendment of Staté
No. 123("SFAS 148"), in December 2002. SFAS 148 amendSB/AStatement No. 123ccounting for Stock-Based Compensafit@FAS
123", to provide alternative methods of transitfona voluntary change to the fair value basedchaetbf accounting for stock-based
employee compensation. In addition, SFAS 148 amémal disclosure requirements of SFAS 123 to requiominent disclosures in both
annual and interim financial statements about ththod of accounting for stock-based employee cosgtem and the effect of the method
used on reported results. Finally, SFAS 148 améwdsunting Principles Board (“APB”) Opinion No. 28terim Financial Reporting
(“APB 28"), to require disclosure about the effeatstock options in interim financial informatiofThe amendments to SFAS 123 are
effective for financial statements for fiscal yeargling after December 15, 2002. The amendme®t®B28 are effective for financial
reports containing condensed financial statememtgferim periods beginning after December 15,208arly application is encouraged for
both amendments. While the Corporation compligh e disclosure requirements of SFAS 148 as ckEber 31,
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2002, the Corporation continues to record stociooptunder APB Opinion No. 2Bccounting for Stock Issued to Employeasd has not
adopted the alternative methods allowable underSE48.

EFFECTS OF INFLATION

The effect of changing prices on finahtiatitutions is typically different from otherdhustries as the Corporatieassets and liabiliti
are monetary in nature. Interest rates are s@amfly impacted by inflation, but neither the timinor the magnitude of the changes are
directly related to pricéevel indices. The consolidated financial statetmeeflect the impacts of inflation on intereseigtioan demands, a
deposits.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

MARKET RISK MANAGEMENT

As the holding company for a commercihk the Corporation’s primary component of marlksk is interest rate volatility.
Fluctuation in interest rates will ultimately impdbe level of both income and expense recordea lange portion of the Corporation’s assets
and liabilities, and the market value of all int#rearning assets and interest-bearing liabilibtser than those which possess a short term to
maturity. Since the majority of the Corporatiomiterest-earning assets and all of the Corporatiorterest-bearing liabilities are held by the
Bank, virtually all of the Corporation’s interestte risk exposure lies at the Bank level. Thersforanagement of the Bank performs all
significant interest rate risk management procesluBased on the nature of the Bank’s operatitresBank is not subject to foreign currency
exchange or commodity price risk. The retail bagkban portfolio is concentrated primarily in tginia counties of King William, King
and Queen, Hanover, Henrico, Chesterfield, Midddleskew Kent, Charles City, York, and James Cityd &) therefore, subject to risks
associated with the local economy. The consumeantie loan portfolio is concentrated primarily asrn, central and southwest Virginia
and portions of eastern Tennessee and is, thersfdbgect to risks associated with the local econoss of December 31, 2002, the
Corporation does not own any trading assets nos dd®ve any hedging transactions in place suchterest rate swaps or caps.

The Corporation enters into commitmeateriginate residential mortgage loans wherebyiriterest rate on the loan is determined
to funding (i.e., rate lock commitments). Sucterdaick commitments on mortgage loans to be sottlérsecondary market are considered to
be derivatives. The period of time between issaari@ loan commitment and closing and sale ofahe generally ranges from 45 to 120
days. The Corporation protects itself from charigasterest rates through the use of best effortward delivery commitments, whereby the
Corporation commits to sell a loan at the timeliberower commits to an interest rate with the ihtbat the buyer has assumed interest rate
risk on the loan. As a result, the Corporationasexposed to losses nor will it realize gainates to its rate lock commitments due to
changes in interest rates.

The Bank’s interest rate managementegyais designed to stabilize net interest income@eserve capital. The Bank manages
interest rate risk through the use of a simulatmmuel that measures the sensitivity of future negrest income and the net portfolio value to
changes in interest rates. In addition, the Baokitors interest rate sensitivity through analysisasuring the terms to maturity or next
repricing date of interest-earning assets andéstdvearing liabilities. The matching of the miies of assets and liabilities may be analyzed
by examining the extent to which assets and ligdsliare “interest rate sensitive” and by monittgran institution’s
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interest rate sensitivity “gap.” An asset or lidpiis said to be “interest rate sensitive” wittdarspecific time period if it will mature or repeic
within that time period. The interest rate sewgiti“gap” is defined as the difference betweendhngount of interest-earning assets
anticipated, based on certain assumptions, to matureprice within a specific time period and éimeount of interest-bearing liabilities
anticipated, based on certain assumptions, to eatureprice within that same time period. A gapadnsidered negative when the amount of
interest-rate-sensitive liabilities maturing orniemg within a specific time period exceeds theoamt of interest-rateensitive assets matur

or repricing within that same time period. Dure@eriod of rising interest rates, a negative gapld/tend to result in a decrease in net
interest income while a positive gap would tendegult in an increase in net interest income. die@lining interest rate environment, an
institution with a negative gap would generallyebgected, absent the effect of other factors, pge&nce a greater decrease in the cost of its
liabilities relative to the yield of its assets ahds an increase in the institutismiet interest income, whereas an institution wigositive ga|
would be expected to experience the opposite result

Certain shortcomings are inherent in m@ghod of analysis used to estimate a financiditini®n’s interest rate sensitivity gap. The
analysis is based at a given point in time and do¢sake into consideration that changes in istar@es do not affect all assets and liabilities
equally. For example, although certain assetdiahilities may have similar maturities or reprigirthey may react differently to changes in
market interest rates. The interest rates oniodstpes of assets and liabilities also may flutgéua advance of changes in market interest
rates, while interest rates on other types may&gnd changes in market rates. The interest catésans with call features may or may not
change depending on their interest rates relativearket interest rates.

The Corporation is also subject to prepeant risk, particularly in falling interest ratevmnments or in environments where the slope
of the yield curve is relatively flat or negativBuch changes in the interest rate environmentaase substantial changes in the level of
prepayments of loans, which may also affect thep@ation’s interest rate sensitivity gap position.

The methodologies used for interest na@agement estimate various rates of withdrawatfamey market deposits, savings, and
checking accounts, which may vary significantlynfractual experience.

As part of its borrowings, the Corporatimay utilize, from time to time, daily, convergéhffixed and adjustable rate advances from the
FHLB. Convertible advances generally provide féixad rate of interest for a portion of the terfrttee advance, an ability for the FHLB to
convert the advance from a fixed rate to an adjlsteate at some predetermined time during the irdngaterm of the advance (the
“conversion” feature), and a concurrent opportufotythe Corporation to prepay the advance witlprepayment penalty in the event the
FHLB elects to exercise the conversion featuree ifiterest rates paid on borrowings with convestiieatures may or may not change
depending on their interest rates relative to markerest rates. Also as part of its borrowingd a conjunction with the Moore Loans
purchase, the Corporation has adjustable rateired fate borrowing relationships with third pabignks and subordinated fixed rate debt
with the previous owners of Moore Loans.

The following table sets forth the amauot interest-earning assets and interest-beasdbdities outstanding at December 31, 2002,
that are subject to repricing or that mature irhaafcthe time periods shown. Additionally, loasscurities, and borrowings with call or
convertible provisions are included in the periodvhich they may first be called. Except as statieolve, the amount of assets and liabilities
shown that reprice or mature during a particulaigoewere determined in accordance with the cottederms of the asset or liability.
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TABLE 13: Interest Sensitivity Analysis

Interest-Sensitive Periods

Within 91-365 1-5 Over
(Dollars in thousands) 90 Days Days Years 5 Years Total
December 31, 20C
Earning asset:
Loans, net of unearned incor $ 213,05¢ $ 18,16¢ $ 14382 $ 67,52¢ $ 442,58
Securities 3,211 5,01¢ 27,95¢ 24,30¢ 60,48¢
Federal funds sold and other slterm investment 6,281 — — — 6,281
Total earning asse 222,55 23,18 171,78. 91,83¢ $ 509,35t
Interes-bearing liabilities:
Interes-bearing transaction accout 11,16¢ 33,49: 29,77¢ — $ 74,43
Savings accoun 7,181 21,56 19,16¢ — 47,91
Money market deposit accout 5,79¢ 17,39: 15,46 — 38,65:
Certificates of deposit, $100M or mc 9,65¢ 24,13( 5,82( 117 39,72:
Other certificates of depos 31,05: 64,02¢ 33,68: 64€ 129,40°
Borrowings 60,73( 5,00( 25,00( 3,74¢ 94,47¢
Total interes-bearing liabilities 125,58t 165,60 128,90: 451 $ 424,61(
Period gay 96,97 (142,426 42,87¢ 87,32:
Cumulative gay $ 96,97 $ (4545H $ (2,57¢) $ 84,74¢
Ratio of cumulative gap to total earning as! 19.0/% (8.92% (0.51)% 16.6%

Table 14 provides information about tregdrations financial instruments that are sensitive to clearig interest rates as of Decernr
31, 2002 and 2001, based on the information anshgstsons set forth in the notes. The Corporatieliebes that the assumptions utilized are
reasonable. The expected maturity date valudeéms were calculated by adjusting the instrumestatractual maturity date for
expectations of prepayments, as set forth in thiesnoSimilarly, expected maturity date valuesiitgrest-bearing core deposits were
calculated based on estimates of the period oveahwhe deposits would be outstanding, as set farthe notes. From a risk management
perspective, however, the Corporation utilizes bo#turity and repricing dates, as opposed to soigilyg expected maturity dates as shown
in the following schedule.

As shown in the table, there have beesiguificant changes in the maturities of interestning assets or interest-bearing liabilities as
compared to 2001 other than for overall growth panticular, the acquisition of Moore Loans hasiites! in a large increase in fixed rate
loans and borrowings. The increase in loans helddle maturing within one year is a result oféased production at C&F Mortgage. All
loans originated at C&F Mortgage are usually soithiw one month of loan closing. The decreasé@éytield on variable rate loans and
deposits, including certificates of deposits, result of the decrease in interest rates throu@i2 2ld 2001. The increase in the yield on fi
rate loans is the result of the acquisition of Mohoans. The rate charged on loans at Moore Lisamgher due to the inherent risk of its
loan portfolio. The increase in the rate on boimms is a result of an increase in lo®gm borrowings resulting from the acquisition obde
Loans.
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(Dollarsin thousands)

TABLE 14: Maturity of Interest-Earning Assets/Irgst-Bearing Liabilities

Principal Amount Maturing in:

1 Year 2 Years 3 Years 4 Years 5 Years Thereafter

Total Fair Value

Interes-Earning Assets
Fixed rate loan$ 2
December 31, 200
December 31, 200
Average interest rai
December 31, 200
December 31, 200
Variable rate loan% 2
December 31, 200
December 31, 200
Average interest rai
December 31, 200
December 31, 200
Loans held for sal
December 31, 200
December 31, 200
Average interest rai
December 31, 200
December 31, 200
Securities® 4
December 31, 200
December 31, 200
Average interest rai
December 31, 200
December 31, 200
Interes-Bearing Liabilities:

Money market, savings, and interest-bearing

transaction accoun®s
December 31, 200
December 31, 200
Average interest ral
December 31, 200
December 31, 200
Certificates of depos
December 31, 200
December 31, 200
Average interest ral
December 31, 200
December 31, 200
Borrowings
December 31, 200
December 31, 200
Average interest rai
December 31, 200
December 31, 200

1 Net of undisbursed loan proceeds and does notdechet deferred loan fees or the allowance for lmemses

$ 46,69: $ 31,73% $ 24,73. $ 34,96t $ 32,367 $ 34,84¢ $205,34( $209,87!
$ 28,36¢ $ 14,23t $ 10,87( $ 8,15/ $ 7,18: $ 49,907 $118,71'! $124,13¢

7.65% 9.64% 10.2°% 12.52% 12.9%
8.12% 8.6&% 8.4%% 8.34% 8.2t%

7.71% 9.97%
8.21% 8.3(%

$ 64,77 $ 11,98 $ 846¢ $ 6,331 $ 5,202 $ 34,05¢ $130,80¢ $134,05:
$ 52,59¢ $ 16,49: $ 4,106 $ 4,75¢ $ 4,054 $ 50,02¢ $132,03t $135,61.

6.17% 6.7<% 7.14% 7.3%% 7.31%
6.7¢% 6.7€% 9.98% 8.12% 7.9%

$107222 ¢ — $ — $§ — $ — 3
$6926: ¢ — $ — $ — $ — %
6.02% — — — —
6.65% — — — —

$ 1208 $ 70t $ 56% %

7.34% 6.68%
7.74% 7.32%

$107,22° $109,02¢
$ 69,260 $ 70,16¢

6.0%%
6.65%

2,95 $ 3,11t $ 51,95( $ 60,48¢ $ 63,38¢

$ 944 $ 150 $ 708 $ 781 $ 1,017 $ 49,767 $ 54,71¢ $ 55,54¢

5.66% 6.01% 5.32% 4.6% 4.9¢%
5.71% 5.85% 6.01% 5.5&% 5.28%

$ 96,60: $ 16,10 $ 16,10( $ 16,10C $ 16,10( $
$ 78,90¢ $ 13,157 $ 13,157 $ 13,157 $ 13,15 $

1.08% 1.08% 1.08% 1.08% 1.08%
1.7<% 1.7<% 1.7<% 1.7<% 1.7<%

$128,86! $ 24,39: $ 8,19 $ 2,13 $ 554t $
$127,59C $ 17,30¢ $ 548t $ 1450 $ 2,077 $

5.22% 5.2(%
5.21% 5.31%

$161,00: $159,64!
$131,50¢ $132,31:

1.08%
1.7<%

$169,12¢ $171,63:
$153,91: $156,11!

2.91% 3.1%% 4.04% 5.14% 3.9¢% — 3.0€%
4.4(% 4.71% 5.17% 6.2(% 5.0(% — 4.4%
$ 36,93t $ 28,79f $ 5000 $ 5000 $ — $ 18,74¢ $ 94,47¢ $ 92,62«

$ 2220 % 50008 — $ — $ — %

1.56% 4.1% 6.12% 2.81% —
1.74% 5.35% — — —

4.1%

$ 27,20¢ $ 27,19(

3.1&%
2.4(%

For single-family residential loans, assumes annual prepaynee of 12%. No prepayment assumptions were fseall other loans.



a b W N

Includes the Corporatic's investment in Federal Home Loan Bank stock.
Average interest rates are the average of stateghon rates and have not been adjusted for te
Assumes an annual decay rate of 60% for year 11884 for each of the years 2 througt
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Assets
Cash and due from ban
Interes-bearing deposits in other bar

Total cash and cash equivale

Securities—available for sale at fair value, amzedicost of $57,725,583 and $53,123,058,

respectively
Loans held for sale, n

Loans, net of reserve for loan losses of $6,722a6$3,683,658, respective

Federal Home Loan Bank sto
Corporate premises and equipment,
Accrued interest receivab

Goodwill

Other asset

Total asset

Liabilities

Deposits
Non-interes-bearing demand depos
Savings and intere-bearing demand depos
Time deposit:

Total deposit:
Borrowings
Accrued interest payab
Other liabilities

Total liabilities

Commitments and contingent liabiliti
Shareholders Equity

Preferred stock ($1.00 par value, 3,000,000 steartsrized,
Common stock ($1.00 par value, 8,000,000 sharéwened, 3,649,859 and 3,526,126 shares
issued and outstanding at December 31, 2002 art] 28€pectively

Additional paic-in capital
Retained earning

Accumulated other comprehensive income, net 0bfe$987,172 and $282,159, respectiv

Total shareholde’ equity

Total liabilities and sharehold¢ equity

See notes to consolidated financial statems

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2001
13,352,25 $ 10,127,36
4,978,89! 929,54
18,331,14 11,056,91
60,629,03 53,952,93
107,226,89 69,263,29
328,634,08 246,112,36
2,760,001 1,595,00!
14,059,83 14,638,44
2,270,13 2,134,21!
7,860,06: —
10,150,72 5,322,79
551,921,992 $ 404,075,97
53,401,91 $ 38,489,42
161,001,85 131,508,97
169,129,17 153,914,10
383,532,93 323,912,50
94,478,91 27,203,66
713,76 811,08¢
16,962,89 7,405,69!
495,688,50 359,332,95
3,649,85! 3,526,12
2,506,771 46,87!
48,160,50. 40,622,30.
1,916,27! 547,72.
56,233,41 44,743,02
551,921,92 $ 404,075,97
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CONSOLIDATED STATEMENTS OF INCOME

Interest incom:

Interest and fees on loa

Interest on money market investme
Federal funds sol
Other money market investmel

Interest on securitie
U.S. Treasury securitie
U.S. government agencies and corporat
Tax-exempt obligations of states and political subdiivis
Corporate bonds and otf

Total interest incom

Interest expens
Savings and intere-bearing deposit
Certificates of deposit, $100M or mc
Other time deposit
Shor-term borrowings and oth

Total interest expens

Net interest incom
Provision for loan losse

Net interest income after provision for loan los

Other operating incom

Gain on sale of loar

Service charges on deposit accol

Other service charges and f¢

Gain on calls of available for sale securit
Gain on sale of branc

Other income

Total other operating incorr

Other operating expens
Salaries and employee bene
Occupancy expens:
Amortization of intangible asse
Other expense

Total other operating expens

Income before income tax
Income tax expens

Year Ended December 31,

2002 2001 2000

27,239,73 $ 24,809,97 $ 22,244,86

— 2,00¢ —
341,12( 97,84¢ 563,68
— 29,66 80,19:¢
— 439,38 953,90(
2,401,86! 2,385,94! 2,455,76.
637,13¢ 469,57: 123,07°
30,619,86 28,234,38 26,421,47
2,039,20: 2,799,88 3,263,42
1,266,24! 1,768,97. 1,266,70
4,592,001 6,639,32 5,202,72i
1,286,69. 776,20¢ 1,576,53
9,184,14! 11,984,39 11,309,39
21,435,71 16,249,99 15,112,08
1,141,45! 400,00( 400,00(
20,294,25 15,849,99 14,712,08
13,929,48 10,389,68 5,008,85!
1,986,88! 1,442,25 1,335,67!
3,792,211 3,210,92. 1,674,93
42,89¢ 6,00( 100,15

— 1,176,27 —
1,701,39. 1,195,48. 825,43
21,452,86 17,420,61 8,945,06:
18,035,72 13,442,76 9,603,44.
3,182,84l 2,886,24' 2,377,60!
187,56( 267,86( 275,16(
6,439,48! 5,367,22: 3,742,171
27,845,60 21,964,09 15,998,38
13,901,51 11,306,51 7,658,76.
4,136,82 3,317,80: 1,822,73.




Net income $ 9,764,68 $ 7,988,71 $ 5,836,083

Earnings per common sh—basic $ 27 % 22t $ 1.62

Earnings per common sh—assuming dilutior $ 267 $ 22 $ 1.6C

See notes to consolidated financial statements.
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Balance December 31, 19

Repurchase of common sta

Stock options exercise
Comprehensive incorr
Net income

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Accumulated

Other comprehensive income, net of
Unrealized holding gains arising
during the period net of tax of

$475,56€

Comprehensive incorr

Cash dividends ($.53 per sha

Balance December 31, 20

Repurchase of common sta

Stock options exercise
Comprehensive incorr
Net income

Other comprehensive income, net of
Unrealized holding gains arising
during the period net of tax of

$453,92¢

Comprehensive incorr

Cash dividends ($.58 per sha

Balance December 31, 20

Issuance of common stock in connection with

acquisition
Stock options exercise
Comprehensive incorr
Net income

Other comprehensive income, net of
Unrealized holding gains arising
during the period net of tax of

$705,014

Comprehensive incomr

Cash dividends ($.62 per sha

Balance December 31, 20

Disclosure of reclassification amount for the yeaded December 31:

Additional Other
Common Paid-In Comprehensive Retained Comprehensive
Stock Capital Income Earnings Income (Loss) Total
$ 3,644,45 $ 14,39¢ $32,727,44 $ (1,256,59) $ 35,129,71
(85,000 (114,277 (1,130,13) — (1,329,41)
11,58 120,00¢ — — 131,59:
$ 5,836,03  5,836,03 5,836,03
923,15 923,15° 923,15
$ 6,759,18:
— — (1,910,62) — (1,910,62)
3,571,03! 20,13: 35,522,71 (333,43) 38,780,45
(59,98) (121,309 (833,03) — (1,014,32)
15,06¢ 148,04t — — 163,11
$ 798871  7,988,71 7,988,71
881,15! 881,15! 881,15!
$ 8,869,87
— — (2,056,09) — (2,056,09)
3,526,122 46,87 40,622,30. 547,72: 44,743,02
100,00( 2,189,001 — 2,289,001
23,73 270,90! — 294,63t
$ 9,764,68  9,764,68: 9,764,68
1,368,55! 1,368,55! 1,368,55!
$ 11,133,24
— — (2,226,48) — (2,226,48)
$ 3,649,85 $ 2,506,77! $48,160,50. $ 1,916,27! $ 56,233,41
2002 2001 2000



Unrealized net holding gains arising during pel $ 1,396,86° $ 885,11! $ 989,27.
Less: reclassification adjustment for gains inctidenet income 28,31 3,96( 66,11¢

Net unrealized gains on securit $ 1,368,551 $ 881,15 $ 923,15

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 cashduis) provided by operating
activities:
Depreciatior
Amortization of intangible asse
Deferred income taxe
Provision for loan losse
Accretion of discounts and amortization of premiuwmnssecurities, ne
Net realized gain on securiti
Origination of loans held for sa
Sale of loan:
Gain on sale of branc
Change in other assets and liabiliti
Accrued interest receivab
Other asset
Accrued interest payab
Other liabilities

Net cash (used in) provided by operating activi

Investing Activities;
Proceeds from maturities of securities held to mitgt
Proceeds from maturities and calls of securitieslable for sale
Purchase of securities available for ¢
Purchase of FHLB stoc
Net increase in customer los
Purchase of corporate premises and equip!
Sale of corporate premises and equipn
Sale of brancl
Acquisition of subsidian

Net cash used in investing activiti

Financing Activities:
Net increase (decrease) in demand, int-bearing demand and savings depc
Net increase in time depos
Net increase (decrease) in borrowil
Repurchase of common sta
Proceeds from exercise of stock opti
Cash dividend

Net cash provided by financing activiti

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

Cash and cash equivalents at end of

Year Ended December 31,

2002

2001

2000

$ 9,764,68: $ 7,988,71' $ 5,836,03
1,549,90! 1,336,19:  1,018,34:
187,561 267,86 275,16
(348,50 (37,029 (154,179
1,141,45 400,00 400,00(
84,22 (49,039 (45,04
(42,899 (6,000) (100,15)
(782,971,53)  (627,303,95) (294,483,77)
745,007,93 575,640,82 301,770,12
— (1,176,27) —
(135,910 269,70 (267,829
(1,399,55) (489,51() (485,86/)
(97,32) (181,769 426,38(
6,214,61! 4,364,53. 384,75¢
(21,045,34) (38,975,73)  14,573,95
— — 1,060,001
6,817,89 17,297,401 906,57t
(11,461,75) (4,176,95)  (1,107,10)
(1,165,001 — (10,000)
(18,733,86) (19,233,65) (24,227,81)
(924,519 (6,426,17)  (2,503,90)
16,37: — —
— (10,857,52) —
(11,000,00) — —
(36,450,86) (23,396,90) (25,882,24)
44,405,36 23,615,18  (3,171,41)
15,215,07 24,649,28  33,005,81
7,081,85! 13,234,49.  (16,066,12)
— (1,014,32)  (1,329,41)
294,63t 163,11« 131,59:
(2,226,48) (2,056,09)  (1,910,62)
64,770,43 58,591,66/  10,659,83
7,274,23 (3,780,98) (648,46
11,056,91 14,837,90.  15,486,36.
$  18,331,14 $  11,05691 $ 14,837,90



See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Continued
Year Ended December 31,
2002 2001 2000

Supplemental disclosu

Interest paic $ 9,281,47. $ 12,166,15 $ 10,883,01

Income taxes pai $ 4,380,49: $ 2,805,20! $ 1,735,59.
Transactions related to the acquisition of subsjd
Increase in assets and liabilitit

Loans $ 64,929,31 — —

Other asset 11,895,66 — —

Borrowings 57,193,39 — —

Other liabilities 3,342,58! — —
Issuance of det 3,000,001 — —
Issuance of common sto 2,289,001 — —

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 : Summary of Significant Accounting Policies

Principles of Consolidation: The accompanying consolidated financial statemiectade the accounts of C&F Financial Corporatiod #s
wholly owned subsidiary, Citizens and Farmers Bafk.significant intercompany accounts and tratigas have been eliminated in
consolidation. The accounting and reporting pesaf C&F Financial Corporation and subsidiary (tBerporation™) conform to
accounting principles generally accepted in thetdthStates of America and to predominant practigdsn the banking industry.

Nature of Operations: C&F Financial Corporation is a bank holding compamorporated under the laws of the Commonwealtfigginia.
The Corporation owns all of the stock of its salbsdiary, Citizens and Farmers Bank (the “Bank®jich is an independent commercial
bank chartered under the laws of the CommonweaMtirginia. The Bank offers a wide range of barkiservices available to both
individuals and businesses.

The Bank has five wholly owned subsidiaries: C&Brigage Corporation (“C&F Mortgage”), C&F Title Agey, Inc., Moore Loans, Inc.
(“Moore Loans”), C&F Investment Services, Inc., &D&lF Insurance Services, Inc., all incorporatedarrttie laws of the Commonwealth of
Virginia. C&F Mortgage, organized in September3.98as formed to originate and sell residentialtgages. C&F Title Agency, Inc.,
organized in October 1992, primarily sells titlsunance to the mortgage loan customers of the BadkC&F Mortgage. Moore Loans,
acquired on September 1, 2002, is a leading rebfor@ce company providing automobile loans infRimnd, Roanoke and Hampton Ro
Virginia and portions of eastern Tennessee. C&festment Services, Inc., organized in April 1983 fullservice brokerage firm offering
comprehensive range of investment services. C&hlrbmce Services, Inc., organized in July 1999,soawnequity interest in an insurance
agency that sells insurance products to custonighedank, C&F Mortgage and other financial indittns that have an equity interest in the
agency. Business segment data is presented inlNote

Use of EstimatesThe preparation of financial statements in conféymiith accounting principles generally acceptethi@ United States of
America requires management to make estimatessmuimgptions that affect the reported amounts oftassel liabilities and disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amountsvehues and expenses during the reporting
period. Actual results could differ from thoseimsttes. A material estimate that is particulatgeeptible to significant change in the near
term relates to the determination of the allowdaocdoan losses.

Significant Group Concentrations of Credit Risk: Substantially all of the Corporation’s lending aities are with customers located in
Virginia, Maryland and portions of eastern Tennessdote 3 discusses the Corporation’s investmentities and Note 4 discusses the
Corporation’s lending activities. The Corporatitwes not have any significant concentrations toargyindustry or customer.

Cash and Cash Equivalents: For purposes of the consolidated statementssbf flaws, cash and cash equivalents include casganbes
due from banks, interest-bearing deposits in baiekigral funds sold and securities purchased wgleements to resell, all of which mature
within ninety days.

Securities: Investments in debt and equity securities with ilgatkterminable fair values are classified asasitheld to maturity, available for
sale, or trading, based on management’s intentiléble for sale securities are carried at estichfde value with the corresponding
unrealized gains and losses excluded from earm@ingseported in other comprehensive income. Gaifh@sses are recognized on trade date
using the amortized cost of the specific secuiilg.s The Corporation does not have any securifigssified as held to maturity or trading.

Loans Held for Sale:Loans held for sale are carried at the lower of cogstimated fair value, determined in the aggteg Fair value
considers commitment agreements with investorspaenhiling market prices. All loans originated ®&F Mortgage are held for sale to
outside investors.
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Loans: The Corporation makes mortgage, commercial andwnesloans to customers. Loans that managemerthéastent and ability to
hold for the foreseeable future or until maturitypay-off generally are reported at their unpaidgpal balances adjusted for charges-offs,
unearned discount, any deferred fees or costsigmated loans, and the allowance for loan losséisearned discounts on certain installment
loans are recognized as income over the termsedbtns by a method that approximates the effeatiegest method. Interest on other loans
is credited to operations based on the principalaroutstanding. Loan fees and origination castsdeferred and the net amount is
amortized as an adjustment of the related loamklyising the level-yield method. The Corporai®amortizing these amounts over the
contractual life of the related loans.

Loans are generally placed on non-accrual statenuhne collection of principal or interest is nindays or more past due, or earlier, if
collection is uncertain based on an evaluatiomefrtet realizable value of the collateral and tharfcial strength of the borrower. Loans
greater than ninety days past due may remain aniacstatus if management determines it has adeauidiiteral to cover the principal and
interest. For those loans that are carried onatamual status, interest is recognized on the basis.

The Corporation considers a loan impaired whes jirobable that the Corporation will be unableditect all interest and principal payments
as scheduled in the loan agreement. A loan isagidered impaired during a period of delay inrpest if the ultimate collectibility of all
amounts due is expected. Impairment is measurediaan by loan basis for commercial and constondibans by either the present value of
expected future cash flows discounted at the loefféstive interest rate, the loanobtainable market price, or the fair value of¢bBateral it
the loan is collateral dependent. Large groupsvddller balance homogeneous loans are collectexsdjuated for impairment. Accordingly,
the Corporation does not separately identify irdlial consumer and residential loans for impairngéstlosures. Consistent with the
Corporation’s method for non-accrual loans, intereseipts for impaired loans are recognized orctgh basis.

Allowance for Loan LossesThe allowance for loan losses is established tHralmrges to earnings in the form of a provisiaridan
losses. Loan losses are charged against the alt@xfar loan losses when management believeshbatdilectibility of the principal is
unlikely. Subsequent recoveries, if any, are teglio the allowance.

The allowance represents an amount that, in managésijudgment, will be adequate to absorb anyelesm existing loans that may become
uncollectible. Management’s judgment in deterngrtine adequacy of the allowance is based on evahsadf the collectibility of loans

while taking into consideration such factors asnges in the nature and volume of the loan portfaiorent economic conditions which may
affect a borrowes ability to repay, overall portfolio quality, aneview of specific potential losses. This evalo@tis inherently subjective,

it requires estimates that are susceptible to fsogmt revision as more information becomes avéglab

The allowance consists of specific, general andlareted components. The specific component reltdoans that are classified as loss,
doubtful, substandard or special mention. For $oahs that are also classified as impaired, awalhce is established when the discounted
cash flows (or collateral value or observable miapkese) of the impaired loan is lower than thergiag value of that loan. The general
component covers non-classified loans and is basédstorical loss experience adjusted for qualiatactors. An unallocated component is
maintained to cover uncertainties that could affeahagement’s estimate of probable losses. Thitouated component of the allowance
reflects the margin of imprecision inherent in tielerlying assumptions used in the methodologiesstmating specific and general losses
in the portfolio.

Off Balance Sheet Credit Related Financial Instrumets: In the ordinary course of business, the Corpondtias entered into
commitments to extend credit and standby lettergedit. Such financial instruments are recordbéeémthey are funded.

Rate Lock Commitments: On March 13, 2002, the Financial Accounting Stadd Board (“FASB”) determined that commitmentstfar
origination of mortgage loans that will be held §ale must be accounted for as derivative instraspefffective for fiscal quarters beginning
after April 10, 2002. The Corporation enters iobanmitments to originate residential mortgage loahereby the interest rate on the loan is
determined prior to funding (i.e., rate lock conmeénts). Such rate lock commitments on mortgagesiéa be sold in the secondary market
are considered to be derivatives. The periodnoé tbetween issuance of a loan commitment and ¢@sid sale of the
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loan generally ranges from 45 to 120 days. The@mation protects itself from changes in interasés through the use of best efforts forv
delivery commitments, whereby the Corporation cotand sell a loan at the time the borrower commaitan interest rate with the intent that
the buyer has assumed interest rate risk on the I6a a result, the Corporation is not exposeld$ees nor will it realize gains related to its
rate lock commitments due to changes in intereéssra

The market values of rate lock commitments and &#stts contracts are not readily ascertainabté piecision because rate lock
commitments and best efforts contracts are notelgtiraded in stand-alone markets. The Corpanadietermines the fair value of rate lock
commitments and best efforts contracts by meastii@ghange in the value of the underlying assdewéking into consideration the
probability that the rate lock commitments will séo Because of the high correlation between oate dommitments and best efforts
contracts, no gain or loss occurs on the rate éd@chmitments.

The cumulative effect of adopting Statement of Raial Accounting Standards No. 138;counting for Derivative Instruments and Hedging
Activities(“SFAS 133"), for rate lock commitments as of Det®m31, 2002 was not material. The Corporatiogioailly adopted SFAS 133
on January 1, 2001.

Federal Home Loan Bank StockFederal Home Loan Bank (“FHLB") stock is stated@$t. No ready market exists for this stock archi
no quoted market value. For presentation purpases) stock is assumed to have a market valuéstiegual to cost. In addition, such stock
is not considered a debt or equity security in ed@oce with Statement of Financial Accounting Ssadd No. 115.

Other Real Estate Owned:Assets acquired through, or in lieu of, loan foosdrre are held for sale and are initially recoraefhir value at
the date of foreclosure, establishing a new cosisbé&Subsequent to foreclosure, management pesibdperforms valuations and the assets
are carried at the lower of carrying amount or ¥ailue less cost to sell. Revenue and expensesdperations and changes in the valuation
allowance are included in net expenses from fosstlassets.

Corporate Premises and EquipmentlLand is carried at costBuildings and equipment are carried at cost lessraalated depreciation
computed using a straight-line method over theregtd useful lives of the assets. Estimated u$igéd range from ten to forty years for
buildings and from three to ten years for equipmimhiture, and fixtures. Maintenance and repafescharged to expense as incurred and
major improvements are capitalized. Upon saletirament of depreciable properties, the cost ateded accumulated depreciation are
netted against proceeds and any resulting gaiosaris reflected in income.

Goodwill: The Corporation adopted Statement of Financial Antiag Standards No. 14&oo0dwill and Other Intangible Asst'SFAS

142", effective January 1, 2002. Accordingly, dadll is no longer subject to amortization overétgtimated useful life, but is subject to at
least an annual assessment for impairment by applyffair value based test. Additionally, undeASH42, acquired intangible assets (such
as core deposit intangibles) are separately rezedrif the benefit of the asset can be sold, teansd, licensed, rented, or exchanged, and
amortized over their useful life. Branch acqudsitiransactions were outside the scope of SFASafhd2accordingly, intangible assets rel:

to such transactions continued to amortize uporattoption of SFAS 142.

Sale of Loans: Transfers of loans are accounted for as sales whitrol over the loans has been surrenderedtr@aver transferred loans
is deemed to be surrendered when (1) the loanstiemmrisolated from the Corporation, (2) the trares obtains the right (free of conditions
that constrain it from taking advantage of thahtjgo pledge or exchange the transferred loarts(2)nthe Corporation does not maintain
effective control over the transferred loans thioag agreement to repurchase them before theirityatu

Income Taxes:The Corporation determines deferred income taxtsissel liabilities using the liability (or balanskeet) method. Under this
method, the net deferred tax asset or liabilityggermined annually for differences between tharfaial statement and tax bases of assets an(
liabilities that will result in taxable or dedudgbamounts in the future based on enacted tax démdgates applicable to the periods in which
the differences are expected to affect taxablemmeolncome tax expense is the tax payable or defie for the period plus or minus the
change during the period in deferred tax assetdiabidties.
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Retirement Plan: The compensation cost of an employee’s pensiogrfliés recognized on the projected unit credithod over the
employee’s approximate service period. The aggeegast method is utilized for funding purposes.

Stock Compensation Plans: At December 31, 2002, the Corporation has thteeksbased compensation plans, which are descniuerd
fully in Note 13. The Corporation accounts forga@lans under the recognition and measuremertijpies of APB Opinion No. 25,
Accounting for Stock Issued to Employ, and related Interpretations. No stock-based emrsgtion cost is reflected in net income, as all
options granted under these plans had an exendtseqmual to the market value of the underlyinmown stock on the date of grant. The
following table illustrates the effect on net ino@ind earnings per share if the Corporation hatiegptie fair value recognition provisions
FASB Statement No. 123ccounting for Stock-Based Compensatitmstock-based compensation.

Year Ended December 31,

2002 2001 2000
Net income, as reporte $ 9,764,68! $ 7,988,717 $ 5,836,03:
Total stock-based compensation expense determimdet fair value based
method for all awards, net of related tax efft (251,23) (242,939 (208,44,
Pro forma net incom $ 9,513,45 $ 774577 $ 5,627,58
Earnings per shar
Basic—- as reportet $ 27 $ 228 % 1.62
Basic— pro forma $ 2.66 $ 218 3 1.5€
Diluted - as reportet $ 267 $ 22 % 1.6C
Diluted - pro forma $ 26C $ 21€¢ $ 1.5¢

The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optinaispy model with the following weighted-
average assumptions:

Year Ended December 31,

2002 2001 2000
Dividend yield 2.&% 3.5% 3.8%
Expected life 8 years 8 year: 8 year:

Expected volatility 35.(% 35.(% 30.(%
Risk-free interest rat 4.2% 5.2% 5.2%

Earnings Per Common ShareBasic earnings per share represents income avaialommon shareholders divided by the weighted
average number of common shares outstanding dtivengeriod. Diluted earnings per share reflectitachal common shares that would
have been outstanding if dilutive potential commsbares had been issued, as well as any adjustmierioime that would result from the
assumed issuance. Potential common shares thabenagued by the Corporation relate solely totantting stock options, and are
determined using the treasury stock method. Easnireg share calculations are presented in Note 9.

Comprehensive Income:Accounting principles generally require that redagd revenue, expenses, gains, and losses be éucinaet

income. Although certain changes in assets abditias, such as unrealized gains and losses ailadle for sale securities, are reported as a
separate component of the equity section of thaensal sheet, such items, along with net incomec@rgonents of comprehensive income.
These components are presented in the Corporat@mrisolidated Statements of Shareholders’ Equity.

Shareholders’ Equity: During 2001 the Corporation repurchased 59,981eshairits common stock in the open market at ptietaeen
$14.88 and $18.00 per share. During 2000, the @ation repurchased 85,000 shares of its commak sticthe open market at prices
between $13.69 and $17.00 per share. No sharesregurchased in 2002.

Reclassifications:Certain reclassifications have been made to peaod amounts to conform to the current year priagiem.
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NOTE 2: Acquisition

On September 1, 2002, the Corporation acquired Blboans. Moore Loans is a leading regional finarmapany providing automobile
loans in Richmond, Roanoke and Hampton Roads, Magind portions of eastern Tennessee. Undeethestof the acquisition, the
outstanding shares of Moore Loans’ common stoclewperchased for $11,000,000 in cash, $3,000,080hordinated notes of the Bank,
100,000 shares of the Corporation’s common stodkugnto an additional $3,000,000 in cash contingent¥loore Loans attaining certain
financial goals within the next three years, of eth$337,000 was earned in 2002. Also, the Corfwordias guaranteed a stock price of $30
per share for shares still held by the sellersherthree-year anniversary date of the transacfidre transaction was accounted for using the
purchase method of accounting. The purchase pfi$&6.3 million was allocated to the assets aegland liabilities assumed as follows
(dollars in thousands):

Loans $ 64,92¢
Other asset 4,372
Goodwill 7,528
Liabilities assumei (60,53%)
Total purchase pric $ 16,28¢

The results of operations are included in the fomgrstatements from the date of the acquisitibhe entire amount of the goodwill resulting
from this acquisition is expected to be deductfbletax purposes.

The following table presents pro forma combinediitssof operations of C&F Financial Corporation avidore Loans as if the business
combination had been completed as of the beginofiegch respective period:

Year Ended December 31,

Dollars in thousands (except per share) 2002 2001

Net interest incom $ 27,10 $ 22,75¢
Net income 11,43« 9,40¢
Earnings per sha~ assuming dilutior 3.0¢ 2.5t

NOTE 3: Securities

Debt and equity securities are summarized as fatlow

December 31, 2002

Gross Gross
Amortized Unrealized Unrealized Estimated
Available for Sale Cost Gains Losses Fair Value
Mortgage-backed securitie $ 4,29563 $ 93,73t $ (2,28¢)) $  4,387,08
Obligations of states and political subdivisic 47,705,65 2,918,50: (19 50,624,14
Preferred stoc 5,724,29: 231,17( (337,65() 5,617,81.

$ 57,72558 $  3,24340 $ (339,95) $ 60,629,03
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December 31, 2001

Gross Gross
Amortized Unrealized Unrealized Estimated
Available for Sale Cost Gains Losses Fair Value
Mortgage-backed securitie $ 1,947441 % — 3 (23,069 $  1,924,37
Obligations of states and political subdivisic 45,276,29 1,384,31! (100,54¢) 46,560,06
Preferred stoc 5,899,32! 86,84( (517,669 5,468,49!

$ 53,123,005 $ 1,471,15 $ (641,279 $ 53,952,93

The amortized cost and estimated fair value of séesiat December 31, 2002, by contractual matuaite shown below. Expected maturi
will differ from contractual maturities because tmwvers may have the right to prepay obligation$wit without call or prepayment penalti

December 31, 2002

Amortized Estimated
Available for Sale Cost Fair Value
Due in one year or let $ 1,204,800 $ 1,216,90;
Due after one year through five ye 9,603,801 9,982,511
Due after five years through ten ye 19,221,79 20,533,34
Due after ten yeal 21,970,89 23,278,45
Preferred Stoc 5,724,29 5,617,81

$ 57,725,588 $ 60,629,03

Proceeds from the maturities and calls of secsréiailable for sale in 2002 were $6,817,897, teguin gross realized gains of $42,895.
The amortized cost and estimated fair value of iséesi pledged to secure public deposits amourtekl 8,192,000 and $14,123,000,
respectively, at December 31, 2002.

Proceeds from the maturities and calls of secsréiailable for sale in 2001 were $17,297,400ltiegun gross realized gains of $6,000.

Proceeds from the maturities of securities helch&burity in 2000 were $1,060,000. There were @dized gains or losses. Proceeds from the
maturities and the calls of securities availablestle in 2000 were $906,576, resulting in grosized gains of $100,157.

The Corporation adopted SFAS 133 effective Janlig001 and, as permitted by the Statement, trenesfsecurities with a book value of
$33,770,000 and a market value of $34,836,000e@tailable-for-sale category.
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NOTE 4: Loans
Major classifications of loans are summarized dsvics:

December 31,

2002 2001
Real esta-mortgage $ 76,471,82 $ 81,924,06
Real estai~constructior 8,575,09! 8,829,85!
Commercial, financial, and agricultul 158,349,95 137,374,33
Equity lines 12,181,47 11,283,61
Consume 80,569,98 11,341,66

336,148,33 250,753,52
Less unearned loan fe (792,08 (957,499

335,356,25 249,796,02
Less allowance for loan loss (6,722,16) (3,683,65)

$ 328,634,08 $ 246,112,36

Loans on non-accrual status were $1,656,000 arf26D00 at December 31, 2002 and 2001, respectiVeigterest income had been
recognized on non-accrual loans at their statexb rdtiring fiscal years 2002, 2001, and 2000, isténeome would have increased by
approximately $157,000, $91,000, and, $37,000,eesrely. The balance of impaired loans at Decartie 2002 and 2001 was $1,656,000
and $1,026,000, respectively, with no specific atibn allowance associated with these loans. Vheage balances of impaired loans for
2002 and 2001 were $1,351,000 and $513,000, regplyct

NOTE 5: Allowance for Loan Losses
Changes in the allowance for loan losses werelbsva

Year Ended December 31,

2002 2001 2000
Balance at the beginning of ye $ 368365 $ 3,60896 $ 3,301,77
Provision charged to operatio 1,141,45! 400,00( 400,00(
Loans charged o (1,059,78) (349,789 (101,73)
Recoveries of loans previously charged 263,66( 24,47¢ 8,921
Acquisition of Moore Loan 2,693,17! — _
Balance at the end of ye $ 6,722,16! $ 3,683,65 $ 3,608,961

NOTE 6: Corporate Premises and Equipment
Major classifications of corporate premises and@gent are summarized as follows:

December 31,

2002 2001

Land $ 352357 $ 352357
Buildings 10,491,92 10,108,44



Equipment, furniture, and fixture 11,527,92 10,962,85

25,543,43 24,594,87
Less accumulated depreciati (11,483,59) (9,956,43)

$ 14,059,83 $ 14,638,44
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NOTE 7: Time Deposits
Time deposits are summarized as follows:

December 31,

2002 2001
Certificates of deposit, $100M or mc $ 39,721,98 $ 38,481,54
Other time deposit 129,407,18 115,432,55

$ 169,129,17 $ 153,914,10

Remaining maturities on time deposits at DecemhePB02 are as follows:

2003 $ 128,864,92
2004 24,392,96
2005 8,193,26'
2006 2,132,81.
2007 5,545,21.

$ 169,129,17

NOTE 8 : Borrowings

Short-term borrowings consist of securities soldermagreements to repurchase, which are secureshtitions with customers and generally
mature the day following the day sold. Balancestanding under repurchase agreements were $1i6muh December 31, 2002 and $5.2
million on December 31, 2001. Short-term borrowidso include advances from the FHLB, which aceisal by a blanket floating lien on
all qualifying real estate mortgage loans secusedre-to-four family residential properties. Shtemm advances from the FHLB were $29.0
million on December 31, 2002 and $17.0 million oecBmber 31, 2001.

The table below presents selected information @ntgkrm borrowings:

December 31,

2002 2001
Balance outstanding at year € $ 36,934,63 $ 22,203,66
Maximum balance at any mor-end during the yez $ 36,934,63 $ 25,666,74
Average balance for the ye $ 13582,79 $ 14,628,47
Weighted average rate for the yi 2.92% 4.26%
Weighted average rate on borrowings at -end 1.65% 1.8€%
Estimated fair valu $ 36,934,63 $ 22,203,66

Long-term borrowings consist of: advances fromRk& B, which are secured by a blanket floating leenall qualifying real estate mortgage
loans held for investment and secured by one-toffamily residential properties; advances undeomrecourse revolving bank line of credit
secured by loans at Moore Loans; subordinatedidsiéd to the former owners of Moore Loans; andresecured loan from a third party
financial institution. These long-term borrowingsre used to fund the acquisition of Moore Loar the related outstanding loans.

Advances from the FHLB at December 31, 2002 congi$b million at 2.8% which matures in five yearith a three year call provision, $10
million at 3.24% which matures in ten years witfive year call provision and $5 million at 3.25% iafn matures in ten years with a five year
call provision. The interest rate on the revolvbapk line of credit floats at LIBOR plus 250 bagsisnts, and the outstanding balance as of
December 31, 2002 was $28.8 million, which matimebree years. The $3.7 million subordinated sdear interest at 8.0% and matur



seven years. The interest rate on the $5.0 miltan from the third party financial institutionfiged at 6.0% and matures in five years.
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The contractual maturities of long-term borrowingscluding call provisions, at December 31, 20@2& follows:

Fixed Rate Floating Rate Total
2003 $ — 3 — % —
2004 — _ _
2005 — 28,795,220 28,795,20
2006 — — —
2007 10,000,00 — 10,000,00
Thereaftel 18,749,07 — 18,749,07
Total lon¢-term borrowings $ 28,749,07 $ 28,79520 $ 57,544,27

At December 31, 2001, adjustable-rate advanceketb$b,000,000 with an interest rate of 5.45% anthturity date of May 19, 2003.

The Corporation’s unused lines of credit for futbmerowings totals approximately $46.5 million atd@mber 31, 2002, which consists of
$11.2 million for advances from the FHLB, $26.2lioit on the revolving bank line of credit and $&nillion under a federal funds agreem
with a third party financial institution.

NOTE 9: Earnings Per Share

The following shows the weighted average numbeshafes used in computing earnings per share areffda on weighted average number
of shares of potentially dilutive common stock.

December 31,
2002 2001 2000
Weighted average number of common shares usedninga per common share-
basic 3,571,05 3,547,87. 3,608,67.
Effect of dilutive securities
Stock options 81,61: 39,43 31,64.
Weighted average number of common shares usedringa per common share-
assuming dilutior 3,652,66! 3,587,30 3,640,31

Options on approximately 2,000, 89,000 and 175g0a0es were not included in computing earningspemmon shareassuming dilution fa
the years ended December 31, 2002, 2001, and 284jikctively, because their effects were antidiuti

NOTE 10: Income Taxes
Principal components of income tax expense asctefiein the consolidated statements of income sifel@ws:

Year Ended December 31,

2002 2001 2000
Current taxe: $ 448532 $ 3,354,821 $ 1,976,90!
Deferred taxe (348,50() (37,029 (154,179

$ 413682 $ 331780 $ 1,822,73
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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 of Percent of Percent of
Pre-tax Pre-tax Pre-tax
2002 Income 2001 Income 2000 Income

Income tax computed at federal

statutory rate $ 4,726,51! 34.(% $ 3,844,221 34.% $ 2,603,97 34.(%
Tax effect of exclusion of interest

income on obligations of states and

political subdivision (831,109 (6.0) (850,319 (7.5) (879,999 (11.5)
Reduction of interest expense incur

to carry ta-exempt asse! 68,11: 5 105,65:¢ .9 116,41¢ 1.5
State income taxes, net of federal tax

benefit 315,11¢ 2.3 203,78: 1.8 59,34¢ .8
Tax effect of dividends-received

deduction on preferred sto (87,865 (.6) (82,717 (.7 (83,03¢) (1.7
Other (53,949 (.4) 97,18: .8 6,017 A

$ 4,136,82 29.8% $ 3,317,80: 29.2% $ 1,822,73 23.8%

Other assets include deferred income taxes of $287and $1,343,638 at December 31, 2002 and 266gectively. The tax effects of each
type of significant item that gave rise to defertaxes are:

December 31,

2002 2001
Deferred tax assi
Allowance for loan losse $ 1,304,870 $ 1,136,13
Deferred compensatic 526,46: 348,19
Interest on nc-accrual loan: 84,40: 30,86¢
Intangible asse 48,96: 73,32:
Depreciatior 7,452 —
Other 51,68t 54,71¢
Deferred tax asst 2,023,83 1,643,23
Deferred tax liability
Depreciatior — (17,447
Accrued pensiol (49,53 —
Net unrealized gain on securities available foe (987,17 (282,159
Deferred tax liability (1,036,70) (299,60
Net deferred tax ass $ 987,12 $ 1,343,633

NOTE 11: Employee Benefit Plans

The Bank maintains a Defined Contribution Profia8hg Plan (the “Profit-Sharing Plan) sponsoreg the Virginia Bankers Association.
The Profit-Sharing Plan was amended effective JanLial997, to include a 401(k) savings provisibattauthorizes a maximum voluntary
salary deferral of up to 15% of compensation (withartial company match), subject to statutorythtions. The Prot-Sharing Plan provide



for an annual discretionary contribution to theaot of each eligible employee based in part orBttuek’s profitability for a given year and
on each participant’s yearly earnings. All full# employees who have attained the age of eiglateghave at least three months of service
are eligible to participate. Contributions andnirags may be invested in various investment vekioféered through the Virginia Bankers
Association. Contributions and earnings are taferded. An employee is 20% vested after two yeaservice, 40% after three years, 60%
after four years, 80% after five years, and fulbgted after six years. The amounts charged tonsepender this plan were $382,190,
$385,805, and $347,552, in 2002, 2001 and 200peotively.
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C&F Mortgage maintains a Defined Contribution 4Q1%avings Plan that authorizes a maximum volurgaigry deferral of up to 15% of
compensation, subject to statutory limitations! fAll-time employees who have attained the ageigfiteen are eligible to participate on the
first day of the next month following employmentela C&F Mortgage reserves the right for an anulisdretionary contribution to the
account of each eligible employee based in pa@&R Mortgage’s profitability for a given year, and each participant’s yearly
contributions. An employee is vested 25% after ywars of service, 50% after three years of seyvig&o after four years of service, and
fully vested after five years. The amounts charngeexpense under this plan were $411,909, $209#&td $53,000 for 2002, 2001 and 2(
respectively.

Moore Loans has a profit sharing plan for the bigéfall eligible employees. Eligible employeeslude all full time employees that have at
least six months of service on the enrollment dafelily 1 or January 1. Contributions are disoretry. The allocation of the contributior
based upon a percentage of eligible employee salafihe amount charged to expense under thisyaar$12,000 in 2002.

Individual performance bonuses are awarded annt@mbglected members of management under a managementive bonus policy
adopted by the Bank effective January 1, 1987. Bdmek Board approves awards. In determining theagement awards, the Company’s
total performance, including its growth rate, ragion average assets and equity, and absolutedewvelome are considered. In addition, the
Bank Board considers the individual performancthefmembers of management who may receive awdtus.expense for these bonus
awards is accrued in the year of the specifiedoper@nce. Expenses under this plan were $286,232,500, and $204,300, in 2002, 2001,
and 2000, respectively.

The Bank has a non-qualified defined contributitangfor certain executives. The plan allows factive salary and bonus deferrals. The
plan also allows for employer contributions to maikefor arbitrary limitations on covered compensatinposed by the Internal Revenue
Code with respect to the Bank’s Profit Sharing/4)Rlans and to enhance retirement benefits byigiray supplemental contributions from
time to time. Expenses under this plan were $34,$82,350 and $25,200 in 2002, 2001 and 2000ectisply.

The Bank has a non-contributory, defined benefiispan plan for full-time employees over twenty-grears of age. Benefits are generally
based upon years of service and average compeansatithe five highest-paid consecutive years ofise. The Bank funds pension costs in
accordance with the funding provisions of the ErgploRetirement Income Security Act. Informatioowttthe plan follows:
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Year Ended December 31,

2002 2001

Change in Benefit Obligatic
Benefit obligation, beginnin $ 2,352,74, $ 2,017,53
Service cos 238,55 227,17¢
Interest cos 176,32! 151,18!
Plan amendmen 81,66 —
Actuarial (gain)/los: 329,58: (39,910
Benefits paic (97,02 (3,249
Benefit obligation, endin $ 308185 $ 2,352,74.

Change in Plan Asse
Fair value of plan assets, beginn $ 2,221,241 $ 2,212,20!
Actual return on plan asse (161,719 (312,23¢)
Employer contribution 365,35( 324,52!
Benefits paic (97,027 (3,24%)
Fair value of plan assets, end $ 2,327,85 $ 2,221,241
Funded statu $ (753,999 $ (131,49
Unrecognized net actuarial ge 835,69¢ 160,99:
Unrecognized net obligation at transiti (48,72)) (54,13))
Unrecognized prior service cc 112,71« 34,15
Prepaid benefit co: $ 145,69 $ 9,517

Year Ended December 31,

2002 2001 2000
Components of Net Periodic Benefit C
Service cos $ 238,55¢ $ 227,17¢ $ 178,48¢
Interest cos 176,32! 151,18! 130,50:
Expected return on plan ass (183,409 (193,32) (149,02)
Amortization of prior service co: 3,10¢ 3,10« 3,10¢
Amortization of net obligation at transitic (5,419 (5,419 (5,417)
Recognized net actuarial g¢ — (5,060 (3,970
Net periodic benefit co: $ 229,160 $ 177,67 $ 153,68:
Weighte«-Average Assumptions as of Decembel
Discount rate 7.C% 7.5% 7.5%
Expected return on plan ass 9.C 9.C 9.C
Rate of compensation incree 4.C 4.C 4.C

NOTE 12: Related Party Transactions

Loans to directors and officers totaled $879,008 $h 040,000 at December 31, 2002 and 2001, raselyct New advances to directors and
officers totaled $557,000 and repayments totaledB¥00 in the year ended December 31, 2



NOTE 13: Stock Options

Under the Amended and Restated C&F Financial Catfmr 1994 Incentive Stock Plan (the “Plan™), apis to purchase common stock are
granted to certain key employees of the Corporati®ptions are issued to employees at a price @équhé fair market value of common

stock at the date granted. For options grantest psiDecember 21, 1999, one-third of the optior@nted are exercisable commencing one
year after the grant date with an additional-third becoming exercisable after each of the feiig two years. Options granted on or after
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December 21, 1999, become exercisable five yetesthl grant date. The maximum aggregate nunfterases that may be issued purst
to awards made under the Plan shall not excee®800 All options expire ten years from the graatied

In 1998, the Board of Directors authorized 25,008res of common stock for issuance under the C&Briial Corporation 1998 Non-
Employee Director Stock Compensation Plan (therébior Plan”). In 1999, the Director Plan was authed to authorize a total of 150,000
shares for issuance. Under the Director Planpoptio purchase common stock may be granted temgpieyee directors of the Bank.
Options are issued to n@mployee directors at a price equal to the fairketavalue of common stock at the date granted. offtiens grante
are exercisable twelve months after grant. All ami expire ten years from the grant date.

In 1999, the Board of Directors authorized 25,008res of common stock for issuance under the C&Brigial Corporation 1999 Regional
Director Stock Compensation Plan. Under this pigmions to purchase common stock are grantedrieenaployee regional directors of
Citizens & Commerce Bank, a division of the Bai@ptions are issued to non-employee regional dire@ba price equal to the fair market
value of common stock at the date granted. Oméd tiithe options granted become exercisable cornimgrone year after the grant date v
an additional one-third becoming exercisable aftah of the following two years. All options exgpten years from the grant date.

Transactions under the various plans for the periodicated were as follows:

2002 2001 2000
Exercise Exercise Exercise
Shares Price* Shares Price* Shares Price*

Outstanding at beginning «

year 311,31 $ 15.97 262,42¢ $ 14.9¢ 208,44 $ 14.3i
Granted 82,45( 22.7( 71,65( 18.5¢ 69,80( 15.8(
Exercisec (22,066 10.8¢ (15,06¢) 9.71 (11,589 9.62
Cancelec (4,800) 16.1° (7,700 17.1: (4,232) 16.22
Outstanding at end of ye 366,89 $ 17.7¢ 311,31: % 15.97 262,42¢ $ 14.9¢

*Weighted average

Options exercisable at yee

end 134,39! 139,05: 122,73(
Weightedaverage fair valu

of options granted during

the yea $ 7.51 $ 5.9t $ 4.57

The following table summarizes information abowicktoptions outstanding at December 31, 2002:

Options Outstanding Options Exercisable
Number Number
Outstanding Exercisable at
at December 31, Remaining Exercise December 31, Exercise
Range of Exercise Prices 2002 Contractual Life Price* 2002 Price*
$9.13 to $12.5! 52,21 397 $ 10.8¢ 52,21: $ 10.8¢
$15.75 to $23.4 314,68: 8.3¢ 18.9: 82,18: 18.0¢
$9.13 to $23.4! 366,89! 771 % 17.7¢ 134,39' $ 15.2i

*Weighted average

NOTE 14: Regulatory Requirements and Restricti



The Corporation and the Bank are subject to vaniegslatory capital requirements administered leyféderal banking agencies. Failure to
meet minimum capital requirements can initiateaiarinandatory—and possibly additional discretioracyions by regulators that, if
undertaken, could have a direct material effedhenCorporation’s and the Bank’s financial stateteetnder capital adequacy guidelines
and the regulatory framework for prompt correctetion, the Corporation and the Bank must meetiipeapital guidelines that
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involve quantitative measures of the Corporati@rid the Bank’s assets, liabilities, and certairbafance-sheet items as calculated under
regulatory accounting practices. The Corporati@md the Bank’s capital amounts and classificati@subject to qualitative judgments by
the regulators about components, risk weightingd,aher factors. Prompt corrective action praisiare not applicable to bank holding
companies.

Quantitative measures established by regulati@msuire capital adequacy require the Corporatiorttam@ank to maintain minimum
amounts and ratios (set forth in the table belditptal and Tier | capital (as defined in the regidns) to risk-weighted assets (as defined),
and of Tier | capital (as defined) to average as&xt defined) less goodwill. For both the Corponeand the Bank, Tier | capital consists of
shareholders’ equity excluding any net unrealizaith gloss) on securities available for sale anddgalh, and total capital consists of Tier |
capital and a portion of the allowance for loarskess Risk-weighted assets for the Corporationtl@@ank were $444.3 million and $435.9
million, respectively, at December 31, 2002 and3p82nillion and $317.2 million, respectively, atd@enber 31, 2001. Management
believes, as of December 31, 2002, that the Cotiparand the Bank met all capital adequacy requéreisito which they are subject.

As of December 31, 2002, the most recent notificafrom the Federal Deposit Insurance CorporatieidC) categorized the Bank as well
capitalized under the regulatory framework for ppbrworrective action. To be categorized as welitatized, the Bank must maintain
minimum total risk-based, Tier | risk-based, andrTileverage ratios as set forth in the table wel@here are no conditions or events since
that notification that management believes havaiged the Bank’s category.

The Corporation’s and the Bank’s actual capital am® and ratios are presented in the followingetabl

Minimum To Be
Well Capitalized

Under Prompt
Minimum Capital Corrective Action
Actual Requirements Provisions

(Dollarsin thousands) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 200
Total Capital (to Ris-Weighted Assets

Corporation $ 55,32 125% $ 35,54¢ 8.C% N/A N/A

Bank 51,44 11.¢ 34,87( 8.C $ 43,58¢ 10.(%
Tier | Capital (to Ris-Weighted Assets

Corporation 46,00: 10.4 17,77+ 4.C N/A N/A

Bank 42,22¢ 9.7 17,43: 4.C 26,15! 6.C
Tier | Capital (to Average Tangible Asse

Corporation 46,00: 8.8 20,80¢ 4.C N/A N/A

Bank 42,22¢ 8.2 20,45( 4.C 25,56: 5.C
As of December 31, 200
Total Capital (to Ris-Weighted Assets

Corporation $ 46,79 14.£% $ 26,03( 8.C% N/A N/A

Bank 38,99¢ 12.: 25,37¢ 8C $ 31,72 10.(%
Tier | Capital (to Ris-Weighted Assets

Corporation 43,11( 13.c 13,01t 4.C N/A N/A

Bank 35,34¢ 11.1 12,68¢ 4.C 19,03: 6.C
Tier | Capital (to Average Tangible Asse

Corporation 43,11( 10.¢ 16,021 4.C N/A N/A

Bank 35,34¢ 9.C 15,71¢ 4.C 19,64: 5.C

Federal and state banking regulations place cerainictions on dividends paid and loans or adgamoade by the Bank to the Corporation.
The total amount of dividends that may be paidhgtdate is generally limited to the retained eagaiaf the Bank, and loans or advances are
limited to 10 percent of the Bank’s capital stockigurplus on a secured basis.
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NOTE 15: Commitments and Financial Instruments with Off-Bak-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 tolsalhs, and standby letters of credit.
These instruments involve elements of credit atet@st rate risk in excess of the amount on thenoal sheet. The contract amounts of these
instruments reflect the extent of involvement ttenBhas in particular classes of financial instrotae

The Bank’s exposure to credit loss in the evemtarsfperformance by the other party to the finanastrument for commitments to extend
credit and standby letters of credit written isresggnted by the contractual amount of these ingmnsn

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

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 beinmpketely drawn upon, the total commitment amoutsiot necessarily represent futi
cash requirements. The Bank evaluates each cussotneditworthiness on a case-by-case basis. tGtabamount of loan commitments was
$46,327,000 and $45,374,000 at December 31, 2002@01, respectively.

Standby letters of credit are written conditionaienitments issued by the Bank to guarantee th@eance of a customer to a third party.

The credit risk involved in issuing letters of citdd essentially the same as that involved in eaieg loans to customers. The total contract
amount of standby letters of credit, whose contaatbunts represent credit risk, was $3,084,00068@#3,000 at December 31, 2002 and

2001, respectively.

At December 31, 2002, C&F Mortgage had rate logkmatments to originate mortgage loans amountingpjoroximately $73.5 million and
loans held for sale of $107.2 million. C&F Mortgalgas entered into corresponding mandatory commisnen a best-efforts basis, to sell
loans of approximately $180.7 million. These cohnmeints to sell loans are designed to eliminate G&Jftgages exposure to fluctuations
interest rates in connection with rate lock comreitits and loans held for sale.

C&F Mortgage sells substantially all of the resiti@mmortgage loans it originates to third-partyestors, some of whom require the
repurchase of loans in the event of early defaulholty documentation. Mortgage loans and thelimted servicing rights are sold under
agreements that define certain eligibility critefioathe mortgage loan. Recourse periods vary fnamety days up to one year and conditions
for repurchase vary with the investor. Mortgagasject to recourse are collateralized by singleitfanesidences, have loan-t@ue ratios o
80% or less, or have private mortgage insurancareinsured or guaranteed by an agency of the@b8ernment. Risks also arise from the
possible inability of counterparties to meet thente of their contracts. C&F Mortgage has proceslimeplace to evaluate the credit risk of
investors and does not expect any counterpartgiltdof meet its obligations.

C&F Mortgage and Moore Loans are committed undecancelable operating leases for certain offications. Rent expense associated
with these operating leases was $401,000, $580z01@0$411,000, for the years ended December 32, 2001, and 2000, respectively.
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Future minimum lease payments due under thesesleasaf December 31, 2002 are as follows:

2003 $ 266,96:.
2004 127,52:
2005 110,53¢
2006 113,85(
2007 87,29:
Thereaftel —
$ 706,16!

As of December 31, 2002, the Corporation had $13(0 in deposits in financial institutions in egs®f amounts insured by the FDIC.
NOTE 16: Fair Market Value of Financial Instruments and tagt Rate Risk

The estimated fair value amounts have been deterhiig the Corporation using available market infation and appropriate valuation
methodologies. However, considerable judgmerggsiired to interpret market data to develop thieneges of fair value. Accordingly, the
estimates presented herein are not necessarilyaitiet of the amounts the Corporation could redtiza current market exchange. The us
different market assumptions and/or estimation weklogies may have a material effect on the eséthéir value amounts.

Cash and short-term investments.The nature of these instruments and their relatisbbrt maturities provide for the reporting ofrfaalue
equal to the historical cost.

Securities. The fair value of investment securities is baseduoted market prices.
Loans. The estimated fair value of the loan portfolio &bd on present values using applicable spreats 1d.S. treasury yield curve.
Loans held for sale. The fair value of loans held for sale is estimdiaded on commitments into which individual loank be delivered.

Deposits and borrowings. The fair value of all demand deposit accounts ésafmount payable at the report date. For all atbposits and
borrowings, the fair value is determined usingdiseounted cash flow method. The discount rateegasl to the rate currently offered on
similar products.

Accrued interest. The carrying amount of accrued interest appraxés fair value.
Letters of credit. The contract amount of standby letters of cragfiroximates fair value.
Unused portions of lines of credit. The contract amount of the unused portions of lofexedit approximates fair value.
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December 31,

2002 2001
Carrying Estimated Carrying Estimated
(Dollarsin thousands) Amount Fair Value Amount Fair Value
Financial asset:
Cash and shc-term investment $ 18,33: $ 18,33: $ 11,057 $ 11,057
Securities 60,62¢ 60,62¢ 53,95: 53,95:
Net loans 328,63 336,41¢ 246,11. 255,11(
Loans held for sale, n 107,22 109,02¢ 69,26! 70,16¢
Accrued interest receivab 2,27( 2,27( 2,13¢ 2,13¢
Financial liabilities:
Demand deposil 214,40: 213,04° 169,99¢ 170,80:
Time deposit: 169,12¢ 171,63 153,91 156,11!
Borrowings 94,47¢ 92,62« 27,20¢ 27,19(
Accrued interest payab 714 714 811 811
Off-balanc-sheet items
Letters of credi — 3,084 — 3,94:
Unused portions of lines of cret — 46,327 — 45,37

The Corporation assumes interest rate risk (tlkethist general interest rate levels will changed assult of its normal operations. As a re:
the fair values of the Corporation’s financial mshents will change when interest rate levels ckaargl that change may be either favorable
or unfavorable to the Corporation. Managementgits to match maturities of assets and liabiliiiethe extent believed necessary to
manage interest rate risk. However, borrowers fisthd rate obligations are less likely to prepawirising rate environment and more likely
to prepay in a falling rate environment. Conversdépositors who are receiving fixed rates areenligely to withdraw funds before matur

in a rising rate environment and less likely tosdan a falling rate environment. Management nweitates and maturities of assets and
liabilities and attempts to minimize interest ragk by adjusting terms of new loans and depositslay investing in securities with terms that
mitigate the Corporation’s overall interest ratkri

NOTE 17: Business Segments

The Corporation operates in a decentralized fashidiree principal business segments; retail bamkinortgage banking and consumer
finance. Revenues from retail banking operatiamssist primarily of interest earned on loans angdtment securities and fees from deposit
services. Mortgage banking operating revenuesisiomsncipally of interest earned on mortgage khaeld for sale, gains on sales of loans in
the secondary mortgage market and loan origindéieincome. Revenues from consumer finance copsisarily of interest earned on
automobile loans. The Corporation also has ansitnvent company, an insurance company and a tittgaay subsidiary that derive
revenues from brokerage, insurance and title imagraervices. The results of these subsidiaresatrsignificant to the Corporation as a
whole and have been included in “Other.” Theldaling table presents segment information for tharg ended December 31, 2002, 2001,
and 2000.
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Year Ended December 31, 2002

Retail Mortgage Consumer

(Dollarsin thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:
Interest incom: $ 24,85¢ $ 3,37t $ 3,75¢ $ — % 1,370 $ 30,62(
Gain on sale of loar — 13,92¢ — — — 13,92¢
Other 3,09¢ 3,27 21 1,13: — 7,524
Total operating incom 27,95¢ 20,57% 3,77 1,13¢ (1,370 52,07:
Expenses:
Interest expens 8,622 1,00: 92¢ — (1370 9,18¢
Salaries and employee

benefits 7,157 9,93¢ 50t 44C — 18,03¢
Other 6,191 3,427 1,13( 20z — 10,951
Total operating expens 21,97( 14,36¢ 2,56¢ 643 2,370 $ 38,171
Income before income tax $ 598t $ 6,212 $ 1,21 $ 49C $ —  $ 13,90:
Total asset $ 496,26 $ 112,77¢ $ 76,307 $ 32 % (133,45) $ 551,92:
Goodwill $ — % — 3 7,86 $ — % — % 7,86(
Capital expenditure $ 645 $ 25¢ $ 16 $ 8 $ — 3 92t

Year Ended December 31, 2001
Retail Mortgage Consumer

(Dollarsin thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:
Interest incom $ 26,84¢ $ 2,931 $ — % — 3 (1,545 $ 28,23¢
Gain on sale of loar — 10,39( — — — 10,39(
Other 3,34( 2,69( — 1,001 — 7,031
Total operating incom 30,18¢ 16,01 — 1,001 (1,545 45,65¢
Expenses:
Interest expens 11,98« 1,54t — — (1,545 11,98¢
Salaries and employee

benefits 6,372 6,681 — 39C — 13,44:
Other 5,46t 3,29¢ — 16C — 8,921
Total operating expens 23,821 11,52: — 55(C (1,545 34,34¢
Income before income tax $ 6,367 $ 4,48¢ $ — $ 451 % — $ 11,307
Total asset $ 389,42t $ 74,70 $ — % 52 $ (60,109 $ 404,07¢
Goodwill $ — 3 — — % —  $ — % —
Capital expenditure $ 6,121 $ 304 $ — % — 3 — 3 6,42¢




Year Ended December 31, 2000

Retail Mortgage Consumer
(Dollarsin thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:
Interest incom $ 25,97« 1,29¢  $ — % — 3 (851) $ 26,42
Gain on sale of loar — 5,00¢ — — — 5,00¢
Other 2,03¢ 1,18: — 717 — 3,93¢
Total operating incom 28,01( 7,49( — 717 (857) 35,36¢
Expenses:
Interest expens 11,30¢ 851 — — (8571) 11,30¢
Salaries and employee
benefits 5,82¢ 3,36¢ — 40€ — 9,60z
Other 4,38 2,28: — 12t — 6,79¢
Total operating expens 21,52t 6,50z — 531 (857) 27,70
Income before income tax $ 6,48t 98¢ $ — 3 18¢ $ — 3 7,65¢
Total asset $ 339,87 23,94¢ $ —  $ 9 8 (16,36() $ 347,47.
Goodwiill $ — — 3 — 3 — $ — 3 —
Capital expenditure $ 2,361 14 $ —  $ — $ —  $ 2,50¢
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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 bankingheeg interest at the daily FHLB advance rate plus&sis points. The retail banking
segment also provides the consumer finance segmitma portion of the funds needed to originatenbband charges the consumer finance
segment interest at LIBOR plus 250 basis pointses€ transactions are eliminated to reach consetldatals. Certain corporate overhead
costs incurred by the retail banking segment atalhacated to the mortgage banking, consumer finand other segments.

NOTE 18: Parent Company Condensed Financial Information

Financial information for the parent company is@®ws:

December 31,

Balance Sheets

2002

2001

Assets
Cash $ 848,88: $ 92,21
Securities available for sa 5,617,81. 5,468,49!
Other asset 2,574,10i 2,682,06:
Investments in subsidial 52,403,84 36,695,06
Total asset $ 61,44464 $ 44,937,83
Liabilities and shareholde’ equity
Borrowings $ 5,000,000 $ —
Other liabilities 211,22¢ 194,80°
Shareholder equity 56,233,41 44,743,02
Total liabilities and sharehold¢ equity $ 6144464 $ 44,937,83
Year Ended December 31,
Statements of Income 2002 2001 2000
Interest income on securiti 369,18: $ 347,52¢ $ 354,35°
Interest income on loar 163,50t 162,79¢ 184,00(
Interest expense on borrowin (98,100 — —
Dividends received from bank subsidi: 2,226,48: 3,408,64! 2,940,63:
Equity in undistributed net income of subsidi 7,265,30; 4,219,62! 2,459,45!
Other income 15,91° 5,12¢ 94,63(
Other expense (177,606 (155,00¢) (197,04
Net income 9,764,68! $ 7,988,71 $ 5,836,03:
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Year Ended December 31,

Statements of Cash Flows 2002 2001 2000
Operating activities:
Net income $ 9,76468 $ 7,988,717 $ 5,836,03
Adjustments to reconcile net income to net caskigea by operating activitie:
Equity in undistributed earnings of subsidi (7,265,30) (4,219,62) (2,459,45))
Net gain on securitie (7,48)) — —
Provision for losses on preferred st 40,00( — —
Increase in other asse (2,319 (486,28Y) (237,37
Increase in other liabilitie 16,42: 49,08¢ 80,36¢
Net cash provided by operating activit 2,546,00: 3,331,89: 3,219,56!
Investing activities:
Increase in investment in subsidi (5,000,001 — —
Proceeds from maturities and calls of secur 523,94} 50,00( 811,94!
Purchase of securitit (381,43() (444,455 (1,107,10)
Net cash used in investing activit| (4,857,48) (394,459 (295,15¢)
Financing activities:
Proceeds from borrowin 5,000,001 — —
Repurchase of common sta — (1,014,32) (1,329,41)
Dividends paic (2,226,48) (2,056,09) (1,910,62)
Proceeds from the issuance of st 294,63t 163,11 131,59:
Net cash provided by (used in) financing activi 3,068,15! (2,907,29)) (3,108,44)
Net increase (decrease) in cash and cash equis 756,67: 30,13¢ (184,039
Cash at beginning of ye 92,21: 62,07 246,10¢
Cash at end of ye: $ 848,88: $ 92,21: % 62,07

NOTE 19: Quarterly Condensed Statements of Income—Unaudited

2002 Quarter Ended

Dollarsin thousands (except per share) March 31 June 30 September 30 December 31

Total interest incom $ 6,55: $ 6,40t $ 7,64z $ 10,02:
Net interest income after provision for loan los 4,14¢ 4,221 5,107 6,817
Other income 4,081 4,981 5,71z 6,67¢
Other expense 5,72( 6,06¢ 6,88 9,17(
Income before income tax 2,51( 3,13¢ 3,93 4,32¢
Net income 1,81C 2,301 2,69( 2,95¢
Earnings per common sh—assuming dilutior $ 5C % 64 $ 74 % 78
Dividends per common sha A5 A5 € €

2001 Quarter Ended




Dollarsin thousands (except per share) March 31 June 30 September 30 December 31

Total interest incom $ 6,91t $ 722 $ 7,098 % 7,002
Net interest income after provision for loan los 3,667 3,92¢ 4,01¢ 4,24¢
Other income 2,95¢ 3,882 4,43¢ 6,14¢
Other expense 4,62¢ 5,19¢ 5,46( 6,682
Income before income tax 1,99¢ 2,61( 2,99( 3,70¢
Net income 1,497 1,86¢ 2,09( 2,53¢
Earnings per common sh—assuming dilutior $ 42 $ 52 $ 58 $ 71
Dividends per common sha 14 14 A5 A5
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INDEPENDENT AUDITOR’S REPORT

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, 2002 and
2001, and the related consolidated statementxofme, shareholders’ equity, and cash flows forytters ended December 31, 2002, 2001
and 2000. These financial statements are the re#plity of the Corporation’s management. Our @sgbility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with audi&tagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in than6ileh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of C&F
Financial Corporation and Subsidiary as of Decen3fie2002 and 2001, and the results of their omeraiand their cash flows for the years
ended December 31, 2002, 2001 and 2000, in contipmith accounting principles generally acceptethia United States of America.

/s/ Y ouNT, H YDE & B ARBOUR, P.cC.
January 20, 2003
Winchester, Virginia
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE

None.
PART Il

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information with respect to the Digs of the Corporation is contained on pages Guitiin 4 of the 2003 Proxy Statement under
the caption, “Election of Directors,” and is incorpted herein by reference. The information reiggrthe Section 16(a) reporting
requirements of the Directors and Executive Offidsrcontained on page 14 of the 2003 Proxy Stateomeler the caption, “Section 16(a)
Beneficial Ownership Reporting Compliance,” anthisorporated herein by reference. The informationcerning Executive Officers of the
Corporation is included in Part | of this Form 104Kder the caption, “Executive Officers of the Rgint.”

ITEM 11. EXECUTIVE COMPENSATION

The information contained on pages 6ubho7 of the 2003 Proxy Statement under the captiexecutive Compensation,” is
incorporated herein by reference. The informategarding Director compensation contained on pagkthe 2003 Proxy Statement under
the caption, “Directors Compensation,” is incorgiedaherein by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information contained on pages 2ubho3 of the 2003 Proxy Statement under the captiecurity Ownership of Certain
Beneficial Owners and Management,” is incorpordtein by reference.
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The following table sets forth informatias of December 31, 2002 with respect to compemsplans under which equity securities of
the Corporation are authorized for issuance:

Equity Compensation Plan Information

Number of securities
remaining available for
future issuance under

Number of securitiesto ~ Weighted-average  equity compensation plans

be issued upon exercise  exercise price of (excluding securities
of outstanding options  outstanding options reflected in column (a))
Plan Category (@) (b) (c)
Equity compensation plans approved by shareho(d¢ 358,89 $ 17.72 235,58((3)
Equity compensation plan not approved by sharehsl{ 8,00C $ 20.31 17,00((4)
Total 366,89 $ 17.7¢ 252,58

(1) This plan category consists of (i) the Amended Redtated C&F Financial Corporation 1994 Incentite@ck Plan (“Incentive
Plar”) and (ii) the C&F Financial Corporation 1998 MEmployee Director Stock Compensation PI“Director Plar”).

(2 This plan category consists solely of the C&F FiahCorporation 1999 Regional Director Stock Conmgagion Plan (“Regional
Director Plan”). The Board of Directors of the Corporation adoptesi Regional Director Plan on October 19, 1999.s téin will
expire on October 18, 2009, unless sooner termintatehe Corporation’s Board of Directors. The Regl Director Plan makes
available up to 25,000 shares of common stockv@rds to eligible members of the regional boar@ibizens and Commerce
Bank, a division of the Bank, or any other regidmadrd of the Corporation, the Bank, any othersiori of the Bank or any other
affiliate of the Corporation approved for partidipa in the Regional Director Plan, in the formsddck options. The purpose of
the Regional Director Plan is to promote a greatentity of interest between regional directors #relCorporation’s shareholders
by increasing the ownership of the regional directn the Corporatios’ equity securities through the receipt of awandbé form
of options. All regional directors who are not dayges or directors of the Corporation, the Bankmy other affiliate of the
Corporation are eligible for awards under the Regi®irector Plan. This plan is administered ttack Option Committee
consisting of one or more persons appointed bytmporatior s Board of Directors who are members of the Copmr’s Board.

3) Includes 145,330 shares available to be grantéukifiorm of options under the Incentive Plan an@930 shares available to be
granted in the form of options under the DirecttamP
4) Includes 17,000 shares to be granted in the foroptiéns under the Regional Director Pl

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information contained on page 5 ef2003 Proxy Statement under the caption, “Intereslanagement in Certain Transactions,”
is incorporated herein by reference.
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ITEM 14. CONTROLS AND PROCEDURES

Within the 90 days prior to the filing tfis report, the Corporation carried out an eviidia under the supervision and with the
participation of the Corporation’s management,udaig the Corporation’s Chief Executive Officer ablief Financial Officer, of the
effectiveness of the design and operation of thep@mation’s disclosure controls and proceduresyamnsto Exchange Act Rule 13a-14.
Based upon that evaluation, the Corporation’s Chiefcutive Officer and Chief Financial Officer ctuded that the Corporation’s disclosure
controls and procedures are effective in timelytadg them to material information relating to tBerporation (including its consolidated
subsidiary) required to be included in the Corpores periodic SEC filings. There have been naiigant changes in the Corporation’s
internal controls or in other factors that coulgngiicantly affect the Corporation’s internal casisy subsequent to the date of their evaluation.
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PART IV

ITEM 15.

15 (a)

15 (b)

EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

Exhibits

Exhibit No. 3:

3.1

3.2

Exhibit No. 10:

10.1

10.3

10.4

10.5

10.6

10.7

10.8
10.9

Exhibit No. 13:

Exhibit No. 21:

Articles of Incorporation and Bylaw

Articles of Incorporation of C&F Financial Corpoiat, filed as Exhibit No. 3.1 to Form 10-KSB filed
March 29, 1996, is incorporated herein by refere

Bylaws of C&F Financial Corporation, filed as ExtiB.2, respectively, to Form 1RSB filed March 29
1996, is incorporated herein by referer

Material Contract:

Change in Control Agreement dated December 16, b88¥een C&F Financial Corporation and Larry
G. Dillon, filed as Exhibit No. 10 to Form -K filed March 23, 1998, is incorporated herein bference
Change in Control Agreement dated April 16, 200@&vien C&F Financial Corporation and Thomas F.
Cherry, filed herewith

C&F Executive’s Deferred Compensation Plan, filsdexhibit 10.3 to Form 10-K filed March 15, 2002,
is incorporated herein by referen

Amended and Restated C&F Financial Corporation 188dntive Stock Plan, filed as Exhibit 4.3 to
Form &8 filed May 1, 2000, is incorporated herein by refee.

C&F Financial Corporation 1998 Non-Employee Diretock Compensation Plan, filed as Exhibit 4.3
to Form &8 filed September 18, 1998, is incorporated hegineference

C&F Financial Corporation 1999 Regional Directoo& Compensation Plan, filed as Exhibit 4.3 to
Form &-8 filed October 22, 1999, is incorporated hereindfgrence

Written Description of Management Incentive Bonadidy, filed herewith.

Stock Purchase Agreement by and between Citizehgamers Bank, C&F Financial Corporation,
Moore Loans, Inc., Abby W. Moore, Joanne Moore dokin D. Moore dated as of August 30, 2002,
as Exhibit 2.1 to Form-K filed on September 3, 2002, is incorporated hebgi reference

C&F Financial Corporation 2002 Annual Report to @halders

Subsidiaries of the Registre

Citizens and Farmers Bank, incorporated in the Conwealth of Virginia (100% owne(

Exhibit No. 23:

23.1

Consents of experts and coun

Consent of Yount, Hyde & Barbour, P.

Reports on Form-K filed in the fourth quarter of 200;

On October 1, 2002, the Corporation filed an amdrrdport on Form 8-K/A to provide the financialtstaents of Moore
Loans, Inc. and pro forma financial informationleefing the pro forma effects of the Corporatioaéguisition of Moore

Loans, Inc
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SIGNATURES

Pursuant to the requirements of Sect®orll15(d) of the Securities Exchange Act of 193&F Financial Corporation has duly caused
this report to be signed on its behalf by the usideed, thereunto duly authorized:

C&F FINANCIAL C ORPORATION

/s/ LARRY G. DILLON /sl THoMAS F. CHERRY
Larry G. Dillon Thomas F. Cherry
Chairman, President and Chief Executive Officer Senior Vice President,
(Principal Executive Officer) Chief Financial Officer and Secretary

(Principal Financial and Accounting Officer)

Date: March 14, 200 Date: March 14, 200
(Certification of CEO/CFO under Section 906 of 8arbanes-Oxley Act of 2002 is enclosed separasetpaespondence with this filing.)

Pursuant to the requirements of the SiesiExchange Act of 1934, this report has begned below by the following persons on
behalf of the Registrant and in the capacities@nthe dates indicated:

/sl J. P. CAUSEY JR. Date: March 14, 200

J. P. Causey Jr., Director

/s/ BARRY R. CHERNACK Date: March 14, 200

Barry R. Chernack, Director

/s/ L ARRY G. DILLON Date: March 14, 200

Larry G. Dillon, Director

Is/ James H. H ubsonlll Date: March 14, 200

James H. Hudson I, Director

/s/ JosHUAH. L AWSON Date: March 14, 200

Joshua H. Lawson, Director

/s/ WiLLIAM E. C'C ONNELL JR. Date: March 14, 200

William E. O’Connell Jr., Director

/s/ PAuL C. ROBINSON Date: March 14, 200

Paul C. Robinson, Director
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CERTIFICATIONS

I, Larry G. Dillon, certify the
1. I have reviewed this anmeglort on Form 1-K of C&F Financial Corporatior

2. Based on my knowledge, #riaual report does not contain any untrue statenfemmaterial fact or omit to state a material
fact necessary to make the statements made, indfghe circumstances under which such statenwegeite made, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, tharfcial statements, and other financial infornraticcluded in this annual report, fairly preser
all material respects the financial condition, issaf operations and cash flows of the registeemof, and for, the periods presented in this
annual report

4. The registrant’s other dgitig officers and | are responsible for establighand maintaining disclosure controls and
procedures (as defined in Exchange Act Rule-14 and 15-14) for the registrant and we ha

a) Designed such disclosure controlsmndedures to ensure that material informatioatirg to the registrant, including
its consolidated subsidiaries, is made known tbyusthers within those entities, particularly dgrie period in which this annt
report is being prepare

b) Evaluated the effectiveness of thésteant’s disclosure controls and procedures asddte within 90 days prior to the
filing date of this annual report (t Evaluation Dat”); and

c¢) Presented in this annual report oumctisions about the effectiveness of the disclosandrols and procedures based on
our evaluation as of the Evaluation D¢

5. The registrant’s other dgitig officers and | have disclosed, based on oostmecent evaluation, to the registrant’s auditors
and the audit committee of the regist’s board of directors (or persons performing thevedent functions)

a) All significant deficiencies in thegign or operation of internal controls which coaltiversely affect the registrant’s
ability to record, process, summarize and repadrfcial data and have identified for the registsaatiditors any material
weaknesses in internal controls; ¢

b) Any fraud, whether or not materiahttinvolves management or other employees who aaignificant role in the
registran’'s internal controls; an

6. The registrant’s other dgitig officers and | have indicated in this anntegort whether or not there were significant change
in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent evaluation,
including any corrective actions with regard tonfigant deficiencies and material weaknes

Date March 14, 200 /s/ LARRY G. DILLON

Larry G. Dillon, Chairman and President
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I, Thomas F. Cherry, certifatt
1. | have reviewed this anmeglort on Form 1-K of C&F Financial Corporatior

2. Based on my knowledge, #miaual report does not contain any untrue stateofemmaterial fact or omit to state a material
fact necessary to make the statements made, indighe circumstances under which such statenvesits made, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, tharicial statements, and other financial infornmaticcluded in this annual report, fairly preser
all material respects the financial condition, tesaf operations and cash flows of the registeenof, and for, the periods presented in this
annual report

4. The registrant’s other dgittig officers and | are responsible for establighand maintaining disclosure controls and
procedures (as defined in Exchange Act Rule-14 and 15-14) for the registrant and we ha

a) Designed such disclosure controlsmndedures to ensure that material informationtirejato the registrant, including
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annual
report is being prepare

b) Evaluated the effectiveness of thesteant’s disclosure controls and procedures asddte within 90 days prior to the
filing date of this annual report (t Evaluation Dat”); and

c) Presented in this annual report omctiesions about the effectiveness of the disclosargrols and procedures based on
our evaluation as of the Evaluation Dz

5. The registrant’s other dgitig officers and | have disclosed, based on oastmecent evaluation, to the registrant’s auditors
and the audit committee of the regist’s board of directors (or persons performing thevedent functions)

a) All significant deficiencies in thesign or operation of internal controls which coalttl’ersely affect the registrant’s
ability to record, process, summarize and repaodrfcial data and have identified for the registsaatiditors any material
weaknesses in internal controls; ¢

b) Any fraud, whether or not materiahttmvolves management or other employees who aaignificant role in the
registran’'s internal controls; an

6. The registrant’s other dgitig officers and | have indicated in this anntegdort whether or not there were significant change
in internal controls or in other factors that cosignificantly affect internal controls subsequenthe date of our most recent evaluation,
including any corrective actions with regard tonsfigant deficiencies and material weaknes

Date March 14, 200 /s/ THOMAS F. CHERRY

Thomas F. Cherry, Chief Financial Officer and
Chief Accounting Officer
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EXHIBIT 10.3
CHANGE IN CONTROL AGREEMENT

THIS AGREEMENT is entered into as of t&th day of April, 2002, by and between C&F FINAMCICORPORATION, a Virginia
corporation (the “Company”), and THOMAS F. CHERR¥d “Executive”).

RECITALS

l. The Executive currently serves as &e¥ice President and Chief Financial Officer ofigdns and Farmers Bank, is a key
member of management of the Company and its aéfiaand his services and knowledge are valualifeet€ompany and its affiliate

Il. The Board (as defined below) has deteed that it is in the best interest of the Conypand its shareholders to assure that the
Company and its affiliates will have the continaldtiication of the Executive, notwithstanding thegibility, threat or occurrence of a
Change in Control (as defined below) of the Companhlge Board believes it is imperative to diminfek inevitable distraction of the
Executive by virtue of the personal uncertaintied esks created by a pending or threatened Chiangentrol and to encourage the



Executive’s full attention and dedication to then@pmany and its affiliates currently and in the evefrdiny threatened or pending Change
in Control. Therefore, in order to accomplish thebjectives, the Board has caused the Companytéo iato this Agreemen

NOW, THEREFORE, it is hereby agreed as follo

1. CERTAIN DEFINITIONS .
€)) “Agreement Effective Da” means April 16, 200z
(b) The “Agreement Term” means the pedochmencing on the Agreement Effective Date andrendn the earlier of (i) the

Agreement Regular Termination Date or (ii) the dhte Agreement terminates pursuant to Sectiomte “Agreement Regular
Termination Date” means the third anniversary ef Agreement Effective Date, provided, however, ttehmencing on the first
anniversary of the Agreement Effective Date, anéach subsequent anniversary (such date and easbaggient anniversary shall be
hereinafter referred to as the “Renewal Date”)esslthis Agreement is previously terminated, theedment Regular Termination Date
shall be automatically extended for three yeamnftioe latest Renewal Date, unless at least onempitr to the latest Renewal Date,
the Company shall give notice to the Executivedooadance with Section 10(c) of this Agreement thatAgreement Regular
Termination Date shall not be so extenc

(c) “Boarc” means the Board of Directors of the Comps



(d) “Caus” means

0] the willful and continued failure di¢ Executive to substantially perform his dutiegwtiie Company or one of its
affiliates (other than any such failure resultingnh incapacity due to physical or mental illneséjer a written demand for
substantial performance is delivered to the Exgeutly the Board, pursuant to a vote of a majoritthe Directors of the
Company, which specifically identifies the manmewnihich the Directors of the Board believe thatExecutive has not
substantially performed his duties,

(i) the willful engaging by the Executiwreillegal conduct or gross misconduct which isenally and demonstrably
injurious to the Compan:

For purposes of this provision, no act or faillwectt, on the part of the Executive, shall be aersid “willful” unless it is done,
or omitted to be done, by the Executive in badhfait without reasonable belief that the ExecutieEton or omission was in the
best interest of the Company. Any act, or failieract, based upon authority given pursuant tsaludion duly adopted by the
Board or based upon the advice of counsel for tragany shall be conclusively presumed to be donemitted to be done, by
the Executive in good faith and in the best intexye$the Company. The cessation of employmeth@®Executive shall not be
deemed to be for Cause unless and until there lstvadl been delivered to the Executive a copy ebalution duly adopted by
the affirmative vote of not less than two-thirdsteé members of the Board at a meeting of the Boalldd and held for such
purpose (after reasonable notice is provided tdetkexutive in accordance with Section 10(c) of thigeement and the
Executive is given an opportunity, together witluiesel, to be heard before the Board), finding timathe good faith opinion of
the Board, the Executive has engaged in the corthsdribed in paragraph (i) or (ii) above, and gpieg the particulars thereof
in detail.

(e) The “Change in Control Date” meansftte date during the Agreement Term on which aife in Control (as defined in
Section 2) occurs. Anything in this Agreementhte tontrary notwithstanding, if a Change in Contadurs and if the Executive’s
employment with the Company is terminated priothi® date on which the Change in Control occurs,iitds reasonably
demonstrated by the Executive that such terminatf@mployment either (i) was at the request dfiadtparty who has taken steps
reasonably calculated to effect a Change in Cowotr¢il) otherwise arose in connection with or aitation of a Change in Control, then
for all purposes of this Agreement the “Change amttol Date” shall mean the date immediately ptiothe date of such termination of
employment



® “Compan” means C&F Financial Corporation, a Virginia corimna.

(9) “Coverage Periodiheans the period of time beginning with the Chaingeéontrol Date and ending on the earliest to oaf\i)
the Executiv’s death and (i) the six-first day after the first anniversary of the Chaing€ontrol Date

(h) “Disability” means the absence of Erecutive from his duties with the Company on & fimhe basis for six months as a re
of incapacity to serve as the Vice President anéfGhnancial Officer of Citizens and Farmers Baimcluding substantially all duties
normally considered a part thereof, due to mentahgsical illness or injury which is determinedi® total and permanent by a
physician selected by the Company or its insuredsaecceptable to the Executive or the Executivegal representative. If the
Company determines in good faith that the Disabditthe Executive has occurred, it may give toExecutive written notice in
accordance with Section 10(c) of this Agreemeritsoihtention to terminate the Executive’s employineln such event, the Executige
employment with the Company shall terminate effectin the 30th day after receipt of such noticéhieyExecutive (the “Disability
Effective Date”), provided that, within the 30 dagfter such receipt, the Executive shall not haterned to full-time performance of
his duties

0] “Good Reason” means any good faittedwination made by the Executive (which determorashall be conclusive) that any
of the following has occurre:
0] the occurrence, on or after the AgreatrEffective Date and during the Coverage Penbdny of the following
(A) the assignment to the Executive of dajies inconsistent in any material adverse raspitc the Executive’s

position (including status, offices, titles andogjng requirements), authority, duties or respbitiies immediately prior t
the Change in Control, or any other action by then@any or its affiliates which results in a dimiouatin such position,
authority, duties or responsibilities, excluding fiois purpose an isolated, insubstantial and ingtént action not taken in
bad faith and which is remedied by the Company ptbnafter receipt of notice thereof given by thesEutive in
accordance with Section 10(c) of this Agreem

(B) a reduction by the Company or itslifes in the Executive’s rate of annual base galznefits (including,
without limitation, incentive or bonus pay arrangas, stock plan benefit arrangements, and retineared welfare plan
coverage) and perquisites as in effect immedigigty to the Change in Control or as the same neaiyntreased from time
to time thereafter, other thi



an isolated, insubstantial and inadvertent faihotoccurring in bad faith and which is remediedtry Company promptly
after receipt of notice thereof given by the Exeauin accordance with Section 10(c) of this Agreein

© the Company’s requiring the Executivde based at any office or location more thamgs from the facility
where the Executive is located at the time of thar@e in Control or the Company’ s requiring thedxive to travel on
Company business to a substantially greater etantrequired immediately prior to the Change im@a Date (but
determined without regard to travel necessitatetebgon of any anticipated Change in Cont

(D) any purported termination by the Compar its affiliates of the Executive’s employmertiherwise than as
expressly permitted by this Agreeme

(E) any failure by the Company or its l#fes to comply with and satisfy Section 9(c) luEtAgreement by obtaining
satisfactory agreement from any successor to asancheerform this Agreement;

(F) so long as no Cause for Executivermination by the Company exists (or would eaggtuming the Board mad:
determination of Cause), a voluntary cessatiorhbyBxecutive of his employment for any reason duany Window
Period.

(i) any event or condition described ingggaph (i) of this Section 1(i) which occurs orafter the Agreement Effective
Date, but prior to a Change in Control, but wathatrequest of a third party who effectuates thar@e in Control,
notwithstanding that it occurred prior to the Cheung Control, but such event or condition shall betconsidered to actually
have occurred until the Change in Control D

)] “Covered Termination” means a teration of Executive’s employment during the CoverBgeiod (i) by the Company for
any reason other than Cause or the Exec’s Disability or death, or (ii) by the Executive 8ood Reasor

(k) “Noncovered Termination” means asag®n of Executive’s employment which is not a &@d Termination.

()] “Window Period” means any of (i) t68-day period commencing on the Change in Cotaté, (ii) the 60-day period
commencing on the first anniversary of the Chamg@adntrol Date, and (iii) the 6@ay period commencing on the second anniversz
the Change in Control Dat



2. CHANGE IN CONTROL . “Change in Control” means the occurrence, durirgAlgreement Term, of either an “Acquisition
of Controlling Ownership” (as defined in Sectiompbelow), a “Change in the Incumbent Board” (afingel in Section 2(b) below), a
“Business Combinati’ (as defined in Section 2(c) below), o“Liquidation or Dissolutio” (as defined in Section 2(d) belov

€)) “Acquisition of Controlling Ownershiptieans the acquisition by any individual, entitygosup (within the meaning of Section
13(d)(3) or 14(d)(2) of the Securities Exchange #1934, as amended (the “Exchange Act”) (a “pefsof beneficial ownership
(within the meaning of Rule 13d-3 promulgated untierExchange Act) of 20% or more of either (x) tthen outstanding shares of
common stock of the Company (the “Outstanding Com®tmck”) or (y) the combined voting power of them outstanding voting
securities of the Company entitled to vote gengiialthe election of directors (the “Outstandingtiig Securities”). Notwithstanding
the foregoing, for purposes of this Section 2(2@,following acquisitions shall not constitute aa@fe in Control

0] any acquisition directly from the @pany,
(i) any acquisition by the Compal
(iii) any acquisition by any employee bftnglan (or related trust sponsored or maintaibgdhe Company or any

corporation controlled by the Company,

(iv) any acquisition by any corporatiorrguant to a transaction which complies with panalsa(i), (i) and (iii) of this
Section 2(c)

(b) “Change in the Incumbent Board” metirat individuals who, as of April 16, 2002, cohst the Board (the “Incumbent
Board”) cease for any reason to constitute at leasgjority of the Board. For this purpose, argividual who becomes a director
subsequent to April 16, 2002 whose election, orination for election by the Company’s shareholdesss approved by a vote of at
least a majority of the directors then comprising incumbent Board shall be thereupon consideradraber of the Incumbent Board
(with his predecessor thereafter ceasing to berabag), but excluding, for this purpose, any sucalvidual whose initial assumption of
office occurs as a result of an actual or threatezlection contest with respect to the electioreanoval of directors or other actual or
threatened solicitation of proxies or consents bgrobehalf of a Person other than the Bo

(c) “Business Combinatiomieans the consummation of a reorganization, mengeonsolidation or sale or other disposition ¢
or substantially all of the assets of the Compa*“Business Combinati(’) unless all of the following occu

0] all or substantially all of the indduaals and entities who were the beneficial ownespectively, of the Outstandi
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Common Stock and Outstanding Voting Securities igtiately prior to such Business Combination benafigiown, directly or
indirectly, more than 60% of, respectively, thertlmaitstanding shares of common stock and the cadhinting power of the
then outstanding voting securities entitled to \ggeerally in the election of directors, as theeaasly be, of the corporation
resulting from such Business Combination (inclugiwghout limitation, a corporation which as a riksf such transaction owns
the Company or all or substantial all of the Comysaassets either directly or through one or maitesgliaries, in substantially
the same proportions as their ownership, immedigtebr to such Business Combination of the Outditag Common Stock and
Outstanding Voting Securities, as the case ma

(i) no Person (excluding any corporatiesulting from such business Combination or anyleyge benefit plan (or relate
trust) of the Company or such corporation resulfrogn such Business Combination) beneficially owdisgctly or indirectly,
20% or more of, respectively, the then outstangdimgres of common stock of the corporation resufiiog such Business
Combination, or the combined voting power of thentloutstanding voting securities of such corporagircept to the extent that
such ownership existed prior to the Business Coatlain, anc

(iii) at least a majority of the membefdtee board of directors of the corporation resgitirom such Business Combinat
were members of the Incumbent Board at the tinta@execution of the initial agreement, or of théam of the Board,
providing for such Business Combinatis

(d) “Liquidation or Dissolutionfneans the approval by the shareholders of the Caoynpfea complete liquidation or dissolutior
the Company

3. OBLIGATIONS OF THE EXECUTIVE TO REMAIN EMPLOYED . The Executive agrees that in the event any pese
group attempts a Change in Control, he shall nhtntarily leave the employ of the Company withoutad Reason (i) until such
attempted Change in Control terminates or (ii) @leange in Control shall occur, until the Chang€amtrol Date. For purposes of the
foregoing clause (i), Good Reason shall be detexdchas if a Change in Control had occurred when attempted Change in Control
became known to the Boal

4. OBLIGATIONS UPON THE EXECUTIVE 'S TERMINATION .

@ Notice of Termination Any termination of the Executive’s employmentthg Company or by the Executive, other than by
reason of death, shall be communicated by NoticBeomination to the other party hereto given. panposes hereo
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0] “Notice of Termination” means a writt@otice given in accordance with Section 10(chaf Agreement which (A)
states whether such termination is for Cause, Gaabon or Disability, (B) indicates the specifieriamation provision in this
Agreement relied upon, if any, (C) to the extenila@able, sets forth in reasonable detail the faots circumstances claimed to
provide a basis for termination of the Executiversployment under the provision so indicated, andifhe Date of
Termination is other than the date of receipt a@hsnotice, specifies the termination date. Thifaiby the Executive or the
Company to set forth in the Notice of Terminatiary &act or circumstance which contributes to a shgvef Good Reason,
Cause or Disability shall not waive any right of thxecutive or the Company, respectively, hereundereclude the Executive
or the Company, respectively, from asserting sach dr circumstance in enforcing the Executive’sher Company’s rights
hereunder

(i) “Date of Termination” means (A) iféhExecutive’s employment is terminated by reasoBisébility, the Disability
Effective Date, (B) if the Executive’s employmesttiérminated by the Company for any reason ottear Bisability, the date of
the Executive’s receipt of the Notice of Terminatir any later date specified therein, as the nasebe, and (C) if the
Executive’s employment is terminated by the Exeufor any reason, the date of the Company’s récéifhe Notice of
Termination or any later date specified thereinthascase may b

(b) Obligations of the Company in a Covered Terminatidhthe Executive’s employment shall cease bygoeaof a Covered
Termination, then the following shall be paid ooyided (the payments and benefits described itiiji)and (iii) below may hereinafter
sometimes be referred to as “Change in Control Bene” or “Change in Control Benef”):

() the Company shall pay or cause to &id i cash to the Executive eight (8) consecutivarterly installments, with
interest at the applicable federal rate (as definedkection 1274(d) of the Internal Revenue Cod&d#6, as amended (the Cojle
determined at the Change in Control Date on thegnipalance paid at the same time on each instatlpgyment other than the
first payment, with the first of such installmebgsing paid not later than 30 days after the DafBeofnination, (or if the
Executive requests and the Company agrees in asumpwithin 30 days after the Date of Terminatian)l with the aggregate
payments (excluding interest) totaling an amouniaktp the sum of two (2) times the Executive’si{ighest aggregate annual
base salary from the Company and its affiliated ganies in effect at any time during the 24 monthookending on the Change
in Control Date and (2) highest annual bonus (idicig any deferrals thereof) from the Company asdffiliated companies
payable for the Compa’s three fiscal years immediately preceding theafigear which includes the Change in Control D
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(i) for one year after the Executive’'stBaf Termination, or such longer period as mayptovided by the terms of the
appropriate plan, program, practice or policy, @menpany shall continue or cause to be continuedfiierio the Executive
and/or the Executive’s family at least equal tosthander the Welfare Benefit Plans. If the Exeeutiecomes reemployed with
another employer and is eligible to receive medicalther welfare benefits under another employerided plan, the medical
and other welfare benefits described herein skafidrondary to those provided under such otherduleing such applicable
period of eligibility. For purposes of determiniatigibility (but not the time of commencement @&Hefits) of the Executive for
any retiree benefits pursuant to such plans, pe&tiprograms and policies, the Executive shadidmsidered to have remained
employed until one year after the Date of Termoraand to have retired on the last day of sucloderFor purposes hereof, the
term “Welfare Benefit Plan” means the welfare bémaéns, practices, policies and programs proviogthe Company and its
affiliates (including, without limitation, any megdil, prescription, dental, vision, disability, lif@ccidental death and travel
accident insurance plans and split dollar insurgmograms) to the extent applicable generally teeopeer executives of the
Company and its affiliates, but in no event shadltsplans, practices, policies and programs protridéExecutive with benefits
which are less favorable, in the aggregate, thamtbst favorable of such plans, practices, poliaiesprograms in effect for the
Executive at any time during the one year perioch@diately preceding the Change in Control Datéf anpre favorable to the
Executive, those provided generally at any timerafie Change in Control Date to other peer exeesitof the Company and its
affiliated companies

(iii) to the extent not theretofore paidpoovided, the Company shall timely pay or causbke paid or provide or cause tc
provided to the Executive any other amounts or fisnequired to be paid or provided or which thesEiitive is eligible to
receive under any compensation arrangement, ptagram, policy or practice or contract or agreenuénthe Company and its
affiliated companies (such other amounts and bengfiall be hereinafter referred to as“Other Benefit”).

(c) Obligations of the Company in a Noncovered Ternndmat If the Executive’s employment shall cease bygoazof a
Noncovered Termination, this Agreement shall teateérwithout further obligations to the Executivaartthan the obligation timely
pay or cause to be paid or provide or cause tadadged to the Executive his Other Benet

5. FULL SETTLEMENT .




€)) No Offset or Mitigation The Company’s obligation to make the paymentsiged for in this Agreement and otherwise to
perform its obligations hereunder shall not becéfd by any set-off, counterclaim, recoupment, miedeor other claim, right or action
which the Company may have against the Execufineéno event shall the Executive be obligated t& sgber employment or take any
other action by way of mitigation of the amountyaizle to the Executive under any of the provisiofitis Agreement and such
amounts shall not be reduced whether or not thelxe obtains other employme!

(b) Executive’s Expense in Dispute Resolutiothe Company agrees to pay, to the full externitezd by law, all legal fees and
expenses which the Executive may reasonably irgarrasult of a contest (in which the Executivestaifitially prevails) by the
Company, the Executive or others of the validitgnforceability of, or liability under, any provisi of this Agreement or any guarantee
of performance thereof (including as a result of aontest by the Executive about the amount ofgayment pursuant to this
Agreement), plus in each case interest on any ddlpgyment at the lower of (i) the Wall Street daliPrime Rate or (ii) the applicable
Federal mi-term rate provided for in Section 1274(d), compaehderr-annually, of the Code

(c) Payment prior to Dispute Resolutiorf there shall be any dispute between the Comjaaa the Executive in the event of any
termination of Executive’s employment, then, unlasd until there is a final, nonappealable judgnisrd court of competent
jurisdiction declaring that such termination wadancovered Termination, that the determinationh®/Executive of the existence
Good Reason was not made in good faith, or tha€thmpany is not otherwise obligated to pay any arhouprovide any benefit to the
Executive and his dependents or other beneficiaaiethe case may be, under Section 4(b), the Qongall pay all amounts, and
provide all benefits, to the Executive and his dejemts or other beneficiaries, as the case mahaethe Company would be required
to pay or provide pursuant to Section 4(b) as thaigch termination were not a Noncovered Terminatidotwithstanding the
foregoing, the Company shall not be required togray disputed amounts pursuant to this Sectioné(cgpt upon receipt of an
adequate bond, letter of credit or undertaking bgrobehalf of the Executive to repay all such amieto which the Executive is
ultimately adjudged by such court not to be entit

6. PAYMENT LIMITATIONS

(@) Excise Tax Payment LimitationNotwithstanding anything contained in this Agresrnor any other agreement or plan to the
contrary, the payments and benefits provided tdoiothe benefit of, the Executive under this Agneat or under any other plan or
agreement which became payable or are taken ictmat as a result of the Change in Control (the/tiRents”) shall be reduced (but
not below zero) to the extent necessary so thaagment to be made, or benefit to be providedcheéoBxecutive or for his benefit under
this Agreement or any other plan or agreement figaflubject to the imposition of an exc

9



tax under Section 4999 of the Code (such reducemliahis hereinafter referred to as the “Limited fapt Amount”). Unless the
Executive and the Company shall otherwise agreeCttimpany shall reduce or eliminate the Paymerttset&xecutive by first reducit

or eliminating those payments or benefits whichraxepayable in cash and then by reducing or ehitig cash payments, in each case
in reverse order beginning with payments or bes&ftiich are to be paid the farthest in time from Eretermination (as hereinafter
defined). Any notice given by the Executive purdua the preceding sentence shall take precedmraxethe provisions of any other
plan, arrangement or agreement governing Exec's rights and entitlements to any benefits or corapgéan.

(b) Excise Tax Payment Limitation Determinationdll determinations required to be made under 8gstion 6 shall be made by
the Company’s public accounting firm (the “AccoungtiFirm”). The Accounting Firm shall provide italculations, together with
detailed supporting documentation, both to the Camymnd the Executive within fifteen days after tbeeipt of notice from the
Company that there has been a Payment (or at sulibréimes as is requested by the Company) aitt,respect to any Limited
Payment Amount, a reasonable opinion to the Exeetitiat he is not required to report any exciseotakis federal income tax return
with respect to the Limited Payment Amount (collesly the “Determination”). In the event that thecounting Firm is serving as an
accountant or auditor for the individual, entitygzoup effecting the Change in Control, the Exemushall appoint another nationally
recognized public accounting firm to make the dateation required hereunder (which accounting fimall then be referred to as the
Accounting Firm hereunder). All fees, costs angesses (including, but not limited to, the costsethining experts) of the Accounting
Firm shall be borne by the Company. The Deterronaty the Accounting Firm shall be binding upoe tbompany and the Executive
(except as provided in Section 6(c) belo

(c) Excise Tax Excess Payments Considered a Ldait.is established pursuant to a final deteration of a court or an Internal
Revenue Service (the “IRSpProceeding which has been finally and conclusivesolved, that Payments have been made to, ordad
for the benefit of, the Executive by the Compankioln are in excess of the limitations provided @tt®n 6(a) (hereinafter referred to
as an “Excess Payment”), such Excess Paymentishditemed for all purposes to be a loan to theixecmade on the date the
Executive received the Excess Payment and the Exeahall repay the Excess Payment to the Compargemand, together with
interest on the Excess Payment at the applicatkrdérate (as defined in Section 1274(d) of thde&}drom the date of Executive’s
receipt of such Excess Payment until the date dfi sepayment. As a result of the uncertainty exdbplication of Section 4999 of the
Code at the time of Determination, it is possibiat tPayments which will not have been made by mgany should have been made
(an “Underpayment”), consistent with the calculatisequired to be made under this Section 6. dretfent that it is determined (i) by
the Accounting Firm, the Company (which st
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include the position taken by the Company, or tegetvith its consolidated group, on its federabime tax return) or the IRS or (ii)
pursuant to a determination by a court, that anddpalyment has occurred, the Company shall pay austnequal to such
Underpayment to the Executive within ten days chstdetermination together with interest on suchamhat the applicable federal rate
from the date such amount would have been paidet&kecutive until the date of payme

(d) Banking Payment Limitation Notwithstanding anything contained in this Agrest or any other agreement or plan to the
contrary, the payments and benefits provided tdoiothe benefit of, the Executive under this Agrneat or under any other plan or
agreement shall be reduced (but not below zert)g@xtent necessary so that no payment to be roatlenefit to be provided, to the
Executive or for his benefit under this Agreemenaioy other plan or agreement shall be in violabbthe golden parachute and
indemnification payment limitations and prohibitoaf 12 CFR Section 35

7. TERMINATION OF AGREEMENT . This Agreement shall be effective as of the Agresnidfective Date and shall
normally continue until the later of the AgreemBesgular Termination Date or, if a Change in Conlftvad occurred, until the end of the
Coverage Period. Notwithstanding the foregoints figreement shall terminate in any event uporbBkecutive’s cessation of
employment in a Noncovered Terminati

8. CONFIDENTIAL INFORMATION

€)) No Disclosure by ExecutiveThe Executive shall hold in a fiduciary capaddythe benefit of the Company all secret or
confidential information, knowledge or data relgtio the Company or any of its affiliated compana®d their respective businesses,
which shall have been obtained by the Executivinduthe Executive’'s employment by the Company or @frits affiliated companies
and which shall not be or become public knowledghdr than by acts by the Executive or represemisif the Executive in violation
of this Agreement). After termination of the Exéea’s employment with the Company, the Executikialsnot, without the prior
written consent of the Company or as may othervésesquired by law or legal process, communicativarige any such information,
knowledge or data to anyone other than the Compadythose designated by

(b) Remedies for Breachlt is recognized that damages in the event edti of Section 8(a) above by the Executive woald b
difficult, if not impossible, to ascertain, andsttherefore specifically agreed that the Compampddition to and without limiting any
other remedy or right it may have, shall have thbtrto an injunction or other equitable reliefany court of competent jurisdiction,
enjoining any such breach. The existence of gt shall not preclude the Company from pursuing ather rights and remedies at
law or in equity which it may haw
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(c) Breach Not Basis to Withhold Paymernn no event shall an asserted violation of thevjzions of this Section 8 constitute a
basis for deferring or withholding any amounts otfise payable to the Executive under this Agreen

9. BENEFIT AND SUCCESSORS.

€)) Executive’s Benefit. This Agreement shall inure to the benefit of &edenforceable by the Executive’s personal or legal
representatives, executors, administrators, suacedseirs, distributees, devisees and legatdeke Executive should die and any
amount remains payable thereunder after his daathsuch amount, unless otherwise agreed by thep&ayror provided herein, shall
be paid in accordance with the terms of this Agrerio the Executive’s devisee, legatee or othsigdee of such payment or, if there
is no such designee, the Execu's estate

(b) Company’s Benefit This Agreement shall inure to the benefit of @medcinding upon the Company and its successors and
assigns
(c) Assumption by Successor to Comparithe Company will require any successor (whetlrector indirect, by purchase,

merger, consolidation or otherwise) to all or sahsally all of the business and/or assets of thm@any to assume expressly and agree
to perform this Agreement in the same manner anldeg@ame extent that the Company would be reqtireeérform it if no such
succession had taken place. As used in this AggaerfCompany” shall mean the Company as hereimbafefined and any successor
to its business and/or assets as aforesaid whithmaes and agrees to perform this Agreement by tiperaf law, or otherwise

10. MISCELLANEOUS .

€)) Governing Law. This Agreement shall be governed by and constivadcordance with the laws of the State of Viigin
without reference to principles of conflict of lawhe captions of this Agreement are not parhefgrovisions hereof and shall have no
force or effect

(b) Amendment. This Agreement may not be amended or modifiedmtise than by a written agreement executed byéinges
hereto on their respective successors and legadseptatives

(c) Notices. All notices and other communications hereundatl ¢fe in writing and shall be given by hand defivt the other
party or by registered or certified mail, returcaipt requested, postage prepaid, addressed aw$o

If to the Executive
Thomas F. Cherr
106 Tayloe Circle
Williamsburg, Virginia 2318!
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If to the Company
President, C&F Financial Corporati
P. O. Box 39!
8th & main Street
West Point, Virginia 2318

Copy to:
James H. Hudson |
Hudson & Bondurant, P.(
826 Main Stree- P.O. Box 231
West Point, VA 2318:

or to such other address as either party shall haméshed to the other in writing in accordanceehndth. Notice and communications
shall be effective when actually received by thdradsee

(d) Severability. The invalidity or unenforceability of any proigs of this Agreement shall not affect the validity
enforceability of any other provision of this Agneent.

(e) Tax Withholding The Company may withhold from any amounts payailpider this Agreement such Federal, state, lacal o
foreign taxes as shall be required to be withheidypant to any applicable law or regulati

)] Waiver. The Executive’s or the Company'’s failure to ihsigon strict compliance with any provision of tlhigreement or the
failure to assert any right the Executive or thenpany may have hereunder, including, without litiota, the right of the Executive to
terminate employment for Good Reason pursuantisodreement, shall not be deemed to be a waiveuct provision or right or any
other provision or right of this Agreeme

(9) Executive’s EmploymentThe Executive and the Company acknowledge thagm as may otherwise be provided under any
other written agreement between the Executive BeadCompany, the employment of the Executive byGbmpany is “at will” and,
subject to paragraph (ii) of Section 1(i) hereoféméng a termination to have occurred on or afterdbcurrence of a Change in Control
Date, the Executive’'s employment and/or this Agreethmay be terminated by either the Executive elfGbmpany at any time prior to
the Change in Control Date, in which case the Etxxeeshall have no further rights under this Agreain

(h) Nonexclusivity of Rights Except as expressly provided in Section 6, ngtlmirthis Agreement shall prevent or limit the
Executive’s continuing or future participation inyaplan, program, policy or practice provided bg ompany or any of its affiliated
companies and for which the Executive may qualify, shall anything herein limit or otherwise affeath rights as the Executive may
have under any contract or agreement with the Cagnpaany of its affiliated companies. Amounts ethare vested benefits or which
the Executive
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is otherwise entitled to receive under any platicgppractice or program of or any contract oresggnent with the Company or any of
its affiliated companies at or subsequent to thecktive’s termination shall be payable in accoréanith such plan, policy, practice or
program or contract or agreement except as eXplitiodified by this Agreemen

0] Statutory ReferencesAny reference in this Agreement to a specifitugtary provision shall include that provision and/a
comparable provision or provisions of future legiiln amending, modifying, supplementing or supgirggthe referenced provisio

)] Nonassignability. This Agreement is personal to the Executive,\sitldout the prior written consent of the Compang right,
benefit or interest hereunder shall be subjechinrmanner to anticipation, alienation, sale, transdssignment, pledge, encumbrance or
charge, except by will or the laws of descent asttidution, and any attempt thereat shall be vaitfj no right, benefit or interest
hereunder shall, prior to receipt of payment, barigp manner liable for or subject to the recipigniebts, contracts, liabilities,
engagements or tor

(k) Counterparts. This Agreement may be executed in any numbeoohierparts, each of which shall be consideredrigimal
and all of which together shall constitute one agrent.

()] Employment with Affiliates.Employment with the Company for purposes of gseement shall include employment with
any corporation or other entity in which the Comphas a direct or indirect ownership interest dft@ more of the total combined
voting power of the then outstanding securitiesuafh corporation or other entity entitled to voéamerally in the election of directors or
which has a direct or indirect ownership interd€s@ or more of the total combined voting poweth# then outstanding securities of
the Company entitled to vote generally in the ébecof directors

IN WITNESS WHEREOF, the Executive hasduaito set the Executive’s hand and, pursuant tadtigorization from its Board of
Directors, the Company has caused these preseméserecuted in its name on its behalf, all ahefday and year first above written.

C&F FINANCIAL C ORPORATION

By: /sl LARRY G. DILLON

Larry G. Dillon, President

By: /sl THOMAS F. CHERRY

Thomas F. Cherry
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EXHIBIT 10.8

WRITTEN DESCRIPTION OF
MANAGEMENT INCENTIVE BONUS POLICY

Part of Citizens and Farmers Bank’s (tharfB’) compensation program includes making shartrti@centive compensation awards
under a management incentive bonus policy adoptedebBank effective January 1, 1987.

Under the management incentive bonus poidividual performance awards are made annualbetected members of management.
Awards are recommended by the Bank’s Compensationnittee and approved by the Board of DirectorthefBank (the “Bank Board”).
In determining the management awards, the Compengabmmittee and the Bank Board consider the Gatmmn’s total performance,
including its growth rate, returns on average asaetl equity, and absolute level of income. Iritaaid the Compensation Committee and
Bank Board consider the individual performancehefinembers of management who may receive awatus eXpense for these awards is
accrued in the year of the specified performance.

EXHIBIT 23.1
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (N8-B30701, No. 333-63699, N0.333-
67535, No. 333-89551, N0.333-89505, and No. 33388%8nd Form S-3 (No. 333-60877 and No. 38397) and in the related Prospectu
of our report, dated January 20, 2003, relatindpéoconsolidated financial statements of C&F Fim@nCorporation and Subsidiary, included
in the 2002 Annual Report of Shareholders and pa@ted by reference in the Annual Report on FobHK Tor the year ended December
2002.



/s/ 'Y ouNT, H YDE & B ARBOUR,P.C.

Winchester, Virginia
March 14, 200!




