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WE BELIEVE . ..

Excellence is the standard for all we do, achieved by encouraging
and nourishing: respect for others; honest, open communication;
individual development and satisfaction; a sense of ownership and
responsibility for the Corporation’s success; participation,
cooperation and teamwork; creativity, innovation, and initiative;

prudent risk-taking; and recognition and rewards for achievement.

We must conduct ourselves morally and ethically at all times and

in all relationships.

We have an obligation to the well-being of all the communities

we serve.

That our officers and staff are our most important assets, making

the critical difference in how the Corporation performs; and through

their work and effort, separates us from all competitors.




FINANGIAL HIGHLIGHTS

(Dollars in thousands, except

share and per share amounts) 2011 2010 2009 2008 2007
Selected Year-End Balances:
Total assets $928,124 $904,137 $883 430 $855,657 $785,596
Total shareholders’ equity 96,090 92,777 88,876 64,857 65,224
Total loans (net) 616,984 606,744 613,004 633,017 585,881
Total deposits 646,416 625,134 606,630 550,725 527,571
Summary of Operations:
Interest income $ 73,790 $ 69,848 $ 64971 $ 64,130 $ 64,825
Interest expense 11,881 13,235 15,459 21,395 23,378
Net interest income 61,909 56,613 49,512 42735 41,447
Provision for loan losses 14,160 14,959 18,563 13,766 7,130
Net interest income after

provision for loan losses 47,749 41,654 30,949 28,969 34317
Noninterest income 27,046 29,700 36,689 25,149 25,878
Noninterest expenses 56,084 60,295 60,167 49,320 48,371
Income before taxes 18,711 11,059 7,471 4798 11,824
Income tax expense 5,735 2,949 1,945 617 3,344
Net income $ 12,976 $ 8,110 $ 5526 $ 4181 $ 8,480
Per share:
Earnings per common share—basic $ 3.76 $ 226 $ 144 $ 1.38 $ 277
Earnings per common share—

assuming dilution 3.72 2.24 1.44 1.37 2.67
Cash dividends-common stock 1.01 1.00 1.06 1.24 1.24
Weighted average number of

common shares—assuming dilution 3,172,277 3,103,469 3,048,491 3,058,274 3,181,445
Significant Ratios:
Return on average assets 1.30% 0.78% 0.50% 0.51% 1.13%
Return on average common equity 14.86 9.74 6.60 6.39 13.03
Dividend payout ratio-common shares 26.86 44.25 73.48 89.79 44.45
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nice again, I am pleased to be able to present our financial

results for this past year, one in which we saw the achieve-
ment of record net income; made significant enhancements
to our information technology infrastructure; and, put
significant time, effort and money into complying with the
overly-burdensome government regulations we face today.
Despite the difficulties that we have had to face and have yet
to face, your Corporation was able to achieve record net
income for 2011. Our strategy of diversification continued to
serve us well as our Finance Company, once again, experienced
record net income and our Mortgage Company, despite the
poor real estate market, was able to improve its profitability
over the previous year. Combined, the income from these two
subsidiaries greatly exceeded the negative, although improved,
results of the Bank, as it continued to struggle with the adverse

effects of the economy.

Net income for 2011 was a record $12.98 million compared
to $8.11 million for 2010, which resulted in a return on average
common equity of 14.86% and a return on average assets of
1.30% for 2011, compared to 9.74% and 0.78%, respectively,
for 2010. Both returns compare favorably to those of our
peers, who experienced a return on average equity of 4.89%
and a return on average assets of 0.52% (as of September 30,
2011). Total assets increased from $904.14 million in 2010 to

$928.12 million at year-end 2011 and deposits increased
$21.29 million from $625.13 million in 2010 to $646.42

million in 2011.

The Corporation’s Total Return, comprised of stock
price growth plus dividends, also compares very favorably
with those of our peers over the past five years. In fact, the
Corporation’s Total Return exceeded the NASDAQ five-year
Bank Index by 59.8% and a custom peer group that we

compare ourselves to by 86.1%.

The Board of Directors increased our quarterly dividend
in the fourth quarter of 2011 to $0.26 per share from $0.25
per share and our capital continues to remain strong as it
increased from $92.78 million at year-end 2010 to $96.09
million at year-end 2011, even after paying back half, or $10
million, of the Capital Purchase Program (“CPP”) funds that
we accepted from the federal government several years ago to
bolster our capital during the turmoil in the financial
markets. Our goal is to exit the CPP, subject to regulatory
approval, in a timely and non-dilutive manner through the
redemption of the remaining Series A Preferred Stock. We
will, however, continue to assess our on-going participation
in the CPP based upon the economic and regulatory environ-
ment and our capital levels. Even when the remaining CPP
funds are excluded, our capital level remains significantly
above the “well-capitalized” threshold, the most important
capital ratio tracked by the regulatory agencies.

Our Finance Company saw its net income for 2011
increase to $12.61 million from $9.40 million in 2010. The
primary contributors to this increase include 16% growth in
average loans outstanding, a continued low cost of funds and
a reduction in the provision for loan losses. The reduction in
the provision for loan losses was attributable to lower net

charge-offs resulting from well-defined underwriting criteria
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enhanced several years ago, effective collection processes and
higher recovery rates on the sale of repossessed vehicles.
These positive items were partially offset by an increase in
personnel expense necessary to manage the growth in loans
outstanding, as well as higher variable compensation resulting
from increased profitability, loan growth and portfolio
performance. The allowance for loan losses as a percentage of
loans increased to 7.94% at year-end 2011 versus 7.90% at
year-end 2010. Management believes that the current
allowance for loan losses is adequate to absorb probable

future losses.

The Finance Company’s move in early 2011 to its new
headquarters in downtown Richmond, Virginia went seam-
lessly and positions us well for future growth. In January,
2012, the company expanded into Missouri, which will provide
not only the potential for loan growth, but also further
geographic diversification of our loan portfolio. Looking
forward, we do anticipate increased pressure on earnings as

competition for loans and personnel intensifies.

Our Mortgage Company’s net income was $1.33 million
for 2011 versus $782 thousand for 2010. Contributing to this
improvement was the effect of the agreement entered into
during the second quarter of 2010 with one of the Mortgage
Company’s largest investors that resolved all known and
unknown indemnification obligations for loans sold to that
investor prior to 2010. As expected, with this agreement in
place, there was a reduction in indemnification expense in
2011, which was offset in part by the effects of lower loan
origination volume during 2011 on gains on sales of loans.
Loan origination volume for 2011 decreased to $616.44 million
from $748.26 million for 2010, a result of continued overall
weakness in the housing market due to the challenging
economic conditions and housing market value declines, as

well as the expiration of the homebuyer tax credits available

in the first half of 2010. Lower loan originations in 2011
resulted in a decline in gains on sales of loans, which was
partially offset by lower production-based compensation. In
addition, the Mortgage Company’s earnings for 2011 were
negatively affected by an increase of $452 thousand in
non-production salaries expense in order to manage the

increasingly complex regulatory environment.

The Bank reported a net loss for 2011 of $432 thousand
compared to a net loss of $1.49 million for 2010. The
improvement in 2011 primarily resulted from an increase in
activity-based interchange income from debit card usage,
lower loan loss provisions, lower expenses associated with
write-downs and holding costs of foreclosed properties, and
lower FDIC insurance premiums. Offsetting these positive
factors were the negative effects of a decrease in average
outstanding loans to non-affiliates resulting from weak
demand in the current economic environment, intensified
competition for loans, continued loan charge-offs and
transfers of loans to foreclosed properties. The Bank also
incurred higher occupancy expenses associated with depreci-
ation and maintenance of technology investments related to
expanding the banking products we offer to our customers

and to improving our operational efficiency and security.

The Bank’s nonperforming assets were $16.07 million at
year-end 2011 versus $18.06 million at year-end 2010.
Included in this figure are $10.01 million in nonaccrual loans
at year-end 2011 versus $7.77 million at year-end 2010 and
$6.06 million in foreclosed properties at year-end 2011
compared with $7.77 million at year-end 2010. Troubled debt
restructurings were $17.09 million at year-end 2011 and
included $8.44 million of nonaccrual loans compared to
$9.77 million and $402 thousand, respectfully, at year-end
2010. The increase in nonaccrual loans is a result of the

continued tough economic environment which has taken its
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toll on many of our customers. The increase in troubled debt
restructurings reflects our efforts to work with our borrowers

who are experiencing financial difficulties.

The Bank’s allowance for loan losses totaled $13.65
million at year-end 2011 and represented 2.35% of loans versus
$11.23 million at year-end 2010, representing 1.97% of loans.
Management believes it has provided adequate loan loss
reserves for the Bank’s loan portfolio. Also, foreclosed
properties are evaluated regularly and have been written

down to their estimated fair values less selling costs.

During 2011, we made significant investments in
technology by moving to a new mainframe and migrating all
of our file servers to the latest “virtual” server technology, as
well as having complete “mirrored” redundancy of our systems
at a new facility located in our Finance Company offices in
Richmond, Virginia. These enhancements now give us immediate
backup and recovery for all of our systems at a site away from
our primary data center and prepare us for just about any
disaster situation. While we regularly perform periodic testing
of this new setup, it performed almost flawlessly during
Hurricane Irene, thereby convincing us that the investment

was beneficial and prepares us for any future “disasters.”

In addition to these major enhancements, we also
improved our internet banking site to make it more user-
friendly; enhanced our line speeds to all of our facilities;
improved our fire-wall protection; revamped our employee
training programs; enhanced our offerings to our business

customers; and strengthened our staff.

Much has been made over the last several years about
banks’ overdraft fee income. While many banks saw this
income decline 15-20% over the last year, we saw ours remain

level with the prior year, as we have put much effort into

explaining the pros and cons of overdraft plans to our
customers, many of whom see it as an emergency source

of liquidity.

Throughout all of our companies in 2011, we spent
much time, effort and money on being better prepared for
the rigorous regulatory environment that we face today. In
last year’s report, I noted the downgrade in our Community
Reinvestment Act rating to “Needs to Improve”, which was the
result of our “unintentional” (to quote the FDIC) violation of
the Equal Credit Opportunity Act, Federal Reserve
Regulation B and the Fair Housing Act, as well as its referral
to the Department of Justice. We strongly disagree with the
FDIC’s assessment, but rather than taking the time of our
people and the cost involved with disputing them further,
we put our efforts into further strengthening our policies,
procedures, monitoring and training. The end result was that
we came to a settlement with the Department of Justice and
after the completion of a recent FDIC compliance examination,
we’re happy to report that the FDIC upgraded our Community

Reinvestment Act rating to its former level of “Satisfactory.”

Despite the time and money put into compliance over
the last several years, we are not finished, as we are now
gearing up for all the regulations that have been released and
are being written to comply with the Dodd-Frank Act. As has
been mentioned before, this legislation essentially doubles
the number of pages of regulations with which banks must
comply. Prior to Dodd-Frank, banks had to comply with
approximately 5,000 pages of regulations. After all the rules
and regulations are written for Dodd-Frank, there will be
approximately 10,000 pages of regulations. Given this
amount of regulatory burden and the personnel and training
costs that it takes to comply with them, it is no surprise that

many small community banks may not be able to survive as

L0/ was an incredible year at the finance company.
Our ability to align our departments to work together
belped us surpass our objectives and set records in
virtually every department. This “one team, one goal”
philosophy resonates through our company so that all
departments enjoy and share in the successes.

Doug Dowe, Senior Collections Supervisor
C&F Finance Company
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there is just no way for them to absorb that amount of addi-
tional overhead. To help us control our costs, we are making
every effort to automate every function we possibly can to
reduce the amount of personnel time related to compliance
issues so that our people can spend more time serving our

customers and working to make a profit.

While our economy has certainly not recovered from the
recent recession, there are signs, at least, that recovery is
happening, albeit very slowly. The facts that the real estate
market has yet to recover and maybe hasn’t even hit bottom
yet, that the labor market has only slightly improved, and
that our government continues to believe that regulations
will get our economy moving again, show that we still have
many challenges ahead of us. These challenges come from
customers who are still struggling to survive; regulations
that we must comply with doubling in the last two years;
government interference and control of income opportunities;
and the lack of realization by some in Washington of how
important small banks are to small businesses and small
communities and how much that has contributed to making

this country so great.

As we have recently celebrated our 85th Anniversary, we
look forward to many more years of serving our communities,
offering growth opportunities to our staff members, and
providing our stockholders with a stable and sound invest-
ment. Despite achieving record net income this past year, we
still have many challenges facing us, so there is still much to
do: compliance and regulations are with us now more than
ever and we’re going to have to deal with them; increasing our
higher-yielding earning assets and reducing non-performing
loans and real estate owned at the Bank is imperative for us
to get the Bank’s earnings back on track; preserving the

earnings stream in our traditional markets will need to be
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balanced with growing our metropolitan presence; and,
keeping pace with the changing trends in demographics with
the increasing demand for more digital banking services.
The many technological changes that we have implemented
over the last eighteen months have us much better prepared
to meet the trends of the future. We will also continue to seek
growth opportunities at our Finance and Mortgage companies
by way of new and current markets and, as always, will

continue to look for ways to become more efficient.

Many thanks to our officers and staff for their dedication
and hard work and to our Board of Directors for its patience
and direction. Without their efforts our Corporation would
not have accomplished so much through the years. We are
also grateful to you for your continued confidence. With
your support and patronage, we can accomplish much. We

look forward to serving you in 2012 and the years beyond.

Sincerely,

ok . Ol

Larry G. Dillon
Chairman, President & CEO




C&F DIRECTORS & OFFICERS

C&F FINANCIAL CORPORATION
C&F BANK BOARD OF DIRECTORS
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Attorney-at-Law
J.P. Causey, Attorney-at-Law

Barry R. Chernack*+
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PricewaterhouseCoopers LLP

Larry G. Dillon*+
Chairman, President ¢ CEO
C&F Financial Corporation
Citizens and Farmers Bank

Audrey D. Holmes*+
Attorney-at-Law
Audrey D. Holmes, Attorney-at-Law

James H. Hudson IIT*+
Attorney-at-Law
Hudson & Bondurant, P.C.

Joshua H. Lawson*+
President
Thrift Insurance Corporation

Bryan E. McKernon+
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C&F Mortgage Corporation
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Martinair, Inc.
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Francisco, Robinson & Associates, Realtors
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+ C&F Bank Board Member

SANDSTON
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Katherine P. Buckner
Retired Branch Manager
C&F Bank

E. Ray Jernigan
Business Owner
Citizens Machine Shop

James M. Mehfoud
Pharmacist/Business Owner
Sandston Pharmacy

Robert F. Nelson Jr.
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Engineering Design Associates

Reginald H. Nelson IV
Senior Partner
Colonial Acres Farm

John G. Ragsdale II
Business Owner
Sandston Cleaners

Philip T. Rutledge Jr.
Retired Deputy County Manager
County of Henrico

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

C&F BANK RICHMOND BOARD

Jeffery W. Jones
Chairman & CEO
WEFofR, Incorporated

S. Craig Lane
President

Lane & Hamner, P.C.

Harold M. McLeod III
Senior Vice President, Regional President
C&F Bank/Richmond

Meade A. Spotts
President

Spotts, Fain, P.C.

Scott E. Strickler
Treasurer

Robins Insurance Agency, Inc.

C&F MORTGAGE CORPORATION
BOARD OF DIRECTORS

J. P. Causey Jr.
Attorney-at-Law
J.P. Causey, Attorney-at-Law

Larry G. Dillon, Chairman of the Board

James H. Hudson III
Attorney-at-Law
Hudson & Bondurant, P.C.

Bryan E. McKernon, President & CEO
C&F Mortgage Corporation

Barry R. Chernack
Retired Partner
Price Waterhouse Coopers, LLP

Paul C. Robinson

Owner & President

Francisco, Robinson & Associates,
Realtors

INDEPENDENT PUBLIC
ACCOUNTANTS

Yount, Hyde & Barbour, P.C.
Winchester, Virginia

CORPORATE COUNSEL

Hudson & Bondurant, P.C.
West Point, Virginia
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C&F OFFICERS & LOCATIONS

C&F BANK
ADMINISTRATIVE OFFICES

802 Main Street
West Point, Virginia 23181
(804) 843-2360

3600 LaGrange Parkway
Toano, Virginia 23168
(757) 741-2201

Larry G. Dillon*
Chairman, President & CEO

Thomas F. Cherry*
Executive Vice President, CFO & Secretary

Rodney W. Overby

Senior Vice President, Chief Information Officer

John A. Seaman, III
Senior Vice President ¢ Chief Credit Officer

Laura H. Shreaves
Senior Vice President ¢ Director of
Human Resources

Matthew H. Steilberg
Senior Vice President, Retail Banking

Christopher A. Spillare
First Vice President & Treasurer

E. Turner Coggin
Vice President, Senior Loan Underwriter

Sandra S. Fryer
Vice President, Application Support Manager

Terrence C. Gates
Vice President, Review Appraiser

Deborah H. Hall
Vice President, Credit Administration

Donna M. Haviland
Vice President, Director of Internal Audit

Anita M. Hazlewood
Vice President, Treasury Solutions Consultant

Ellen M. Howard
Vice President, Director of Loan Operations

Dollie M. Kelly
Vice President, Retail Risk Manager

Michael C. King
Vice President, Technology Manager

Maureen B. Medlin
Vice President, Marketing

Deborah R. Nichols
Vice President, Quality Control

Matthew J. Ohlschlager
Vice President, Special Assests

Mary-Jo Rawson
Vice President ¢ Controller

Helga H. Ridenhour
Vice President,
Operations Manager

Teresa S. Weaver
Vice President, Market Leader

*Officers of C&F Financial Corporation
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CHESTER, VIRGINIA

Mary Schoenfelder

Vice President & Branch Manager
HAMPTON, VIRGINIA
Barrett J. Franklin

Branch Manager
MECHANICSVILLE, VIRGINIA
Ryan L. Melcher

Branch Manager

MIDLOTHIAN, VIRGINIA

T. Hurst Kelley

Branch Manager

NEWPORT NEWS, VIRGINIA
LeMay K. Woodland

Assistant Branch Manager
NORGE, VIRGINIA

Taryn R. Haden

Assistant Vice President & Branch Manager
PROVIDENCE FORGE, VIRGINIA
James D. W. King

Vice President ¢&° Branch Manager
QUINTON, VIRGINIA

Van N. McPherson

Branch Manager

RICHMOND, VIRGINIA

West Broad Street

Bina Y. Doshi
Branch Manager

Patterson Avenue

T. Hurst Kelley

Branch Manager

VARINA, VIRGINIA

Mary Long

Assistant Vice President & Branch Manager
SALUDA, VIRGINIA

Elizabeth B. Faudree

Vice President & Branch Manager
SANDSTON, VIRGINIA

Don Hillbish

Assistant Vice President & Branch Manager

WEST POINT, VIRGINIA
Main Street
14¢h Street

Donna T. Callis

Assistant Vice President & Branch Manager
WILLIAMSBURG, VIRGINIA
Jamestown Road

Jennifer D. Dixon
Branch Manager

Longhill Road

Marci R. Clodfelter

Assistant Vice President & Branch Manager
YORKTOWN, VIRGINIA

Michael E. McGraw
Assistant Vice President & Branch Manager

C&F BANK / RICHMOND
ADMINISTRATIVE OFFICE
C&F Center

1340 Alverser Plaza

Midlothian, Virginia 23113
(804) 378-0332

Harold M. McLeod III

Senior Vice President, Regional President

Michael C. Dixon

Vice President, Commercial Banking
Tracy E. Pendleton

Vice President, Commercial Banking

David L. Shaffer
Vice President, Commercial Banking

C&F BANK / PENINSULA
ADMINISTRATIVE OFFICE
One City Center

11815 Fountain Way, Suite 410
Newport News, Virginia 23606
(757) 952-1670

Vern E. Lockwood II

Senior Vice President, Regional President

Bonnie S. Smith
Vice President, Builder Finance

David S. Jolley
Vice President, Commercial Banking

Scott W. Stolldorf
Vice President, Commercial Banking

M. Gwen Chappell
Vice President, Commercial Banking

C&F INVESTMENT SERVICES, INC.

802 Main Street
West Point, Virginia 23181
(804)843-4584 or (800) 583-3863

Eric F. Nost, CFP
President
MIDLOTHIAN, VIRGINIA

Douglas L. Hartz
Vice President

Frank C. Maloney IV

Vice President, Insurance Specialist
RICHMOND, VIRGINIA
Bruce D. French

Assistant Vice President
WILLIAMSBURG, VIRGINIA

Douglas L. Cash Jr.
Vice President



C&F OFFICERS & LOCATIONS

C&F MORTGAGE CORPORATION
ADMINISTRATIVE OFFICE

C&F Center

1400 Alverser Drive

Midlothian, Virginia 23113

(804) 858-8300

Bryan E. McKernon
President & CEO

Mark A. Fox
Executive Vice President ¢ COO

Donna G. Jarratt
Senior Vice President & Chief of
Branch Administration

Kevin A. McCann
Senior Vice President &° CFO

Tracy L. Bishop
Vice President & Human Resources Manager

Susan L. Driver
Vice President & Underwriting Manager

Madeline Witty
Compliance Manager

Michael J. Vogelbach
Manager of Information Systems

Katherine K. Watrous
Controller

CHARLOTTESVILLE, VIRGINIA

William E. Hamrick
Vice President & Branch Manager

CHESTER, VIRGINIA

Christopher M. Harper
Branch Manager

FREDERICKSBURG, VIRGINIA
Brian F. Whetzel
Branch Manager

R.W. Edmondson III
Branch Manager

HANOVER, VIRGINIA
ROANOKE, VIRGINIA

John H. Reeves III
Vice President & Regional Manager

FISHERSVILLE, VIRGINIA

Vickie J. Painter
Branch Manager

GASTONIA, NORTH CAROLINA

Nancy W. Poteat
Branch Manager

HARRISONBURG, VIRGINIA

Gloria J. Wright
Branch Manager

LYNCHBURG, VIRGINIA
Shirley D. Falwell
Branch Manager

Andrew N. Shields
Branch Manager

MIDLOTHIAN, VIRGINIA

Brandon W. Beswick
Branch Manager—Southside

Donald R. Jordan
Vice President &
Branch Manager—Richmond South

Daniel J. Murphy
Vice President & Branch Manager—Midlothian

GLEN ALLEN, VIRGINIA

Page C. Yonce
Vice President ¢
Branch Manager

John S. Fulton
Branch Manager

Susan P. Burkett
Vice President ¢ Operations Manager

NEWPORT NEWS, VIRGINIA
WILLIAMSBURG, VIRGINIA

Mary L. Rebholz
Branch Manager

ANNAPOLIS, MARYLAND

Michael J. Mazzola
Senior Vice President &
Maryland Area Manager

William J. Regan

Vice President ¢ Branch Manager
CLARKSVILLE, MARYLAND
Scott B. Segrist

Branch Manager

Robert G. Menton
Branch Manager

YORK, PENNSYLVANIA

Timothy C. Leiphart
Branch Manager

NEWPORT, DELAWARE

Craig I. Snyder
Branch Manager

MOORESTOWN, NEW JERSEY

R. Scott Wallace
Branch Manager

WALDORF, MARYLAND

Timothy J. Murphy
Branch Manager

C&F TITLE AGENCY, INC.
Midlothian, Virginia

Eileen A. Cherry

Vice President & Title Insurance Underwriter

HOMETOWN SETTLEMENT
SERVICES, LLC

Annapolis, Maryland

Midlothian, Virginia

CERTIFIED APPRAISALS, LLC
Midlothian, Virginia

H. Daniel Salomonsky

Vice President & Appraisal Manager

C&F FINANCE COMPANY
ADMINISTRATIVE OFFICE
1313 East Main Street

Suite 400

Richmond, Virginia 23219

(804) 236-9601

S. Dustin Crone
President

Michael K. Wilson
Executive Vice President ¢ COO

C. Shawn Moore
Senior Vice President

Thomas W. Young
Vice President, Operations

Kevin F. Jones Jr.
R.V.P. of Originations

Pamela L. Austin
R.V.P. of Sales

Oneida Wood
Director of Human Resources

Serving the following states

ALABAMA
GEORGIA
INDIANA
KENTUCKY
MARYLAND
NORTH CAROLINA
OHIO
TENNESSEE
VIRGINIA

WEST VIRGINIA
MISSOURI
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

(Mark One)
Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2011

or
O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to

Commission file number 000-23423

C&F FINANCIAL CORPORATION

(Exact name of registrant as specified in its charter)

Virginia 54-1680165
(State or other jurisdiction of (1.R.S. Employer
incorporation or organization) Identification No.)

802 Main Street

West Point, VA 23181
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (804) 843-2360

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, $1.00 par value per share The NASDAQ Stock Market LLC
Title of each class Name of each exchange on which registered
Securities registered pursuant to Section 12(g) of the Act:
NONE

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes O No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes OO No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files). Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part I11 of this Form 10-K
or any amendment to this Form 10-K. OO

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer [ Accelerated Filer O

Non-accelerated filer O (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes O No

The aggregate market value of voting and non-voting common stock held by non-affiliates of the registrant as of June 30, 2011 was
$62,878,652.

There were 3,195,278 shares of common stock outstanding as of February 27, 2012.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive Proxy Statement dated March 15, 2012 to be delivered to shareholders in connection with the Annual Meeting of
Shareholders to be held April 17, 2012 are incorporated by reference in Part 111 of this report.
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PART I

ITEM 1. BUSINESS
General

C&F Financial Corporation (the Corporation) is a bank holding company that was incorporated in March 1994 under the laws of
the Commonwealth of Virginia. The Corporation owns all of the stock of its sole operating subsidiary, Citizens and Farmers Bank
(C&F Bank or the Bank), which is an independent commercial bank chartered under the laws of the Commonwealth of Virginia. The
Bank originally opened for business under the name Farmers and Mechanics Bank on January 22, 1927. The Bank has the following
five wholly-owned subsidiaries, all incorporated under the laws of the Commonwealth of Virginia:

e C&F Mortgage Corporation and its wholly-owned subsidiaries Hometown Settlement Services LLC and Certified
Appraisals LLC

e C&F Finance Company

e C&F Investment Services, Inc.
e C&F Insurance Services, Inc.
e C&F Title Agency, Inc.

The Corporation operates in a decentralized manner in three principal business activities: (1) retail banking through C&F Bank,
(2) mortgage banking through C&F Mortgage Corporation (C&F Mortgage) and (3) consumer finance through C&F Finance
Company (C&F Finance). The following general business discussion focuses on the activities within each of these segments.

In addition, the Corporation conducts brokerage activities through C&F Investment Services, Inc., insurance activities through
C&F Insurance Services, Inc. and title insurance services through C&F Title Agency, Inc. The financial position and operating results
of any one of these subsidiaries are not significant to the Corporation as a whole and are not considered principal activities of the
Corporation at this time.

The Corporation also owns two non-operating subsidiaries, C&F Financial Statutory Trust Il (Trust Il) formed in December
2007 and C&F Financial Statutory Trust | (Trust 1) formed in July 2005. These trusts were formed for the purpose of issuing $10.0
million each of trust preferred capital securities in private placements to institutional investors. These trusts are unconsolidated
subsidiaries of the Corporation and their principal assets are $10.3 million each of the Corporation’s junior subordinated debt
securities (referred to herein as “trust preferred capital notes”) that are reported as liabilities of the Corporation.

Retail Banking

We provide retail banking services at the Bank’s main office in West Point, Virginia, and 17 Virginia branches located one each
in Chester, Hampton, Mechanicsville, Midlothian, Newport News, Norge, Providence Forge, Quinton, Saluda, Sandston, Varina, West
Point and Yorktown, and two each in Williamsburg and Richmond. These branches provide a wide range of banking services to
individuals and businesses. These services include various types of checking and savings deposit accounts, as well as business, real
estate, development, mortgage, home equity and installment loans. The Bank also offers ATMs, internet banking and credit cards, as
well as travelers’ checks, safe deposit box rentals, collection, notary public, wire service and other customary bank services to its
customers. Revenues from retail banking operations consist primarily of interest earned on loans and investment securities and fees
related to deposit services. At December 31, 2011, assets of the Retail Banking segment totaled $772.6 million. For the year ended
December 31, 2011, the net loss for this segment totaled $432,000.

Mortgage Banking

We conduct mortgage banking activities through C&F Mortgage, which was organized in September 1995. C&F Mortgage
provides mortgage loan origination services through 13 locations in Virginia, three in Maryland, one each in Wilmington, Delaware;
Moorestown, New Jersey; Gastonia, North Carolina; and York, Pennsylvania. The Virginia offices are located one each in
Charlottesville, Chester, Fishersville, Fredericksburg, Glen Allen, Hanover, Harrisonburg, Lynchburg, Newport News, Roanoke and
Williamsburg, and two in Midlothian. The Maryland offices are located in Annapolis, Ellicott City and Waldorf. C&F Mortgage offers
a wide variety of residential mortgage loans, which are originated for sale generally to the following investors: Wells Fargo Home
Mortgage; Franklin American Mortgage Company; US Bank Home Mortgage; and the Virginia Housing Development Authority.
C&F Mortgage does not securitize loans. The Bank also purchases lot and permanent loans from C&F Mortgage. C&F Mortgage
originates conventional mortgage loans, mortgage loans insured by the Federal Housing Administration (the FHA), mortgage loans
partially guaranteed by the Veterans Administration (the VA) and home equity loans. A majority of the conventional loans are
conforming loans that qualify for purchase by the Federal National Mortgage Association (Fannie Mae) or the Federal Home Loan
Mortgage Corporation (Freddie Mac). The remainder of the conventional loans is non-conforming in that they do not meet Fannie
Mae or Freddie Mac guidelines, but are eligible for sale to various other investors. Through its subsidiaries, C&F Mortgage also
provides ancillary mortgage loan origination services for loan settlement and residential appraisals. Revenues from mortgage banking

1



operations consist principally of gains on sales of loans to investors in the secondary mortgage market, loan origination fee income
and interest earned on mortgage loans held for sale. At December 31, 2011, assets of the Mortgage Banking segment totaled $82.3
million. For the year ended December 31, 2011, net income for this segment totaled $1.3 million.

Consumer Finance

We conduct consumer finance activities through C&F Finance, which the Bank acquired on September 1, 2002. C&F Finance is
a regional finance company providing automobile loans throughout Virginia and in portions of Alabama, Indiana, Kentucky,
Maryland, Missouri, North Carolina, Ohio, Tennessee, Georgia and West Virginia through its offices in Richmond and Hampton,
Virginia, in Nashville, Tennessee and in Towson, Maryland. C&F Finance is an indirect lender that provides automobile financing
through lending programs that are designed to serve customers in the “non-prime” market who have limited access to traditional
automobile financing. C&F Finance generally purchases automobile retail installment sales contracts from manufacturer-franchised
dealerships with used-car operations and through selected independent dealerships. C&F Finance selects these dealers based on the
types of vehicles sold. Specifically, C&F Finance prefers to finance later model, low mileage used vehicles because the initial
depreciation on new vehicles is extremely high. C&F Finance’s typical borrowers have experienced prior credit difficulties. Because
C&F Finance serves customers who are unable to meet the credit standards imposed by most traditional automobile financing sources,
C&F Finance typically charges interest at higher rates than those charged by traditional financing sources. As C&F Finance provides
financing in a relatively high-risk market, it expects to experience a higher level of credit losses than traditional automobile financing
sources. Revenues from consumer finance operations consist principally of interest earned on automobile loans. At December 31,
2011, assets of the Consumer Finance segment totaled $249.7 million. For the year ended December 31, 2011, net income for this
segment totaled $12.6 million.

Employees

At December 31, 2011, we employed 512 full-time equivalent employees. We consider relations with our employees to be
excellent.

Competition
Retail Banking

In the Bank’s market area, we compete with large national and regional financial institutions, savings associations and other
independent community banks, as well as credit unions, mutual funds, brokerage firms and insurance companies. Increased
competition has come from out-of-state banks through their acquisition of Virginia-based banks and expansion of community and
regional banks into our service areas.

The banking business in Virginia, and in the Bank’s primary service area in the Hampton to Richmond corridor, is highly
competitive for both loans and deposits, and is dominated by a relatively small number of large banks with many offices operating
over a wide geographic area. Among the advantages such large banks have are their ability to finance wide-ranging advertising
campaigns, efficiencies through economies of scale and, by virtue of their greater total capitalization, to have substantially higher
lending limits than the Bank.

Factors such as interest rates offered, the number and location of branches and the types of products offered, as well as the
reputation of the institution, affect competition for deposits and loans. We compete by emphasizing customer service and technology,
establishing long-term customer relationships, building customer loyalty, and providing products and services to address the specific
needs of our customers. We target individual and small-to-medium size business customers.

No material part of the Bank’s business is dependent upon a single or a few customers, and the loss of any single customer
would not have a materially adverse effect upon the Bank’s business.

Mortgage Banking

C&F Mortgage competes with large national and regional banks, credit unions, smaller regional mortgage lenders and small
local broker operations. As loan volumes have decreased over the past five years, the industry has seen a consolidation in the number
of competitors in the marketplace. However, the competition with regard to price has increased tremendously as the remaining
participants struggle to achieve volume and profitability benchmarks. The downturn in the housing markets related to declines in real
estate values, increased payment defaults and foreclosures have had a dramatic effect on the secondary market. The guidelines
surrounding agency business (i.e., loans sold to Fannie Mae and Freddie Mac) have become much more restrictive and the associated
mortgage insurance for loans above 80 percent loan-to-value has continued to tighten. The jumbo markets have slowed considerably
and pricing has increased dramatically. These changes in the conventional market have caused a dramatic increase in government
lending and state bond programs.

The competitive factors faced by C&F Mortgage may change due to financial regulatory reform legislation entitled the “Dodd-
Frank Wall Street Reform and Consumer Protection Act” (the Dodd-Frank Act), which was signed into law on July 21, 2010. The
Dodd-Frank Act affects many aspects of mortgage finance regulation, which may result in changes to the competitive landscape in the



future. The many modifications introduced will require extensive rulemaking, and the full effect of the Dodd-Frank Act and the size of
the related compliance burden will not be known for some time to come. The reforms to mortgage lending encompass broad new
restrictions on lending practices and loan terms, amend price thresholds for certain lending segment, add new disclosure forms and
procedures for all mortgages, and mandate stronger legal liabilities in connection with real estate finance. While C&F Mortgage is
continuing to evaluate all aspects of the Dodd-Frank Act, such legislation and regulations promulgated pursuant to such legislation
could materially and adversely affect the manner in which it conducts it mortgage business, result in heightened federal regulation and
oversight of its business activities, and result in increased costs and potential litigation associated with its business activities. Given
the far-reaching effect of the Dodd-Frank Act on mortgage finance, compliance with the requirements of the Dodd-Frank Act may
require substantial changes to mortgage lending systems and processes and other implementation efforts.

To operate profitably in this environment, lenders must have a high level of operational and risk management skills and be able
to attract and retain top mortgage origination talent. C&F Mortgage competes by attracting the top sales people in the industry,
providing an operational infrastructure that manages the guideline changes efficiently and effectively, offering a product menu that is
both competitive in loan parameters as well as price, and providing consistently high quality customer service.

No material part of C&F Mortgage’s business is dependent upon a single customer and the loss of any single customer would
not have a materially adverse effect upon C&F Mortgage’s business. C&F Mortgage, like all residential mortgage lenders, would be
impacted by the inability of Fannie Mae, Freddie Mac, the FHA or the VA to purchase loans. Although C&F Mortgage sells loans to
various intermediaries, the ability of these aggregators to purchase loans would be limited if these government-sponsored entities
cease to exist or materially limit their purchases of mortgage loans.

Consumer Finance

The non-prime automobile finance business is highly competitive. The automobile finance market is highly fragmented and is
served by a variety of financial entities, including the captive finance affiliates of major automotive manufacturers, banks, savings
associations, credit unions and independent finance companies. Many of these competitors have substantially greater financial
resources and lower costs of funds than our finance subsidiary. In addition, competitors often provide financing on terms that are more
favorable to automobile purchasers or dealers than the terms C&F Finance offers. Many of these competitors also have long-standing
relationships with automobile dealerships and may offer dealerships or their customers other forms of financing, including dealer floor
plan financing and leasing, which we do not.

During 2008 and 2009, there was a significant contraction in the number of institutions providing automobile financing for the
non-prime market. This contraction accompanied the economic downturn and the tightening of credit, which contributed to increasing
defaults, a decline in collateral values and higher charge-offs. As these issues have abated, institutions with access to capital have
begun to re-enter the market, resulting in intensified competition for loans and qualified personnel. To continue to operate profitably,
lenders must have a high level of operational and risk management skills and access to competitive costs of funds.

Providers of automobile financing traditionally have competed on the basis of interest rates charged, the quality of credit
accepted, the flexibility of loan terms offered and the quality of service provided to dealers and customers. To establish C&F Finance
as one of the principal financing sources at the dealers it serves, we compete predominately through a high level of dealer service,
strong dealer relationships, by offering flexible loan terms and by quickly funding loans purchased from dealers.

No material part of C&F Finance’s business is dependent upon any single dealer relationship, and the loss of any single dealer
relationship would not have a materially adverse effect upon C&F Finance’s business.

Regulation and Supervision
General

Bank holding companies and banks are extensively regulated under both federal and state law. The following summary briefly
describes the more significant provisions of currently applicable federal and state laws and certain regulations and the potential impact
of such provisions on the Corporation and the Bank. This summary is not complete, and we refer you to the particular statutory or
regulatory provisions or proposals for more information. Because federal regulation of financial institutions changes regularly and is
the subject of constant legislative debate, we cannot forecast how federal regulation of financial institutions may change in the future
and affect the Corporation’s and the Bank’s operations.

Regulation of the Corporation

The Corporation must file annual, quarterly and other periodic reports with the Securities and Exchange Commission (the SEC).
The Corporation is directly affected by the corporate responsibility and accounting reform legislation signed into law on July 30,
2002, known as the Sarbanes-Oxley Act of 2002 (the SOX Act), and the related rules and regulations. The SOX Act includes
provisions that, among other things: (1) require that periodic reports containing financial statements that are filed with the SEC be
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accompanied by chief executive officer and chief financial officer certifications as to their accuracy and compliance with the law;
(2) prohibit public companies, with certain limited exceptions, from making personal loans to their directors or executive officers;
(3) require chief executive officers and chief financial officers to forfeit bonuses and profits if company financial statements are
restated due to misconduct; (4) require audit committees to pre-approve all audit and non-audit services provided by an issuer’s
outside auditors, except for de minimis non-audit services; (5) protect employees of public companies who assist in investigations
relating to violations of the federal securities laws from job discrimination; (6) require companies to disclose in plain English on a
“rapid and current basis” material changes in their financial condition or operations, as well as certain other specified information;
(7) require a public company’s Section 16 insiders to make Form 4 filings with the SEC within two business days following the day
on which purchases or sales of the company’s equity securities were made; and (8) increased penalties for existing crimes and created
new criminal offenses. While the Corporation has incurred additional expenses in complying with the requirements of the SOX Act
and related regulations adopted by the SEC and the Public Company Accounting Oversight Board, we anticipate that those expenses
will not have a material effect on the Corporation’s results of operations or financial condition.

When enacted in 2002, Section 404(a) of the SOX Act required public companies to include in their annual reports on Form 10-
K an assessment from management of the effectiveness of the company’s internal control over financial reporting, and Section 404(b)
of the SOX Act required the company’s auditor to attest to and report on management’s assessment. From 2002 through 2012, the
SEC had delayed implementation of Section 404(b) of the SOX Act for public companies with a public float below $75 million (i.e.
companies that are smaller reporting companies or non-accelerated filers). The Dodd-Frank Act permanently exempted smaller
reporting companies and non-accelerated filers from Section 404(b) of the SOX Act, and the SEC made conforming amendments to
certain of its rules and forms in September 2010. The Corporation has voluntarily provided an attestation by the Corporation’s auditor
on management’s assessment of the Corporation’s internal control over financial reporting in this Annual Report on Form 10-K.

The Corporation is also subject to regulation by the Board of Governors of the Federal Reserve System (the Federal Reserve
Board). The Federal Reserve Board has the power to order any bank holding company or its subsidiaries to terminate any activity or to
terminate its ownership or control of any subsidiary when the Federal Reserve Board has reasonable grounds to believe that
continuation of such activity or ownership constitutes a serious risk to the financial soundness, safety or stability of any bank
subsidiary of the bank holding company.

The Federal Reserve Board has jurisdiction to approve any bank or non-bank acquisition, merger or consolidation proposed by a
bank holding company. The Bank Holding Company Act of 1956 (the BHCA) generally limits the activities of a bank holding
company and its subsidiaries to that of banking, managing or controlling banks, or any other activity that is closely related to banking
or to managing or controlling banks. Since September 1995, the BHCA has permitted bank holding companies from any state to
acquire banks and bank holding companies located in any other state, subject to certain conditions, including nationwide and state
imposed concentration limits. The Dodd-Frank Act amended provisions of the BHCA (and corresponding provisions of the Federal
Deposit Insurance Act) to require that a bank holding company be well capitalized and well managed before the Federal Reserve will
approve an interstate bank acquisition or merger. Also as a result of the Dodd-Frank Act, banks also are able to branch across state
lines, provided that the law of the state in which the branch is to be located would permit establishment of the branch if the bank were
a state bank chartered by such state.

Federal law and regulatory policy impose a number of obligations and restrictions on bank holding companies and their
depository institution subsidiaries to reduce potential loss exposure to the depositors and to the Federal Deposit Insurance Corporation
(the FDIC) insurance funds. For example, a bank holding company must commit resources to support its subsidiary depository
institutions. In addition, insured depository institutions under common control must reimburse the FDIC for any loss suffered or
reasonably anticipated by the Deposit Insurance Fund (DIF) as a result of the default of a commonly controlled insured depository
institution. The FDIC may decline to enforce the provisions if it determines that a waiver is in the best interest of the DIF. An FDIC
claim for damage is superior to claims of stockholders of an insured depository institution or its holding company but is subordinate to
claims of depositors, secured creditors and holders of subordinated debt, other than affiliates, of the commonly controlled insured
depository institution.

The Federal Deposit Insurance Act (the FDIA) provides that amounts received from the liquidation or other resolution of any
insured depository institution must be distributed, after payment of secured claims, to pay the deposit liabilities of the institution
before payment of any other general creditor or stockholder. This provision would give depositors a preference over general and
subordinated creditors and stockholders if a receiver is appointed to distribute the assets of the Bank.

The Corporation also is subject to regulation and supervision by the State Corporation Commission of Virginia.

Capital Requirements

The Federal Reserve Board and the FDIC have issued substantially similar risk-based and leverage capital guidelines applicable
to banking organizations they supervise. Under the risk-based capital requirements of these federal bank regulatory agencies, the
Corporation and the Bank are required to maintain a minimum ratio of total capital to risk-weighted assets of at least 8.0 percent and a
minimum ratio of Tier 1 capital to risk-weighted assets of at least 4.0 percent. At least half of the total capital must be Tier 1 capital,
which includes common equity, retained earnings and qualifying perpetual preferred stock, less certain intangibles and other
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adjustments. The remainder may consist of Tier 2 capital, such as a limited amount of subordinated and other qualifying debt
(including certain hybrid capital instruments), other qualifying preferred stock and a limited amount of the general loan loss
allowance.

As long as the Corporation has total consolidated assets of less than $15 billion, the Corporation may include in Tier 1 and total
capital the Corporation’s trust preferred securities that were issued before May 19, 2010. At December 31, 2011, the total capital to
risk-weighted assets ratio of the Corporation was 16.4 percent and the ratio of the Bank was 16.2 percent. At December 31, 2011, the
Tier 1 capital to risk-weighted assets ratio was 15.1 percent for the Corporation and 14.9 percent for the Bank. In addition, each of the
federal regulatory agencies has established leverage capital ratio guidelines for banking organizations. These guidelines provide for a
minimum Tier | leverage ratio of 4.0 percent for banks and bank holding companies. At December 31, 2011, the Tier | leverage ratio
was 11.5 percent for the Corporation and 11.3 percent for the Bank. The guidelines also provide that banking organizations
experiencing internal growth or making acquisitions must maintain capital positions substantially above the minimum supervisory
levels, without significant reliance on intangible assets.

On January 9, 2009, as part of the Capital Purchase Program (Capital Purchase Program or CPP) established by the U.S.
Department of the Treasury (Treasury) under the Emergency Economic Stabilization Act of 2008 (the EESA), as discussed below, the
Corporation issued and sold to Treasury for an aggregate purchase price of $20.0 million in cash (1) 20,000 shares of the
Corporation’s fixed rate cumulative perpetual preferred stock, Series A, par value $1.00 per share, having a liquidation preference of
$1,000 per share (Series A Preferred Stock) and (2) a ten-year warrant to purchase up to 167,504 shares of the Corporation’s common
stock, par value $1.00 per share (Common Stock), at an initial exercise price of $17.91 per share (Warrant). On July 27, 2011, the
Corporation redeemed $10.00 million, or 50 percent, of the $20.00 million of Series A Preferred Stock. The Series A Preferred Stock
has been treated as Tier 1 capital for regulatory capital adequacy determination purposes.

In December 2010, the Basel Committee on Banking Supervision (the Basel Committee) released its final framework for
strengthening international capital and liquidity regulation, now officially identified by the Basel Committee as “Basel I11.” Basel 111,
when implemented by the U.S. banking agencies and fully phased-in, will require bank holding companies and their bank subsidiaries
to maintain substantially more capital, with a greater emphasis on common equity. Implementation is presently scheduled to be
phased in between 2014 and 2019, although it is possible that implementation may be delayed as a result of multiple factors including
the current condition of the banking industry within the U.S. and abroad.

The Basel Il final capital framework, among other things, (i) introduces as a new capital measure “Common Equity Tier 1”
(CET1), (ii) specifies that Tier 1 capital consists of CET1 and “Additional Tier 1 capital” instruments meeting specified requirements,
(iii) defines CET1 narrowly by requiring that most adjustments to regulatory capital measures be made to CET1 and not to the other
components of capital and (iv) expands the scope of the adjustments as compared to existing regulations.

When fully phased in on January 1, 2019, Basel 111 requires banks to maintain (i) as a newly adopted international standard, a
minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer” (which is added to the 4.5%
CET1 ratio as that buffer is phased in, effectively resulting in a minimum ratio of CET1 to risk-weighted assets of at least 7%), (ii) a
minimum ratio of Tier 1 capital to risk-weighted assets of at least 6.0%, plus the capital conservation buffer (which is added to the
6.0% Tier 1 capital ratio as that buffer is phased in, effectively resulting in a minimum Tier 1 capital ratio of 8.5% upon full
implementation), (iii) a minimum ratio of Total (that is, Tier 1 plus Tier 2) capital to risk-weighted assets of at least 8.0%, plus the
capital conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a
minimum total capital ratio of 10.5% upon full implementation) and (iv) as a newly adopted international standard, a minimum
leverage ratio of 3%, calculated as the ratio of Tier 1 capital to balance sheet exposures plus certain off-balance sheet exposures
(computed as the average for each quarter of the month-end ratios for the quarter).

Basel 111 also provides for a “countercyclical capital buffer,”" generally to be imposed when national regulators determine that
excess aggregate credit growth becomes associated with a buildup of systemic risk, that would be a CET1 add-on to the capital
conservation buffer in the range of 0% to 2.5% when fully implemented (potentially resulting in total buffers of between 2.5% and
5%).

The aforementioned capital conservation buffer is designed to absorb losses during periods of economic stress. Banking
institutions with a ratio of CET1 to risk-weighted assets above the minimum but below the conservation buffer (or below the
combined capital conservation buffer and countercyclical capital buffer, when the latter is applied) will face constraints on dividends,
equity repurchases and compensation based on the amount of the shortfall.

The implementation of the Basel 111 final framework will commence January 1, 2013. On that date, banking institutions will be
required to meet the following minimum capital ratios:

e 3.5% CETL to risk-weighted assets.
e 4.5% Tier 1 capital to risk-weighted assets.
e 8.0% Total capital to risk-weighted assets.

The Basel 111 final framework provides for a number of new deductions from and adjustments to CET1. These include, for
example, the requirement that mortgage servicing rights, deferred tax assets dependent upon future taxable income and significant
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investments in non-consolidated financial entities be deducted from CET1 to the extent that any one such category exceeds 10% of
CET1 or all such categories in the aggregate exceed 15% of CET1.

Implementation of the deductions and other adjustments to CET1 will begin on January 1, 2014 and will be phased-in over a
five-year period (20% per year). The implementation of the capital conservation buffer will begin on January 1, 2016 at 0.625% and
be phased in over a four-year period (increasing by that amount on each subsequent January 1, until it reaches 2.5% on January 1,
2019).

The U.S. banking agencies have indicated informally that they expect to propose regulations implementing Basel Il in mid-
2012. In addition to Basel Ill, the Dodd-Frank Act requires or permits the federal banking agencies to adopt regulations affecting
banking institutions' capital requirements in a number of respects, including potentially more stringent capital requirements for
systemically important financial institutions. Accordingly, the regulations ultimately applicable to the Corporation may be
substantially different from the Basel 111 final framework as published in December 2010. Requirements to maintain higher levels of
capital or to maintain higher levels of liquid assets could adversely impact the Corporation's net income and return on equity.

Limits on Dividends

The Corporation is a legal entity, separate and distinct from the Bank. A significant portion of the revenues of the Corporation
result from dividends paid to it by the Bank. Both the Corporation and the Bank are subject to laws and regulations that limit the
payment of dividends, including requirements to maintain capital at or above regulatory minimums. Banking regulators have indicated
that Virginia banking organizations should generally pay dividends only (1) from net undivided profits of the bank, after providing for
all expenses, losses, interest and taxes accrued or due by the bank and (2) if the prospective rate of earnings retention appears
consistent with the organization’s capital needs, asset quality and overall financial condition. In addition, the FDIA prohibits insured
depository institutions such as the Bank from making capital distributions, including the payment of dividends, if, after making such
distribution, the institution would become undercapitalized as defined in the statute.

We do not expect that any of these laws, regulations or policies will materially affect the ability of the Corporation or the Bank
to pay dividends. During the year ended December 31, 2011, the Bank declared $14.1 million in dividends payable to the Corporation,
which were used to fund a portion of the Corporation’s debt service, dividends payable to common and preferred shareholders and the
redemption of $10.0 million of Series A Preferred Stock.

Payment of dividends is at the discretion of the Corporation’s board of directors and is subject to various federal and state
regulatory limitations. The purchase agreement pursuant to which the Series A Preferred Stock and the Warrant were sold includes a
limitation that prohibited, prior to January 9, 2012, the payment of cash dividends in excess of the Corporation’s quarterly cash
dividend at the time of issuance of the Series A Preferred Stock of $0.31 per share without the Treasury’s consent.

The Dodd-Frank Act

The Dodd-Frank Act implements far-reaching changes across the financial regulatory landscape, including changes that will
affect all bank holding companies and banks, including the Corporation and the Bank. Such provisions affecting the business of the
Corporation and the Bank include the following:

e Insurance of Deposit Accounts. The Dodd-Frank Act changed the assessment base for federal deposit insurance from the
amount of insured deposits to consolidated assets less tangible capital, eliminated the ceiling on the size of the DIF and
increased the floor applicable to the size of the DIF. The Dodd-Frank Act also made permanent the $250,000 limit for
federal deposit insurance and increased the cash limit of Securities Investor Protection Corporation protection from $100,000
to $250,000 and provided unlimited federal deposit insurance until December 31, 2012 for non-interest bearing demand
transaction accounts at all insured depository institutions.

o Payment of Interest on Demand Deposits. The Dodd-Frank Act repealed the federal prohibitions on the payment of interest
on demand deposits, thereby permitting depository institutions to pay interest on business transaction and other accounts.

e Creation of the Consumer Financial Protection Bureau. The Dodd-Frank Act centralized significant aspects of consumer
financial protection by creating a new agency, the Consumer Financial Protection Bureau (the CFPB), responsible for
implementing, examining and enforcing compliance with federal consumer financial laws for institutions with more than $10
billion of assets and, to a lesser extent, smaller institutions. As a smaller institution, most consumer protection aspects of the
Dodd-Frank Act will continue to be applied to the Corporation by the Federal Reserve and to the Bank by the FDIC.

e Debit Card Interchange Fees. The Dodd-Frank Act amended the Electronic Fund Transfer Act (EFTA) to, among other
things, require that debit card interchange fees must be reasonable and proportional to the actual cost incurred by the issuer
with respect to the transaction. In June 2011, the Federal Reserve Board adopted regulations setting the maximum
permissible interchange fee as the sum of 21 cents per transaction and 5 basis points multiplied by the value of the
transaction, with an additional adjustment of up to one cent per transaction if the issuer implements additional fraud-
prevention standards. Although issuers that have assets of less than $10 billion are exempt from the Federal Reserve Board’s



regulations that set maximum interchange fees, these regulations are expected to significantly affect the interchange fees that
financial institutions with less than $10 billion in assets are able to collect.

In addition, the Dodd-Frank Act implements other far-reaching changes to the financial regulatory landscape, including
provisions that:

e Restrict the preemption of state law by federal law and disallow subsidiaries and affiliates of national banks from availing
themselves of such preemption.

o Apply the same leverage and risk-based capital requirements that apply to insured depository institutions to most bank
holding companies.

e Require bank holding companies and banks to be both well capitalized and well managed in order to acquire banks located
outside their home state.

e Impose comprehensive regulation of the over-the-counter derivatives market, which would include certain provisions that
would effectively prohibit insured depository institutions from conducting certain derivatives businesses in the institution
itself.

e Require large, publicly traded bank holding companies to create a risk committee responsible for the oversight of enterprise
risk management.

e Require loan originators to retain 5 percent of any loan sold or securitized, unless it is a “qualified residential mortgage”,
which must still be defined by the regulators. FHA, VA and Rural Housing Service loans are specifically exempted from the
risk retention requirements.

o Implement corporate governance revisions, including with regard to executive compensation and proxy access by
shareholders that apply to all public companies not just financial institutions.

Many aspects of the Dodd-Frank Act remain subject to rulemaking and will take effect over several years, making it difficult to
anticipate the overall financial impact on the Corporation, its subsidiaries, its customers or the financial industry more generally.
Provisions in the legislation that revoke the Tier 1 capital treatment of trust preferred securities and otherwise require revisions to the
capital requirements of the Corporation and the Bank could require the Corporation and the Bank to seek other sources of capital in
the future. Some of the rules that have been proposed and, in some cases, adopted to comply with the Dodd-Frank Act's mandates are
discussed further below.

Economic Emergency Stabilization Act of 2008 (EESA) and the American Recovery & Reinvestment Act of 2009 (ARRA)

In October 2008, the EESA was signed into law, which provided immediate authority and facilities that the Treasury could use
to restore liquidity and stability to the financial system. Specifically, Section 101 of EESA established the Troubled Asset Relief
Program (TARP) to purchase, and to make and fund commitments to purchase, troubled assets from any financial institution, on such
terms and conditions as are determined by the Secretary of the Treasury, and in accordance with EESA and the policies and
procedures developed and published by the Secretary of the Treasury. Section 111 of EESA provides that entities that receive financial
assistance from Treasury under TARP will be subject to specified executive compensation and corporate governance standards to be
established by the Secretary of the Treasury. The statutory language in EESA includes three limitations on executive compensation for
TARP recipients involved in a direct purchase. As described in more detail above, on January 9, 2009, through the CPP portion of
TARP the Corporation sold and issued to Treasury shares of the Corporation’s Series A Preferred Stock and a Warrant to acquire
shares of the Corporation’s common stock.

On February 17, 2009, the President signed the ARRA into law. ARRA contains a number of restrictions on executive and
highly-paid employee compensation for those institutions that have received, or will receive, government assistance under TARP that
are considerably more restrictive and far-reaching than the limited restrictions included in EESA.

On June 10, 2009, the Treasury released regulations in an Interim Final Rule (IFR) that sets standards for complying with the
executive compensation and corporate governance provisions for TARP recipients contained in EESA, as amended by ARRA. The
standards for compensation and corporate governance established in the IFR: (1) prohibit the payment or accrual of bonus, retention
award and incentive compensation (with the exception of limited amounts of restricted stock) for specified individuals, depending
upon the level of government assistance received by the institution; (2) prohibit making any golden parachute payments to a senior
executive officer (SEO) or any of the next five most highly compensated employees (MHCE); (3) prohibit tax gross-ups to SEOs and
any of the next 20 MHCEs; (4) provide for the recovery of any bonus, incentive compensation, or retention award paid to a SEO or the
next 20 MHCEs based on materially inaccurate statements of earnings, revenues, gains, or other criteria (clawback); (5) require the
establishment of a compensation committee of independent directors to meet semi-annually to review employee compensation plans
and the risks posed by these plans to the institution; (6) limit compensation to exclude incentives for SEOs to take unnecessary and
excessive risk that threaten the value of the institution and eliminate features of employee compensation plans that pose unnecessary
risks to the institution; (7) prohibit employee compensation plans that would encourage manipulation of earnings to enhance an
employee’s compensation; (8) require the adoption of an excessive or luxury expenditures policy; (9) require compliance with federal
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securities laws and regulations regarding non-binding resolution on SEO compensation to shareholders; (10) require disclosure of
perquisites offered to SEOs and certain highly compensated employees; and (11) require disclosures related to compensation
consultant engagements.

The corporate governance and executive compensation standards and restrictions of the EESA and the ARRA, as supplemented
by the IFR and other interpretive guidance provided by Treasury, will apply to the Corporation as long as Treasury holds shares of the
Corporation’s Series A Preferred Stock.

Incentive Compensation

In June 2010, the Federal Reserve, the Office of the Comptroller of the Currency (OCC) and the FDIC issued a comprehensive
final guidance on incentive compensation intended to ensure that the incentive compensation policies of banking organizations do not
undermine the safety and soundness of such organizations by encouraging excessive risk-taking. The guidance, which covers all
employees that have the ability to materially affect the risk profile of an organization, either individually or as part of a group, is based
upon the key principles that a banking organization's incentive compensation arrangements should (i) provide incentives that do not
encourage risk-taking beyond the organization's ability to effectively identify and manage risks, (ii) be compatible with effective
internal controls and risk management, and (iii) be supported by strong corporate governance, including active and effective oversight
by the organization's board of directors.

The Federal Reserve will review, as part of the regular, risk-focused examination process, the incentive compensation
arrangements of banking organizations, such as the Corporation, that are not "large, complex banking organizations." These reviews
will be tailored to each organization based on the scope and complexity of the organization's activities and the prevalence of incentive
compensation arrangements. The findings of the supervisory initiatives will be included in reports of examination. Deficiencies will be
incorporated into the organization's supervisory ratings, which can affect the organization's ability to make acquisitions and take other
actions. Enforcement actions may be taken against a banking organization if its incentive compensation arrangements, or related risk-
management control or governance processes, pose a risk to the organization's safety and soundness and the organization is not taking
prompt and effective measures to correct the deficiencies.

The Dodd-Frank Act requires the SEC and the federal bank regulatory agencies to establish joint regulations or guidelines that
require financial institutions with assets of at least $1 billion to disclose the structure of their incentive compensation practices and
prohibit such institutions from maintaining compensation arrangements that encourage inappropriate risk-taking by providing
excessive compensation or that could lead to material financial loss to the financial institution. The SEC and the federal bank
regulatory agencies proposed such regulations in March 2011, which may become effective before the end of 2012. If the regulations
are adopted in the form initially proposed, they will impose limitations on the manner in which the Corporation may structure
compensation for its executives only if the Corporation’s total consolidated assets exceed $1 billion. These proposed regulations
incorporate the three principles discussed in the June 2010 comprehensive final guidance on incentive compensation that was issued
by the Federal Reserve, the OCC and the FDIC in June 2010.

Restrictions on Proprietary Trading

The Dodd-Frank Act requires the federal financial regulatory agencies to adopt rules that prohibit banks and their affiliates from
engaging in proprietary trading and investing in and sponsoring certain unregistered investment companies (defined as hedge funds
and private equity funds), with implementation starting as early as July 2012. This provision of the Dodd-Frank Act is commonly
called the “Volcker Rule.” In October 2011, federal financial regulators proposed rules to implement the Volcker Rule that included
an extensive request for comments on the proposed rules. The proposed rules are highly complex and many aspects of their
application remain uncertain. Based on the proposed rules, the Corporation does not currently anticipate that the VVolcker Rule will
have a material effect on the operations of the Corporation or the Bank, as the Corporation and the Bank do not engage in the
businesses prohibited by the Volcker Rule. Until final rules are adopted, the precise financial effect of these rules on the Corporation
and the financial industry cannot be determined.

Insurance of Accounts, Assessments and Regulation by the FDIC

The Bank’s deposits are insured up to applicable limits by the DIF of the FDIC. In July 2010, the Dodd-Frank Act permanently
raised the basic limit on federal deposit insurance coverage to $250,000 per depositor, but did not change FDIC deposit insurance
coverage for retirement accounts, which remains $250,000 per depositor. In November 2010, the FDIC issued a final rule to
implement provisions of the Dodd-Frank Act that provide for temporary unlimited deposit insurance coverage for noninterest-bearing
transaction accounts. For purposes of this extension, the definition of noninterest-bearing transaction accounts includes traditional
checking accounts or demand deposit accounts on which no interest is paid and Interest on Lawyer Trust Accounts (IOLTAs), and
excludes negotiable order of withdrawal consumer check accounts (NOW accounts) and money market deposit accounts. The
extended program is not optional and will no longer be funded by separate premiums. This temporary unlimited deposit insurance
coverage became effective on December 31, 2010 and terminates on December 31, 2012.



Under the FDIA, the FDIC may terminate deposit insurance upon a finding that the institution has engaged in unsafe and
unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable law, regulation, rule,
order or condition imposed by the FDIC, subject to administrative and potential judicial hearing and review processes.

Deposit Insurance Assessments. In February 2011, the FDIC approved a final rule that changed the assessment base from
domestic deposits to average consolidated total assets minus average tangible equity (defined as Tier 1 capital); adopted a new large-
bank pricing assessment scheme; and set a target “designated reserve ratio” (described in more detail below) of 2 percent for the DIF.
The changes went into effect beginning with the second quarter of 2011, which was payable at the end of September 2011. The rule
also implements a lower assessment rate schedule when the fund reaches 1.15 percent and, in lieu of dividends, provides for a lower
rate schedule, when the reserve ratio reaches 2 percent and 2.5 percent.

Under the FDIC’s deposit insurance assessment system, insured institutions are assigned to one of four risk categories, based on
supervisory evaluations, regulatory capital levels and certain other factors. As applied to small institutions, Risk Category I, which
contains the least risky depository institutions, contains further risk differentiation based on the FDIC’s analysis of financial ratios,
examination component ratings (CAMELS components) and other information. An institution’s assessment rate depends upon the
category to which it is assigned. Assessment rates are determined by the FDIC and, beginning April 1, 2011, initial base assessment
rates ranges from 2.5 to 45 basis points. The FDIC may make the following further adjustments to an institution’s initial base
assessment rates: decreases for long-term unsecured debt including most senior unsecured debt and subordinated debt; increases for
holding long-term unsecured debt or subordinated debt issued by other insured depository institutions; and increases for broker
deposits in excess of 10 percent of domestic deposits for institutions not well rated and well capitalized.

The Dodd-Frank Act transferred to the FDIC increased discretion with regard to managing the required amount of reserves for
the DIF, or the “designated reserve ratio.” Among other changes, the Dodd-Frank Act (i) raised the minimum designated reserve ratio
to 1.35 percent and removed the upper limit on the designated reserve ratio, (ii) requires that the designated reserve ratio reach 1.35
percent by September 2020, and (iii) requires the FDIC to offset the effect on institutions with total consolidated assets of less than
$10 billion of raising the designated reserve ratio from 1.15 percent to 1.35 percent. The FDIA requires that the FDIC consider the
appropriate level for the designated reserve ratio on at least an annual basis.

On October 2010, the FDIC adopted a new DIF restoration plan to ensure that the fund reserve ratio reaches 1.35 percent by
September 30, 2020, as required by the Dodd-Frank Act. The restoration plan requires the FDIC to update its loss and income
projections for the DIF at least semiannually, and if needed the FDIC may increase or decrease assessment rates following a notice-
and-comment rulemaking.

Special Deposit Insurance Assessment and Prepayment of Assessments. In May 2009, the FDIC adopted a final rule imposing a
five basis point special assessment on each insured depository institution’s assets minus Tier 1 capital as of June 30, 2009. The
assessment was part of the FDIC’s efforts to rebuild the DIF and help maintain public confidence in the banking system. The
Corporation was assessed $391,000, all of which was expensed in 2009. In November 2009, the FDIC adopted a final rule requiring
insured depository institutions to prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009, and for all of
2010, 2011 and 2012, on December 31, 2009, along with each institution’s risk-based deposit insurance assessment for the third
quarter of 2009. The prepayment was based on an institution’s assessment rate and assessment base for the third quarter of 2009,
assuming a five percent annual growth in deposits each year. On December 30, 2009, the Corporation prepaid $3.2 million of FDIC
assessments.

Regulation of the Bank and Other Subsidiaries

The Bank is subject to supervision, regulation and examination by the Virginia State Corporation Commission Bureau of
Financial Institutions (VBFI) and the FDIC. The various laws and regulations administered by the regulatory agencies affect corporate
practices, such as the payment of dividends, the incurrence of debt and the acquisition of financial institutions and other companies,
and affect business practices, such as the payment of interest on deposits, the charging of interest on loans, the types of business
conducted and the location of offices.

FDIA and Associated Regulations. Section 36 of the FDIA and associated regulations require management of every insured
depository institution with total assets between $500 million and $1 billion at the beginning of a fiscal year to obtain an annual audit
of its financial statements by an independent public accountant, report to the banking agencies on the institution’s compliance with
designated laws and regulations and establish an audit committee comprised of outside directors, at least a majority of whom must be
independent of management. The Bank is subject to the annual audit, reporting and audit committee requirements of Section 36 of the
FDIA.

Community Reinvestment Act. The Community Reinvestment Act (CRA) imposes on financial institutions an affirmative and
ongoing obligation to meet the credit needs of their local communities, including low and moderate-income neighborhoods, consistent
with the safe and sound operation of those institutions. A financial institution’s efforts in meeting community credit needs are assessed
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based on specified factors. These factors also are considered in evaluating mergers, acquisitions and applications to open a branch or
facility. In 2010, the FDIC issued C&F Bank’s 2009 Community Reinvestment Act Performance Evaluation (the 2009 CRA
Evaluation). C&F Bank received “Satisfactory” ratings on the Investment Test component and the Service Test component evaluated
as part of the 2009 CRA Evaluation. Based on issues identified at one of C&F Bank’s subsidiaries, C&F Mortgage, C&F Bank
received a “Needs to Improve” rating on the Lending Test component, and as a result, a “Needs to Improve” rating on its overall
rating in January 2011. In its evaluation, the FDIC concluded that C&F Mortgage violated the Equal Credit Opportunity Act (the
ECOA), Federal Reserve Regulation B, and the Fair Housing Act in connection with certain of its lending practices. While C&F
Bank’s board of directors and management strongly disagree with the FDIC’s conclusion, C&F Mortgage has strengthened and
continues to strengthen its policies, procedures and monitoring of its lending practices to address the issues raised by the FDIC. As
required by statute, the FDIC referred its conclusions regarding the alleged violations to the Department of Justice (DOJ) in 2011. As
a result of the referral, the DOJ conducted an investigation and alleged a violation of the ECOA and the Fair Housing Act in
connection with certain lending practices of C&F Mortgage during 2007. In September 2011, C&F Mortgage entered into a settlement
with the DOJ and agreed to (i) implement certain policies, procedures and monitoring of its lending practices and (ii) provide a
$140,000 settlement fund for borrowers who may have been affected. The DOJ investigation and settlement resulted in no factual
findings or adjudications with respect to any matter of the alleged violation. The results of the DOJ investigation and the settlement
did not have a material adverse effect on the Corporation’s results of operations or financial condition. Upon the conclusion of the
FDIC’s CRA examination in January 2012, the FDIC upgraded C&F Bank’s CRA Lending Test rating and the overall CRA rating to
“Satisfactory.” As a result of the improvement in C&F Bank’s CRA rating in January 2012, limitations on certain business activities
that had been imposed by statute while C&F Bank had a “Needs to Improve” CRA rating have been removed.

Federal Home Loan Bank of Atlanta. The Bank is a member of the Federal Home Loan Bank (FHLB) of Atlanta, which is one
of 12 regional FHLBs that provide funding to their members for making housing loans as well as for affordable housing and
community development loans. Each FHLB serves as a reserve, or central bank, for the members within its assigned region. Each is
funded primarily from proceeds derived from the sale of consolidated obligations of the FHLB System. Each FHLB makes loans to
members in accordance with policies and procedures established by the Board of Directors of the FHLB. As a member, the Bank must
purchase and maintain stock in the FHLB. In 2004, the FHLB converted to its new capital structure, which established the minimum
capital stock requirement for member banks as an amount equal to the sum of a membership requirement and an activity-based
requirement. In 2009, the FHLB imposed a temporary suspension of repurchases of excess capital, which has since been removed. At
December 31, 2011, the Bank owned $3.8 million of FHLB stock.

USA Patriot Act. The USA Patriot Act, which became effective on October 26, 2001, amends the Bank Secrecy Act and is
intended to facilitate information sharing among governmental entities and financial institutions for the purpose of combating
terrorism and money laundering. Among other provisions, the USA Patriot Act permits financial institutions, upon providing notice to
the Treasury, to share information with one another in order to better identify and report to the federal government activities that may
involve money laundering or terrorists’” activities. The USA Patriot Act is considered a significant banking law in terms of information
disclosure regarding certain customer transactions. Certain provisions of the USA Patriot Act impose the obligation to establish anti-
money laundering programs, including the development of a customer identification program, and the screening of all customers
against any government lists of known or suspected terrorists. Although it does create a reporting obligation and there is a cost of
compliance, the USA Patriot Act does not materially affect the Bank’s products, services or other business activities.

Reporting Terrorist Activities. The Federal Bureau of Investigation (FBI) has sent, and will send, banking regulatory agencies
lists of the names of persons suspected of involvement in terrorist activities. The Bank has been requested, and will be requested, to
search its records for any relationships or transactions with persons on those lists. If the Bank finds any relationships or transactions, it
must file a suspicious activity report with the Treasury and contact the FBI.

The Office of Foreign Assets Control (OFAC), which is a division of the Treasury, is responsible for helping to insure that
United States entities do not engage in transactions with “enemies” of the United States, as defined by various Executive Orders and
Acts of Congress. OFAC sends banking regulatory agencies lists of names of persons and organizations suspected of aiding, harboring
or engaging in terrorist acts, and publicly releases information on designations of persons and organizations suspected of engaging in
these activities. If the Bank finds a name on any transaction, account or wire transfer that is on an OFAC list, it must freeze such
account, file a suspicious activity report with the Treasury and notify the FBI. The Bank has appointed an OFAC compliance officer to
oversee the inspection of its accounts and the filing of any notifications. The Bank actively checks high-risk areas such as new
accounts, wire transfers and customer files. The Bank performs these checks utilizing software that is updated each time a
modification is made to the lists of Specially Designated Nationals and Blocked Persons provided by OFAC and other agencies.

Mortgage Banking Regulation. In addition to certain of the Bank’s regulations, the Corporation’s Mortgage Banking segment is
subject to the rules and regulations of, and examination by, the Department of Housing and Urban Development (HUD), the FHA, the
VA and state regulatory authorities with respect to originating, processing and selling mortgage loans. Those rules and regulations,
among other things, establish standards for loan origination, prohibit discrimination, provide for inspections and appraisals of
property, require credit reports on prospective borrowers and, in some cases, restrict certain loan features and fix maximum interest
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rates and fees. In addition to other federal laws, mortgage origination activities are subject to the ECOA, Truth-in-Lending Act, Home
Mortgage Disclosure Act, Real Estate Settlement Procedures Act, and Home Ownership Equity Protection Act, and the regulations
promulgated under these acts. These laws prohibit discrimination, require the disclosure of certain basic information to mortgagors
concerning credit and settlement costs, limit payment for settlement services to the reasonable value of the services rendered and
require the maintenance and disclosure of information regarding the disposition of mortgage applications based on race, gender,
geographical distribution and income level. As noted above under “Community Reinvestment Act”, the FDIC concluded that C&F
Mortgage violated the ECOA with certain of its lending practices in 2007. C&F Mortgage is and will continue to be committed to fair
lending and, in part as a result of the settlement C&F Mortgage reached with the DOJ, has strengthened its policies, procedures and
monitoring of its lending practices to address the issues raised by the FDIC and the DOJ.

Interagency Appraisal and Evaluation Guidelines. In December 2010, the Federal Reserve Board, the Office of the Comptroller
of the Currency and the FDIC, jointly with other federal regulatory agencies, issued the Interagency Appraisal and Evaluation
Guidelines. This guidance, which updates guidance originally issued in 1994, sets forth the minimum regulatory standards for
appraisals. The guidance incorporates previous regulatory issuances affecting appraisals, addresses advances in information
technology used in collateral evaluation, and clarifies standards for use of analytical methods and technological tools in developing
evaluations. The guidance also requires institutions to use strong internal controls to ensure reliable appraisals and evaluations and to
monitor and periodically update valuations of collateral for existing real estate loans and transactions.

Consumer Financing Regulation. The Corporation’s Consumer Finance segment also is regulated by the VBFI and the states
and jurisdictions in which it operates. The VBFI regulates and enforces laws relating to consumer lenders and sales finance agencies
such as C&F Finance. Such rules and regulations generally provide for licensing of sales finance agencies; limitations on amounts,
duration and charges, including interest rates, for various categories of loans; requirements as to the form and content of finance
contracts and other documentation; and restrictions on collection practices and creditors’ rights.

Consumer Protection. The Dodd-Frank Act created the CFPB, a federal regulatory agency that is responsible for implementing,
examining and enforcing compliance with federal consumer financial laws for institutions with more than $10 billion of assets and, to
a lesser extent, smaller institutions. The Dodd-Frank Act gives the CFPB authority to supervise and regulate providers of consumer
financial products and services, and establishes the CFPB’s power to act against unfair, deceptive or abusive practices. The CFPB has
stated that it will focus on (i) risks to consumers and compliance with federal consumer financial laws, (ii) the markets in which firms
operate and risks to consumers posed by activities in those markets, (iii) depository institutions that offer a wide variety of consumer
financial products and services, and depository institutions with a more specialized focus, and (iv) non-depository companies that
offer one or more consumer financial products or services.

As a smaller institution (i.e., with assets of $10 billion or less), most consumer protection aspects of the Dodd-Frank Act will
continue to be applied to the Corporation by the Federal Reserve and to the Bank by the FDIC. However, the CFPB may include its
own examiners in regulatory examinations by a small institution’s prudential regulators and may require smaller institutions to comply
with certain CFPB reporting requirements. In addition, regulatory positions taken by the CFPB and administrative and legal
precedents established by CFPB enforcement activities could influence how the Federal Reserve and FDIC apply consumer protection
laws and regulations to financial institutions that are not directly supervised by the CFPB. The precise effect of the CFPB’s consumer
protection activities cannot be forecast.

Other Safety and Soundness Regulations

Prompt Correction Action. The federal banking agencies have broad powers under current federal law to take prompt corrective
action to resolve problems of insured depository institutions. The extent of these powers depends upon whether the institution in
question is “well capitalized,” “adequately capitalized,” “undercapitalized,” *“significantly undercapitalized” or “critically
undercapitalized.” These terms are defined under uniform regulations issued by each of the federal banking agencies regulating these
institutions. An insured depository institution which is less than adequately capitalized must adopt an acceptable capital restoration
plan, is subject to increased regulatory oversight and is increasingly restricted in the scope of its permissible activities. As of
December 31, 2011, the Bank was considered “well capitalized.”

Gramm-Leach-Bliley Act of 1999 (GLBA). The GLBA implemented major changes to the statutory framework for providing
banking and other financial services in the United States. The GLBA, among other things, eliminated many of the restrictions on
affiliations among banks and securities firms, insurance firms and other financial service providers. A bank holding company that
qualifies and elects to be a financial holding company is permitted to engage in activities that are financial in nature or incident or
complimentary to financial activities. The activities that the GLBA expressly lists as financial in nature include insurance
underwriting, sales and brokerage activities, financial and investment advisory services, underwriting services and limited merchant
banking activities.

To become eligible for these expanded activities, a bank holding company must qualify as a financial holding company. To
qualify as a financial holding company, each insured depository institution controlled by the bank holding company must be well-
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capitalized, well-managed and have at least a satisfactory rating under the CRA. In addition, the bank holding company must file with
the Federal Reserve Board a declaration of its intention to become a financial holding company.

The GLBA has not had a material adverse impact on the Corporation’s or the Bank’s operations. To the extent that it allows
banks, securities firms and insurance firms to affiliate, the financial services industry may experience further consolidation. The
GLBA may have the result of increasing competition that we face from larger institutions and other companies that offer financial
products and services and that may have substantially greater financial resources than the Corporation or the Bank.

The GLBA and certain regulations issued by federal banking agencies also provide protections against the transfer and use by
financial institutions of consumer nonpublic personal information. A financial institution must provide to its customers, at the
beginning of the customer relationship and annually thereafter, the institution’s policies and procedures regarding the handling of
customers’ nonpublic personal financial information. These privacy provisions generally prohibit a financial institution from
providing a customer’s personal financial information to unaffiliated third parties unless the institution discloses to the customer that
the information may be so provided and the customer is given the opportunity to opt out of such disclosure.

Future Regulation

From time to time, various legislative and regulatory initiatives are introduced in Congress and state legislatures, as well as by
regulatory agencies. Such initiatives may include proposals to expand or contract the powers of bank holding companies and
depository institutions or proposals to substantially change the financial institution regulatory system. Such legislation could change
banking statutes and the operating environment of the Corporation in substantial and unpredictable ways. If enacted, such legislation
could increase or decrease the cost of doing business, limit or expand permissible activities or affect the competitive balance among
banks, savings associations, credit unions, and other financial institutions. The Corporation cannot predict whether any such
legislation will be enacted, and, if enacted, the effect that it, or any implementing regulations, would have on the financial condition or
results of operations of the Corporation. A change in statutes, regulations or regulatory policies applicable to the Corporation or C&F
Bank, or any of its subsidiaries, could have a material effect on the business of the Corporation.

Available Information

The Corporation’s SEC filings are filed electronically and are available to the public over the Internet at the SEC’s web site at
http://www.sec.gov. In addition, any document filed by the Corporation with the SEC can be read and copied at the SEC’s public
reference facilities at 100 F Street, N.E., Room 1580, Washington, D.C. 20549. Copies of documents can be obtained at prescribed
rates by writing to the Public Reference Section of the SEC at 100 F Street, N.E., Washington, D.C. 20549. The public may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The Corporation’s SEC filings
also are available through our web site at http://www.cffc.com under “About C&F/C&F Financial Corporation/SEC Filings” as of the
day they are filed with the SEC. Copies of documents also can be obtained free of charge by writing to the Corporation’s secretary at
P.O. Box 391, West Point, VA 23181 or by calling 804-843-2360.

ITEM1A. RISKFACTORS

A continuation or deterioration of the current economic environment could adversely impact our financial condition and results of
operations.

A continuation or deterioration of the current economic environment could adversely impact the Corporation’s performance,
both directly by affecting our revenues and the value of our assets and liabilities, and indirectly by affecting our counterparties and the
economy generally. Overall, during 2011 the economic environment has been adverse for many households and businesses in our
markets, the Commonwealth of Virginia and the United States. Dramatic declines in the housing market that began during the
recession have resulted in significant write-downs of asset values by financial institutions. The Corporation has recognized
significantly higher loan loss provisions and write-downs and other expenses associated with foreclosed properties beginning in 2008
as the level of nonperforming assets increased throughout the period. The economic recovery has been less than robust and there can
be no assurance that the measured economic recovery will continue. The continued high levels of unemployment coupled with the
continued downward pressure in the housing market has and may continue to have an adverse impact on the Corporation’s results of
operations.

Deterioration in the soundness of our counterparties or disruptions to credit markets could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of
other financial institutions. Financial services institutions are interrelated as a result of trading, clearing, counterparty or other
relationships, and we routinely execute transactions with counterparties in the financial industry, including brokers and dealers,
commercial banks, and other institutional clients. As a result, defaults by, or even rumors or questions about, one or more financial
services institutions, or the financial services industry generally, could create another market-wide liquidity crisis similar to that
experienced in late 2008 and early 2009 and could lead to losses or defaults by us or by other institutions. In addition, over the last
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several years developments in the global or national economies or financial markets have caused temporary disruptions in the credit
and liquidity markets, which at times has restricted the flow of capital to credit markets and financial institutions, and future
disruptions could restrict our ability to engage in routine funding transactions and adversely affect our liquidity. There is no assurance
that the failure of our counterparties would not materially adversely affect the Corporation’s results of operations.

Our home lending profitability could be significantly reduced if we are not able to originate and resell a high volume of mortgage
loans.

One of the components of our strategic plan is to generate significant noninterest income from C&F Mortgage, which originates
a variety of single-family residential loan products for sale to investors in the secondary market. The existence of an active secondary
market is dependent upon the continuation of programs currently offered by government-sponsored enterprises (GSESs), such as the
FHA, Fannie Mae and Freddie Mac, which account for a substantial portion of the secondary market in residential mortgage loans.
Because the largest participants in the secondary market are GSEs whose activities are governed by federal law, any future changes in
laws that significantly affect the activity of the GSEs could adversely affect our mortgage company’s operations. Further, in
September 2008, Fannie Mae and Freddie Mac were placed into conservatorship by the U.S. government. Although to date, the
conservatorship has not had a significant or adverse effect on our operations, it is unclear whether further changes or reforms would
adversely affect our operations. Although we sell loans to various intermediaries, the ability of these aggregators to purchase loans
would be limited if the GSEs cease to exist or materially limit their purchases of mortgage loans.

Compliance with laws, regulations and supervisory guidance, both new and existing, may adversely impact our business, financial
condition and results of operations.

We are subject to numerous laws, regulations and supervision from both federal and state agencies. During the past few years,
there has been an increase in legislation related to and regulation of the financial services industry. We expect this increased level of
oversight to continue. Failure to comply with these laws and regulations could result in financial, structural and operational penalties,
including receivership. In addition, establishing systems and processes to achieve compliance with these laws and regulations may
increase our costs and/or limit our ability to pursue certain business opportunities.

Laws and regulations, and any interpretations and applications with respect thereto, generally are intended to benefit consumers,
borrowers and depositors, not stockholders. The legislative and regulatory environment is beyond our control, may change rapidly and
unpredictably and may negatively influence our revenues, costs, earnings, and capital levels. Our success depends on our ability to
maintain compliance with both existing and new laws and regulations.

We are subject to interest rate risk and fluctuations in interest rates may negatively affect our financial performance.

Our profitability depends in substantial part on our net interest margin, which is the difference between the interest earned on
loans, securities and other interest-earning assets, and interest paid on deposits and borrowings divided by total interest-earning assets.
Changes in interest rates will affect our net interest margin in diverse ways, including the pricing of loans and deposits, the levels of
prepayments and asset quality. We are unable to predict actual fluctuations of market interest rates because many factors influencing
interest rates are beyond our control. We attempt to minimize our exposure to interest rate risk, but we are unable to eliminate it. We
believe that our current interest rate exposure is manageable and does not indicate any significant exposure to interest rate changes.
Since the interest rate cuts made by the Federal Reserve Bank in September 2007, our net interest margin has recovered gradually over
the past three years because we have been able to reprice fixed-rate deposits at lower rates, as well as implement policies that
established floors on variable rate loans. Although the Federal Reserve’s Federal Open Market Committee has stated it will keep the
federal funds target rate at 0%-0.25% until 2014, which could allow us to continue to reprice fixed-rate deposits at lower rates,
sustained low interest rates could put further pressure on the yields generated by our loan portfolio and on our net interest margin.
There is no guarantee we will continue to be able to reprice deposits at favorable rates as competition for deposits from both local and
national financial institutions is intense, and continued pressure on our asset yields and net interest margin could adversely affect our
results of operations.

In addition, a significant portion of C&F Finance’s funding is indexed to short-term interest rates and reprices as short-term
interest rates change. An upward movement in interest rates may result in an unfavorable pricing disparity between C&F Finance’s
fixed rate loan portfolio and its adjustable-rate borrowings.

Weakness in the secondary residential mortgage loan markets will adversely affect income from our mortgage company.

One of the components of our strategic plan is to generate significant noninterest income from C&F Mortgage, which originates
a variety of residential loan products for sale into the secondary market to investors. Significant disruptions in the secondary market
for residential mortgage loans have limited the market for and liquidity of many mortgage loans. The correction in residential real
estate market prices may not have reached bottom. We expect the ongoing effects of lower demand for home mortgage loans in recent
years resulting from reduced demand in both the new and resale housing markets and housing market value declines, as well as
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fluctuations in mortgage rates, to keep pressure on loan origination volume at C&F Mortgage. At the same time as market conditions
have been negatively impacting loan origination volume, efforts by the Federal Reserve Board to keep interest rates low and
government initiatives, such as the homebuyer tax credits, which expired in the second quarter of 2010, and programs to assist
borrowers to refinance residential mortgage loans (e.g., the Home Affordable Refinance Program, or HARP), have caused some
increase in loan originations and refinancing activity. There is no guarantee that efforts by the Federal Reserve Board will have a
positive impact on loan originations or that government loan modification programs will have a positive effect on mortgage
refinancing transactions. These factors may cause our revenue from our mortgage company to be volatile from quarter to quarter.

In addition, credit markets have continued to experience difficult conditions and volatility. There have been significant increases
in payment defaults by borrowers and mortgage loan foreclosures. These factors may result in potential repurchase or indemnification
liability to C&F Mortgage on residential mortgage loans originated and sold into the secondary market in the event of claims by
investors of borrower misrepresentation, fraud, early-payment default, or underwriting error, as investors attempt to minimize their
losses. While we entered into an agreement with our largest purchaser of loans that resolved all known and unknown indemnification
obligations related to loans sold to this investor through 2010, and while we mitigate the risk of repurchase liability by underwriting to
the purchasers’ guidelines, we cannot be assured that a prolonged period of payment defaults and foreclosures will not result in an
increase in requests for repurchases or indemnifications, or that established reserves will be adequate, which could adversely affect the
Corporation’s net income.

Our business is subject to various lending and other economic risks that could adversely impact our results of operations and
financial condition.

Deterioration in economic conditions, such as the recent recession, continuing high unemployment, and rate of further declines
in real estate values, could hurt our business. Our business is directly affected by general economic and market conditions; broad
trends in industry and finance; legislative and regulatory changes; changes in governmental monetary and fiscal policies; and inflation,
all of which are beyond our control. A deterioration in economic conditions, in particular a prolonged economic slowdown within our
geographic region, could result in the following consequences, any of which could hurt our business materially: an increase in loan
delinquencies; an increase in problem assets and foreclosures; a decline in demand for our products and services; and a deterioration in
the value of collateral for loans made by our various business segments.

Our level of credit risk is increasing due to the concentration of our loan portfolio in commercial loans and in consumer finance
loans.

At December 31, 2011, 33 percent of our loan portfolio consisted of commercial, financial and agricultural loans, which include
loans secured by real estate for builder lines, acquisition and development and commercial development, as well as commercial loans
secured by personal property. These loans generally carry larger loan balances and involve a greater degree of financial and credit risk
than home equity and residential loans. The increased financial and credit risk associated with these types of loans is a result of several
factors, including the concentration of principal in a limited number of loans and to borrowers in similar lines of business, the size of
loan balances, the effects of general economic conditions on income-producing properties and the increased difficulty of evaluating
and monitoring these types of loans.

At December 31, 2011, 38 percent of our loan portfolio consisted of consumer finance loans that provide automobile financing
for customers in the non-prime market. During periods of economic slowdown or recession, delinquencies, defaults, repossessions and
losses may increase in this portfolio. Significant increases in the inventory of used automobiles during periods of economic recession
may also depress the prices at which we may sell repossessed automobiles or delay the timing of these sales. Because we focus on
non-prime borrowers, the actual rates of delinquencies, defaults, repossessions and losses on these loans are higher than those
experienced in the general automobile finance industry and could be dramatically affected by a general economic downturn. In
addition, our servicing costs may increase without a corresponding increase in our finance charge income. While we manage the
higher risk inherent in loans made to non-prime borrowers through our underwriting criteria and collection methods, we cannot
guarantee that these criteria or methods will ultimately provide adequate protection against these risks.

If our allowance for loan losses becomes inadequate, our results of operations may be adversely affected.

Making loans is an essential element of our business. The risk of nonpayment is affected by a number of factors, including but
not limited to: the duration of the credit; credit risks of a particular customer; changes in economic and industry conditions; and, in the
case of a collateralized loan, risks resulting from uncertainties about the future value of the collateral. Although we seek to mitigate
risks inherent in lending by adhering to specific underwriting practices, our loans may not be repaid. We attempt to maintain an
appropriate allowance for loan losses to provide for potential losses in our loan portfolio. Our allowance for loan losses is determined
by analyzing historical loan losses, current trends in delinquencies and charge-offs, current economic conditions that may affect a
borrower’s ability to repay and the value of collateral, changes in the size and composition of the loan portfolio and industry
information. Also included in our estimates for loan losses are considerations with respect to the impact of economic events, the
outcome of which are uncertain. Because any estimate of loan losses is necessarily subjective and the accuracy of any estimate

14



depends on the outcome of future events, we face the risk that charge-offs in future periods will exceed our allowance for loan losses
and that additional increases in the allowance for loan losses will be required. Additions to the allowance for loan losses would result
in a decrease of our net income. Although we believe our allowance for loan losses is adequate to absorb probable losses in our loan
portfolio, we cannot predict such losses or that our allowance will be adequate in the future.

Competition from other financial institutions and financial intermediaries may adversely affect our profitability.

We face substantial competition in originating loans and in attracting deposits. Our competition in originating loans and
attracting deposits comes principally from other banks, mortgage banking companies, consumer finance companies, savings
associations, credit unions, brokerage firms, insurance companies and other institutional lenders and purchasers of loans. Additionally,
banks and other financial institutions with larger capitalization and financial intermediaries not subject to bank regulatory restrictions
have larger lending limits and are thereby able to serve the credit needs of larger clients. These institutions may be able to offer the
same loan products and services that we offer at more competitive rates and prices. Increased competition could require us to increase
the rates we pay on deposits or lower the rates we offer on loans, which could adversely affect our profitability.

The recent repeal of federal prohibitions on payment of interest on demand deposits could increase interest expense.

As part of the Dodd-Frank Act, the prohibition on the ability of financial institutions to pay interest on demand deposit accounts
was repealed. As a result, beginning on July 21, 2011 financial institutions may offer interest on demand deposits. The Corporation
does not yet know what interest rates other institutions may offer. If we offer interest on demand deposit accounts to attract new
customers or retain existing customers, our interest expense will increase and our net interest margin will decline, which could have a
material adverse effect on the Corporation’s business, financial condition and results of operations.

We are subject to restrictions and obligations as a participant in the Treasury’s Capital Purchase Program.

In January 2009, as part of the Capital Purchase Program, we issued and sold to the Treasury Series A Preferred Stock and a
Warrant for an aggregate purchase price of approximately $20.0 million. Participation in the Capital Purchase Program subjects us to
specific restrictions under the terms of the Capital Purchase Program, including limits on our ability to pay dividends (quarterly
dividends on our common stock are limited to $0.31 per share or less) and repurchase our capital stock, limitations on executive
compensation, and increased oversight by the Treasury, regulators and Congress under the EESA.

Many recipients under the Capital Purchase Program have repaid the Treasury and are no longer subject to the restrictions
imposed under the Capital Purchase Program. On July 27, 2011, the Corporation redeemed $10.0 million, or 50 percent, of the $20.0
million of its Series A Preferred Stock. The funds for this redemption were provided by existing financial resources of the
Corporation and no new capital was issued. Our goal is to exit the CPP in a timely and non-dilutive manner through the redemption of
the remaining Series A Preferred Stock. We will, however, continue to assess our ongoing participation in the CPP based upon the
economic and regulatory environment and our capital levels. In addition, withdrawing from the Capital Purchase Program requires
approval of banking regulators and we may not be able to obtain such approval, or a condition of obtaining such approval may require
us to raise additional capital.

We rely heavily on our management team and the unexpected loss of key officers may adversely affect our operations.

We believe that our growth and future success will depend in large part on the skills of our executive officers. We also depend
upon the experience of the officers of our subsidiaries and on their relationships with the communities they serve. The loss of the
services of one or more of these officers could disrupt our operations and impair our ability to implement our business strategy, which
could adversely affect our business, financial condition and results of operations.

The success of our business strategies depends on our ability to identify and recruit individuals with experience and relationships
in our primary markets.

The successful implementation of our business strategy will require us to continue to attract, hire, motivate and retain skilled
personnel to develop new customer relationships as well as new financial products and services. The market for qualified management
personnel is competitive. In addition, the process of identifying and recruiting individuals with the combination of skills and attributes
required to carry out our strategy is often lengthy. Our inability to identify, recruit and retain talented personnel to manage our
operations effectively and in a timely manner could limit our growth, which could materially adversely affect our business.

Our corporate culture has contributed to our success, and if we cannot maintain this culture as we grow, we could lose the
beneficial aspects fostered by our culture, which could harm our business.

We believe that a critical contributor to our success has been our corporate culture, which focuses on building personal
relationships with our customers. As our organization grows, and we are required to implement more complex organizational
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management structures, we may find it increasingly difficult to maintain the beneficial aspects of our corporate culture. This could
negatively impact our future success.

The Dodd-Frank Act could increase our regulatory compliance burden and associated costs, place restrictions on certain products
and services, and limit our future capital raising strategies.

A wide range of regulatory initiatives directed at the financial services industry have been proposed in recent years. One of
those initiatives, the Dodd-Frank Act, was signed into law on July 21, 2010. The Dodd-Frank Act represents a sweeping overhaul of
the financial services industry within the United States and mandates significant changes in the financial regulatory landscape that will
impact all financial institutions, including the Corporation. The Dodd-Frank Act will likely increase our regulatory compliance burden
and may have a material adverse effect on us, by increasing the costs associated with our regulatory examinations and compliance
measures. The federal regulatory agencies, and particularly bank regulatory agencies, have been given significant discretion in
drafting the Dodd-Frank Act’s implementing rules and regulations and, consequently, many of the details and much of the impact of
the Dodd-Frank Act will depend on the final implementing rules and regulations. Accordingly, it remains too early to fully assess the
complete effect of the Dodd-Frank Act and subsequent regulatory rulemaking processes on our business, financial condition or results
of operations.

The Dodd-Frank Act increases regulatory supervision and examination of bank holding companies and their banking and non-
banking subsidiaries, which could increase our regulatory compliance burden and costs and restrict our ability to generate revenues
from non-banking operations. The Dodd-Frank Act imposes more stringent capital requirements on bank holding companies, which
could limit our future capital strategies. The Dodd-Frank Act also increases regulation of derivatives and hedging transactions, which
could limit our ability to enter into, or increase the costs associated with, interest rate hedging transactions.

The Consumer Financial Protection Bureau may increase our regulatory compliance burden and could affect the consumer
financial products and services that we offer.

Among the Dodd-Frank Act’s significant regulatory changes, the Dodd-Frank Act creates a new financial consumer protection
agency that could impose new regulations on us and include its examiners in our routine regulatory examinations conducted by the
FDIC, which could increase our regulatory compliance burden and costs and restrict the financial products and services we can offer
to our customers. This agency, named the Consumer Financial Protection Bureau, may reshape the consumer financial laws through
rulemaking and enforcement of the Dodd-Frank Act’s prohibitions against unfair, deceptive and abusive consumer finance products or
practices, which may directly impact the business operations of financial institutions offering consumer financial products or services,
including the Corporation. This agency’s broad rulemaking authority includes identifying practices or acts that are unfair, deceptive
or abusive in connection with any consumer financial transaction or consumer financial product or service. Although the Consumer
Financial Protection Bureau has jurisdiction over banks with $10 billion or greater in assets, rules, regulations and policies issued by
the Bureau may also apply to the Corporation or its subsidiaries by virtue of the adoption of such policies and best practices by the
Federal Reserve and FDIC. The costs and limitations related to this additional regulatory agency and the limitations and restrictions
that will be placed upon the Corporation with respect to its consumer product and service offerings have yet to be determined.
However, these costs, limitations and restrictions may produce significant, material effects on our business, financial condition and
results of operations

Our deposit insurance premiums could increase in the future, which may adversely affect our future financial performance.

The FDIC insures deposits at FDIC insured financial institutions, including the Bank. The FDIC charges insured financial
institutions premiums to maintain the DIF at a certain level. Economic conditions since 2008 have increased the rate of bank failures
and expectations for further bank failures, requiring the FDIC to make payments for insured deposits from the DIF and prepare for
future payments from the DIF.

During 2009, the FDIC imposed a special deposit insurance assessment on all institutions which it regulates, including the
Bank. This special assessment was imposed due to the need to replenish the DIF, as a result of increased bank failures and expected
future bank failures. In addition, the FDIC required regulated institutions to prepay their fourth quarter 2009, and full year 2010, 2011
and 2012 assessments in December 2009. Any similar, additional measures taken by the FDIC to maintain or replenish the DIF may
have an adverse effect on our financial condition and results of operations.

On February 7, 2011, the FDIC adopted final rules to implement changes required by the Dodd-Frank Act with respect to the
FDIC assessment rules, which became effective April 1, 2011. A depository institution’s deposit insurance assessment is now
calculated based on the institution’s total assets less tangible equity, rather than the previous base of total deposits. While the
Corporation’s FDIC insurance assessments declined during 2011 as a result of this change, the Bank’s FDIC insurance premiums
could increase if the Bank’s asset size increases, if the FDIC raises base assessment rates, or if the FDIC takes other actions to
replenish the DIF.
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Changes in accounting standards and management’s selection of accounting methods, including assumptions and estimates, could
materially affect our financial statements.

From time to time, the SEC and the Financial Accounting Standards Board (FASB) change the financial accounting and
reporting standards that govern the preparation of the Corporation’s financial statements. These changes can be hard to predict and can
materially affect how the Corporation records and reports its financial condition and results of operations. In some cases, the
Corporation could be required to apply a new or revised standard retroactively, resulting in changes to previously reported financial
results, or a cumulative charge to retained earnings. In addition, management is required to use certain assumptions and estimates in
preparing our financial statements, including determining the fair value of certain assets and liabilities, among other items. If the
assumptions or estimates are incorrect, the Corporation may experience unexpected material consequences.

ITEM1B. UNRESOLVED STAFF COMMENTS
The Corporation has no unresolved comments from the SEC staff.

ITEM 2. PROPERTIES

The following describes the location and general character of the principal offices and other materially important physical
properties of the Corporation.

The Corporation owns a building located at Eighth and Main Streets in the business district of West Point, Virginia. The
building, originally constructed in 1923, has three floors totaling 15,000 square feet. This building houses the Bank’s Main Office and
the main office of C&F Investment Services.

The Corporation owns a building located at 3600 LaGrange Parkway in Toano, Virginia. The building was acquired in 2004 and
has 85,000 square feet. Approximately 30,000 square feet were renovated in 2005 in order to house the Bank’s operations center,
which consists of the Bank’s loan, deposit and administrative functions and staff.

The building owned by the Corporation and previously used for the Bank’s deposit operations at Seventh & Main Streets in
West Point, Virginia, which is a 14,000 square foot building remodeled by the Corporation in 1991, has been leased to the Economic
Development Authority of the Town of West Point, Virginia (Development Authority) for the purpose of housing and operating
incubator businesses under the supervision of the Development Authority. The building owned by the Corporation and previously
used for the Bank’s loan operations at Sixth and Main Streets in West Point, Virginia, which is a 5,000 square foot building acquired
and remodeled by the Corporation in 1998, has been retained as back-up facilities for the Toano operations center. Management has
not yet determined the long-term utilization of these properties.

The Corporation owns a building located at 1400 Alverser Drive in Midlothian, Virginia. The building provides space for a
branch office of the Bank and for a C&F Mortgage branch office, as well as C&F Mortgage’s main administrative offices. This two-
story building has 25,000 square feet and was constructed in 2001. Also at the Midlothian location, the Corporation owns an office
condominium that houses a regional commercial lending office.

The Corporation owns 15 other Bank branch locations and leases one Bank branch location and one regional commercial
lending office in Virginia. Rental expense for these leased locations totaled $98,000 for the year ended December 31, 2011.

C&F Mortgage’s Newport News loan production office is located on the second floor of the Bank’s Newport News branch
building. The Corporation has 18 leased loan production offices, 11 in Virginia, three in Maryland, and one each in Delaware, North
Carolina, Pennsylvania and New Jersey, for C&F Mortgage. Rental expense for these leased locations totaled $1.1 million for the year
ended December 31, 2011.

In January 2011, the Corporation entered into a five-year lease agreement with an unrelated third party for approximately 15,000
square feet of office space in Richmond, Virginia, which is being used for C&F Finance’s headquarters and its loan and administrative
functions and staff. The Hampton office of C&F Finance is located on the second floor of the Bank’s Hampton branch building. The
Corporation has two leased offices, one each in Maryland and Tennessee, for C&F Finance. Rental expense for these leased locations
totaled $293,000 for the year ended December 31, 2011.

All of the Corporation’s properties are in good operating condition and are adequate for the Corporation’s present and
anticipated future needs.
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ITEM 3. LEGAL PROCEEDINGS

The Corporation and its subsidiaries may be involved in certain litigation matters arising in the ordinary course of business.
Although the ultimate outcome of these matters cannot be ascertained at this time, and the results of legal proceedings cannot be
predicted with certainty, we believe, based on current knowledge, that the resolution of any such matters arising in the ordinary course
of business will not have a material adverse effect on the Corporation.

As previously disclosed, the FDIC referred to the DOJ an alleged violation of the ECOA and the Fair Housing Act in connection
with certain lending practices of C&F Mortgage, a wholly-owned subsidiary of C&F Bank. On September 30, 2011, C&F Mortgage
entered into a settlement with the DOJ pursuant to a consent order with respect to certain mortgage company practices. While there
has been no factual finding or adjudication with respect to any matter of the alleged violation, C&F Mortgage and the DOJ have
mutually decided to reach a settlement to avoid the burden of litigation and the associated distractions. As part of the consent order,
C&F Mortgage agreed to implement certain policies, procedures and monitoring of its lending practices and to provide a $140,000
settlement fund for borrowers who may have been affected. The results of this settlement did not have a material adverse impact on
the Corporation’s results of operations or financial condition.

ITEM 4. MINE SAFETY DISCLOSURES

Not required.

EXECUTIVE OFFICERS OF THE REGISTRANT

Name (Age) Business Experience
Present Position During Past Five Years
Larry G. Dillon (59) Chairman, President and Chief Executive Officer of the Corporation and the Bank since
Chairman, President and 1989
Chief Executive Officer
Thomas F. Cherry (43) Secretary of the Corporation and the Bank since 2002; Executive Vice President and Chief
Executive Vice President Financial Officer of the Corporation and the Bank since December 2004; Senior Vice
Chief Financial Officer and Secretary President and Chief Financial Officer of the Corporation and the Bank from December
1998 to November 2004
Bryan E. McKernon (55) President and Chief Executive Officer of C&F Mortgage since 1995
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Corporation’s Common Stock is traded on the over-the-counter market and is listed for trading on the NASDAQ Global
Select Market of the NASDAQ Stock Market under the symbol “CFFIL.” As of February 27, 2012, there were approximately 2,200
shareholders of record. As of that date, the closing price of our Common Stock on the NASDAQ Global Select Stock Market was

$31.35. Following are the high and low sales prices as reported by the NASDAQ Stock Market, along with the dividends that were
paid quarterly in 2011 and 2010.

2011 2010
Quarter High Low Dividends High Low Dividends
] PSP $ 2575 $ 2121 $ 025 $ 2136 $ 19.00 $ 0.25
LT 2o TSSOSO 22.68 19.95 0.25 22.69 16.51 0.25
TR e 23.75 19.00 0.25 19.70 17.05 0.25
FOUIN oo, 28.00 20.21 0.26 23.00 17.78 0.25

Payment of dividends is at the discretion of the Corporation’s board of directors and is subject to various federal and state
regulatory limitations. For further information regarding payment of dividends, including restrictions stemming from the
Corporation’s participation in the Capital Purchase Program, refer to Item 1, “Business,” under the heading “Limits on Dividends” and

Item 8, “Financial Statements and Supplementary Data,” under the heading “Note 9: Shareholders’ Equity, Other Comprehensive
Income and Earnings Per Common Share.”

In connection with the Corporation’s sale to the Treasury of its Series A Preferred Stock under the Capital Purchase Program, as
previously described, there were certain limitations on the Corporation’s ability to purchase its Common Stock prior to January 9,
2012. Prior to such time, the Corporation generally could not purchase any of its Common Stock without the consent of the Treasury.
In the fourth quarter of 2011, the Corporation did not purchase any of its Common Stock.
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ITEM 6. SELECTED FINANCIAL DATA
Five Year Financial Summary

(Dollars in thousands, except share and per share

amounts) 2011 2010 2009 2008 2007
Selected Year-End Balances:
TOtal ASSELS ...cvvviveiiviiiree e $ 928,124 $ 904,137 888,430 $ 855657 $ 785,596
Total shareholders’ equity .........ccccovcvvvrvnnnnne. 96,090 92,777 88,876 64,857 65,224
Total 10ans (NEL) ..vevvververivcieiceee e 616,984 606,744 613,004 633,017 585,881
Total deposSitS ....ccvvvvvveieeeerecee e 646,416 625,134 606,630 550,725 527,571
Summary of Operations:
INtErest iNCOME .....covvevveieeiiecee e, $ 73,790 % 69,848 64971 $ 64,130 $ 64,825
INEErest EXPENSE ...ovvivvrverririierieeseiee e 11,881 13,235 15,459 21,395 23,378
Net interest iNCOME.........ovvevvveiiviieiieireeireinens 61,909 56,613 49,512 42,735 41,447
Provision for 10an 10SSeS............cccevveiveeivninnns 14,160 14,959 18,563 13,766 7,130
Net interest income after provision for loan
JOSSES ..oviiveecteeite ettt 47,749 41,654 30,949 28,969 34,317
Noninterest iNCOME ......c.oovvvevviviveeeiiecree e, 27,046 29,700 36,689 25,149 25,878
NoNINterest EXPENSES.......coververerererererseneenns 56,084 60,295 60,167 49,320 48,371
Income before taxes.........coevvveevveevieeiieeiniens 18,711 11,059 7,471 4,798 11,824
INCOME taxX eXPENSE .....ovvveieiriie e 5,735 2,949 1,945 617 3,344
NEt INCOME ...veiiiiiicrecce e 12,976 8,110 5,526 4,181 8,480
Effective dividends on preferred stock........... 1,183 1,149 1,130 — —
Net income available to common
shareholders........ccooovveevievece i, $ 11,793 3 6,961 439% $ 4,181 $ 8,480
Per share:
Earnings per common share—basic...... $ 376 % 2.26 144 % 138 % 2.77
Earnings per common share—
assuming dilution .........cc.ccceeerveennn, 3.72 2.24 1.44 1.37 2.67
Dividends.........ccovevveiieiieiieiececie s 1.01 1.00 1.06 1.24 1.24
Weighted average number of shares—
assuming dilution.........cccceevevvevceeicnenennn, 3,172,277 3,103,469 3,048,491 3,058,274 3,181,445
Significant Ratios:
Return on average assets .........cccceeveeiiereerinens 1.30% 0.78% 0.50% 0.51% 1.13%
Return on average common equity................. 14.86 9.74 6.60 6.39 13.03
Dividend payout ratio — common shares......... 26.86 44.25 73.48 89.79 44.45
Average common equity to average assets..... 8.75 8.01 7.61 7.98 8.69
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ITEM?7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Cautionary Statement Regarding Forward-Looking Statements

This report contains statements concerning the Corporation’s expectations, plans, objectives, future financial performance and
other statements that are not historical facts. These statements may constitute “forward-looking statements” as defined by federal
securities laws and may include, but are not limited to, statements regarding profitability, liquidity, the Corporation’s and each
business segment’s loan portfolio, allowance for loan losses, trends regarding the provision for loan losses, trends regarding net loan
charge-offs, trends regarding levels of nonperforming assets and troubled debt restructurings and expenses associated with
nonperforming assets, provision for indemnification losses and the effect of the Corporation’s settlement agreement with regard to
indemnification obligations, levels of noninterest income and expense, interest rates and yields, interest rate sensitivity, market risk,
regulatory developments, capital requirements, growth strategy and financial and other goals. These statements may address issues
that involve estimates and assumptions made by management and risks and uncertainties. Actual results could differ materially from
historical results or those anticipated by such statements. Factors that could have a material adverse effect on the operations and future
prospects of the Corporation include, but are not limited to, changes in:

e interest rates
< general business conditions, as well as conditions within the financial markets
« general economic conditions, including unemployment levels

» the legislative/regulatory climate, including the Dodd-Frank Act and regulations promulgated thereunder and the effect of
restrictions imposed on us as a participant in the CPP

< monetary and fiscal policies of the U.S. Government, including policies of the Treasury and the Federal Reserve Board

« the value of securities held in the Corporation’s investment portfolios

« the quality or composition of the loan portfolios and the value of the collateral securing those loans

e the inventory level and pricing of used automobiles

« the level of net charge-offs on loans and the adequacy of our allowance for loan losses

« the level of indemnification losses related to mortgage loans sold

e demand for loan products

e deposit flows

« the strength of the Corporation’s counterparties

e competition from both banks and non-banks

« demand for financial services in the Corporation’s market area

e technology

» reliance on third parties for key services

« the commercial and residential real estate markets

< demand in the secondary residential mortgage loan markets

» the Corporation’s expansion and technology initiatives

e accounting principles, policies and guidelines

These risks are exacerbated by the turbulence over the past several years in the global and United States financial markets.

Continued weakness in the global and United States financial markets could further affect the Corporation’s performance, both
directly by affecting the Corporation’s revenues and the value of its assets and liabilities, and indirectly by affecting the Corporation’s
counterparties and the economy in general. While there are some signs of improvement in the economic environment, there was a
prolonged period of volatility and disruption in the markets, and unemployment has risen to, and remains at, high levels. There can be

no assurance that these unprecedented developments will not continue to materially and adversely affect our business, financial
condition and results of operations, as well as our ability to raise capital for liquidity and business purposes.

Although the Corporation had, and continues to have, diverse sources of liquidity and its capital ratios exceeded, and continue to
exceed, the minimum levels required for well-capitalized status, the Corporation issued and sold its Series A Preferred Stock and
Warrant for a $20.0 million investment from the United States Department of the Treasury under the Capital Purchase Program on
January 9, 2009. On July 27, 2011, the Corporation redeemed $10.0 million, or 50 percent, of its Series A Preferred Stock. The funds
for this redemption were provided by existing financial resources of the Corporation.
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Our ability to engage in routine funding transactions could be adversely affected by the actions and commercial soundness of
other financial institutions. Financial services institutions are interrelated as a result of trading, clearing, counterparty or other
relationships, and we routinely execute transactions with counterparties in the financial industry, including brokers and dealers,
commercial banks, and other institutions. As a result, defaults by, or even rumors or questions about defaults by, one or more financial
services institutions, or the financial services industry generally, could create another market-wide liquidity crisis similar to that
experienced in late 2008 and early 2009 and could lead to losses or defaults by us or by other institutions. There is no assurance that
any such losses would not materially adversely affect the Corporation’s results of operations.

There can be no assurance that the actions taken by the federal government and regulatory agencies will stabilize the United
States financial system or alleviate the industry or economic factors that may adversely affect the Corporation’s business and financial
performance. Further, many aspects of the Dodd-Frank Act remain subject to rulemaking and will take effect over several years,
making it difficult to anticipate the overall effect on the Corporation’s business and financial performance.

These risks and uncertainties should be considered in evaluating the forward-looking statements contained herein. We caution
readers not to place undue reliance on those statements, which speak only as of the date of this report.

The following discussion supplements and provides information about the major components of the results of operations,
financial condition, liquidity and capital resources of the Corporation. This discussion and analysis should be read in conjunction with
the accompanying consolidated financial statements.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements requires us to make estimates and assumptions. Those accounting policies with the
greatest uncertainty and that require our most difficult, subjective or complex judgments affecting the application of these policies,
and the likelihood that materially different amounts would be reported under different conditions, or using different assumptions, are
described below.

Allowance for Loan Losses: We establish the allowance for loan losses through charges to earnings in the form of a provision
for loan losses. Loan losses are charged against the allowance when we believe that the collection of the principal is unlikely.
Subsequent recoveries of losses previously charged against the allowance are credited to the allowance. The allowance represents an
amount that, in our judgment, will be adequate to absorb any losses on existing loans that may become uncollectible. Our judgment in
determining the level of the allowance is based on evaluations of the collectibility of loans while taking into consideration such factors
as trends in delinquencies and charge-offs, changes in the nature and volume of the loan portfolio, current economic conditions that
may affect a borrower’s ability to repay and the value of collateral, overall portfolio quality and review of specific potential losses.
This evaluation is inherently subjective because it requires estimates that are susceptible to significant revision as more information
becomes available. For more information see the section titled “Asset Quality” within Item 7.

Allowance for Indemnifications: The allowance for indemnifications is established through charges to earnings in the form of
a provision for indemnifications, which is included in other noninterest expenses. A loss is charged against the allowance for
indemnifications under certain conditions when a purchaser of a loan (investor) sold by C&F Mortgage incurs a loss due to borrower
misrepresentation, fraud, early default, or underwriting error. The allowance represents an amount that, in management’s judgment,
will be adequate to absorb any losses arising from indemnification requests. Management’s judgment in determining the level of the
allowance is based on the volume of loans sold, current economic conditions and information provided by investors. This evaluation is
inherently subjective, as it requires estimates that are susceptible to significant revision as more information becomes available.

Impairment of Loans: We consider a loan impaired when it is probable that the Corporation will be unable to collect all
interest and principal payments as scheduled in the loan agreement. We do not consider a loan impaired during a period of delay in
payment if we expect the ultimate collection of all amounts due. We measure impairment on a loan-by-loan basis for commercial,
construction and residential loans in excess of $500,000 by either the present value of expected future cash flows discounted at the
loan’s effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent.
Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. We maintain a valuation allowance to
the extent that the measure of the impaired loan is less than the recorded investment. Troubled debt restructurings (TDRs) are also
considered impaired loans, even if the loan balance is less than $500,000. A TDR occurs when we agree to significantly modify the
original terms of a loan due to the deterioration in the financial condition of the borrower. For more information see the section titled
“Asset Quality” within Item 7.

Impairment of Securities: Impairment of securities occurs when the fair value of a security is less than its amortized cost. For
debt securities, impairment is considered other-than-temporary and recognized in its entirety in net income if either (i) we intend to
sell the security or (ii) it is more-likely-than-not that we will be required to sell the security before recovery of its amortized cost basis.
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If, however, we do not intend to sell the security and it is not more-likely-than-not that we will be required to sell the security before
recovery, we must determine what portion of the impairment is attributable to a credit loss, which occurs when the amortized cost
basis of the security exceeds the present value of the cash flows expected to be collected from the security. If there is no credit loss,
there is no other-than-temporary impairment. If there is a credit loss, other-than-temporary impairment exists, and the credit loss must
be recognized in net income and the remaining portion of impairment must be recognized in other comprehensive income. For equity
securities, impairment is considered to be other-than-temporary based on our ability and intent to hold the investment until a recovery
of fair value. Other-than-temporary impairment of an equity security results in a write-down that must be included in net income. We
regularly review each investment security for other-than-temporary impairment based on criteria that includes the extent to which cost
exceeds market price, the duration of that market decline, the financial health of and specific prospects for the issuer, our best estimate
of the present value of cash flows expected to be collected from debt securities, our intention with regard to holding the security to
maturity and the likelihood that we would be required to sell the security before recovery.

Other Real Estate Owned (OREO): Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially
recorded at the lower of the loan balance or the fair value less costs to sell at the date of foreclosure. Subsequent to foreclosure,
management periodically performs valuations of the foreclosed assets based on updated appraisals, general market conditions, recent
sales of like properties, length of time the properties have been held, and our ability and intention with regard to continued ownership
of the properties. The Corporation may incur additional write-downs of foreclosed assets to fair value less costs to sell if valuations
indicate a further other-than-temporary deterioration in market conditions.

Goodwill: Goodwill is no longer subject to amortization over its estimated useful life. In assessing the recoverability of the
Corporation’s goodwill, all of which was recognized in connection with the Bank’s acquisition of C&F Finance Company in
September 2002, we must make assumptions in order to determine the fair value of the respective assets. Major assumptions used in
determining impairment were increases in future income, sales multiples in determining terminal value and the discount rate applied to
future cash flows. As part of the impairment test, we performed a sensitivity analysis by increasing the discount rate, lowering sales
multiples and reducing increases in future income. We completed the annual test for impairment during the fourth quarter of 2011 and
determined there was no impairment to be recognized in 2011. With the adoption of Accounting Standards Update 2011-08,
Intangible-Goodwill and Other-Testing Goodwill for Impairment, in 2012, the Corporation will no longer be required to complete a
test for impairment unless, based on an assessment of qualitative factors related to goodwill, we determine that it is more likely than
not that the fair value of C&F Finance Company is less than its carrying amount. If the likelihood of impairment is more than 50
percent, the Corporation will perform a test for impairment and we may be required to record impairment charges.

Retirement Plan: The Bank maintains a non-contributory, defined benefit pension plan for eligible full-time employees as
specified by the plan. Plan assets, which consist primarily of mutual funds invested in marketable equity securities and corporate and
government fixed income securities, are valued using market quotations. The Bank’s actuary determines plan obligations and annual
pension expense using a number of key assumptions. Key assumptions may include the discount rate, the interest crediting rate, the
estimated future return on plan assets and the anticipated rate of future salary increases. Changes in these assumptions in the future, if
any, or in the method under which benefits are calculated may impact pension assets, liabilities or expense.

Derivative Financial Instruments: The Corporation recognizes derivative financial instruments at fair value as either an other
asset or other liability in the consolidated balance sheet. The derivative financial instruments have been designated as and qualify as
cash flow hedges. The effective portion of the gain or loss on the cash flow hedges is reported as a component of other
comprehensive income, net of deferred taxes, and reclassified into earnings in the same period or periods during which the hedged
transaction affects earnings.

Accounting for Income Taxes: Determining the Corporation’s effective tax rate requires judgment. In the ordinary course of
business, there are transactions and calculations for which the ultimate tax outcomes are uncertain. In addition, the Corporation’s tax
returns are subject to audit by various tax authorities. Although we believe that the estimates are reasonable, no assurance can be given
that the final tax outcome will not be materially different than that which is reflected in the income tax provision and accrual.

For further information concerning accounting policies, refer to Item 8, “Financial Statements and Supplementary Data,” under
the heading “Note 1: Summary of Significant Accounting Policies.”

OVERVIEW

Our primary financial goals are to maximize the Corporation’s earnings and to deploy capital in profitable growth initiatives that
will enhance long-term shareholder value. We track three primary financial performance measures in order to assess the level of
success in achieving these goals: (i) return on average assets (ROA), (ii) return on average common equity (ROE), and (iii) growth in
earnings. In addition to these financial performance measures, we track the performance of the Corporation’s three principal business
activities: retail banking, mortgage banking, and consumer finance. We also actively manage our capital through growth and
dividends, while considering the need to maintain a strong regulatory capital position.
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Financial Performance Measures

Net income for the Corporation was $13.0 million in 2011, compared with net income of $8.1 million in 2010. Net income
available to common shareholders for 2011 was $11.8 million, or $3.72 per common share assuming dilution, compared with $7.0
million, or $2.24 per common share assuming dilution for 2010. The difference between reported net income and net income available
to common shareholders is a result of the Series A Preferred Stock dividends and accretion of the discount related to the Corporation’s
participation in the Capital Purchase Program. The financial results for 2011 were affected by (1) the strong earnings in the Consumer
Finance segment, which continues to benefit from substantial loan growth, robust automobile demand, low net charge-offs and the
current low interest rate environment, (2) increased profitability in the Mortgage Banking segment, which benefited from lower
provisions for indemnification losses and lower production-based compensation during 2011, with an offsetting volume-based decline
in gains on sales of loans, and (3) a small net loss in the Retail Banking segment, which has incurred a decline in loans to non-
affiliates due to weak loan demand in the current economic environment and increased competition for the limited loan demand that
exists, continuing elevated loan loss provisions, higher personnel costs and higher expenses for technology investments. See
“Principal Business Activities” below for additional discussion.

The Corporation’s ROE and ROA were 14.86 percent and 1.30 percent, respectively, for the year ended December 31, 2011,
compared to 9.74 percent and 0.78 percent for the year ended December 31, 2010. The increase in these ratios during 2011 was
primarily due to the performance of the Consumer Finance and Mortgage Banking segments, while the Retail Banking segment
continues to be negatively affected by the challenging economic environment and issues facing the financial services industry in
general. See “Principal Business Activities” below for additional information.

While management believes that the Corporation is well positioned to see continued strong earnings in 2012, the following
factors could influence the Corporation’s financial performance in 2012:

¢ Retail Banking: Managing the continuing risks inherent in our loan portfolio and expenses associated with nonperforming
assets will once again influence the Bank’s performance during 2012. General economic trends in the Bank’s markets will
continue to affect the quality of the loan portfolio and our provision for loan losses, as well as the amount of our
nonperforming assets. We expect to continue to see elevated expenses associated with properties that the Bank has already
taken possession of and from future foreclosures. We do not expect significant loan growth in the loan portfolio due to the
current economic environment. Further actions that may be taken by the federal government to restrict or control pricing
on products offered by banks may affect the Bank’s noninterest income during 2012. Increases in noninterest expense are
expected as a result of the increased cost associated with managing the ever increasing complexity of routine compliance,
regulatory and asset quality issues.

« Mortgage Banking: We expect the ongoing effects of lower demand for home mortgage loans resulting from reduced
demand in both the new and resale housing markets to influence the origination volume at C&F Mortgage. While
continued low interest rates may spur activity in 2012, the continued decline in housing market values, coupled with the
availability of fewer mortgage loan products and tighter underwriting guidelines, will temper demand for home mortgage
loans. Any rise in interest rates would ultimately reduce refinancing activity and potentially new and resale home
purchases, thus reducing loan originations. In addition, C&F Mortgage will be affected during 2012 and beyond by the
reforms to mortgage lending encompassed by the Dodd-Frank Act’s broad new restrictions on lending practices and loan
terms. Compliance with the requirements of the Dodd-Frank Act may require substantial changes to mortgage lending
systems and processes and other implementation efforts due to the heightened federal regulation.

e Consumer Finance: With the expectation that short-term interest rates will remain low, C&F Finance should generate
strong operating results in 2012 because a significant portion of its funding is indexed to short-term interest rates. While
delinquencies and charge-offs remain low entering 2012, the ongoing effects of the recent economic recession, including
sustained unemployment levels, may result in more delinquencies and repossessions at C&F Finance. The general
availability of consumer credit or other factors that affect consumer confidence or disposable income could increase loan
defaults and may be accompanied by decreased consumer demand for automobiles and declining values of automobiles
securing outstanding loans, which weakens collateral coverage and increases the amount of loss in the event of default.
During 2008 and 2009, there was a significant contraction in the number of institutions providing automobile financing
for the non-prime market. This contraction accompanied the economic downturn and the overall tightening of credit. As
these issues have abated, institutions with access to capital have begun to re-enter the market. As a result, we expect
intensified competition for loans and qualified personnel, which may affect loan pricing strategies to grow market share
and personnel costs at C&F Finance during 2012.
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Principal Business Activities

An overview of the financial results for each of the Corporation’s principal segments is presented below. A more detailed
discussion is included in the section “Results of Operations.”

Retail Banking: C&F Bank reported a net loss of $432,000 for the year ended December 31, 2011, compared to a net loss of
$1.5 million for the year ended December 31, 2010. The improvement in financial results for 2011, as compared to 2010, resulted
from an increase in activity-based interchange income, lower loan loss provisions and lower expenses associated with write-downs
and holding costs of foreclosed properties and FDIC insurance premiums. Offsetting these positive factors were the negative effects of
the following: (1) a decline in average loans to non-affiliates resulting from weak demand in the current economic environment,
intensified competition for loans in our markets, loan charge-offs and transfers of loans to foreclosed properties and (2) higher
occupancy expenses associated with depreciation and maintenance of technology investments related to expanding the banking
products we offer to our customers and to improving our operational efficiency and security.

C&F Bank’s average non-affiliate loan portfolio has declined to $406.1 million for 2011 from $430.0 million for 2010. In the
coming months, it will be challenging to maintain the Retail Banking segment’s net interest margin at its current level if funds
obtained from loan repayments and from deposit growth cannot be fully used to originate new loans and instead are reinvested in
lower-yielding earning assets, and if the reduction in earning asset yields exceeds interest rate declines in interest-bearing liabilities.

The Bank’s nonperforming assets were $16.1 million at December 31, 2011, compared to $18.1 million at December 31, 2010.
Nonperforming assets at December 31, 2011 included $10.0 million in nonaccrual loans, compared to $7.8 million at December 31,
2010, and $6.1 million in foreclosed properties, compared to $10.3 million at December 31, 2010. TDRs were $17.1 million at
December 31, 2011, of which $8.4 million were included in nonaccrual loans, compared to $9.8 million at December 31, 2010, of
which $402,000 were included in nonaccrual loans. The increase in TDRs reflects our efforts to work with our borrowers who are
experiencing financial difficulties. Nonaccrual loans primarily consist of loans for residential real estate secured by residential
properties and commercial loans secured by non-residential properties. Specific reserves of $2.2 million have been established for
nonaccrual loans as of December, 2011. Management believes it has provided adequate loan loss reserves for all of the Retail Banking
segment’s loans. Foreclosed properties at December 31, 2011 consist of both residential and non-residential properties These
properties have been written down to their estimated fair values less selling costs. The decline in foreclosed properties since December
31, 2010 resulted from sales of foreclosed properties as the Corporation focused efforts on improving asset quality.

Mortgage Banking: C&F Mortgage reported net income of $1.3 million for the year ended December 31, 2011, compared to
$782,000 for the year ended December 31, 2010. The improvement in financial results for 2011, as compared to the same period in
2010, was primarily attributable to a decrease in the provision for indemnification losses, offset in part by the effect of lower loan
originations on gains on sales of loans. During the second quarter of 2010, C&F Mortgage entered into an agreement with one of its
largest investors that resolved all known and unknown indemnification obligations for loans sold to that investor prior to 2010. As
expected, with this agreement in place, there was a reduction in indemnification expense of $2.9 million in 2011. Also, contributing to
the improvement in net income was lower production-based compensation for the year ended December 31, 2011, compared to the
same period in 2010.

Loan origination volume for the year ended December 31, 2011 decreased to $616.4 million from $748.3 million for the year
ended December 31, 2010. During 2011, the amount of loan originations for refinancings and new and resale home purchases were
$184.9 million and $431.5 million, respectively, compared to $254.4 million and $493.9 million, respectively, during 2010. The
decline in origination volume is largely a result of continued overall weakness in the housing market due to the challenging economic
conditions and housing market value declines, as well as the expiration of the homebuyer tax credits, which were available during the
first half of 2010. Lower loan originations in 2011 resulted in a decline in gains on sales of loans, which were $16.1 million for the
year ended December 31, 2011, compared to $18.6 million for the year ended December 31, 2010.

In addition to the decline in gains on sales of loans, C&F Mortgage’s earnings for 2011 were negatively affected by an increase
in non-production salaries expense in order to manage the increasingly complex regulatory environment.

Consumer Finance: C&F Finance reported net income of $12.6 million for the year ended December 31, 2011, compared to
$9.4 million for the year ended December 31, 2010. The increase in financial results for 2011, as compared to the same period in
2010, included the effects of the following: (1) an increase in average loans outstanding of 15.9 percent from 2010 to 2011, (2) the
sustained low cost of the consumer finance segment’s variable-rate borrowings, and (3) a decrease of $625,000 in the provision for
loan losses. The reduction in the provision for loan losses during 2011 was attributable to lower net charge-offs, which resulted from
prudent underwriting criteria, effective collection processes and higher recovery rates on the sale of repossessed vehicles. These items
were partially offset by (1) an increase in compensation costs of $650,000 during 2011, which was a result of an increase in the
number of personnel to manage the growth in loans outstanding, as well as higher variable compensation resulting from increased
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profitability, loan growth and portfolio performance and (2) higher occupancy expenses associated with the relocation of C&F
Finance’s headquarters to a larger facility and depreciation and maintenance of technology investments to support growth.

The allowance for loan losses as a percentage of loans increased to 7.94 percent at December 31, 2011, compared to 7.90
percent at December 31, 2010. Management believes that the current allowance for loan losses is adequate to absorb probable losses in
the loan portfolio.

Other and Eliminations: The net loss for this combined segment was $533,000 for the year ended December 31, 2011,
compared to a net loss of $580,000 for the year ended December 31, 2010. Revenue and expense of this combined segment include
the results of operations of our investment, insurance and title subsidiaries, interest expense associated with the Corporation’s trust
preferred capital notes, other general corporate expenses and the effects of intercompany eliminations.

Capital Management

Total shareholders’ equity was $96.1 million at December 31, 2011, compared to $92.8 million at December 31, 2010. Capital
growth resulted from earnings for the year ended December 31, 2011, offset to a large extent by the redemption of 50 percent, or
$10.0 million, of the Series A Preferred Stock issued under the CPP, as described below, and dividends. Capital also included a $3.3
million net increase in other comprehensive income.

The capital and liquidity positions of the Corporation remain strong. Capital has continued to grow during 2011 and exceeds
current regulatory capital standards for being well-capitalized. While the Corporation continues to participate in the CPP, on July 27,
2011, it completed the redemption of $10.0 million, or 50 percent, of the $20.0 million of preferred shares issued under the CPP. The
funds for this redemption were provided by existing financial resources of the Corporation, and because no new capital was issued,
there was no dilution to the Corporation’s common shareholders as a result of the redemption. As a result of this redemption, preferred
stock dividends will be reduced annually by $500,000. Our goal is to exit the CPP, subject to regulatory approval, in a timely and non-
dilutive manner through the redemption of the remaining Series A Preferred Stock. We will, however, continue to assess our ongoing
participation in the CPP based upon the economic and regulatory environment and our capital levels.

We also manage capital through dividends to the Corporation’s shareholders. The Corporation’s board of directors continued
its policy of paying dividends in 2011 and increased the quarterly dividend in the fourth quarter of 2011 to 26 cents per share, which
was a four percent increase over the 25 cents per common share for each of the first three quarters of 2011 and the four quarters of
2010. The dividend payout ratio was 26.9 percent of net income available to common shareholders for the year ended December 31,
2011. The board of directors continues to evaluate our dividend payout in light of changes in economic conditions, our capital levels
and our expected future levels of earnings.
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RESULTS OF OPERATIONS

NET INTEREST INCOME

The following table shows the average balance sheets for each of the years ended December 31, 2011, 2010 and 2009. The table
also shows the amounts of interest earned on earning assets, with related yields, and interest expense on interest-bearing liabilities,
with related rates. Loans include loans held for sale. Loans placed on a nonaccrual status are included in the balances and are included
in the computation of yields, but had no material effect. Interest on tax-exempt loans and securities is presented on a taxable-
equivalent basis (which converts the income on loans and investments for which no income taxes are paid to the equivalent yield as if
income taxes were paid using the federal corporate income tax rate of 34 percent in all three years presented).

TABLE 1: Average Balances, Income and Expense, Yields and Rates

2011 2010 2009
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
(Dollars in thousands) Balance Expense Rate Balance Expense Rate Balance Expense Rate
Assets
Securities:
Taxable.....ccccveviniieeceeees $ 19366 $ 314 1.62% $ 20531 $ 383 187% $ 15839 $ 549 3.46%
TaX-EXEMPL ..o 118,984 7,362 6.19 105,526 6,786 6.43 98,596 6,502 6.59
Total SECUTItIES ...cvvvveeeeeereeieeene 138,350 7,676 5.55 126,057 7,169 5.69 114,435 7,051 6.16
L0@NS, NEL ... 683,648 68,630 10.04 684,667 65,003 9.49 694,760 60,179 8.66
Interest-bearing deposits in other banks and
Fed funds sold..........cccceeienininnniires 19,863 46 0.23 11,628 43 0.37 3,936 6 0.15
Total earning assets.........c.coceeeereeeveennn 841,861 76,352 9.07 822,352 72,215 8.78 813,131 67,236 8.27
Allowance for loan losses.... (30,652) (25,893) (21,615)
Total non-earning assets ... . 95,048 95,431 84,457
TOMAl SSEIS oo 3 906,257 S 891890 3 875,973
Liabilities and Shareholders’ Equity
Time and savings deposits:
Interest-bearing deposits...........c.cce..... $ 109,314 552 051% $ 95,005 537 057% $ 86,478 640 0.74%
Money market deposit accounts . . 77,882 507 0.65 64,085 563 0.88 66,562 1,027 1.54
Savings acCoUNtS.......ccccovvvreeeeeeererernnas 42,083 43 0.10 41,685 42 0.10 41,449 44 0.11
Certificates of deposit, $100 thousand
OF MOTE ..ot 135,307 2,684 1.98 142,918 3,161 2.21 119,246 3,433 2.88
Other certificates of deposit................. 172,675 3,217 1.86 178,569 3,935 2.20 176,657 5,174 2.93
Total time and savings deposits........... 537,261 7,003 1.30 522,262 8,238 1.58 490,392 10,318 2.10
BOrrowWiINgs.....cccvvvveieeneieieisirnenne . 159,710 4,878 3.05 167,984 4,997 2.97 191,201 5,141 2.69
Total interest-bearing liabilities........... 696,971 11,881 1.70 690,246 13,235 1.92 681,593 15,459 2.27
Demand deposits...........coceernniiieciieneninens 93,912 89,430 85,811
Other liabilities. .......ccovvveinireeeeeereene 20,410 20,776 _ 22,378
Total liabilitieS .......cceevveevieeceieres 811,293 800,452 789,782
Shareholders” equUIty .........cccoorveeniniincceens 94,964 91,438 86,191
Total liabilities and shareholders’
BOUILY oot $ 906,257 $ 891,890 $ 875,973
Net interest iNCOME .........ccceureerniiiniicicieeas $ 64471 $ 58980 $ 51,777
Interest rate spread 7.37% 6.86 % 6.00 %
Interest expense to average earning assets ...... 1.41% 1.61 % 1.90 %
Net interest Margin.........coccceevevveveierernrseennns 7.66 % 717 % 6.37 %

Interest income and expense are affected by fluctuations in interest rates, by changes in the volume of earning assets and
interest-bearing liabilities, and by the interaction of rate and volume factors. The following table shows the direct causes of the year-
to-year changes in the components of net interest income on a taxable-equivalent basis. We calculated the rate and volume variances
using a formula prescribed by the SEC. Rate/volume variances, the third element in the calculation, are not shown separately in the
table, but are allocated to the rate and volume variances in proportion to the relationship of the absolute dollar amounts of the change
in each.
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TABLE 2: Rate-Volume Recap

2011 from 2010 2010 from 2009
IncreasDe (Dtecrease) Total Increalsje (Dtecrease) Total
ueto Increase ueto Increase
(Dollars in thousands) Rate Volume (Decrease) Rate Volume (Decrease)
Interest income:
LLOBNS ..ot $ 3,724 % @7 $ 3627 $ 5710 $ (886) $ 4,824
Securities:
TAXADIE ..., (21) (48) (69) (299) 133 (166)
TaX-EXEMPL .t (282) 858 576 (165) 449 284
Interest-bearing deposits in other banks and Fed funds sold (12) 15 3 15 22 37
Total INtErest INCOME.......cceiiirieeee e, 3,409 728 4,137 5,261 (282) 4,979
Interest expense:
Time and savings deposits:
Interest-bearing deposits ............cocoviciirisiiese (62) 77 15 (161) 58 (103)
Money market deposit accounts ...... (163) 107 (56) (427) 37 (464)
SAVINGS ACCOUNES .....vveieeieieieeee s 1 — 1 %) — )
Certificates of deposit, $100 thousand or more.............ccccocoevvennns (315) (162) 477) (881) 609 (272)
Other certificates of depOSIt.........ccccoeeirrirriiiniirre e (592) (126) (718) (1,295) 56 (1,239)
Total time and savings AePOSILS ........cccevrvruririerereririsee s, (1,131) (104) (1,235) (2,766) 686 (2,080)
210 101171 o RSP 129 (248) (119) 516 (660) (144)
Total INTEreSt EXPENSE.....c.cuvvririririirirereie et (1,002) (352) (1,354) (2,250) 26 (2,224)
Change in net interest income $ 4411 $ 1,080 $ 5491 $ 7511 % (308) $ 7,203

2011 Compared to 2010

Net interest income, on a taxable-equivalent basis, was $64.5 million for the year ended December 31, 2011, compared to $59.0
million for the year ended December 31, 2010. The higher net interest income during 2011, as compared to the same period of 2010,
resulted from a 49 basis point increase in net interest margin to 7.66 percent, coupled with a 2.4 percent increase in average earning
assets. The increase in net interest margin was principally a result of an increase in the yield on loans and a decrease in the rates paid
on money market and time deposits, partially offset by a lower yield on securities. The increase in the yield on loans was primarily a
result of a change in the mix of loans whereby lower yielding average loans at the Retail Banking and Mortgage Banking segments
declined and higher yielding average loans at the Consumer Finance segment increased. The decrease in rates paid on money market
and time deposits was primarily a result of a reduction in interest rates paid on money market deposit accounts resulting from the
sustained low interest rate environment, and the repricing of higher rate certificates of deposit as they matured to lower rates. In
addition, the mix in interest-bearing deposits has shifted to shorter-term interest-bearing and money market deposit accounts. The
decline in the yield on securities resulted from purchases of securities with lower yields in the current low interest rate environment.
The average interest rate paid on borrowings increased 8 basis points during 2011, as compared to the same period in 2010, due to the
effects of changes in the mix of borrowings to less dependence on lower-cost short-term borrowings, which occurred as a result of
deposit growth, and the effects of a 25 basis point increase in July 2010 in the rate on our variable-rate revolving line of credit.

Average loans, which includes both loans held for investment and loans held for sale, decreased slightly to $683.6 million for
the year ended December 31, 2011 from $684.7 million for the year ended December 31, 2010. A portion of the decrease occurred in
the Mortgage Banking segment’s portfolio of loans held for sale, the average balance of which declined $9.8 million during 2011.
This decline is indicative of the lower loan production due to continued overall weakness in the housing market, housing market value
declines, and the expiration of the homebuyer tax credits that boosted loan demand during the first half of 2010. In total, average loans
to non-affiliates held for investment increased $8.8 million during 2011. However, the Retail Banking and Mortgage Banking
segments’ portfolio of average loans held for investment decreased $23.9 million during 2011. Loan production at the Retail Banking
segment has been negatively affected by weak demand for new loans and loan originations during 2011 did not keep pace with
payments on existing loans, charge-offs and transfers to foreclosed properties. The declines in average loans at the Retail Banking
segment have been substantially offset by increases in the Consumer Finance segment’s average loan portfolio, which increased $32.7
during 2011. This increase resulted from robust demand in existing and new markets.

The overall yield on average loans increased 55 basis points to 10.04 percent for the year ended December 31, 2011, when
compared to the same period in 2010, principally as a result of the shift in the mix of the portfolio from lower-yielding loans held in
our Retail Banking and Mortgage Banking segments to higher yielding loans in our Consumer Finance segment.

Average securities available for sale increased $12.3 million for the year ended December 31, 2011, when compared to the
same period in 2010. The increase in securities available for sale occurred predominantly in the Retail Banking segment’s municipal
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bond portfolio in conjunction with the strategy to increase the investment portfolio as a percentage of total assets. This strategy is
based on the investment portfolio’s role in managing interest rate sensitivity, providing liquidity and serving as an additional source of
interest income. The funding for this strategy has come from the growth in deposits, coupled with reduced loan demand in the Retail
Banking segment. The lower yield on the available-for-sale securities portfolio during 2011, compared to the same period in 2010,
resulted from the calls and maturities of higher-yielding securities and purchases of lower-yielding securities in the current low
interest rate environment, as well as purchases of shorter-term securities with lower yields during 2011.

Average interest-bearing deposits in other banks and Federal funds sold increased $8.2 million for the year ended December 31,
2011, when compared to the same period in 2010, as a result of excess liquidity provided by growth in the Corporation’s deposit
portfolio, coupled with reduced loan demand at the Retail Banking and Mortgage Banking segments. The average yield on these
overnight funds of 23 basis points during 2011 is a result of the continuing low interest rate environment.

Average interest-bearing time and savings deposits increased $15.0 million for the year ended December 31, 2011, compared to
the same period in 2010, mainly due to higher deposit balances from municipal customers. In addition, the mix in interest-bearing
deposits has shifted to shorter-term interest-bearing and money market deposit accounts from longer-term certificates of deposits,
which allows depositors greater flexibility for funds management and investing decisions. The average cost of deposits declined 28
basis points for the year ended December 31, 2011, compared to the same period in 2010, because time deposits that matured
throughout 2010 and into 2011 repriced at lower interest rates or were not renewed, interest rates paid on money market deposit
accounts were reduced as a result of the sustained low interest rate environment, and the balances of shorter-term interest-bearing
deposits, which pay a lower interest rate, increased.

Average borrowings decreased $8.3 million for the year ended December 31, 2011, compared to the same period in 2010. This
decrease was attributable to reduced funding needs as the growth in average earning assets has primarily been met through the growth
in average deposits. The average cost of borrowings increased 8 basis points for the year ended December 31, 2011, compared to the
same period in 2010, as a result of a change in the composition of borrowings, which occurred as lower-cost short-term variable-rate
borrowings have been repaid with excess liquidity provided by lower loan demand and deposit growth. Further contributing to the
increase in the average cost of borrowings during 2011 was a 25 basis point increase in July 2010 in the Consumer Finance segment’s
variable-rate revolving line of credit.

It will be challenging to maintain the Retail Banking segment’s net interest margin at its current level if funds obtained from
loan repayments and from deposit growth cannot be fully used to originate new loans and instead are reinvested in lower-yielding
earning assets, and if the reduction in earning asset yields exceeds interest rate declines in interest-bearing liabilities. With the
expectation that short-term interest rates will not change significantly during 2012 and the current low rate environment will be
relatively unchanged, the net interest margin at the Consumer Finance segment will be most affected by competition from institutions
re-entering the automobile financing market and the resulting loan pricing strategies used to grow market share.

2010 Compared to 2009

Net interest income, on a taxable-equivalent basis, for the year ended December 31, 2010 was $59.0 million, compared to $51.8
million for 2009. The higher net interest income resulted from a 80 basis point increase in net interest margin coupled with a 1.1
percent increase in average earning assets for 2010 compared to 2009. The increase in net interest margin was principally a result of
an increase in the yield on loans and a decrease in the rates paid on time and savings deposits partially offset by an increase in the rates
paid on borrowings. The increase in the yield on loans was primarily a result of the changing mix of loans resulting from a decrease in
lower yielding average loans at the Retail Banking and Mortgage Banking segments and an increase in the higher yielding loans at the
Consumer Finance segment. In addition, an increase in the yields on loans at the Retail Banking segment resulted from the repricing
of loans and implementation of interest rate floors on loans at renewal. The decrease in rates paid on time and savings deposits was
primarily a result of a reduction in interest paid on interest bearing deposits and money market deposit accounts, resulting from the
sustained low interest rate environment and the repricing of higher rate certificates of deposit as they matured. The increase in rates
paid on borrowings was a result of the change in the mix of borrowings with a decline in average lower cost short-term borrowings
primarily a result of deposit growth, as well as the effect of a 25 basis point increase in our variable rate revolving line of credit
beginning in July 2010.

Average loans, which includes both loans held for investment and loans held for sale, decreased $10.1 million to $684.7 million
in 2010 from $694.8 million in 2009.

Average loans held for investment decreased $5.7 million during 2010 compared to 2009. The Retail Banking segment’s
portfolio of average loans to non-affiliates held for investment decreased $31.8 million in 2010, compared to 2009, primarily as
current economic conditions reduced loan demand and caused an increase in loan charge-offs and foreclosures. Despite the reduction
in average loans, the Retail Banking segment was able to increase its yield for 2010, compared to 2009, through increases in interest
rates and the implementation of interest rate floors on new or renewing adjustable rate loans in the latter half of 2009 and throughout
2010. The Consumer Finance segment’s portfolio of average loans held for investment increased $26.8 million during 2010, compared
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to 2009, as a result of robust demand in existing and new markets. The Consumer Finance segment’s loans are typically higher
yielding than other loans in our portfolio due to higher risks inherent in the portfolio.

Average loans held for sale at the Mortgage Banking segment decreased $4.4 million during 2010, compared to 2009, as loan
origination volumes have declined since 2009. The decline in origination volumes are a result of fluctuations in mortgage rates, a
continued overall weakness in the housing market due to the challenging economic conditions, the expiration of the home buyer tax
credits during the first half of 2010 and loan officer turnover. The yield on the Mortgage Banking segment’s loans has decreased in
2010, compared to 2009, as residential mortgage loan interest rates on average have declined since 2009.

The overall yield on average loans increased 83 basis points to 9.49 percent for 2010, compared to 2009, principally as a result
of the shift in the mix of the portfolio from lower yielding loans held in our Retail Banking and Mortgage Banking segments to higher
yielding loans in our Consumer Finance segment.

Average securities available for sale increased $11.6 million during 2010, compared to 2009. The increase in securities available
for sale occurred predominantly in the Retail Banking segment’s municipal bond portfolio in conjunction with the strategy to increase
the investment portfolio as a percentage of total assets. This strategy is based on the investment portfolio’s role of managing interest
rate sensitivity, providing liquidity and serving as an additional source of interest income. The funding of this strategy has come from
the growth in deposits, coupled with reduced loan demand in the Retail Banking segment. The lower yields on securities available for
sale in 2010, compared to 2009, resulted from purchases of securities in the current low interest rate environment as well as purchases
of shorter-term securities.

Average interest-bearing deposits in other banks increased $7.7 million during 2010, compared to 2009. The increase resulted
from reduced loan demand, coupled with deposit growth.

Average interest-bearing time and savings deposits increased $31.9 million during 2010, compared to 2009. The mix in
interest-bearing time and savings deposits has been shifting from shorter-term, lower rate money market deposits to longer-term,
higher rate certificates of deposits. The average cost of deposits declined 52 basis points during 2010, compared to 2009 as time
deposits that matured and repriced throughout 2009 and into 2010 were at lower interest rates and an increase in shorter-term interest-
bearing deposits which pay a lower interest rate.

Average borrowings decreased $23.2 million during 2010, compared to 2009. This decrease was attributable to reduced funding
needs as the growth in average earning assets has primarily been met through the growth in average deposits. The average cost of
borrowings increased 28 basis points during 2010, compared to 2009, as a result of a change in the composition of borrowings,
whereby lower-cost short-term variable-rate borrowings were repaid from excess liquidity provided by lower loan demand and deposit
growth. In addition, a 25 basis point increase in the Consumer Finance segments variable rate revolving line of credit, which began in
July 2010, contributed to the increase.
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NONINTEREST INCOME

TABLE 3: Noninterest Income

Year Ended December 31, 2011

Retail Mortgage Consumer Other and
(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of 10aNS ........cccccvvviviivii i, $ — $ 16,094 $ — $ — 16,094
Service charges on deposit aCCOUNtS..........cccovvverireriennae 3,509 — — — 3,509
Other service charges and fees ........ccccovvevvieiiviniciienas 2,245 2,876 10 159 5,290
Gains on calls of available for sale securities................ 13 — — — 13
Other INCOME .....vviiiiiiiiiei e 190 55 845 1,050 2,140
Total noninterest INCOME........c.ccceevveveveeireinnenn, $ 5957 $ 19,025 $ 855 $ 1,209 27,046
Year Ended December 31, 2010
Retail Mortgage Consumer Other and
(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of 10anS ..........cccccvviveveicicie e $ — $ 18567 % — $ 3) 18,564
Service charges on deposit aCCOUNtS........c.ccvevrerieeannns 3,511 — — — 3,511
Other service charges and fees ........ccccovveveieiiveniciiennas 1,920 2,795 8 190 4,913
Gains on calls of available for sale securities................ 58 — — 12 70
Other INCOME ......viiiiiiicicrii e 604 470 681 887 2,642
Total noninterest iNCOME...........cccevvivrerierieneane. $ 6,093 $ 21,832 $ 689 $ 1,086 29,700
Year Ended December 31, 2009
Retail Mortgage Consumer Other and
(Dollars in thousands) Banking Banking Finance Eliminations Total
Gains on sales of 10aNS .........cccccveveiiicieie e, $ — $ 24976 3 — $ — $ 24,976
Service charges on deposit aCCOUNtS.........ccceververeeverienns, 3,303 — — — 3,303
Other service charges and fees .........ccccoovvreneinieninens, 1,650 3,359 9 — 5,018
Gains (losses) on calls of available for sale securities..... 44 — — (22) 22
Other INCOME ....cvveiveecee ettt 807 852 594 1,117 3,370
Total noninterest iNCOME..........ccccvvvevererieiieeinns $ 5,804 $ 29,187 3 603 $ 1,095 $ 36,689
2011 Compared to 2010

Total noninterest income decreased $2.7 million, or 8.9 percent, for the year ended December 31, 2011, compared to the same
period in 2010. This decrease primarily resulted from lower gains on sales of loans at the Mortgage Banking segment due to the
decline in loan production, which was partially offset by higher service charges and fees at the Retail Banking segment due to an
increase in activity-based debit card interchange income. Further contributing to the decline in noninterest income during 2011 was a
$285,000 gain recognized in 2010 by the Retail Banking segment for the sale of the facility previously occupied by the Consumer
Finance segment and $640,000 of unrealized appreciation in the Corporation’s nonqualified defined contribution plan, as described in
Item 8, “Financial Statements and Supplementary Data,” under the heading “Note 11: Employee Benefit Plans.” Management
anticipates that the Corporation’s noninterest income, in particular gains on sales of loans held for sale generated by the Mortgage
Banking segment, will be negatively affected as long as the housing market and demand for mortgage loans remain suppressed by
challenging economic conditions. In addition, the Corporation’s ability to generate revenue through service charges and fees in future
periods, including deposit account service charges and fees and debit card interchange fees, may be limited by legislative or regulatory
restrictions on fees related to consumer financial products and services, including as a result of the implementation of the Durbin
Amendment’s restrictions on debit card interchange fees.

2010 Compared to 2009

Total noninterest income decreased $7.0 million, or 19.0 percent, to $29.7 million during 2010 compared to 2009. The decrease
primarily resulted from (1) decreased gains on sales of loans and ancillary fees associated with lower loan originations in the
Mortgage Banking segment and (2) a one-time fee received in 2009 and recorded in other income, in connection with a change in the
debit card processor in the Retail Banking segment. These decreases were partially offset by increases in (1) services charges on
deposit accounts as higher overdraft protection and returned check charges were incurred by customers and (2) other service charges
primarily due to higher debit card interchange fees in the Retail Banking segment.
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NONINTEREST EXPENSE

TABLE 4: Noninterest Expense

Year Ended December 31, 2011

Retail Mortgage Consumer
(Dollars in thousands) Banking Banking Finance Other Total
Salaries and employee benefits........coovvvveeieieiininenrinnnn, $ 14,722 $ 12044 % 6,712 $ 839 34,317
OCCUPANCY EXPENSE ...oouviiieiisieereerieie e sre e 3,886 1,901 677 27 6,491
Other expenses:
OREQ EXPENSES. .....ooivieieiieeiieniieie et siee e 1,416 — — — 1,416
Provision for indemnification 10SSes............c.ccevvennenn, — 807 — — 807
Other EXPENSES .....c.ceviviiririeieieie e 6,724 3,039 2,883 407 13,053
Total Other EXPENSES ........coeiererieieieere e, 8,140 3,846 2,883 407 15,276
Total noninterest EXPENSE.........c.evveveererieriereenann, $ 26,748 $ 17,791 $ 10,272 $ 1,273 56,084
Year Ended December 31, 2010
Retail Mortgage Consumer
(Dollars in thousands) Banking Banking Finance Other Total
Salaries and employee benefits...........ccocoeevvevicciiiienenn, $ 14,661 $ 13448 % 6,062 $ 718 34,889
OCCUPANCY EXPENSE ...ouviieiieiieiesrieie e 3,397 1,932 409 30 5,768
Other expenses:
OREQ EXPENSES. .....ocivieieiieeiieniieie et see e 3,088 23 — — 3,111
Provision for indemnification l10SS€s............cccoveeveveeen. — 3,745 — — 3,745
Other EXPENSES .....c.veveiiieeirieierieiee s 6,627 3,192 2,484 479 12,782
Total Other EXPENSES ........cccurererieieieere e 9,715 6,960 2,484 479 19,638
Total noninterest EXPENSE.........c.evveveviereriereenannn, $ 27,773 $ 22340 3 8,955 $ 1,227 60,295
Year Ended December 31, 2009
Retail Mortgage Consumer
(Dollars in thousands) Banking Banking Finance Other Total
Salaries and employee benefits $ 13,881 $ 15381 % 5,183 $ 673 35,118
OCCUPANCY EXPENSE ...vveuvirieiesieeiesrieseesiessnessesseesiesreessesnees 3,471 1,808 408 27 5,714
Other expenses:
OREQ EXPENSES......viiviivieriiriieiresiiesiesiee e 2,414 15 — — 2,429
Provision for indemnification 10SSes............cccocveevuvennn. — 2,490 — — 2,490
Other XPENSES. .....c.eieieeeiceieeie et 6,587 5,061 2,305 463 14,416
Total Other EXPENSES .......cviirerieieieeee e, 9,001 7,566 2,305 463 19,335
Total NONINtErest EXPENSE. .....ccvevevrveeereeererieereerenn, $ 26,353 $ 24755 % 7,896 $ 1,163 $ 60,167
2011 Compared to 2010

Total noninterest expenses decreased $4.2 million, or 7.0 percent, for the year ended December 31, 2011, compared to the same
period in 2010. This decrease occurred primarily at the Mortgage Banking segment due to a $2.9 million decline in the provision for
indemnification losses, as previously described, as well as the $1.4 million decline in personnel expenses as a result of lower
production-based compensation. Further expense reductions during 2011, compared to 2010, occurred at the Retail Banking segment
as (1) OREO expenses declined $1.7 million and (2) FDIC deposit insurance premiums declined $204,000. These expense reductions
were offset in part by (1) higher non-production salary expense at the Mortgage Banking segment due to the regulatory compliance
environment, (2) higher personnel expenses at the Consumer Finance segment resulting from an increase in the number of personnel
to manage the growth in loans outstanding and higher variable compensation resulting from increased profitability, loan growth and
portfolio performance and (3) higher occupancy expenses at the Retail Banking associated with depreciation and maintenance of
technology investments related to expanding the banking products we offer to our customers and to improving our operational
efficiency and security and at the Consumer Finance segments associated with the relocation of C&F Finance’s headquarters to a
larger facility and depreciation and maintenance of technology investments to support growth.

2010 Compared to 2009

Total noninterest expense increased $128,000, or 0.2 percent, to $60.3 million during 2010 compared to 2009. Salaries and
employee benefits expense for the Mortgage Banking segment for 2010 compared to 2009 were significantly lower as a result of a
decline in loan originations and profitability. In addition, 2010 included an increase in the provision for indemnification losses of $1.3
million to $3.7 million due primarily to an agreement entered into during the second quarter of 2010 with the Mortgage Banking
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segment’s largest purchaser of loans. The agreement resolves all known and unknown indemnification obligations for loans sold to
this investor prior to 2010. With this agreement in place, we expect a reduction in future indemnification obligations as the majority
of our indemnification issues were with the types of loans originated for and sold to this investor. Salaries and employee benefits
expense in the Retail Banking segment increased for 2010 compared to 2009 as a result of higher staffing levels and health care costs.
The increase in staffing levels is primarily as result of an increase in the number of personnel to manage the complexity of routine
compliance, regulatory and asset quality issues. Other expenses in the Retail Banking segment include higher costs and provisions for
losses associated with foreclosed properties for 2010, offset by the 2009 FDIC special assessment and higher debit card processing
expenses in 2009. An increase in salaries and employee benefits expense for 2010 at the Consumer Finance segment was a result of
staff additions to support loan growth.

INCOME TAXES

Applicable income taxes on 2011 earnings amounted to $5.7 million, resulting in an effective tax rate of 30.7 percent, compared
with $2.9 million, or 26.7 percent, in 2010 and $1.9 million, or 26.0 percent, in 2009. The increase in the effective rate in 2011 in
relation to 2010 and the increase in the effective rate in 2010 compared to 2009 resulted from higher pre-tax earnings at the non-bank
business segments, which are not exempt from state income taxes, partially offset by the increase in tax-exempt income generated by
the Bank’s municipal bond portfolio.

ASSET QUALITY
Allowance and Provision for Loan Losses

Allowance for Loan Losses Methodology — Retail Banking and Mortgage Banking. We conduct an analysis of the loan portfolio
on a regular basis. We use this analysis to assess the sufficiency of the allowance for loan losses and to determine the necessary
provision for loan losses. The review process generally begins with loan officers or management identifying problem loans to be
reviewed on an individual basis for impairment. In addition to these loans, all substandard commercial, construction and residential
loans in excess of $500,000 and all troubled debt restructurings are considered for individual impairment testing. We consider a loan
impaired when it is probable that we will be unable to collect all interest and principal payments as scheduled in the loan agreement.
A loan is not considered impaired during a period of delay in payment if the ultimate collectibility of all amounts due is expected. If a
loan is considered impaired, impairment is measured by either the present value of expected future cash flows discounted at the loan’s
effective interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent. When a
loan is determined to be impaired, we follow a consistent process to measure that impairment in our loan portfolio. We then establish a
specific allowance for impaired loans based on the difference between the carrying value of the loan and its estimated fair value. For
collateral dependent loans we obtain an updated appraisal if we do not have a current one on file. Appraisals are performed by
independent third party appraisers with relevant industry experience. We may make adjustments to the appraised value based on
recent sales of like properties or general market conditions when appropriate. We segregate loans meeting the classification criteria
for special mention, substandard, doubtful and loss, as well as impaired loans from performing loans within the portfolio. The
remaining non-classified loans are grouped by loan type (e.g., commercial, consumer) and by risk rating. We assign each loan type an
allowance factor based on the associated risk, current economic conditions, past performance, complexity and size of the individual
loans within the particular loan category. We assign classified loans (e.g., special mention, substandard, doubtful, loss) a higher
allowance factor than non-classified loans within a particular loan type based on our concerns regarding collectibility or our
knowledge of particular elements surrounding the borrower. Our allowance factors increase with the severity of classification.
Allowance factors used for unclassified loans are based on our analysis of charge-off history and our judgment based on the overall
analysis of the lending environment including the general economic conditions. Our analysis of charge-off history also considers
economic cycles and the trends during those cycles. Those cycles that more closely match the current environment are considered
more relevant during our review. The allowance for loan losses is the aggregate of specific allowances, the calculated allowance
required for classified loans by category and the general allowance for each portfolio type.

In conjunction with the methodology described above, we consider the following risk elements that are inherent in the loan
portfolio:

» Real estate residential mortgage loans carry risks associated with the continued credit-worthiness of the borrower and
changes in the value of the collateral.

» Real estate construction loans carry risks that the project will not be finished according to schedule, the project will not be
finished according to budget and the value of the collateral may, at any point in time, be less than the principal amount of the
loan. Construction loans also bear the risk that the general contractor, who may or may not be a loan customer, may be
unable to finish the construction project as planned because of financial pressure unrelated to the project.

»  Commercial, financial and agricultural loans carry risks associated with the successful operation of a business or a real estate
project, in addition to other risks associated with the ownership of real estate, because the repayment of these loans may be
dependent upon the profitability and cash flows of the business or project. In addition, there is risk associated with the value
of collateral other than real estate which may depreciate over time and cannot be appraised with as much precision.
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e Equity lines of credit carry risks associated with the continued credit-worthiness of the borrower and changes in the value of
the collateral.

e Consumer loans carry risks associated with the continued credit-worthiness of the borrower and the value of the collateral
(e.g., rapidly-depreciating assets such as automobiles), or lack thereof. Consumer loans are more likely than real estate loans
to be immediately adversely affected by job loss, divorce, illness or personal bankruptcy.

As discussed above we segregate loans meeting the criteria for special mention, substandard, doubtful and loss from non-
classified, or pass rated, loans. We review the characteristics of each rating at least annually, generally during the first quarter. The
characteristics of these ratings are as follows:

e Pass rated loans are to persons or business entities with an acceptable financial condition, appropriate collateral margins,
appropriate cash flow to service the existing loan, and an appropriate leverage ratio. The borrower has paid all obligations as
agreed and it is expected that this type of payment history will continue. When necessary, acceptable personal guarantors
support the loan.

»  Special mention loans have a specific defined weakness in the borrower’s operations and the borrower’s ability to generate
positive cash flow on a sustained basis. The borrower’s recent payment history is characterized by late payments. The
Corporation’s risk exposure is mitigated by collateral supporting the loan. The collateral is considered to be well-margined,
well maintained, accessible and readily marketable.

» Substandard loans are considered to have specific and well-defined weaknesses that jeopardize the viability of the
Corporation’s credit extension. The payment history for the loan has been inconsistent and the expected or projected primary
repayment source may be inadequate to service the loan. The estimated net liquidation value of the collateral pledged and/or
ability of the personal guarantor(s) to pay the loan may not adequately protect the Corporation. There is a distinct possibility
that the Corporation will sustain some loss if the deficiencies associated with the loan are not corrected in the near term. A
substandard loan would not automatically meet our definition of impaired unless the loan is significantly past due and the
borrower’s performance and financial condition provide evidence that it is probable that the Corporation will be unable to
collect all amounts due.

e Substandard nonaccrual loans have the same characteristics as substandard loans; however they have a non-accrual
classification because it is probable that the Corporation will not be able to collect all amounts due.

»  Doubtful rated loans have all the weaknesses inherent in a loan that is classified substandard but with the added characteristic
that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and values,
highly questionable and improbable. The possibility of loss is extremely high.

» Loss rated loans are not considered collectible under normal circumstances and there is no realistic expectation for any future
payment on the loan. Loss rated loans are fully charged off.

Allowance for Loan Losses Methodology — Consumer Finance. The Consumer Finance segment’s loans consist of non-prime
automobile loans. These loans carry risks associated with (1) the continued credit-worthiness of borrowers who may be unable to meet
the credit standards imposed by most traditional automobile financing sources and (2) the value of rapidly-depreciating collateral.
These loans do not lend themselves to a classification process because of the short duration of time between delinquency and
repossession. Therefore, the loan loss allowance review process generally focuses on the rates of delinquencies, defaults,
repossessions and losses. Allowance factors also include an analysis of charge-off history and our judgment based on the overall
analysis of the lending environment. Loans are segregated between performing and nonperforming loans. Performing loans are those
that have made timely payments in accordance with the terms of the loan agreement and are not past due 90 days or more.
Nonperforming loans are those that do not accrue interest and are greater than 90 days past due.

In accordance with its policies and guidelines and consistent with industry practices, C&F Finance, at times, offers payment
deferrals to borrowers, whereby the borrower is allowed to move up to two payments within a twelve-month rolling period to the end
of the loan. A fee will be collected for extensions only in states that permit it. An account for which all delinquent payments are
deferred is classified as current at the time the deferment is granted and therefore is not included as a delinquent account. Thereafter,
such an account is aged based on the timely payment of future installments in the same manner as any other account. We evaluate the
results of this deferment strategy based upon the amount of cash installments that are collected on accounts after they have been
deferred versus the extent to which the collateral underlying the deferred accounts has depreciated over the same period of time. Based
on this evaluation, we believe that payment deferrals granted according to our policies and guidelines are an effective portfolio
management technique and result in higher ultimate cash collections. Payment deferrals may affect the ultimate timing of when an
account is charged off. Increased use of deferrals may result in a lengthening of the loss confirmation period, which would increase
expectations of credit losses inherent in the portfolio and therefore increase the allowance for loan losses and related provision for loan
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losses. The average amounts deferred, as a percentage of loans outstanding, was 0.69 percent in 2011, 1.03 percent in 2010 and 1.60
percent in 2009.

The allowance for loan losses represents an amount that, in our judgment, will be adequate to absorb any losses on existing
loans that may become uncollectible. The provision for loan losses increases the allowance, and loans charged off, net of recoveries,
reduce the allowance. The following table presents the Corporation’s loan loss experience for the periods indicated:

TABLE 5: Allowance for Loan Losses

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009 2008 2007
Allowance, beginning of period ............ccoeeivreienncenneisee e, $ 28,840 $ 24,027 $ 19,806 $ 15963 $ 14,216
Provision for loan losses:
Retail Banking SEgMENt ...........ccoveieiriieieieeeeee e, 6,000 6,500 6,400 2,300 280
Mortgage Banking segment .........cc.ccocevevievveresninenn 360 34 563 796 120
Consumer Finance SEgmMENt ...........coeoveerirenenierineese e 7,800 8,425 11,600 10,670 6,730
Total provision for 10an 10SSES...........covirereneirinescrere, 14,160 14,959 18,563 13,766 7,130
Loans charged off:
Real estate—residential Mortgage ..........ccooveererereecnienerenenn, 1,096 334 1,655 179 34
Real eState—CONSIIUCHIONT ......ovveveeeeeeeeeeeee e ee e ee s e eneeeer e — — 2,234 — —
Commerecial, financial and agricultural2 2,566 3,787 1,110 211 2
EQUItY TINES ....coviiiiiiii e 52 44 — — —
CONSUMET ...ttt ettt et e 319 189 190 362 187
CONSUMET FINANCE ....veeiiiiee ettt s e e, 8,144 7,976 10,988 10,807 7,077
Total loans charged Off ..., 12,177 12,330 16,177 11,559 7,300
Recoveries of loans previously charged off:
Real estate—residential mortgage ................... 98 6 3 — 1
Real estate—COoNStrUCHIONT ..........c.oveevreeeeeereereenrens — — 11 — —
Commercial, financial and agricultural2 173 21 27 14 125
EQUILY TINES ....oviiiiiicee e 12 32 — — —
consumer................ 122 83 63 97 114
Consumer finance 2,449 2,042 1,731 1,525 1,677
TOtAl FECOVETIES ...vvviiviie ettt 2,854 2,184 1,835 1,636 1,917
Net l0ans charged Off ..o, 9,323 10,146 14,342 9,923 5,383
Allowance, end of Period ...........cccevieviiieiiiciiccce e, $ 33,677 $ 28840 $ 24027 $ 19806 $ 15,963
Ratio of net charge-offs to average total loans outstanding during
period for Retail Banking and Mortgage Banking ............ccccccevnn, 0.89% 0.97% 1.09% .14% —
Ratio of net charge-offs to average total loans outstanding during
period for Consumer FiNANCE..........cocveveieeiiniseceee e 2.39% 2.89% 5.18% 5.46% 3.65%
1

Includes the Corporation’s real estate construction lending and consumer real estate lot lending.
2 Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line lending and
commercial business lending.

For further information regarding the adequacy of our allowance for loan losses, refer to “Nonperforming Assets” within this
Item 7.
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The allocation of the allowance at December 31 for the years indicated and the ratio of related outstanding loan balances to total
loans are as follows:

TABLE 6: Allocation of Allowance for Loan Losses

December 31,

(Dollars in thousands) 2011 2010 2009 2008 2007

Allocation of allowance for loan losses, end of year:
Real estate—residential mortgage .........ccoceevvveevecervieeserens, $ 2,379 $ 1,442 % 1295 % 1576 % 684
Real estate—CONSTUCHION L. .......c.ooveeeeerieeeee e, 480 581 281 483 267
Commercial, financial and agricultural L 10,040 8,688 7,022 4,752 3,384
EQUILY TINES.....uiiiiiiieee e 912 380 211 167 143
Consumer 319 307 267 220 265
COoNSUMET FINANCE......cicveieiciiii ettt e, 19,547 17,442 14,951 12,608 11,220
UNAHOCAIEA ..ot — — — — —
Balance, December 31.........oouv i $ 33,677 $ 28,840 $ 24,027 $ 19806 $ 15,963

Ratio of loans to total year-end loans:
Real estate—residential MOrtgage ..........ccooveevereieecsenesienenn, 22% 23% 23% 22% 20%
Real estate—COoNStrUCHION L.........c.oveeeeeeeesee e, 1 2 2 4 5
Commercial, financial and agricultural 2 33 34 39 42 43
EQUItY TINES......coviiiiiii e 5 5 5 4 4
CONSUMET ...ttt 1 1 1 1 1
CoNSUMEN FINANCE......cviiiiriie e 38 35 30 27 27

100% 100% 100% 100% 100%
! Includes the Corporation’s real estate construction lending and consumer real estate lot lending.
2 Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line lending and

commercial business lending.

Loans by credit quality indicators as of December 31, 2011 were as follows:

TABLE 7A: Credit Quality Indicators

Special Substandard
(Dollars in thousands) Pass Mention Substandard Nonaccrual Total*
Real estate — residential mortgage.............ocoevevevevennnnn, $ 140,304 $ 1,261 $ 3,130 $ 2440 $ 147,135
Real estate — CONSLIUCLION Z.......cocvvvvvveeeiereneseeieeeenn, 2,867 — 2,870 — 5,737
Commercial, financial and agricultural 3 e 164,448 18,787 20,931 8,069 212,235
EQUILY TINES ..o, 31,935 298 836 123 33,192
CONSUMET ...ttt 5,271 10 776 — 6,057

$ 344825 $ 20,356 $ 28,543 $ 10,632 $ 404,356

(Dollars in thousands) Performing Non-performing Total
CONSUMET FINANCE ... s $ 245924 $ 381 $ 246,305

1 At December 31, 2011, the Corporation did not have any loans classified as Doubtful or Loss.

2 Includes the Corporation’s real estate construction lending and consumer real estate lot lending.

3 Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line lending and
commercial business lending.

36



Loans by credit quality indicators as of December 31, 2010 were as follows:

TABLE 7B: Credit Quality Indicators

Special Substandard

(Dollars in thousands) Pass Mention Substandard Nonaccrual Total*

Real estate — residential mortgage.............ocoeveveveeennnn, $ 140651 $ 1,344 $ 3,889 $ 189 $ 146,073
Real estate — CONSEIUCION 2 ......veoveeeeeeeeeeeeee e eeesneen 7,368 — 4,727 — 12,095
Commercial, financial and agricultural 32 e 171,569 25,674 14,708 7,275 219,226
EQUILY TINES ..o, 31,562 263 96 266 32,187
(000 g 1STU 1111 SP T E 4,804 11 400 35 5,250

$ 355954 $ 27,292 $ 23,820 $ 7,765 $ 414,831

(Dollars in thousands) Performing Non-performing Total
CONSUMEE TINANCE ...ttt ettt e et e e s eae e s e sreeanes $ 220,602 $ 151 $ 220,753

1 At December 31, 2010, the Corporation did not have any loans classified as Doubtful or Loss.

2 Includes the Corporation’s real estate construction lending and consumer real estate lot lending.

3 Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line lending and
commercial business lending.

The combined Retail Banking and Mortgage Banking segments’ allowance for loan losses increased $2.7 million since
December 31, 2010, and the provision for loan losses at these combined segments decreased $174,000 for the year ended December
31, 2011, compared to the same period in 2010. The allowance for loan losses to total loans for these combined segments increased to
3.49 percent at December 31, 2011, compared to 2.75 percent at December 31, 2010. The increase in this ratio since 2010 year end
was attributable to uncertainties of the economic environment, lower net charge-offs in 2011, and the decline in loan balances for
these combined segments. Substandard loans increased to $28.5 million at December 31, 2011 from $23.8 million at December 31,
2010. This increase was concentrated in the commercial sector of the Retail Banking segment’s loan portfolio to which we have
allocated the largest portion of the Retail Banking segment’s loan loss allowance. The equity lines sector also experienced an increase
in substandard loans since December 31, 2010, and the allocation of the allowance for equity line losses increased $532,000. The
allocation of the allowance for real estate-residential mortgage loans increased $937,000 since December 31, 2010 because second
mortgage loans, which are included in this loan category, have experienced an increase in substandard loans. Throughout 2011, we
have been updating credit scores, collateral values and loan-to-value ratios on the Retail Banking segment’s second mortgage loans
and equity lines in order to better anticipate default risks within these portfolios. We believe that the current level of the allowance for
loan losses at the combined Retail Banking and Mortgage Banking segments is adequate to absorb any losses on existing loans that
may become uncollectible. If current economic conditions continue or worsen, a higher level of nonperforming loans may be
experienced in future periods, which may then require a higher provision for loan losses.

The Consumer Finance segment’s allowance for loan losses increased to $19.5 million at December 31, 2011 from $17.4
million at December 31, 2010, and its provision for loan losses decreased $625,000 for the year ended December 31, 2011, compared
to the same period in 2010. The increase in the allowance for loan losses was primarily due to the growth in the loan portfolio. The
allowance for loan losses to total loans increased to 7.94 percent at December 31, 2011, compared to 7.90 percent at December 31,
2010. The decrease in the provision for loan losses during 2011 as compared to 2010, was primarily attributable to lower net charge-
offs, the level of which was favorably affected by prudent underwriting criteria for new loans, effective collection processes, and a
higher recovery rate on sales of repossessed vehicles fueled by robust used car demand. We believe that the current level of the
allowance for loan losses at the Consumer Finance segment is adequate to absorb any losses on existing loans that may become
uncollectible. However, if unemployment levels remain elevated or increase in the future, or if consumer demand for automobiles falls
and results in declining values of automobiles securing outstanding loans, a higher provision for loan losses may become necessary.

Nonperforming Assets

A loan’s past due status is based on the contractual due date of the most delinquent payment due. Loans are generally placed on
nonaccrual status when the collection of principal or interest is 90 days or more past due, or earlier, if collection is uncertain based on
an evaluation of the net realizable value of the collateral and the financial strength of the borrower. Loans greater than 90 days past
due may remain on accrual status if management determines it has adequate collateral to cover the principal and interest. For those
loans that are carried on nonaccrual status, payments are first applied to principal outstanding. A loan may be returned to accrual
status if the borrower has demonstrated a sustained period of repayment performance in accordance with the contractual terms of the
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loan and there is reasonable assurance the borrower will continue to make payments as agreed. These policies are applied consistently
across our loan portfolio.

Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially recorded at the lower of the loan
balance or the fair value less costs to sell at the date of foreclosure. Subsequent to foreclosure, management periodically performs
valuations of the foreclosed assets based on updated appraisals, general market conditions, recent sales of like properties, length of
time the properties have been held, and our ability and intention with regard to continued ownership of the properties. We may incur
additional write-downs of foreclosed assets to fair value less costs to sell if valuations indicate a further other-than-temporary
deterioration in market conditions. Revenue and expenses from operations and changes in the property valuations are included in net
expenses from foreclosed assets and improvements are capitalized.

During periods of economic slowdown or recession, delinquencies, defaults, repossessions and losses generally increase at the
Consumer Finance segment. These periods also may be accompanied by decreased consumer demand for automobiles and declining
values of automobiles securing outstanding loans, which weakens collateral coverage and increases the amount of a loss in the event
of default. Significant increases in the inventory of used automobiles during periods of economic recession may also depress the prices
at which we may sell repossessed automobiles or delay the timing of these sales. Because C&F Finance focuses on non-prime
borrowers, the actual rates of delinquencies, defaults, repossessions and losses on these loans are higher than those experienced in the
general automobile finance industry and could be more dramatically affected by a general economic downturn. While we manage the
higher risk inherent in loans made to non-prime borrowers through the underwriting criteria and collection methods employed by C&F
Finance, we cannot guarantee that these criteria or methods will afford adequate protection against these risks. However, we believe
that the current allowance for loan losses is appropriate to absorb any losses on existing Consumer Finance segment loans that may
become uncollectible.

At the Consumer Finance segment, the automobile repossession process is generally initiated after a loan becomes more than 60
days delinquent. Repossessions are handled by independent repossession firms engaged by C&F Finance. After the prescribed waiting
period, the repossessed automobile is sold in a third-party auction. We credit the proceeds from the sale of the automobile, and any
other recoveries, against the balance of the loan. Proceeds from the sale of the repossessed vehicle and other recoveries are usually not
sufficient to cover the outstanding balance of the loan, and the resulting deficiency is charged off. The charge-off represents the
difference between the actual net sale proceeds minus collections and repossession expenses and the principal balance of the
delinquent loan. C&F Finance pursues collection of deficiencies when it deems such action to be appropriate.

Table 8 summarizes nonperforming assets at December 31 of each of the past five years.

TABLE 8: Nonperforming Assets

Retail Banking and Mortgage Banking

(Dollars in thousands) 2011 2010 2009 2008 2007
Nonaccrual loans - Retail Banking ...........ccoccoeverivirneiinineseee s $ 10,011 $ 7,765 $ 4,812 $ 17,222 $ 495
Nonaccrual loans - Mortgage Banking ...........ccccovveeieninniccinnrens 621 — 204 1,460 732
OREO¥* - Retail Banking.........cocoeirirrieieeininsieeesesesiseee s 6,059 10,295 12,360 1,370 —
OREOQO* - Mortgage Banking.........cccveueeeirninisieeinressesesesesssseesssnnnns — 379 440 596 —
Total NONPErforming aSSEtS........ccoveurrreerriiereieniessreee s $ 16,691 $ 18,439 $ 17,816 $ 20,648 $ 1,227

Accruing loans past due for 90 days Or MOTe ..........cccceerrrrnieirireeneens $ 68 $ 1,030 $ 451 $ 3,517 $ 578
Troubled debt reStruCtUNINgGS ........c.ovviiiicieirere e $ 17,094 $ 9,769 $ 3,111 $ — $ —
TOAl OANS ...ttt $ 404,356 $ 414,831 $ 447,592 $ 480,438 $ 441,648
Allowance for 10an [0SSES .........ccvcvivveriireiieiesee e $ 14,130 $ 11,398 $ 9,076 $ 7,198 $ 4,743
Nonperforming assets to total loans and OREO™ ............ccccvvvircerienne 4.07% 4.33% 3.87% 4.28% 0.28%
Allowance for loan losses to total retail banking and mortgage

DANKING 0ANS........ovcviiviiieicieeie e 3.49 2.75 2.03 1.50 1.07
Allowance for loan losses to nonaccrual 10ans.............ccoevvrvrniccnees 132.90 146.79 180.94 38.53 386.55

* OREO is recorded at its fair market value less cost to sell.
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Consumer Finance

(Dollars in thousands) 2011 2010 2009 2008 2007
NONACCTUAL LOANS........cveoveieieeieeieeeeteeteee ettt $ 381 $ 151 $ 387 $ 798 $ 1,388
Accruing loans past due for 90 days or more...........c.coeveeeenirerieeencennn. $ — $ — $ — $ — $ —
TOtAl LOANS .....viuiiiieicieiiietet ettt $ 246,305 $ 220,753 $ 189,439 $ 172,385 $ 160,196
Allowance for 10an LOSSES........c..oovievviivieieieeeeeeeeeeee e, $ 19,547 $ 17,442 $ 14,951 $ 12,608 $ 11,220
Nonaccrual consumer finance loans to total consumer finance loans.... 0.15% 0.07% 0.20% 0.46% 0.87%
Allowance for loan losses to total consumer finance loans ................... 7.94 7.90 7.89 7.31 7.00

Table 9 presents the changes in the OREO balance for 2011 and 2010:

TABLE 9: OREO Changes

Year Ended December 31,
(Dollars in thousands) 2011 2010
Balance at the beginning of Year, Sross ........ccocerveiriririnieieeeeete et $ 14,653 $ 15,202
Transfers from LOANS ........ccuiiiiiiiiiiie et e e et e e eaae e 5,040 5,265
Capitalized costs.......... — 218
Charge-offs........... (963) (585)
Sales proceeds ........cooevveieeeereneneneene (8,801) (5,492)
Gain (10SS) 0N AISPOSTLION ..euviuvieniiriieiieiieie ettt st 57 45
Balance at the end of Year, SroSs .........cccviririeieiiinireieeeeeeee e 9,986 14,653
Less alloWance fOr LOSSES.......coueriiruieieriiiieriieieie sttt ettt ettt et s beeaeenes (3,927) (3,979)

Balance at the end of year, net $ 6,059 $ 10,674

Nonperforming assets of the combined Retail Banking and Mortgage Banking segments totaled $16.7 million at December 31,
2011, compared to $18.4 million at December 31, 2010. Nonperforming assets at December 31, 2011 included $10.6 million of
nonaccrual loans, compared to $7.8 million at December 31, 2010, and $6.1 million of foreclosed, or OREO, properties, compared to
$10.7 million at December 31, 2010. Nonaccrual loans primarily consist of loans for residential real estate secured by residential
properties and commercial loans secured by non-residential properties. Specific reserves of $2.2 million have been established for
these nonaccrual loans. We believe we have provided adequate loan loss reserves based on current appraisals or evaluations of the
collateral. In some cases, appraisals have been adjusted to reflect current trends including sales prices, expenses, absorption periods
and other current relevant factors. OREO properties at December 31, 2011 primarily consisted of residential and non-residential
properties associated with commercial relationships. These properties have been written down to their estimated fair values less cost to
sell. The decline in OREO properties since December 31, 2010 resulted from $8.8 million in sales during 2011 as the Corporation
focused efforts on disposing of OREO property, partially offset by $5.0 million of loans transferred to OREO during 2011.

Accruing loans past due for 90 days or more at the combined Retail Banking and Mortgage Banking segments decreased to
$68,000 at December 31, 2011, compared to $1.0 million at December 31, 2010. The decrease was primarily due to loans being
moved to a nonaccrual status, being charged-off or transferred to OREO during 2011.

Nonaccrual loans at the Consumer Finance segment increased to $381,000 at December 31, 2011 from $151,000 at December
31, 2010. As noted above, the allowance for loan losses increased from $17.4 million at December 31, 2010 to $19.5 million at
December 31, 2011, and the ratio of the allowance for loan losses to total consumer finance loans rose slightly from 7.90 percent at
December 31, 2010 to 7.94 percent at December 31, 2011. Nonaccrual consumer finance loans remain relatively low compared to the
allowance for loan losses and total consumer finance loan portfolio because the Consumer Finance segment frequently initiates
repossession of loan collateral once a loan is 60 days or more past due but before the loan reaches 90 days or more past due and is
evaluated for nonaccrual status.

If nonaccrual loans had been current we would have recorded additional gross interest income of $651,000 for 2011, $624,000
for 2010 and $668,000 for 2009. Interest received on nonaccrual loans was $119,000 in 2011, $24,000 in 2010 and $13,000 in 2009.

As discussed above, we measure impaired loans based on the present value of expected future cash flows discounted at the
effective interest rate of the loan or, as a practical expedient, at the loan’s observable market price or the fair value of the collateral if
the loan is collateral dependent. We maintain a valuation allowance to the extent that the measure of the impaired loan is less than the
recorded investment. TDRs occur when we agree to significantly modify the original terms of a loan by granting a concession due to
the deterioration in the financial condition of the borrower. These concessions typically are made for loss mitigation purposes and
could include reductions in the interest rate, payment extensions, forgiveness of principal, forbearance or other actions. TDRs are
considered impaired loans.
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Impaired loans, which include TDRs of $17.1 million, and the related allowance at December 31, 2011, were as follows:

TABLE 10A: Impaired Loans

Recoded Unpaid Average Interest

Investment in Principal Related Balance Total Income
(Dollars in thousands) Loans Balance Allowance Loans Recognized
Real estate — residential mortgage.......cco.oovvvvveveveeinrnnnn, $ 3482 $ 3,698 $ 657 $ 3,723 % 137

Commercial, financial and agricultural:

Commercial real estate lending............ccccoeervevnienns, 5,861 5,957 1,464 6,195 102
Land acquisition & development lending................. 5,490 5,814 1,331 6,116 372

Builder line 1ending ..........ccoooveieiiiiieneiceeeeens 2,285 2,285 318 2,397 —
Commercial business lending ...........ccccoocevevvniniens, 652 654 161 663 6

EQUILY TINES ...ovieiicc e, — — — — —
(0] 401 11 SRRSO 324 324 49 324 14
TOMAL e $ 18,094 $ 18,732 $ 3,980 $ 19418 $ 631

Impaired loans, which include TDRs of $9.8 million, and the related allowance at December 31, 2010, were as follows:

TABLE 10B: Impaired Loans

Recoded Unpaid Average Interest

Investment in Principal Related Balance Total Income
(Dollars in thousands) Loans Balance Allowance Loans Recognized
Real estate — residential mortgage.............ocoeveveveveennnnn, $ 3110 $ 3110 $ 466 $ 2,689 $ 137

Commercial, financial and agricultural:

Commercial real estate lending.........cc.ccocooeveinennn, 5,760 6,816 1,263 3,582 30
Land acquisition & development lending ................ 5,919 5,919 400 1,038 30

Builder line 1ending ..........ccoceveveieiiiieneieeeeesens — — — 1,014 —

Commercial business lending ............ccccoceveininens, 1,142 1,267 404 613 —
EQUILY TINES ..o, 148 150 49 149 4
CONSUMET ...ttt 338 338 51 333 14
TOMAl e $ 16417 $ 17,600 $ 2,633 $ 9418 $ 215

At December 31, 2011, the balance of impaired loans was $18.1 million, including $17.1 million of TDRs, for which there
were specific valuation allowances of $2.2 million. At December 31, 2010, the balance of impaired loans was $16.4 million, including
$9.8 million of TDRs, for which there were specific valuation allowances of $2.6 million. The increase in troubled debt restructurings
was primarily due to two commercial loan relationships totaling $7.1 million for which modifications were negotiated. These loans are
included in the Corporation’s $14.3 million of commercial loan TDRs at December 31, 2011. TDRs at December 31, 2011 also
include $2.5 million in restructured residential mortgage loans and $324,000 in restructured consumer loans.
relationships were also in nonaccrual status at December 31, 2011, the borrowers are servicing the loans in accordance with the
modified terms. The Corporation has no obligation to fund additional advances on its impaired loans. While TDRs are considered
impaired loans, we believe that TDR modifications can be a responsible approach to managing asset quality when working with

borrowers who are experiencing financial difficulties.
TDRs at December 31, 2011 and 2010 were as follows:

TABLE 11: Troubled Debt Restructurings

December 31,

(Dollars in thousands) 2011 2010
ACCTUING TDRS ..ttt ettt b bbb e st te b e b e st et et e st et e eb e e te et et et esseseebessaeseabentearen 8,653 $ 9,367
NONACCTUAI TDRS! ....ovoeitcveciessee sttt 8,441 402

TOMAI TDRS? ...ttt ettt en et s e er s s s 17,094 $ 9,769

1 Included in nonaccrual loans in Table 8: Nonperforming Assets.
2 Included in impaired loans in Tables 10A and 10B: Impaired Loans.
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At the time of a TDR, we consider the borrower’s payment history, past due status and ability to make payments based on the
revised terms of the loan. If a loan was accruing prior to being modified as a TDR and if we conclude that the borrower is able to
make such payments and there are no other factors or circumstances that would cause us to conclude otherwise, we will maintain the
loan on an accruing status. If a loan was on nonaccrual status at the time of the TDR, the loan remains on nonaccrual status following
the modification. A loan may be returned to accrual status if the borrower has demonstrated a sustained period of repayment
performance in accordance with the contractual terms of the loan and there is reasonable assurance the borrower will continue to make
payments as agreed.

Allowance and Provision for Indemnification Losses

We establish an allowance for indemnifications through charges to earnings in the form of a provision for indemnifications,
which is included in other noninterest expenses. Losses are charged against the allowance for indemnifications when a purchaser of a
loan (investor) sold by C&F Mortgage incurs a loss due to borrower misrepresentation, fraud, or early default, or underwriting error.
We determine the level of the allowance based on the volume of loans sold, current economic conditions and information provided by
investors. The allowance represents an amount that we believe will be adequate to absorb any losses arising from indemnification
requests. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available. Foreclosures and payment defaults have continued to remain elevated in the marketplace, resulting in
increased demands for loan repurchases and indemnification requests. Recourse periods for early payment default vary from 90 days
up to one year. Recourse periods for borrower misrepresentation or fraud, or underwriting error do not have a stated time limit. The
following table presents the changes in the allowance for indemnification losses for the periods presented:

TABLE 12: Allowance for Indemnification Losses

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
Allowance, beginning of Period...........coceivieieiienei i, $ 1,291 $ 2,538 $ 603
Provision for indemnification 10SSES.........c.ccvevveeiiicieiene e, 807 3,745 2,490
PAYMENTS ... e 396 4,992 555
Allowance, end of PEFIO.........cccceiveiiieiicese e, $ 1,702 $ 1,291 $ 2,538

The decreases in the provision for indemnification losses and payments during 2011 were primarily due to an agreement reached
during the second quarter of 2010 with C&F Mortgage’s largest investor that resolved all known and unknown indemnification
obligations for loans sold to this investor prior to 2010. As expected, with this agreement in place, there was a $2.9 million decline in
indemnification expense and a $4.6 million decline in payments during 2011.

FINANCIAL CONDITION
SUMMARY

A financial institution’s primary sources of revenue are generated by its earning assets and sales of financial assets, while its
major expenses are produced by the funding of those assets with interest-bearing liabilities, provisions for loan losses and
compensation to employees. Effective management of these sources and uses of funds is essential in attaining a financial institution’s
maximum profitability while maintaining an acceptable level of risk.

At December 31, 2011, the Corporation had total assets of $928.1 million compared to $904.1 million at December 31, 2010.
The increase was principally a result of growth in the portfolio of securities available for sale, loan growth at the Consumer Finance
segment, and increases in loans held for sale at the Mortgage Banking segment and in cash and cash equivalents at the Retail Banking
segment, which were offset in part by reductions in loans held for investment at the Retail Banking segment and in OREO.
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LOAN PORTFOLIO
General

Through the Retail Banking segment, we engage in a wide range of lending activities, which include the origination, primarily
in the Retail Banking segment’s market area, of (1) one-to-four family and multi-family residential mortgage loans, (2) commercial
real estate loans, (3) construction loans, (4) land acquisition and development loans, (5) consumer loans and (6) commercial business
loans. We engage in non-prime automobile lending through the Consumer Finance segment and in residential mortgage lending
through the Mortgage Banking segment with the majority of the loans sold to third-party investors. At December 31, 2011, the
Corporation’s loans held for investment in all categories totaled $650.7 million and loans held for sale totaled $70.1 million.

Tables 13 and 14 present information pertaining to the composition of loans and maturity/repricing of loans.

TABLE 13: Summary of Loans Held for Investment

December 31,

(Dollars in thousands) 2011 2010 2009 2008 2007
Real estate—residential Mortgage..........oceevveeriennereneissesesec e $ 147,135 $ 146,073 $ 147,850 $ 141341 $ 122,705
Real eState—CONSIIUCHION L ..oee oo ee s 5,737 12,095 14,053 28,286 26,719
Commercial, financial, and agricultural LN 212,235 219,226 245,759 272,164 257,951
EQUILY TINES ..o s 33,192 32,187 32,220 29,136 25,282
(7] 05011111 GRS 6,057 5,250 7,710 9,511 8,991
CONSUMET FINANCE. .....vviiieeiie ettt ettt stte e st e e s be e s sbe e e s ebaaeeeees 246,305 220,753 189,439 172,385 160,196
TOtAl JOANS.......iciieiecece et nne s 650,661 635,584 637,031 652,823 601,844
Less allowance for 10an 10SSES ..........cccviirererinieiencsese e (33,677) (28,840) (24,027) (19,806) (15,963)
TOtal 10ANS, NEL.....viiviiiece e $ 616984 $ 606,744 $ 613,004 $ 633,017 $ 585,881
! Includes the Corporation’s real estate construction lending and consumer real estate lot lending.

2 Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line lending and

commercial business lending.

TABLE 14: Maturity/Repricing Schedule of Loans

December 31, 2011

Commercial, Financial, Real Estate

(Dollars in thousands) and Agricultural Construction
Variable Rate:

WIthIN L VAT ......cviiiiciiesie et $ 85,377 $ 4,860

LH0 5 YRAIS ..o — —

ATLEE 5 YRAIS ... — —
Fixed Rate:

WIthIN L YEAI......ciiiiieiicesie e $ 28,886 $ 877

L0 5 YIS e 67,444 —

ATIEE 5 YRAIS ...t 30,528 —

The increase in total loans held for investment primarily occurred in the consumer finance category as a result of robust demand
for automobiles, partially offset by decreases in construction lending and builder line lending due to reduced construction activity and
lending demand and foreclosures as a result of the continuing challenging economic environment.

Credit Policy

The Corporation’s credit policy establishes minimum requirements and provides for appropriate limitations on overall
concentration of credit within the Corporation. The policy provides guidance in general credit policies, underwriting policies and risk
management, credit approval, and administrative and problem asset management policies. The overall goal of the Corporation’s credit
policy is to ensure that loan growth is accompanied by acceptable asset quality with uniform and consistently applied approval,
administration, and documentation practices and standards.
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Residential Mortgage Lending — Held for Sale

The Mortgage Banking segment’s guidelines for underwriting conventional conforming loans comply with the underwriting
criteria established by Fannie Mae, Freddie Mac and/or the applicable third party investor. The guidelines for non-conforming
conventional loans are based on the requirements of private investors and information provided by third-party investors. The
guidelines used by C&F Mortgage to originate FHA-insured and VVA-guaranteed loans comply with the criteria established by HUD,
the VA and/or the applicable third party investor. The conventional loans that C&F Mortgage originates or purchases that have loan-
to-value ratios greater than 80 percent at origination are generally insured by private mortgage insurance. The borrower pays the cost
of the insurance.

Residential Mortgage Lending — Held for Investment

The Retail Banking segment originates residential mortgage loans secured by first and second liens on properties located in its
primary market area in southeastern and central Virginia. The Bank offers various types of residential first mortgage loans in addition
to traditional long-term, fixed-rate loans. The majority of such loans include 10, 15 and 30 year amortizing mortgage loans with fixed
rates of interest and fixed-rate mortgage loans with terms of 20, 25 and 30 years but subject to call after five years at the option of the
Bank. Second mortgage loans are offered with fixed and adjustable rates. Second mortgage loans are granted for a fixed period of
time, usually between five and 20 years. Call option provisions are included in the loan documents for some longer-term, fixed-rate
second mortgage loans, and these provisions allow the Bank to make interest rate adjustments for such loans.

Loans associated with residential mortgage lending are included in the real estate—residential mortgage category in Table 13:
Summary of Loans Held for Investment.

Construction Lending

The Retail Banking segment has a real estate construction lending program. The Bank makes loans primarily for the
construction of one-to-four family residences and, to a lesser extent, multi-family dwellings. The Bank also makes construction loans
for office and warehouse facilities and other nonresidential projects, generally limited to borrowers that present other business
opportunities for the Bank.

The amounts, interest rates and terms for construction loans vary, depending upon market conditions, the size and complexity of
the project, and the financial strength of the borrower and any guarantors of the loan. The term for the Bank’s typical construction loan
ranges from nine months to 15 months for the construction of an individual residence and from 15 months to a maximum of three
years for larger residential or commercial projects. The Bank does not typically amortize its construction loans, and the borrower pays
interest monthly on the outstanding principal balance of the loan. The interest rates on the Bank’s construction loans are fixed and
variable. The Bank does not generally finance the construction of commercial real estate projects built on a speculative basis. For
residential builder loans, the Bank limits the number of models and/or speculative units allowed depending on market conditions, the
builder’s financial strength and track record and other factors. Generally, the maximum loan-to-value ratio for one-to-four family
residential construction loans is 80 percent of the property’s fair market value, or 85 percent of the property’s fair market value if the
property will be the borrower’s primary residence. The fair market value of a project is determined on the basis of an appraisal of the
project conducted by an appraiser acceptable to the Bank. For larger projects where unit absorption or leasing is a concern, the Bank
may also obtain a feasibility study or other acceptable information from the borrower or other sources about the likely disposition of
the property following the completion of construction.

Construction loans for nonresidential projects and multi-unit residential projects are generally larger and involve a greater
degree of risk to the Bank than residential mortgage loans. The Bank attempts to minimize such risks (1) by making construction loans
in accordance with the Bank’s underwriting standards and to established customers in its primary market area and (2) by monitoring
the quality, progress and cost of construction. Generally, the maximum loan-to-value ratio established by the Bank for non-residential
projects and multi-unit residential projects is 80 percent; however, this maximum can be waived for particularly strong borrowers on
an exception basis.

Loans associated with construction lending are included in the real estate—construction category in Table 13: Summary of
Loans Held for Investment.

Consumer Lot Lending

Consumer lot loans are loans made to individuals for the purpose of acquiring an unimproved building site for the construction
of a residence that generally will be occupied by the borrower. Consumer lot loans are made only to individual borrowers, and each
borrower generally must certify his or her intention to build and occupy a single-family residence on the lot. These loans typically
have a maximum term of either three or five years with a balloon payment of the entire balance of the loan being due in full at the end
of the initial term. The interest rate for these loans is fixed or variable at a rate that is slightly higher than prevailing rates for one-to-
four family residential mortgage loans. We do not believe consumer lot loans bear as much risk as land acquisition and development
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loans because such loans are not made for the construction of residences for immediate resale, are not made to developers and
builders, and are not concentrated in any one subdivision or community. The Bank also purchases lot loans originated by C&F
Mortgage. These loans must satisfy the Bank’s underwriting criteria, including loan-to-value and credit score guidelines.

Loans associated with consumer lot lending are included in the real estate—construction category in Table 13: Summary of
Loans Held for Investment.

Commercial Real Estate Lending

The Bank’s commercial real estate loans are primarily secured by the value of real property. The proceeds of commercial real
estate loans are generally used by the borrower to finance or refinance the cost of acquiring and/or improving a commercial property.
The properties that typically secure these loans are office and warehouse facilities, hotels, retail facilities, restaurants and other
commercial properties. The Bank’s present policy is generally to restrict the making of commercial real estate loans to borrowers who
will occupy or use the financed property in connection with their normal business operations. However, the Bank also will consider
making commercial real estate loans under the following two conditions. First, the Bank will consider making commercial real estate
loans for other purposes if the borrower is in strong financial condition and presents a substantial business opportunity for the Bank.
Second, the Bank will consider making commercial real estate loans to creditworthy borrowers who have substantially pre-leased the
improvements to high-caliber tenants.

The Bank’s commercial real estate loans are usually amortized over a period of time ranging from 15 years to 25 years and
usually have a term to maturity ranging from five years to 15 years. These loans normally have provisions for interest rate adjustments
after the loan is three to five years old. The Bank’s maximum loan-to-value ratio for a commercial real estate loan is 80 percent;
however, this maximum can be waived for particularly strong borrowers on an exception basis. Most commercial real estate loans are
further secured by one or more unconditional personal guarantees.

In recent years, the Bank has structured some of its commercial real estate loans as mini-permanent loans. The amortization
period, term and interest rates for these loans vary based on borrower preferences and the Bank’s assessment of the loan and the
degree of risk involved. If the borrower prefers a fixed rate of interest, the Bank usually offers a loan with a fixed rate of interest for a
term of three to five years with an amortization period of up to 25 years. The remaining balance of the loan is due and payable in a
single balloon payment at the end of the initial term. We believe these loan terms give the Bank some protection from changes in the
borrower’s business and income as well as changes in general economic conditions. In the case of fixed-rate commercial real estate
loans, shorter maturities also provide the Bank with an opportunity to adjust the interest rate on this type of interest-earning asset in
accordance with the Bank’s asset and liability management strategies.

Loans secured by commercial real estate are generally larger and involve a greater degree of risk than residential mortgage
loans. Because payments on loans secured by commercial real estate are usually dependent on successful operation or management of
the properties securing such loans, repayment of such loans is subject to changes in both general and local economic conditions and
the borrower’s business and income. As a result, events beyond the control of the Bank, such as a downturn in the local economy,
could adversely affect the performance of the Bank’s commercial real estate loan portfolio. The Bank seeks to minimize these risks by
lending to established customers and generally restricting its commercial real estate loans to its primary market area. Emphasis is
placed on the income producing characteristics and quality of the collateral.

Loans associated with commercial real estate lending are included in the commercial, financial and agricultural category in
Table 13: Summary of Loans Held for Investment.

Land Acquisition and Development Lending

Land acquisition and development loans are made to builders and developers for the purpose of acquiring unimproved land to be
developed for residential building sites, residential housing subdivisions, multi-family dwellings and a variety of commercial uses.
The Bank’s policy is to make land acquisition loans to borrowers for the purpose of acquiring developed lots for single-family,
townhouse or condominium construction. The Bank will make both land acquisition and development loans to residential builders,
experienced developers and others in strong financial condition to provide additional construction and mortgage lending opportunities
for the Bank.

The Bank underwrites and processes land acquisition and development loans in much the same manner as commercial
construction loans and commercial real estate loans. For land acquisition and development loans, the Bank uses lower loan-to-value
ratios, which are a maximum of 65 percent for raw land, 75 percent for land development and improved lots and 80 percent of the
discounted appraised value of the property as determined in accordance with the Bank’s appraisal policies for developed lots for
single-family or townhouse construction. The Bank can waive the maximum loan-to-value ratio for particularly strong borrowers on
an exception basis. The term of land acquisition and development loans ranges from a maximum of two years for loans relating to the
acquisition of unimproved land to, generally, a maximum of three years for other types of projects. All land acquisition and
development loans generally are further secured by one or more unconditional personal guarantees. Because these loans are usually in
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a larger amount and involve more risk than consumer lot loans, the Bank carefully evaluates the borrower’s assumptions and
projections about market conditions and absorption rates in the community in which the property is located and the borrower’s ability
to carry the loan if the borrower’s assumptions prove inaccurate.

Loans associated with land acquisition and development lending are included in the commercial, financial and agricultural
category in Table 13: Summary of Loans Held for Investment.

Builder Line Lending

The Bank offers builder lines of credit to residential home builders to support their land and lot inventory needs. A construction
loan facility for a builder will typically have an expiration of 12 months or less. Each loan that is made under the master loan facility
will have a stated maturity that allows time for the residential unit to be constructed and sold to a homebuyer under prevailing market
conditions. Specific terms vary based on the purpose of the loan (e.g., lot inventory, spec or non pre-sold units, pre-sold units) and
previous sales activity to new homebuyers in the particular development. Repayment relies upon the successful performance of the
underlying residential real estate project. This type of lending carries a higher level of risk related to residential real estate market
conditions, a functioning first and secondary market in which to sell residential properties, and the borrower’s ability to manage
inventory and run projects. The Bank manages this risk by lending to experienced builders and by using specific underwriting policies
and procedures for these types of loans.

Loans associated with builder line lending are included in the commercial, financial and agricultural category in Table 13:
Summary of Loans Held for Investment.

Commercial Business Lending

Commercial business loan products include revolving lines of credit to provide working capital, term loans to finance the
purchase of vehicles and equipment, letters of credit to guarantee payment and performance, and other commercial loans. In general,
these credit facilities carry the unconditional guaranty of the owners and/or stockholders.

Revolving and operating lines of credit are typically secured by all current assets of the borrower, provide for the acceleration of
repayment upon any event of default, are monitored monthly or quarterly to ensure compliance with loan covenants, and are re-
underwritten or renewed annually. Interest rates generally will float at a spread tied to the Bank’s prime lending rate. Term loans are
generally advanced for the purchase of, and are secured by, vehicles and equipment and are normally fully amortized over a term of
two to five years, on either a fixed or floating rate basis.

Loans associated with commercial business lending are included in the commercial, financial and agricultural category in Table
13: Summary of Loans Held for Investment.

Equity Line Lending

The Bank offers its customers home equity lines of credit that enable customers to borrow funds secured by the equity in their
homes. Currently, home equity lines of credit are offered with adjustable rates of interest that are generally priced at a spread to the
prime lending rate. Home equity lines of credit are made on an open-end, revolving basis. Home equity loans generally do not present
as much risk to the Bank as other types of consumer loans. These loans must satisfy the Bank’s underwriting criteria, including loan-
to-value and credit score guidelines.

Loans associated with equity line lending are included in the equity lines category in Table 13: Summary of Loans Held for
Investment.

Consumer Lending

The Bank offers a variety of consumer loans, including automobile, personal secured and unsecured, and loans secured by
savings accounts or certificates of deposit. The shorter terms and generally higher interest rates on consumer loans help the Bank
maintain a profitable spread between its average loan yield and its cost of funds. Consumer loans secured by collateral other than a
personal residence generally involve more credit risk than residential mortgage loans because of the type and nature of the collateral
or, in certain cases, the absence of collateral. However, the Bank believes the higher yields generally earned on such loans compensate
for the increased credit risk associated with such loans.

Loans associated with consumer lending are included in the consumer category in Table 13: Summary of Loans Held for
Investment.
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Consumer Finance

C&F Finance has an extensive automobile dealer network through which it purchases installment contracts throughout its
markets. Credit approval is centralized in two locations, which along with the application processing system, ensures that contract
purchase decisions comply with C&F Finance’s underwriting policies and procedures.

Finance contract application packages completed by prospective borrowers are submitted by the automobile dealers
electronically through a third-party online automotive sales and finance platform to C&F Finance’s automated origination and
application system, which processes the credit bureau report, generates all relevant loan calculations and recommends the contract
structure. C&F Finance personnel with credit authority review the system-generated recommendations and determine whether to
approve or deny the purchase of the contract. The purchase decision is based primarily on the applicant’s credit history with emphasis
on prior auto loan history, current employment status, income, collateral type and mileage, and the loan-to-value ratio.

C&F Finance’s underwriting and collateral guidelines form the basis for the purchase decision. Exceptions to credit policies and
authorities must be approved by a designated credit officer. C&F Finance’s typical customers have experienced prior credit
difficulties. Because C&F Finance serves customers who are unable to meet the credit standards imposed by most traditional
automobile financing sources, we expect C&F Finance to sustain a higher level of credit losses than traditional automobile financing
sources. However, C&F Finance generally purchases contracts with interest at higher rates than those charged by traditional financing
sources. These higher rates should more than offset the increase in the provision for loan losses for this segment of the Corporation’s
loan portfolio.

Loans associated with automobile sales finance are included in the consumer finance category in Table 13: Summary of Loans
Held for Investment.

SECURITIES

The investment portfolio plays a primary role in the management of the Corporation’s interest rate sensitivity. In addition, the
portfolio serves as a source of liquidity and is used as needed to meet collateral requirements. The investment portfolio consists of
securities available for sale, which may be sold in response to changes in market interest rates, changes in prepayment risk, increases
in loan demand, general liquidity needs and other similar factors. These securities are carried at estimated fair value.

Table 15 sets forth the composition of the Corporation’s securities available for sale in dollar amounts at fair value and as a
percentage of the Corporation’s total securities available for sale at the dates indicated.

TABLE 15: Securities Available for Sale

December 31, 2011 December 31, 2010

(Dollars in thousands) Amount Percent Amount Percent
U.S. government agencies and COrporations ..........ccceevevvereeivesesneseeieanens $ 15,283 10% $ 13,656 10%
Mortgage-backed SECUTILIES. ........cuiiriiiiieeiree e 2,216 2 2,300 2
Obligations of states and political SubdiviSions ...........ccccccvoeniieneiecnne. 127,079 88 114,288 88

Total debt securities 144,578 100 130,244 100
=] Ty =0 I (0o TR 68 * 31 *

Total available for sale securities at fair value............c..ccooeeveennns $ 144,646 100% $ 130,275 100%

* Less than one percent

Growth in debt securities occurred in both the Bank’s portfolio of U.S. government agencies and corporations and obligations of
states and political subdivisions as a result of the Bank’s strategy to increase the securities portfolio as a percentage of total assets. The
growth was a result of excess funding provided by the increase in deposits and decreased loan demand in the Retail Banking segment.

During the fourth quarter of 2011, the municipal bond sector, which is included in the Corporation’s obligations of states and
political subdivisions category of securities, experienced rising securities prices as overall lower interest rates, limited supply,
increased investor demand, and an absence of widespread defaults helped drive the market. A number of external factors, including
U.S. monetary policy, the European debt crises and concerns about global economic weakness in general, have kept interest rates at
near historically low levels. There were two key drivers of the reduced supply: (1) many issuers accelerated issuance in the second
half of 2010 to take advantage of the expiring Build America Bond program, which reduced their borrowing needs for 2011, and (2)
state and local governments employed strict fiscal measures to balance their budgets and, as a result, reduced the funding of new
projects in general. The vast majority of the Corporation’s municipal bond portfolio is comprised of securities where the issuing
municipalities have unlimited taxing authority to support their debt servicing obligations. At December 31, 2011, approximately 96
percent of the Corporation’s obligations of states and political subdivisions, as measured by market value, were rated “A” or better by
Standard & Poor’s or Moody’s Investors Service. Of those in a net unrealized loss position, approximately 81 percent were rated “A”
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or better, as measured by market value, at December 31, 2011. Because the Corporation intends to hold these investments in debt
securities to maturity and it is more likely than not that the Corporation will not be required to sell these investments before a recovery
of unrealized losses, the Corporation does not consider these investments to be other-than-temporarily impaired at December 31, 2011
and no other-than-temporary impairment has been recognized.

Table 16 presents additional information pertaining to the composition of the securities portfolio by the earlier of contractual
maturity or expected maturity. Expected maturities will differ from contractual maturities because borrowers may have the right to
prepay obligations with or without call or prepayment penalties.

TABLE 16: Maturity of Securities

Year Ended December 31,

2011 2010 2009
Weighted Weighted Weighted
Amortized Average Amortized Average Amortized Average
(Dollars in thousands) Cost Yield Cost Yield Cost Yield
U.S. government agencies and corporations:
Maturing Within 1 year ...........ccceevvveeieiecee e $ 14,742 1.47% $ 10,707 1.17% $ 4,534 2.90%
Maturing after 1 year, but within 5 years....................... 506 3.94 2,922 2.64 3,616 3.62
Maturing after 5 years, but within 10 years ................... — — — — — —
Maturing after 10 Years........ccoceveveeeeeisiene e — — — — 1,622 5.56
Total U.S. government agencies and
COIPOFAtiONS ..ot 15,248 1.55 13,629 1.49 9,772 3.61
Mortgage backed securities:
Maturing Within 1 Year ........ccccoceveiieiniene e 73 4.67 9 6.42 686 4.32
Maturing after 1 year, but within 5 years.............cc....... 2,062 2.94 2,220 3.49 1,137 4.12
Maturing after 5 years, but within 10 years ................... — — — — 805 4.43
Maturing after 10 Years........ccoceverereerenene e — — — — — —
Total mortgage backed securities...............cc....... 2,135 2.99 2,229 3.50 2,628 4.27
States and municipals:*
Maturing Within 1 year ..o 15,106 472 14,148 5.27 7,463 6.24
Maturing after 1 year, but within 5 years..........c..c.c....... 30,415 5.46 27,706 5.69 22,338 5.95
Maturing after 5 years, but within 10 years.................... 47,545 6.02 45,244 6.13 46,606 6.29
Maturing after 10 YEars........ccoccoereeeienenene e 27,099 6.33 26,522 6.32 26,690 6.30
Total states and municipals.........ccccceevevevernennnnn. 120,165 5.78 113,620 5.96 103,097 6.22
Total securities:?
Maturing Within 1 year ........ccccoeveviivcniieie e 29,921 3.12 24,864 3.50 12,683 4.94
Maturing after 1 year, but within 5 years....................... 32,983 5.28 32,848 5.27 27,091 5.56
Maturing after 5 years, but within 10 years ................... 47,545 6.02 45,244 6.13 47,411 6.26
Maturing after 10 Years........ccoceveveeeeeisiene e 27,099 6.33 26,522 6.32 28,312 6.26
Total SECUNILIES ...vvcvvevevieceece e $ 137,548 527% $ 129,478 5.45% $ 115,497 5.95%

Yields on tax-exempt securities have been computed on a taxable-equivalent basis.
2 Total securities exclude preferred stock at amortized cost of $27,000 at December 31, 2011 and 2010 and $1.3 million at December 31, 2009 (estimated fair
value of $68,000 at December 31, 2011, $31,000 million at December 31, 2010 and $1.3 million at December 31, 2009).

DEPOSITS

The Corporation’s predominant source of funds is depository accounts, which are comprised of demand deposits, savings and
money market accounts, and time deposits. The Corporation’s deposits are principally provided by individuals and businesses located
within the communities served.

Deposits totaled $646.4 million at December 31, 2011, compared to $625.1 million at December 31, 2010, with the increase
primarily due to a $23.0 million increase in noninterest-bearing demand deposits and money market accounts, resulting in a shift in the
deposit mix to shorter duration, lower-cost deposits. Time deposits decreased slightly from $309.7 million at December 31, 2010 to
$307.9 million at December 31, 2011. The Corporation had no brokered certificates of deposit outstanding at December 31, 2011 or
2010.
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Table 17 presents the average deposit balances and average rates paid for the years 2011, 2010 and 2009.

TABLE 17: Average Deposits and Rates Paid

Year Ended December 31,

2011 2010 2009
Average Average Average Average Average Average

(Dollars in thousands) Balance Rate Balance Rate Balance Rate
Noninterest-bearing demand deposits ...........cccvceervrerenns $ 93,912 $ 89,430 $ 85,811
Interest-bearing transaction acCcounts ............ccoccecevereenenne. 109,314 0.51% 95,005 0.57% 86,478 0.74%
Money market deposit aCCOUNES.........ccorvvveirveeniireirieens 77,882 0.65 64,085 0.88 66,562 1.54
SAVINGS ACCOUNTS......eiviviiirieeeti st sie ettt e v 42,083 0.10 41,685 0.10 41,449 0.11
Certificates of deposit, $100 thousand or more................. 135,307 1.98 142,918 2.21 119,246 2.88
Other certificates of deposit...........ccooeiereiriiniene e 172,675 1.86 178,569 2.20 176,657 2.93

Total interest-bearing deposits..........ccoevvereieeene. 537,261 1.30% 522,262 1.58% 490,392 2.10%

Total dePOSItS ...ovvveveieieieieerce e $ 631,173 $ 611,692 $ 576,203

Table 18 details maturities of certificates of deposit with balances of $100,000 or more at December 31, 2011.

TABLE 18: Maturities of Certificates of Deposit with Balances of $100,000 or More

(Dollars in thousands) December 31, 2011
B MONENS OF LESS ..ttt st et sb e ebaeeaae s $ 15,475
R 1010011 TSRO 31,678
B-12 MONTNS ...eeiiieiii et e s s e e s sbae e nes 36,116
OVEE 12 MONTNS ...ttt e e s e e s st e e e st e e s st eeessbaneeaans 65,348
L I0] - | [P R T TTRRTTRR $ 148,617

BORROWINGS

In addition to deposits, the Corporation utilizes short-term borrowings from the Federal Reserve Bank and the FHLB, to fund its
day-to-day operations. Short-term borrowings also include securities sold under agreements to repurchase, which are secured
transactions with customers and generally mature the day following the day sold, and overnight unsecured fed funds lines with
correspondent banks. Long-term borrowings consist of advances from the FHLB, advances under a non-recourse revolving bank line
of credit and securities sold under agreements to repurchase with a third-party correspondent bank. All FHLB advances are secured by
a blanket floating lien on all of the Bank’s qualifying closed-end and revolving, open-end loans secured by 1-4 family residential
properties. All Federal Reserve Bank advances are secured by loan-specific liens on certain qualifying loans of C&F Bank that are not
otherwise pledged. The bank line of credit is non-recourse and is secured by loans at C&F Finance. The repurchase agreement is
secured by a portion of the Bank’s securities portfolio.

In December, 2007, Trust Il, a wholly-owned subsidiary of the Corporation, was formed for the purpose of issuing trust
preferred capital securities for general corporate purposes including the refinancing of existing debt. On December 14, 2007, Trust Il
issued $10.0 million of trust preferred capital securities in a private placement to an institutional investor and $310,000 in common
equity to the Corporation. The principal asset of Trust Il is $10.3 million of the Corporation’s trust preferred capital notes. In July
2005, Trust I, a wholly-owned subsidiary of the Corporation, was formed for the purpose of issuing trust preferred capital securities to
partially fund the Corporation’s purchase of 427,186 shares of its common stock. On July 21, 2005, Trust | issued $10.0 million of
trust preferred capital securities in a private placement to an institutional investor and $310,000 in common equity to the Corporation.
The principal asset of Trust | is $10.3 million of the Corporation’s trust preferred capital notes. For further information concerning the
Corporation’s borrowings, refer to Item 8, “Financial Statements and Supplementary Data,” under the heading “Note 8: Borrowings.”
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OFF-BALANCE-SHEET ARRANGEMENTS

To meet the financing needs of customers, the Corporation is a party, in the normal course of business, to financial instruments
with off-balance-sheet risk. These financial instruments include commitments to extend credit, commitments to sell loans and standby
letters of credit. These instruments involve elements of credit and interest rate risk in addition to the amount on the balance sheet. The
Corporation’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to
extend credit and standby letters of credit written is represented by the contractual amount of these instruments. We use the same
credit policies in making these commitments and conditional obligations as we do for on-balance-sheet instruments. We obtain
collateral based on our credit assessment of the customer in each circumstance.

Loan commitments are agreements to extend credit to a customer provided that there are no violations of the terms of the
contract prior to funding. Commitments have fixed expiration dates or other termination clauses and may require payment of a fee by
the customer. Since many of the commitments may expire without being completely drawn upon, the total commitment amounts do
not necessarily represent future cash requirements. The total amount of unused loan commitments was $83.5 million at December 31,
2011 and $83.4 million at December 31, 2010.

Standby letters of credit are written conditional commitments issued by the Bank to guarantee the performance of a customer to
a third party. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending loans to
customers. The total contract amount of standby letters of credit was $9.3 million at December 31, 2011 and $7.1 million at
December 31, 2010.

At December 31, 2011, C&F Mortgage had rate lock commitments to originate mortgage loans aggregating $60.4 million and
loans held for sale of $70.1 million. C&F Mortgage has entered into corresponding commitments with third party investors to sell
loans of approximately $130.5 million. Under the contractual relationship with these investors, C&F Mortgage is obligated to sell the
loans, and the investor is obligated to purchase the loans, only if the loans close. No other obligation exists. As a result of these
contractual relationships with these investors, C&F Mortgage is not exposed to losses, nor will it realize gains, related to its rate lock
commitments due to changes in interest rates.

C&F Mortgage sells substantially all of the residential mortgage loans it originates to third-party investors, some of whom
require the repurchase of loans in the event of loss due to borrower misrepresentation, fraud or early default. Mortgage loans and their
related servicing rights are sold under agreements that define certain eligibility criteria for the mortgage loans. Recourse periods for
early payment default vary from 90 days up to one year. Recourse for borrower misrepresentation or fraud, or underwriting error does
not have a stated time limit. Payments made under these recourse provisions were $396,000 in 2011, $5.0 million in 2010 and
$555,000 in 2009. Payments in 2010 included the satisfaction of all known and unknown indemnification obligations for loans sold to
one of C&F Mortgage’s largest investors prior to 2010, which was part of a settlement with this investor. An allowance for
indemnifications is established through charges to earnings. The allowance represents an amount that, in management’s judgment,
will be adequate to absorb any losses arising from valid indemnification requests. Risks also arise from the possible inability of
counterparties to meet the terms of their contracts. C&F Mortgage has procedures in place to evaluate the credit risk of investors and
does not expect any counterparty to fail to meet its obligations.

The Corporation uses derivatives to manage exposure to interest rate risk through the use of interest rate swaps. Interest rate
swaps involve the exchange of fixed and variable rate interest payments between two parties, based on a common notional principal
amount and maturity date with no exchange of underlying principal amounts. The Corporation’s interest rate swaps qualify as cash
flow hedges. The Corporation’s cash flow hedges effectively modify a portion of the Corporation’s exposure to interest rate risk by
converting variable rates of interest on $10.0 million of the Corporation’s trust preferred capital notes to fixed rates of interest until
September 2015. The cash flow hedges total notional amount is $10.0 million. At December 31, 2011, the cash flow hedges had a fair
value of ($515,000), which is recorded in other liabilities. The cash flow hedges were fully effective at December 31, 2011 and
therefore the loss on the cash flow hedges was recognized as a component of other comprehensive income (loss), net of deferred
income taxes.

LIQUIDITY

The objective of the Corporation’s liquidity management is to ensure the continuous availability of funds to satisfy the credit
needs of our customers and the demands of our depositors, creditors and investors. Stable core deposits and a strong capital position
are the components of a solid foundation for the Corporation’s liquidity position. Additional sources of liquidity available to the
Corporation include cash flows from operations, loan payments and payoffs, deposit growth, sales of securities, the issuance of
brokered certificates of deposit and the capacity to borrow additional funds.

Liquid assets, which include cash and due from banks, interest-bearing deposits at other banks, federal funds sold and
nonpledged securities available for sale, totaled $49.2 million at December 31, 2011. The Corporation’s funding sources, including
capacity, amount outstanding and amount available at December 31, 2011 are presented in Table 19.
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TABLE 19: Funding Sources

December 31, 2011

(Dollars in thousands) Capacity Outstanding Available

Federal funds pUrchased...........c.ccoeeveveeeecieeeciececeeeee e $ 59,000 $ 2900 $ 56,100
Repurchase agreemMeNtS ........cvcvveiereresieseseeee e esie e e sreens 5,000 5,000 —

Borrowings from FHLB ... 108,484 52,500 55,984
Borrowings from Federal Reserve Bank ..........ccccccccevvvvininennnne, 65,277 — 65,277
Revolving line of credit........ccccceveie i 120,000 75,487 44,513
TOLAl e $ 357,761 3 135,887 $ 221,874

We have no reason to believe these arrangements will not be renewed at maturity. Additional loans and securities are available
that can be pledged as collateral for future borrowings from the Federal Reserve Bank or the FHLB above the current lendable
collateral value.

Certificates of deposit of $100,000 or more, maturing in less than a year, totaled $83.3 million at December 31, 2011;
certificates of deposit of $100,000 or more, maturing in more than one year, totaled $65.3 million.

The Corporation’s contractual obligations and scheduled payment amounts due at various intervals over the next five years and
beyond as of December 31, 2011 are presented in Table 20.

Table 20: Contractual Obligations

Payments Due by Period

(Dollars in thousands) Total Less than 1 Year 1-3 Years 3-5 Years More than 5 Years
Bank lines of credit........covvvvvvcceeieiereienennssses $ 75487 $ — $ 75487 $ — 3 —
FHLB advanCes ™ ... 52,500 10,000 20,000 17,500 5,000
Federal Reserve Bank borrowings 2...........ccccovevunnen. — — — — —
Federal funds purchased ............ccoovevveivererercniere s, 2,900 2,900 — — —
Trust preferred capital NOtES .......ccoevveviieiiieircee, 20,620 — — — 20,620
Securities sold under agreements to repurchase .......... 9,644 4,644 — — 5,000
Operating [8aSeS.......cccovveieveniie e 3,191 1,378 1,236 577 —
TOtAl oo $ 164,342 $ 18,922 $ 96,723 $ 18,077 $ 30,620

! FHLB advances include convertible advances of $10.0 million maturing in 2012, $12.5 million maturing in 2014, $17.5 million
maturing in 2017 and $5.0 million maturing in 2018. These advances have fixed rates of interest unless the FHLB exercises its
option to convert the interest on these advances from fixed-rate to variable-rate (i.e., the conversion date). We can elect to repay
the advances in whole or in part on their respective conversion dates and on any interest payment dates thereafter without the
payment of a fee if the FHLB elects to convert the advances. However, we would incur a fee if we repay the advances prior to
their respective conversion dates, if the FHLB does not convert the advance on the conversion date, or, after notification of
conversion, on any date other than the conversion date or any interest payment date thereafter. FHLB advances also include a
fixed rate hybrid advance of $7.5 million maturing in 2015. This advance provides fixed-rate funding until the stated maturity
date. The bank may add interest rate caps or floors at a future date, at which time the cost of the caps or floors will be added to the
advance rate. For further information concerning the Corporation’s FHLB borrowings, refer to Item 8, “Financial Statements and
Supplementary Data,” under the heading “Note 8: Borrowings.”

2 At December 31, 2011 there were no outstanding borrowings from the Federal Reserve Bank.

As a result of the Corporation’s management of liquid assets and the ability to generate liquidity through liability funding, we
believe that we maintain overall liquidity sufficient to satisfy the Corporation’s operational requirements and contractual obligations.
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CAPITAL RESOURCES

The assessment of capital adequacy depends on such factors as asset quality, liquidity, earnings performance, and changing
competitive conditions and economic forces. We regularly review the adequacy of the Corporation’s capital. We maintain a structure
that will assure an adequate level of capital to support anticipated asset growth and to absorb potential losses.

While we will continue to look for opportunities to invest capital in profitable growth, share purchases are another tool that
facilitates improving shareholder return, as measured by ROE and earnings per share. However, in connection with the Corporation’s
participation in the Capital Purchase Program, as previously described, certain limitations on the Corporation’s ability to repurchase
its common stock have been imposed. For more information on these restrictions, see Item 8, “Financial Statements and
Supplementary Data,” under the heading “Note 9: Shareholders’ Equity, Other Comprehensive Income and Earnings Per Common
Share.”

The Corporation’s capital position continues to exceed regulatory minimum requirements. The primary indicators relied on by
bank regulators in measuring the capital position are the Tier 1 capital, total risk-based capital, and leverage ratios, as previously
described in the “Regulation and Supervision” section of Item 1. The Corporation’s Tier 1 capital to risk-weighted assets ratio was
15.1 percent at December 31, 2011, compared with 15.3 percent at December 31, 2010. The total capital to risk-weighted assets ratio
was 16.4 percent at December 31, 2011, compared with 16.5 percent at December 31, 2010. The Tier 1 leverage ratio was 11.5
percent at December 31, 2011, compared with 11.6 percent at December 31, 2010. These ratios are in excess of the mandated
minimum requirements. These ratios include the trust preferred securities issued in December 2007 and July 2005, as well as the $10.0
million and $20.0 million of Series A Preferred Stock outstanding on December 31, 2011 and 2010, respectively, in Tier 1 capital for
regulatory capital adequacy determination purposes.

Shareholders’ equity was $96.1 million at year-end 2011 compared with $92.8 million at year-end 2010. During 2011, the
Corporation declared common stock dividends of $1.01 per share, compared to $1.00 per share declared in 2010 and $1.06 per share
in 2009. The dividend payout ratio, based on net income available to common shareholders, was 26.9 percent in 2011, 44.2 percent in
2010 and 73.5 percent in 2009. In addition, on July 27, 2011, the Corporation redeemed $10.0 million, or 50 percent, of the $20.0
million of Series A Preferred Stock. The funds for this redemption were provided by existing financial resources of the Corporation
and no new capital was issued.

In December 2010, the Basel Committee released its final framework for strengthening international capital and liquidity
regulation, now officially identified by the Basel Committee as “Basel 111.” Basel 111, when implemented by the U.S. banking agencies
and fully phased-in on January 1, 2019, will require bank holding companies and their bank subsidiaries to maintain substantially
more capital, with a greater emphasis on common equity. As discussed in Item 1. “Business” under the heading “Regulation and
Supervision”, Basel 111 will be phased in between 2014 and 2019. The U.S. banking agencies have indicated informally that they
expect to propose regulations implementing Basel I11 in mid-2012.

In addition to Basel Ill, Dodd-Frank requires or permits the U.S. banking agencies to adopt regulations affecting banking
institutions' capital requirements in a number of respects, including potentially more stringent capital requirements for systemically
important financial institutions. Accordingly, the regulations ultimately applicable to the Corporation may be substantially different
from the Basel Il final framework as published in December 2010. Requirements to maintain higher levels of capital or to maintain
higher levels of liquid assets could adversely impact the Corporation's net income and return on equity.

RECENT ACCOUNTING PRONOUNCEMENTS

Recent accounting pronouncements affecting the Corporation are described in Item 8, “Financial Statements and Supplementary
Data,” under the heading “Note 1: Summary of Significant Accounting Policies-Recent Significant Accounting Pronouncements.”

EFFECTS OF INFLATION AND CHANGING PRICES

The Corporation's financial statements included herein have been prepared in accordance with accounting principles
generally accepted in the United States ("GAAP"). GAAP presently requires the Corporation to measure financial position and
operating results primarily in terms of historic dollars. Changes in the relative value of money due to inflation or recession are
generally not considered. The primary effect of inflation on the operations of the Corporation is reflected in increased operating costs.
In management's opinion, changes in interest rates affect the financial condition of a financial institution to a far greater degree than
changes in the inflation rate. While interest rates are greatly influenced by changes in the inflation rate, they do not necessarily change
at the same rate or in the same magnitude as the inflation rate. Interest rates are highly sensitive to many factors that are beyond the
control of the Corporation, including changes in the expected rate of inflation, the influence of general and local economic conditions
and the monetary and fiscal policies of the United States government, its agencies and various other governmental regulatory
authorities.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Corporation’s primary component of market risk is interest rate volatility. Fluctuations in interest rates will impact the
amount of interest income and expense the Corporation receives or pays on a significant portion of its assets and liabilities and the
market value of its interest-earning assets and interest-bearing liabilities, excluding those which have a very short term until maturity.
The Corporation does not subject itself to foreign currency exchange rate risk or commodity price risk due to the current nature of its
operations. The Corporation had two outstanding interest rate swaps used as hedging transactions at December 31, 2011. The interest
rate swaps were entered into to fix the rate of interest paid on $10.0 million of the Corporation’s variable rate trust preferred capital
notes. The interest rate swaps mature in 2015.

The primary objective of the Corporation’s asset/liability management process is to maximize current and future net interest
income within acceptable levels of interest rate risk while satisfying liquidity and capital requirements. Management recognizes that a
certain amount of interest rate risk is inherent and appropriate. Thus the goal of interest rate risk management is to maintain a balance
between risk and reward such that net interest income is maximized while risk is maintained at an acceptable level.

The Corporation assumes interest rate risk as a result of its normal operations. The fair values of most of the Corporation’s
financial instruments will change when interest rates change and that change may be either favorable or unfavorable to the
Corporation. Management attempts to match maturities and repricing dates of assets and liabilities to the extent believed necessary to
balance minimizing interest rate risk and increasing net interest income in current market conditions. However, borrowers with fixed
rate obligations are less likely to prepay in a rising rate environment and more likely to prepay in a falling rate environment.
Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity in a rising rate environment
and less likely to do so in a falling rate environment. Management monitors rates, maturities and repricing dates of assets and
liabilities and attempts to manage interest rate risk by adjusting terms of new loans, deposits and borrowings and by investing in
securities with terms that manage the Corporation’s overall interest rate risk.

We use simulation analysis to assess earnings at risk and economic value of equity (EVE) analysis to assess economic value at
risk. These methods allow management to regularly monitor both the direction and magnitude of the Corporation’s interest rate risk
exposure. These modeling techniques involve assumptions and estimates that inherently cannot be measured with complete precision.
Key assumptions in the analyses include maturity and repricing characteristics of both assets and liabilities, prepayments on
amortizing assets, other embedded options, non-maturity deposit sensitivity and loan and deposit pricing. These assumptions are
inherently uncertain due to the timing, magnitude and frequency of rate changes and changes in market conditions and management
strategies, among other factors. However, the analyses are useful in quantifying risk and provide a relative gauge of the Corporation’s
interest rate risk position over time.

Simulation analysis evaluates the potential effect of upward and downward changes in market interest rates on future net interest
income. The analysis involves changing the interest rates used in determining net interest income over the next twelve months. The
resulting percentage change in net interest income in various rate scenarios is an indication of the Corporation’s shorter-term interest
rate risk. The analysis utilizes a “static” balance sheet approach, which assumes changes in interest rates without any management
response to change the composition of the balance sheet. The measurement date balance sheet composition is maintained over the
simulation time period with maturing and repayment dollars being rolled back into like instruments for new terms at current market
rates. Additional assumptions are applied to modify volumes and pricing under the various rate scenarios. These include prepayment
assumptions on mortgage assets, the sensitivity of non-maturity deposit rates, and other factors that management deems significant.

The simulation analysis results are presented in the table below. These results, based on a measurement date balance sheet as of
December 31, 2011, indicate that the Corporation would expect net interest income to decrease over the next twelve months 4.63
percent assuming an immediate downward shift in market interest rates of 200 basis points (BP) and to increase 0.32 percent if rates
shifted upward in the same manner.

1-Year Net Interest Income Simulation (dollars in thousands)

Hypothetical Change in Net
Interest Income for the Year Ended
December 31, 2012

Assumed Market Interest Rate Shift Dollars Percentage
200 BP SNOCK ..o eeeeseeeeeseseeees s seeeseeeesseeseeneens $ (2,878) (4.63)%
+200 BP ShOCK ....cviiiiiircrceece e $ 199 0.32%
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The EVE analysis provides information on the risk inherent in the balance sheet that might not be taken into account in the
simulation analysis due to the shorter time horizon used in that analysis. The EVE of the balance sheet is defined as the discounted
present value of expected asset cash flows minus the discounted present value of the expected liability cash flows. The analysis
involves changing the interest rates used in determining the expected cash flows and in discounting the cash flows. The resulting
percentage change in net present value in various rate scenarios is an indication of the longer term repricing risk and options
embedded in the balance sheet.

The EVE analysis results are presented in the table below. These results as of December 31, 2011 indicate that the EVE would
decrease 0.99 percent assuming an immediate downward shift in market interest rates of 200 BP and would decrease 2.01 percent if
rates shifted upward in the same manner.

Static EVE Change (dollars in thousands)

Hypothetical Change in EVE

Assumed Market Interest Rate Shift Dollars Percentage
2200 BP SNOCK .......vveeoeeeceeeeeeesseeeeesesee e esesses e $  (1,251) (0.99)%
+200 BP SNOCK ......ccicieiic st $ (2,531) (2.01)%

In the net interest income simulation above, net interest income increases over the next twelve months in the event of an
immediate upward shift in interest rates, but declines in the event of an immediate downward shift in interest rates. In a rising rate
environment, the Corporation’s assets would reprice quicker than what the Corporation pays on its borrowings and deposits primarily
due to the shorter maturity or repricing dates of its loan portfolios, cash on hand and short-term investments. However, in a falling rate
environment the simulation assumes that adjustable-rate assets will continue to reprice downward, subject to floors on certain loans,
and fixed-rate assets with prepayment or callable options will reprice at lower rates while certain deposits cannot reprice any lower.

The EVE analysis above indicates a decrease in the EVE in an immediate upward shift in interest rates, and a decrease in the
EVE in an immediate downward shift in interest rates. In a rising rate environment, the Corporation’s assets would take longer to
reprice over time than what the Corporation pays on its borrowings and deposits due to the longer maturity or repricing dates of its
investment and loan portfolios as compared to time deposits and borrowings. In a falling rate environment, the Corporation’s
borrowings and deposits would be limited in their repricing given the current exceptionally low interest rate environment, while fixed-
rate assets that mature or those with prepayment or callable options will reprice lower.

At C&F Mortgage, we enter into commitments to originate residential mortgage loans whereby the interest rate on the loan is
determined prior to funding (i.e., rate lock commitments). The period of time between issuance of a loan commitment and closing and
sale of the loan generally ranges from 15 days to 90 days. The Corporation protects itself from changes in interest rates by entering
into loan purchase agreements with third party investors that provide for the investor to purchase loans at the same terms (including
interest rate) as committed to the borrower. Under the contractual relationship with the purchaser of each loan, the Corporation is
obligated to sell the loan to the purchaser, and the investor is obligated to purchase the loan, only if the loan closes. No other
obligation exists. As a result of these contractual relationships with purchasers of loans, the Corporation is not exposed to losses nor
will it realize gains related to its rate lock commitments due to changes in interest rates.

We believe that our current interest rate exposure is manageable and does not indicate any significant exposure to interest rate
changes.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
CONSOLIDATED BALANCE SHEETS

December 31,

(Dollars in thousands, except for share and per share amounts) 2011 2010
Assets
CaSh AN UE FITOM DANKS .......coveieeeee ettt et e et e st et e st et e et et eeesteeresesareaeeanteseesseaseseeareareaneeneeeetereearens $ 5787 $ 7,150
Interest-bearing deposits in other banks and federal funds SOId...........ccooiiiiriiiiii 5,720 2,530
Total cash and €ash EQUIVAIENTS .........cccveieiiri st es 11,507 9,680
Securities—available for sale at fair value, amortized cost of $137,575 and $129,505, respectively................. 144,646 130,275
L0ANS NEIT FOr SAIE, NMEL......cuiiiiiic bbbttt bbb b st bbb ne s 70,062 67,153
Loans, net of allowance for loan losses of $33,677and $28,840, reSpectively ..o, 616,984 606,744
Federal Home Loan Bank StOCK, Gt COSE........uiiriiiiiiiiirieiee sttt st 3,767 3,887
Corporate premises and EQUIPMENT, NEE .......oiiiiiieieiieese ettt sttt seebe bt eresbe e eresbeneeres 28,462 28,743
Other real estate owned, net of valuation allowance of $3,927 and $3,979, respectively ........cc.ccocevvvireineinn, 6,059 10,674
ACCTUBH INTEIESE FECRIVAINIE ...veeviiiveiie ettt be e b e b e e b e e bt e s baesbeesbeesbesneesaneaaees 5,242 5,073
(€10 10T 11T || OSSOSO TSTPSSPRRON 10,724 10,724
(0] 1 g 1= g T £ SRR 30,671 31,184
0] - L 1T ST SSRTN $ 928,124 904,137
Liabilities
Deposits
Noninterest-bearing demand AEPOSIES ........uiviiiiriiiiirieise ettt sbene s $ 95556 87,263
Savings and interest-bearing demand AEPOSILS .........cvierieirerieireiee e 242,917 228,185
LI L TCT 0 ] o0 TSSOSO 307,943 309,686
QLI 0 (=T T ]| SRS 646,416 625,134
SNOF-TEIM DOITOWINGS ... ettt sttt e et e st et e st e e beeteeRsese et ebeseesbesbesbeeteeneenbennenrens 7,544 10,618
LONG-LEIM DOITOWINGS. ...ttt ettt ettt bbbt bbb bbbt e n et b ne et b ne s 132,987 132,902
Trust Preferred CAPITAl NOTES ... ...iiiiiieic bbbt bbb s bt s bt s e abe st s ns 20,620 20,620
AcCCrued INEIESt PAYADIE .....c.oieiiiie bbb 1,111 1,160
L@ 1 1= g T o1 =T OSSR 23,356 20,926
TOLAl HADIIITIES ....veiveeeiiie bbbttt s bbbt b e e 832,034 811,360
Commitments and contingent labilities ..o e — —
Shareholders’ Equity
Preferred stock ($1.00 par value, 3,000,000 shares authorized, 10,000 and 20,000 shares issued and
OULSEANAING, FESPECTIVEIY) ..eeiiiiiieiee et e et et e st et e ee s besteereenae e ete e 10 20
Common stock ($1.00 par value, 8,000,000 shares authorized, 3,178,510 and 3,118,066 shares issued and
OULSEANAING, FESPECIVEIY) ..vvreciieeie ettt et et s aenreereenee e e ne e 3,091 3,032
Additional Paid-in CAPITAL..........ceiieieece ettt e e e re e 13,438 22,112
L] =TT L= o =T T4 T ST 76,167 67,542
Accumulated other COMPrenenSiVe INCOME, NEL.......cccvciiiieie e seenee e 3,384 71
Total SharehoIUErS” BUILY ......oiiie e ettt e e e 96,090 92,777
Total liabilities and Shareholders” EQUILY .........ccooiiiiiiiiieee e $ 928,124 $ 904,137

See notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

(Dollars in thousands, except per share amounts) 2011 2010 2009
Interest income
INTErest aNd FEES ON LOANS.......cviiiiiecie ettt ettt ettt e e b e et a e e b e e sbaeebeesabee e $ 68571 $ 64941 $ 60,116
Interest on money Market INVESIMENTS ..o 46 43 6
Interest and diVIAENAS ON SECUIITIES .......vviiiueiiirie ittt ettt et sre e sab e e srre e sbee e
U.S. government agencies and COrPOIatioNnS .........coceveereirereriseneesesiee e 206 281 418
Tax-exempt obligations of states and political SubdiviSions ............ccccoovviveieiiiiiciinenn, 4,859 4,459 4,208
Corporate bonds and OTNET ..........ciiiiiiiei s 108 124 223
TOtal INTEIESE INCOIME ... vii ittt ettt e s be e s be e sabe e s beesabeesareesnbeeans 73,790 69,848 64,971
Interest expense
Savings and interest-bearing EPOSITS .......ccviiriiiireire e 1,102 1,142 1,711
Certificates of deposit, $100 thouSand OF MO .........cceveieiiiiiie e 2,684 3,161 3,433
(0] 10T g (T (=T 1] | PSR 3,217 3,935 5174
BOITOWINGS ...ttt ettt e et et e e e s e e te s beebesteeae e s e et es b e seesbesbesbeeteeneeneesnetees 3,892 3,998 4,071
Trust preferred Capital NOES ......civiveiiici e 986 999 1,070
TOtaAl INTErEST EXPENSE ... eveeeeteeeerie e et e e e e st et et e e s e e esee st e stesreeresneeneeseeeenes 11,881 13,235 15,459
e L1 =T AT (070 1 R 61,909 56,613 49,512
O\ o] I o] g (0T T I (0TSt U 14,160 14,959 18,563
Net interest income after provision for 10aN 10SSES .........cccvrieieiiieie i, 47,749 41,654 30,949
Noninterest income
GaiNS 0N SAIES OF [0ANS........iiiiiiicre ettt e re e sbe e sbe e eresneeaaes 16,094 18,564 24,976
Service charges 0N dePOSIT ACCOUNTS.........cviirieriiirieisie et 3,509 3,511 3,303
Other service Charges and fEES.......coviiiiiii it sre s 5,290 4,913 5,018
INVESTMENT SEIVICES INCOME ... vviiviiitiiie ettt ettt ettt et sb e sbe e ebe et e eabeebeeebeebeesbeesbesraesbaesreens 1,008 834 648
Net gains on calls and sales of available for sale SECUNILIES ...........cooeiriereiiniineie e, 13 70 22
OhEI INCOIME ..ttt ettt e b e e s b e et e st e sab e e beeebe et e esbesraesbaesbeesbesnresnnesrees 1,132 1,808 2,722
Total NONINTEIESE INCOME ....vviiiiitie ettt ettt be e be e sre e srr e beeebeebeenbeenes 27,046 29,700 36,689
Noninterest expenses
Salaries and employee DENETITS.........coviiiiiiee s 34,317 34,889 35,118
OCCUPANCY EXPEINSES ...t steesteeteameeateesteesteesteesbesseesbeesteesbeasseaseesseesbeebeanbessbesbeesbeesbeesesneesneesneas 6,491 5,768 5,714
DT BXPBNSES ...t vtveeeerietete st st s et e tee e e tesbesbesbeeteesees e saesbenbeebeebeeseesaesebeneeebenbeeneeree e enre e nns 15,276 19,638 19,335
TOtal NONINIEIEST EXPEINSES .....veeeieie ettt sttt e e bbb be e ene e e e be e 56,084 60,295 60,167
INCOME DETOIE INCOME TAXES .. .cveiiieeie ettt ettt ettt st et sbe e e be e be et e eabesbeesbeesbeesbesbeesbeesbeens 18,711 11,059 7,471
INCOME TAX EXPEINSE ...vveveeieeiteesiee e e e eseesseeste e teesteesteaseesteesteesteeseeaseesseesseesseenseenseansenseenseensenseenreenreenreens 5,735 2,949 1,945
LS g Too] 4T U 12,976 8,110 5,526
Effective dividends on preferred STOCK.........ooviiiiiiiiiece e 1,183 1,149 1,130
Net income available to commOon SNArENOIAETS...........oocuiiiie e $ 11,793 $ 6961 $ 4,396
Earnings per CoMMON SNAIE—DASIC .......ccucvrviriiiriieieietcceie ettt bbb n b $ 376 $ 226 $ 144
Earnings per common share—assuming dilution ...........cccooviiiviiceicciiceeie e $ 372 $ 224 $ 144

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

Additional Accumulated Other Total
Preferred Common Paid-In Retained Comprehensive Shareholders’
(Dollars in thousands, except per share amounts) Stock Stock Capital Earnings Income (Loss) Equity
Balance December 31, 2008 ...........ccccovvrenirnnne $ — 3 2992 $ 551 $ 62,361 $ 1,047) $ 64,857
Comprehensive income:
NEt INCOME ...t — — — 5,526 — 5,526
Other comprehensive income, net:
Changes in defined benefit plan assets
and benefit obligations, net ................. — — — — 734
Unrealized holding gains on securities,
net of reclassification adjustment......... — — — — 1,281
Other comprehensive income, net................ — — — — 2,015 2,015
Comprehensive income ... — — — — — 7,541
Stock options exercised ......... — 17 309 — — 326
Share-based compensation............cccccvevreriienn. — — 318 — — 318
Issuance of preferred stock and warrant............. 20 — 19,894 — — 19,914
Accretion of preferred stock discount............ — — 138 (138) — —
Cash dividends paid — common stock ($1.06
PEr Share).....coccvveieireee e — — — (3,230) — (3,230)
Cash dividends paid — preferred stock (5% per
ANNUM) Lo — — — (850) — (850)
Balance December 31, 2009 ..........ccccrivrirrnnne 20 3,009 21,210 63,669 968 88,876
Comprehensive income:
NEt INCOME ... — — — 8,110 — 8,110
Other comprehensive loss, net:
Changes in defined benefit plan assets
and benefit obligations, net ................. — — — — (139)
Unrealized loss on cash flow hedging
instruments, Net ... — — — — (90)
Unrealized holding losses on securities,
net of reclassification adjustment........ — — — — (668)
Other comprehensive 10ss, net..................... — — — — (897) (897)
Comprehensive iNCOME .........ccooveevrveriennnns — — — — — 7,213
Stock options eXercised .........ccocvvervrererernnienns — 23 386 — — 409
Share-based compensation............c.cccvevrervrenn. — — 367 — — 367
Accretion of preferred stock discount................ — — 149 (149) — —
Cash dividends paid — common stock ($1.00
PEr Share).....cocovveieieeeece e — — — (3,088) — (3,088)
Cash dividends paid — preferred stock (5% per
ANNUM) e — — — (1,000) — (1,000)
Balance December 31, 2010 ........c.ccceevvevrenvennene. $ 20 $ 3032 $ 221112 $ 67542 $ 71 $ 92,777
Comprehensive income:
NEet INCOME ....ocveeiiiiiciceceee e — — — 12,976 — 12,976
Other comprehensive income, net:
Changes in defined benefit plan assets
and benefit obligations, net ................. — — — — (559)
Unrealized loss on cash flow hedging
iNStruments, Net........ccocoeevrveienneennne — — — — (223)
Unrealized holding gains on securities,
net of reclassification adjustment......... — — — — 4,095
Other comprehensive income, net................ — — — — 3,313 3,313
Comprehensive INCOME ...........coovvvvrericennnne — — — — — 16,289
Stock options exXercised ..........cococevvrreririieinnns — 34 660 — — 694
Share-based compensation............c.c.cocovivirinnae — — 395 — — 395
Restricted stock vested — 23 (111) — — (88)
Preferred stock redemption (10) — (9,990) — — (10,000)
Accretion of preferred stock discount................ — — 333 (333) — —
Common stock issued _ 2 39 _ _ 41
Cash dividends paid — common stock ($1.01
Per Share)........ccocoiiiiiee — — — (3,168) — (3,168)
Cash dividends paid — preferred stock (5% per
ANNUM) Lo — — — (850) — (850)
Balance December 31, 2011 ........cccoovniiininnne. $ 10 $ 3091 $ 13438 $ 76,167 $ 3384 $ 96,090

See notes to consolidated financial statements.
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(Dollars in thousands)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2011 2010 2009

Operating activities:

N BT N COIME ..ttt ettt ettt et et et e et e et e eeter e e et eetes e e et e et eseeereateantateee et ereeareneeaneareaneans 12976 $ 8,110 $ 5,526
Adjustments to reconcile net income to net cash provided by (used in) operating
activities:
[T o (T P LA o] o RSP 2,121 1,887 2,067
Deferred iNCOME tAXES .....ovverveiieiiieie e (1,341) (2,253) (3,477)
Provision for 108N 0SSES .........ccveiiiiiiiere e 14,160 14,959 18,563
Provision for indemnifications..........cccovvveriiiiiiis e, 807 3,745 2,490
Provision for other real estate OwWned 10SSES ........cccevvvveveeiiieecie e, 911 2,180 2,614
Share-based COMPENSALION .........cociiiiriiiiiieie s 395 367 318
Accretion of discounts and amortization of premiums on securities, net.... 758 615 172
Net realized gain 0N SECUMTIES .....c..eviirieiierieiiece e (13) (70) (22)
Net realized (gain) loss on sale of other real estate owned ..............ccoceeue. (57) (45) 93
Origination of loans held for sale.............cccoeiiiniiii (616,438) (748,263)  (1,063,108)
SalE OF J0ANS ....ccviiiicec s 613,529 709,866 1,071,394
Change in other assets and Habilities: ..........c.ccocevvvvieiiieievcne e,
Accrued interest receivable ... (169) 335 (312)
(@] (T g ST £SO 6 (1,238) (4,579)
Accrued interest payable ... (49) (409) (352)
Other HabIlITIES ...vecvveeecce e 396 (3,194) 454
Net cash provided by (used in) operating aCtiVitiesS...........ccocerveivvernieveiiseieenn 27,992 (13,408) 31,841
Investing activities:
Proceeds from maturities, calls and sales of securities available for sale ...................... 31,098 28,693 23,139
Purchase of securities available for sale...........cccoiiiiiiiice e (39,914) (41,969) (39,286)
Net redemptions of FHLB StOCK ..ot 120 — 1,397
Net iNCrease in CUSIOMEr J0ANS. ..........ccuiiieiie et (29,440) (13,964) (15,424)
Other real estate OWNed IMPIrOVEMENTS ......ccveiviieeieieeierese e e sae e e sresre e e enes — (218) —
Proceeds from sales of other real estate OWNEed..........c.ccuevviieeieici i, 8,801 5,492 3,495
Purchases of corporate premises and equipment, NEt........cccveiverererenenesese e, (1,840) (1,140) (426)
Net cash used in INVEStING ACHIVITIES ..........ccceiveiiiieiiec e (31,175) (23,106) (27,105)
Financing activities:
Net increase in demand, interest-bearing demand and savings deposits...........cccccven..n. 23,025 23,352 10,269
Net (decrease) increase in time dePOSILS ......cceveiririiireieere e (1,743) (4,848) 45,636
Net decrease iN DOMTOWINGS ........cviiiiiieieire et (2,989) (6,692) (48,628)
Issuance Of Preferred SLOCK.........o i — — 19,914
Redemption of preferred SIOCK..........coviiieiiineiiees e (10,000) — —
ISSUANCE OF COMIMON SEOCK ......couviiiiiie st 41 — —
Proceeds from exercise 0f StOCK OPLIONS ........coviiieiiiiiiiise e 694 409 326
(O T ¢ 0 TNV To < o RSOSSN (4,018) (4,088) (4,080)
Net cash provided by financing activities...........coceoviieiiiieiies e 5,010 8,133 23,437
Net increase (decrease) in cash and cash eqUIVAIENTS ..........ccoereiierieiiieiene e 1,827 (28,381) 28,173
Cash and cash equivalents at beginning of Year ..........ccccocvvvviivviesin e 9,680 38,061 9,888
Cash and cash equivalents at end Of YEAr ..........cccccciiiiiiiiiiciccceecee s 11,507 $ 9680 $ 38,061

Supplemental disclosure

Interest paid............
Income taxes paid...

Supplemental disclosure of noncash investing and financing activities
Unrealized gains (losses) on securities available for sale...........ccocoveviiiiiiiiciiiennnn,
Loans transferred to other real estate OWNEd.........ccoovvvvvvieiii e

Pension adjustment

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 statements include the accounts of C&F Financial
Corporation and its wholly owned subsidiary, Citizens and Farmers Bank. All significant intercompany accounts and transactions have
been eliminated in consolidation. In addition, C&F Financial Corporation owns C&F Financial Statutory Trust I and C&F Financial
Statutory Trust II, which are unconsolidated subsidiaries. The subordinated debt owed to these trusts is reported as a liability of the
Corporation. The accounting and reporting policies of C&F Financial Corporation and subsidiary (the Corporation) conform to
accounting principles generally accepted in the United States of America (U.S. GAAP) and to predominant practices within the
banking industry.

Nature of Operations: C&F Financial Corporation is a bank holding company incorporated under the laws of the Commonwealth of
Virginia. The Corporation owns all of the stock of its subsidiary, Citizens and Farmers Bank (the Bank), which is an independent
commercial bank chartered under the laws of the Commonwealth of Virginia. The Bank and its subsidiaries offer a wide range of
banking and related financial services to both individuals and businesses.

The Bank has five wholly-owned subsidiaries: C&F Mortgage Corporation and Subsidiaries (C&F Mortgage), C&F Finance Company
(C&F Finance), C&F Title Agency, Inc., C&F Investment Services, Inc. and C&F Insurance Services, Inc., all incorporated under the
laws of the Commonwealth of Virginia. C&F Mortgage, organized in September 1995, was formed to originate and sell residential
mortgages and through its subsidiaries, Hometown Settlement Services LLC and Certified Appraisals LLC, provides ancillary
mortgage loan production services, such as loan settlements, title searches and residential appraisals. C&F Finance, acquired on
September 1, 2002, is a regional finance company providing automobile loans. C&F Title Agency, Inc., organized in October 1992,
primarily sells title insurance to the mortgage loan customers of the Bank and C&F Mortgage. C&F Investment Services, Inc.,
organized in April 1995, is a full-service brokerage firm offering a comprehensive range of investment services. C&F Insurance
Services, Inc., organized in July 1999, owns an equity interest in an insurance agency that sells insurance products to customers of the
Bank, C&F Mortgage and other financial institutions that have an equity interest in the agency. Business segment data is presented in
Note 17.

Basis of Presentation: The preparation of financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. Material estimates that are particularly susceptible to significant change in the near term relate to the
determination of the allowance for loan losses, the allowance for indemnifications, impairment of loans, impairment of securities, the
valuation of other real estate owned, the projected benefit obligation under the defined benefit pension plan, the valuation of deferred
taxes, fair value measurements and goodwill impairment. In the opinion of management, all adjustments, consisting only of normal
recurring adjustments, which are necessary for a fair presentation of the results of operations in these financial statements, have been
made. Certain reclassifications have been made to prior period amounts to conform to the current year presentation.

Significant Group Concentrations of Credit Risk: Substantially all of the Corporation’s lending activities are with customers
located in Virginia, Maryland, Tennessee and North Carolina. At December 31, 2011, 32.6 percent of the Corporation’s loan portfolio
consisted of commercial, financial and agricultural loans, which include loans secured by real estate for builder lines, acquisition and
development and commercial development, as well as commercial loans secured by personal property. In addition, 37.9 percent of the
Corporation’s loan portfolio consisted of non-prime consumer finance loans to individuals, secured by automobiles. The Corporation
does not have any significant loan concentrations to any one customer. Note 3 discusses the Corporation’s lending activities. The
Corporation invests in a variety of securities, principally obligations of U.S. government agencies and obligations of states and
political subdivisions. While the Corporation does have a significant portion of its securities classified as obligations of states and
political subdivisions, there are no concentrations in any one state of greater than 10.0 percent and no individual issuer greater than 1.5
percent. The Corporation does not have any other significant securities concentrations in any one industry or geographic region, or to
any one issuer. Note 2 discusses the Corporation’s securities portfolio and investment activities.

Cash and Cash Equivalents: For purposes of the consolidated statements of cash flows, cash and cash equivalents include cash,
balances due from banks, interest-bearing deposits in banks and federal funds sold, all of which mature within 90 days. The Bank is
required to maintain average balances on hand or with the Federal Reserve Bank. At December 31, 2011 and 2010, these reserve
balances amounted to $360,000 and $220,000, respectively.

Securities: Investments in debt and equity securities with readily determinable fair values are classified as either held to maturity,
available for sale, or trading, based on management’s intent. Currently all of the Corporation’s investment securities are classified as
available for sale. Available for sale securities are carried at estimated fair value with the corresponding unrealized gains and losses
excluded from earnings and reported in other comprehensive income. Gains or losses are recognized in earnings on the trade date
using the amortized cost of the specific security sold. Purchase premiums and discounts are recognized in interest income using the
interest method over the terms of the securities.
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Impairment of securities occurs when the fair value of a security is less than its amortized cost. For debt securities, impairment is
considered other-than-temporary and recognized in its entirety in net income if either (i) we intend to sell the security or (ii) it is more-
likely-than-not that we will be required to sell the security before recovery of its amortized cost basis. If, however, we do not intend to
sell the security and it is not more-likely-than-not that we will be required to sell the security before recovery, we must determine what
portion of the impairment is attributable to a credit loss, which occurs when the amortized cost basis of the security exceeds the
present value of the cash flows expected to be collected from the security. If there is no credit loss, there is no other-than-temporary
impairment. If there is a credit loss, other-than-temporary impairment exists, and the credit loss must be recognized in net income and
the remaining portion of impairment must be recognized in other comprehensive income. For equity securities, impairment is
considered to be other-than-temporary based on our ability and intent to hold the investment until a recovery of fair value. Other-than-
temporary impairment of an equity security results in a write-down that must be included in net income. We regularly review each
investment security for other-than-temporary impairment based on criteria that include the extent to which cost exceeds market price,
the duration of that market decline, the financial health of and specific prospects for the issuer, our best estimate of the present value
of cash flows expected to be collected from debt securities, our intention with regard to holding the security to maturity and the
likelihood that we would be required to sell the security before recovery.

Loans Held for Sale: Loans held for sale are carried at the lower of cost or estimated fair value, determined in the aggregate, net of
deferred fees or costs. Fair value considers commitment agreements with investors and prevailing market prices. Substantially all
loans originated by C&F Mortgage are held for sale to outside investors.

Loans: The Corporation makes mortgage, commercial and consumer loans to customers. Our recorded investment in loans that
management has the intent and ability to hold for the foreseeable future or until maturity or pay-off generally are reported at their
unpaid principal balances adjusted for charges-offs, unearned discounts, any deferred fees or costs on originated loans, and the
allowance for loan losses. Interest on loans is credited to operations based on the principal amount outstanding. Loan fees and
origination costs are deferred and the net amount is amortized as an adjustment of the related loan’s yield using the level-yield
method. The Corporation is amortizing these amounts over the contractual life of the related loans.

A loan’s past due status is based on the contractual due date of the most delinquent payment due. Loans are generally placed on
nonaccrual status when the collection of principal or interest is 90 days or more past due, or earlier, if collection is uncertain based on
an evaluation of the net realizable value of the collateral and the financial strength of the borrower. Loans greater than 90 days past
due may remain on accrual status if management determines it has adequate collateral to cover the principal and interest. For those
loans that are carried on nonaccrual status, payments are first applied to principal outstanding. A loan may be returned to accrual
status if the borrower has demonstrated a sustained period of repayment performance in accordance with the contractual terms of the
loan and there is reasonable assurance the borrower will continue to make payments as agreed. These policies are applied consistently
across our loan portfolio.

The Corporation considers a loan impaired when it is probable that the Corporation will be unable to collect all interest and principal
payments as scheduled in the loan agreement. A loan is not considered impaired during a period of delay in payment if the ultimate
collectibility of all amounts due is expected. Impairment is measured on a loan by loan basis for commercial, construction and
residential loans in excess of $500,000 by either the present value of expected future cash flows discounted at the loan’s effective
interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent. Large groups of
smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Corporation does not separately
identify individual consumer, residential and certain small commercial loans that are less than $500,000 for impairment disclosures,
except for troubled debt restructurings (TDRs) as noted below. Consistent with the Corporation’s method for nonaccrual loans,
payments on impaired loans are first applied to principal outstanding, except potentially for TDRs as noted below.

TDRs occur when the Corporation agrees to significantly modify the original terms of a loan due to the deterioration in the financial
condition of the borrower. TDRs are considered impaired loans. Upon designation as a TDR, the Corporation evaluates the
borrower’s payment history, past due status and ability to make payments based on the revised terms of the loan. If a loan was
accruing prior to being modified as a TDR and if the Corporation concludes that the borrower is able to make such payments, and
there are no other factors or circumstances that would cause it to conclude otherwise, the loan will remain on an accruing status. If a
loan was on nonaccrual status at the time of the TDR, the loan will remain on nonaccrual status following the modification and may be
returned to accrual status based on the policy for returning loans to accrual status as noted above. As of December 31, 2011 and 2010,
the Corporation had $17.09 million and $9.77 million of loans classified as TDRs.

Allowance for Loan Losses: The allowance for loan losses is established through charges to earnings in the form of a provision for
loan losses. Loan losses are charged against the allowance for loan losses for the difference between the carrying value of the loan and
the estimated net realizable value or fair value of the collateral, if collateral dependent, when:

e Management believes that the collectibility of the principal is unlikely regardless of delinquency status.

e The loan is a consumer loan and is 120 days past due.

e The loan is a non-consumer loan and is 180 days past due, unless the loan is well secured and recovery is probable.

»  The borrower is in bankruptcy, unless the debt has been reaffirmed, is well secured and recovery is probable.
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Subsequent recoveries, if any, are credited to the allowance.

The allowance represents an amount that, in management’s judgment, will be adequate to absorb any losses on existing loans that may
become uncollectible. Management’s judgment in determining the level of the allowance is based on evaluations of the collectibility
of loans while taking into consideration such factors as trends in delinquencies and charge-offs, changes in the nature and volume of
the loan portfolio, current economic conditions that may affect a borrower’s ability to repay and the value of collateral, overall
portfolio quality and review of specific potential losses. This evaluation is inherently subjective, as it requires estimates that are
susceptible to significant revision as more information becomes available. The evaluation also considers the following risk
characteristics of each loan portfolio:

» Real estate residential mortgage loans carry risks associated with the continued credit-worthiness of the borrower and
changes in the value of the collateral.

» Real estate construction loans carry risks that the project will not be finished according to schedule, the project will not be
finished according to budget and the value of the collateral may, at any point in time, be less than the principal amount of the
loan. Construction loans also bear the risk that the general contractor, who may or may not be a loan customer, may be
unable to finish the construction project as planned because of financial pressure unrelated to the project.

»  Commercial, financial and agricultural loans carry risks associated with the successful operation of a business or a real estate
project, in addition to other risks associated with the ownership of real estate, because the repayment of these loans may be
dependent upon the profitability and cash flows of the business or project. In addition, there is risk associated with the value
of collateral other than real estate which may depreciate over time and cannot be appraised with as much precision.

e Consumer loans carry risks associated with the continued credit-worthiness of the borrower and the value of the collateral
(e.g., rapidly-depreciating assets such as automobiles), or lack thereof. Consumer loans are more likely than real estate loans
to be immediately adversely affected by job loss, divorce, illness or personal bankruptcy.

» Equity lines of credit carry risks associated with the continued credit-worthiness of the borrower and changes in the value of
the collateral.

e Consumer finance loans carry risks associated with the continued credit-worthiness of borrowers who may be unable to meet
the credit standards imposed by most traditional automobile financing sources and the value of rapidly-depreciating
collateral.

The allowance consists of specific and general components. The specific component relates to loans that are classified as impaired,
and is established when the discounted cash flows (or collateral value or observable market price) of the impaired loan is lower than
the carrying value of that loan. For collateral dependent loans, an updated appraisal will be ordered if a current one is not on file.
Appraisals are performed by independent third-party appraisers with relevant industry experience. Adjustments to the appraised value
may be made based on recent sales of like properties or general market conditions when appropriate. The general component covers
non-classified loans and those loans classified as doubtful, substandard or special mention that are not impaired. The general
component is based on historical loss experience adjusted for qualitative factors, such as current economic conditions, including
current home sales and foreclosures, unemployment rates and retail sales. Relative to non-classified loans, non-impaired classified
loans are assigned a higher allowance factor which increases with the severity of classification. The characteristics of the loan ratings
are as follows:

» Pass rated loans are to persons or business entities with an acceptable financial condition, appropriate collateral margins,
appropriate cash flow to service the existing loan, and an appropriate leverage ratio. The borrower has paid all obligations as
agreed and it is expected that this type of payment history will continue. When necessary, acceptable personal guarantors
support the loan.

»  Special mention loans have a specifically identified weakness in the borrower’s operations and in the borrower’s ability to
generate positive cash flow on a sustained basis. The borrower’s recent payment history is characterized by late payments.
The Corporation’s risk exposure is mitigated by collateral supporting the loan. The collateral is considered to be well-
margined, well maintained, accessible and readily marketable.

» Substandard loans are considered to have specific and well-defined weaknesses that jeopardize the viability of the
Corporation’s credit extension. The payment history for the loan has been inconsistent and the expected or projected primary
repayment source may be inadequate to service the loan. The estimated net liquidation value of the collateral pledged and/or
ability of the personal guarantor(s) to pay the loan may not adequately protect the Corporation. There is a distinct possibility
that the Corporation will sustain some loss if the deficiencies associated with the loan are not corrected in the near term. A
substandard loan would not automatically meet our definition of impaired unless the loan is significantly past due and the
borrower’s performance and financial condition provide evidence that it is probable that the Corporation will be unable to
collect all amounts due.
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e Substandard nonaccrual loans have the same characteristics as substandard loans; however, they have a non-accrual
classification because it is probable that the Corporation will not be able to collect all amounts due.

» Doubtful rated loans have all the weaknesses inherent in a loan that is classified substandard but with the added characteristic
that the weaknesses make collection or liquidation in full, on the basis of currently existing facts, conditions, and values,
highly questionable and improbable. The possibility of loss is extremely high.

» Loss rated loans are not considered collectible under normal circumstances and there is no realistic expectation for any future
payment on the loan. Loss rated loans are fully charged off.

The consumer finance loans are segregated between performing and nonperforming loans. Performing loans are those that have made
timely payments in accordance with the terms of the loan agreement and are not past due 90 days or more. Nonperforming loans are
those that do not accrue interest and are greater than 90 days past due.

Off-Balance-Sheet Credit Related Financial Instruments: In the ordinary course of business, the Corporation has entered into
commitments to extend credit and standby letters of credit. Such financial instruments are recorded when they are funded.

Rate Lock Commitments: The Corporation enters into commitments to originate residential mortgage loans for sale whereby the
interest rate on the loan is determined prior to funding (i.e., rate lock commitments). The period of time between issuance of a loan
commitment and closing and sale of the loan generally ranges from 15 to 90 days. The Corporation protects itself from changes in
interest rates by entering into loan purchase agreements with third party investors that provide for the investor to purchase loans at the
same terms (including interest rate) as committed to the borrower. Under the contractual relationship with the purchaser of each loan,
the Corporation is obligated to sell the loan to the purchaser, and the purchaser is obligated to buy the loan, only if the loan closes. No
other obligation exists. As a result of these contractual relationships with purchasers of loans, the Corporation is not exposed to losses
nor will it realize gains related to its rate lock commitments due to changes in interest rates.

Allowance for Indemnifications: The allowance for indemnifications is established through charges to earnings in the form of a
provision for indemnifications, which is included in other noninterest expenses. A loss is charged against the allowance for
indemnifications when a purchaser of a loan (investor) sold by C&F Mortgage incurs an indemnified loss due to demonstrated
borrower misrepresentation, fraud, early default or underwriting error.

The allowance represents an amount that, in management’s judgment, will be adequate to absorb any losses arising from valid
indemnification requests. Management’s judgment in determining the level of the allowance is based on the volume of loans sold,
current economic conditions and information provided by investors. This evaluation is inherently subjective, as it requires estimates
that are susceptible to significant revision as more information becomes available.

Federal Home Loan Bank Stock: Federal Home Loan Bank (FHLB) stock is carried at cost. No ready market exists for this stock
and it has no quoted market value. For presentation purposes, such stock is assumed to have a market value that is equal to cost.
Management reviews FHLB stock for impairment based on the ultimate recoverability of the cost basis.

Other Real Estate Owned (OREO): Assets acquired through, or in lieu of, loan foreclosure are held for sale and are initially
recorded at the lower of the loan balance or the fair value less costs to sell at the date of foreclosure. Subsequent to foreclosure,
management periodically performs valuations of the foreclosed assets based on updated appraisals, general market conditions, recent
sales of like properties, length of time the properties have been held, and our ability and intention with regard to continued ownership
of the properties. The Corporation may incur additional write-downs of foreclosed assets to fair value less costs to sell if valuations
indicate a further other-than-temporary deterioration in market conditions. Revenue and expenses from operations and changes in the
property valuations are included in net expenses from foreclosed assets and improvements are capitalized.

Corporate Premises and Equipment: Land is carried at cost. Buildings and equipment are carried at cost less accumulated
depreciation computed using a straight-line method over the estimated useful lives of the assets. Estimated useful lives range from ten
to forty years for buildings and from three to ten years for equipment, furniture and fixtures. Maintenance and repairs are charged to
expense as incurred and major improvements are capitalized. Upon sale or retirement of depreciable properties, the cost and related
accumulated depreciation are netted against proceeds and any resulting gain or loss is included in income.

Goodwill: Goodwill is subject to at least an annual assessment for impairment by applying a fair value based test. The Corporation’s
goodwill was recognized in connection with the Bank’s acquisition of C&F Finance in September 2002. The annual test for
impairment was completed during the fourth quarter of 2011 and it was determined there was no impairment to be recognized in 2011.

Transfer of Financial Assets: Transfers of loans are accounted for as sales when control over the loans has been surrendered. Control
over transferred loans is deemed to be surrendered when (1) the loans have been isolated from the Corporation, (2) the transferee
obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or exchange the transferred loans
and (3) the Corporation does not maintain effective control over the transferred loans through an agreement to repurchase them before
their maturity.
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Income Taxes: The Corporation determines deferred income tax assets and liabilities using the liability (or balance sheet) method.
Under this method, the net deferred tax asset or liability is determined annually for differences between the financial statement and tax
bases of assets and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable income. Income tax expense is the tax payable or
refundable for the period plus or minus the change during the period in deferred tax assets and liabilities.

When tax returns are filed, it is highly certain that some positions taken will be sustained upon examination by the taxing authorities,
while others are subject to uncertainty about the merits of the position taken or the amount of the position that will be ultimately
sustained. The benefit of a tax position is recognized in the financial statements in the period during which, based on all available
evidence, management believes it is more likely than not that the position will be sustained upon examination, including the resolution
of appeals or litigation processes, if any. Tax positions taken are not offset or aggregated with other positions. Tax positions that meet
the more-likely-than-not recognition threshold are measured as the largest amount of tax benefit that is more than 50 percent likely of
being realized upon settlement with the applicable taxing authority. The portion of the benefits associated with tax positions taken that
exceeds the amount measured as described above is reflected as a liability for unrecognized tax benefits in the accompanying balance
sheet along with any associated interest and penalties that would be payable to the taxing authorities upon examination. Interest and
penalties associated with unrecognized tax benefits are classified as additional income taxes in the statement of income.

Retirement Plan: The Corporation recognizes the overfunded or underfunded status of its defined benefit postretirement plan as an
asset or liability in the balance sheet and recognizes a change in the plan’s funded status in the year in which the change occurs
through other comprehensive income. The funded status of a benefit plan is measured as the difference between plan assets at fair
value and the benefit obligation. For the Corporation’s pension plan, the benefit obligation is the projected benefit obligation as of
December 31. In addition, enhanced disclosures about certain effects on net periodic benefit cost for the next fiscal year that arise
from delayed recognition of the gains or losses, prior service costs or credits, and transition asset or obligation are presented in the
notes to financial statements. Valuations for 2011 and 2010 determined that the Corporation’s pension plan was underfunded. As a
result, the Corporation recognized pension liabilities of $473,000 at December 31, 2011 and $654,000 at December 31, 2010, and
recognized a net loss of $559,000 in 2011, a net loss of $139,000 in 2010 and a net gain of $734,000 in 2009 as components of other
comprehensive income (loss). The Corporation’s pension plan is described more fully in Note 11.

Share-Based Compensation: Compensation expense for grants of restricted shares is accounted for using the fair market value of the
Corporation’s common stock on the date the restricted shares are awarded. Compensation expense for restricted shares is charged to
income ratably over the vesting period. Compensation expense for the years ended December 31, 2011, 2010 and 2009 included
$363,000 ($225,000 after tax), $367,000 ($228,000 after tax) and $318,000 ($197,000 after tax), respectively, for restricted stock
granted during 2006 through 2011. As of December 31, 2011, there was $1.27 million of unrecognized compensation expense related
to unvested restricted stock that will be recognized over the remaining vesting periods. The Corporation estimates forfeitures when
recognizing compensation expense and this estimate of forfeitures is adjusted over the requisite service period or vesting schedule
based on the extent to which actual forfeitures differ from such estimates. Changes in estimated forfeitures in future periods, if any,
will be recognized through a cumulative catch-up adjustment in the period of change, which will affect the amount of estimated
unamortized compensation expense to be recognized in future periods. The Corporation’s share-based compensation plans are
described more fully in Note 13.

Earnings Per Common Share: In June 2008, the Financial Accounting Standards Board (FASB) concluded that all outstanding
unvested share-based payment awards that contain rights to nonforfeitable dividends participate in undistributed earnings with
common shareholders. This conclusion affects entities that accrue cash dividends on share-based payment awards during the awards’
service period when the dividends do not need to be returned if the employees forfeit the awards. Because the awards are considered
participating securities, the issuing entity is required to apply the two-class method of computing basic and diluted earnings per share
(EPS). The Corporation has applied the two-class method of computing basic and diluted EPS for each of the years ended December
31, 2011, 2010 and 2009 because the Corporation’s unvested restricted shares outstanding contain rights to nonforfeitable dividends.
Accordingly, the weighted average number of common shares used in the calculation of basic and diluted EPS includes both vested
and unvested common shares outstanding. EPS calculations are presented in Note 9.

Comprehensive Income: Accounting principles generally require that recognized revenue, expenses, gains and losses be included in
net income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available for sale securities,
changes in defined benefit plan assets and liabilities, and unrealized gains and losses on cash flow hedging instruments are reported as
a separate component of the equity section of the balance sheet, such items, along with net income, are components of comprehensive
income. These components are presented in the Corporation’s Consolidated Statements of Shareholders’ Equity and are described
more fully in Note 9.

Derivative Financial Instruments: The Corporation recognizes derivative financial instruments at fair value as either an other asset
or an other liability in the consolidated balance sheet. The Corporation’s derivative financial instruments have been designated as and
qualify as cash flow hedges. Accordingly, the effective portion of the gain or loss on the Corporation’s cash flow hedges is reported as
a component of other comprehensive income, net of deferred income taxes, and reclassified into earnings in the same period or periods
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during which the hedged transaction affects earnings. The Corporation’s derivative financial instruments are described more fully in
Note 18.

Recent Significant Accounting Pronouncements:

In July 2010, the FASB issued Accounting Standards Update (ASU) No. 2010-20, Disclosures about the Credit Quality of Financing
Receivables and the Allowance for Credit Losses. The new disclosure guidance significantly expands the existing disclosure
requirements and is intended to lead to greater transparency into a company’s exposure to credit losses from lending
arrangements. The extensive new disclosures of information as of the end of a reporting period became effective for both interim and
annual reporting periods ending after December 15, 2010. Specific items regarding activity that occurred before the issuance of the
ASU, such as the allowance rollforward and modification disclosures, are required for periods beginning after December 15,
2010. The adoption of ASU 2010-20 did not have a material effect on the Corporation’s consolidated financial statements. The
required disclosures have been included in the Corporation’s consolidated financial statements.

In April 2011, the FASB issued ASU 2011-02, A Creditor’s Determination of Whether a Restructuring Is a Troubled Debt
Restructuring. The amendments in this ASU are intended to provide guidance to allow a creditor to determine whether a restructuring
is a TDR by clarifying the guidance on a creditor’s evaluation of whether it has granted a concession or not and whether a debtor is
experiencing financial difficulties or not. The amendments in this ASU are effective for periods beginning after June 15, 2011 and
should be applied retrospectively to the beginning of the annual period of adoption. Upon adoption, the disclosure requirements
promulgated in ASU 2010-20 related to TDRs will become effective. The adoption of ASU 2011-02 did not have a material effect on
the Corporation’s consolidated financial statements.

In April 2011, the FASB issued ASU 2011-03, Transfers and Servicing — Reconsideration of Effective Control for Repurchase
Agreements. The amendments in this ASU remove from the assessment of effective control (1) the criterion requiring the transferor to
have the ability to repurchase or redeem the financial assets on substantially the agreed terms, even in the event of default by the
transferee and (2) the collateral maintenance implementation guidance related to that criterion. The amendments in this ASU are
effective for the first interim or annual period beginning on or after December 15, 2011. The guidance should be applied
prospectively to transactions or modification of existing transactions that occur on or after the effective date. The adoption of the new
guidance is not expected to have a material effect on the Corporation’s consolidated financial statements.

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurement — Amendments to Achieve Common Fair Value Measurement
and Disclosure Requirements in U.S. GAAP and IFRSs. This ASU is the result of joint efforts by the FASB and the International
Accounting Standards Board to develop a single, converged fair value framework on how (not when) to measure fair value and what
disclosures to provide about fair value measurements. The ASU is largely consistent with existing fair value measurement principles
in U.S. GAAP, with many of the amendments made to eliminate unnecessary wording differences between U.S. GAAP and
International Financial Reporting Standards. The amendments are effective for interim and annual periods beginning after December
15, 2011, with prospective application. The adoption of the amendments is not expected to have a material effect on the Corporation’s
consolidated financial statements.

In June 2011, the FASB issued ASU 2011-05, Comprehensive Income — Presentation of Comprehensive Income. The objective of this
ASU is to improve the comparability, consistency and transparency of financial reporting and to increase the prominence of items
reported in other comprehensive income by eliminating the option to present components of other comprehensive income as part of
the statement of changes in stockholders’ equity. The amendments require that all non-owner changes in stockholders’ equity be
presented either in a single continuous statement of comprehensive income or in two separate but consecutive statements. The
amendments do not change the items that must be reported in other comprehensive income, the option for an entity to present
components of other comprehensive income either net of related tax effects or before related tax effects, or the calculation or reporting
of earnings per share. The amendments in this ASU should be applied retrospectively. The amendments are effective for fiscal years
and interim periods within those years beginning after December 15, 2011. Early adoption is permitted because compliance with the
amendments is already permitted. The amendments do not require transition disclosures. The adoption of the amendments is not
expected to have a material effect on the Corporation’s consolidated financial statements.

In September 2011, the FASB issued ASU 2011-08, Intangible — Goodwill and Other — Testing Goodwill for Impairment. The
amendments in this ASU permit an entity to first assess qualitative factors related to goodwill to determine whether it is more likely
than not that the fair value of the reporting unit is less than its carrying amount as a basis for determining whether it is necessary to
perform the two-step goodwill test described in Topic 350. The more-likely-than-not threshold is defined as having a likelihood of
more than 50 percent. Under the amendments in this ASU, an entity is not required to calculate the fair value of a reporting unit
unless the entity determines that it is more likely than not that its fair value is less than its carrying amount. The amendments in this
ASU are effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011.
Early adoption is permitted, including for annual and interim goodwill impairment tests performed as of a date before September 15,
2011, if an entity’s financial statements for the most recent annual or interim period have not yet been issued. The adoption of the
amendments is not expected to have a material effect on the Corporation’s consolidated financial statements.
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In December 2011, the FASB issued ASU 2011-12, Comprehensive Income - Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in ASU 2011-05. The amendments are
being made to allow the FASB time to redeliberate whether to present on the face of the financial statements the effects of
reclassifications out of accumulated other comprehensive income on the components of net income and other comprehensive income
for all periods presented. While the FASB is considering the operational concerns about the presentation requirements for
reclassification adjustments and the needs of financial statement users for additional information about reclassification adjustments,
entities should continue to report reclassifications out of accumulated other comprehensive income consistent with the presentation
requirements in effect before ASU 2011-05. All other requirements in ASU 2011-05 are not affected by ASU 2011-12, including the
requirement to report comprehensive income either in a single continuous financial statement or in two separate but consecutive
financial statements, as presented above.

In December 2008, the SEC issued Final Rule No. 33-9002, Interactive Data to Improve Financial Reporting. The rule requires
companies to submit financial statements in extensible business reporting language (i.e., XBRL) format with their SEC filings on a
phased-in schedule. Based on this schedule, the Corporation was required to provide interactive data reports starting with the
quarterly report for the period ending June 30, 2011. The rule had no effect on the Corporation’s consolidated financial statements.
The interactive data reports have been included in this annual report as Exhibit 101.

NOTE 2: Securities

The Corporation’s debt and equity securities, all of which are classified as available for sale, at December 31, 2011 and 2010 are
summarized as follows:

December 31, 2011

Gross Gross
Amortized Unrealized Unrealized Estimated
(Dollars in thousands) Cost Gains Losses Fair Value
U.S. government agencies and COrporations ............cocverveennenen. $ 15,248 $ 39 % 4 3 15,283
Mortgage-backed SECUNTIES ........cccooeiiereiiecee e, 2,135 81 — 2,216
Obligations of states and political subdivisions...............c.ccc.c.. 120,165 6,998 (84) 127,079
Preferred StOCK .......covciviiii e 27 41 — 68
$ 137575 $ 7,159 $ (88) $ 144,646
December 31, 2010
Gross Gross
Amortized Unrealized Unrealized Estimated
(Dollars in thousands) Cost Gains Losses Fair Value
U.S. government agencies and Corporations ............c.coceeeeereeens $ 13,629 $ 57 $ (30) $ 13,656
Mortgage-backed SECUNTIES. .........covveireriiirecee e 2,229 78 (7 2,300
Obligations of states and political subdivisions ..............cccceu..... 113,620 1,694 (1,026) 114,288
Preferred StOCK ........ccoviiciiii e 27 7 3) 31

$ 129505 $ 1836 $ (1,066) $ 130,275

The amortized cost and estimated fair value of securities, all of which are classified as available for sale, at December 31, 2011 and
2010, by the earlier of contractual maturity or expected maturity, are shown below. Expected maturities will differ from contractual
maturities because borrowers may have the right to prepay obligations with or without call or prepayment penalties.

December 31, 2011 December 31, 2010

Amortized Estimated Amortized Estimated
(Dollars in thousands) Cost Fair Value Cost Fair Value
DUE iN ONE YA OF IESS ....vvviviiviiieiciecicec e $ 29,921 $ 30,108 $ 24,864 $ 24,929
Due after one year through five years .........ccoceveevviencieneninnnn, 32,983 34,169 32,848 33,050
Due after five years through ten years..........ccocoovveeveivieneieienns 47,545 51,021 45,244 45,450
DuUe after tEN YEAIS ....vecveiveiicececee et 27,099 29,280 26,522 26,815
Preferred StOCK ......cvocviiiiiiiiee et 27 68 27 31

$ 137575 $ 144646 $ 129505 $ 130,275
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Proceeds from the maturities, calls and sales of securities available for sale in 2011 were $31.10 million, resulting in gross realized
gains of $13,000; in 2010 were $28.69 million, resulting in gross realized gains of $88,000 and gross realized losses of $18,000; and
in 2009 were $23.14 million, resulting in gross realized gains of $48,000 and gross realized losses of $26,000.

The Corporation pledges securities to primarily secure public deposits, Federal Reserve Bank treasury, tax and loan deposits and
repurchase agreements. Securities with an aggregate amortized cost of $106.97 million and an aggregate fair value of $112.66 million
were pledged at December 31, 2011. Securities with an aggregate amortized cost of $93.56 million and an aggregate fair value of
$94.28 million were pledged at December 31, 2010.

Securities in an unrealized loss position at December 31, 2011, by duration of the period of the unrealized loss, are shown below.

Less Than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands) Value Loss Value Loss Value Loss
U.S. government agencies and corporations................... $ 2064 $ 4 $ — 3 — $ 2064 $ 4
Obligations of states and political subdivisions.............. 3,305 35 1,328 49 4,633 84
Total temporarily impaired Securities ............cccccceeevnenes $ 5369 $ 39 $ 1328 $ 49 $ 6,697 $ 88

There are 22 debt securities totaling $6.70 million considered temporarily impaired at December 31, 2011. The primary cause of the
temporary impairments in the Corporation’s investments in debt securities was fluctuations in interest rates. During the fourth quarter
of 2011, the municipal bond sector, which is included in the Corporation’s obligations of states and political subdivisions category of
securities, experienced rising securities prices as overall lower interest rates, limited supply, increased investor demand, and an
absence of widespread defaults helped drive the market. A number of external factors, including the European debt crises and
concerns about global economic weakness in general, have kept interest rates at near historically low levels. There were two key
drivers of the reduced supply of municipal bonds: (1) many issuers accelerated issuance in the second half of 2010 to take advantage
of the expiring Build America Bond program, which reduced their borrowing needs for 2011, and (2) state and local governments
employed strict fiscal measures to balance their budgets and, as a result, reduced the funding of new projects in general. The vast
majority of the Corporation’s municipal bond portfolio is comprised of securities where the issuing municipalities have unlimited
taxing authority to support their debt servicing obligations. At December 31, 2011, approximately 96 percent of the Corporation’s
obligations of states and political subdivisions, as measured by market value, were rated “A” or better by Standard & Poor’s or
Moody’s Investors Service. Of those in a net unrealized loss position, approximately 81 percent were rated “A” or better, as measured
by market value, at December 31, 2011. Because the Corporation intends to hold these investments in debt securities to maturity and it
is more likely than not that the Corporation will not be required to sell these investments before a recovery of unrealized losses, the
Corporation does not consider these investments to be other-than-temporarily impaired at December 31, 2011 and no other-than-
temporary impairment has been recognized.

The Corporation’s investment in FHLB stock totaled $3.77 million at December 31, 2011. FHLB stock is generally viewed as a long-
term investment and as a restricted investment security, which is carried at cost, because there is no market for the stock, other than
the FHLBs or member institutions. Therefore, when evaluating FHLB stock for impairment, its value is based on the ultimate
recoverability of the par value rather than by recognizing temporary declines in value. The Corporation does not consider this
investment to be other-than-temporarily impaired at December 31, 2011 and no impairment has been recognized. FHLB stock is
shown as a separate line item on the balance sheet and is not a part of the available for sale securities portfolio.

Securities in an unrealized loss position at December 31, 2010, by duration of the period of the unrealized loss, are shown below.

Less Than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in thousands) Value Loss Value Loss Value Loss
U.S. government agencies and corporations.................. $ 4345 $ 30 — § — $ 4345 $ 30
Mortgage-backed SECUNTIES .......ccveververereriiesir e 590 7 — — 590 7
Obligations of states and political subdivisions.............. 38,585 925 1,178 101 39,763 1,026
Subtotal-debt SECUNItIES........oovveiiiiiiieecieece e 43,520 962 1,178 101 44,698 1,063
Preferred StOCK ......cooicviiicee e 8 3 — — 8 3
Total temporarily impaired SeCUrities ........ccoceevrerverennen. $ 43528 $ 965 $ 1,178 $ 101 $ 44,706 $ 1,066
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NOTE 3: Loans

Major classifications of loans are summarized as follows:

December 31,

(Dollars in thousands) 2011 2010
Real estate — residential MOTt@age .........eeevveveeieeieriieieeie e $ 147,135 § 146,073
Real estate — CONSIIUCTION .....c.veeiuvieeiiieiiieeiie ettt e 5,737 12,095
Commercial, financial and agricultural ' ............ccocoeiiiiiiniiiee, 212,235 219,226
EQUILY TIN@S...ecviieiiieiieiieieeie ettt st enaesnne e 33,192 32,187
COMNSUIMIET ...eiiiviiieeiiiee ettt e e et eeeeeteeeeeaeeeeetbeeeeetaseeesesseeestseeeassaeeesaseeeans 6,057 5,250
CONSUMET fINANCE......ccuviiiiiieiiieiiieeieeeiee ettt ettt e evee v e eeaee e 246,305 220,753
650,661 635,584
Less allowance for 10an 10SSes.........ccvevveeierierieiieniesiesiee e (33,677) (28,840)
LLOAINS, TEE et e e e e e e eeeeeeeeeeeeeeeneeeteeeneeeneenen $ 616,984 $ 606,744

! Includes the Corporation’s commercial real estate lending, land acquisition and development lending, builder line
lending and commercial business lending.

Consumer loans included $299,000 and $378,000 of demand deposit overdrafts at December 31, 2011 and 2010, respectively.
Loans on nonaccrual status were as follows:

December 31,

(Dollars in thousands) 2011 2010
Real estate — residential MOrtAgEe.........cvevvvviievirieieiiieieieeieeeree e $ 2,440 $ 189
Real estate — construction:

Construction 1ending’ ...........co.coovveveieveeeeeeeeee oo — —

Consumer 10t 1ending............cocovvvivoeveeeeeeeeeeeeeeee oo — —
Commercial, financial and agricultural:

Commercial real estate 1ending ...........ccoecvevieviieviecieiieniee e 5,093 5,760

Land acquisition & development lending...........c.ccceeevevienveneenieeeennenns — —

Builder 1ine [ending.........cccoevieirenieineninineeencereneceese e 2,303 67

Commercial business 1ending...........cccceeveveninenininiinieiieieienenenenens 673 1,448
EqUILY [INES....couiiiiiiiiieiiieiiee e 123 266
(0703313113111 SO OO RU OO RURR — 35
CONSUMET TINANCE. .....eeutieiiieiiieiieeiie ittt 381 151

Total loans on NONACCIUAL STATUS........cccveiivieereeerieere e e cetee et e $ 11,013 $ 7,916

' At December 31, 2011 and 2010 there were no real estate construction lending loans or real estate consumer lot
lending loans on nonaccrual status.

If interest income had been recognized on nonaccrual loans at their stated rates during years 2011, 2010 and 2009, interest income
would have increased by approximately $651,000, $624,000 and $668,000, respectively.
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The past due status of loans as of December 31, 2011 was as follows:

30-59 Days 60-89 Days 90+ Days Past  Total Past PagsgtTDB?Snd
(Dollars in thousands) Past Due Past Due Due Due Current Total Loans Accruing
Real estate — residential mortgage ................ $ 1270 $ 1445 $ 533 $ 3,248 $ 143887 $ 147,135 $ 65
Real estate — construction:
Construction lending........ccccceeeeeverenenncns — — — — 5,084 5,084 —
Consumer lot lending.........ccccooeveiincnns — — — — 653 653 —
Commercial, financial and agricultural:
Commercial real estate lending................ 986 1,311 — 2,297 114,475 116,772 —
Land acquisition & development lending — — — — 32,645 32,645 —
Builder line lending..........cccoevviereinnennn — — — — 17,637 17,637 —
Commercial business lending .................. 480 — — 480 44,701 45,181 —
EQUILY TINES ..o 69 90 33 192 33,000 33,192 —
CONSUMET ...ttt 13 — — 13 6,044 6,057 3
Consumer finance .........cccccevveveeiee e, 5,327 1,041 381 6,749 239,556 246,305 —
TOtaAleeiciceccc e $ 8145 $ 3837 $ 947 $ 12979 $ 637,682 $ 650,661 $ 68
For the purposes of the above table, “Current” includes loans that are 1-29 days past due.
The past due status of loans as of December 31, 2010 was as follows:
90+ Days Pas 90+ Days
30-59 Days 60-89 Days t Total Past Past Due and
(Dollars in thousands) Past Due Past Due Due Due Current Total Loans Accruing
Real estate — residential mortgage................. $ 1605 $ 826 $ 751 $ 3,182 $ 142891 $ 146,073 $ 676
Real estate — construction:
Construction lending..........ccccocvvevrnnnns — — — — 10,744 10,744 —
Consumer lot lending.........cccocevvinnens — — — — 1,351 1,351 —
Commercial, financial and agricultural:
Commercial real estate lending............ 59 — 2,840 2,899 108,418 111,317 186
Land acquisition and development
1ending ..o — — — — 34,314 34,314 —
Builder line lending .......cccccoceveiennnnne. — 1,450 195 1,645 23,171 24,816 128
Commercial business lending .............. 9 — 1,383 1,392 47,387 48,779 —
EQUItY TINES...c.oeeee e 223 115 35 373 31,814 32,187 35
CONSUMET .t se e 1 11 38 50 5,200 5,250 5
Consumer finance........ccccovveveeve e, 4,913 829 151 5,893 214,860 220,753 —
TOtAl v $ 6810 $ 3231 $ 5393 $ 15434 $ 620,150 $ 635584 $ 1,030

For the purposes of the above table, “Current” includes loans that are 1-29 days past due.

As a result of adopting the amendments in ASU 2011-02, the Corporation reassessed all loan modifications that occurred on or after
January 1, 2011 to determine whether they should be considered TDRs. There were no additional TDRs identified in connection with
this reassessment.
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The balance at December 31, 2011 of loan modifications classified as TDRs during the year ended December 31, 2011 were as
follows:

December 31,

(Dollars in thousands) 2011
Real estate — residential mortgage — interest reduction ............cccceceveveinieannns $ 618
Real estate — residential mortgage — interest rate concession ...........cc.ccevvvreene. 210
Commercial, financial and agricultural:
Commercial real estate lending — interest reduction............cccccovvvevvvrnrnnn, 171
Commercial real estate lending — interest rate concession...........c.ccocvevvreenn. 5,201
Commercial real estate lending — principal reduction.............cc.cccvvviinnnn. 490
Builder line lending — interest rate CONCESSION .........ccoeivrereererieineinieas 2,285
Commercial business lending — interest rate CONCESSION .........cccccvrvevreernnne, 652
TOAL e $ 9,627

TDR additions during the year ended December 31, 2011 included two commercial relationships totaling $7.11 million at December
31, 2011 for which loan modifications were negotiated. While these relationships were also in nonaccrual status at December 31,
2011, the borrowers are servicing the loans in accordance with the modified terms. The Corporation has no obligation to fund
additional advances on its impaired loans.

TDR payment defaults during year ended December 31, 2011 were as follows:

Year Ended
December 31,
(Dollars in thousands) 2011
Real estate — residential MOrtgage ........cocoovverrirereineeeee s $ 153
(00 11510 11 4] S PSPPSR 4
TOMAL et b et b $ 157

For purposes of this disclosure, a TDR payment default occurs when, within 12 months of the original TDR modification, either a full
or partial charge-off occurs or a TDR becomes 90 days or more past due.

Impaired loans, which include TDRs of $17.09 million, and the related allowance at December 31, 2011 were as follows:

Recorded Unpaid Average Interest

Investment in Principal Related Balance Total Income
(Dollars in thousands) Loans Balance Allowance Loans Recognized
Real estate — residential mortgage ............c.ccceu..... $ 3482 $ 3698 $ 657 $ 3723 $ 137

Commercial, financial and agricultural:

Commercial real estate lending ..........cc.ccoeeee 5,861 5,957 1,464 6,195 102
Land acquisition & development lending ....... 5,490 5,814 1,331 6,116 372

Builder line l1ending..........cccccovvviiinencinenn, 2,285 2,285 318 2,397 —
Commercial business lending ...........cccccevnee. 652 654 161 663 6

EQUItY TINES ..o — — — — —
CONSUMET ...t 324 324 49 324 14
TOAL s $ 18,094 $ 18,732 $ 3,980 $ 19418 $ 631
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Impaired loans, which include TDRs of $9.77 million, and the related allowance at December 31, 2010 were as
follows:

Average

Recorded Unpaid Balance- Interest

Investment in Principal Related Impaired Income
(Dollars in thousands) Loans Balance Allowance Loans Recognized
Real estate — residential mortgage...........cccccovevnen. $ 3110 $ 3,110 $ 466 $ 2689 $ 137

Commercial, financial and agricultural:

Commercial real estate lending..................... 5,760 6,816 1,263 3,582 30
Land acquisition & development lending ..... 5,919 5,919 400 1,038 30

Builder line lending.........ccccoevvveveveeccrcnnnnn, — — — 1,014 —

Commercial business lending ............ccocevee. 1,142 1,267 404 613 —
EQUILY HINES..c.viiieieceeceeeeeee e 148 150 49 149 4
CONSUMET ...ttt 338 338 51 333 14
TOtAL e $ 16417 $ 17600 $ 2,633 $ 9418 3 215

The average balance of impaired loans for 2009 was $12.43 million.

NOTE 4: Allowance for Loan Losses

Changes in the allowance for loan losses were as follows:

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009

Balance at the beginning of year ............cccccovevviiiicic s $ 28840 $ 24,027 $ 19,806
Provision charged to Operations.........ccccocvvvievvnesieeieeieenese e 14,160 14,959 18,563
Loans charged Off ... (12,177) (12,330) (16,177)
Recoveries of loans previously charged off............cccoeiviiiiiiiinnns 2,854 2,184 1,835
Balance at the end Of Year..........coco v $ 33,677 $ 28,840 $ 24,027
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The following table presents, as of December 31, 2011, the total allowance for loan losses, the allowance by impairment methodology
(individually evaluated for impairment or collectively evaluated for impairment), the total loans and loans by impairment
methodology (individually evaluated for impairment or collectively evaluated for impairment).

Real Estate Commercial,
Residential Real Estate  Financial & Consumer

(Dollars in thousands) Mortgage Construction  Agricultural  Equity Lines Consumer Finance Total

Allowance for loan losses:

Balance at the beginning of year........... $ 1,442 % 581 $ 8683 $ 380 $ 307 $ 17,442 $ 28,840
Provision charged to operations...... 1,935 (1012) 3,745 572 209 7,800 14,160
Loans charged Off .........cccccoveiienne (1,096) — (2,566) (52) (319) (8,144) (12,177)
Recoveries of loans previously

charged off.......cccooevviiiicie, 98 — 173 12 122 2,449 2,854

Ending balance ........cccccoovieveiiininnnn $ 2379 % 480 $ 10,040 $ 912 % 319 $ 19547 $ 33,677

Ending balance: individually evaluated
for impairment........c..coceveveevevenenn. $ 657 $ — $ 32714 % — 3 49 3 — $ 3980

Ending balance: collectively evaluated
for impairment............c.ccocevveevennnen. $ 1722 % 480 $ 6,766 $ 912 $ 270 $ 19547 $ 29,697

Loans:

Ending balance ..........c.ccocveniiiininnn $ 147135 $ 5737 $ 212235 $ 33192 $ 6,057 $ 246,305 $ 650,661

Ending balance: individually evaluated
for impairment...........cccccoevevivrnirinns $ 3482 ¢ — $ 14288 $ — 3 324 $ — $ 18,094

Ending balance: collectively evaluated
for impairment...........ccccooeiiininnn $ 143653 $ 5737 $ 197947 $ 33192 $ 5733 $ 246,305 $ 632,567

The following table presents, as of December 31, 2010, the total allowance for loan losses, the allowance by impairment methodology
(individually evaluated for impairment or collectively evaluated for impairment), the total loans and loans by impairment
methodology (individually evaluated for impairment or collectively evaluated for impairment).

Real Estate Commercial,
Residential Real Estate Financial & Consumer
(Dollars in thousands) Mortgage Construction  Agricultural Equity Lines Consumer Finance Total
Allowance for loan losses:
Balance at end of period........c..c.ccoeevrennns $ 1,442 $ 581 $ 8688 $ 380 $ 307 $ 17,442 $ 28,840
Ending balance: individually evaluated
for impairment ..........cocooveivnieneceinns $ 466 $ — $ 2067 $ 49 3 51 $ — $ 2,633
Ending balance: collectively evaluated
for impairment ..., $ 976 $ 581 $ 6,621 $ 331 $ 256 $ 17,442 $ 26,207
Loans:
Ending balance............cccooiiniiiiiin, $ 146,073 $ 12,095 $219226 $ 32,187 $ 5,250 $ 220,753 $ 635,584
Ending balance: individually evaluated
for impairment ..........cccooveiivnieneennns $ 3,110 $ — $ 12821 % 148 $ 338 $ — $ 16,417
Ending balance: collectively evaluated
for impairment ..., $ 142,963 $ 12,095 $206,405 $ 32,039 $ 4,912 $ 220,753 $ 619,167
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Loans by credit quality indicators as of December 31, 2011 were as follows:

Special Substandard

(Dollars in thousands) Pass Mention Substandard Nonaccrual Total*
Real estate — residential mortgage ..........c..cccceve..e. $ 140,304 $ 1,261 $ 3,130 $ 2440 $ 147,135
Real estate — construction;

Construction 1ending .........ccceeveveiieieniniennnns 2,214 — 2,870 — 5,084

Consumer lot [ending.........cccceveviveieniciennne 653 — — — 653
Commercial, financial and agricultural:

Commercial real estate lending..........cc.ccoceeee 96,773 5,413 9,493 5,093 116,772

Land acquisition & development lending ....... 13,605 9,939 9,101 — 32,645

Builder line lending.........c.ccoovviriiiniciencnnn 12,480 1,434 1,420 2,303 17,637

Commercial business lending ............ccoccoeeeee 41,590 2,001 917 673 45,181
EQUItY TINES ...cviiiii 31,935 298 836 123 33,192
CONSUMET ...tieiee ettt et sreesre e 5,271 10 776 — 6,057

$ 344825 $ 20,356 $ 28,543 $ 10,632 $ 404,356

(Dollars in thousands) Performing Non-Performing Total
CONSUMET FINANCE ...cvviiviiitie ittt $ 245924 3 381 $ 246,305

1 At December 31, 2011, the Corporation does not have any loans classified as Doubtful or Loss.
Loans by credit quality indicators as of December 31, 2010 were as follows:

Special Substandard

(Dollars in thousands) Pass Mention Substandard Nonaccrual Total*
Real estate — residential mortgage.........c..cceceevvvervevennen, $ 140651 $ 1344 $ 3889 $ 189 $ 146,073
Real estate — construction;
Construction 1ending...........ccoeevereinencinennnn —
6,017 — 4,727 10,744
Consumer lot [ending.........ccccoooeveniniiinieie 1,351 — — — 1,351
Commercial, financial and agricultural:
Commercial real estate lending.........c.cccovevvennenn. 93,235 12,002 320 5,760 111,317
Land acquisition & development lending............ 21,642 3,394 9,278 — 34,314
Builder line 1ending ........ccccoeoeiiiiiinincienc 13,827 6,112 4,810 67 24,816
Commercial business lending ...........cccccooenveenne. 42,865 4,166 300 1,448 48,779
EQUILY TINES....eeiiiii e 31,562 263 96 266 32,187
CONSUIMET ...ttt 4,804 11 400 35 5,250
$ 355954 $ 27,292 $ 23820 $ 7,765 $ 414,831
(Dollars in thousands) Performing Non-Performing Total
CONSUMET FINANCE ....vveeiee ettt st s $ 220602 $ 151 $ 220,753

! At December 31, 2010, the Corporation did not have any loans classified as Doubtful or Loss.
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NOTE 5: Other Real Estate Owned

At December 31, 2011 and 2010, OREO was $6.06 million and $10.67 million, respectively. OREO is primarily comprised of
residential properties and non-residential properties associated with commercial relationships, and are located primarily in the state of
Virginia. Changes in the balance for OREQ are as follows:

Year Ended December 31,

(Dollars in thousands) 2011 2010

Balance at the beginning Of Year, gross ........ccccverireieiinieeice e $ 14,653 $ 15,202
Transfers from J0ANS..........ooii it sbe e sare e 5,040 5,265
CaAPItAHIZEA COSES ... ittt ettt b et nen -- 218
CNAIGE-0TTS . (963) (585)
SAIES PIrOCEEUS ...ttt et (8,801) (5,492)
Gain (10SS) 0N AISPOSTEION ......vvuveiiitiieiiiierte et 57 45
Balance at the end Of Year, grosSs .........ocuiuiiieiiiieinee s 9,986 14,653
LesS AllOWANCE TOI IOSSES ......vevevirveieirieieesietee s (3,927) (3,979)
Balance at the end of Year, NEt............ccciieiiiici e $ 6,059 $ 10,674

Changes in the allowance for OREO losses are as follows:

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
Balance at the beginning of YEar ...........cccccieciiiiiiiicc e $ 3979 $ 2402 $ 73
ProviSion fOr IOSSES ......cviiieiie ettt re s 911 2,180 2,614
Charge-0TTS, NEL......cv i (963) (603) (285)
Balance at the Nd Of YEAI .........c.ccievieeieccee e $ 3927 $ 3979 $ 2402

Net expenses applicable to OREO, other than the provision for losses, were $516,000, $931,000 and $129,000 for the years ended
December 31, 2011, 2010 and 2009, respectively.

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

December 31,
(Dollars in thousands) 2011 2010
3o SRR $ 6,506 $ 6,506
2 10T o [T S 25,967 25,769
Equipment, furniture and fIXIUIES .........cooiiiiieireee e 23,032 21,455
55,505 53,730
Less accumulated depreCiation ........ccccviveeeeeriere e s (27,043) (24,987)

$ 28462 $ 28,743
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NOTE 7: Time Deposits
Time deposits are summarized as follows:

December 31,

(Dollars in thousands) 2011 2010
Certificates of deposit, $100 thousand OF MOTE..........ccvvrveererisieneie e $ 148,617 $ 142,198
Other tIME TEPOSIES .....eoueeieieerie ittt bbb 159,326 167,488

$ 307,943 $ 309,686

Remaining maturities on time deposits at December 31, 2011 are as follows:

(Dollars in thousands)

0 1R $ 180,633
0 1 2 47,395
0 39,512
0 Y 28,110
0 1 J R 12,293
LI 2 L=T G =] SRRSO —
$ 307,943

NOTE 8: Borrowings
The table below presents selected information on short-term borrowings:

December 31,

(Dollars in thousands) 2011 2010
Customer repurchase agreeMENtS ...........o..iveveeverereereessesessessesess s s ssesnens $ 4644 $ 6,848
Federal Reserve Bank discount Window?............c.co..oveevereeesvessiosssssessesessesseenes — —
FHLB GOVANCES® ..ot nssas s — —
Federal funds PUIChEsed” .............c..oveveeeeeeeeeeeeeeeeeeeess st 2,900 3,770
Balance outstanding at Year €Nd..........ccccueirieienine i $ 7,544 $ 10,618
Maximum balance at any month end during the year ...........cccccevvevvvivevercncsesenn, $ 7,750 $ 31,530
Average balance for the YEar ..........cccvvveiiiii i $ 5831 $ 9341
Weighted average rate for the Year .........ccccocvvvvieiii e 0.69% 0.78%
Weighted average rate on borrowings at year end ..........ccccveevevvererenieresesinsesennes 0.56% 0.52%
Estimated fair value at year eNd...........c.ccvcvvveriiiiciciccese e $ 7,544 $ 10,618

! Secured transactions with customers, which generally mature the day following the day sold.

2 Short-term borrowings through the Federal Reserve Bank’s discount window lending programs, which are secured by a loan-
specific lien on certain qualifying loans. At December 31, 2011 and 2010 there were no short-term borrowings from the
Federal Reserve Bank.

% Short-term borrowings from the FHLB secured by a blanket floating lien on certain loans secured by 1-4 family residential
properties. At December 31, 2011 and 2010 there were no short-term FHLB advances outstanding.

* Advances against $59 million in federal funds lines with correspondent banks.

Long-term borrowings at December 31, 2011 consist of a repurchase agreement with a third-party broker, which is secured by
investment securities; advances under a non-recourse revolving bank line of credit secured by loans at C&F Finance; and advances
from the FHLB, which are secured by a blanket floating lien on all qualifying closed-end and revolving, open-end loans secured by 1-
4 family residential properties. The interest rate on the repurchase agreement, which matures in 2018, is 3.55% (7.00% minus three-
month LIBOR with a maximum rate of 3.55%) and the outstanding balance as of December 31, 2011 was $5.00 million. The interest
rate on the revolving bank line of credit, which matures in 2014, floats at the one-month LIBOR rate plus a range of 200 basis points
to 225 basis points, depending upon the average balance outstanding on the line, and the outstanding balance as of December 31, 2011
was $75.49 million. C&F Finance’s revolving bank line of credit agreement contains covenants regarding C&F Finance’s capital
adequacy, collateral performance, adequacy of the allowance for loan losses and interest expense coverage. C&F Finance satisfied all
such covenants during 2011. Long-term advances from the FHLB at December 31, 2011 consist of $45.00 million of convertible
advances and a $7.50 million fixed rate hybrid advance. The convertible advances have fixed rates of interest unless the FHLB
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exercises its option to convert the interest on these advances from fixed rate to variable rate. The fixed rate hybrid advance provides
fixed-rate funding until the stated maturity date. The Bank may add interest rate caps or floors at a future date, at which time the cost
of the caps or floors will be added to the advance rate.

The table below presents selected information on the FHLB advances:

(Dollars in thousands)

Cor:\\l/ee)gion
Balance Outstanding at December 31, 2011 Interest Rate Maturity Date Option Date
Fixed Rate Hybrid Advance
$7,500 3.39% 08/10/15
Convertible Advances
$5,000 3.90% 08/30/12 02/29/12
$5,000 4.08 08/30/12 02/29/12
$5,000 3.95 11/17/14 02/17/12
$7,500 3.69 11/28/14 02/28/12
$7,500 3.70 10/19/17 04/19/12
$5,000 4.06 10/25/17 01/25/12
$5,000 2.93 11/27/17 02/27/12
$5,000 3.59 06/06/18 06/06/12
The contractual maturities of long-term borrowings at December 31, 2011 are as follows:
(Dollars in thousands) Fixed Rate Floating Rate Total
S $ 10,000 $ — 3 10,000
2003 et e e neerae s — — —
2004 .o et be b beeaeerae s 12,500 75,487 87,987
2005 oottt et be e beeaeerae s 7,500 — 7,500
2016 ...ttt ettt et beereeaeeraenns — — —
TREIEATTEN ....vei ittt 22,500 5,000 27,500
$ 52,500 $ 80,487 $ 132,987

The Corporation’s unused lines of credit for future borrowings total approximately $221.87 million at December 31, 2011, which
consists of $55.98 million available from the FHLB, $44.51 million on C&F Finance’s revolving bank line of credit, $65.28 million
available from the Federal Reserve Bank and $56.10 million under federal funds agreements with a third party financial institution.
Additional loans are available that can be pledged as collateral for future borrowings from the Federal Reserve Bank or the FHLB
above the current lendable collateral value.

In December 2007, C&F Financial Statutory Trust Il (Trust 1), a wholly-owned non-operating subsidiary of the Corporation, was
formed for the purpose of issuing trust preferred capital securities for general corporate purposes including the refinancing of existing
debt. On December 14, 2007, Trust 1l issued $10.00 million of trust preferred capital securities in a private placement to an
institutional investor and $310,000 in common equity to the Corporation in exchange for cash. The securities mature in December
2037, are redeemable at the Corporation’s option beginning after five years, and require quarterly distributions by Trust Il to the
holder of the securities at a fixed rate of 7.73% as to $5.00 million of the securities and at a rate equal to the three-month LIBOR rate
plus 3.15% as to the remaining $5.00 million, which rate was 3.70% at December 31, 2011. The fixed rate portion of the securities
converts to the three-month LIBOR rate plus 3.15% in December 2012. The principal asset of Trust Il is $10.31 million of the
Corporation’s trust preferred capital notes with like maturities and like interest rates to the trust preferred capital securities. The
interest payments by the Corporation on the debt securities will be used by Trust Il to pay the quarterly distributions payable by Trust
Il to the holders of the trust preferred capital securities.

In July 2005, C&F Financial Statutory Trust | (Trust 1), a wholly-owned non-operating subsidiary of the Corporation, was formed for
the purpose of issuing trust preferred capital securities to partially fund the Corporation’s purchase of 427,186 shares of its common
stock. On July 21, 2005, Trust | issued $10.00 million of trust preferred capital securities in a private placement to an institutional
investor and $310,000 in common equity to the Corporation in exchange for cash. The securities mature in September 2035, are
redeemable at the Corporation’s option beginning after five years, and require quarterly distributions by Trust | to the holder of the
securities at a rate equal to the three-month LIBOR rate plus 1.57%. During 2010, in order to mitigate the effect of rising interest rates
in the future, the Corporation entered into two interest rate swap agreements whereby the effective fixed interest rate on $5.00 million
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of the securities became 3.48% and the effective fixed interest rate on the remaining $5.00 million of the securities became 4.31%.
The interest rate swaps mature in September 2015. The principal asset of Trust | is $10.31 million of the Corporation’s trust preferred
capital notes with like maturities and like interest rates to the trust preferred capital securities. The interest payments by the
Corporation on the debt securities will be used by Trust | to pay the quarterly distributions payable by Trust | to the holders of the trust
preferred capital securities.

Subject to certain exceptions and limitations, the Corporation may elect from time to time to defer interest payments on the junior
subordinated debt securities, which would result in a deferral of distribution payments on the related capital securities.

NOTE 9: Shareholders’ Equity, Other Comprehensive Income and Earnings Per Common Share
Shareholders’ Equity

Preferred Shares. On January 9, 2009, as part of the Capital Purchase Program (Capital Purchase Program) established by the U.S.
Department of the Treasury (Treasury) under the Emergency Economic Stabilization Act of 2008 (EESA), the Corporation issued and
sold to Treasury for an aggregate purchase price of $20.00 million in cash (1) 20,000 shares of the Corporation’s fixed rate cumulative
perpetual preferred stock, Series A, par value $1.00 per share, having a liquidation preference of $1,000 per share (Series A Preferred
Stock) and (2) a ten-year warrant to purchase up to 167,504 shares of the Corporation’s common stock, par value $1.00 per share
(Common Stock), at an initial exercise price of $17.91 per share (Warrant). The Series A Preferred Stock may be treated as Tier 1
capital for regulatory capital adequacy determination purposes.

Cumulative dividends on the Series A Preferred Stock will accrue on the liquidation preference at a rate of 5% per annum for the first
five years, and at a rate of 9% per annum thereafter. The Series A Preferred Stock has no maturity date and ranks senior to the
Common Stock with respect to the payment of dividends. The Corporation may redeem the Series A Preferred Stock at 100% of its
liquidation preference (plus any accrued and unpaid dividends), subject to the consent of the Federal Deposit Insurance Corporation.

The Warrant has a 10-year term and was immediately exercisable upon issuance, with an exercise price, subject to anti-dilution
adjustments, equal to $17.91 per share of Common Stock. Of the aggregate amount of $20.00 million received, approximately $19.21
million was attributable to the Series A Preferred Stock and approximately $792,000 was attributable to the Warrant, based on the
relative fair values of these instruments on the date of issuance. The Corporation used a discounted cash flow analysis to determine the
fair value of the Series A Preferred Stock, which included the following key assumptions: (i) a discount rate of 10 percent, (ii) a
dividend rate for the first five years of 5 percent and (iii) a dividend rate after five years of 9 percent. The Corporation used the Black-
Scholes option-pricing model to determine the fair value of the Warrant, which included the following key assumptions: (i) volatility
of 30 percent, (ii) an exercise price of $17.91, (iii) a dividend yield of 4.0 percent, and (iv) the five-year risk-free rate of 2.4 percent.
The resulting fair values of the Series A Preferred Stock and the Warrant were used to allocate the aggregate purchase price of $20.00
million on a relative fair value basis. As the Series A Preferred Stock was initially valued at $19.21 million, the difference between the
initial value and the par value of the Series A Preferred Stock will be accreted over a period of five years through a reduction to
retained earnings on an effective yield basis. While this accretion does not affect net income, it, along with the dividends, reduces the
amount of net income available to common shareholders, and thus reduces both basic and diluted earnings per common share.

The purchase agreement pursuant to which the Series A Preferred Stock and the Warrant were sold contains limitations, until January
9, 2012, on the payment of dividends or distributions on the Common Stock (including the payment of the cash dividends in excess of
the Corporation’s quarterly cash dividend at the time of issuance of the Series A Preferred Stock of $0.31 per share) and on the
Corporation’s ability to repurchase, redeem or acquire its Common Stock or other securities, and subjects the Corporation to certain of
the executive compensation limitations included in the EESA until such time as Treasury no longer owns any Series A Preferred Stock
acquired through the Capital Purchase Program.

On July 27, 2011, the Corporation redeemed $10.00 million, or 50 percent, of the total $20.00 million liquidation preference of its
Series A Preferred Stock. The Corporation paid $10.10 million to redeem this portion of the Series A Preferred Stock, consisting of
$10.00 million in liquidation preference and $100,000 of accrued and unpaid dividends associated with the preferred stock being
redeemed.

Common Shares. The Corporation did not repurchase any shares of its common stock during the years ended December 31, 2011,
2010 or 2009. Limitations on future share repurchases in effect as of December 31, 2011 are described above.
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Other Comprehensive Income

The following table presents the cumulative balances of the components of other comprehensive income, net of deferred taxes, of
$1.79 million, $30,000 and $521,000 as of December 31, 2011, 2010 and 2009, respectively.

December 31,

(Dollars in thousands) 2011 2010 2009
Net unrealized gains 0N SECUNTIES ......cccoviiiiriiirieiercciee e $ 459 $ 500 $ 1,168
Net unrecognized loss on cash flow hedges ... (314) (90) —
Net unrecognized losses on defined benefit plan ..........ccccooeoeiieiiiiciinnns (898) (339) (200)
Total cumulative other comprehensive iNCOME..........c.cevveveveereeeeeeeeeieenan, $ 3384 3 71 $ 968

The Corporation reclassified net gains from securities of $8,000, $46,000 and $14,000 from other comprehensive income to earnings
for the years ended December 31, 2011, 2010 and 2009, respectively.

Earnings Per Common Share
The components of the Corporation’s earnings per common share calculations are as follows:

December 31,

(Dollars in thousands) 2011 2010 2009
NEEINCOME. ...ttt see e $ 12976 $ 8110 $ 5526
Accumulated dividends on Series A Preferred Stock ..........ccccoevvvrnnen, (850) (1,000) (992)
Amortization of Series A Preferred Stock discount...........ccccceeevernnnn, (333) (149) (138)
Net income available to common shareholders ............ccccvevvviivivinnnen, $ 11,793  $ 6,961 $ 4,396
Weighted average number of common shares used in earnings per

COMMON SNArE—DASIC .....cvvivirieiiiieieirie e, 3,135,645 3,085,025 3,044,009
Effect of dilutive securities:

Stock option awards and Warrant ............c.ceeeevereeieneneneseseneen, 36,632 18,444 4,482

Weighted average number of common shares used in earnings per
common share—assuming dilution...........ccccocvovviviiv e, 3,172,277 3,103,469 3,048,491

Potential common shares that may be issued by the Corporation for its stock option awards and Warrant are determined using the
treasury stock method. Approximately 316,000 and 361,000 shares issuable upon exercise of options for the years ended December
31, 2011 and 2010, respectively, and 548,000 shares issuable upon exercise of options and the Warrant for the year ended December
31, 2009 were not included in computing diluted earnings per common share because they were anti-dilutive.

NOTE 10: Income Taxes

Principal components of income tax expense as reflected in the consolidated statements of income are as follows:

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
CUITEINE EAXES 1.ttt eeteeeeteeee et et e st eut et et et eseeesesaear e st areateeeteneeeestessenreanes $ 7076 $ 5202 $ 5422
DETEITEU TAXES ... v evevieeieti et (1,341) (2,253) (3,477)

$ 5735 $ 2949 $ 1945
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The income tax provision is less than would be obtained by application of the statutory federal corporate tax 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
(Dollars in thousands) 2011 Income 2010 Income 2009 Income
Income tax computed at federal statutory rates ......... $ 6,362 340% $ 3,760 34.0% $ 2,540 34.0%
Tax effect of exclusion of interest income on

obligations of states and political subdivisions..... (1,652) (8.8) (1,516) (13.7) (1,431) (19.2)
Reduction of interest expense incurred to carry tax-

EXEMPL ASSELS 1.vevveveireieresieiee et 98 0.5 100 0.9 115 15
State income taxes, net of federal tax benefit ............ 1,114 6.0 787 7.1 665 8.9
Tax effect of dividends-received deduction on

preferred StOCK ........ccoveveeiieiececce e, — — (5) (0.2) (22) (0.2)
Compensation in excess of deductible limits............. 41 2 — 219 2.9
TaAX CIEOIS c.veviecriecreccre e (180) (1.0 (135) 1.2 (118) (1.6)
(0] 1211 SO SRRSO (48) (0.3) (42) (0.3) (23) (0.3)

$ 5,735 306% $ 2,949 26.7% $ 1,945 26.0%

The Corporation’s net deferred income taxes totaled $14.27 million and $14.99 million at December 31, 2011 and 2010, respectively.

The tax effects of each type of significant item that gave rise to deferred taxes are:

December 31,

(Dollars in thousands) 2011 2010
Deferred tax asset
ALIOWANCE TOF 10BN TOSSES ... vviicviiiitie ettt ettt e et e s ebe e s be e sbeeaabes $ 14,128 $ 10,797
Reserve for indemnifiCation 10SSES ........ccuciiiiiiiiiie e 647 491
OREQD EXPEINSES ... eeeteentieuieetieeteesteesteesteetesseesseesbeesbeesbeanbeasseaseeabeesbeesbeenbeesbesteesbeesbeenbeeneeaneas 381 1,842
Deferred COMPENSALION .......cviiiiiie et resee e e 1,916 1,791
Other-than-temporary impairment of Fannie Mae and Freddie Mac preferred stock.......... 614 614
Defined DENETIL PIAN ....vcveieceec e e -- 46
Share-based COMPENSALION..........ccviiieiieeee e et re e e srenseseenrens 331 499
Interest 0N NONACCIUAL TOANS ........cviiiiiiic e 119 132
(=T 0] (T T L4 T o SR -- 27
Cash FIOW NEAQES.......eveecice et a e e 201 58
(@191 SO O PR PRSPPI 1,240 1,140
DEfErTeA tAX ASSEL.....cveiiuieieciectiecte ettt sttt be et e e be e e rb e te e taenre s 19,577 17,437
Deferred tax liability
Goodwill and other intangible @SSELS.........c.cvveiieiieic e (2,509) (2,174)
Defined Denefit PIaN ..o (318) --
DEPIECTALION. ...ttt ettt et 3) --
Net unrealized gain on securities available for sale ... (2,475) (270)
Deferred tax lability ........ccooeiiiieie e (5,305) (2,444)
NEt AEFErTE TAX @SSEL ... .vevieriereirieieerie ettt nens $ 14272  $ 14,993

The Corporation files income tax returns in the U.S. federal jurisdiction and several states. With few exceptions, the Corporation is no
longer subject to U.S. federal, state and local income tax examinations by tax authorities for years prior to 2008.

NOTE 11: Employee Benefit Plans

The Bank maintains a Defined Contribution Profit-Sharing Plan (the Profit-Sharing Plan) sponsored by the Virginia Bankers
Association (VBA). The Profit-Sharing Plan includes a 401(k) savings provision that authorizes a maximum voluntary salary deferral
of up to 95% of compensation (with a partial company match), subject to statutory limitations. The Profit-Sharing Plan provides for an
annual discretionary contribution to the account of each eligible employee based in part on the Bank’s profitability for a given year
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and on each participant’s yearly earnings. All salaried employees who have attained the age of eighteen and have at least three months
of service are eligible to participate. Contributions and earnings may be invested in various investment vehicles offered through the
VBA. All employee contributions are fully vested upon contribution. An employee is 20% vested in the Bank’s contributions after two
years of service, 40% after three years, 60% after four years, 80% after five years and fully vested after six years, or earlier in the
event of retirement, death or attainment of age 65 while an employee. The amounts charged to expense under this plan were $405,000,
$372,000 and $409,000 in 2011, 2010 and 2009, respectively.

C&F Mortgage maintains a Defined Contribution 401(k) Savings Plan that authorizes a voluntary salary deferral of from 1% to 100%
of compensation (with a discretionary company match), subject to statutory limitations. Substantially all employees who have attained
the age of eighteen are eligible to participate on the first day of the next month following employment date. The plan provides for an
annual discretionary contribution to the account of each eligible employee based in part on C&F Mortgage’s profitability for a given
year, and on each participant’s contributions to the plan. Contributions may be invested in various investment funds offered under the
plan. All employee contributions are fully vested upon contribution. An employee is vested 25% in the employer’s contributions after
two years of service, 50% after three years, 75% after four years, and fully vested after five years. The amounts charged to expense
under this plan were $12,000, $0 and $18,000 in 2011, 2010 and 2009, respectively.

C&F Finance maintains a Defined Contribution Profit-Sharing Plan sponsored by the VBA with plan features similar to the Profit-
Sharing Plan of the Bank. The amounts charged to expense under this plan were $139,000, $108,000 and $89,000 in 2011, 2010 and
2009, respectively.

Individual performance bonuses are awarded annually to certain members of management under a management incentive bonus plan.
The Corporation’s Compensation Committee recommends to the Corporation’s Board of Directors the bonuses to be paid to the Chief
Executive Officer and the Chief Financial Officer of the Corporation, and recommends to the Bank’s Board of Directors bonuses to be
paid to certain other senior Bank and C&F Finance officers. In addition, the Chief Executive Officer recommends bonuses to be paid
to other officers of the Bank and C&F Finance. In determining the awards, performance, including the Corporation’s growth rate,
returns on average assets and equity, and absolute levels of income are considered. In addition, the Bank’s Board of Directors
considers the individual performance of the members of management who may receive awards. The expense for these bonus awards is
accrued in the year of performance. Expenses under these plans were $844,000, $816,000 and $418,000 in 2011, 2010 and 2009,
respectively. In accordance with employment agreements for certain senior officers of C&F Mortgage, performance bonuses of
$657,000, $336,000 and $1.8 million were expensed in 2011, 2010 and 2009, respectively. Performance used in determining the
awards is directly related to the profitability of C&F Mortgage.

The Bank has a non-contributory, defined benefit pension plan (Cash Balance Plan) for all full-time employees over 21 years of age.
Under the Cash Balance Plan, the benefit account for each participant will grow each year with annual pay credits based on age and
years of service and monthly interest credits based on the prior year’s December average yield on 30-year Treasuries plus 150 basis
points. The Bank funds pension costs in accordance with the funding provisions of the Employee Retirement Income Security Act.

The Corporation has a nonqualified defined contribution plan for certain executives. The plan allows for elective salary and bonus
deferrals. The plan also allows for employer contributions to make up for limitations on covered compensation imposed by the
Internal Revenue Code with respect to the Bank’s Profit Sharing Plan and Cash Balance Plan and to enhance retirement benefits by
providing supplemental contributions from time to time. Expenses under this plan were $153,000, $124,000 and $90,000 in 2011,
2010 and 2009, respectively. Investments for this plan are held in a Rabbi trust. These investments are included in other assets and the
related liability is included in other liabilities.
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The following table summarizes the projected benefit obligations, plan assets, funded status and rate assumptions associated with the

Bank’s Cash Balance Plan based upon actuarial valuations.

December 31,

(Dollars in thousands) 2011 2010 2009
Change in benefit obligation
Projected benefit obligation, beginning.........ccoccoviriiiiiisc e $ 7915 $ 6,816 $ 6,400
SBIVICE COSL ...ttt bbbttt e e et bbb e et e e e e b e 611 531 504
INEEIESE COSE ...t nreas 438 397 373
ACtUArial 10SS (QAIN) ...veveiveieieiieiee e 154 523 (13)
BENEFItS PAIG......ciiviiiiiiieiiee s (350) (352) (448)
Projected benefit obligation, eNdiNg ..........ccoviiiiiiiisiese s $ 8,768 $ 7915 $ 6,816
Change in plan assets
Fair value of plan assets, Beginning .........ccccoevveiiiicieie s $ 7,261 $ 6,385 $ 4,346
Actual return on Plan @SSELS........covieiiiiee e (116) 828 1,487
Employer CONIIBULIONS .........oiiiiiicieicee e 1,500 400 1,000
BENEFItS PAIG......c.iitiieiiiieie s (350) (352) (448)
Fair value of plan assets, eNdiNG .........cccccvviiiiiiiii e $ 8,295 $ 7,261 $ 6,385
FUNGEA SALUS .......vvvvevcvceiiie ettt ettt bbb bbb snsn bbb bebenis $ (473 $ (654 $ (431
Amounts recognized as an other liability............ccooreiiiniinnei e $ (473 $ (654 $ (431
Amounts recognized in accumulated other comprehensive income
LI LE] A [0TSRSO $ 2,525 $ 1,738 $ 1,595
Net obligation at tranSItioN ...........ccooi i -- (4) 9)
PrIOT SEIVICE COST....cuviviitiietiiteieet ettt (1,144) (1,212) (1,279)
DETEITEU TAXES ....viveeieete ettt (483) (183) (107)
Total recognized in accumulated other comprehensive iNCOMe ..........cccooevevirennienenn $ 898 $ 339 $ 200
Weighted-average assumptions for benefit obligation at valuation date
DISCOUNE TALE ...ttt sttt ettt sttt sb et sbe et b e ebesbe e ete e 4.5% 5.5% 6.0%
Expected return 0N Plan @SSELS .......oovvviiieiiiieisieieesie e 8.0 8.0 8.0
Rate 0f cCOMPENSAtioN INCIEASE .......oviviiiiieiirieieii ettt 4.0 4.0 4.0

The accumulated benefit obligation was $8.77 million and $7.91 million as of the actuarial valuation dates in 2011 and 2010,

respectively.
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Year Ended December 31,

(Dollars in thousands) 2011 2010 2009

Components of net periodic benefit cost
SEIVICE COSL..vviurriaiietieiieteee ettt teee et ettt ettt se s st st sese s e s et e st esnss et eteasssesnesenns $ 611 $ 531§ 504
TIEETEST COST. ittt ettt st ettt et e sbeesanee e 438 397 373
Expected return on plan aSSELS........ceeueeierieniiereeie ettt (581) (495) (413)
Amortization Of Prior SEIVICE COSt.....evuiiiiiierierie et eieeteesie ettt eae e enees (68) (68) (68)
Amortization of net obligation at tranSItioN..........eecveeeeriereerieeeeeie e @) ®) (&)
Recognized net actuarial loSS .........cccuevveriiririninininieicicceseree e 63 48 115
Net periodic DENEfIt COSL ..ottt e 459 408 506

Other changes in plan assets and benefit obligations recognized in other comprehensive

income

INEL 0SS (ZAIMN) 1.vvreeiieeieeiieeiieeiieie et e te st st e st et et e et e eseessee st enseenseensesssesseesseeseensennnes 788 142 (1,203)
Amortization of net obligation at tranSitioN...........c.eccvereereerieeieeeeeniereerre e eeeneeens 4 5 5
AmOTtization Of Prior SEIVICE COSS....cviiiirirriieriieieiiestesteesteeteeeeeteesseeseesseeesenseens 68 68 68
D ErTed AXES. .vevieiiieiiieiiieie ettt ettt ettt e e et aeteeeaeebeenseenneas (301) (76) 396

Total recognized in accumulated other comprehensive iNCOMe............ccvevveecvereienieenerennnns 559 139 (734)

Total recognized in net periodic benefit cost and other comprehensive income................ $ 1,018 $ 547 § (228)

The estimated net loss, obligation at transition and prior service cost that will be (accreted to) amortized from accumulated other
comprehensive income into net periodic benefit cost over the next year are $106,000, zero and $(68,000), respectively.

January 1,
2011 2010 2009
Weighted-average assumptions for net periodic benefit cost as of..........ccccoeverinencnens,
DISCOUNT TALE ...ttt sttt s s e saenns 5.5% 6.0% 6.0%
Expected return on plan @SSELS .........ccueuererererereeeieieiee sttt 8.0 8.0 8.0
Rate of compensation INCIEASE. .........ceuerieriieriieieeie ettt 4.0 4.0 4.0
The benefits expected to be paid by the plan in the next ten years are as follows:
(Dollars in thousands)

2012 1t $ 552

2013 ettt 119

2014 Lttt 657

2015 ettt 181

2000 ettt e 642

2017 = 2021 ittt ettt 3,095

$ 5,246

The Bank selects the expected long-term rate of return on assets in consultation with its investment advisors and actuary, and with
concurrence from their auditors. This rate is intended to reflect the average rate of earnings expected to be earned on the funds
invested or to be invested to provide plan benefits. Historical performance is reviewed, especially with respect to real rates of return
(net of inflation), for the major asset classes held or anticipated to be held by the trust and for the trust itself. Undue weight is not
given to recent experience, which may not continue over the measurement period. Higher significance is placed on current forecasts of
future long-term economic conditions.

Because assets are held in a qualified trust, anticipated returns are not reduced for taxes. Further, solely for this purpose, the plan is
assumed to continue in force and not terminate during the period during which assets are invested. However, consideration is given to
the potential impact of current and future investment policy, cash flow into and out of the trust, and expenses (both investment and
non-investment) typically paid from plan assets (to the extent such expenses are not explicitly within periodic costs).
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The Bank’s defined benefit pension plan’s weighted average asset allocations by asset category are as follows:

December 31,

2011 2010
Mutual funds-fiXed INCOME ......voviiiiiie s 40% 37%
MUUAT FUNAS-BUILY ..o 60 63
Cash and eQUIVAIENTS..........cvciiiecccce e * *

100% 100%

* Less than one percent.
As of December 31, 2011 and 2010, the fair value of plan assets is as follows:

December 31, 2011
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value
Mutual funds-fixed INCOME @ .....c.oiiiiiiiicecee e $ 3,306 — — % 3,306
Mutual fundS-QUILY @ .....oeveecece e 4,983 — — 4,982
Cash and equIValeNts @ ........ccoeiiiiiicece e 6 — — 6
Total PENSION ASSELS ....veviveieeieieeeeee e $ 8,295 — — 3 8,294

December 31, 2010
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value
Mutual funds-fixed INCOME @ .. ....coviiiiiiiiicieece e $ 2,665 — — 3 2,665
Mutual fundS-QUILY @ ..ecveereece e 4,591 — — 4,591
Cash and equivalents @ ... 5 — — 5
Total PENSION ASSELS......cviveviiicriiiretee e, $ 7,261 — — 3 7,261

(1) This category includes investments in mutual funds focused on fixed income securities with both short-term and long-term
investments. The funds are valued using the net asset value method in which an average of the market prices for the underlying
investments is used to value the funds.

(2) This category includes investments in mutual funds focused on equity securities with a diversified portfolio and includes
investments in large cap and small cap funds, growth funds, international focused funds and value funds. The funds are valued
using the net asset value method in which an average of the market prices for the underlying investments is used to value the
funds.

(3) This category comprises cash and short-term cash equivalent funds. The funds are valued at cost which approximates fair value.

The trust fund is sufficiently diversified to maintain a reasonable level of risk without imprudently sacrificing return, with a targeted
asset allocation of 40% fixed income and 60% equities. The investment advisor selects investment fund managers with demonstrated
experience and expertise, and funds with demonstrated historical performance, for the implementation of the plan’s investment
strategy. The investment manager will consider both actively and passively managed investment strategies and will allocate funds
across the asset classes to develop an efficient investment structure.

It is the responsibility of the trustee to administer the investments of the trust within reasonable costs, being careful to avoid
sacrificing quality. These costs include, but are not limited to, management and custodial fees, consulting fees, transaction costs and
other administrative costs chargeable to the trust.

NOTE 12: Related Party Transactions

Loans outstanding to directors and executive officers totaled $603,000 and $350,000 at December 31, 2011 and 2010, respectively.
New advances to directors and officers totaled $371,000 and repayments totaled $118,000 in the year ended December 31, 2011.
These loans were made in the ordinary course of business on substantially the same terms and conditions, including interest rates,
collateral and repayment terms, as those prevailing at the same time for comparable transactions with unrelated persons, and, in the
opinion of management and the Corporation’s board of directors, do not involve more than normal risk or present other unfavorable
features.
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NOTE 13: Share-Based Plans

On April 15, 2008, the Corporation’s shareholders approved the Amended and Restated C&F Financial Corporation 2004 Incentive
Stock Plan (the Amended 2004 Plan), which, among other things, expanded the group of eligible award recipients to include certain
key employees of the Corporation, as well as non-employee directors (including non-employee regional or advisory directors). The
Amended 2004 Plan authorizes an aggregate of 500,000 shares of Corporation common stock to be issued as equity awards in the
form of stock options, stock appreciation rights, restricted stock and/or restricted stock units to key employees and non-employee
directors. Since the Amended 2004 Plan’s approval in 2008, equity awards have only been issued in the form of restricted stock,
which are accounted for using the fair market value of the Corporation’s common stock on the date the restricted shares are awarded.

Prior to the approval of the Amended 2004 Plan, the Corporation awarded options to purchase common stock and/or grants of
restricted shares of common stock to certain key employees of the Corporation under the plan that was approved by the Corporation’s
shareholders on April 20, 2004. Options were issued to employees at a price equal to the fair market value of common stock at the
date granted. Restricted shares were accounted for using the fair market value of the Corporation’s common stock on the date the
restricted shares were awarded. All options outstanding under this plan are exercisable as of December 31, 2011. All options expire
ten years from the grant date.

Prior to the approval of the plan in 2004, the Corporation granted options to purchase common stock under the Amended and Restated
C&F Financial Corporation 1994 Incentive Stock Plan (the 1994 Plan). The 1994 Plan expired on April 30, 2004. The maximum
aggregate number of shares that could be issued pursuant to awards made under the 1994 Plan was 500,000. Options were issued to
employees at a price equal to the fair market value of common stock at the date granted. All options outstanding under the 1994 Plan
are exercisable as of December 31, 2011. All options expire ten years from the grant date.

In 1998, the Board of Directors authorized 25,000 shares of common stock for issuance under the C&F Financial Corporation 1998
Non-Employee Director Stock Compensation Plan (the Director Plan). In 1999, the Director Plan was amended to authorize a total of
150,000 shares for issuance. Under the Director Plan, options were issued to non-employee directors at a price equal to the fair market
value of common stock at the date granted. All options outstanding under the Director Plan are exercisable as of December 31, 2011.
All options expire ten years from the grant date. In 2008, the Corporation ceased granting awards to non-employee directors under the
Director Plan, which expired in 2008, and non-employee directors were added to the group of eligible award recipients under the
Amended 2004 Plan.

In 1999, the Board of Directors authorized 25,000 shares of common stock for issuance under the C&F Financial Corporation 1999
Regional Director Stock Compensation Plan (the Regional Director Plan). Options were issued to regional directors of the Bank at a
price equal to the fair market value of common stock at the date granted. All options outstanding under the Regional Director Plan are
exercisable as of December 31, 2011. All options expire ten years from the grant date. Upon approval of the Amended 2004 Plan in
2008, the Corporation ceased granting awards to regional directors of the Bank under the Regional Director Plan, which expired in
2009, and regional directors of the Bank were added to the group of eligible award recipients under the Amended 2004 Plan.

Stock option transactions under the various plans for the periods indicated were as follows:

2011 2010 2009

Exercise Intrinsic Exercise Exercise
(Dollars in thousands, except for per share amounts) Shares Price* Value Shares Price* Shares Price*
Outstanding at beginning of year...........cccccooeeeiiiieneiciee 390,617 $ 34.95 417,717  $ 33.71 455,017 $ 32.71
GrANTEA ..ot — — — — — —
EXEICISEA ...eviviieiiiiieistee e (34,800) 18.70 (23,100) 15.90 (17,100) 16.91
CaNCEIIBd ... (30,750) 35.07 (4,000) 15.75 (20,200) 25.35
Outstanding and exercisable at end of year ............cccccceevevennanas 325,067 $ 36.68 $ 190 390,617 $ 34.95 417,717 $ 33.71

* Weighted average

The total intrinsic value of in-the-money options exercised in 2011 was $131,000. Cash received from option exercises during 2011
was $651,000. The Corporation has a policy of issuing new shares to satisfy the exercise of stock options.
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The following table summarizes information about stock options outstanding at December 31, 2011:

Options Outstanding and Exercisable

Remaining
Number Outstanding Contractual Life
Range of Exercise Prices at December 31, 2011 (Years)* Exercise Price*
$22.30 10 $23.49....cciiieeee e 48,567 9 $ 22.68
$35.20 £0 $39.60.....c00ciiierireieere e 206,800 3.7 38.25
$40.50 t0 $46.20.......ccieeeeeeeeeeee e 69,700 2.3 41.77
TOtAl i 325,067 3.0 $ 36.68

* Weighted average

As permitted under the Amended 2004 Plan, the Corporation awards shares of restricted stock to certain key employees and non-
employee directors. Restricted shares awarded to employees are generally subject to a five-year vesting period and restricted shares
awarded to non-employee directors are subject to a three-year vesting period. A summary of the activity for restricted stock awards for
the periods indicated is presented below:

2011 2010

Weighted- Weighted-
Average Average

Grant Date Grant Date

Shares Fair Value Shares Fair Value
Nonvested at beginning 0f YEar ........c.cccccviiviiiciiiice e 86,025 $ 25.89 58,725 $ 28.59
LC] 01 €T S SSP 31,100 23.80 28,850 20.70
R 1] T PSSP (22,650) 35.44 — —
CaNCEIIEA ... e (7,350) 26.80 (1,550) 31.40
Nonvested at 8N OF YEAI........cccvciiiiiii i e, 87,125 $ 22.59 86,025 $ 25.89

Compensation is accounted for using the fair market value of the Corporation’s common stock on the date the restricted shares are
awarded. The weighted-average grant date fair value of restricted stock granted for the years 2011, 2010 and 2009 was $23.80, $20.70
and $16.63, respectively. Compensation expense is charged to income ratably over the vesting periods, and was $363,000 in 2011
$367,000 in 2010 and $318,000 in 2009. As of December 31, 2011, there was $1.27 million of total unrecognized compensation cost
related to restricted stock granted under the Amended 2004 Plan. The cost is expected to be recognized through 2016.

NOTE 14: Regulatory Requirements and Restrictions

The Corporation (on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered by the
federal banking agencies. Failure to meet minimum capital requirements can initiate certain mandatory, and possibly additional
discretionary, actions by regulators that, if undertaken, could have a direct material effect on the Corporation’s and the Bank’s
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Corporation
and the Bank must meet specific capital guidelines that involve quantitative measures of the Corporation’s and the Bank’s assets,
liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The Corporation’s and the Bank’s
capital amounts and classification are subject to qualitative judgments by the regulators about components, risk weightings, and other
factors. Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Corporation and the Bank to maintain
minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital to risk-weighted assets and of Tier 1 capital to
average assets (all as defined in the regulations). For both the Corporation and the Bank, Tier 1 capital consists of shareholders’ equity
excluding any net unrealized gain (loss) on securities available for sale, amounts resulting from changes in the funded status of the
pension plan and goodwill net of any related deferred tax liability, and total capital consists of Tier 1 capital and a portion of the
allowance for loan losses. For the Corporation only, Tier 1 and total capital also include trust preferred securities and exclude the
unrealized loss on cash flow hedging instruments. Risk-weighted assets for the Corporation and the Bank were $690.07 million and
$687.49 million, respectively, at December 31, 2011 and $683.09 million and $680.42 million, respectively, at December 31, 2010.
Management believes that, as of December 31, 2011, the Corporation and the Bank met all capital adequacy requirements to which
they are subject.

As of December 31, 2011, the most recent notification from the Federal Deposit Insurance Corporation (FDIC) categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized, the Bank must
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maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the table below. There are no conditions
or events since that notification that management believes have changed the Bank’s category.

The Corporation’s and the Bank’s actual capital amounts and ratios are presented in the following table:

Minimum To Be
Well Capitalized

Under Prompt
Minimum Capital Corrective Action
Actual Requirements Provisions

(Dollars in thousands) Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2011:
Total Capital (to Risk-Weighted Assets)

LO00] 010 £ 1410 F ST $ 113427 16.4% $ 55,205 8.0% N/A N/A

BaNK ..o 111,029 16.2 54,999 8.0 $ 68,749 10.0%
Tier 1 Capital (to Risk-Weighted Assets)

LO00] 010 £ 1410 F ST 104,492 15.1 27,603 4.0 N/A  N/A

BaNK ..o 102,126 14.9 27,500 4.0 41,249 6.0
Tier 1 Capital (to Average Tangible Assets)

LO00] o To] £ 11104 F SRS 104,492 11.5 36,362 4.0 N/A N/A

BaNK ..o 102,126 11.3 36,252 4.0 45,315 5.0
As of December 31, 2010:
Total Capital (to Risk-Weighted Assets)

L0000 To] - 4[]0 PSSR SRSTN $ 112,947 16.5% $ 54,647 8.0% N/A N/A

BaNK.....ooeciceecce e 110,685 16.3 54,434 8.0 $ 68,042 10.0%
Tier 1 Capital (to Risk-Weighted Assets)

COrPOratiON ...ccveicvecieice et 104,158 15.3 27,324 4.0 N/A  N/A

BaNK.....ooeciceecce e 101,929 15.0 27,217 4.0 40,825 6.0
Tier 1 Capital (to Average Tangible Assets)

COrPOratiON ...ccveicvecieice et 104,158 11.6 35,843 4.0 N/A  N/A

BaNK.....ooeciceecce e 101,929 11.4 35,838 4.0 44,798 5.0

On January 9, 2009, as part of the Capital Purchase Program, the Corporation issued and sold to Treasury 20,000 shares of the
Corporation’s Series A Preferred Stock having a liquidation preference of $1,000 per share and a Warrant for the purchase of up to
167,504 shares of the Corporation’s Common Stock, for a total price of $20.0 million. On July 27, 2011, the Corporation redeemed
$10.00 million, or 50 percent, of the $20.00 million of Series A Preferred Stock. The Corporation paid $10.10 million to redeem the
preferred stock, consisting of $10.00 million in liquidation value and $100,000 of accrued and unpaid dividends associated with the
preferred stock. The funds for this redemption were provided by existing financial resources of the Corporation and no new capital
was issued. As a result of this redemption, preferred stock dividends will be reduced annually by $500,000. The Series A Preferred
Stock and the Warrant has been treated as Tier 1 capital for regulatory capital adequacy determination purposes.

On December 14, 2007, the Corporation issued $10.00 million of trust preferred securities through a statutory business trust for
general corporate purposes including the refinancing of existing debt. On July 21, 2005, the Corporation issued $10.00 million of trust
preferred securities through a statutory business trust to partially fund the purchase of 427,186 shares of the Corporation’s common
stock at $41 per share on July 27, 2005. Based on the Corporation’s Tier 1 capital, the entire $20.00 million of trust preferred
securities was eligible for inclusion in Tier 1 capital for both 2011 and 2010.

Federal and state banking regulations place certain restrictions on dividends paid and loans or advances made by the Bank to the
Corporation. The total amount of dividends that may be paid at any date is generally limited to the retained earnings of the Bank, and
loans or advances are limited to 10 percent of the Bank’s capital stock and surplus on a secured basis.
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NOTE 15: Commitments and Financial Instruments with Off-Balance-Sheet Risk

The Corporation is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include commitments to extend credit, commitments to sell loans, and standby
letters of credit. These instruments involve elements of credit and interest rate risk in excess of the amount on the balance sheet. The
contract amounts of these instruments reflect the extent of involvement the Corporation has in particular classes of financial
instruments. The Corporation’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument
for commitments to extend credit and standby letters of credit written is represented by the contractual amount of these instruments.
The Corporation uses the same credit policies in making commitments and conditional obligations as it does for on-balance-sheet
instruments. Collateral is obtained based on management’s credit assessment of the customer.

Loan commitments are agreements to extend credit to a customer provided that there are no violations of the terms of the contract
prior to funding. Commitments have fixed expiration dates or other termination clauses and may require payment of a fee by the
customer. Since many of the commitments may expire without being completely drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Bank evaluates each customer’s creditworthiness on a case-by-case basis. The
amount of loan commitments was $83.50 million and $83.37 million at December 31, 2011 and 2010, respectively.

Standby letters of credit are written conditional commitments issued by the Bank to guarantee the performance of a customer to a third
party. The credit risk involved in issuing letters of credit is essentially the same as that involved in extending loans to customers. The
total contract amount of standby letters of credit, whose contract amounts represent credit risk, was $9.27 million and $7.12 million at
December 31, 2011 and 2010, respectively.

At December 31, 2011, C&F Mortgage had rate lock commitments to originate mortgage loans amounting to approximately $60.48
million and loans held for sale of $70.06 million. C&F Mortgage has entered into corresponding commitments with third party
investors to sell loans of approximately $130.54 million. Under the contractual relationship with these investors, C&F Mortgage is
obligated to sell the loans, and the investors are obligated to purchase the loans, only if the loans close. No other obligation exists. As
a result of these contractual relationships with these investors, C&F Mortgage is not exposed to losses nor will it realize gains related
to its rate lock commitments due to changes in interest rates.

C&F Mortgage sells substantially all of the residential mortgage loans it originates to third-party investors, some of whom may require
the repurchase of loans in the event of loss due to borrower misrepresentation, fraud or early default. Mortgage loans and their related
servicing rights are sold under agreements that define certain eligibility criteria for the mortgage loans. Recourse periods for early
payment default vary from 90 days up to one year. Recourse periods for borrower misrepresentation or fraud, or underwriting error do
not have a stated time limit. C&F Mortgage maintains an indemnification reserve for potential claims made under these recourse
provisions. During the second quarter of 2010, C&F Mortgage reached an agreement with its largest third-party investor that resolved
all known and unknown indemnification obligations for loans sold to this investor prior to 2010. Risks also arise from the possible
inability of counterparties to meet the terms of their contracts. C&F Mortgage has procedures in place to evaluate the credit risk of
investors and does not expect any counterparty to fail to meet its obligations. The following table presents the changes in the
allowance for indemnification losses for the periods presented:

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
Allowance, beginning of period ............ccoceovriiineiinese $ 1,291 % 2538 % 603
Provision for indemnification 10SSES ...........ccocvevveiiieevieeiieeeiees 807 3,745 2,490
PAYMENTS ... (396) (4,992) (555)
Allowance, end of Period ... $ 1,702 $ 1,291 $ 2,538

As part of the Bank’s 2009 Community Reinvestment Act (CRA) evaluation by the FDIC, the Bank received a “Needs to Improve”
rating because the FDIC concluded that C&F Mortgage violated the Equal Credit Opportunity Act (the ECOA), Federal Reserve
Regulation B, and the Fair Housing Act in connection with certain of its lending practices. While the Bank’s board of directors and
management strongly disagreed with the FDIC’s conclusion, C&F Mortgage has strengthened and continues to strengthen its policies,
procedures and monitoring of its lending practices to address the issues raised by the FDIC. As required by statute, the FDIC referred
its conclusions regarding the alleged violations to the Department of Justice (DOJ) in 2011. As a result of the referral, the DOJ
conducted an investigation and alleged a violation of the ECOA and the Fair Housing Act in connection with certain of C&F
Mortgage’s lending practices during 2007. In September 2011, C&F Mortgage entered into a settlement with the DOJ and agreed to (i)
implement certain policies, procedures and monitoring of its lending practices and (ii) provide a $140,000 settlement fund for
borrowers who may have been affected. The DOJ investigation and settlement resulted in no factual findings or adjudications with
respect to any matter of the alleged violation. The results of the DOJ investigation and the settlement did not have a material adverse
effect on the Corporation’s results of operations or financial condition. Upon the conclusion of the FDIC’s CRA examination in
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January 2012, the FDIC upgraded C&F Bank’s CRA rating to “Satisfactory.” As a result of the improvement in C&F Bank’s CRA
rating in January 2012, limitations on certain business activities that had been imposed by statute while C&F Bank had a “Needs to
Improve” CRA rating have been removed.

The Corporation is committed under noncancelable operating leases for certain office locations. Rent expense associated with these
operating leases was $1.49 million, $1.26 million and $1.23 million, for the years ended December 31, 2011, 2010 and 2009,
respectively.

Future minimum lease payments due under these leases as of December 31, 2011 are as follows:

(Dollars in thousands)

2002 1 et e et et et e et ebeenbeebe e $ 1,378
220 TR 779
2004 e e e e s e e e sreenaras 457
20 TR 396
20 TR 181
LA LCT =T U] --

$ 3,191

NOTE 16: Fair Value of Assets and Liabilities

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. U.S. GAAP requires that valuation techniques maximize the use of observable inputs and minimize the use of
unobservable inputs. U.S. GAAP also establishes a fair value hierarchy which prioritizes the valuation inputs into three broad levels.
Based on the underlying inputs, each fair value measurement in its entirety is reported in one of the three levels. These levels are:

e Level 1—Valuation is based upon quoted prices for identical instruments traded in active markets. Level 1 assets and
liabilities include debt and equity securities traded in an active exchange market, as well as U.S. Treasury securities.

e Level 2—Valuation is based upon quoted prices for similar instruments in active markets, quoted prices for identical or
similar instruments in markets that are not active, and model based valuation techniques for which all significant
assumptions are observable in the market or can be corroborated by observable market data for substantially the full term
of the assets or liabilities. Valuations of other real estate owned are based upon appraisals by independent, licensed
appraisers, general market conditions and recent sales of like properties.

e Level 3—Valuation is determined using model-based techniques with significant assumptions not observable in the
market.

U.S. GAAP allows an entity the irrevocable option to elect fair value (the fair value option) for the initial and subsequent
measurement for certain financial assets and liabilities on a contract-by-contract basis. The Corporation has not made any fair value
option elections as of December 31, 2011.
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Assets and Liabilities Measured at Fair Value on a Recurring Basis
The following table presents the balances of financial assets measured at fair value on a recurring basis.

December 31, 2011
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value
Assets:
Securities available for sale
U.S. government agencies and COrporations ..........c.ccocecveveenenn — 3 15,283 —  $ 15,283
Mortgage-backed SECUNTIES.........ccverveiriiiirccesees — 2,216 — 2,216
Obligations of states and political subdivisions ........................ — 127,079 — 127,079
Preferred StOCK .......ccccoveie i — 68 — 68
Total securities available for sale............ccocovviieiiiiecccieicc e — $ 144646 —  $ 144,646
Liabilities:
Derivative payable ...........c.ccoeeviieieiieeceeee e — % 515 — % 515
Total HabIilItIES ....ecveveveceececece et — 3 515 — % 515

December 31, 2010
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value
Assets:
Securities available for sale
U.S. government agencies and corporations ...........ccccccveernenn. — 3 13,656 — 3 13,656
Mortgage-backed SECUNTIES. ........ccoverviiriiiiccecs — 2,300 — 2,300
Obligations of states and political subdivisions ........................ — 114,288 — 114,288
Preferred StOCK ......ocvviieeciee e — 31 — 31
Total securities available for sale...........ccccvvviiiiiiiicecce e — $ 130,275 — 3 130,275
Liabilities:
Derivative payable .........cccccceriiieiieicecee e — % 148 — % 148
Total HADIItIES .cvvivevceeceeece e — 3 148 —  $ 148

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The Corporation is also required to measure and recognize certain other financial assets at fair value on a nonrecurring basis in the
consolidated balance sheet. For assets measured at fair value on a nonrecurring basis and still held on the consolidated balance sheets,
the following table provides the fair value measures by level of valuation assumptions used. Fair value adjustments for OREO are
recorded in other non-interest expense, and fair value adjustments for loans held for investment are recorded in the provision for loan
losses in the consolidated statements of income.

December 31, 2011
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value

Impaired 10aNS, NEL........cccoiiiiiieecee e — $ 14,114 — 3 14,114

OREQ, NEL...oc e res — 6,059 — 6,059
TOMAL ..o — $ 20173 — % 20,173
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December 31, 2010
Fair Value Measurements Using

Assets at Fair

(Dollars in thousands) Level 1 Level 2 Level 3 Value

Impaired 10aNS, NEL........cccciieiicece s — $ 13,784 — % 13,784

OREOD, NEL ..eioiiee ettt sae e nnee s — 10,674 — 10,674
TOMAL e — $ 24,458 —  $ 24,458

Fair Value of Financial Instruments
The following reflects the fair value of financial instruments whether or not recognized on the consolidated balance sheet at fair value.

December 31,

2011 2010
Carrying Estimated Carrying Estimated
(Dollars in thousands) Amount Fair Value Amount Fair Value
Financial assets:
Cash and short-term inVeStMENtS...........cccoveveeeeeeeceecee e, $ 11,507 $ 11,507 $ 9,680 $ 9,680
SBCUNTIES 1ottt ettt sbe et sae e ere e ereenns 144,646 144,646 130,275 130,275
LOBNS, NBL ...ttt et ere s 616,984 624,219 606,744 607,264
Loans held for sale, Net..........cccvevviiiiiciiccece e 70,062 72,859 67,153 67,314
Accrued interest receivable ..., 5,242 5,242 5,073 5,073
Financial liabilities:
Demand dePOSItS .......cvvrviieieieiere e 338,473 338,473 315,448 315,448
TIME AEPOSIES ..vveveeeieiesie e nne s 307,943 312,095 309,686 315,009
BOITOWINGS ....cveiesies ettt s 161,151 157,863 164,140 160,398
Derivative payable. ..o 515 515 148 148
Accrued interest payable ... 1,111 1,111 1,160 1,160

The following describes the valuation techniques used by the Corporation to measure financial assets and financial liabilities at fair
value as of December 31, 2011 and 2010.

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

Securities available for sale. Securities available for sale are recorded at fair value on a recurring basis.

Loans, net. The estimated fair value of the loan portfolio is based on present values using discount rates equal to the market rates
currently charged on similar products.

Certain loans are accounted for under ASC Topic 310—Receivables, including impaired loans measured at an observable market price
(if available), or at the fair value of the loan’s collateral (if the loan is collateral dependent). Collateral may be in the form of real
estate or business assets including equipment, inventory and accounts receivable. A significant portion of the collateral securing the
Corporation’s impaired loans is real estate. The fair value of real estate collateral is determined utilizing an income or market
valuation approach based on an appraisal conducted by an independent, licensed appraiser outside of the Corporation using observable
market data, which in some cases may be adjusted to reflect current trends, including sales prices, expenses, absorption periods and
other current relevant factors (Level 2). The value of business equipment is based upon an outside appraisal if deemed significant, or
the net book value on the applicable business’s financial statements, if not considered significant, using observable market data (Level
2). At December 31, 2011 and December 31, 2010, the Corporation’s impaired loans were valued at $14.11 million and $13.78
million, respectively.

Loans held for sale, net. Loans held for sale are required to be measured at the lower of cost or fair value. These loans currently
consist of residential loans originated for sale in the secondary market. Fair value is based on the price secondary markets are currently
offering for similar loans using observable market data, which is generally not materially different than cost due to the short duration
between origination and sale (Level 2). As such, the Corporation records any fair value adjustments on a nonrecurring basis. No
nonrecurring fair value adjustments were recorded on loans held for sale during the year ended December 31, 2011.
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Accrued interest receivable. The carrying amount of accrued interest receivable approximates fair value.

Deposits. The fair value of all demand deposit accounts is the amount payable at the report date. For all other deposits, the fair value
is determined using the discounted cash flow method. The discount rate was equal to the rate currently offered on similar products.

Borrowings. The fair value of borrowings is determined using the discounted cash flow method. The discount rate was equal to the
rate currently offered on similar products.

Derivative payable. The fair value of derivatives is determined using the discounted cash flow method.
Accrued interest payable. The carrying amount of accrued interest payable approximates fair value.

Letters of credit. The estimated fair value of letters of credit is based on estimated fees the Corporation would pay to have another
entity assume its obligation under the outstanding arrangements. These fees are not considered material.

Unused portions of lines of credit. The estimated fair value of unused portions of lines of credit is based on estimated fees the
Corporation would pay to have another entity assume its obligation under the outstanding arrangements. These fees are not considered
material.

The Corporation assumes interest rate risk (the risk that general interest rate levels will change) as a result of its normal operations. As
a result, the fair values of the Corporation’s financial instruments will change when interest rate levels change and that change may be
either favorable or unfavorable to the Corporation. Management attempts to match maturities of assets and liabilities to the extent
believed necessary to balance minimizing interest rate risk and increasing net interest income in current market conditions. However,
borrowers with fixed rate obligations are less likely to prepay in a rising rate environment and more likely to prepay in a falling rate
environment. Conversely, depositors who are receiving fixed rates are more likely to withdraw funds before maturity in a rising rate
environment and less likely to do so in a falling rate environment. Management monitors interest rates, maturities and repricing dates
of assets and liabilities and attempts to manage interest rate risk by adjusting terms of new loans, deposits and borrowings and by
investing in securities with terms that mitigate the Corporation’s overall interest rate risk.

NOTE 17: Business Segments

The Corporation operates in a decentralized fashion in three principal business segments: Retail Banking, Mortgage Banking and
Consumer Finance. Revenues from Retail Banking operations consist primarily of interest earned on loans and investment securities
and service charges on deposit accounts. Mortgage Banking operating revenues consist principally of gains on sales of loans in the
secondary market, loan origination fee income and interest earned on mortgage loans held for sale. Revenues from Consumer Finance
consist primarily of interest earned on automobile retail installment sales contracts.

The Corporation’s other segment includes an investment company that derives revenues from brokerage services, an insurance
company that derives revenues from insurance services, and a title company that derives revenues from title insurance services. The
results of the other segment are not significant to the Corporation as a whole and have been included in “Other.” Revenue and
expenses of the Corporation are also included in “Other,” and consist primarily of dividends received on the Corporation’s investment
in equity securities and interest expense associated with the Corporation’s trust preferred capital notes and other general corporate
expenses.
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Year Ended December 31, 2011

Retail Mortgage Consumer

(Dollars in thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:

INtErest iNCOME.......cvovevieveieeeceeeeceeeee e $ 32,715 $ 1673 $ 43776 $ — 3 (4,374) $ 73,790
Gains on sales of [0anS..........ccccevevveeiciieiecieins — 16,094 — — — 16,094
Other noninterest iINCOME..........covcevveieieeireiiieiinns 5,957 2,931 855 1,209 — 10,952
Total operating income (10SS) .......ccovvvverervrerennn 38,672 20,698 44,631 1,209 (4,374) 100,836
Expenses:

Provision for 10an 10SSES .........cccvvvivveeeiveeiiveecneene, 6,000 360 7,800 — — 14,160
INEreSt EXPENSE .....eoeeiiieiieiie e 9,154 256 5,833 1,014 (4,376) 11,881
Salaries and employee benefits..........coccovveivnenns 14,722 12,044 6,712 839 — 34,317
Other noninterest EXPENSES ........cvvverveerereeereeas 12,026 5,747 3,560 434 — 21,767
Total operating eXpPenses ..........ccovvevrerevnennenns 41,902 18,407 23,905 2,287 (4,376) 82,125
(Loss) income before income taxes .........c.ccoeenes (3,230) 2,291 20,726 (1,078) 2 18,711
Income tax (benefit) eXpense.........ccocveeevrnceenn (2,798) 960 8,116 (544) 1 5,735
Net inCOME (10SS) .....vvvrveeeeeerireeere e $ (432) $ 1331 $ 12610 $ (534) $ 13 12,976
TOtal @SSELS....cvvvverveeirriieeiieeee s $ 772552 $ 82312 $ 249671 $ 3,262 $ (179,673) $ 928,124
GOOAWIlL ... $ — 3 — $ 10724 $ — % —  $ 10,724
Capital expenditures ..........cccoceevevvieieeerreeeererenen, $ 957 $ 98 $ 786 $ 3 3 —  $ 1,844

Year Ended December 31, 2010
Retail Mortgage Consumer

(Dollars in thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:

INtErest iINCOME ...voveveviceie e $ 33922 $ 2210 $ 37382 $ 184 $ (3,850) $ 69,848
Gains on sales of 10aNnS ........ccovveveeriereie s — 18,567 — — 3) 18,564
Other noninterest iINCOME.........cccovrerereieneinnens 6,093 3,265 689 1,089 — 11,136
Total operating income (10SS) ......cccoevvervierieeenn, 40,015 24,042 38,071 1,273 (3,853) 99,548
Expenses:

Provision for [0an 10SSeS..........ccovvvvreirenccninne 6,500 34 8,425 — — 14,959
INtErest EXPENSE .. ..ovvviiiieiiie e 10,452 365 5,278 1,031 (3,891) 13,235
Salaries and employee benefits............cccceevevennee, 14,661 13,448 6,062 717 1 34,889
Other noninterest EXPENSES.......cccvvevverreresreerenneans 13,112 8,892 2,893 509 — 25,406
Total operating EXPENSES .......ccveververrerereererennens 44,725 22,739 22,658 2,257 (3,890) 88,489
Income (loss) before income taxes .........c.cceeueenen. (4,710) 1,303 15,413 (984) 37 11,059
Income tax expense (benefit).........ccevvevrieneennen. (3,216) 521 6,011 (380) 13 2,949
NEet iNCOME (10SS)....vevvereererieiirerieieserieeseseeee e $  (1,49) $ 782 3 9,402 $ (604) $ 24 $ 8,110
TOtal @SSELS ...cvvvieeeicee e $ 756,250 $ 78550 $ 224233 $ 2,840 $ (157,736) $ 904,137
GoOAWIll......ocoviviicicc e $ —  $ — $ 10724 $ — $ — 3 10,724
Capital expenditures.........c.cccoeveeuevevererereecrevenennns $ 1333 $ 411 $ 131 8 —  $ — 3 1,875
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Year Ended December 31, 2009
Retail Mortgage Consumer

(Dollars in thousands) Banking Banking Finance Other Eliminations Consolidated
Revenues:

INtErest INCOME ......cvvveieieece e $ 34021 $ 2471 $ 31590 $ 259 % (3,370) $ 64,971
Gains on sales of 10ans ..........ccccvevvevevicccieccnn, — 24,976 — — — 24,976
Other noninterest iINCOME ........cccceevevereseernennan, 5,804 4,211 603 1,095 — 11,713
Total operating income (10SS)........ccccvvvvrvrnrennn. 39,825 31,658 32,193 1,354 (3,370) 101,660
Expenses:

Provision for 1oan 10SSES..........ccccvvevveieiieiiennnns 6,400 563 11,600 — — 18,563
INErest EXPENSE ....cvvevieieeiie e 12,588 267 4,881 1,124 (3,401) 15,459
Salaries and employee benefits ..........cccccocevrnen 13,881 15,381 5,183 673 — 35,118
Other noninterest eXPeNnSeS.......ccovevereeriereerereens 12,472 9,374 2,713 490 — 25,049
Total operating eXPeNSES .........cvvvevrerieeserierennnn, 45,341 25,585 24,377 2,287 (3,401) 94,189
Income (loss) before income taxes...........cccue.e.e. (5,516) 6,073 7,816 (933) 31 7,471
Income tax expense (benefit).......cccocvevieieinnnn, (3,352) 2,643 3,022 (379) 11 1,945
Net inCOME (l0SS)....cccevveeiereisiee e $ (2,164) $ 3430 $ 4794 $ (554) $ 20 $ 5,526
TOtal ASSELS .....ocvevecvicrecreetece e $ 739,390 $ 40523 $ 193817 $ 2579 $ (87,879) $ 888,430
GoodWill.....ocveiice $ — 3 — $ 10,724 $ — $ — 3 10,724
Capital expenditures...........cccveveveeeevereeeiverieerenenn, $ 155 $ 252 % 66 $ 1 9 — 3 474

The Retail Banking segment extends a warehouse line of credit to the Mortgage Banking segment, providing a portion of the funds
needed to originate mortgage loans. The Retail Banking segment charges the Mortgage Banking segment interest at the daily FHLB
advance rate plus 50 basis points. The Retail Banking segment also provides the Consumer Finance segment with a portion of the
funds needed to originate loans by means of a variable rate line of credit that carries interest at one-month LIBOR plus 200 basis
points and fixed rate loans that carry interest rates ranging from 5.4 percent to 8.0 percent. The Retail Banking segment acquires
certain residential real estate loans from the Mortgage Banking segment at prices similar to those paid by third-party investors. These
transactions are eliminated to reach consolidated totals. Certain corporate overhead costs incurred by the Retail Banking segment are
not allocated to the Mortgage Banking, Consumer Finance and Other segments.

NOTE 18: Derivative Financial Instruments

The Corporation uses derivatives to manage exposure to interest rate risk through the use of interest rate swaps. Interest rate swaps
involve the exchange of fixed and variable rate interest payments between two parties, based on a common notional principal amount
and maturity date with no exchange of underlying principal amounts. The Corporation’s interest rate swaps qualify as cash flow
hedges. The Corporation’s cash flow hedges effectively modify a portion of the Corporation’s exposure to interest rate risk by
converting variable rates of interest on $10.0 million of the Corporation’s trust preferred capital notes to fixed rates of interest until
September 2015.

The cash flow hedges total notional amount is $10.0 million. At December 31, 2011, the cash flow hedges had a fair value of
($515,000), which is recorded in other liabilities. The cash flow hedges were fully effective at December 31, 2011 and therefore the
loss on the cash flow hedges was recognized as a component of other comprehensive income (loss), net of deferred income taxes.
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NOTE 19: Parent Company Condensed Financial Information
Financial information for the parent company is as follows:

December 31,

(Dollars in thousands) 2011 2010
Balance Sheets
Assets
LOF: 1 TR $ 586 $ 328
SeCUNItieS QVAIIADIE TOF SAIE .........ccii ittt be e eb e beeeabe s 68 31
(@1 1C 1] £ PR 2,672 2,642
INVESTMENES TN SUDSIAIAIY ..ottt st b et b et eneeneennes 114,011 110,636
TIOLAI ASSEES. ...t ereeteeee et et et e et e et e et eteese et et e esseesesaeereaeeeetesee e e sereeasenteeneeee et entereearenteaneaneateneneean $ 117,337 $ 113,637
Liabilities and shareholders’ equity
Trust preferred CapItal NOTES........c.oiiii ittt r e te e enae e ees $ 20620 $ 20,620
(01 g L= g Lo o1 LT 627 240
S AT 0] (o LT =T UL OO PSP 96,090 92,777
Total liabilities and shareholders” BQUILY ........ccccvverieiiiicc e $ 117,337 $ 113,637

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
Statements of Income

INErest INCOME ON SECUITLIES. .....uciiiiiiiiiiiiie ettt b bbb bbb se s s enn s, $8 — 3 22 3% 92
INterest EXPENSE ON DOITOWINTS. ......civiiiiirreietirt ettt bbbt nn bt (986) (999) (1,070)
Dividends received from bank subsidiary ..............ccooviiiiiiiiii 14,136 2,551 4,220
Equity in undistributed net income (10SS) Of SUDSIAIAIY..........ccoeiiiiieiiiiicre e (137) 6,573 2,293
(O] 10 LT T o oo ] LT TR RPRURORO 647 684 675
OBNEE EXPENSES ...tttk etttk ettt b ettt r e bbbkt b bbbt ekt e R ekt e b e e bt e bt ne ekt e bt e et e n et eb e renn b e ane s (684) (721) (684)
N EE N COIMIE .ttt ettt et et e et e et e st e et e e et eat et e et et e saeereseeeae e et eateste st easeseeareaeeentaseeseenteseeareneeaneeneanea, $ 12976 $ 8,110 $ 5,526
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Year Ended December 31,
(Dollars in thousands) 2011 2010 2009

Statements of Cash Flows
Operating activities:

N EE INCOME ..ttt ettt ettt e e et e et e et et et et e saeer e s et eaeeseestesteseeaseneeaneaseestenteseeaseseeareaeeaneaneeren, $ 12976 $ 8110 $ 5,526
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in distributed (undistributed) earnings of subsidiary ..........c.ccccvcvvivvivnieienerenenns 137 (6,573) (2,293)
Share-based COMPENSALION .........oviiiiiiiiriiiseres et 363 367 318
Net (gain) 10SS 0N SECUIITIES ......ecveiveiieiiiiece et te e e et sre e resre s e e e ereesrenns — (12) 22
INCrEASE IN OtNET SSELS ...vviviieieite ettt sttt be e 112 322 349
Increase (decrease) in other labiltieS ..........covveriiiiiiicie e, (104) 21 (2)
Net cash provided by operating aCtiVitieS.........ccvveverere i 13,484 2,235 3,920
Investing activities:
Proceeds from maturities and calls 0f SECUNTIES ........coiveviiiciiiiic e — 1,262 265
Investment in DaNK SUDSTAIANY........c.cveiiiiiiiiie s — — (19,927)
Net cash provided by (used in) investing aCtiVItIES .......c.ccvevverererene s — 1,262 (19,662)
Financing activities:
Net proceeds from issuance of preferred StOCK ..., — — 19,914
Net proceeds from issuance 0f COMMON STOCK...........oreiiirieiniieisieee e 41 — —
Redemption of Preferred SIOCK. .........ccuiiiiiiiiiirees e (10,000)
(08T A 10 [NV o (=10 1o F TR OPOOURROPPO (4,018) (4,088) (4,080)
Proceeds from exercise 0f StOCK OPLIONS........ccciiiiiiiiiiese e, 651 409 326
Net cash (used in) provided by financing aCtiVities..........ccocovvvvreriieneniencseeseen, (13,226) (3,679) 16,160
Net increase (decrease) in cash and cash equivalents............cccccoevvevvveeniecicresenn, 258 (182) 418
Cash at beginning OF YEAT .......cvcv it 328 510 92
Cash At BN0 OF YEAT.......c.iiieiiiee bbbt be et $ 586 $ 328 $ 510

NOTE 20: Other Noninterest Expenses
The following table presents the significant components in the statements of income line “Noninterest Expenses-Other Expenses.”

Year Ended December 31,

(Dollars in thousands) 2011 2010 2009
Data PrOCESSING TEES ...cvvuvivieiiieteee ettt ettt ettt ettt sttt st et s e st be e et et ese st ese s et ebese st ete s seereaeas $ 2129 $ 1869 $ 2,122
L0aN aNd OREQ BXPENSES ....uveveviieiiestesieateeeeisestestestestessessesssessessessessessessessessessessessessessessessessessens 2,038 3,631 3,267
PrOfESSIONAI TEES ....vviiviiiti ittt b e et e et e et e et e e s be e beebesreesaeesaeeareeanas 1,946 1,898 1,825
TeleCOMMUNICALION EXPENSES ....cuvevireieitesieiteertesteteste st e ste s e eteeaetestestesbesseasaesaeseeeesresbestesneasaeneanens 1,104 1,086 1,057
Provision for iNdeMNIfiCAtioN [OSSES.......ccviiiiiiirii ettt ettt e be e be e b eare e 807 3,745 2,490
FDIC BXPENSES ...vevttetereetesterestesteseetesteseatesteseabesteseabeseeseebesteseebeseeseebeseeseebeseeseebe s ereebe e esesbe st arenbeneetens 749 952 1,341
Tax SErVICE AN INVESION TEES .....cccviiiiie ittt ettt e et e st e e e be e s be e ebeesbeeeebeeesteas 646 743 1,018
All Other NONINTEIEST EXPENSES ... .euiitiitiiteeiieie ettt se bbbt sttt et e besae b e sbesbesbesneeneas 5,857 5,714 6,215
Total Other NONINIErESt EXPENSES......cccviveeeierereereteteieeteteetetee s re et st s tere st resestese e terenens $ 15276 $ 19638 $ 19,335
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NOTE 21: Quarterly Condensed Statements of Income—Unaudited

2011 Quarter Ended

Dollars in thousands (except per share amounts) March 31 June 30 September 30 December 31

TOLA] INLEIESE INCOME. ....c.veiveeee sttt et eee et e et s e et st et e st et e see et e seeeneeee et eteseearens $ 17,632 $ 18,369 $ 18,918 $ 18,871
Net interest income after provision for 10an 10SSES.........ccccvvvvvvevieiievevevesenn, 11,748 12,011 11,912 12,078
OthEr INCOME.....ecuiiiii ettt b e b e et e et e et e s reesteesree s 6,457 6,358 7,140 7,091
OFNBI BXPENSES ..e.veivretieeeie st ste e ste e e et e e e st e be s b e s teare e s e e et e besbestesnseree e eneenrens 13,949 13,969 13,923 14,243
INCOME DEFOre INCOME TAXES ....vvivveiricirieite ettt et re s 4,256 4,400 5,129 4,926
NEE INCOME vttt be b s s sbe e ebeebeenbe e 2,969 3,083 3,513 3,411
Net income available to common shareholders............cocccovevviiiiicciiieccinee, 2,680 2,793 3,055 3,265
Earnings per common share—assuming dilution ..........cccccoeoveneonencinennnns 0.85 0.88 0.96 1.02
Dividends per COMMON SNATE..........ccoiiiiiiriiiiiieei s 0.25 0.25 0.25 0.26

2010 Quarter Ended

Dollars in thousands (except per share amounts) March 31 June 30 September 30 December 31

Total INTErEST INCOME......vcviiee ettt st $ 16592 $ 17,362 $ 17,736 $ 18,158
Net interest income after provision for 10an 10SSES.........ccccvvvvvivevievievcvie s, 10,016 10,744 10,683 10,210
OthEr INCOME.....ccuiiiiictee ettt ettt b e et e et e b e s raesreesree s 5,882 7,194 7,824 8,800
OLNBI BXPENSES ...e.veivretieeeie e st e st e e e et et e e st e be st e s e e e e st e e et e besbesresaeeree e eneenrens 13,592 16,206 14,804 15,692
INCOME DEFOre INCOME TAXES ....vvivveirieirieirecie ettt re s 2,306 1,732 3,703 3,318
NEE INCOME ettt be e sbe e s sbe e eb e b e enbe e 1,730 1,417 2,586 2,378
Net income available to common shareholders............ccooeeveviiieciiciie e, 1,443 1,130 2,298 2,090
Earnings per common share—assuming dilution ............c.ccocoeiiiiiniicnenen, 0.47 0.36 0.74 0.67
Dividends per COMMON SNAYE.........ccoiuiiiiireiieeeieie e e 0.25 0.25 0.25 0.25
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Yount
Hyde &

Barbour
Certified Public Accountants

and Consultants
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
C&F Financial Corporation
West Point, Virginia

We have audited the accompanying consolidated balance sheets of C&F Financial Corporation and Subsidiary as of December 31,
2011 and 2010, and the related consolidated statements of income, changes in shareholders' equity, and cash flows for each of the
three years in the period ended December 31, 2011. These financial statements are the responsibility of the Corporation's
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
C&F Financial Corporation and Subsidiary as of December 31, 2011 and 2010, and the results of their operations and their cash flows
for each of the three years in the period ended December 31, 2011, in conformity with U.S. generally accepted accounting principles.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), C&F
Financial Corporation and Subsidiary’s internal control over financial reporting as of December 31, 2011, based on criteria established
in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission,
and our report dated March 5, 2012 expressed an unqualified opinion on the effectiveness of C&F Financial Corporation and
Subsidiary’s internal control over financial reporting.

{ Kyole SSabon K.

Winchester, Virginia
March 5, 2012
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None

ITEM9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures. The Corporation’s management, including the Corporation’s Chief Executive Officer and
the Chief Financial Officer, has evaluated the effectiveness of the Corporation’s disclosure controls and procedures (as defined in Rule
13a-15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act)) as of the end of the period covered by this
report. Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer have concluded that the Corporation’s
disclosure controls and procedures were effective as of December 31, 2011 to ensure that information required to be disclosed by the
Corporation in reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in SEC rules and forms and that such information is accumulated and communicated to the Corporation’s
management, including the Corporation’s Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely
decisions regarding required disclosure. Because of the inherent limitations in all control systems, no evaluation of controls can
provide absolute assurance that the Corporation’s disclosure controls and procedures will detect or uncover every situation involving
the failure of persons within the Corporation or its subsidiary to disclose material information required to be set forth in the
Corporation’s periodic reports.

Management’s Report on Internal Control over Financial Reporting. Management of the Corporation is also responsible for
establishing and maintaining adequate internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act).
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Therefore, even
those systems determined to be effective can provide only reasonable assurance with respect to financial statement preparation and
presentation.

Management assessed the effectiveness of the Corporation’s internal control over financial reporting as of December 31, 2011.
In making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) in Internal Control — Integrated Framework. Based on our assessment, we believe that, as of December 31,
2011, the Corporation’s internal control over financial reporting was effective based on those criteria.

The effectiveness of the Corporation’s internal control over financial reporting as of December 31, 2011 has been audited by
Yount, Hyde & Barbour, P.C., the independent registered public accounting firm who also audited the Corporation’s consolidated
financial statements included in this Annual Report on Form 10-K. Yount, Hyde & Barbour, P.C.’s attestation report on the
Corporation’s internal control over financial reporting appears on the following page.

Changes in Internal Controls. There were no changes in the Corporation’s internal control over financial reporting during the
Corporation’s quarter ended December 31, 2011 that have materially affected, or are reasonably likely to materially affect, the
Corporation’s internal control over financial reporting.
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Yount
Hyde &

Barbour
Certified Public Accountants

and Consultants
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
C&F Financial Corporation
West Point, Virginia

We have audited C&F Financial Corporation and Subsidiary’s internal control over financial reporting as of December 31, 2011,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. C&F Financial Corporation and Subsidiary’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting included
in the accompanying Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion
on the Corporation's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk. Our audit also included performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A corporation's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A corporation's internal control over financial reporting includes those policies and procedures that (a) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the corporation; (b) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the corporation are
being made only in accordance with authorizations of management and directors of the corporation; and (c) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the corporation's assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, C&F Financial Corporation and Subsidiary maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2011, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets as of December 31, 2011 and 2010, and the related consolidated statements of income, changes in

shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2011 of C&F Financial Corporation
and Subsidiary and our report dated March 5, 2012 expressed an unqualified opinion.

{ Kyole SSabon K.

Winchester, Virginia
March 5, 2012
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ITEM 9B. OTHER INFORMATION

On March 1, 2012, the Corporation entered into an amendment to the Amended and Restated Change in Control Agreement
dated as of December 30, 2008 with each of Thomas F. Cherry and Bryan McKernon. As disclosed in the Corporation’s Proxy
Statement for the Annual Meeting of Shareholders held on April 19, 2011, these agreements provide for certain payments and benefits
in the event of a termination of the executive’s employment by the Corporation without “cause,” or by the executive for “good
reason,” during a specified period following the occurrence of a “change in control” (as defined in the agreements) of the Corporation.
The sole purpose of the amendments was to change the specified period covered by the agreements from one year and 61 days
following a change in control to two years and 61 days following a change in control. These amendments are filed with this Annual
Report on Form 10-K, as exhibits 10.3.1 and 10.14.1, respectively.

PART 111

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information with respect to the directors of the Corporation is contained on pages 4 through 7 of the 2012 Proxy Statement
under the caption, “Election of Directors,” and is incorporated herein by reference. The information regarding the Section 16(a)
reporting requirements of the directors and executive officers is contained on page 42 of the 2012 Proxy Statement under the caption,
“Section 16(a) Beneficial Ownership Reporting Compliance,” and is incorporated herein by reference. The information concerning
executive officers of the Corporation is included after Item 4 of this Form 10-K under the caption, “Executive Officers of the
Registrant.” The Corporation has adopted a Code of Business Conduct and Ethics (Code) that applies to its directors, executives and
employees including the principal executive officer, principal financial officer, principal accounting officer and controller, or persons
performing similar functions. This Code is posted on our Internet website at http://www.cffc.com under “About C&F/C&F Financial
Corporation/Corporate Governance.” We will provide a copy of the Code to any person without charge upon written request to C&F
Financial Corporation, c/o Secretary, P.O. Box 391, West Point, Virginia 23181. We intend to provide any required disclosure of any
amendment to or waiver of the Code that applies to our principal executive officer, principal financial officer, principal accounting
officer or controller, or persons performing similar functions, on http://www.cffc.com under “About C&F/C&F Financial
Corporation/Corporate Governance” promptly following the amendment or waiver. We may elect to disclose any such amendment or
waiver in a report on Form 8-K filed with the SEC either in addition to or in lieu of the website disclosure. The information contained
on or connected to our Internet website is not incorporated by reference in this report and should not be considered part of this or any
other report that we file or furnish to the SEC.

The board of directors of the Corporation has a standing Audit Committee, which is comprised of three directors who satisfy all
of the following criteria: (i) meet the independence requirements of the NASDAQ Stock Market’s (NASDAQ) listing standards,
(i) have not accepted directly or indirectly any consulting, advisory, or other compensatory fee from the Corporation or any of its
subsidiaries, (iii) are not an affiliated person of the Corporation or any of its subsidiaries, (iv) have not participated in the preparation
of the financial statements of the Corporation or any of its current subsidiaries at any time during the past three years, and (v) are
competent to read and understand financial statements. In addition, at least one member of the Audit Committee has past employment
experience in finance or accounting or comparable experience that results in the individual’s financial sophistication. The members of
the Audit Committee are Messrs. J. P. Causey Jr., Barry R. Chernack and C. Elis Olsson. The board of directors has determined that
the chairman of the Audit Committee, Mr. Barry R. Chernack, qualifies as an “audit committee financial expert” within the meaning
of applicable regulations of the SEC, promulgated pursuant to the SOX Act. Mr. Chernack is independent of management based on
the independence requirements set forth in the NASDAQ’s listing standards’ definition of “independent director.”

The Corporation provides an informal process for security holders to send communications to its board of directors. Security
holders who wish to contact the board of directors or any of its members may do so by addressing their written correspondence to
C&F Financial Corporation, Board of Directors, c/o Corporate Secretary, P.O. Box 391, West Point, Virginia 23181. Correspondence
directed to an individual board member will be referred, unopened, to that member. Correspondence not directed to a particular board
member will be referred, unopened, to the Chairman of the Board.

ITEM 11. EXECUTIVE COMPENSATION

The information contained on pages 13 through 32 of the 2012 Proxy Statement under the captions, “Compensation Committee
Interlocks and Insider Participation,” “Compensation Policies and Practices as They Relate to Risk Management,” “Executive
Compensation” and “Compensation Committee Report,” and the information on pages 33 through 38 of the 2012 Proxy Statement are
incorporated herein by reference. The information regarding director compensation contained on pages 11 and 12 of the 2012 Proxy
Statement under the caption, “Director Compensation,” is incorporated herein by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information contained on page 3 of the 2012 Proxy Statement under the caption, “Security Ownership of Certain Beneficial
Owners and Management,” is incorporated herein by reference.

The information contained on page 42 of the 2012 Proxy Statement under the caption, “Equity Compensation Plan
Information,” is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information contained on pages 12 and 13 of the 2012 Proxy Statement under the caption, “Interest of Management in
Certain Transactions,” is incorporated herein by reference. The information contained on pages 7 and 8 of the 2012 Proxy Statement
under the caption, “Director Independence,” is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information contained on page 41 of the 2012 Proxy Statement under the captions, “Principal Accountant Fees” and “Audit
Committee Pre-Approval Policy,” is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) Exhibits:
3.1

3.11

3.2

Articles of Incorporation of C&F Financial Corporation (incorporated by reference to Exhibit 3.1 to Form 10-KSB
filed March 29, 1996)

Amendment to Articles of Incorporation of C&F Financial Corporation (incorporated by reference to Exhibit 3.1.1
to Form 8-K filed January 14, 2009)

Amended and Restated Bylaws of C&F Financial Corporation, as adopted October 16, 2007 (incorporated by
reference to Exhibit 3.2 to Form 8-K filed October 22, 2007)

Certain instruments relating to trust preferred securities not being registered have been omitted in accordance with
Item 601(b)(4)(iii) of Regulation S-K. The registrant will furnish a copy of any such instrument to the Securities and Exchange
Commission upon its request.

41

4.2

*10.1

*10.3

*10.3.1

*10.4

*10.4.1

*10.4.2

*10.4.3

*10.4.4

*10.5

*10.5.1

*10.5.2

*10.6

*10.7

*10.8

Certificate of Designations for 20,000 shares of Fixed Rate Cumulative Perpetual Preferred Stock, Series A
(incorporated by reference to Exhibit 3.1.1 to Form 8-K filed January 14, 2009)

Warrant to Purchase up to 167,504 shares of Common Stock, dated January 9, 2009 (incorporated by reference to
Exhibit 4.2 to Form 8-K filed January 14, 2009)

Amended and Restated Change in Control Agreement dated December 30, 2008 between C&F Financial
Corporation and Larry G. Dillon (incorporated by reference to Exhibit 10.1 to Form 10-K filed March 9, 2009)

Amended and Restated Change in Control Agreement dated December 30, 2008 between C&F Financial
Corporation and Thomas F. Cherry (incorporated by reference to Exhibit 10.3 to Form 10-K filed March 9, 2009)

Amendment to Amended and Restated Change in Control Agreement dated March 1, 2012 between C&F
Financial Corporation and Thomas F. Cherry

Restated VBA Executives’ Non-Qualified Deferred Compensation Plan for C&F Financial Corporation
(incorporated by reference to Exhibit 10.4 to Form 10-K filed March 7, 2008)

Adoption Agreement for the Restated VBA Executives’ Non-Qualified Deferred Compensation Plan for C&F
Financial Corporation dated as of December 31, 2008 (incorporated by reference to Exhibit 10.4.1 to Form 10-K
filed March 9, 2009)

Attachment to the Adoption Agreement for the Restated VBA Executives’ Non-Qualified Deferred Compensation
Plan for C&F Financial Corporation dated as of January 1, 2008 (incorporated by reference to Exhibit 10.4.2 to
Form 10-K filed March 7, 2008)

Amendment to Adoption Agreement for the Restated VBA Executives’ Non-Qualified Deferred Compensation
Plan for C&F Financial Corporation effectively dated as of December 31, 2008 (incorporated by reference to
Exhibit 10.4.3 to Form 10-K filed March 9, 2009)

Amendment to Adoption Agreement for the Restated VBA Executives’ Non-Qualified Deferred Compensation
Plan for C&F Financial Corporation effectively dated as of January 1, 2009 (incorporated by reference to Exhibit
10.4.4 to Form 10-K filed March 3, 2010)

Restated VBA Directors’ Deferred Compensation Plan for C&F Financial Corporation (incorporated by reference
to Exhibit 10.5 to Form 10-K filed March 7, 2008)

Adoption Agreement for the Restated VBA Director’s Deferred Compensation Plan for C&F Financial
Corporation dated as of December 31, 2008 (incorporated by reference to Exhibit 10.5.1 to Form 10-K filed
March 9, 2009)

Amendment to Adoption Agreement for the Restated VBA Directors’ Deferred Compensation Plan for C&F
Financial Corporation effectively dated as of December 31, 2008 (incorporated by reference to Exhibit 10.5.2 to
Form 10-K filed March 9, 2009)

Amended and Restated C&F Financial Corporation 1994 Incentive Stock Plan (incorporated by reference to
Exhibit 10.6 to Form 10-K filed March 7, 2008)

Amended and Restated C&F Financial Corporation 1998 Non-Employee Director Stock Compensation Plan
(incorporated by reference to Exhibit 10.7 to Form 10-K filed March 7, 2008)

Amended and Restated C&F Financial Corporation 1999 Regional Director Stock Compensation Plan
(incorporated by reference to Exhibit 10.8 to Form 10-K filed March 7, 2008)
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C&F Financial Corporation Management Incentive Plan dated February 25, 2005, as amended January 18, 2011
(incorporated by reference to Exhibit 10.9 to Form 10-K filed March 3, 2011)

Amended and Restated C&F Financial Corporation 2004 Incentive Stock Plan (incorporated by reference to
Exhibit 10.10 to Form 10-K filed March 7, 2008)

Form of C&F Financial Corporation Restricted Stock Agreement (incorporated by reference to Exhibit 10.10.1 to
Form 10-Q filed August 8, 2008)

Form of C&F Financial Corporation Restricted Stock Agreement (incorporated by reference to Exhibit 10.10.2 to
Form 8-K filed December 8, 2009)

Form of C&F Financial Corporation TARP-Compliant Restricted Stock Agreement (incorporated by reference to
Exhibit 10.10.3 to Form 8-K filed December 8, 2009)

Form of C&F Financial Corporation Incentive Stock Option Agreement (incorporated by reference to Exhibit 10.2
to Form 8-K filed December 29, 2004)

Form of Notice of Amendment to C&F Financial Corporation Incentive Stock Option Agreement (incorporated by
reference to Exhibit 10.11.1 to Form 10-Q filed on November 8, 2011)

Employment Agreement dated April 16, 2002 between C&F Mortgage Corporation and Bryan McKernon, as
amended December 19, 2006 (incorporated by reference to Exhibit 10.11 to Form 10-K filed March 9, 2007)

Amendment to Employment Agreement between C&F Mortgage Corporation and Bryan McKernon, dated
December 30, 2008 (incorporated by reference to Exhibit 10.12.1 to Form 10-K filed March 9, 2009)

Amended and Restated Change in Control Agreement dated December 30, 2008 between C&F Financial
Corporation and Bryan McKernon (incorporated by reference to Exhibit 10.14 to Form 10-K filed March 9, 2009)

Amendment to Amended and Restated Change in Control Agreement dated March 1, 2012 between C&F
Financial Corporation and Bryan McKernon

Schedule of C&F Financial Corporation Non-Employee Directors’ Annual Compensation
Base Salaries for Named Executive Officers of C&F Financial Corporation

Form of C&F Financial Corporation Restricted Stock Agreement (incorporated by reference to Exhibit 10.16 to
Form 8-K filed December 18, 2006)

Amended and Restated Loan and Security Agreement by and between Wells Fargo Preferred Capital, Inc., various
financial institutions and C&F Finance Company dated as of August 25, 2008 (incorporated by reference to
Exhibit 10.19 to Form 8-K filed August 28, 2008)

First Amendment to Amended and Restated Loan and Security Agreement by and among Wells Fargo Preferred
Capital, Inc., various financial institutions and C&F Finance Company dated as of July 1, 2010 (incorporated by
reference to Exhibit 10.19.1 to Form 10-Q filed August 6, 2010)

Letter Agreement, dated January 9, 2009, including the Securities Purchase Agreement-Standard Terms
incorporated by reference therein, between C&F Financial Corporation and the United States Depart of the
Treasury (incorporated by reference to Exhibit 10.24 to Form 8-K filed January 14, 2009)

Form of Waiver executed by each of Larry G. Dillon, Thomas F. Cherry and Bryan E. McKernon (incorporated by
reference to Exhibit 10.25 to Form 8-K filed January 14, 2009)

Omnibus Benefit Plan Amendment dated January 9, 2009, and Form of Consent executed by each of Larry G.
Dillon, Thomas F. Cherry and Bryan E. McKernon (incorporated by reference to Exhibit 10.26 to Form 8-K filed
January 14, 2009)

Letter Agreement, dated July 27, 2011, between C&F Financial Corporation and the United States Department of
the Treasury (incorporated by reference to Exhibit 10.27 to Form 8-K filed July 28, 2011)

Subsidiaries of the Registrant

Consent of Yount, Hyde & Barbour, P.C.

Certification of CEO pursuant to Rule 13a-14(a)

Certification of CFO pursuant to Rule 13a-14(a)

Certification of CEO/CFO pursuant to 18 U.S.C. Section 1350
Certification of CEO pursuant to 31 C.F.R. Section 30.15
Certification of CFO pursuant to 31 C.F.R. Section 30.15
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101.INS

101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document
XBRL Taxonomy Presentation Linkbase Document

* Indicates management contract
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

C&F FINANCIAL CORPORATION
(Registrant)

Date: March 5, 2012 By: /s/ LARRY G. DILLON

Larry G. Dillon
Chairman, President and Chief Executive Officer
(Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

/s/  LARRY G. DILLON Date: March 5, 2012

Larry G. Dillon, Chairman, President and
Chief Executive Officer
(Principal Executive Officer)

/s/  THomAs F. CHERRY Date: March 5, 2012

Thomas F. Cherry, Executive Vice President,
Chief Financial Officer and Secretary
(Principal Financial and Accounting Officer)

/s/ J. P. CAUSEY JR. Date: March 5, 2012
J. P. Causey Jr., Director

/s/ BARRY R. CHERNACK Date: March 5, 2012

Barry R. Chernack, Director

/s/  Auprey D. HOLMES Date: March 5, 2012

Audrey D. Holmes, Director

/sl James H. Hubson Il Date: March 5, 2012

James H. Hudson 111, Director

/s/  JosHUA H. LAWSON Date: March 5, 2012

Joshua H. Lawson, Director

/s/ C.ELIs OLSSON Date: March 5, 2012

C. Elis Olsson, Director

/s PauL C. ROBINSON Date: March 5, 2012

Paul C. Robinson, Director
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The following graph compares the yearly cumulative total shareholder return on the common stock of C&F
Financial Corporation (the Corporation) with the yearly cumulative total shareholder return on stock included in (1)
the NASDAQ Total Return Index, (2) the NASDAQ Bank index, and (3) the CFFI Custom Peer Group (the Peer
Group). Beginning in 2011, the Peer Group replaces the NASDAQ Bank Index for inclusion in the comparative
yearly cumulative total shareholder return. The Corporation believes that the Peer Group’s tighter focus on peer
entities similar in size and location to the Corporation makes it a more useful comparative tool than the NSADAQ
Bank Index. The NASDAQ Bank Index has been included in the performance graph below as required for the period
during which there has been a change in indexes. The Peer Group consists of entities that meet the following
criteria: (i) publicly-traded financial institution headquartered in Virginia, Maryland, North Carolina, South Carolina
or Tennessee (ii) total assets as of December 31 of the prior year of between $667 million and $2.1 billion, and (iii)
no denial of an application to participate in the Capital Purchase Program. For 2011, the Peer Group consisted of 27
publicly-traded commercial financial institutions in Virginia, Maryland, North Carolina, South Carolina and
Tennessee. The median asset size for the Peer Group was $1.02 billion based on total assets as of December 31,
2010. The following financial institutions were included in the Peer Group: Cardinal Financial Corporation (VA);
NewBridge Bancorp (NC); Eagle Bancorp, Inc. (MD); First United Corporation (MD); Southern Community
Financial Corporation (NC); BNC Bancorp (NC); Wilson Bank Holding Company (TN); First Security Group, Inc.
(TN); Community Bankers Trust Corporation (VA); Shore Bancshares, Inc. (MD); Eastern Virginia Bankshares,
Inc. (VA); Peoples Bancorp of North Carolina, Inc. (NC); Crescent Financial Corporation (NC); National
Bankshares, Inc. (VA); Middleburg Financial Corporation (VA); Old Point Financial Corporation (VA); ECB
Bancorp, Inc. (NC); First South Bancorp, Inc. (NC); Tri-County Financial Corporation (MD); American National
Bankshares Inc. (VA); 1% Financial Services Corporation (NC); HCSB Financial Corporation (SC); Community
Capital Corporation (SC); Southern First Bancshares, Inc. (SC); Valley Financial Corporation (VA); Monarch
Financial Holdings, Inc. (VA); and Access National Corporation (VA). While the criteria for the Peer Group will
remain the same in future years, the companies meeting these criteria, and thus comprising the Peer Group, may
change from year to year, as the Peer Group is updated annually to account for changes in asset size due to mergers,
acquisitions, or growth.

The graph below assumes $100 invested on December 31, 2006 in the Corporation, the NASDAQ Total
Return Index, the NASDAQ Bank Index and the Peer Group, and shows the total return on such an investment,

assuming reinvestment of dividends as of December 31, 2011. There can be no assurance that the Corporation’s
stock performance in the future will continue with the same or similar trends depicted in the graph below.

C&F Financial Corporation

Total Return Performance

125
100
/}
75
(]
>
K
>
3 A
g 50 \/
—— C&F Financial Corporation
25 —&— NASDAQ Composite
—a— NASDAQ Bank
—e— CFFI Custom Peer Group
0 t t t t
12/31/06 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11
Period Ending
Index 12/31/06 12/31/07 12/31/08 12/31/09 12/31/10 12/31/11
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NASDAQ Composite 100.00 110.66 66.42 96.54 114.06 113.16
NASDAQ Bank 100.00 80.09 62.84 52.60 60.04 53.74

CFFI Custom Peer Group 100.00 78.00 51.95 49.12 50.77 46.15
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INVESTOR RELATIONS &
FINANCIAL STATEMENTS

C&F Financial Corporation’s Annual Report on
Form 10-K and quarterly reports on Form 10-Q, as
filed with the Securities and Exchange Commission,
may be obtained without charge by visiting the
Corporation’s website at www.cffc.com.

Copies of these documents can also be obtained
without charge upon written request. Requests
for this or other financial information about C&F
Financial Corporation should be directed to:

Thomas Cherry

Executive Vice President, CFO & Secretary
C&F Financial Corporation

P.O. Box 391

West Point, VA 23181

STOCK LISTING

Current market quotations for the common
stock of C&F Financial Corporation are
available under the symbol CFFL

STOCK TRANSFER AGENT

American Stock Transfer & Trust Company
serves as transfer agent for the Corporation.
You may write them at:

6201 15th Avenue

Brooklyn, NY 11219
telephone them toll-free at:

1-800-937-5449
or visit their website at:

www.amstock.com




& [l Financial
Corporation

Focused on You

3600 LaGrange Parkway 802 Main Street
Toano, Virginia 23168 PO Box 391
757-741-2201 West Point, VA 23181

www.cffc.com




	C&F 2011 ANNUAL REPORT
	FINANCIAL HIGHLIGHTS
	LETTER TO SHAREHOLDERS
	DIRECTORS & OFFICERS
	OFFICERS & LOCATIONS
	FORM 10-K
	TABLE OF CONTENTS
	PART I
	ITEM 1. BUSINESS
	ITEM 1A. RISK FACTORS
	ITEM 1B. UNRESOLVED STAFF COMMENTS
	ITEM 2. PROPERTIES
	ITEM 3. LEGAL PROCEEDINGS
	ITEM 4. MINE SAFETY DISCLOSURES

	PART II
	ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
	ITEM 6. SELECTED FINANCIAL DATA
	ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
	ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
	ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
	CONSOLIDATED BALANCE SHEETS
	CONSOLIDATED STATEMENTS OF INCOME
	CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
	CONSOLIDATED STATEMENTS OF CASH FLOWS
	NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
	REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

	ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
	ITEM 9A. CONTROLS AND PROCEDURES
	REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

	ITEM 9B. OTHER INFORMATION

	PART III
	ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
	ITEM 11. EXECUTIVE COMPENSATION
	ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS
	ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
	ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

	PART IV
	ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
	SIGNATURES
	PERFORMANCE GRAPH


	SHAREHOLDER INFORMATION




