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[Q Franklin Financial
Services Corporation

Franklin Financial Services Corporation

(the Corporation) is a holding company
with headquarters in Chambersburg, PA.
The Corporation’s direct subsidiary is Farmers

and Merchants Trust Company (the Bank).

TRUST

F&M Trust is a full-service bank offering
investment, trust, commercial and retail
services with several community offices

in Franklin and Cumberland Counties.




CONSOLIDATED

FINANCGCIAL

HIGHLIGHTS

(dollars in thousands, except per share)

Performance

Net income
Return on equity

Return on assets

Shareholders’ Value (per share)

Basic earnings per share
Regular cash dividends paid
Special cash dividend paid
Book value

Market value

Market value/book value ratio
Price/earnings ratio

Yield on regular cash dividends paid

Safety and Soundness

Leverage ratio (Tier 1)
Risk-based capital ratio (Tier 1)

Nonperforming assets/total assets

Allowance for loan losses as a percentage of loans

Net charge-offs/average loans

Balance Sheet Highlights

Total assets

Investment Securities

Loans, net

Deposits and customer repurchase agreements
Shareholders’ equity

Trust assets under management (market value)
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2003

$ 5,840
11.80%
1.09%

$ 218
1.02
19.27
34.50
179.03%
15.83x
2.96%

9.15%
12.96%
0.20%
1.12%
0.68%

$549,702
153,381
330,196
410,742
51,858
337,796

2002

$ 5573
12.04%
1.07%

$ 208

0.94

0.25

17.62

27.00
153.23%
12.98x
3.48%

8.68%
11.86%
0.94%
1.34%
0.30%

$532,357
162,306
316,756
409,865
47,228
351,970

% increase
(decrease)

28



SUMMARY OF SELECTED FINANOGCIAL DATA
(dollars in thousands, except per share) 2003 2002 2001 2000 1999
Summary of Operations
Interest income $ 24,884 $ 27,388 $ 31,296 $ 32,446 $ 29407
Interest expense 9,057 11,801 15,773 17,918 15,002

Net interest income 15,827 15,587 15,523 14,530 14,405
Provision for loan losses 1,695 1,190 1,480 753 830
Net interest income after provision

for loan losses 14,132 14,397 14,043 13,777 13,575
Noninterest income 7,740 5,903 5,690 5,051 4502
Noninterest expense 14,659 13,531 12,851 12,715 11,810
Income before income taxes 7,213 6,769 6,882 6,113 6,267
Income tax 1,373 1,196 1,288 1,106 1,183

Net income $ 5,840 $ 5573 $ 5594 $ 5007 $ 5,084
Per Common Share
Basic earnings per share $ 218 $ 2.08 $ 209 $§ 185 $ 186
Diluted earnings per share 217 2.07 2.05 1.81 1.84
Regular cash dividends paid 1.02 0.94 0.86 0.76 0.68
Special cash dividends paid - 0.25 - - 0.40
Balance Sheet Data (end of year)
Total assets $ 549,702 $532,357 $ 498,847 $ 465,985 $ 444,679
Loans, net 330,196 316,756 300,123 297,307 284,084
Deposits 372,431 371,887 354,043 357,209 333,310
Long-term debt 56,467 59,609 50,362 29,477 29,695
Shareholders’ equity 51,858 47,228 45,265 43,201 39,260
Trust assets under management 337,796 351,970 375,188 405,995 419,529
Performance Yardsticks (unaudited)
Return on average assets 1.09% 1.07% 1.14% 1.10% 1.18%
Return on average equity 11.80% 12.04% 12.51% 12.56% 12.95%
Dividend payout ratio* 46.87% 57.31% 41.95% 42.18% 59.38%
Average equity to average asset ratio 9.25% 8.85% 9.10% 8.77% 9.11%
*Includes regular and special dividends declared.
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Franklin Financial produced record,
earnings of $5,840,000 in 2003
as compared to $5,573,000 in
2002. Basic earnings per share
also increased 4.8% from $2.08
in 2002 to $2.18 in 2003

As shareholders, you received an 8.5% increase
in regular cash dividends per share from $.94 in 2002
to $1.02 in 2003. Excluding the special cash dividends
paid in 1998, 1999, and 2002, regular cash dividends
paid per share have grown at an average rate of 10.5%
over the past five years.

A recent survey concluded that a high dividend
payout is second only to earnings growth as a driving
investment consideration. Only a few short years ago
during the “tech bubble,” a dividend payout, returning
capital to shareholders, was viewed as an indication
that a company’s growth prospects were limited. What
was then a signiof weakness is now an indication of
stability and stréngth in a volatile equity market.

For the fourth year in a row, financial services
stocks were in favor with investors as they continued
to outperform the market in general. Concerns about
rising interest rates, an increase in consumer defaults,
and a slowdown in the mortgage refinance boom
never came to fruition, enabling the industry to
generate continued strong financial and, in turn,
market performance. Financial services stocks also
benefited from an increase in merger activity driven
by low interest :rates, earnings pressures, and an
increase in market valuations. For the first time
since 1998, the number of merger transactions
increased fromfthe prior year.

The market value of a share of Franklin Financial

gased 28% from a closing price of $27.00 at
r 31, 2002 to $34.50 at December 31, 2003.
Looked at on a Total Return basis, which includes
both the change in market value and dividends paid
during the year, the Total Return to our shareholders
during 2003 was 31.8%. While investor concerns over
terrorism, Middle East instability, election year politics,
the strength of the economic recovery, and the impact
of increasing interest rates cannot be ignored, many
“small cap” community bank stocks, including
Franklin Financial, are well positioned to benefit from
rising interest rates, a strengthening economy, and
the opportunities that will inevitably be created by

the current merger frenzy.

Total assets reached a record $549,702,000 at
December 31, 2003, representing a 3.3% increase over
a year earlier. While total deposits and repurchase
agreements were relatively flat, net loans were up 7.7%
at December 31, 2003. Average lean outstandings and
average deposits and repurchase agreements increased
by 5.4% and 1.1% respectively. Franklin Financial’s 2003
earnings produced a return on average assets of 1.09%
and a return on average shareholders equity of 11.80%.

Our financial condition remains strong as
evidenced by a Total Risk-Based Capital Ratio of
14.03% and a Leverage Capital Ratio of 9.15% at
year-end 2003. These key ratios are well above
levels that federal bank regulators require for an
institution to be “well-capitalized.”

Net interest income continued to be negatively
impacted by the Jow interest rate environment, increasing
only 1.18% or $199,000 on a tax-equivalent basis.

As noted in last year's President’s Message, our
decision in 2001 to begin adding variable rate loans
and investment securities in order to change our
asset-liability mix in anticipation of rising interest rates
coupled with a high leve! of refinancing of fixed rate
loans in both our residential mortgage and commercial
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Bill Snell
President and CEQ




portfolios has resulted in a three-year decline in our
net interest mardin on a tax-equivalent basis

from 3.69% in 2001 to 3.49% in 2002, and 3.45%
in 2003. |

Residential}mortgage lending remains a
significant component of our revenue mix. The
low interest rate environment which prevailed
during 2003 resQHted in a record year of mortgage
originations. Cloéings in 2003 exceeded $90 million,
an increase of 17% over 2002 while gains on the
sale of residential mortgage originations in the
secondary marké,t increased by more than 200%.
As a communityjbank, our philosophy is to retain
the servicing of these mortgages so that our
customers can continue to make their monthly
payments directly to us by mail, online, or at
one of our community offices.

The market value of assets under management
by our Investment and Trust Services Department
declined from $351,970,000 at year-end 2002 to
$337,796,000 at|December 31, 2003, reflecting
the loss of one large corporate custodial account.
However, the number of relationships managed
within the Department grew by almost 5% during
the year while fee income increased 8%. In light
of the improved outlook for the stock market,
as well as the addition of several significant
relationships in recent months, management is
optimistic relative to revenue growth for the
Department in 2004.

| am pleased to report measurable progress
relative to our initiatives to enhance customer
convenience, improve operational efficiency, reinforce
a Relationship Management culture, and evolve
into a diversifiedlfinancial services provider. i'd like
to highlight a few accomplishments for you »

Regular Cash Dividends Paid

as dollars per share

1999 2000 ° 2001 2002 2003
0.68 0.76  0.86 094 1.02
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HIGHLIGHTS

<> In early December, F&M Trust was ranked Number 12 in the
list of medium sized companies {50-250 employees) at the
2004 Best Places to Work in Pennsylvania Awards Dinner in
Hershey. Your management and Board were thrilled to receive
this recognition, which reaffirms our efforts to create a work
environment and corporate culture which supports our Mission
as an independent community bank. This was the first time
that F&M Trust was nominated for the program, as well as the
first time that any company headquartered in Franklin County
made the “Best Places to Work” list.

<> F&M Trust was also recognized by the Franklin County Area
Development Corporation as the Business of the Year at this
organization’s Annual Awards Banquet in September.

<> Our investment in Bankers Settlement Services — Capital
Region, LLC, a bank-owned title insurance agency based in
Harrisburg and affiliated with Investors Title Insurance Company,
produced a record return of approximately 227 % during 2003.
Once again, the lending officers of F&M Trust made a major
contribution to the agency’s success. Mortgages originated by
F&M Trust and insured by Investors Title Insurance Company
accounted for approximately 9.5% of the agency’s total gross
commission revenue in 2003. During June, F&M Trust increased
its ownership position in this agency to approximately 12%.
Bankers Settlement Services — Capital Region, LLC was recently
recognized by Investors Title Insurance Company as one of its
best performing managed agencies, ranking Number Two in
pre-tax profitability.

<> The convenience offered by Courtesy Coverage, an overdraft
privilege service introduced in the fourth quarter of 2002
received a very positive response from our retail customers.
Fees generated from this program in 2003 exceeded $800,000
as compared with approximately $200,000 in 2002.

=> In December, our investment and Trust Services Department
converted to a new accounting system provided by Infovisa. This
state of the art system has increased efficiencies in transaction
posting, investment processing, information management, and
account realignment while reducing operational costs.

Net Income
as doliars per share

1999 2000 2001 2002 2003
1.86 1.85 2.09 2.08 2.18
-




J)F THE YEAR

<> Interchange Income earned from our Freedom Card (debit card)

increased by 23% as transaction volume grew by almost 37%.

<> Log-ons to www.fmtrustonline.com, our on-line banking

service, surpassed the 165,000 mark during 2003. Penetration
of all households maintaining a transaction account at
F&M Trust exceeded 25%.

<> Your company made a significant investment to expand and

upgrade our community office network in 2003. Two new
community office locations were opened, a third was relocated,
and four of our ATMs were upgraded to Triple DES, a new
higher standard in order to improve the security of ATM
transactions. We plan to complete the upgrade of our entire
ATM system by April, 2005.

B In early March, we opened a new office on the Menno
Village Campus of Menno Haven to replace a branch
closed by Alffirst. This office is on target with our projections
as residents of Menno Village are experiencing the same
exceptional service provided by Bonnie Yocum and her
staff on the Penn Hall Campus.

B In July we opened our fifteenth community office in the
renovated former Woolworth's building at 16-20 North
Hanover Street, Carlisle. F&M Trust provided financing for
the project to Hometown Development Corporation, an affiliate
of the Redevelopment Authority of Cumberiand County.

The opening of the Hanover Street Office has significantly
increased our visibility in this market and was highlighted by
the commissioning of a painting “The Shelling of Carlisle —
July 1-2, 1863” by Ron Lesser, a noted Civil War artist, to
commemorate the 140th anniversary of a significant event
in Carlisie’s history and the Gettysburg Campaign.

B Our Guilford Hills Office was relocated to an expanded
facility at 1712 Lincoln Way East in the fall and renamed the
Lincoln Way East Community Office. The new office features
a larger lobby, more offices, and a conference room, as well
as three drive-up lanes and an ATM access lane. This
relocation has been extremely wel! received by our customers,
as evidenced by a 15% increase in account activity.

ROA / ROE
as percentage values
1989 2000 2001 2002 2003
ROE ROE ROE ROE ROE
1295 1256 1251 12.04 11.80

<&

In my last President’s Message, | provided
you with an update on two investments which
management believes will enhance long-term growth
in non-interest income. In mid-2002, Franklin
Financial acquired a 9.9% interest in American
Home Bank, N.A., headquartered in Lancaster.
Although chartered as a national bank, American
Home Bank is a mortgage banking company with
a regional and eventually, a national focus.

| am pleased to report that American Home
Bank earned approximately $850,000 in 2003,
its second full year of operation. Mortgage closings
exceeded $600,000,000, as compared to
approximately $250,000,000 in 2002.

In accordance with the initial plan approved by
your Board of Directors, Franklin Financial purchased
a subordinated convertible debenture from American
Home Bank in the amount of $2,745,000 in
December 2002, increasing our total investment to
approximately $4,000,000. We plan to convert
this debenture into equity which will increase our
ownership to approximately 21% as of April 1, 2004.
Subsequent to this conversion, we will account
for our investment in American Home Bank on
the equity method of accounting, reporting
approximately 21% of American Home Bank’s
earnings as non-interest income. As previously
stated, we anticipate that this investment will
significantly increase non-interest income in future
years as American Home Bank expands into new
markets beyond central Pennsylvania.

In December 2001, we became an investor in
Pennbanks Insurance Company, SPC. Pennbanks,
which is owned by nine Pennsylvania Community
Banks, is a captive reinsurance company. Our
investment enables Franklin Financial to participate
in premium revenues on higher loan-to-value
mortgage originations requiring private mortgage

Net Loans
as dollars in thousands
1999 2000 2001 2002 2003
284 297 300 317 330




insurance (PMI). United Guaranty, a subsidiary of
American International Group (AIG) serves as the
private mortgage insurance underwriter. PMI
premium revenues generated through our investment
in Pennbanks exceeded projections during 2003.

I am delighied to report to you that, in January of
this year, we became the first member of Pennbanks
to offer Debt Protection Coverage on non-revolving
consumer loans.: Debt Protection is a program that
extinguishes all dr part of the debt in the event of death,
disability, or involuntary unemployment for a maximum
term of ten years. American General, another subsidiary
of AIG, underwrites the program risk and, in turn, cedes
a portion of that risk to Pennbanks. The Board of
Pennbanks is actively exploring other insurance related
opportunities which should generate additional revenues
in future years.

In the fourth quarter of 2003, your company made
another strategic investment aimed at enhancing long
term growth in non-interest income. We joined with
American Home Bank, N.A. and R. Daniel Lindley,
formerly President of the Mid-Atlantic Division of
RBC Mortgage Company to form Ameribanq Mortgage
Group, LLC (AMG). Under Dan’s leadership, the
Mid-Atlantic Division of RBC Mortgage Company,

a subsidiary of Royal Bank of Canada, closed
$750,000,000 of residential mortgage originations
in 2002 and more than $800,000,000 during the
first nine months of 2003.

F&M Trustlholds a 25% ownership in AMG.

This new mortgage company began offering residential
mortgage loans through its 22 locations, primarily in
Virginia and Maryland in November. We anticipate
that AMG will achieve profitability during the second
quarter and are truly excited about the potential
growth opportunities and bottom line impact of this
joint venture.

Total Assets
as dollars in miliions
1999 2000 | 2001 2002 2003
445 466 499 532 550
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A number of new products and services are
planned during 2004 to further enhance customer
access and convenience. In February, we added Internet
bill payment to our on-line banking package. Other
initiatives include providing on-line account access for
our Investment and Trust Services customers, adding
on-line access to check images, as well as a business
debit card, a commercial equipment leasing program,
and an internet version of Franklin Busine$$Link.

We will also be expanding our community office
network with the opening of our sixteenth community
office at The Point at Carlisle Plaza in mid-March. This
office, our third in the Carlisle market, will feature both
an office within the enclosed mall with an ATM, as well
as a drive-up unit incorporating a night depository and
drive-up ATM convenience, in the parking lot. We are
very encouraged with the pace of our growth in this
new market and are delighted that Teresa Kline, a native
of Carlisle with over 25 years of banking experience,
will be joining as a manager of our Carlisle Plaza
Community Office.

While an uncertain economy and an unstable
world situation continue to be of concern, significant
near-term growth opportunities exist in our markets
resulting from both announced and anticipated mergers.
We believe that Franklin Financial is well positioned for
solid performance in future years as an independent
community banking services provider. As always, your
support and interest as a Franklin Financial shareholder
is greatly appreciated.

Sincerely,

2otr A %

President and CEO

Total Deposits and Repos
as dollars in thousands
1999 2000 2001 2002 2003
360 390 396 410 411




Ted McDowell (left), Executive Vice
President, works in tandem with
Bill Snetl, President and CEO, to
provide the balanced leadership

required to ensure F&M Trust

ontinues as the region’s leading
community bank.
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BaWTence Rife Nl {left). President of L.A. Lameras
BNd Photo This Inc.. has arown his locally-hased

&M Trust Vice President — Commercia

proudly acknowledges that F&M Trust has
ep of the way.




FOR NEARLY A CENTURY, F&M TrRuUST
HAS BEEN PROVIDING FINANGIAL
SOLUTIONS AS A LOCALLY OWNED AND
OPERATED BANK. THE TRADITION OF
COMMUNITY BANKING — PERSONAL
ATTENTION AND SERVICE, COMMUNITY
INVOLVEMENT, RESPONSIVENESS,

AND CONVENIENGE — CONTINUES AT
F&M TrRusT's 19 COMMUNITY BANKING
OFFIGES LOGCATED THROUGHOUT

FRANKLIN & CGUMBERLAND GOUNTIES.

irom people

means that F&M Trust employees will provide individuals, families,
businesses, and organizations with the financial services and

products that best meet their needs. Customers count on the bank
staff to be friendly, trustworthy and accurate. And when

an occasional mistake occurs, they expect it to be fixed fast.
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Mike Marotte (left), FFSC shareholder, can count
on Cathy Angle, Corporate Secretary, for assistance
with shareholder relations.

F&M Trust has received recognition for its
commitment and contributions in the past year.
The bank was recognized by the Franklin County Area
Development Corporation (FCADC) as the Business
of the Year (large size business category) for its
efforts as both a leading commercial lender and
strong corporate citizen in Franklin County.

In addition, F&M Trust ranked Number 12
in the state for medium-sized companies in the
100 Best Places to Work in Pennsylvania listing.
This ranking has a direct correlation to the quality
of interconnected relationships: between
employees and management, employees and their
jobs/company, and employees and customers.
Numerous independent studies have shown
that companies from the "100 Best Places to Work"
list deliver higher returns than their peers — when
you invest in your pecple, you invest in your
organization's success. A comprehensive review
by the Department of Labor that examined the link
between progressive people practices and improved
bottom line results concluded that, among other
things, there is a positive relationship between
training, motivating, and empowering employees
and improvements in productivity, employee
satisfaction and financial performance.

Aside from recognition bestowed upon the
bank by groups and organizations, greater satisfaction
is taken from the recognition that F&M Trust has
in the community from individuals and businesses.
Through satisfaction surveys, unsolicited letters,
and other forms of feedback, our staff receives
regular positive comments and recognition from
customers and clients, a sampling of which are
shared on our web site.

Small and large businesses, along with
municipalities, nonprofit organizations, and corporations
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look to F&M Trust for a variety of business banking
services like loans, lines of credit, letters of credit,
mortgages, checking and more. F&M Trust can
provide a level of personal service found in small
banks, along with a diverse product offering with
specialists well-versed in treasury station, cash
management, and employee benefits — services and
professionals typically found only at larger banks.

F&M Trust utilizes technology to enhance customer
convenience with Franklin Busine$$Link — an electronic
cash management service, telephone banking and
online business banking. These solutions can help
businesses effectively manage financial resources and
operations, as well as improve cash flow o generate
profits and enhance shareholder value.

Another solution, Employee Benefits Program,
offered through the Investment & Trust Services
Department provides business benefits for employers
including profit sharing plans, pension plans, group
life, medical and disability insurance programs,
and 401(k) plans.

For individuals and families, financial solutions
are delivered through banking, investing, and trust
services in a secure, convenient and accurate manner.
The cornerstone of customer service delivery is
the community office. At fifteen conveniently located
offices, we make decisions locally and treat the
customer as an individual to provide the best service.
And personal service is complimented by technology
like online and telephone banking, ATMs, debit cards,
and credit cards. ..that make doing banking easier.

Customers also look to the bank for basic and
complex financial needs. One area that continues
to grow in popularity is The Personal Investment Center.
Nontraditional services like discount brokerage, mutual
funds, annuities, and insurance are available through
The Personal Investment Centers located in the lobbies

Karen Burnstad (standing),

Vice President, Human'Resources . -

Manager, is involved with
employee training and
orientation at the corporat

fheadquarters in Chambersburg.

Avis Polk, Personal
Investment Counselor,
provides the Waynesboro
area with personalized
investment guidance.

The Carlisle Plaza office will offer a drive-up facility
in addition to easy walk-up access inside the mall.
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oy Weller, Vice President, is
one of many local volunteers.

Dianne Cornman, Asst. VP,
(standing/center) assists
Ed Goodhart (left),

Grace Keiter (seated)

and Bill Wolf {right) of the
Shippensburg Borough.

Bev Beidel, Teller
Carlisle, enjoys
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of our Chambérsbur‘g Memoriél Squ‘are, Waynesbbro, “ ‘ ,
Shippensburg, and Carlisle Ritner Highway offices. ~~_//
Each center is staffed by a personal investment -
counselor, a professional focused on assisting
individuals with investments, retirement planning,
IRAs, risk management and other aspects of financial
planning to meet the goals and aspirations of
individuals and their families.

In addition to professionals in The Personal
Investment Centers, F&M Trust officers have over
a century of combined experience in the Investment
& Trust Services Department. Trust professionals
assist clients with trust services, estate planning,
investment and asset management, advisory
services, retirement and tax planning, disability
protection, and distributing assets based upon
client wishes or serving as executor.

As a local community bank, we take pride in
making decisions locally and serving our communities
not only with financial services but with community
involvement. We work hard to serve customers as
well as work hard to be good citizens and make our
communities better places to live, work and raise
their families. Our directors, officers, and staff
participate in hundreds of community organizations,
committees, projects and events.

You'll see F&M Trust volunteers at places like
the SuperReader Library Tour, United Way Day of
Caring, IceFest in Chambersburg, Super Saturday
in Boiling Springs, Fountain Festival in Newville,
Summerfair in Carlisle, and other community events.
F&M Trust employees and directors serve on boards
and committees of local non-profit organizations —
those that help preserve history, conserve our natural
resources, focus on education and youth, celebrate
culture and arts, promote business development,
improve healthcare, or other worthwhile efforts to




Ron Froeschle (center), F&M Trust
Employee Benefits Officer, works
with both Jeffrey Reeder (left),
President of Ace Distributing, and
Tim Strickler (right}, Secretary

and Treasurer, to ensure all Ace
employees throughout South Central
Pennsylvania enjoy the great

godelicthey deserve. |
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enhance the quality of life and the economic vitality
of our communities.

{n addition to the hours of personal time given
by F&M Trust employee volunteers, the bank reinvests
up to five percent of net income to community
organizations through charitable giving. For example,
F&M Trust is a lead sponsor for many events
including ARTSExpress, Cumberland Valley School
of Music annual fundraiser, and the SuperReader
Library Tour.. .just to name a few. By helping to
enhance the quality of life and the economic vitality
of the communities that we serve, not only can
we make a difference but we benefit as individuals
and as an organization.

COMMUNITY BANKING LIVES

IN FRANKLIN AND GUMBERLAND
CoOUNTY THROUGH F&M TRUST.
BY PROVIDING FINANCIAL
SOLUTIONS AND GIVING TO

THE COMMUNITY, F&M TRUST
PROVIDES AN INTEGRAL
CONNEGCTION BETWEEN THE
PAST AND THE FUTURE FOR
BUSINESSES, ORGANIZATIONS
AND INDIVIDUALS...FOR MANY

GENERATIONS TO COME.

Trish Hanks, Manager, .
: makes sure the Orchard Park office E\-
" exceeds customer expectations. ] T -»

‘e

In September 2003,

Penni Strait (left) CSR,

and Kim McKenrick,

Financial Services Officer

and Office Manager,

visited the new Lincoln

Way East office to check

on construction progress. i

Genie Shindledecker,

Assistant Manager —
Wayneshoro Office, enjoys
delivering great service

to her customers...on the
phone or in person. B
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FFSC Officers

Charles M. Sioberg
Chairman of the Board

William E. Snell, Jr.
President and Chief Executive Officer

Ted D. McDowell

Executive Vice President

“Elaine G. Meyers

Treasurer and Chief Financial Officer

Catﬁegine C. Angle
Corporate Secretary

Paula M. Reed
Assistant Corporate Secretary
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F&M TRUST GCOMPANY

OFFIGCERS

Management

William E. Snell, Jr.
President and Chief Executive Officer

Ted D. McDowell

Executive Vice President

Relationship Management and Financial
Services Manager

Kenneth C. Ditzler
Senior Vice President
Marketing and Corporate
Communications Manager

Terrence M. Gingrow
Senior Vice President
Commercial Services Market Manager

Elaine G. Meyers
Senior Vice President
Chief Financial Officer

Allen C. Rebok
Senior Vice President
Investment & Trust Services Manager

Karen C. Carmack, SPHR
Vice President
Human Resources Manager

Ronald L. Cekovich
Vice President
Technology Services Manager

Mary F. Cramer
Vice President
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Michael E. Kugler
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Karen D. Davis
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Thomas E. Gsell
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Shippensburg Office

Marilyn L. Stouffer

Financial Services Officer and Manager

Barbara A. Hoover
Assistant Financial Services Officer
and Assistant Manager
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Beth Ann Eppley.
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Teresa F. Kline .
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Thomas L. Peterson, CFP, RFC
Vice President
Market Manager
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James P. Probst
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Michael G. Williams
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Judy V. Shade
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Assistant Vice President
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Heather C. Etter

Investment & Trust Services Officer
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Marketing
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Marketing Officer

Facilities

Barry L Shetter
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Barry R. Walter

Vice President

Matthew C. Clark
Assistant Technology Services Officer




COMMUNITY OFFIGE LOGATIONS
Memorial Square Norland Mont Alto Shippenshurg
20 South Main Street 2405 Philadelphia Avenue 8 Park Street 13 Shippensburg Shopping Center
Chambersburg Chambersburg Mont Alto Shippensburg
717-264-6116 717-264-5122 717-749-3161 717-530-2100
Lincoln Way East Penn Hall Wayneshoro Ritner Highway
1712 Lincoln Way East 1425 Philadelphia Avenue 200 East Main Street 1901 Ritner Highway
Chambersburg Chambersburg Waynesboro Carlisle
717-264-9414 717-261-3660 717-762-2188 717-960-1400
West Side Menno Village Boiling Springs Hanover Street
1100 Lincoln Way West 2075 Scotland Avenue 3 East First Street 14 North Hanover Street
Chambersburg Chambersburg Boiling Springs Carlisle
717-263-9168 717-261-3697 717-241-4131 717-249-1331
Orchard Park Marion Newville Carlisle Plaza
841 Wayne Avenue 5293 Main Street 9 West Big Spring Avenue 800 East High Street
Chambersburg Marion Newville Carlisle

717-263-1801

717-375-2200

717-776-2240

717-243-0526

STAR?®

/ CIRRUS?

ATM LOGCAT

I ONS

@™ Indicates

Downtown Drive-Up i

150 Lincoln Way East
Chambersburg

Lincoln Way East «»
1712 Lincoin Way East
Chambersburg

West Side @
1100 Lincoln Way West
Chambersburg

Orchard Park «»
841 Wayne Avenue
Chambersburg

Norland i
2405 Philadelphia Avenue
Chambersburg

Penn Hall ¥
1425 Philadelphia Avenue
Chambersburg

drive-up access

Menno Village ¥
2075 Scotland Avenue
Chambersburg

Fayetteville i
4025 Lincoln Way East
Fayetteville

Marion W
5293 Main Street
Marion

Greencastle
Market Place «»
518 North Antrim Way
Greencastle

Mont Alto «e
8 Park Street
Mont Alto

e Indicates walk-up access only

Wayneshoro «»
200 East Main Street
Waynesboro

Wayneshoro
Market Place a»
200 East Main Street
Waynesboro

Zullinger i
4884 Buchanan Trail East
Zullinger

Boiling Springs W
3 East First Street
Boiling Springs

Newville «»
9 West Big Spring Avenue
Newville

Shippensburg e
13 Shippensburg Shopping Center
Shippensburg

Ritner Highway «i
1901 Ritner Highway
Carlisle

Hanover Street ¥
14 North Hanover Street
Carlisle

Carlisle Plaza ¥
800 East High Street
Carlisle

Carlisle Plaza Drive-Up
700 East High Street
Carlisle

GENERAL

AGCGCE®SS

INFORMATION

FFSC / F&M Trust Headquarters

Local: 717-264-6116
Toll-free: 888-264-6116

Freedom Access Center
(telephone banking service)
Local: 717-261-3662
Toll-Free: 888-261-3662

24-Hour Online Access
www.fmtrustonline.com




SHAREHOLDERS"’

INFORMATION

Dividend Reinvestment Plan

Franklin Financial Services Corporation offers a dividend
reinvestment program whereby shareholders with stock
registered in their own names may reinvest their dividends
in additional shares of the Corporation. Information concerning
this optional program is available by contacting the
Corporate Secretary at 20 South Main Street, PO Box 6010,
Chambersburg, PA 17201-6010, telephone 717-264-6116.

Dividend Direct Deposit Program

Franklin Financiai Services Corporation offers a dividend
direct deposit program whereby shareholders with stock
registered in their own names may choose to have their
dividends deposited directly into the bank account of their
choice on the dividend payment date. Information concern-
ing this optional program is available by contacting the
Corporate Secretary at 20 South Main Street, PO Box 6010,
Chambersburg, PA 17201-6010, telephone 717/264-6116.

Annual Meetihg

The Annual Shareholders’ Meeting will be held

Tuesday, April 27, 2004 at the Lighthouse Restaurant,
4301 Philadelphia Avenue, Chambersburg. The Business
Meeting will begin at 10:30 a.m. and will be followed by
a luncheon. If interested in attending, please complete
and return the reservation form reply card by April 18th.

Stock Information

The following brokers are registered as market makers of
Franklin Financial Services Corporation's common stock:

<> Ferris Baker Watts
17 East Washington Street
Hagerstown, MD 21740
800-344-4413

<> RBC Dain-Rauscher
2101 Oregon Pike
Lancaster, PA 17601
800-646-8647

<>+ Boenning & Scattergood, Inc.
1700 Market St., Suite 1420
Philadelphia, PA 19103-3913
800-883-1212

<> Ryan, Beck & Co
3 Parkway, Philadelphia, PA 19102
800-223-8969

Registrar and Transfer Agent:

The registrar and transfer agent for Franklin Financial
Services Corporation is Fulton Financial Advisors, N.A.,
One Penn Square, PO Box 4887, Lancaster, PA 17602,
telephone 717-291-2590.

Web site:

www.franklinfin.com

MEARKET & DIVIDEND INFORMATION

The Corporation’s common stock is not
actively traded inithe over-the-counter
market. The Corporation’s stock is
listed under the symbol “FRAF” on

the O.T.C. Electronic Bulletin Board, an
automated quotation service. Current
price informationiis available from
account executives at most brokerage
firms as well as the registered market

2003 per Shere Cash
Dividends

High Low Paid

| First quarter $27.20  $26.35  $0.24

| Second quarter 29.50 26.95 0.26

Third quarter 31.75 30.10 0.26

Fourth quarter 34.00 31.50 0.26

makers of Franklin Financial Services
Corporation common stock as listed
above under Shareholders’ Information.
There were 1,945 shareholders of
record as of December 31, 2003.

The range of high and low bid prices
is shown below for the years 2003
and 2002, as well as regular cash
dividends paid for those periods. The

bid quotations reflect interdealer
quotations, do not include retail mark-
ups, mark-downs or commissions,
and may not necessarily represent
actual transactions. The closing

price of Franklin Financial Services
Corporation common stock recorded
from an actual transaction on
December 31, 2003 was $34.50.

2002 Per Share

Cash

Dividends
High Low Paid
First quarter $24.80 $24.75 $0.22
Second quarter 26.75 24.80 0.24
Third quarter 26.50 25.75 0.24
Fourth quarter 26.60 26.50 0.24

T
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2003

[0 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 0-12126

FRANKLIN FINANCIAL SERVICES CORPORATION

(Exact name of registrant as specified in its charter)

PENNSYLVANIA 25-1440803
(State or other jurisdiction of incorporation or (LR.S. Employer Identification No.)
organization)
20 South Main Street, Chambersburg, PA 17201-0819
(Address of principal executive offices) (Zip Code)

(717) 264-6116
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act
NONE

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, par value $1.00 per share
(Title of class)

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 periods 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 (1

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 III of this Form 10-K or any amendment to this
Form 10-K. ’

The aggregate market value of the 2,358,751 shares of the Registrant’s common stock held by
nonaffiliates of the Registrant as of February 29, 2004, based on the price of such shares, was $81,046,684.
There were 2,692,452 outstanding shares of the Registrant’s common stock as of February 29, 2004.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the
Act). Yes [0 No

The aggregate market value of the 2,340,726 shares of the Registrant’s common stock held by
nonaffiliates of the Registrant as of June 30, 2003 based on the price of such shares, was $73,732,869.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive annual proxy statement to be filed, pursuant to Reg. 14A within 120 days after
December 31, 2003, are incorporated into Part III.
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Part I
Item 1. Business
General

Franklin Financial Services Corporation (the “Corporation”) was organized as a Pennsylvania
business corporation on June 1, 1983 and is a registered bank holding company under the Bank
Holding Company Act of 1956, as amended (the “BHCA”). On January 16, 1984, pursuant to a plan of
reorganization approved by the shareholders of Farmers and Merchants Trust Company of
Chambersburg (“F&M Trust” or “the Bank”) and the appropriate regulatory agencies, the Corporation
acquired all the shares of F&M Trust and issued its own shares to former F&M Trust shareholders on
a share-for-share basis.

The Corporation conducts substantially all of its business through its direct banking subsidiary,
F&M Trust, which is wholly owned. Another direct subsidiary, Franklin Financial Properties Corp. was
organized in 2002 as a “qualified real estate subsidiary.” F&M Trust, established in 1906, is a
full-service, Pennsylvania-chartered commercial bank and trust company, which is not a member of the
Federal Reserve System. F&M Trust, which operates 15 full service offices in Franklin and Cumberland
Counties, Pennsylvania, engages in general commercial, retail banking and trust services normally
associated with community banks and its deposits are insured (up to applicable limits) by the Federal
Deposit Insurance Corporation (the “FDIC”). A wide variety of banking services are offered by F&M
Trust to businesses, individuals, and governmental entities. These services include, but are not
necessarily limited to, accepting and maintaining checking, savings, and time deposit accounts, providing
investment and trust services, making loans and providing safe deposit facilities. Franklin Financial
Properties Corp. was established to hold real estate assets used by F&M Trust in its banking
operations,

The Corporation’s banking subsidiary is not dependent upon a single customer or a few customers
for a material part of its business. Thus, the loss of any customer or identifiable group of customers
would not materially affect the business of the Corporation or F&M Trust in an adverse manner. Also,
none of the Corporation’s business is seasonal. The Bank’s lending activities consist primarily of
commercial real estate, agricultural, commercial and industrial loans, installment and revolving loans to
consumers, residential mortgage loans, and construction loans. Secured and unsecured commercial and
industrial loans, including accounts receivable and inventory financing, and commercial equipment
financing, are made to small and medium-sized businesses, individuals, governmental entities, and
non-profit organizations. F&M Trust also participates in Pennsylvania Higher Education Assistance Act
student loan programs and Pennsylvania Housing Finance Agency programs.

Installment loans involve both direct loans to consumers and the purchase of consumer obligations
from dealers and others who have sold or financed the purchase of merchandise, including automobiles
and mobile homes, to their customers. The Bank’s mortgage loans include long-term loans to
individuals and to businesses secured by mortgages on the borrower’s real property. Construction loans
are made to finance the purchase of land and the construction of buildings thereon, and are secured by
mortgages on real estate. In certain situations, the Bank acquires properties through foreclosure on
delinquent mortgage loans. The Bank holds these properties until such time as they are sold.

F&M Tiust’s Investment and Trust Services Department offers all of the personal and corporate
trust services normally associated with trust departments of area banks including: estate planning and
administration, corporate and personal trust fund management, pension, profit sharing and other
employee benefits funds management, and custodial services. F&M Trust’s Personal Investment Center
sells mutual funds, annuities and selected insurance products.




Competition

The Corporation and its banking subsidiary operate in a competitive environment that has
intensified in the past few years as they have been compelled to share their market with institutions
that are not subject to the regulatory restrictions on domestic banks and bank holding companies.
Profit margins in the traditional banking business of lending and gathering deposits have declined as
deregulation has allowed nonbanking institutions to offer alternative services to many of F&M Trust’s
customers.

The principal market of F&M Trust is in Franklin County and western Cumberland County,
Pennsylvania. The majority of the Bank’s loan and deposit customers are in Franklin County. There are
many commercial bank competitors in this region, in addition to credit unions, savings and loan
associations, mortgage banks, brokerage firms and other competitors. The Bank competes with various
strategies including customer service and convenience, a wide variety of products and services, and the
pricing of loans and deposits. F&M Trust is the largest financial institution headquartered in Franklin
County and had total assets of approximately $550.0 million on December 31, 2003.

Staff

As of December 31, 2003, the Corporation and its banking subsidiary had 192 full-time equivalent
employees. The officers of the Corporation are employees of the bank. Most employees participate in
pension, profit sharing/bonus, and employee stock purchase plans and are provided with group life,
health and major medical insurance. Management considers employee relations to be excellent.

Supervision and Regulation

Various requirements and restrictions under the laws of the United States and under Pennsylvania
law affect the Corporation and its subsidiary.

General

The Corporation is registered as a bank holding company and is subject to supervision and
regulation by the Board of Governors of the Federal Reserve System under the Bank Holding Act of
1956, as amended. The Corporation has also made an effective election to be treated as a “financial
holding company.” Financial holding companies are bank holding companies that meet certain
minimum capital and other standards and are therefore entitled to engage in financially related
activities on an expedited basis; see further discussion below. As a financial holding company, the
Corporation’s activities and those of its bank subsidiary are limited to the business of banking and
activities closely related or incidental to banking. Bank holding companies are required to file periodic
reports with and are subject to examination by the Federal Reserve Board. The Federal Reserve Board
has issued regulations under the Bank Holding Company Act that require a bank holding company to
serve as a source of financial and managerial strength to its subsidiary banks. As a result, the Federal
Reserve Board, pursuant to such regulations, may require the Corporation to stand ready to use its
resources to provide adequate capital funds to its bank subsidiary during periods of financial stress or
adversity.

The Bank Holding Company Act prohibits the Corporation from acquiring direct or indirect
control of more than 5% of the outstanding shares of any class of voting stock, or substantially all of
the assets of, any bank, or from merging or consolidating with another bank holding company, without
prior approval of the Federal Reserve Board. Additionally, the Bank Holding Company Act prohibits
the Corporation from engaging in or from acquiring ownership or control of more than 5% of the
outstanding shates of any class of voting stock of any company engaged in a non-banking business,
unless such business is determined by the Federal Reserve Board to be so closely related to banking as



to be a proper incident thereto. The types of businesses that are permissible for bank holding
companies to own have been expanded by recent federal legislation; see discussion below.

As a Pennsylvania bank holding company for purposes of the Pennsylvania Banking Code, the
Corporation is also subject to regulation and examination by the Pennsylvania Department of Banking.

The Bank is a state chartered bank that is not a member of the Federal Reserve System, and its
deposits are insured (up to applicable limits) by the Federal Deposit Insurance Corporation (the
“FDIC”). Accordingly, the Bank’s primary federal regulator is the FDIC, and the Bank is subject to
extensive regulation and examination by the FDIC and the Pennsylvania Department of Banking. The
Bank is also subject to requirements and restrictions under federal and state law, including
requirements to maintain reserves against deposits, restrictions on the types and amounts of loans that
may be granted and the interest that may be charged thereon, and limitations on the types of
investments that may be made and the types of services that may be offered. The Community
Reinvestment Act requires the Bank to help meet the credit needs of the entire community where the
Bank operates, including low and moderate-income census tracts. The Bank’s rating under the
Community Reinvestment Act, assigned by the FDIC pursuant to an examination of the Bank, is
important in determining whether the bank may receive approval for, or utilize certain streamlined
procedures in, applications to engage in new activities. Various consumer laws and regulations also
affect the operations of the Bank. In addition to the impact of regulation, commercial banks are
affected significantly by the actions of the Federal Reserve Board as it attempts to control the money
supply and credit availability in order to influence the economy.

Capital Adequacy Guidelines

Bank holding companies are required to comply with the Federal Reserve Board’s risk-based
capital guidelines. The required minimum ratio of total capital to risk-weighted assets (including certain
off-balance sheet activities, such as standby letters of credit) is 8%. At least half of the total capital is
required to be “Tier 1 capital,” consisting principally of common shareholders’ equity, less certain
intangible assets. The remainder (“Tier 2 capital””) may consist of certain preferred stock, a limited
amount of subordinated debt, certain hybrid capital instruments and other debt securities, and a limited
amount of the general loan loss allowance. The risk-based capital guidelines are required to take
adequate account of interest rate risk, concentration of credit risk, and risks of nontraditional activities.

In addition to the risk-based capital guidelines, the Federal Reserve Board requires a bank holding
company to maintain a leverage ratio of a minimum level of Tier 1 capital (as determined under the
risk-based capital guidelines) equal to 3% of average total consolidated assets for those bank holding
companies which have the highest regulatory examination ratings and are not contemplating or
experiencing significant growth or expansion. All other bank holding companies are required to
maintain a ratio of at least 1% to 2% above the stated minimum. The Bank is subject to almost
identical capital requirements adopted by the FDIC. In addition to FDIC capital requirements, the
Pennsylvania Department of Banking also requires state chartered banks to maintain a 6% leverage
capital level and 10% risk based capital, defined substantially the same as the federal regulations.

Prompt Corrective Action Rules

The federal banking agencies have regulations defining the levels at which an insured institution
would be considered “well capitalized,” “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized” and “critically undercapitalized.” The applicable federal bank regulator for a
depository institution could, under certain circumstances, reclassify a “well-capitalized” institution as
“adequately capitalized” or require an “adequately capitalized” or ‘“undercapitalized” institution to
comply with supervisory actions as if it were in the next lower category. Such a reclassification could be
made if the regulatory agency determines that the institution is in an unsafe or unsound condition




(which could include unsatisfactory examination ratings). At December 31, 2003, the Corporation and
the Bank each satisfied the criteria to be classified as “well capitalized” within the meaning of
applicable regulations.

Regulatory Restrictions on Dividends

Dividend payments by the Bank to the Corporation are subject to the Pennsylvania Banking Code,
the Federal Deposit Insurance Act, and the regulations of the FDIC. Under the Banking Code, no
dividends may be paid except from “accumulated net earnings” (generally, retained earnings). The
Federal Reserve Board and the FDIC have formal and informal policies which provide that insured
banks and bank holding companies should generally pay dividends only out of current operating
earnings, with some exceptions. The Prompt Corrective Action Rules, described above, further limit the
ability of banks to pay dividends, because banks which are not classified as well capitalized or
adequately capitalized may not pay dividends.

Under these policies and subject to the restrictions applicable to the Bank, the Bank could declare,
during 2004, without prior regulatory approval, aggregate dividends of approximately $28.5 million, plus
net profits earned to the date of such dividend declaration.

FDIC Insurance Assessments

The FDIC has implemented a risk-related premium schedule for all insured depository institutions
that results in the assessment of premiums based on capital and supervisory measures. Under the
risk-related premium schedule, the FDIC assigns, on a semiannual basis, each depaository institution to
one of three capital groups (well-capitalized, adequately capitalized or undercapitalized) and further
assigns such institution to one of three subgroups within a capital group. The institution’s subgroup
assignment is based upon the FDIC’s judgment of the institution’s strength in light of supervisory
evaluations, including examination reports, statistical analyses and other information relevant to
measuring the risk posed by the institution. Only institutions with a total capital to risk-adjusted assets
ratio of 10% or greater, a Tier 1 capital to risk-based assets ratio of 6% or greater, and a Tier 1
leverage ratio of 5% or greater, are assigned to the well-capitalized group. As of December 31, 2003,
the Bank was well capitalized for purposes of calculating insurance assessments.

The Bank Insurance Fund is presently fully funded at more than the minimum amount required by
law. Accordingly, the 2004 Bank Insurance Fund assessment rates range from zero for those institutions
with the least risk, to $0.27 for every $100 of insured deposits for institutions deemed to have the
highest risk. The Bank is in the category of institutions that presently pay nothing for deposit insurance.
The FDIC adjusts the rates every six months.

While the Bank presently pays no premiums for deposit insurance, it is subject to assessments to
pay the interest on Financing Corporation bonds. The Financing Corporation was created by Congress
to issue bonds to finance the resolution of failed thrift institutions. Commercial banks and thrifts are
subject to the same assessment for Financing Corporation bonds. The FDIC sets the Financing
Corporation assessment rate every quarter. The Financing Corporation assessment for the Bank (and
all other banks) for the first quarter of 2004 is an annual rate of $.0154 for each $100 of deposits.

New Legislation

No significant legislation in the financial services area was enacted in 2003. The Gramm-Leach-
Bliley Act, enacted in 1999, changed certain banking laws that had been in effect since the early part of
the 20 ™ century. The most radical changes were that the separation between banking and the securities
businesses mandated by the Glass-Steagall Act was removed, and the provisions of any state law that
prohibits affiliation between banking and insurance entities were preempted. The provisions of federal
law that preclude banking entities from engaging in non-financially related activities, such as




manufacturing, were not changed. The Gramm-Leach-Bliley Act also contained a number of additional
provisions, including the Right to Financial Privacy Act that directly affects banks and their customers.

The USA PATRIOT Act, enacted in direct response to the terrorist attacks on September 11, 2001,
strengthens the anti-money laundering provisions of the Bank Secrecy Act. Most of the new provisions
added by the Act apply to accounts at or held by foreign banks, or accounts of or transactions with
foreign entities. The Bank does not have a significant foreign business and does not expect this Act to
materially affect its operations. The Act does, however, require the banking regulators to consider a
bank’s record of compliance under the Bank Secrecy Act in acting on any application filed by a bank.
As the Bank is subject to the provisions of the Bank Secrecy Act (i.e., reporting of cash transactions in
excess of $10,000), the Bank’s record of compliance in this area will be an additional factor in any
applications filed by it in the future. To the Bank’s knowledge, its record of compliance in this area is
satisfactory.

The Sarbanes-Oxley Act was enacted in 2002. This Act is not a banking law, but applies to all
public companies, including the Corporation. Sarbanes-Oxley is designed to restore investor confidence.
Sarbanes-Oxley adopts new standards of corporate governance and imposes new requirements on the
board and management of public companies. The chief executive officer and chief financial officer of a
public company must now certify the financial statements of the company. New definitions of
“independent directors” have been adopted, and new responsibilities and duties have been established
for the audit and other committees of the board. In addition, the reporting requirements for insider
stock transactions have been revised, requiring most transactions to be reported within two business
days. While complying with Sarbanes-Oxley will result in increased costs to the Corporation, the
additional costs have not been completely quantified. These costs may add significant expense to the
Corporation.

Congress is often considering some financial industry legislation, and the federal banking agencies
routinely propose new regulations. New legislation and regulation may include dramatic changes to the
federal deposit insurance system. The Corporation cannot predict how any new legislation, or new rules
adopted by the federal banking agencies, may affect its business in the future.

Selected Statistical Information

Certain statistical information is included in this report as part of Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

Item 2. Properties

The Corporation’s headquarters is located in the main office of F&M Trust at 20 South Main
Street, Chambersburg, Pennsylvania. The Corporation owns one property in Chambersburg,
Pennsylvania. This property was previously used by F&M Trust for bank operations. It is no longer used
for this purpose and is now listed for sale with a local realtor.

F&M Trust’s headquarters is at 20 South Main Street, Chambersburg, Pennsylvania. This location
houses a community banking office as well as operational support services. F&M Trust owns or leases
twenty-four properties in Franklin (19) and Cumberland (5) Counties, Pennsylvania as described below:

Property Owned Leased
Community Banking Offices .. . .............. ... .. ........ 11 4
Remote ATM Sites . .. ... i et e e 1 3
Other Properties . ... i 3 2

F&M Trust will be opening its sixteenth community banking office in a leased facility in
March 2004.




Item 3. Legal Proceedings

None

Item 4. Submission of Matters to a Vote of Security Holders

None

Part II
Item 5. Market for Registrant’s Common Equity and Related Shareholder Matters

Market and Dividend Information

The Corporation’s common stock is not actively traded in the over-the-counter market. The
Corporation’s stock is listed under the symbol “FRAF” on the OTC Electronic Bulletin Board, an
automated quotation service. Current price information is available from account executives at most
brokerage firms as well as the registered market makers of Franklin Financial Services Corporation
common stock as listed below under Shareholders’ Information.

The range:of high and low bid prices is shown below for the years 2003 and 2002, as well as cash
dividends paid for those periods. The bid quotations reflect interdealer quotations, do not include retail
mark-ups, mark-downs or commissions, and may not necessarily represent actual transactions. The
closing price of Franklin Financial Services Corporation common stock recorded from an actual
transaction on December 31, 2003, was $34.50. The Corporation had 1,945 shareholders of record as of
December 31, 2003.

Market and Dividend Information
Bid Price Range Per Share

2003 2002

: Dividends Dividends

(Dollars per share) High . Low Declared High Low Declared
Firstquarter ........................ $27.20 $26.35 $0.24 $24.80 $24.75 $0.22
Second quarter® . ..................... 2950 2695 0.26 26.75  24.80 0.49
Third quarter . . ... ................... 31.75 30.10 0.26 26.50 25.75 0.24
Fourth quarter'....................... 34.00 31.50 0.26 26.60  26.50 0.24
$1.02 $1.19

* includes $.25 per share special dividend declared in the second quarter of 2002

The information related to equity compensation plans is incorporated by reference to the materials
set forth under the heading “Equity Compensation Plan Information” on Page 24 of the Corporation’s
Proxy Statement for the 2004 Annual Meeting of Shareholders.

Shareholders’ Information
Dividend Reinvestment Plan:

Franklin Financial Services Corporation offers a dividend reinvestment program whereby
shareholders with stock registered in their own names may reinvest their dividends in additional shares
of the Corporation. Information concerning this optional program is available by contacting the
Corporate Secretary at 20 South Main Street, PO. Box 6010, Chambersburg, PA 17201-6010,
telephone 717/264-6116.




Dividend Direct Deposit Program:

Franklin Financial Services Corporation offers a dividend direct deposit program whereby
shareholders with registered stock in their own names may choose to have their dividends deposited
directly into the bank account of their choice on the dividend payment date. Information concerning
this optional program is available by contacting the Corporate Secretary at 20 South Main Street,
P.O. Box 6010, Chambersburg, PA 17201-6010, telephone 717/264-6116.

Annual Meeting:

The Annual Shareholders’ Meeting will be held on Tuesday, April 27, 2004, at the Lighthouse |
Restaurant, 4301 Philadelphia Avenue, Chambersburg, Pennsylvania. The Business Meeting will begin
at 10:30 a.m. followed by a luncheon.

Website:

www.franklinfin.com

Stock Information:

The following brokers are registered as market makers of Franklin Financial Services Corporation’s
common stock: '

Ferris Baker Watts 17 East Washington Street, Hagerstown,

MD 21740 800/344-4413
RBC Dain-Rauscher 2101 Oregon Pike, Lancaster, PA 17601  800/646-8647
Boenning & 1700 Market Street, Suite 1420
Scattergood, Inc. Philadelphia, PA 19103-3913 800/883-1212
Ryan, Beck & Co. 3 Parkway, Philadelphia, PA 19102 800/223-8969

Registrar and Transfer Agent:

The registrar and transfer agent for Franklin Financial Services Corporation is Fulton Bank,
P.O. Box 4887, Lancaster, PA 17604.




Item 6. Selected Financial Data

Summary of Selected Financial Data

2003 2002 2001 2000 1999
(Dollars in thousands, except per share)

Summary of opérations

Interestincome .. ........... ... ....... $ 24,884 $ 27,388 § 31,296 $ 32,446 $ 29,407
Interestexpense . . . . ... ... .. ... 9,057 11,801 15,773 17,916 15,002

Net interest income .................. 15,827 15,587 15,523 14,530 14,405
Provision for loanlosses .. ............... 1,695 1,190 1,480 753 830

Net interest income after provision for loan

l0SSES © ottt 14,132 14,397 14,043 13,777 13,575

Noninterest income .. ..........c.vuvv... 7,740 5,903 5,690 5,051 4,502
Noninterest eXpense . . . ...........oou... 14,659 13,531 12,851 12,715 11,810
Income before income taxes . ............. 7,213 6,769 6,882 6,113 6,267
Incometax ............. ... ... ... ..., 1,373 1,196 1,288 1,106 1,183

Netincome ...........vvninnnnn.. $ 5840 $ 5573 $ 5594 § 5007 $ 5,084
Per common shére
Basic earnings per