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"MERGER PROPOSED — YOUR VOTE IS VERY IMPORTANT~~~-—-;;.~3;‘:§

The boards of directors of First Federal Savings and Loan Association of Hazard and Frankfort First
Bancorp, Inc. have agreed to the merger of Frankfort First with a wholly owned subsidiary of First Federal
of Hazard’s new stock holding company, Kentucky First Federal Bancorp. In order for the merger to occur,
First Federal of Hazard will undertake a reorganization to convert from a federally-chartered mutual savings
association to a federally-chartered stock savings association. Kentucky First will be the holding company of
First Federal of Hazard following the reorganization and it will be the holding company for First Federal
Savings Bank of Frankfort (the current subsidiary of Frankfort First) following the merger. If the
reorganization (including the reorganization offering described below) is not consummated, the merger will
not occur. Completion of the reorganization offering is conditioned on the approval of the merger agreement
by Frankfort First shareholders. If the merger is completed, each share of Frankfort First common stock
will be converted, at your election, into the right to receive either 2.35 shares of Kentucky First common
stock or $23.50 in cash. The closing price of Frankfort First’s common stock on July 15, 2004, the business
day preceding public announcement of the signing of the merger agreement, was $23.31.

L

This proxy statement — prospectus also constitutes a prospectus of Kentucky First. Kentucky First is
offering common stock for sale in connection with the reorganization as well as the merger. The
P reorganization and reorganization offering are described in detail in the Kentucky First prospectus which is
e attached to this proxy statement. The reorganization offering is being made to First Federal of Hazard
c depositors who have subscription purchase rights, as well as First Federal of Hazard’s officers, directors
: and employees and Kentucky First’s employee stock ownership plan. The purchase price will be $10.00 per
share.

: Kentucky First will issue an aggregate of between 2,546,051 shares and 3,363,750 shares, which maPROCESS[
g be increased to 3,868,312 shares, in the reorganization and the merger offerings. The exact number of

i shares to be issued in each offering will depend on regulatory considerations, demand for the shares and J AN

changes in market conditions, as well as the extent to which Frankfort First shareholders elect to receive 3 i 2005
Kentucky First shares in the merger. Certain constraints govern the numbers of shares that will be issued OMSON
in the reorganization offering and in the merger. Under a formula contained in the merger agreement, at TH,J .AM L
least 40% of the total value of the consideration paid to Frankfort First shareholders in the merger will be FINAD }Cﬁ,’-\}.
in the form of Kentucky First common stock. In addition, under this formula, Frankfort First shareholders 7

will receive no more than 45% of the Kentucky First shares issued to persons other than First Federal (u

MHC, although if the offering is completed between the minimum and the midpoint of the offering range
this percentage gradually increases to as high as 49% the closer the number of shares issued is to the
minimum of the offering range. If Frankfort First shareholders elect to receive more Kentucky First stock
than the parties agreed Kentucky First would issue in the merger, then persons who elected to receive
stock would, instead, receive a combination of Kentucky First stock and cash based on the merger
agreement’s allocation and proration procedures. If Frankfort First shareholders, elect to receive fewer than
the minimum number of shares of Kentucky First common stock that must be issued in the merger, then
persons electing to receive cash and/or persons who made no election would, instead, receive a
combination of Kentucky First stock and cash based on the merger agreement’s allocation and proration
procedures. Assuming that Frankfort First shareholders elect to receive the maximum number of shares of
Kentucky First common stock that the parties agreed Kentucky First may issue to them in the merger,
following the reorganization and the merger former Frankfort First shareholders will own approximately
22.6%, 20.25% and 20.25% of the outstanding common stock of Kentucky First at the minimum,
maximum and maximum, as adjusted of the offering range, respectively.

The prospectus of Kentucky First attached hereto is sometimes referred to as the “prospectus” and is
a part of this proxy statement — prospectus. This proxy statement — prospectus provides you with detailed
information about First Federal of Hazard’s reorganization, the proposed merger and related matters. You
should read this proxy statement — prospectus carefully, including the appendices and the risk factors
beginning on page P-22 of the prospectus.

Neither the Securities and Exchange Commission, the Federal Deposit Insurance Corporation nor any
state securities commission has approved or disapproved of the merger described in this proxy statement —
prospectus or the Kentucky First common stock to be issued in connection with the merger or determined
if this proxy statement — prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

1 This proxy statement — prospectus is dated January 10, 2005 and is first being mailed to Frankfort

o First shareholders on or about January 14, 2005.




FRANKFORT FIRST BANCORP, INC.

216 WEST MAIN STREET
FRANKFORT, KENTUCKY 40602
(502) 223-1638

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

The Annual Meeting of Shareholders (“Annual Meeting™) of Frankfort First Bancorp, Inc. will be
held on February 17, 2005 at 4:30 p.m., local time, at the main office of First Federal Savings Bank of
Frankfort, 216 West Main Street, Frankfort, Kentucky 40602, for the following purposes:

1. To elect two directors to a three-year term of office;

2. To approve and adopt the Amended and Restated Agreement of Merger, dated as of July 15, 2004
and amended and restated as of November 3, 2004 and November 30, 2004, by and between First
Federal Savings and Loan Association and Frankfort First Bancorp, Inc. pursuant to which
Frankfort First Bancorp, Inc. will merge with a wholly owned subsidiary of Kentucky First Federal
Bancorp, all on and subject to the terms and conditions contained therein;

3. To approve the adjournment of the annual meeting, if necessary, to solicit additional votes in the
event there are not sufficient votes, in person or by proxy, to approve and adopt the Amended and
Restated Agreement of Merger, dated as of July 15, 2004 and amended and restated as of
November 3, 2004 and November 30, 2004, by and between First Federal Savings and Loan
Association and Frankfort First Bancorp, Inc.; and

4. To transact any other business as may properly come before the meeting.
Note: The board of directors is not aware of any other business to come before the Annual Meeting.

Only shareholders of record at the close of business on Deéember 20, 2004 will be entitled to notice
of and to vote at the meeting and at any adjournment or postponement of the meeting.

By Order of the Board of Directors

Danny A. Garland
Secretary

Frankfort, Kentucky
January 14, 2005

Frankfort First Bancorp, Inc.’s board of directors unanimously recommends that you vote “FOR” the
listed proposals. Whether or not you plan to attend the Annual Meeting, please complete, sign, date and
return the enclosed proxy in the accompanying pre-addressed postage-paid envelope.
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QUESTIONS AND ANSWERS ABOUT THE MERGER

What am I being asked to vote on and how does my board of directors recommend that I

vote?
-

“Frankfort First shareholders are being asked to vote on three matters:
. the election of two directors to a three-year term;

. the approval and adoption of the merger agreement providing for the merger of
Frankfort First with a wholly owned subsidiary of Kentucky First; and

. the approval of the adjournment of the annual meeting, if necessary, to solicit
additional proxies in the event there are not sufficient votes, in person or by proxy, to
approve and adopt the merger agreement.

Frankfort First’s board of directors has determined that the proposed merger is advisable and in
the best interests of Frankfort First’s shareholders, has approved the merger agreement and
recommends that Frankfort First’s shareholders vote “FOR” the approval of the merger
agreement, “FOR” the proposal to adjourn the meeting, if necessary, to solicit additional proxies
in favor of the merger agreement, and “FOR” the election of the two director nominees.

What vote is required to adopt the merger agreement?

The adoption of the merger agreement requires the affirmative vote of a majority of the
outstanding shares of Frankfort First common stock entitled to vote.

How do I elect to receive cash or stock for my Frankfort First stock?

An election form will be sent to you separately on or about the date this document is mailed. For
your election to be effective, your properly completed election form, must be sent to and
received by the exchange agent on or before 5:00 p.m., Eastern time, on February 14, 2005. Do
not send your election form together with your proxy card. Instead, use the separate envelopes
specifically provided for the election form and your stock certificates. If you do not make a
timely election you will be allocated Kentucky First common stock and/or cash based on the
merger agreement’s allocation and proration procedures. ‘

How do I exchange my Frankfort First stock certificates?

Shortly after the merger, Illinois Stock Transfer Company, the exchange agent, will send you a
letter indicating how and where to surrender your stock certificates in exchange for the merger
consideration. In any event, you should not send your Frankfort First stock certificates with
your proxy card.
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When is the merger expected to be completed?

We expect to complete the merger as soon as practicable after receiving Frankfort First
shareholder approval of the merger, First Federal of Hazard member approval of its mutual
holding company structure reorganization and all required regulatory approvals, and upon the
completion of First Federal of Hazard’s reorganization (as described in the prospectus attached to
this proxy statement). We currently expect that the approvals will be received and the
reorganization completed in the first calendar quarter of 2005.

What should I do now?

After you have read this document, please indicate on your proxy card how you want to vote.
Sign and mail the proxy card in the enclosed postage prepaid envelope as soon as possible, so that
your shares will be represented at the shareholder meeting.

If my shares are held in “street name” by my broker, will my broker automatically vote my
shares for me?

With respect to the merger agreement, your broker will not be able to vote your shares of
Frankfort First Bancorp common stock unless you provide instructions on how to vote. You
should instruct your broker as to how to vote your shares following the directions your broker
provides. If you do not provide instructions to your broker on the proposal to approve the merger
agreement, your shares will not be voted, and this will have the effect of voting against the
approval and adoption of the merger agreement. Please check the voting form used by your
broker to see if telephone or Internet voting is available. .

With respect to the election of directors and the adjournment of the meeting to solicit additional
proxies, if necessary, your broker has the power to vote in its discretion if you do not provide
timely voting instructions.

Who can help answer my questions?

If you want additional copies of this document, or if you want to ask any questions about the
merger, you should contact:

Don D. Jennings, President and Chief Executive Officer
or
R. Clay Hulette, Vice President and Chief Financial Officer
Frankfort First Bancorp, Inc.
216 West Main Street
P.O.Box 535
Frankfort, Kentucky 40602-0535
(502) 223-1638 or '
(toll free) (888) 818-3372
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Summary

This brief summary highlights selected information from the proxy statement and the prospectus
attached to the proxy statement. This summary does not contain all of the information that is important
10 you. You should carefully read this entire document and the other documents that accompany this
document or to which this document. refers you in order to fully understand the merger. In certain
instances where appropriate, the terms “we,” “us” and “our” collectively refer to Frankfort First
Bancorp, Inc. and First Federal Savings Bank of Frankfort. The Kentucky First prospectus is attached to
.this proxy statement. As a result, this proxy statement and the Kentucky First prospectus are collectively
referred to as the “proxy statement-prospectus.” See “Where You Can Find More Information” on
page 175 of the attached Kentucky. First prospectus.

‘The Merger

We have attached the merger agreement to this document as Appendix A. We encourage you 1o
read the entire merger agréement. It is the legal document that governs the merger.

Overview of the Transaction Frankfort First is merging with First Federal Savings and
(page P-49) - - : “Loan Association of Hazard. First Federal Savings and
R . Loan Association of Hazard is reorganizing from a
mutual savings association into the mutual holding
company structure. As part of the reorganization, First
, Federal of Hazard will form and become a subsidiary of
! ' ' "anew stock holding company, “Kentucky First Federal
' Bancorp.” Immediately, following the reorganization
and the merger, First Federal of Frankfort will also
" become a wholly-owned subsidiary of Kentucky First.
" Currently, there are no plans to merge First Federal of
' 'Hazard and First Federal of Frankfort. Therefore, the
_ two banks will remain separate entities whose
management team_s will, rémain intact.

! S Kentucky First is offering common stock for salein
. o connection with its reorganization. The reorganization
and reorgamzatxon offenng are described in detail in the
Kentucky First prospectus which is attached' to this’
proxy statement. First Federal of Hazard will use up to
'$14:3 ‘million of the net proceeds of the reorganization
offering plus the proceeds of a capital distribution from
First Federal of Hazard to Kentucky First to finance the
cash consideration to be paid to Frankfort First
shareholders. The merger will occur only if the
reorgamzatlon and reorganization offering are
completed.

At the midpoint, maximum and maximum, as adjusted,
of the reorganization offering offering range, after the
reorganization and the merger, 55% of Kentucky First’s
common stock will be owned by a new mutual holding
! company, First Federal MHC, and 45% of Kentucky
! First’s common stock will be owned by the public (i.e.,
persons other than First Federal MHC). At the minimum
of the reorganization offering offering range, First
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Each Share of Frankfort First ,
Bancorp, Inc. Common Stock Will Be
Exchanged for 2.35 Shares of
Kentucky First Federal Bancorp
Common Stock or $23.50 in Cash_
(page P-49)

i

Federal MHC will own 53.9% of Kentucky First’s
common stock and the public shareholders will own
46.1% of Kentucky First’s common stock. The diagram
below reflects how the structure will look.

. : Public
First Federal MHC shareholders
45% (46.1%
55% (53.9% at at minimum
minimum of of offering
offering range) "~ [range) of
of common common
stock stock
Kentucky First
100% of - ' 100% of
common common
|stock - stock
First Federal of First Federal of
Hazard Frankfort

The public shareholders will consist of subscribers for
Kentucky First common stock in the reorganization
offering, including the First Federal of Hazard employee
stock ownership plan, and former Frankfort First
shareholders who receive Kentucky First common stock
in the merger.

As a Frankfort First shareholder, upon the completion of
the merger, each of your shares of Frankfort First
common stock will automatically be converted into the
right to receive 2.35 shares of Kentucky First common
stock or $23.50 in cash. You may elect to receive either
of these options.

However, the relative amounts of stock and/or cash you
receive may differ from the amounts you elect to receive
due to the allocation and proration procedures in the
merger agreement. Elections to receive Frankfort First
common stock in the merger are subject to the
requirement that at least 40% of the value of the merger
consideration received by Frankfort First shareholders be
in the form of Kentucky First common stock. Elections
to receive shares of Kentucky First common stock will
also be limited by the requirement that, except in order
to satisfy the minimum stock requirement discussed in
the prior sentence, no more than 45% of the Kentucky
First shares outstanding immediately following the
reorganization and the merger and owned by persons
other than First Federal MHC may be owned by the
former Frankfort First shareholders who receive their
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. shares in the merger. Under no circumstance will
Frankfort First shareholders receive more than 49% of
the Kentucky First shares issued to persons other than
First Federal MHC. The merger agreement provides for
the allocation of the merger consideration to achieve the

. minimum and maximum results, meaning that if
Frankfort First shareholders elect to receive more
Kentucky First stock than the parties agreed Kentucky
First would issue in the merger, then persons who
elected to receive stock would, instead, receive a
combination of Kentucky First stock and cash in
exchange for their shares of Frankfort First common
stock. It also means that if Frankfort First shareholders
elect to receive fewer than the minimum number of
shares of Kentucky First common stock that must be
issued in the merger, then persons electing to receive
cash and/or persons who made no election would,
instead, receive a combination of Kentucky First stock
and cash based on the merger agreement’s allocation and
proration procedures.

The total value of the merger consideration to be paid to
Frankfort First shareholders will be approximately $29.8
million and approximately $1.4 million will be paid to
holders of options to purchase Frankfort First stock
options in exchange for the cancellation of such options.
At the minimum of the offering range, the aggregate
merger consideration, based on 1,266,613 Frankfort First
shares outstanding as of September 30, 2004 and
including payment for the cancellation of stock options,
would consist of 1,247,565 shares (22.6%) of Kentucky
First common stock and $18.6 million in cash. At the
maximum of the offering range, if Frankfort First
shareholders elect to receive the maximum amount of
Kentucky First common stock available to them in the
merger, the aggregate merger consideration will consist
of 1,513,687 shares (20.2%) of Kentucky First common
stock and $16.0 million in cash. If Frankfort First
shareholders receive only:1,247,565 shares of Kentucky
First common stock in the‘merger at the maximum of the
offering range, then the aggregate merger consideration
will consist of 1,247,565 shares (16.7%) of Kentucky
First common stock and $18.6 million in cash. The
"above calculations are based on the assumption that
there would be 1,266,613 shares and options to acquire
147,230 shares of Frankfort First common stock
outstanding on the effective date of the merger, which
reflected the shares and options outstanding on
September 30, 2004. Subsequent to September 30,
2004, an individual advised Frankfort First of such
person’s intent to exercise 12,368 options by tendering
5,000 shares of Frankfort First common stock plus cash
for the balance of the exercise price. In the event
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How to Elect to Receive Kentucky
First Common Stock or Cash in
Exchange for Your Frankfort First
Stock Certificates (page P-52)

Frankfort First shareholders receive the minimum
number of shares issuable in the merger, this transaction
will reduce the number of shares issued in the merger to
1,245,947 and nominally reduce the amount of cash
payable in the merger. See “Summary—Number of
Shares to be Sold’ and “The Reorganization and Stock
Offering—How We Determined the Offering Range and
the $10.00 Purchase Price” on page 138 of the attached
Kentucky First prospectus for a more detailed discussion
on the number of shares to be issued in the
reorganization and merger offering, as well as the
percentages of the shares of Kentucky First common
stock that will be outstanding following the
reorganization and the merger of the different points of
the reorganization offering range.

Please note that if you do not properly complete and
return your election form or, if you indicate on your
election form that you have no election preference, then
each share of your Frankfort First common stock will be
exchanged for Kentucky First common stock and/or cash
based on the merger agreement’s allocation and
proration procedures.

We make no recommendation about whether Frankfort
First shareholders should elect to receive cash or
Kentucky First common stock in the merger. Frankfort
First shareholders must make their own decision with
respect to their election.

Outstanding options to purchase Frankfort First common
stock that have been granted under Frankfort First’s
stock option plan will be cancelled and option holders
will receive a cash payment equal to the difference

- between $23.50 and the exercise price of each stock

option.

The exchange agent, or, if your Frankfort First common
stock is held in “street name,” your broker, bank or
nominee, will send you a form for making the election.
The election form will be sent to you separate from this
document and will be sent on or about the date this
proxy statement-prospectus is being mailed. The

-election form allows you to elect to receive Kentucky

First common stock or cash in exchange for your
Frankfort First stock.

For your election to be effective, your properly
completed election form, along with your Frankfort First
stock certificates or an appropriate guarantee of delivery
must be received by Illinois Stock Transfer Company on
or before 5:00 p.m., Eastern time, on February 14, 2005.
Illinois Stock Transfer Company will act as exchange
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Kentucky First Dividends After the
Reorganization and the Merger
(page P- 21)

Tax Consequences of the Merger
(page P 53) :

agent in the merger and in that role will process the
exchange of Frankfort First stock certificates for either
cash or Kentucky First common stock. Shortly after the
merger, the exchange agent will allocate cash and stock
among Frankfort First’s shareholders, consistent with
their elections and the allocation and proration
procedures set forth in the merger agreement. If you do
not submit an election form, you will receive
instructions from the exchange agent on where to
surrender your Frankfort First stock certificates after the
merger is completed. In any event, you should not
forward your election form or your Frankfort First stock

- certificates with your proxy card.

If you have a preference for receiving either Kentucky
First common stock or cash for your Frankfort First
stock, you should complete and return the enclosed
election form. If you do not make an election you will
beallocated Kentucky First common stock or cash based
on the merger agreement’s allocation and proration
procedures. Please remember, however, that even if you
do make an election, you might not receive the amount
of cash or stock that you elect.

We are not recommending whether you should elect to
receive Kentucky First stock or cash in the merger. You
must make your own decision with respect to your

‘election.

After the reorganization and the merger, Kentucky First
" intends to pay regular quarterly cash dividends "

beginning following the completion of the first calendar

- quarter following the reorganization and merger.

Annual dividends per share are expected to be $.48,

- $.48, $.45 and $.40 at the minimum, midpoint,
-maximum and maximum, as adjusted, respectively, of

the reorganization offering range. All dividends of
Kentucky First, if any, will be subject to its having
sufficient funds available and will be declared at the

discretion of the Kentucky First board of directors.

The United States federal income tax treatment will
depend primarily on whether you exchange your
Frankfort First common stock solely for Kentucky First
common stock, solely for cash, or for a combination of
Kentucky First common stock and cash. If you

- exchange your Frankfort First shares solely for

Kentucky First common stock, you should recognize no
gain or loss except with respect to the cash you receive

- instead of a fractional share. If you exchange your

Frankfort First shares solely for cash, you should
recognize gain or loss on the exchange. If you receive a
combination of Kentucky First common stock and cash
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WeReco‘r“nmend. that Shareholders

-Approve the Merger.
(page P-57)

Our Financial Advisor Believes the
Merger Consideration Is Fair to
Frankfort First Sharehoiders

(page P-59) »

i

Membership Rights of Depositors in
First Federal MHC After the Merger
(page P-48)

in-exchange for shares of Frankfort First common stock,
you will recognize capital gain, but not loss, equal to the
lesser of (1) the amount of cash received, or (2) the
amount of gain realized in the transaction.

The actual U.S. federal income tax consequences to you
will depend on whether your shares of Frankfort First
common stock were purchased at different times and at
different prices and the character of the gain, if any, as
either capital gain or ordinary income. You should

consult your own tax advisor for a full understanding

of the merger’s tax consequences that are particular

. - to you. Please refer to “— Material Federal Income Tax

Consequences of the Merger” beginning on page P-53
for a more detailed discussion of the possible tax
consequences of the merger.

. r“Fran‘kfort First’s board of directors believes that the

merger is fair to you and in your best interests and
recommends that you vote “FOR” the proposal to

approve the merger agreement.

For a discussion of the circumstances surrounding the
merger and the factors considered by Frankfort First
board of directors in approving the merger agreement,

. see page P-57.

-Howe Barnes Investments, Inc. has delivered to

Frankfort First’s board of directors its opinion that, as of
the date of this document, the merger consideration is -
fair to the holders of Frankfort First common stock from
a financial point of view. A copy of this opinion is
provided as Appendix B to this document. You should
read it completely to understand the procedures
followed, assumptions made, matters considered, and
qualifications and limitations on the review made by

- Howe Barnes Investments, Inc. in providing this
-'opinion. Frankfort First has agreed to pay Howe Barnes

Investments, Inc. a fee of $100,000 for its services in
connection with the merger and reimburse Howe Barnes
for its expenses.

Under Federal law, after the reorganization and the.- . -
merger, depositor members of First Federal of Hazard on
the date of the reorganization will become members of

First Federal MHC and will have similar voting rights in

‘First Federal MHC as those members have in First

Federal of Hazard. After the merger, depositors of
First Federal of Frankfort will not become members
of First Federal MHC and will not have any
membership rights. Depositors of First Federal of
Frankfort can only obtain membership rights in First
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First Federal of Frankfort’'s
Liquidation Account Will Remain
Intact Following the Merger and
Reorganization (page P-56)

Priority Subscription Rights of First
Federal of Frankfort Depositors If
First Federal MHC Undertakes a -
“Second-Step” Conversion

{page P-85)

Frankfort First Shareholders Have
Appraisal Rights in the Merger
(page P-66)

Federal MHC if Kentucky First causes First Federal of
Frankfort to be merged with First Federal of Hazard.
There are no plans to merge First Federal of Frankfort
and First Federal of Hazard.

The liquidation account that was established for the
benefit of the First Federal of Frankfort members in
connection with First Federal of Frankfort’s conversion
from mutual to stock form in 1995 will not be impacted
by the merger or by First Federal of Hazard’s
reorganization.

- Federal law provides that any subsequent stock issuance

plan would have to be approved by the Office of Thrift
Supervision, which would grant subscription priorities to
First Federal MHC’s members. Only former depositor

" members of First Federal of Hazard will be members of
" First Federal MHC unless Kentucky First merges First

Federal of Frankfort with First Federal of Hazard or
unless Kentucky First demonstrates that a
nonconforming stock issuance would be more beneficial
to it.

Delaware law provides you with dissenters’ appraisal
rights in the merger. This means that if you are not
satisfied with the amount you are receiving in the
merger, you are legally entitled to have the value of your
shares independently determined and to receive payment
in cash based on that valuation. To exercise your
dissenters’ rights you must:

» deliver to Frankfort First written notice of your
intent to demand payment for your shares if the
merger is completed at or before the annual
meeting of Frankfort First shareholders (but in
any event before the vote is taken at the annual
meeting);

» not vote in favor of the merger; and

¢ deliver a written demand to Kentucky First for
payment for your shares of Frankfort First stock
and for an appraisal of the value of those shares.

Costs of appraisal process may be imposed on Kentucky
First or the shareholders requesting the appraisal as the
Court deems equitable.

Written notice to Frankfort First should be addressed to
Frankfort First, Attention: Danny Garland, Corporate
Secretary.
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Financial Interests of Frankfort First’s
Officers and Directors in the Merger
(page P-69)

Your failure to follow exactly the procedures specified
under Delaware law will result in the loss of your
dissenters’ rights. If you exercise your dissenters’ rights,
you could receive less or more than the value of the
merger consideration. A copy of the dissenters’ rights
provisions of Delaware law is provided as Appendix C to
this document.

Some of Frankfort First’s directors and officers have
financial interests in the merger that are different from,
or are in addition to, their interests as shareholders in
Frankfort First. The members of First Federal of
Hazard’s and Frankfort First’s boards of directors knew
about these additional interests, and considered them
when they approved the merger. These interests include
entering into new employment agreements with Don D.
Jennings, Frankfort First’s President and Chief: -
Executive Officer, R. Clay Hulette, Frankfort First’s
Vice President and Chief Financial Officer, Danny

- Garland, Frankfort First’s Vice President and Secretary

and Teresa Kuhl, Vice President of First Federal of
Frankfort, as a result of completion of the merger.

Under the new employment agreements, which are
effective upon completion of the merger, base salaries
for Messrs. Jennings, Hulette, Garland and Ms. Kuhl -
will be established as follows:

Salary Under Salary
Pre-existing Under New
Employment Employment
Officer Agreements Agreements
Don D. Jennings . . . ... $80,000 $100,000M
R. Clay Hulette .. ... .. 72,885 85,000
Danny A. Garland .. .. 81,000 88,2000

TeresaKuhl ......... 48,033 48,033

(1) Messrs. Jennings and Garland will not receive $7,200 in annual
board fees under their new employment agreements.
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Based solely on current cash compensation and

- excluding any benefits that would be payable under any

employee benefit plan, if a change in control occurred
immediately following the consummation of the merger,
and the officers covered by the new employment
agreements were terminated, they would receive the
following payments under their agreements:

Change in
Control Cash
Severance
Officer Payments
DonD. Jennings ... ................ © $188,566
R.Clay Hulette . . . ..... ST - 187,340
Danny A. Garland . .......... S 355,424 "
‘TeresaKuhl ...................... $110.348
Total ........ ... .. ... ... .. .. $841,678

(1) The calculation of Mr. Garland’s change in control benefit
includes a one time payment of $209,000 made to him in 2002
relating to a disbursement for First Federal of Frankfort’s
Deferred Compensation Plan.

The interests of Frankfort First’s directors include the
payout in cash of Frankfort First stock options as a result
of completion of the merger. As of December 20, 2004,
no Frankfort First officers who are not also directors

‘hold stock options. As of December 20, 2004, we

estimate the cash payouts to be received by directors as
follows:

Outstanding Exercise  Option
Options (1) Price _ Payout (2)

Directors:

Charles A. Cotton III . .. 8,551 $13.80 $82945
C. Michael Davenport .. 4,747 14.91 40,777
Danny A. Garland . . . . .. 43,158 13.80 418,633
DavidR. Harrod ... .... — -— —
Wilham C. Jennings .... 50,126 = 13.80 486,223
William M. Johnson . . .. 12,368 13.80 119,967
Frank McGrath ........ 3544  13.80 34,377
Herman D. Regan, Jr. . .. 12,368 - 13.80 119,967

(1) Outstanding stock options as of December 20, 2004.

(2) Equals the difference between the cash consideration of $23.50
per share and the option exercise price, multiplied by the
number of outstanding stock options.

Other financial interests of Frankfort First’s directors
and officers in the merger include the following:

» provisions in the merger agreement relating to
indemnification of directors and officers and
insurance for directors and officers of Frankfort
First for events occurring before the merger;




Regulatory Approvals Needed to
Complete the Merger and the
Reorganization (page P-71)

|

Management and Operations After
the Merger (page P-83) -

¥'ST AVAILABLE COPY

*  the appointment of Frankfort First’s President
and Chief Executive Officer as the President and
Chief Operating Officer of Kentucky First and
the appointment of Frankfort First’s Chief
Financial Officer as the Chief Financial Officer
of Kentucky Fxrst and

+ the appointment of Frankfon First’s President
and Chief Executive Office,r and two directors of
Frankfort First to the board 6f du‘ectors of
Kentucky First. .

We cannot complete the merger unless we receive the
approval of the Office of Thrift Supervision for both the
merger and First Federal of Hazard’s reorganization into
the mutual holding company structure and the

‘Teorganization offering. We have made the necessary

filings with the Office of Thrift Supervision and have

" received the requisite approval. While we do not know

of any reason why we would not be able to obtain these
approvals in a timely manner, we cannot be certain when
or if we will receive them.

The existing board of directors and management team of
First Federal of Hazard will continue as the board of
directors and management team of First Federal of
Hazard after the merger. The existing board of directors
and management team of First Federal of Frankfort will
continue as the board of directors and management team
of First Federal of Frankfort after the merger.

The board of directors of Kentucky First will be
comprised of four members of First Federal of Hazard’s
current board:

* Tony D. Whitaker,

* Stephen G. Barker,

*  William D. Gorman, and

. Walter G. Ecton, Jr.

Frankfort First’s President and Chief Executive Officer,

Don D. Jennings, and two members of Frankfort Figss'« -
current board:

» David R Harrod and

* Herman D gggan, Jr
gan,




Frankfbri;i?irst Bancorp, ~'lnvc.
First Federal Savings Bank of

Frankfort

216 W. Main Street

P.O. Box 535 S
Frankfort, Kentucky 40602 0535
(502) 223:1638- ‘

First Federal Savings and
Loan Association of Hazard
Main & Lovern Streets

Hazard, Kentucky 41701

(606) 436-3860

The officers of Kentucky First will be as follows:

* Chairman and Chief Executive Officer: Tony D.
Whitaker (the current President and Chief
Executive Officer of First Federal of Hazard)

*  President and Chief Operating Officer: Don D.
Jennings (the current President and Chief
Executive Officer of Frankfort First)

*  Vice President and Chief Financial Off éer R.
Clay Hulette, CPA (current Chief. Fmanaal
Officer of Frankfort First)

*  Vice President and Secretary: Roy L. Pulliam,
Jr. (the current Vice President and Secretary of
First Federal of Hazard)

The board of directors of First Federal MHC will be
comprised of the current members of First Federal of
Hazard’s board.

| ,The Companies

Frankfort First is a Delaware corporation and a
~ registered savings and loan holding company. We were
incorporated in August 1994 at the direction of the
. Board of Directors of First Federal of Frankfort for the
- = purpose of serving as a savings institution holding = -
company of First Federal of Frankfort upon its -
conversion from mutual to stock form. The conversion
was completed on July 7, 1995. Our principal business
is First Federal of Frankfort, a federally chartered
savings bank. We operate out of three banking offices
in Frankfort, Kentucky and engage primarily in the
business of attracting deposits from the general public
and using such funds to originate loans secured by first
‘mortgages on owner-occupied, residential real estate.
We also originate, to a lesser extent, church loans,
home equity loans and other loans. At September 30,
2004, we had total assets of $136.6 million, deposits of
$73.8 million and total capital of $17.4 million.

First Federal of Hazard is a community-oriented
savings and loan association dedicated to serving
consumers in Perry and surrounding counties in eastern
Kentucky. First Federal of Hazard engages primarily in
the business of attracting deposits from the general
public and using such funds to originate, when
available, loans secured by first mortgages on owner-
occupied, residential real estate. To the extent there is
insufficient loan demand in its market area and where
appropriate under our investment policies, First Federal
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Kentucky First Federal Bancorp
216 W. Mdin Street

P.0O. Box 535 -

Frankfort, Kentucky 40602-0535
(502) 223-1638

First Federal MHC
Main & Lovern Streets
Hazard, Kentucky 41701
(606) 436-3860

A

of Hazard invests in mortgage-backed and investment
securities. First Federal of Hazard currently operates
from a single office in Hazard, Kentucky. At
September 30, 2004, First Federal of Hazard had total
assets of $140.4 million, loans receivable, net of $32.6
million, total mortgage-backed and investment
securities of $86.1 million, deposits of $99.1 million
and total capital of $31.6 million.

Kentucky First will be formed upon completion of First
Federal of Hazard’s reorganization. The reorganization

offering will be made by Kentucky First. After
completion of the reorganization, Kentucky First will
become First Federal of Hazard’s federally chartered
mid-tier stock holding company. Kentucky First is not
currently an operating company. After the
reorganization, Kentucky First will own all of First
Federal of Hazard’s capital stock and after the merger
‘will own all of First Federal of Frankfort’s capital stock
and will direct, plan and coordinate First Federal of
Hazard’s and First Federal of Frankfort’s business
activities. In the future, Kentucky First might also
acquire or-organize other operating subsidiaries,
including other financial institutions or financial
services companies, although it currently has no
specific plans or agreements to do so.

First Federal MHC will be formed upon completion of
First Federal of Hazard’s reorganization to the mutual
holding company structure. After completion of the:
reorganization, First Federal MHC will be a federally
chartered mutual holding company and will own 55%
of Kentucky First’s common stock (53.9% of Kentucky
First’s common stock if the reorganization offering is
completed at the minimum of the offering range). So
long as First Federal MHC exists, it will own a majority
of the voting stock of Kentucky First. First Federal
MHC is not currently an operating company. First
Federal MHC will have no stockholders, and depositors
of First Federal of Hazard will become members of
First Federal MHC. Depositors of First Federal of
Frankfort will not become members of First Federal
MHC unless Kentucky First merges First Federal of
Hazard and First Federal of Frankfort. We do not
expect that First Federal MHC will engage in any
business activity other than owning a majority of the
common stock of Kentucky First.
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The Merger Agreement

Conditions to Completing the Merger The completion of the merger depends on a number
(page P-75) . of conditions being met. These conditions include:

1. approval of the merger agreement by Frankfort
First’s shareholders;

2. approval of the merger by regulatory authorities
without imposing material restrictions or
conditions on First Federal of Hazard;

3. the reorganization of First Federal of Hazard into
the mutual holding company structure and the
completion of the reorganization offering (except
any part that must occur simultaneously with the
consummation of the merger);

4. Kentucky First’s common stock being approved
for quotation on the NASDAQ Stock Market;

5. each party’s representations and warranties being
true (except to the extent any breaches of a '
representation or warranty, either individually or
in the aggregate, do not or would not be
reasonably likely to have a material adverse effect
on the other party);

6. each party having performed or complied in all
material respects with its covenants and
obligations under the merger agreement;

7. the receipt by Frankfort First of an opinion from
Howe Barnes Investments, Inc. that the merger
_ consideration to be paid to Frankfort First’s
shareholders in the merger is fair from a financial
point of view;

o ‘ 8. the receipt by First Federal of Hazard ofa
o ' customary “comfort” letter from Frankfort First’s
o  , ' o independent auditors regarding the financial
condition of Frankfort First, and the receipt by
Frankfort First of a similar letter from First
Federal of Hazard’s independent auditors
regarding the financial condition of First Federal
of Hazard;

9. neither party having sustained a material adverse
effect or change to its business, operations,
properties, condition, assets, liabilities or
prospects since the execution of the merger
agreement; and
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Terminating the Merger Agreement
(page P-80)

10. the absence of any lawsuit or other proceeding
that prohibits consummation of the merger.

Where the law permits, the parties could decide to
complete the merger even though one or more of
these conditions has not been met. We cannot be
certain when or if the conditions to the merger will be
satisfied or waived, or that the merger will be
completed.

Frankfort First and First Federal of Hazard can agree
at any time not to complete the merger, even if the
Frankfort First shareholders have approved it. The
merger will not occur if the reorganization and the
reorganization offering are not consummated. Also,
the merger agreement may be terminated at any time
prior to the merger, as follows: '

1. by either party, if any of the other party’s
conditions to consummating the merger have not
been fulfilled by the closing, or the other party
has sustained a material adverse effect which
cannot be cured;

2. by either party, if the closing has not occurred on
" or before May 31, 2005 (unless party seeking to
terminate caused the closing to be delayed past
this date);

3. by Frankfort First, in connection with entering
into a definitive agreement or letter of intent with
any third party with respect to a takeover proposal
(in which case First Federal of Hazard would be
entitled to a termination fee of $1.5 million); and

4. by First Federal of Hazard, if:

»  Frankfort First’s board of directors either
withdraws or modifies its recommendation of
the merger agreement in a manner materially
adverse to First Federal of Hazard;

» atender offer or exchange offer for at least
25% of Frankfort First’s common stock is
commenced and the Frankfort First board of
directors either fails to recommend against
acceptance of such offer or takes no position
with respect to the acceptance of the offer; or

*  Frankfort First enters into a definitive
agreement with respect to an acquisition
proposal with a third party.
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. Termination Fee . o The merger agreement requires Frankfort First to pay
(page P-82) - R ‘ . First Federal of Hazard a $1.5 million termination fee if
First Federal of Hazard terminates the merger agreement
. as a result of Frankfort First’s'failure to satisfy: certain
conditions for closing and any of the following,
conditions exist:

1. Frankfort First (without First Federal of Hazard’s
.consent) enters into a written agreement to engage in
. an acquisition proposal with a third party, or board
of directors recommends that Frankfort First’s
share_hp!ders approve or accept a third party
acquisition proposal; or :

2. after a bona fide written proposal is made by a third
Cde e party, either:

«  Frankfort First breaches any merger agreement
covenant or obligation such as would entitle
First Federal of Hazard to terminate the merger
agreement;

«  Frankfort First shareholders do not approve the
merger agreement, the annual meeting 1s not-
L ‘ - ‘ . held in a timely manner or is postponed prior to
TN ' Lo e ~ termination of the merger agreement except as a
result of judicial or administrative proceeding or
Frankfort First’s board of directors having:

Gen e, “, a.  withdrawn or adversely modified its
recommendation with respect to the merger
agreement, or announced or disclosed to any
third party its intention to do so; or

b. failed to recommend, in the case of a tender
or exchange offer for Frankfort First
common stock, against acceptance of such
tender or exchange offer to its shareholders
or takes no position with respect to: ,
acceptance of such tender or exchange offer
by its shareholders; or

c. Frankfort First’s board of directors makes :
Lo e TR . certain provisions of Frankfort First’s
e Certificate of Incorporation inapplicable to
. such a takeover proposal.

Payment of the termination fee is due or payable prior to
Frankfort First entering into a written definitive agreement
with a third party with respect to an acquisition proposal
within 18 months after termination of the merger
agreement or within such 18-month period after any third-
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o : :
‘We May Amend the Terms of the
Merger and Waive Some Condition

(page P-83) o

party person or entity acquires 20% or more of the
“Frankfort First’s outstanding common stock.

- ‘We can agree to amend the merger agreement, and each
‘party to the merger agreement can waive its right to
" . require the other party to adhere to the terms and

conditions of the merger agreement, where the law
allows. However, after Frankfort First’s shareholders
approve the merger agreement, any alteration of the

-+ following must be approved by Frankfort First
" ‘shareholders:

» the consideration to be received by Frankfort First
shareholders in the merger;

* any alteration of Kentucky First’s charter; or
* the terms and conditions of the merger agreement if

they would adversely affect Frankfort First
shareholders.

The Frankfort First Annual Meeting of Shareholders

General (pagev P-25) -

Purpose of the Meeting (page P-25)

Record Date for Voting (page P-25) -

Frankfort First’s annual meeting will be held at the main
office of First Federal Savings Bank of Frankfort at 216
West Main Street, Frankfort, Kentucky 40602 on
February 17, 2005 at 4:30 p.m., local time.

At the annual meeting, Frankfort First shareholders will
be asked to approve the merger agreement with First

Federal of Hazard; to elect two directors for three-year

terms (such terms to be fully served only in the event the
merger is not consummated), to approve a proposal to
adjourn the meeting, if necessary, to solicit additional
proxies in favor of the merger agreement and to transact
any other business that may properly come before the
meeting.

You can vote at the meeting of Frankfort First’s
shareholders if you owned Frankfort First common stock
at the close of business on December 20, 2004. You will
be able to cast one vote for each share of Frankfort First
common stock you owned at that time. As of December
20, 2004, there were 1,266,613 shares of Frankfort First
common stock issued and outstanding.
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Vote Required (page P-25)

To approve the merger agreement, the holders of a
majority of the outstanding shares of Frankfort First
common stock entitled to vote must vote in its favor.
Directors will be elected by a plurality of votes cast. To
approve the proposal to-adjourn the annual meeting, if
necessary, to solicit additional proxies in the event there

+ are not sufficient votes in person-or by proxy, to
.approve the merger agreement, the holders of a

majority of the votes cast must vote in its favor. You
can vote your shares by attending the annual meeting
and voting in person or by completing and mailing the
enclosed proxy card. Whether or not you plan to attend
the meeting, ‘We urge you to complete sign and return
your proxy card to ensure that your shares are
represented.
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Comparative Per Share Data

The following table shows information, for the periods indicated, about Frankfort First’s historical net
income per share, dividends per share and shareholders’ equity per share. The table also contains pro forma
information' that reflects the reorganization of First Federal of Hazard and the reorganization offering at the
midpoint of the offering range and First Federal of Hazard’s acquisition of Frankfort First. The table assumes that,
as of September 30, 2004, Kentucky First sells 1,850,062 shares in the offering at the midpoint of the offering
range and issues 1,513,688 shares to Frankfort First shareholders in the merger. In presenting the comparative
pro forma information for certain time periods, we assumed that Frankfort First and First Federal of Hazard have
been merged throughout those periods.

‘ The information listed as “Equivalent Pro Forma Per Share of Frankfort First” was obtained by
multiplyin g the pro forma combined amounts by the exchan ge ratio of 2.35. We present this information to reflect
the fact that each Frankfort First shareholder will receive shares of Kentucky First common stock for each share
of Frankfort First common stock exchanged in the merger. We also assumed that the average Kentucky First stock
price on the dates presented was $10.00, its expected offering price; however, there has been no historic market
in Kentucky First stock and there can be no assurance that the market prices will not be lower. See “Market Price
and Dividend Information.” We also anticipate that the combined company will derive financial benefits from the
merger that may include reduced operating expenses and the opportunity to earn more revenue. The pro forma
information, while helpful in illustrating the financial characteristics of the combined company under one set of
assumptions, does not reflect these benefits and, accordingly, does not attempt to predict or suggest future results.
The pro forma information also does not necessarily reflect what the historical results of the combined company
would have been had our companies been combined during these periods.

The information in the following table is based on, and should be read together with, the historical
financial information and with the condensed combined pro forma financial statements presented in Kentucky
First’s prospectus attached to this proxy statement.

Equivalent
Frankfort Pro Forma
First Federal First Bancorp, Per Share of
of Hazard Inc. Frankfort First
Comparative Per Share Data Historical Historical Bancorp, Inc.’?
Net income for the year ended June 30, 2004®:
Basic . . N/A $0.17 $0.19
Diluted ... ... e N/A $0.16 $0.29
Net income for the three months ended September 30, 2004
Basic ... N/A $0.08 $0.19
Diluted ..o N/A $0.08 $0.19
Cash Dividends Paid™:
For the year ended June 30,2004 . ;... ... ... ... ... ...... N/A $1.12 $1.12
For the thrée months ended September 30,2004 ............... N/A $0.28 0.28
Book Value:
AtJune 30,2004 ... N/A - $13.83 $20.65
At September 30,2004 ... ... ... ... N/A $13.74 $19.17
Tangible Book Value:
AtJune 30,2004 . ... ... N/A $13.83 $14.60
At September 30,2004 . ... .. ... N/A $13.74 $13.95

(1)  Per equivalent Frankfort First share is pro forma combined amount multiplied by 2.35.

(2) The pro forma net income per share amounts are calculated by totaling the historical net income (adjusted for pro forma
adjustment(s) of Kentucky First and Frankfort First) and dividing the resulting amount by the average pro forma shares of
Kentucky First and Frankfort First giving effect to the reorganization, the stock offering and the merger. The average pro forma
shares of Kentucky First and Frankfort First reflect historical basic and diluted shares, plus historical basic and diluted average
shares of Frankfort First as adjusted for an exchange ratio of 2.35 of a share of Kentucky First common stock for each share
of Frankfort First common stock. The pro forma net income per share amounts do not take into consideration any operating
efficiencies that may be realized as a result of the merger.

(3)  Pro forta cash dividends paid represents Frankfort First’s historical amount.
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Market Price and Dividend Information

Kentucky First common stock does not yet publicly trade, but Kentucky First has applied for stock
quotation on the NASDAQ Stock Market. The following table lists the high and low sales prices for Frankfort
First common stock and the cash dividends declared by Frankfort First for the periods indicated.. Frankfort First
common stock is quoted on the NASDAQ National Market under the symbol “FKKY.” The last reported sale
price per share of Frankfort First common stock on (1) July 15, 2004, the business day preceding public
. announcement of the signing of the merger agreement, and (2) January 7, 2005, the last practicable date prior to
mailing this document, were $23.31 and $24.26, respectively.

Frankfort First

Common Stock
___High Low Dividends

Fiscal 2005 : :

Quarter ending March 31,2005 ... .. [ $24.26 $24.26 - N/A

(as of January 7, 2005) ,

Quarter ended December 31,2004 ............. o 25.84 24.15 0.28

Quarter ended September 30,2004 ................ 26.36 22.89 0.28
Fiscal 2004. e » - S

Quarter ended June 30,2004 . .................... $24.15 $20.99 $0.28

Quarter ended March 31,2004 ................... 24.40 20.35 0.28

Quarter ended December 31,2003 ................ 2244 19.79 0.28

Quarter ended September 30,2003 ......... ... .. .. 22.45 19.50 0.28
Fiscal 2003 ,

Quarter ended June 30,2003 ..................... $22.19 $17.22 %028

Quarter ended March 31,2003 ................... "18.37 16.55 0.28

Quarter ended December 31,2002 .. .............. 1848 - 16.60 0.28

Quarter ended September 30 2002 ... N . 18.69- 16.00 - 0.28

Prior to the merger, the Kentucky First stock offering and the First Federal of Hazard reorgamzatxon there
will not be any trading market for Kentucky First common stock. While we anticipate that Kentucky First
common stock will be sold in the stock offering for $10.00 per share, Kentucky First cannot assure that the stock
will trade at this price afterward.

Because Kentucky First has not previously had shareholders, it has not historically paid any dividends.
Following the reorganization and merger; Kentucky First intends to pay regular quarterly cash dividends beginning
following the completion of the first calendar quarter following the reorganization and merger. Annual dividends
per share are expected to be $.48, $.48, $.45 and $:40 at the minimum, midpoint, maximum and maximum, as
adjusted, respectively, of the reorganization offering offering range. In addition, we may declare-and pay periodic
special cash dividends in addition to, or in lieu of, regular cash dividends. In determining whether to declare or
pay any dividends, whether regular or special, we will take into account our financial condition and results of
operations, tax considerations, capital requirements, industry standards, and economic conditions. The regulatory
restrictions that affect the payment of dividends by First Federal of Hazard and First Federal of Frankfort to
Kentucky First discussed in this document will also be considered. We cannot guarantée that we will pay
dividends or that, if paid, we will not reduce or eliminate dividends in the future. Based upon Kentucky First’s
estimate of offering expenses, the number of Frankfort First shareholders who elect to receive cash in the merger
and other assumptions described in “Pro Forma Data” of Kentucky First’s prospectus attached to this proxy
statement, and assuming the distribution of between $14.9 million and $4.1 million from First Federal of Hazard
to Kentucky First, Kentucky First expects to have between $4.3 million and-$4.7 million in cash at the minimum
and the maximum of the reorganization offering, respectively that, subject to annual earnings and expenses,
Kentucky First could potentially use to pay dividends. These dividends remain subject to future KentucKy First
board approval, and the amounts of actual cash dividends, if any, may be higher or lower. “Our Dividend Policy,”
“Market for Kentucky First Common Stock” of the Kentucky First prospectus attached to this proxy statement,
and “Regulation and Supervision—Regulation of Federal Savings Associations—Limitation on Capital
Distributions.”
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Risk Factors

In considering whether to approve the merger agreement and receive Kentucky First common
stock, you should consider, among other things, the following matters:

if the First Federal of Hazard Reorgamzatlon (Including the Reorgamzatlon Oﬁermg)
Does Not Occur, We Will Terminate the Merger

We anticipate simultaneously completing the First Federal of Hazard reorgamzatlon and the
merger in first calendar quarter of 2005. At this time, we are not aware of any circumstances that are
likely to cause the reorganization, the reorganization offering or the merger not to occur. However,
certain conditions 1o the reorganization and the merger have not yet been satisfied, including regulatory
approval, approval of the reorganization by the First Federal of Hazard members and approval of the
merger by the Frankfort First shareholders. The merger is contingent on the completion of the
reorganization and the reorganization offering. The merger is contingent upon the proceeds to be raised
by First Federal of Hazard in the reorganization and the reorganization offering. The merger will be
terminated if the reorganization and the reorganization offering do not occur. ‘

Regulatory Approvals Are Required for the Merger and for Flrst Federal of Hazard’s
Reorganization

Before we.can complete the merger, the Office of the Thrift Supervision must approve the merger
and First Federal of Hazard’s reorganization into the mutual holding company structure. While both
parties will take the actions which they need to accomplish to receive these approvals, we cannot assure
you that we will be able to receive approvals. Even if we receive the approvals, there may be conditions
attached to the approvals which will adversely affect First Federal of Hazard in the future. Completion of
the reorganization offering is conditioned on the approval of the merger agreement by Frankfort First
shareholders.

The Cons‘idera‘tion Which You Receive May Be Prorated

Even though Frankfort First shareholders may elect to receive cash or Kentucky First common
stock in this transaction, more shareholders may choose to receive more Kentucky First common stock
than is available in the transaction. If more shareholders choose Kentucky First common stock than is
available, you may receive some cash, and that receipt of cash would be taxable. Additionally, if
shareholders elect to:receive fewer than-the minimum number of shares of Kentucky First stock that must
be issued in the merger, then persons electing to receive cash and/or persons:who made no-election
would, instéad receive a. combmanon of Kentucky First stock and cash based on the merger- agreement s
allocation and proratlon procedures.

The C,on'siderati}'on Which You Reeei\ie May Be TéXable

Generally the United States federal income tax treatment will depend primarily on whether you
.exchange your Frankfort First common stock solely for Kentucky First common stock, solely for cash, or
-for.a-combination of Kentucky First common stock and cash. If you exchange your Frankfort First shares

solely for Kentucky First common stock, you should recognize no gain or loss except with respect to the
cash you receive instead of a fractional share. If you exchange your Frankfort First shares solely for cash,
you should recognize gain or loss On the exchange If you receive a combination of Kentucky First
common stock and cash in exchange for shares of Frankfort First common stock, you will recognize
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capital gain, but not loss, equal to the lesser of (1) the amount of cash received, or (2) the amount of gain
realized in the transaction.

Shareholders Who Make Elections Will Be Unable to Sell Their Stock in the Market
Pendlng the Merger

Frankfon First shareholders may elect to receive cash or stock in the transaction. Elecnons w1ll be
irrevocable, and will require that shareholders making the election turn in. their Frankfort First stock
certificates. During the time between when the election is made and the merger is completed, Frankfort
First shareholders will be unable to sell their Frankfort First stock. If the merger is unexpectedly delayed,
this period could extend for a significant period of time. Frankfort First shareholders can reduce the
period during which they cannot sell their shares by delivering their election shortly before the close of
the election period, but elections received after the close of the election period will not be accepted or
honored. . :

Risk Factors Relating to First Federal of Hazard’s Reofganizatién

Before you vote on the merger agreement, you should-read the section captioned “Risk Factors”
in the attached Kentucky First prospectus for risks relating to First Federal of Hazard and Kentucky First,
and First Federal of Hazard’s reorganization to the mutual-holding company structure and Kentucky
First’s reorgamzatlon offering. '
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A Warning About Forward-Looking Statements

This proxy statement-prospectus contains certain forward-looking statements which can be
1dentified by the use of words such as “believes,” “‘expects,” “anticipate,” “‘estimates,” or similar. -
expressions at First Federal of Frankfort as well as certain information relating to the merger. - Forward-
looking statements include:

TN PN ‘ : e
i-. ® ..statements of Kentucky First, First Federal of Hazard, Frankfort First-and Flrst Federal of
o Frankfon ] goals intentions and expectatrons S

.4k 39 i

e statements regardmg Kentucky First, Flrst Federal of Hazard, Frankfort First and First
Federal of Frankfort’s business plans prospects growth and operatmg strategles
T statements regardmg the quahty of First Federal of Hazard s and Frrst Federal of Frankfort’s
* loan and mvestment portfohos and
*  estimates of Kentucky Frrst Flrst Federal of Hazard Frankfort First and First Federal of
I Frankfort S rrsks and future costs and beneﬁts : o
; Theseif(')rward-looking statements ﬂinvolve certain risks and uncertainties.- Actual results may
differ materially from those contemplated by the forward-looking statements due to, among others, the
following factors:

*  general economic conditions, either nationally or in Kentucky First, First Federal of Hazard,
¢ Frankfort First and First Federal of Frankfort’s market areas, that are worse than expected;

* changes in the interest rate environment that reduce First Federal of Hazard’s and First
Federal of Frankfort’s interest margins or reduce the fair value of financial instruments;

* _ increased competitive pressures among financial services companies;

» . changes in consumer spending, borrowing and savings habits;

* . legislative or regulatory changes that adversely affect the business of First Federal of Hazard
- and First Federal of Frankfort,

' adverse changes in the securities markets;

i

the ability of Kentucky First to integrate successfully the operations of First Federal of
Frankfort following the merger; and

» changes in accounting policies and practices, as may be adopted by the bank regulatory
' agencies or the Financial Accounting Standards Board.

See “Where You Can Find More Information” on page 175 of the attached Kentucky First
prospectus..
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Annual Meeting of Frankfort First Shareholders
General | |

This proxy statement-prospectus is furnished in connection with the solicitation of proxies by the
board of directors of Frankfort First, for use at the annual meeting of shareholders of Frankfort First to be
held at the main office of the First Federal Savings Bank of Frankfort, 216 W. Main Street, Frankfort,
Kentucky at 4:30 p.m., local time on February 17, 2005, and any adjournments or postponements thereof,
for the purposes set forth in this proxy statement-prospectus. -

Purpose of the Meeting -

At the annual meeting, shareholders of Frankfort First will be asked to consider and vote upon the
merger agreement and the transactions contemplated by that agreement, including the merger, to elect two
directors to three-year terms to approve the proposal to adjourn the annual meeting, if necessary, to:solicit
additional proxies in the event there are not sufficient votes in person or by proxy, to approve the merger
agreement, the holders of a'majority of the votes cast must vote in its favor, and to act on any other
matters properly submitted to a vote at the annual meeting. ‘

Record Date for Voting at the Meeting

The board of directors has fixed the close of business on December 20, 2004 as the record date -
for the determination of shareholders entitled to notice of and to vote at the annual meeting and any
adjournments or postponements thereof. Only holders of Frankfort First common stock at that time will
be entitled to notice of and to vote at the annual meeting and any adjournments.or postponements thereof.
As-of the record date, there were 1,266,613 shares of Frankfort First common stock issued and
outstanding, and each such share is entitled‘to one vote at the annual meeting. : - - .

Quorum and Shareholder Vote Required

The presence, in person or by proxy, of holders of at least a majority-of the total number of
outstanding shares of common stock is necessary to constitute a-quorum for transaction of business at the
annual meeting. Abstentions and “broker non-votes” will be counted as present for determining the
presence or absence of a quorum for the transaction of business at the annual meeting. A “broker
non-vote” is a proxy from a broker or other nominee indicating that such person has not received
instructions!from the beneficial-owner or other person entitled to vote the shares on a particular matter
with respect to which the broker or other nominee does not have discretionary voting:power. Y our broker
cannot vote 'your shares of Frankfort First common stock on the proposal to approve the merger
agreement without specific instructions from you.

Provided a quorum is present, the affirmative vote of the holders of at least a majority of the
outstanding common stock of Frankfort First entitled to vote is necessary to approve and adopt the merger
agreement. Thus, abstentions and broker non-votes will have the same effect as a vote against adoption of
thé merger agreement. :

- In voting on the election of directors, you may vote in favor of all nominees, withhold votes as to:
all nominees, or withhold votes as to specific nominees. There is no cumulative voting for the election of
directors. Directors must be elected by a plurality of the votes cast at the annual meeting. This means.
that the nominees receiving the greatest number of votes will be elected. Votes that are withheld and
broker non-votes will have no effect on the outcome of the election.
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In voting on the approval of the adjournment of the annual meeting to solicit additional proxies in
favor of the merger agreement, if necessary, you may vote in favor of the proposal, vote against the
proposal or abstain from voting. This proposal will be decided by the affirmative vote of a majority of
the votes cast at the annual meeting. On this matter abstentions and broker non-votes will have no effect
on the voting.

Voting of Proxies
Shares represented by proxy will be voted at the annual meeting as speciﬁéd in the proxy.

Proxies Without Voting Instructions. Proxies that are properly signed and dated but that do
not contain voting instructions will be voted for approval and adoption of the merger agreement, for
election of each of the:nominees for directors and for approval of the proposal to adjourn the annual
meeting to solicit additional proxies in favor of the merger agreement, if necessary, at the discretion of the
persons named as proxies with respect to any other matters to properly come before the shareholders.

) - .

Broker Non-Votes. You should follow the directions provided by your broker regarding how
to instruct your broker to vote your shares. Your broker cannot vote your shares of Frankfort First
common stock on the proposal to approve the merger agreement without specific instructions from you.
Because the affirmative vote of at least a majority of the outstanding common stock of Frankfort First is
required to approve and adopt the merger agreement, if you do not instruct your broker how to vote it will
have the same effect as a vote against.approval and adoption of the merger agreement.

Other Matters. The proxy card gives authority to the holders of the proxy to vote in their
discretion;on any other matters that may properly come before the annual meeting. Besides the matters
contained in the notice to shareholders; if you hold Frankfort First common stock in the name of a broker
or other custodian and wish to vote those shares in person at the annual meeting, you must obtain from
the nominee holding the Frankfort First common stock a properly executed “legal proxy” identifying you
as a Frankfort First shareholder, authorizing you to act on behalf of the nominee at the annual meeting
and identifying the number of shares with respect to which the authorization is granted. Your broker or
bank may allow you to deliver your voting instructions via the telephone or the Internet. Please see the
instruction form that accompantes this document.

How to Revoke a Proxy

- You may revoke your proxy at any time .before the vote is taken-at’'the annual meeting. To
revoke your proxy.you must either advise the Secretary of Frankfort First in writing before shares have
been voted at the annual meeting, deliver proxy instructions with a later date, or attend the meeting and
vote your shares in person. Attendance at the annual meeting will not in itself constitute revocation of
your proxy.

Solicitation of Proxies

This solicitation of proxies for use at the annual meeting is being made by the board of directors
of Frankfort First. The cost of soliciting proxies will be borne by Frankfort First. In addition to
solicitation services to be provided by Georgeson Shareholder Services described below, proxies may be
solicited, in person or by telephone, by officers and other employees of Frankfort First, who will receive
no compensation for their services other than their normal salaries. Brokerage houses, nominees, .
fiduciaries, and other custodians are requested to forward soliciting material to the beneficial owners of
shares held of record by them and will be reimbursed for their expenses in doing so.
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Frankfort First has retained Georgeson Shareholder Services at a fee estimated not to exceed
$7,500 plus reimbursement of reasonable out-of-pocket expenses, to assist in the solicitation of proxies.

Shares Held by Frankfort First Officers and Directors and by First Federal of Hazard

As of December 20, 2004, directors and executive officers of Frankfort First beneficially owned
158,701 shares of Frankfort First common stock, not including shares that may be acquired upon the °
exercise of stock options. This equals 12.53% of the outstanding shares of Frankfort First common stock.
As of the same date, First Federal of Hazard and its directors and executive officers do not beneficially
own any shares of Frankfort First common stock.

Recommendation of Frankfort First’s Board of Directors

Frankfort First’s board of directors has approved the merger agreement and the transactions
contemplated by that agreement, including the merger. Frankfort First’s board of directors believes that
the merger agreement is in the best interests of Frankfort First and its shareholders and unanimously
recommends that the Frankfort First shareholders'vote “FOR” approval of the merger agreement. See
“The Merger—Recommendation of the Frankfort First Board, Frankfort First’s Reasons for the
Merger.” Frankfort First’s board of directors also recommends that you vote “FOR” election of both of
the nominees for director and for the proposal to approve the adjournment of the annual meeting, if
necessary, to solicit additional proxies in the event there are not sufficient votes in person or by proxy, to
approve the merger agreement, the holders of a majority of the votes cast must vote in its favor.
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Ownership of Frankfort First Common Stock

The following table provides information as of December 20, 2004, with respect to persons
known to Frankfort First to be the beneficial owners of more than 5% of Frankfort First’s outstanding
common stock. A person may be considered to beneficially own any shares of common stock over which
he or she has, directly or indirectly, sole or shared voting or investing power. '

- Number of
Shares That
May Be Acquired Percent of
: Number of Within 60 Days by Common Stock
Name and Address of Beneficial Owner Shares Owned Exercising Options Outstanding
T. Rowe Price Associates, Inc. . ... ........... 88,300 (1) — 6.97%
100 E. Pratt Street
Baltimore, Maryland 21202
Dimensional Fund Advisors,Inc. ............. 77,400 (2) — 6.11
1299 Ocean Avenue, 11" Floor
Santa Monica, California 90401
Willilam C. Jennings .. ..................... 52,593 (3) 50,126 7.80
Chairman of the Board
216 West Main Street
Frankfort, Kentucky 40602
Danny A. Garland ... ....... .. ... .. ... .. 31,598 (4) 43,158 5.71
Vice President and Secretary -
216 West Main Street
Frankfort, Kentucky 40602
All Executive Officers and
Directors as a Group (10 persons) ............ 158,701 (5) 134,862 20.95

(1) This information is based of the Amended Schedule 13G filed on February 5, 2004 by T. Rowe Price
Associates, Inc. (“Price Associates”). These securities are owned by various individual and institutional
investors for whom Price Associates serves as investment adviser with the power to direct investments and/or
sole power to vote the securities. For purposes of the reporting requirements of the Securities Exchange Act of
1934, Price Associates is deemed to be a beneficial owner of such securities; however, Price Associates
expressly disclaims that it is, in fact, the beneficial owner of such securities.

(2) This information is based on the Amended Schedule 13G filed on February 6, 2004 by Dimensional Fund
Advisors, Inc. (“Dimensional’’). Dimensional is an investment advisor which furnishes investment advice to
four registered investment companies and serves as an investment manager to certain other commingled group
trusts and separate accounts. In its role as investment advisor or manager, Dimensional possesses voting
and/or investment power over the shares and for purposes of the reporting requirements of the Securities and
Exchange Act of 1934, Dimensional is deemed to be a beneficial owner of such securities; however,
Dimensional expressly disclaims that it is, in fact, the beneficial owner of such securities.

(3) Includes 21,133 shares beneficially owned by Mr. Jennings’ spouse.

(4) Includes 419 shares beneficially owned by Mr. Garland’s spouse’s IRA.

(5) Includes stock held in joint tenancy; stock owned as tenants in common; stock owned or held by a spouse or
other member of the individual’s household; stock allocated through certain employee benefit plans of the
Company; and stock in which the individual otherwise has either sole or shared voting and/or investment
power.
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The following table provides information as of December 20, 2004 about the shares of common
stock of Frankfort First that may be considered to be beneficially owned by each director of Frankfort
First and by Frankfort First’s Chief Executive Officer (no executive officer of Frankfort First earned
salary and bonus during the 2004 fiscal year in excess of $100,000), and by all directors and executive
ofﬁcers of Frankfort First as a group. Unless otherwise indicated, each of the named individuals has sole .
voting power and sole investment power with respect to the shares shown.

i

Number of
Shares That
Number of May Be Acquired Percent of
Shares Owned  Within 60 Days by Common Stock

Name ; , . . {exduding options) Exercising Options _ Outstanding®
Directors

Charles A.-Cotton, 1L . ... ... PP ‘ 4518 8,351 - 1.02%
C. Michael Davenport ............ e 20,000 4,747 . 195
Danny A. Garland .. ..... .. e 31,598 43,158 57
William C. Jennings .......................... . 52,593 50,126 7.80
Frank McGrath ................................ o 8,824 3,544 —
Herman D. chan Ir. e e 20,690 12,368 2.58
David R Harrod . ... .0 ..o 235 — —
Wl]ham M. Johnson ............................... _ 5,690 12,368 1.41

Named Executzve Ofﬁcers who are not also Directors
DonD.Jennings (2) ........... ... ... ... ... .. 12,440 — —

All directors and executwe officers as a group ‘ . .
(10 persons) (3) PN S : 158,701 134,862 20.95

* Indlcates ownershlp of less than 1.0%.

(O Percentagcs with respect to each person or group of persons have been calcu]ated on the basis of 1,266, 613 ‘
shares of Frankfort First’s common stock outstanding as of Deceriiber 20, 2004 and assumes the exercises by
the shareholder or group of all stock options held by such shareholder or group and exercisable within 60 days.

(2) Don D. Jennings is the son of William C. Jennings.

(3) Includes stock held in joint tenancy; stock owned as tenants in common; stock owned or held by a spouse or
other member of the individual’s household; stock allocated through certain employee benefit plans of the
Company; and stock in which the individual otherwise has either sole or shared voting and/or investment

power. = - :
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Corporate Governance
General

Frankfort First periodically reviéws its corporate governance policies and procedures to ensure
that Frankfort First meets the highest standards of ethical conduct, reports results with accuracy and
transparency and maintains full compliance with the laws, rules and regulations that govern Frankfort
First’s operations. As part of this periodic corporate governance review, the board of directors reviews
and adopts best corporate governance policies and practices for Frankfort First.

Policy fdr Ethical Behavior for Employees and Audit Committee Procedures for
Responding to Information Regarding Accounting Practices and Procedures

Since 2003, Frankfort First has had a Policy for Ethical Behavior for Employees. The Policy for
Ethical Behavior for Employees is designed to ensure that Frankfort First’s directors, executive officers
and employees meet the highest standards of ethical conduct. The Policy for Ethical Behavior for
Employees requires that Frankfort First’s directors, executive officers and employees avoid conflicts of
interest, comply with all laws and other legal requirements, conduct business in an honest and ethical ‘
manner and otherwise act with integrity and in Frankfort First’s best interest. Under the terms of the
Policy for Ethical Behavior for Employees, directors, executive officers and employees are expected and
encouraged to report any conduct that they believe in good faxth to be an actual or apparent vxolanon of
the Pohcy for Ethical Behavior for Employees. ' o

Frankforl First’s board of directors also has adopted the Audit Committee Procedures for
Responding to Information Regarding Accounting Practices and Procedures. This provides the Audit
Committee with procedures to receive, retain and treat complaints received regarding accounting, internal
accounting controls or auditing matters. These procedures ensure that individuals may submit concerns
regarding questionable accounting or auditing matters in a confidential and anonymous manner The
policy also prohibits Frankfort First from retahatmg against any director, CXCCUUVG officer or employee ‘
who repons actual or apparent violations of the policy.

Meetings of the Board of Directors

The board of directors of Frankfort First conducts business through meetings and the activities of
the board of directors and its committees. The board of directors generally meets on a monthly basis and
may have additional meetings as needed. During the fiscal year ended June 30, 2004, the board of
directors held 14 meetings.

All of the directors of Frankfort First attended at least 75% of the total number of meetings of the
board of directors and committees on which such directors served held during the fiscal year ended June
30, 2004. The board of directors of Frankfort First and First Federal of Frankfort maintain committees,
the nature and composition of which are described below.

Committees of the Board of Directors

Audit Committee. The Frankfort First Audit Committee consists of Messrs. Cotton,
Davenport, Harrod, McGrath and Regan, each of whom is an “independent director” as defined in Rule
4200(a)(15) of the listing standards of the National Association of Securities Dealers, Inc. (“NASD”).
The board has determined that Director Harrod is an “audit committee financial expert” as defined by the
Securities Exchange Commission. The Audit Committee reviews and reports to the board of directors on
examinations of First Federal of Frankfort and its subsidiaries by regulatory authorities, appoints the
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independent auditor for Frankfort First and First Federal of Frankfort and reviews the scope of the work
of the independent auditor and their reports. The Audit Committee met 11 times during fiscal 2004. The
Audit Committee acts under a written charter.

Compensation Committee. The Compensation Committee consists of Messrs. Cotton,
Johnson and McGrath, each of whom is an ‘independent director” as defined in Rule 4200(a)(15) of the
NASD’s listing standards.: The. Compensation Committee reviews and determines salaries and other
benefits-foriexecutive and senior management of Frankfort First and its subsidiaries, reviews and
determines employees to whom stock options are to be granted and the terms of such grants, and reviews
the selection of officers who participate in incentive and other compensatory plans and arrangements The
Compensanon Committee met one time durmg 2004

Nominating/Corporate Governance Committee. The Nommatmg/Corporate Govemance
Committee,which consists of Messrs. McGrath, Davenport and Regan, takes. a leadership role in shaping
governance ipolicies and practices, including developing and recommending to the board of directors the
corporate governance policies and guidelines applicable to First Federal of Frankfort and advising the
board of directors on corporate governance matters. In addition, the Nominating/Corporate Governance
Committee is responsible for identifying individuals qualified to become board members and
recommending: to the board the director nominees for election at the next annual meeting of shareholders.
This committee also leads the board in its annual review of the board’s. performance:and recommends to
the board director candidates for each committee for appointment by the board. The board of directors, at
that time acting as the nominating committee, met one time during fiscal 2004. Each member of the:
Nominating/Corporate Governance Committee is independent in accordance with the NASD’s listing
standards. The Nominating/Corporate Governance Committee acts under a written charter adopted by the
board of diréctors, a copy. of which is attached as Appendix D to the proxy statement. The procedures of
the Nominating/Corporate Governance Committee required to be disclosed by the rules of the Securities
and Exchange Commission are included in this proxy statement-prospectus See “Nominating/Corporate
Govemance Commzttee Procedures below. \ :

Nominating/COrpor_ate Governance Committee Procedures

General. 1t is the policy of the Nominating/Corporate Governance Committee’s policy to
consider directer. candidates recommended by shareholders who appear to be qualified to serve on the
Frankfort Firstboard of directors. The Nominating/Corporate. Governance Committee may choose not to
consider an unsolicited recommendation if no vacancy exists on the board of directors and the
Nominating/Corporate Governance Committee does not perceive a need to:increase the size of the board.
In order to avoid the unnecessary use of the Nominating/Corporate Governance Committee’s resources,
the Nominating/Corporate Governance:Committee will consider-only those director candidates
recommended in accordance with the procedures set forth below.- -

‘Procedures to be Followed by Shareholders. To submit.a recommendation of a director
candidate to the Nominating/Corporate Governance Committee, a shareholder should submit the
following information in writing, addressed to the Chairman of the Nominating/Corporate Governance
Committee, care of the Corporate Secretary, at the main office of the Frankfort First:

1.- ¢ +The name of the person recommended as a director candidate; .
2.1 Alkinformation relating to such person.that is required to-be disclosed in solicitations of

1. proxies for election of directors pursuant to Regulation 14A under the Securities
i~ Exchange Act of 1934, as amended,;

P-31




3. The written consent of the person-being recommended as a director candidate to being - -
named in the proxy statement as a nominee and to serving as a director if elected;:

4. As to the shareholder making the recommendation, the name and address of such
‘ shareholder, as they appear on the Frankfort First’s books; provided; however, that if the .
shareholder is not a registered holder of Frankfort First’s common stock, the shareholder.
should submit his or her name and address along with a current written statemeént from
the record holder of the shares that reflects ownership of Frankfort First’s common stock;
and ‘ S

5. A statement disclosing whether such shareholder is acting with or on behalf of any other
; person and, if applicable, the identity of such person.

In order for a director candidate to be considered for nomination at Frankfort First’s annual .
meeting-of shareholders, the recommendation must be received by the Nominating/Corporate Governance
Committee at least 120 calendar days prior to the date Frankfort First’s proxy statement was released to
shareholders in connection with the previous year s annual rneetmg, advanced by one year -

Criteria for Director Nominees. The Normnatlng/Corporate Governance Commmee has .
adopted a set of criteria that it considers when it selects individuals to be nominated for election to the
board of directors. The Nominating/Corporate Governance Committee will consider the following criteria
in selecting nominees: contribution to Frankfort First board of directors; financtal, regulatory and
business experience; familarity with and participation in the local community; integrity, honesty and .
reputation; dedication to Frankfort First and its shareholders; independence; equity holdings in Frankfort
First. common stock; and any other factors the Nominating/Corporate Governance Committee deems
relevant, mcludm g age dlversxty, size of the board of dlrectors and regulatory disclosure obhgatlons

The Nominating/Corporate Govemance Commxttee may weight the. foregomg criteria differently:
in different situations, depending on the composition of the board of directors at the time. The committee
will strive to maintain at least one director who meets the definition of “audit committee financial expert”
under the Securities and Exchange Commission’s regulations.

In addition, prior to nominating an existing director for reelection to the board.of directors, the
Nominating/Corporate Governance Committee will consider and review an existing director’s board and
committee attendance and performance; length of board service; expenence skills and contributions that
the: ex1stmg dlrector brings-to the board; and 1ndependence : ‘

-T|’ S v i
Process for Ident:fymg and E valuatmg D:rector Nominees. Pursuant to-the Nomlnatmg/
Corporate Governance Committee Charter as approved by the board of directors, the Nominating/
Corporate Governance Committee is charged with the central role in the process relating to director
nominations, including identifying, interviewing and selecting individuals who may be nominated for
election torthe board of directors. The process that the committee follows when it identifies and-evaluates
individuals to be nominated for election to the board of directors is as follows:

Identification. For purposes of identifying nominees for the board of directors, the
Nominating/Corporate Governance Committee relies on personal contacts of the committee and
other members of the board of directors as well as its knowledge of members of First Federal of
Frankfort’s local communities. The Nominating/Corporate Governance Committee will also
consider director candidates recommended by shareholders in accordance with the policy and
procedures set forth above. The Nominating/Corporate-Governance Committee has not
previously used an independent search firm in identifying nominees.
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Evaluation. In evaluating potential new candidates, the Nominating/Corporate Governance
Committee determines whether the candidate is eligible and qualified for service on the board of
directors by evaluating the candidate under the selection criteria set forth above. In addition, the
Nominating/Corporate Governance Committee will conduct a check of the 1nd1v1dua] S
background and interview the candldate

Shareholder Communications and Attendance of Annual Meetings

Frankfort First encourages shareholder communications to the board of directors and/or
individual directors. Written communications may be made to the board of directors or to specific
members of the board by delivering them to the intended addressee, care of the Corporate Secretary,
Frankfort First, 216 West Main Street, P.O. Box 535, Frankfort, Kentucky 40602-0535.

Directors are expected to prepare themselves for and to attend all board meetmgs ‘the @nnual
meeting of shareholders and the meetings of committees on which they serve, with the understanding that
on occasion a director may be unable to attend a meeting. All diréctors attended the annual meetmg of 8
shareholders held on November 13 2003. ‘

Directors’. Compensatlon

Each director of First Federal of Frankfort receives a fee of $600 per month and a fee of $100 for
attendance at meetings of committees on which they serve; however, directors are not paid such fees for
committee meetings that take place immediately before or after regularly scheduled board meetings.

Frankfort First and First Federal of Frankfort have a deferred compensation plan for directors and’
certain officers. Each year, a director may elect to defer payment of all or part of the director’s fees for
that year until some point in the future or until the individual ceases to be a director. Interest is accrued
on the deferred amount at the First Federal of Frankfort one-year CD rate or based on the performance of -
Frankfort First’s common stock. Payment of the deferred amount may be made to the director or to hisor
her beneficiary. In addition, directors are eligible to receive options under the 1995 Stock Option and
Incentive Plan. '

Independent Directors

The' Frankfort First board of directors is comprised of eight directors. The board of directors has
determined that the following directors are independent directors under the NASD's corporate hstmg
standards: Messrs J ohnson ‘McGrath, Regan, Cotton, Harrod and Davenport.
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Proposal 1: Election of Directors

Frankfort First’s board of directors consists of eight directors, of which six are independent
directors. Each member of Frankfort First’s board of directors is also a member of First Federal of
Frankfort’s board. If the merger with First Federal of Hazard is approved and consummated, each
member of Frankfort First’s board of directors will remain a member of First Federal of Frankfort’s |
board, and Directors Harrod and Regan will become members of the Kentucky First board of directors.
The board of directors is divided into three classes with three-year staggered terms, with approximately
one-third of the directors. elected each year. The board of directors” nominees for election this year, to
serve for athree-year term, or until their respective successors have been elected and qualified, are
Charles A. Cotton, III and Danny A. Garland.

~ If any nominee is unable to serve or declines to serve for any reason, it is intended that proxies
will be voted for the election of the balance of those nominees named and for such other persons as may
be desngnated by the present-board of dlrectors The board of dlrectors has no reason to believe that any of
the persons named will be unable or unwilling to serve. No person being nommated as a director is bemg
proposed for election pursuant to any agreement or understanding between any such person and Frankfort
First.

The board of directors. recommends a vote “FOR” the election of Messrs. Cotton
and Garland.

Information with Respect to Nominees, Continuing Directors and Certain Executive
Officers

Informatxon regardmg the nominees for electlon at the annual meeting, as well as mformatlon
regardmg the continuing d1rectors whose terms explre in 2005 and. 2000, is prov1ded below Unless =~
otherwise stated, each nominee Jhas held his current occupatxon for the last five years. The age indicated in
each nominee’s biography is as of June 30, 2004. The indicated period for service as a director includes
service as a director of First Federal of Frankfort.

Nominees for Election of Directors

Charles A. Cotton, Il is retired, having served as the Commissioner of the Department of
Housing, Bulldmg & Constructlon of the Commonwealth of Kentucky from 1981 to January 2000. He is
the past President and a director of the National Conference of States on Buxldmg Codes and Standards
He is also a past member of the YMCA of Frankfort board of directors, a past board member of Galileons
Home, President of the St. Vincent de Paul Society of Frankfort, and President of the Coalition of
Committed Christians Homeless Shelter and Soup Kitchen. Age 67. Director since 1974.

Dénny A. Garland has been an employee of the Bank since 1975. Mr. Garland has served as
President and Chief Executive Officer of First Federal of Frankfort and Vice President and Secretary of
Frankfort First since 1995. Mr. Garland recently served on the Board of the Kentucky Bankers
Association and is past President of the Kentucky Thrift Foundation. He also serves on the board of the
Kentucky Book Fair, is past President of the Frankfort Area Chamber of Commerce and is a member of
the Frankfort Optimist Club, the Bluegrass Striders, and the Frankfort Board of Realtors. He is a former
Frankfort City Commissioner, former President of the Frankfort Red Cross Chapter, and a past Chairman
of the Multiple Sclerosis Community Leaders Luncheon and received the Don C. Hulette Memorial
Award from that organization. He has also coached several youth basketball and baseball teams in
Frankfort. Age 59. Director since 1981.
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Directors Continuing in Office
The following directors have terms ending in 2005:

David R. Harrod is a certified public accountant and is a principal of Harrod and Associates,
P.S.C,, a Frankfort, Kentucky-based accounting firm. Mr. Harrod graduated from the University of
Kentucky in 1981 with a Bachelor’s of Science Degree in accounting. He has 22 years of experience in
public accounting. He has served or is currently serving as a board member and officer on the
Frankfort-Franklin County Area Chamber of Commerce, and the Franklin County Industrial Development
Authority, and has served on various committees with the Kentucky Society of CPA’s of which he is a
member. Mr. Harrod is also a member of the American Institute of Certified Public Accountants |
(“AICPA”) as well as a member of the AICPA’s Division of CPA Firms. Age 45. Director since 2003.

William C. Jennings has been an employee of First Federal of Frankfort since 1963. Between
1980 and 1998, Mr. Jennings served as President and Chief Executive Officer of First Federal of
Frankfort. Mr. Jennings serves as Chairman of the Board of Frankfort First and First Federal of
Frankfort. From June 1995 through December 2000, Mr. Jennings also served as President and Chief
Executive Officer of Frankfort First. Mr. Jennings is the father of Don D. Jennings who serves as
President and Chief Executive Officer of Frankfort First and Executive Vice President of First Federal of
Frankfort. Age 68. Director since 1973.

C. Michael Davenport is an auctioneer, builder, developer, real estate broker, and serves as
President and CEO of Davenport Broadcasting, Inc., which operates radio station WKYL 102.1 FM, and
of C. Michael Davenport, Inc., which is involved in a variety of real estate activities. He currently serves
on the Frankfort/Franklin County Planning and Zoning Commission. He is a co-founder of L.1.F.E. House
for Animals, a no-euthanasia adoption facility. He is currently a member of the Frankfort Home Builders
Association and the Kentucky History Center Board of Directors and has served previously on the boards
of P.U.S.H., the Kentucky Youth Association, the Franklin County Humane Society, and the Frankfort
Area Chamber of Commerce. He has served as national director of the Home Builders and is a past
president of the Frankfort Area Chamber of Commerce. Age 45. Director since 1996.

The. following directors have terms ending in 2006:

William M. Johnson is a self-employed attorney in Frankfort, Kentucky. He serves on the
board of directors of the YMCA of Frankfort, the Franklin County Development Corporation, and the
Frankfort Cemetery. Mr. Johnson is a member of the Kentucky Chamber of Commerce, serves on the
board of trustees of the Kentucky Bar Center Headquarters and is Secretary of the Capital City
Performing Arts Foundation. Age 68. Director since 1984.

Frank McGrath is the retired President of Frankfort Lumber Company. He also serves as a
member of the Lawrenceburg First Christian Church. Age 78. Director since 1973.

Herman D. Regan, Jr. served as Chairman of the Board and President of Kenvirons, Inc., a
civil and environmental engineering consulting firm, from 1975 until his retirement in August, 1994. He
is a registered professional engineer, a member of the Kentucky Society of Professional Engineers and the
National Society of Professional Engineers. Mr. Regan is a past director of the Baptist Health Care
Systems and is a member of the Kentucky-Tennessee Water Environment Federation, the National Water
Environment Federation, the American Public Works Association, the First Baptist Church of Frankfort,
Kentucky and the University of Kentucky Alumni Association. Age 75. Director since 1988.
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Executivé Officers Who Are Not Also Directors

Don D. Jennings has been the President and Chief Executive Officer of Frankfort First since
2000 and Executive Vice President, director and Secretary of First Federal of Frankfort since 1998, prior
to which Mr. Jennings served as Compliance Officer of First Federal of Frankfort since 1993. He has
been ernployed by First Federal of Frankfort since 1991. He serves as Treasurer of Frankfort/Franklin
County CnmeStoppers Age 309.

R. Clay Hulette has been Vice President, Treasurer and Chief Financial Officer of Frankfort
First since 2000. Heé also serves as Vice President of First Federal of Frankfort at which he has been
employed since 1997. He is a Certified Public Accountant and is also licensed to sell certain insurance
and investiment products which he does on behalf of First Federal of Frankfort. Age 43.
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t _ Executive Compensation
Summary Compensation Table

The following information is furnished for the Chief Executive Officer and all other executive
officers of Frankfort First and First Federal of Frankfort employed during the fiscal year by Frankfort
First and First Federal of Frankfort who received salary and bonus in excess of $100,000 during fiscal =
2004, These persons are sometimes referred to in this-proxy statement as the “riamed-executive officers.”

f

i e : . : S Long Term
L . . : Anpual Compensation - - .. _Compensation
) Other Securities )

. ' : Fiscal ' : ' Annual ¥ Underlying Al Other
Name and Principal Positions : Year Salary_ . _ Bonus  Compensation(l) __Options- Compenéaﬁon' ’
Don D. Jennings 2004 $80,000, .. .% - $7,200 — $ -

President and Chzef Executive 2003 80,000 » - $7,200 : — -
Officer of Fran]g’ort First and 2002 60,000 - - $7,2000 - — -

Executive Vice President; Director
and Secretary of First Federal of
Frankfort

(1) “Other Annual Compensation” represents director’s fees.

Employment Agreement with Company President. First Federal of Frankfort has entered
into an employment agreement with Don D. Jennings, President of the Company and Executive Vice | b
President of First Federal of Frankfort. In this capac1ty, Mr. Jennings oversees all operations of First
Federal of Frankfort and implements the policies adopted by Frankfort First’s board of directors. The’
board of directors believes that Mr. Jennings’ employment agreement assures fair treatment of
Mr. Jennings in relation to his career with First Federal of Frankfort by assuring him of some financial
security. Frankfort First has entered into a guaranty agreement with Mr. Jennings whereby Frankfort First
agrees that, to the extent permitted by law, it will be _)omtly and severally liable with First Federal of
Frankfort for payment of all amounts due under the’ employment agreement.

Mr. Jennings’ employment agreement, effective as of June 30, 2004, provides for a term of three
years, with an anpual base salary of $80,000. On each anniversary date from the date of commencement
of Mr Jennmgs employment agreement, the term of his employment may be extended for an addmonal
one-year penod beyond the then-effective expiration date upon a determmatlon by the board of dn‘ectors
which has no personal interest in the employment agreement, that Mr. Jennings has met the required _
performance standards. The employment agreement provides that the Board will review Mr. Jenmngs
salary not less often than annually. Mr. Jennings may also participate in any discretionary bonus plans,
retirement and medical plans, and he may receive customary frihge beneﬁts,‘ vacation and sick leave and
reimbursement for reasonable out-of-pocket expenses. Mr. Jennings’ employment agreement terminates
upon h1s death or disability. First Federal of Frankfort may terminate the employment agreement for ¢ ‘Just
cause,” as defined in the agreement. Mr. Jennings receives no severance benefits upon his termination for
just cause. If First Federal of Frankfort terminates Mr. Jennings’ employment without _]llSt cause, then he
receives continued salary and benefits from the date of termination through the remaining term of his
employment agreement, plus an additional 12-month petiod. If Mr. Jennings’ terminates employment
due to “disability” (as defined in the employment agreement), he receives his salary and benefits for (1)
any period during the term of the employment agreement and prior to the establishment of Mr. Jennings’
“disability” during which he is unable to work, and (2) any period of “disability” prior to his termination
of employment. If Mr. Jennings dies during the term of his employment agreement, his estate receives his
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salary through the end of the month of his death. Any severance benefits payable to Mr. Jennings (or to
his estate) are paid in a lump sum or in-installments, as he {or his estate) elects. Mr. Jennings may
voluntarily terminate his employment agreement by providing 90 days’ written notice to First Federal of
Frankfort’s board of directors, in which case he is entitled to receive only his compensation, vested rights
and benefits up to the date of termination.

_ Mr Jennmgs employment agreement provides that, if Mr. Jennings involuntarily terminates
employment for reasons other than just cause within one year after a change in control of First Federal of
Frankfort or Frankfort First, he receives a lump sum payment equal to the difference between (1) 2.99
times his “base amount,” under Section 280G(b)(3) of the Internal Revenue Code, and (2) the sum of any
other “parachute payments,” as defined under Section 280G(b)(2) of the Internal Revenue Code. The
agreement provides for a similar lump sum payment in the event of Mr. Jennings’ voluntary termination
of employment within a 30-day period beginning with the date of a change in control, or upon his
termmatlon of employment under circumstances equivalent to a constructive dlscharge (as defined in the
agreement). The aggregate payments that would be made to Mr. Jennings assuming his termination of
employment under the foregoing circumstances would be approximately $188,566. However, effective .
July 15, 2004, Mr. Jennings’ employment agreement was amended to provide that neither the execution
of the merger agreement with First Federal of Hazard nor the consummation of a merger with First
Federal of Hazard would constitute a change in control entitling Mr. Jennings to a severance benefit under
the employment agreement. '

Under the terms of Mr. Jennings’ employment agreement, he agrees not to engage in any business
or other activity contrary to the business interests of First Federal of Frankfort. The agreement also
provides for reimbursement of Mr. Jennings’ legal and other expenses should he prevail over Frankfort
First and Flrst Federal of Frankfort in a legal dlspute In addition, Frankfort FlI‘St and First Federal of
Frankfort agree to indemnify M: Jennings and to arrange for insurance coverage for mdemmﬁcatron
purposes.

Pension Plan

First Federal of Frankfort maintains the FIRF Pension Trust (the “Pension Plan”) for the benefit
of all employees who are at least 21 years of age and have completed one year of service. A participant
becomes fully vested after six years of service or upon attaining age 65, regardless of completed years of
service.
The following table illustrates annual pensron benefits at age 65 under the Pension Plan at various
levels of ¢ compensanon and years of service, assuming 100% vesting of benefits. All retirement benefits
illustrated in the table below are without regard to any Socra] Secunty benefits to which a partxc1pant
mlght be entrtled

Years of Service

Average 15 20 25 30 35
Compensation T '
$ 20,000 - $ 3,750 $ 5,000 $ 6,250 $ 7,500 $ 8,750
40,000 7,500 10000 12,500 15,000 17,500
* 60,000 11,250 15,000 18,750 22,500 26,250
80,000 15,000 20,000 25,000 30,000 35,000
100,000 18,750 25,000 31,250 37,500 43,750

)
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Participants in the Pension Plan will recéive an annual benefit based on average salary and years
of service at the time of ‘retirement, which is not subject to offset for social security payments. Average
salary for purposes of determmmg a pamcrpant s benefit consists of salary only, exclusive of overtime,
bonuses and other special payments “At June 30, 2004 Don D Jennmgs had 13 years of cred1ted servrce
under the Pension Plan. ‘ ‘

Selected Benefit Plans and’Arrangements

Stock Option and Incentive Plan. Frankfort First maintains the 1995 Stock Option and
Incentive Plan asa means of providing directors and key ‘employees the opportunity to acquire a
proprietary interest in Frankfort First and to align their interests with those of Frankfort First
shareholders. By encouraging stock ownership, Frankfort First seeks to attract, retain and motivate the
best available personnel for positions of substantial responsibility and to provide additional ificentive ‘to
directors and employees to promote theA success of Frankfort First and First Federal of Frankfort. ,

el

DR

Under this plan, ehglble pammpants receive stock opnons and stock appreciation’ nghts SRR
(“SARSs”). Vesting and forfeiture requirements; as determined by the’ Compensatlon Committee, apply to”
awards made under this plan. Options and SARs are granted at the market value of the corhmon stock ‘on °
the date of the grant. Thus, such awards have value only if Frankfort First’s stock price increases. The
Compensauon Commrttee believes that this plan helps to retain and miotivate executive officers to
1mprove long-term shareholder value No optrons were granted to executwe ofﬁcers durmg ﬁscal year 2
2004. E Co
‘Deferred Compensation Plan. In 1994, First Federal of Frankfort established the First
Federal Savings Bank of Frankfort Deferred Compensanon Plan for the exclusive benéfit of members. of
First Federal of Frankfort s ‘board of directors and'thie President and Vice Presidents of First Fedefal of
Frankfort. Pursuant to the terms of the Deferred Compensatlon Plan, directors may elect to'deferthe - :
receipt of all or part of their future fees, and eligible officers may elect to defer receipt of their future” - =
compensation. Deferred amounts are credited to a bookkeepmg account in the participant’s name, Wthh
will also be credrted quarterly with the investment return Wwhich would'haVé resultéd if such deferred-
amounts had been invested, based upon the participant’s choice, in either the common stock or certificates
of deposit earnmg First Federal of Frankfort’s highest annual rate of interest, regardless of their term.
Pamcrpants may cease future deferrals any time. F1rst Federal of Frankfort contrlbutes to the Deferred
Compensat1on Plan on a quarterly ba51s E ' g

Jumor Offlcer Recognmon PIan Dunng ‘fiscal 2003, Frankfort First-instituted 2’ plan to’ ‘:
reward, recogmze , and fetain cértain officers of Frankfort First and/or First: Féderal of Frankfort. The "
plan is de51gned for those officérs below the senior officer level. Participants recéive awards in thé form ¢
of Frankfort First stock. A total of 8,000 shares are allotted to this plan 4,000 shares of which have been :
granted and the remaining 4,000 of which will be canceled immediately before the consuinmation: of the"
merger. No awards were granted to officers under this plan during fiscal year 2004.




The Report of the Compensation Committee, the stock performance graph and the Report of the Audit
Compmittee shall not be deemed tncorporatea’ by. reference by any general. statement incorporating by
reference this proxy stgtement into any filing under. the Securities Act of 1 933, as, amended or the
Securities Exchange Act of 1934, as.amended, except to the extent that F rankfort Fi lrst specifically
incorporates this information by reference, and shall not otherwise be deemed filed under such Acts.

CompenSation Committee Report on Executive Compensation. . .

The following is a report of the Compensation Committee of the board of directors regarding
executive compensatron The Compensation Committee’s membership ; and duties are described on
page P-31.° :

Compensation Policies

Foolan o it o SR N T ot
The Compensation Committee bases its executive compensation policy on the same principles
that guide the. Company in establishing all of its compensation programs. The Company desrgns
programs to attract, retain and motivate: highly talented 1nd1v1duals at all levels of the organlzatlon while
balancmg the interests, of stockholders . :

Salary leve[s for all employees 1ncludmg execunve ofﬁcers are set so as tovreflect the duties and
levels of respons1b111t1es inherent in the position and to reflect. competmve condmons in the bankmg
business in the Company’s market area. Comparative salaries paid by other financial institutions are
considered in establishing the salary for a given position. Base salaries for all employees, including the
executive officers, are reviewed annually by the Compensation Committee.. In setting base salaries, the
Compensatlon Comnnttee considers a number of factors relating to the pamcular execunve including
individual performance ]Ob respon51blllt1es level of experience, ability and, knowledge of the position.
These factors are considered subjectively in the aggregate and none of the factors 18 accorded a specific
weight. .. : :

Don D. Jéhnings ~ President and Chief Executive Officer Compensation

Frankfort Frrst and Mr J enmngs entered into an employment agreement effective June 30, 1999.
The terms of Mr, Jenmngs employment agreement are set forth under “Executive Compensatzon in this
proxy statement. Mr. Jennings’ employment agreement provides for- an anpual base salary of $80,000. In
determining Mr. Jennings’ cash compensation for fiscal 2005, the board focused on Frankfort First’s
financial performance during the year; the, number-of initiatives begun, expanded or completed by
Frankfort Frrst since:Mr: Jennmgs employment began competitive levels of compensation for Presidents
and Chief Executlve Ofﬁcers managing operations of similar size, cornplexlty and performance level and
the 1mponance of retamlng a President and Chief Executive Officer with the strateglc financial and
leadership: skills to ensure Frankfort First’ s continued growth into the foreseeable future.

THE COMPENSATlON COMMITTEE OF THE BOARD OF DIRECTORS
OF FRANKFORT FIRST BANCORP, INC.

Charles A. Cotton, III
William M. Johnson
Frank McGrath




Compensation Committee Interlocks and Insider Participation

‘No executive officer of Frankfort First or First Federal of Frankfort serves or has served as a
member of the compensation committee of another entity, one of whose executive officers serves on the -
Compensation Committee of Frankfort First or First Federal of Frankfort. No executive officer of
Frankfort First or First Federal of Frankfort serves or has served. as a director of another entity, one of - .
whose executive officers serves on the Compensation Committee of Frankfort First or First Federal of -
Frankfort.. ; : :

[
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Performance Graph

The SEC requires that Frankfort First Bancorp include in this proxy statement a line-graph
comparing cumulative shareholder returns as of June 30 for each of the last five years among the common
stock, a broad market index and either a nationally-recognized industry standard or an index of peer
companies selected by Frankfort First Bancorp, assuming in each case both an initial $100 investment and
reinvestment of dividends. Consistent with past practice, the board of directors has selected the
NASDAQ: Stock Market Index as the relevant broad market index because prices for the common stock
are quoted on the NASDAQ National Market. Additionally, the board of directors has selected the
NASDAQ Bank Index as the relevant industry standard because such index consists of financial
institutions and the board of directors believes that such institutions generally possess assets, liabilities
and operations more similar to those of Frankfort First Bancorp and its subsidiaries than other publicly-
available indices.

250 ¢
r gy Frankfort First Bancorp, Inc.
mfilems=  Nasdaq Stock Market (U.S))
—ee— Nasdaqg Bank
N :
200 | é
150 | B
10
50 _
O l 1 J ; )

6/30/99 6/30/00 6/30/01 6/30/02 6/30/03 6/30/04

’ 6/30/99  6/30/00 6/30/01 6/30/02 6/30/03 6/30/04
FrankfortFirstBancorp, Inc. ............ $100.00 $89.30 $132.98 $147.96 $194.80 3$208.53

NASDAQ Stock Market Index . . ......... 100.00  192.63  68.90 58.51 5629  76.71

NASDAQBankIndex ................. 100.00 86.46 114.59 130.31 130.82 154.35
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Relationship wuth lndependent Auditors

Grant Thomton LLP was Frankfort First’s independent certlﬁed pubhc audrtors for the ﬁscal year
ended June 30,2004. The Audit Committee of the board of directors has renewed Frankfort First’s
arrangement with Grant Thornton LLP to be independent certified publicauditors for.Frankfort First for
the 2005 fiscal year. A representative of Grant Thornton LLP is expected to be present at the annual
meetmg to respond to approprrate questlons and to makea statement 1f S0 desued

Audit Fees

The: followmg table-sets forth the fees billed to Frankfort Flrst fon the ﬁscal years endmg June 30,
2004 and June 30, 2003 by Grant Thomton LLP: AT ,

2004 - <2003
AAudrtFees ..... e L $37275 . $32.585
Audit-Related Fees . .. ......... e G ean o Ry e
Tax Fees™ ... ... .. ... .. 1,340 1 300

All other fees. ... . .. T D R AP '9_50‘?’ : 2, 375‘3’

s Consrsts of tax ﬁlmgs and tax related compllance and other advnsory serv1ces
@) Consists of services. related to employee benefit plans. o
(3) ' Consists of services related to Form S-8 and strategic planning matters.

Prea’p;‘)”rbVaI of Serv'ices by th"e--ln'de‘pendent Auditdr' ‘

The ‘Audit Committee will consider on a case-by-case basis and, if approprxate -approve all audit -
and nonaudit services to be provided by Frankfort First’s mdependent auditors. Alternatively, the Audit’ -
Committee may adopt a policy for preapproval of audit and perrmtted nonaudlt servrces by Frankfort '
First's independent auditor.

R_eport of the Audit Committee

The Audit Committee of Frankfort First’s board of directors’is composed of five nonemployee
directors and operates unider a writtén charter adopted by the board of diréctors, a copy of which i is
included as Appendix E to this proxy statement-prospectus. The board of diréctors has determined that
each Audit Committee member is independent in accordance with the NASD’s listing standards, and that
Director Harrod is an “audit committee financial expert” as'that term is defined under the NASD’s listing
standards.

Frankfort First’s management is responSible for Frankfort First’s internal controls and financial
reporting process. The independent auditors are responsible for performing an independent audit of
Frankfort First’s consolidated financial statements and i lssumg an opinion on the conformity of those
financial statements with generally accepted accounting principles. The Audit Committee oversees
Frankfort First’s internal controls and financial reporting process on behalf of the board of directors.

In this context, the Audit Committee has met and held discussions with management and the
independent auditors. Management represented to the Audit Committee that Frankfort First’s
consolidated financial statements were prepared in accordance with accounting principles generally
accepted in the United States of America and the Audit Committee has reviewed and discussed the

P-43




consolidated financial statements with management and the independent auditors: The Audit Committee
discussed ‘with the independent auditors matters required to be discussed by “Statement on Auditing
Standards'No. 61 (Communication With Audit Committees)”, including the quality, not just the
acceptability, of the accounting principles, the reasonableness of significant Judgments and the clarity.of
the disclosures in the financial statements :

In addition, the Audit Committee has received the written disclosures and the letter from the
independent auditors required by the Independence “Standards Board Standard No. 1 (Independence
Discussions With Audit Committees)” and has discussed with the independent auditors the auditors.. -
independence from Frankfort First and its mandgement. In concluding that the auditors are independent,
the Audit Committee considered, among other factors, whether the nonaudit services provided by the
auditors were compatible with its independence. :

The Audit Committee discussed with Frankfort First’s independent auditors the overall scope and
plans for their audit. The Audit Committee meets with the independent auditors, with and without
management present, to discuss the results of their examination, their evaluation of Frankfort Fxrst s
internal centrols, and the overall quality of Frankfort First’s financial reporting. ‘

In performirnig all of these functions, the Audit Committee acts only in an oversight capacity. In
its oversight role, the Audit Committee relies on the work and assurances of Frankfort First’s '
management, which has the primary responsibility for financial statements and reports, and of the’
independent auditors who, in their report, express an opinion on the conformity of Frankfort First’s
financial statements to generally accepted accounting principles. The Audit Committee’s oversight does
not provide it with an independent basis to determine that management has maintained appropriate
accounting and financial reporting principles-or policies, or appropriate internal controls and procedures -
designed to assure compliance with accounting standards and applicable laws and regulatlons
Furthermore, the Audit Committee’s considerations and discussions with management and the
independent auditors do not assure that Frankfort First’s financial statements are presented i in accordance
with generally accepted accounting principles, that the audit of Frankfort First’s financial statements has
been carried out in accordance with the standards of the Public Company Accounting Oversight Board
(United States) or that the Company’s independent auditors are in fact “independent.”

In reliance on the reviews and discussions referred to above, the Audit Committee recommended
to the board of directors, and the board has approved, that the audited consolidated financial statements be
included in Frankfort First’s Annual Report on Form 10-KSB for the year ended June 30, 2004 for filing .
with the Securities and Exchange Commxssxon

o AUDIT COMMITTEE

Charles A. Cotton, III
C. Michael Davenport
David R. Harrod (Chairman)
Frank McGrath
Herman D. Regan, Jr_.' '
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Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities and Exchange Act of 1934 requires Frankfort First’s executive
officers and directors and persons who own more than 10% of any registered class of Frankfort First’s
equity securities, to file reports of ownership and changes in ownership with the Securities and Exchange
Commission. Executive officers, directors and greater than 10% shareholders are required by regulation
to furnish Frankfort First with copies of all Section 16(a) reports they file.

Based solely on its review of the copies of the reports it has received and written representations
provided to Frankfort First from the individuals required to file the reports, Frankfort First believes that
each of Frankfort First’s executive officers and directors has complied with applicable reporting

requirements for transactions in Frankfort First’s common stock during the fiscal year ended June 30,
2004. ‘;

Transactions With Management

Loans to Officers and Directors. Periodically, First Federal of Frankfort may engage in
lending transactions with its officers and directors, as well as entities associated with such persons. Such
transactions are made inthe ordinary course of business and on substantially the same terms, including
interest rate:and collateral, as those prevailing at the time for comparable transactions with other persons.
Loans to such persons do not involve more than the normal risk of collectibility or present other.
unfavorable features. ' :
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Proposal 2: Approval and Adoption of the Merger Agreement
| ) The Merger |

- The following discussion of the merger is qualified by reference to the merger agreement, which
is attached to this proxy statement-prospectus as Appendix'A. You should read the entire'merger
agreement carefully. It is the legal document that governs the merger.

Background of the:Merger -

|, T ST o . ot .
The'boeard of-diréctors of First Federal of Hazard has occasionally reviewed its strategic options,
including converting to a stock form financial institution, continued independence, acquisitions of other .
institutions and mergers with and acquisitions by other institutions, all with a view towards improving
First Federal of Hazard’s competitive posture for the long-term, supporting future lending and growth,
improving its financial performance and expanding the services available to its customers. On an annual
basis, First Federal of Hazard prepares-a budget and reviews:and updates-its business plan.: In late 2003,
First Federal of Hazard’s President, Tony Whitaker, had an-informal discussion with a representative of
Capital:Resources.Group, the financial advisor for First Federal of Hazard and the parent of Capital
Resources, Inc., the'marketing agent for the reorganization offering, regarding reorganization and merger
transactions in.general. InJanuary 2004, Mr.‘Whitaker was contacted by the Capital Resources Group
representative to discuss the concept of a possible business combination between First Eederal.of Hazard
and Frankfort First. The potential business combination would involve First Federal of Hazard’s
reorganization into the mutual holding company structure, including a minority stock offering, and
simultaneous acquisition of all of the outstanding shares of Frankfort First common stock. In late
February 2004, a representative of Capital Resources Group met with the Chairman of the Board of
Frankfort First to discuss in concept a merger with First Federal of Hazard as part of a mutual holding
company reorganization and the reorganization offering and the strategic benefits of combining the two
banks as wholly owned subsidiaries of a newly formed holding company. While no price to be paid to
the shareholders of Frankfort First was discussed at that time, the meeting included a discussion of the
form of the consideration to be paid as stock and cash and that Frankfort First would have significant
representation on the stock holding company board of directors and in its management. This meeting was
reported to the Frankfort First’s board of directors during its March 2004 meeting.

Mr. Whitaker reported his discussions with the Capital Resources Group representative to First
Federal of Hazard’s board at its March 2004 board meeting. The board instructed Mr. Whitaker to -
continue such discussions with the Capital Resources Group representative and Frankfort First. Mr.
Whitaker updated the board at its meeting on April 8, 2004 and was instructed by the board to continue
the discussions. Periodic informal telephone discussions continued over the next several weeks and on
April 15, 2004, a meeting was held with representatives of Frankfort First’s and First Federal of Hazard’s
management and a representative of Capital Resources Group to further discuss the proposed transaction.

On May 11, 2004, management updated Frankfort First’s board of directors regarding the status
of the discussions of the proposed transaction. At that meeting, the board of Frankfort First authorized
management to continue the discussions with First Federal of Hazard and to retain legal and financial
advisors. On May 13, 2004, Mr. Whitaker made a presentation to First Federal of Hazard’s board
regarding the status of the discussions of the proposed transaction. At the meeting, the board authorized
Mr. Whitaker to continue the discussions with Frankfort First. On May 21, 2004, representatives of the
Frankfort First’s and First Federal of Hazard’s management, a representative of Capital Resources Group
and representatives from the law firm Muldoon Murphy & Aguggia LLP met to discuss in more detail the
proposed transaction. During the meeting, various structural alternatives were discussed as well as
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possible board and management positions. During that meeting, it was suggested that the proposed price
might be in the range of $23.00 per share. Given the unusual nature of transaction, it was recommended
that meetings take place with Frankfort First’s and First Federal of Hazard’s principal bank regulator, the
Office of Thrift Supervision (“OTS”), to discuss the regulatory structure of the proposed transaction.

On June 10, 2004, the President of Frankfort First and the President of First Federal of Hazard
together with representatives from Capital Resources Group, Inc. and Muldoon Murphy & Aguggia LLP
met with the Southeast Regional Office of the OTS and on June 15, 2004, representatives of Capital
Resources Group, Inc. and Muldoon Murphy met with the OTS in Washington, D.C. to discuss the
regulatory structure of the proposed transaction. On June 17, 2004, Mr. Whitaker reported to the First
Federal of Hazard board the results of the June 10, 2004 meeting with the OTS and the proposed schedule
for pursuing the proposed transaction. Following Mr. Whitaker’s presentation, the board authorized and
instructed Mr. Whitaker to retain legal and financial advisors in connection with the proposed transaction.
During the latter part of June 2004 and the first two weeks in July 2004, a definitive merger agreement
was negotiated by the parties. On July 8, 2004, Capital Resources Group made a detailed presentation to
First Federal of Hazard’s board of directors regarding the structure of the proposed transaction and the
faimess of the merger consideration to First Federal of Hazard. The board authorized and instructed Mr.
Whitaker, with the assistance of legal counsel and Caprtal Resources Group, to continue to negotiate the
terms of a definitive merger agreement subject to a satisfactory due drhgence review of Frankfort First
and First Federal of Frankfort. In early July, the parties conducted due diligence to better famrhanze
themselves with the operatrons of the respective institutions. .On July 15, 2004 the board of directors of
First Federal of Hazard met to consider the agreement. Presentations were made by Mr. Whitaker,
Muldoon Murphy & Aguggia LLP-and Capital Resources Group. On July 15, 2004, the Frankfort First
board of directors met to consider the agreement. Presentations were made by counsel as well as a
representative of Howe Barnes Investments, Inc. The merger agreement was executed on July. 15, 2004.
On November 3, 2004, the board. of directors of each party met to amend the merger agreement to remove
a provision that permitted First Federal of Hazard to elect to exclude shares.of Kentucky First common
stock purchased by the employee stock ownership plan in the reorganization offering from the number of
outstanding shares of Kentucky First stock for purposes of calculating the maximum number of shares
that may be issued to Frankfort First shareholders in the merger. In order to preserve the tax-free nature
of the Kentucky First common stock received in the merger, on November 30, 2004, the board of
directors of each party met to amend the merger agreement fo provide that Frankfort First shareholders
will receive that number of Kentucky First shares having a value of at least 40% of the total merger
consideration paid in the merger (including cash payments made to holders of optrons to purchase
Frankfort First comrmon stock).

About the Parties to the Merger

Frankfort First Bancorp, Inc. Frankfort Flrst is the savings 1nst1tutron holdrng company for
First Federal Savings Bank of Frankfort, a federally chartered savings bank. Frankfort First was
mcorporaled under the laws of the State of Delaware in August 1994 to serve as a savings institution -
holding company of First Federal of Frankfort upon. the acquisition of all of the capltal stock issued by
First Federal of Frankfort upon its conversion from mutual to stock form. The conversion was completed
July 7, 1995, with Frankfort First i issuing 1,725, OOO (as adjusted) shares of its common stock to the
public, and First Federal of Frankfort issuing all of its issued and outstandrng common stock to Frankfort
First. Prior to and since the conversion, Frankfort First has not engaged in any material operations and
has no srgmf cant assets other than the outstanding capital stock of First Federal of Frankfort. Frankfort
First’s principal business is the business of First Federal of Frankfort.

P-47




' First Federal Savings Bank of Frankfort. First Federal Savings Bank of Frankfon was
originally chartered in 1934 as a Kentucky chartered bu11d1ng and loan association known as “Gréater
Frankfort Building and Loan Association” and was re-chartered in 1938 as First Federal Savings and - =
Loan Association of Frankfort. First Federal of Frankfort has been a member of the Federal Home Loan
Bank of Cincinnati and its deposits have been federally insured since 1938. In 1989, First Federal of
Frankfort became a federal mutual savings bank and adopted its current name. First Federal of Frankfort
converted to stock form, as described above, on July 7, 1995. First Federal of Frankfort currently operates
through three banking offices located in Frankfort, Kentucky and is primarily engaged in'the business of-
attracting deposits from the general public and originating loans s"ecured by first mortgages on one- to'
four-family residences in First Federal of Frankfort’s market aréaFirst Federal of Frankfort also
originates, to a lesser extent, church Joans, home equity loans and other loans. First Federal of Frankfort
also offers certain types of riondeposit investment products to its customers. At September 30, 2004,
Frankfort First had total assets of $1 36 6 million, deposits of $73 8 mllhon and shareholders’ equ1ty of
$17.4 mllhon

Flrst Federal Savmgs and Loan Assoclatlon of Hazard. First Federal of Hazard i 1s a a
community-oriented- savmgs and loan association dedicated to serving consumers in Perry and e
surroundmg counties in eastern Kentucky. First Federal of Hazard- engages primarily in the business of "
attractmg 'deposits from the general public and using such funds'to ongmate when available, loans " -
secured by first mortgages on owner-occupied, residential real estate To the extent there is’ 1nsufﬁc1ent
loan demand in its market area, First Federal of Hazard invests in mortgage-backed and‘investmernt’ " "
securities. Dunng the low interest rate environment, First Federal of Hazard has chosen to investin'
shorter térm liquid mongage -backed and investment securities. First Federal of Hazard currently operates
from a single office in Hazard, Kentucky. At September 30, 2004, First Federal of Hazard had total assets
of $140.4 million, loans receivable, net of $32.6 million, total mortgage backed and mvestment secuntles
of $86.1 mzlhon dep051ts of $99 1 mﬂhon and total cap1ta] of $31.6 mllhon

Kentucky First Federal Bancorp. Kentucky’ First wxll be formed upon completlon ‘of Flrst
Federal of Hazard’s reorganization. After completion of the reorgamzatlon Kentucky First will become
First Federal of Hazard’s federally chartered mid-tier stock holdmg company. Kentucky First i$ not -
currently an operating company. After the reorgamzatlon Kentucky First will own all of First Federal of
Hazard’s capltal stock and after the merger will own all of First Fedéral of Frankfort s capital stock and
will direct, plan and coordinate First Federal of Hazard's and First Federal of Frankfort’s business’ ‘"
activities. In the future, Kentucky First might also acquire or organize other operatmg sub31d1anes
including other financial institutions or financial services companies, although it currently has no specnﬁc
plans or agreements todo so.

LA N

_ First Federal MHC. First Federal MHC will be formed upon completlon of the reorganization.
After completlon of First Federal of Hazard’s reorganization to the mutuat holdmg company structure,
First Federal MHC will bé a federally chartered mutual holding company and will own 55% of Kentucky
First’s common stock (53.9% at the minimurn of the offering range)., So long as First Federal MHC'
exists, it will own'a majority of the voting stock of Kentucky First. First Federal MHC is ot currently an
operating company. First Federal MHC will have no stockholders and deposnors of First Federal of
Hazard will become members of First Federal MHC: Deposxtors of First Federal of Frankfort will not
become members of First Federal MHC unless Kentucky First merges Flrst Federal of Hazard and First -
Federal of Frankfort. Flrst Federal MHC is not expected to engage in any busmess activity other than
owning a majonty of the common stock of Kentucky First.
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Form of the Merger

The boards of directors of Frankfort First and First Federal of Hazard have approved a merger
agreement that provides for the merger of Frankfort First with a merger subsidiary of Kentucky First.
Upon completion of the merger, each share of Frankfort First common stock will be converted into the
right to receive either 2.35 shares of Kentucky First common stock or $23.50 in cash, without interest.

Thé common stock of Kentucky First is expected to trade on the NASDAQ National Market
under the symbol “KFFB” after completion of the merger.

Conversion of Frankfort First Common Stock

“When the merger becomes effective, each share of Frankfort First common stock issued and
outstanding immediately prior to the completion of the merger will automatically be converted into the
right to receive, at the holder’s election, either {1) $23.50 in cash, without interest, or (2) 2.35 shares of
Kentucky First common stock (with cash being paid instead of fractional shares) based on an initial
offering price of $10.00 per share. A Frankfort First shareholder’s receipt of cash or stock, however, is
subject to the allocation and proratlon procedures as well as other provisions in the merger agreement.
See * —Cash or Stock Election.”

Cash or Stock Election

Under the terms of the merger agreement, Frankfort First shareholders may elect to convert their
shares into cash or shares of Kentucky First common stock or indicate on the election form that they have
no elective preference. All elections of Frankfort First shareholders are further subject to the allocation
and proration procedures described in Section 2.8 of the merger agreement. Section 2.8 of the merger
agreement provides formulas to calculate a “minimum stock number” and a “maximum stock number.”
The “minimum stock number” is the minimum number of shares of Frankfort First common stock that
must each be éxchanged for the stock consideration (i.e., 2.35 shares of Kentucky First common stock) in
the merger, regardless of whether the reorganization offering is consummated at the minimum, midpoint,
maximum or maximum, as adjusted, of the offering range. The minimum stock number is based on the
“continuity of interest” test described on page P-54. In order to satisfy the continuity of interest test, at
least 40% of the value of the merger consideration received by Frankfort First shareholders must be in the
form of Kentucky First common stock. The formula to compute the minimum stock number is de51gned
to assure that thls 40% test i1s met. The formula is as follows:

minimum stock = .4 (A +(B x9.67))
number 23:50

where:

A =23.50 multiplied by the number of shares of Frankfort -
First common stock issued and outstanding at the effective
time of the merger; and

B = the pumber of options to purchase shares of Frankfort
First common stock outstanding at the effective time of the
merger.
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ASsuming that 1,266,613 shares of Frankfort First common stock and options to purchase 147,230
shares of Frankfort First common stock are outstanding at the effective time of the merger, 530,879 shares
of Frankfort First common stock must be exchanged for at least 1,247,565 shares of Kentucky First
common stock in the merger. The minimum stock number will remain the same regardless of whether the
Kentucky First reorganization offering is completed at the minimum, midpoint, maximum or maximum,
as adjusted, of the offering range. The minimum stock number has been calculated based on 1,266,613
shares and options to acquire 147,230 shares of Frankfort First common stock outstanding on
September 30, 2004. Subsequent to September 30, 2004, an individual advised Frankfort First of such
person’s intent to exercise 12,368 options by tendering 5,000 shares of Frankfort First common stock plus
cash for the balance of the exercise price. This transaction will reduce the minimum stock number to
1,245,947.

The “maximum stock number” is.the maximum number of shares of Frankfort First common stock
that may be exchanged for the stock consideration. The maximum stock number is based on the
requirement that, except in order to satisfy the minimum stock number requirement described above, no
more than 45% of the Kentucky First shares outstanding immediately following the reorganization and
the merger and owned by persons other than First Federal MHC may be owned by the former Frankfort
First shareholders who receive their shares in the merger (however under no circumstance will Frankfort-
First shareholders receive more than 49% of the Kentucky First shares issued to persons other than First
Federal MHC). The formula to compute the maximum stock number is as follows:

“maximum stock number” means the greater of (1) the minimum stock number and (2) the
quotient, the numerator of which is the lesser of A or B, divided by .55, minus the lesser of A or
B, a‘nd the denominator of which is 2.35, where:

A = .55 multiplied by the maximum, as adjusted, of the
| reorganization offering offering range; and

B = that number of shares of Kentucky First common stock
) for which orders are received and accepted in the
reorganization offering.

If Frankfort First shareholder elections exceed the maximum stock number (i.e., they elect to
receive more Kentucky First stock than.the parties agreed Kentucky First would issue in the merger), then
persons who elected to receive stock would, instead, receive a-combination of Kentucky First stock and
cash based on the merger agreement’s allocation and proration procedures. If Frankfort First shareholder
elections do not satisfy the minimum stock number (i.e., they elect to receive less than the number of
shares of Kentucky First stock that they must receive in the merger) then persons electing to receive cash
and/or persons not making elections would, instead, receive a combination of Kentucky First stock and
cash based on the merger agreement’s allocation and proration procedures described below. If Frankfort
First shareholder elections fall between the minimum and maximum stock numbers, then shareholders
_ electing Kentucky First stock will receive stock and shareholders electing cash or who make no election

- will receive cash.

A summary of the impact of the minimum and maximum stock numbers on the elections of
Frankfort First shareholders follows. At the minimum of the offering range, Frankfort First shareholders
must receive 1,247,565 shares (22.6%) of Kentucky First common stock and $18.6 million in cash
(including the payment of $1.4 million to holders of options to purchase Frankfort First common stock in
exchange: for the cancellation of such options). At the maximum of the offering range, if Frankfort First
shareholders elect to receive the maximum amount of Kentucky First common stock available to them in
the merger, the aggregate merger consideration will consist of 1,513,687 shares (20.2%) of Kentucky
First common stock and $16.0 million in cash. If Frankfort First shareholders receive only 1,247,565
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shares of Kentucky First common stock in the merger at the maximum of the offering range, then the
aggregate merger consideration will consist of 1,247,565 shares (16.7%) of Kentucky First common stock
and $18.6 miillion in cash. The above calculations are based on the assumption that there would be
1,266,613 shares and options to acquire 147,230 shares of Frankfort First common stock outstanding on
the effective date of the merger, which reflected the shares and options outstanding on September 30,
2004. Subsequent to September 30, 2004, an individual advised Frankfort First of such person’s intent to
exercisé 12,368 options by tendering 5,000 shares of Frankfort First common stock plus cash for the
balance of the exercise price. In the event Frankfort First shareholders receive the minimum number of
shares issuable in the merger, this transaction will rediice the number of shares issued in the merger to
1,245,947 and nominally reduce the amount of cash payable in the merger. See “Summary—Number of
Shares to be Sold” and “The Reorganization and Stock Offering—How We Determined the Offering
Range and the $10. 00 Purchase Price” on page 138 of the attached Kentucky First prospectus for a more
detailed discussion on the number of shares to be issued in the reorganization and merger offering, as well
as the" percentages ‘of the shares of Kentucky First common stock that will be outstanding following the
reorganization and the merger of the different points of the reorganization offering range. We are not
making any recommendation as to whether Frankfort First shareholders should elect to receive Kentucky
First common stock or cash in the merger. Each holder of Frankfort First’s common stock must make his
or‘her own decision with respect to such election.

P
P

It 1s unllkely that elections will be made in the exact proportion provided for in the merger
agreement. 'As a result, the merger agreement descnbes procedures to be followed if Frankfort First
shareholders, in'the aggregate, elect to receive more’ ‘shares of Kentucky First common stock than
Kentucky First has agreed to issue in the merger or fewer shares of Kentucky First common stock than
must be 1ssued in the merger These procedires are summanzed below.

- If Kentucky First Stock Is Oversubscrlbed If Frankfort First shareholders elect to
' receive more Kentucky First common stock than the parties have agreed Kentucky First
may issue in the merger, then all of the Frankfort First shareholders who have elected to
receive cash or who have made no election will recéive cash for théir Frankfort First’ s
shares and all shareholders who elected to receive Kentucky First common stock will
receive a pro rata portion of the available Kentucky First shares, plus cash for those shares
not converted into Kentucky First common stock.

e f Kentucky First Stock is Undersubscnbed If Frankfort First shareholders elect to
0 receive fewér shares of Kentucky F1rst common stock than the parties have agreed
; Kentucky First must issue in the merger, then all Frankfort First sharéhiolders who have
. tlected to receive Kentucky First common stock will receive Kentucky First common -
'v”tock and Frankfort First shareholders who elected to receive cash or have made no
K electron wr]l be treated in'the followmg manner

. “If the number of shares held byFrankfort First shareholders who have made no
' ~election is sufficient to make up the shortfall in the number of Kentucky First
shares that Kentucky First is required to issue in the merger, then all Frankfort First
~ shareholders who elected cash will receive cash, and those shareholders who made
? ~ no election will receive both cash and Kentucky First common stock in whatever
proportion is necessary to make up thé shortfall.

. If the number of shares held by Frankfort First shareholders who have made no
election is insufficient to make up the shortfall, then all Frankfort First shareholders
who made no election will receive Kentucky First common stock and those
Frankfort First shareholders who elected to receive cash will receive cash and
common stock in whatever proportion is necessary to make up the shortfall.
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- If Frankfort First Shareholders Elect to Receive At Least the Minimum
- Number of Shares of Kentucky First Common Stock but No More Than the

Maximum Number of Shares of Kentucky First Common Stock: If Frankfort
First shareholders elect to receive at least the minimum number of shares of Kentucky First
common stock, but no more than the maximum number of shares of Kentucky First
common stock, that they must or can receive in the merger, then each Frankfort First
shareholder electing to receive cash in the merger and each Frankfort First shareholder not
making an election will receive cash in the merger, and each Frankfort First shareholder
electing to receive stock in the merger will receive Kentucky First stock.

No guarantee can be made that you will receive the amount of Kentucky First stock or cash
you elect.. As a result of the allocation procedures and other limitations outlined in this document
and in the merger agreement, you may receive Kentucky Flrst common stock and/or cash in an
amount that varies from the amount you elect to receive.

Electlon.iProcedures; Surrender of Stock Certificates

A form for making an election of the consideration you wish to receive in the merger will be sent
to you separately The election form allows you to elect to receive Kentucky First common stock or cash,
or make no election with respect to the merger consrderatlon you wish to receive. For your electlon to
be effectlve, your properly completed election form, along with your Frankfort First stock
certificates or an appropriate guarantee of dehvery, must be received by Illmons Stock Transfer
Company on or before 5:00 p.m., Eastern time, on February 14, 2005. 1111n01s Stock Transfer
Company will act as exchange agent in the merger and in that role will process the exchange of Frankfort
First stock certificates for cash and/or Kentucky First common stock. Shortly after the merger, the
exchange agent will allocate cash and stock among Frankfort First shareholders, consistent with their
elections and the allocation and proration procedures If you do not submit an electron form, you will
receive instructions from the exchange agent on where to surrender your Frankfort First stock certificates
after the merger is completed. In any event, you should not forward your Frankfort First stock certificates
with your proxy cards. ’

If you have a preference for receiving either Kentucky First common stock or cash in exchange
for your Frankfort First stock, you should complete and return.the election form. If you do-not make an
election or indicate that you have no elective preference, you will be allocated Kentucky First common
stock and/or cash based on the merger agreement’s allocatron and proratron procedures

We are not recomrnendlng whether you should elect to recelve Kentucky Flrst common stock or
cash in the merger. You must make your own decision with respect to your election. The United States
federal income tax treatment will depend primarily on whether you exchange your Frankfort First
common stock solely for Kentucky First common stock, solely for cash, or for a combination of Kentucky
First common stock and cash. See “—Material Federal Income Tax Consequences of the Merger.”

If certificates for Frankfort First common stock are not immediately available or time will not
permit the election form and other required documents to reach the exchange agent prior to the election
deadline, Frankfort First shares may be properly exchanged, and an election will be effective, if:

. such exchanges are made by or through a member firm of a registered national
securities exchange or of the National Association of Securities Dealers, Inc., orby a
commercial bank or trust company having an office, branch or agency in the United
States;
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. the exchange agent receives, prior to the election deadline, a properly completed and
duly executed Notice of Guaranteed Delivery (delivered by hand, mail, telegram, telex
or facsimile transmlssxon) and

. the exchange agent receives, within three (3) business days after the election deadline,
the certificates for all exchanged Frankfort First shares, or confirmation of the delivery-
of all such certificates into the exchange agent’s account with the Depository Trust . -
Company in accordance with the proper procedures for such transfer, together with a
properly completed and duly executed election form and any other documents required
by the election form : o

Frankfort First shareholders who do not submit a properly completed election -
form or revoke their election form prior to the election deadline will have their shares of:
Frankfort First common stock designated as “nonelection”:shares. Frankfort First stock
certificates represented by elections that have been revoked will be promptly retumed without charge to
the Frankfort First shareholder submitting the election form upon. written request. After the completion of
the merger, the exchange agent will allocate cash and Kentucky First common stock among the
shareholders of Frankfort First common stock according to the allocation procedures outlined above.

- After the completion of the merger, the exchange agent will mail to Frankfort First shareholders -
who do not submit election forms a letter of transmittal, together with instructions for the exchange of
their Frankfort First common stock certificates for the merger consideration. Until you surrender your
Frankfort First stock certificates for exchange after completion of the merger, you will not be paid .
dividends or other distributions declared after the merger with respect to any Kentucky First common
stock into which your Frankfort First shares have been converted. When you surrender your Frankfort
First stock certificates, Kentucky First will pay any unpaid dividends or other distributions, without
interest.- After the completion of the merger, there will be no further transfers of Frankfort First:common
stock. Frankfort First stock certificates presented for transfer after the comp]enon of the merger wrll be ~
canceled and exchanged for the merger consideration. :

If your Frankfort First stock certificates have been lost, stolen or destroyed, you will have to
prove your ownership of these certificates and that they were lost, stolen-or destroyed before you receive
any consideration for your shares. Upon request; Illinois Stock Transfer Company will send you
instructions and appropriate forms for this purpose..

Treatment of Frankfort Flrst Stock Optlons

, Immedlately prior to the effectrve time of the merger (after all of the condmons to the
consummation of the merger, as described in the mérger agreement;, have been satisfied) each outstanding.
option to purchase shares of Frankfort First common stock granted under Frankfort First’s stock option
plan will be cancelled in exchange for a cash payment from Frankfort First. The cash payment for each
option will be equal to the excess of the $23.50 merger consideration over the exercise price per share of
each option, net of any cash that must be withheld under the federal and state income and employment tax

requirements.
Material Federal Income Tax Consequences of the Merger

The following discussion addresses the matertal United States federal income tax consequences
of the merger to holders of Frankfort First common stock. This discussion applies only to Frankfort First
shareholders that hold their Frankfort First common stock as:a capital asset within the meaning of Section
1221 of the Internal Revenue Code of 1986, as amended. Further, this discussion does not address all -
aspects of United States federal income taxation that may be relevant to a particular shareholder in light
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of his or her personal circumstances or to shareholders subject to special treatment under the United
States federal income tax laws including: banks or trusts; tax-exempt organizations; insurance companies,
regulated investment companies or mutual funds; dealers in securities or foreign currency; traders in
securities who elect to apply a mark-to-market method of accounting; pass-through entities and investors
in such entities; foreign persons; shareholders who hold Frankfort First common stock as part of a hedge,
straddle, constructive sale, conversion transaction or other integrated instrument;-and to shareholders of
Frankfort First common stock who acquired their shares of Frankfort First common stock upon the
exercise of warrants or employee stock options or otherwise as compensation.

This discussion is based on the Internal Revenue Code, Treasury regulations, administrative
rulings and judicial decisions, all as in effect as of the date of this proxy statement-prospectus and all of
which are subject to change (possibly with retroactive effect) and to differing interpretations. Tax
considerations under state, Jocal and foreign laws are not addressed in this document. - The tax
consequences of the merger to you may vary depending.upon your particular circumstances.
Therefore, you should consult your tax advisor to determine the particular tax consequences of the
merger to you, including those relating to state and/or local taxes.

In'connection with the filing of the registration statement, Muldoon Murphy & Aguggia LLP,
counsel to Kentucky First, has delivered to Kentucky First its opinion, dated the date of this proxy
statement-prospectus, that the merger will qualify as a “‘tax-free reorganization” within the meaning of
Section 368(a) of the Internal Revenue Code. A copy of the tax opinion is attachéd as Exhibit 8.1 of the
registration statement of which this proxy statement-prospectus forms a-part. Such opinion has been
rendered on the basis of facts, representations or assumptions set forth or referred to in such opinion and
the factualirepresentations contained in certificates of officers of Kentucky First, all of which must
continue 1o be true and accurate in all material respects as of the effective time of the merger.

- No ruling has been sought from the Internal Revenue Service regarding the tax consequences of.
the merger. :In order for the merger to qualify as a tax-free reorganization, the transaction must satisfy a
judicially-created doctrine whereby the shareholders of Frankfort First must retain a significant ongoing
interest in the combined entity. Under Internal Revenue Service rulings and guidelines, this “continuity
of interest” test would require that the aggregate value of Kentucky First common stock issued in the
merger to Frankfort First shareholders is not less than 50% of the value of formerly outstanding shares of -
Frankfort First common stock, in order for the Service to make an advance ruling that the merger would
qualify as a tax-free reorganization. However, although the Service applies a-50% guideline for private

. tuling purposes, the Service has acknowledged that the 50% guideline does not define, as a matter of law,
the minimum stock consideration required to meet the continuity. of interest test. ‘The Service has,in
private letter rulings, found sufficient continuity of interest at the 45% level, and the courts have accepted
lower levels of continuity, including thresholds of 38% and 25% stock consideration: Because the merger
will provide for a minimum continuity threshold of 40% (i.e., at least 40% of the merger consideration - -
would-be in the form of common stock), which exceeds these judicially accepted figures, the merger will
satisfy the ‘continuity of interest test and, therefore, will qualify as a tax-free reorganization. Based on
1,266,613 shares and.options to purchase 147,230 shares of common stock outstanding on September 30,
2004, Frankfort First shareholders must.receive at least 1,247,565 shares of Kentucky First common stock
in the merger to satisfy the continuity threshold of 40%. Subsequent to September 30, 2004, an
individual advised Frankfort First of such person’s intent to exercise 12,368 options by tendering 5,000
shares of Frankfort First common stock plus cash for the'balance of the exercise price. This transaction
will reduce the minimum number of shares issuable in the merger to satisfy the continuity threshold to
1,245,947 - »

Receipt of Kentucky First Common Stock in Exchange for Frankfort First Common
Stock. No gain or loss will be recognized by a Frankfort First shareholder who receives solely shares of
Kentucky First common stock (except for cash received in lieu of fractional shares, as discussed below) in
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exchange for all of his or her shares of Frankfort First common stock. The tax basis of the shares of
Kentucky First common-stock received by a Frankfort First shareholder in such exchange will be equal
(except for the basis attributable to any fractional shares ‘of Kentucky First common stock, as discussed -
below) to the basis of the Frankfort First common stock surrendered in exchange for the Kentucky First.
common stock. The holding period of the Kentucky First common stockreceived will include the -
holding period of shares of Frankfort First common stock: surrendered in-exchange for the Kentucky First
common stock, provided that such shares were held as caprtal assets of the Frankfort Frrst shareholder at
the effectlve time of the: merger : i :

: Receipt of Cash in Exchange for Frankfort First Common.Stock. A Frankfort First
shareholder who receives solely cash in exchange for all'of his or her shares of Frankfort First common -
stock (and is not treated as-constructively owning Kentucky First common stock after the merger under
the circumstances referred to below under “—Possible Dividend Treatment”) will recognize gain or loss
for federal income tax purposes equal to the difference between the cash received and such shareholder’s
tax basis in the Frankfort First common stock surrendered in excharige for the cash. Such gain or loss will
be a capital gain or loss, provided that such shares were held as capital assets of the Frankfort-First - -
shareholder at the effective time of the merger. Such gain or loss will be long-term capital gain orloss 1f
the Frankfort First shareholder’s holding period. is more than oné year..-TheiInternal Revenue Code
contains llmltatrons on the extent to which a taxpayer may deduct capltal losses from ordmary incoime.

Exchange for Kentucky First Common Stock and Cash Asa result of receiving a @~
combination of Kentucky First common stock and cash in exchange for shares of Frankfort First common
stock, a Frankfort First shareholder will recognize gain, but not loss, equal to the lesser of (1) the amount
of cash received, or (2) the amount of gain “realized” in the merger.  The amount of gain‘a Frankfort First
shareholder “realizes” will equal the amount by which (a) the cash' plus the fair market value at the:
effective time of the merger of the Kentucky First common stock received exceeds (b) the shareholders’ -
tax basis in-the Frankfort First common stock surrendered -in the merger. If a shareholder of Frankfort
First common stock purchased his or her shares of Frankfort First common stock at different prices; such
Frankfort First shareholder will have to compute his or her recognized gain or loss separately for the
shares of Frankfort First common stock with a different:adjusted basis in‘accordance with the applicable
tax rules described in the previous sentences.” Any recognized loss disallowed will be-included in the' -
adjusted basis of the holders of Kentucky First common stock received in the merger, as discussed below.
Any recognized gain would be taxed as a capital gain or.a dividend,as described below. The:tax basis of
the shares of Kentucky First common stock teceivéd in the merger will be the same as the tax basis of the
shares-of Frankfort First common stock surrendered.in the‘merger decreased by.the amount of cash "+~
received in the' merger and increased by the (i) gain recognized in the merger, if any, and (ii) recognized
loss disallowed: ini'the merger, if any.- The holding period for shares of Kentucky First common:stock’ "~
received by such Frankfort First shareholder will include such shareholder’s holding peried for.the
Frankfort First common stock surrendered in exchange for the Kentucky First common stock, provided
that such shares of Erankfort First common stock were held as: caprtal assets of the shareho]der at the
effective. time of the'merger. o oo ,

R
Ve o

‘ Possible'Dividend Treatment.’ In certain circumstances, a Frankfort First shareholder may -
receive ordinary income, rather than capital gain, treatment on all or a portion of the gain recognized in
the merger if the receipt of the cash portion of the merger consideration “has the-effect of the distribution
of a dividend” under the principles of Section 302 of the Internal Revenue Code. The determination of
whether a cash payment has such effect is based on a comparisor of the Frankfort First shareholder’s
proportionate interest in Kentucky First after the merger with the proportionate interest the Frankfort First
shareholder would have had if the shareholder had received solely Kentucky First common stock in the
merger. For purposes of this comparison, the Frankfort First shareholder may constructively own shares
of Kentucky First common stock held by certain members of the Frankfort First shareholder’s family or-
certain entities in which the Frankfort First shareholder has an ownership or beneficial interest and certain
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stock options may be aggregated with the Frankfort First shareholder’s shares of Kentucky First common
stock. The amount of the cash payment that may be treated as a dividend is limited to the shareholder’s
ratable share of the accumulated earnings and profits of Frankfort First at the effective time of the merger.
Any gain that is not treated as a dividend will be taxed as a capital gain, provided that the Frankfort First
shareholder’s common stock was held as a capital asset at the effective time of the merger. Capital gain
or loss recognized by a Frankfort First shareholder in the merger will be long-term capital gain or loss if
the holding period of the shares of Frankfort First common stock exceeds one year at the completion of
the merger. In the case of individuals, the maximum federal income tax rate applicable to long-term
capital gains generally is 15%. If a Frankfort First shareholder has to recognize ordinary income, such
income for individuals is currently taxed at the maximum rate of 35%. . The determination of whether a
cash payment will be treated as having the effect of a dividend depends primarily upon the facts and .
circumstances of each Frankfort First shareholder. Frankfort First shareholders are urged to consult their
own tax advisors regarding the tax treatment of the cash received in the merger.. fo

Dlssenters. A shareholder who receives cash for their shares of Frankfon First common stock
because they exercised their dissenter’s rights will be treated for United States federal income tax
purposes asif the-Kentucky First common stock had been received and then redeemed for cash by
Kentucky First. A. Frankfort First shareholder will recognize a capital gain or loss in an amount equal to
the difference between the cash received and:the tax basis in the Kentucky First common stock, unless.
such payment, under each such shareholder’s particular facts and circumstances, is deemed to have the
effect of a dividend distribution-and not a redemption treated as an exchange under the principles of
Sectlon 302 of the Internal Revenue Code. ‘

Cashv in Lleu of Fractional Shares. A Frankfort First shareholder who holds Frankfort First
common stock as a capital asset and who.receives in the merger, in exchange for such stock, cash in lieu.
of a fractional share interest in Kentucky First common stock will be treated as having recetved such cash
in full payment for 'such fractional share of stock and as capital gain or loss, notwithstanding the dividend
rules discussed above. ‘ . : >

‘Backup Withholding. Unless an exemption applies under the backup withholding rules of .-,
Section 3406 of the Internal Revenue Code, the exchange agent will be required to withhold, and will .
withhold, 28% of any cash payments to which a Frankfort First shareholder is entitled pursuant to the -
merger, unless the Frankfort First shareholder provides the appropriate form. A Frankfort First::
shareholder should complete and sign the substitute Internal Revenue Service Form W-9 enclosed with-
the letter of transmittal sent by the exchange agent. Unless an applicable exemption exists and is proved
in a manner:satisfactory to the exchange agent, this completed form provides the infermation, including -
the Frankfort First shareholder’s taxpayer. 1dent1ﬁcat10n number, and certlﬁcanon necessary to avoid
backup w1thhold1ng Ty » : I

The foregomg is a summary dlscussmn of material federal income tax consequences of the
merger. The discussion is included for general information purposes only and may not apply to.a
particular Frankfort First shareholder in light of such shareholder’s particular circumstances. Frankfort
First shareholders should consult their own tax advisors as to the particular tax consequences to them of
the merger, including the application of state, local and foreign tax laws and possible future changes in
federal income tax laws and the interceptionvthereof which can have retroactive effects.

First Federal of Frankfort’s qumdatlon Account W|II Remain Intact Followmg the Merger
and Reorganization

The liquidation account that was established for the benefit of the First Federal of Frankfort .
members in connection with First Federal of Frankfort’s conversion from mutual to stock form in 1995
will not be impacted by the merger or by First Federal of Hazard’s reorganization. Therefore, in the
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unlikely event of a complete liquidation of First Federal of Frankfort, each eligible account holder will be
entitled to receive a liquidation distribution from the liquidation account in the amount of the then current
adjusted sub-account balance for deposit accounts held by the holder before any liquidation distribution
may be made to the stockholders of First Federal of Frankfort. No merger, consolidation, bulk purchase
of assets with assumptions of savings accounts and other liabilities or similar transactions with another
federally insured institution in which First Federal of Frankfort is not the surviving institution will be
considered to be a complete liquidation. In any of these transactions, the lxquldatlon account will be
assumed by the surviving institution.

Recommendation of the Frankfort First Board; Frankfort First’'s Reasons for the Merger

Frankfort First’s board of directors has unanimously approved the amended and restated merger
agreement and recommends that Frankfon First shareholders vote “FOR” the approval of the amended
and restated merger agreement.

Frankfort First’s board of directors has determined that the merger and the merger agreement are
fair to, and in the best interests of, Frankfort First and its shareholders. In reaching this determination, the
Frankfort First board of directors consulted with legal counsel as to its legal duties and the terms of the
merger agreement and with its financial advisors with respect to the financial aspects and fairness of the
transaction from a financial point of view. In arriving at its determination, the Frankfort Flrst board of
directors also considered a number of factors, including thée followmg

* . Merger Consideration. The per share merger consideration in the form of 2.35 shares of

. Kentucky First common stock or $23.50 in cash for each share of Frankfort First common
- stock outstanding and that the common stock portion of the merger consideration is being
- 1ssued as part of First Federal of Hazard’s reorganization to the mutual holding company

| structure.

» Fairness Opinion of Howe Barnes Investments, Inc. The analyses provided by Howe Barnes
Investments, Inc. and the opinion rendered by Howe Bames Investments, Inc., as financial
: advisor to Frankfort First, that the merger consideration is fair from a financial point of view
to Frankfort First shareholders (see “—Opinion of Franikfort First’s Financial Advisor”).

» . Kentucky First’s Mutual Holding Company Structure. That First Federal MHC will own a
. majority of Kentucky First’s common stock after the merger and will be able to exercise
voting control over most matters voted on by’ Kentucky First’s stockholders. The board also
‘considered the potential negatlve impact on Kentucky First’s stock | prlce due to'the Office of
* Thrift Supervision’s p011c1es that could prohlblt a merger with or an acquisition of Kentucky
First.

. ;: Compatibility of Management. The compatibility of First Federal of Hazard’s management

' team with that of Frankfort First and the general strategic fit of the entities, including the fact
that Frankfort First’s lending and geographic area complements that of First Federal of

 Hazard.

* . Continuity of Management. The fact that First Federal of Frankfort s management team will
- remain intact following the merger.

*  Management Representation in Kentucky First. The fact that Frankfort First’s President and
- Chief Executive Officer will be the President and Chief Operating Officer of Kentucky First
and that Frankfort First’s Chief Financial Officer will be the Chlef Financial Officer of
Kentucky First.




Board Representation on Kentucky First Board. The fact that Frankfort First’s President and
Chief Executive Officer and two members of the Frankfort First board of directors will serve
on the Kentucky First board of directors. '

Comparable Transactions. Comparable transactions and valuations on recent transactions.

Review of Strategic Alternatives. The Frankfort First board’s review of other strategic .
alternatives available to Frankfort First, including remaining independent, acquisitions of
other institutions and mergers with and acquisitions by other institutions, and the board’s
assessment that none of the other alternatives were likely to create greater value for..
shareholders than the merger consideration to be paid by Frankfort First.

Tax Treatment of Stock Portion of Merger Consideration.. The treatment of the stock portion
of the merger consideration as a tax-free exchange of Frankfon First for Kentucky Frrst ’
common stock for federal income tax purposes.

Impact on Employees, Customers and Communztzes The antlcxpated 1mpact of the merger on
employees, customers and comrnunmes served by Frankfort First. In this regard the
Frankfort First board noted that the exrstmg offices of First Federal of Frankfort would
continue in operation after the merger as a separate entity and that employees and members of
management would be left intact, Sllb_]&Ct to the determination of First Federal of Frankfort ]
management and board of directors and Kentucky First’s board of directors.

Financial Services Industry The current financial services mdustry envnronment including
the continued consolidation within the industry and the increased competition in the market
areas served by Frankfort First. :

Greater Resources. The size of the combined company, which would permn Kentucky First
to pursue other acquisitions.

First Federal of Frankfort Will Remain a Separate Entzty The fact that First Federal of
Frankfort will become a subsidiary of Kentucky First 1mmedrately after the merger and, for
the foreseeable future, will not be merged with First Federal of Hazard.

Termmatzon Fee. The termmatron fee to Wthh First Federal of Hazard would be entitled
. under certam crrcumstances The Frankfort Frrst board consrdered the mclusron of the

T . termination fee in, the merger agreement and the potentlal that Kentucky Frrst will have a low

return on equlty relatlve to.its peers in. the context of. all of the factors it consrdered in
determining that the merger and the merger agreement are fair to, and in ‘the best-interests of,
Frankfort First and its shareholders. The existence and amount of the termination fee were
! determined to be acceptable considering the value of the transaction as a whole (relative to

~ the amount of termination fees in similar transactrons) and the hkelrhood of the transaction’s
‘consummation.

More Competitive. The board of directors’ assessment that Kentucky First would be better
able to serve the convenience and needs of its customers and communities by becoming a
larger institution better suited for competing against regional financial institutions in its
market area.

- Expectation That Kentucky First’s Return on: Average Equity Initially Will Be Low. That,
. after the merger, Kentucky First will likely have excess capital that may not be deployed into
higher yielding assets for a number of years, resulting in Kentucky First not achieving a
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. competitive return on average equity relative to its peers, which could have an adverse impact
on Kentucky First’s stock price. The board considered that Kentucky First’s anticipated

© return on equity relative to its peers will result from Kentucky First’s minority stock offering.

- However, the board believes that, over time, through the deployment of the net proceeds from
Kentucky First’s minority stock offering into higher yielding assets with the goal of

" increasing earnings per share and book value per share, and through the related reduction of
First Federal of Frankfort’s reliance on higher priced borrowings, Kentucky First will

* ultimately achieve a return on equity competitive with that of its peers.

»  Possibly Reducing First Federal of Frankfort’s Reliance on Higher Priced Borrowings. The
possibility that First Federal of Hazard would purchase loans originated by First Federal of
© Frankfort thereby reducing First Federal of Frankfort’s reliance on higher priced FHL.B
- borrowings to fund growth, and in turn likely increase the earnings of each of Kentucky First
. on a consolidated basis. -

e ' First Federal of Hazard’s Post Merger Operating Strategy. The post merger operating
- strategy of First Federal of Hazard, including its plan to broaden its lending activities through
. its access to First-Federal-of Frankfort’s expertise in certain lending products (such as
- adjustable-rate mortgages) and increase its yield on assets by investing assets in loans
originated by First Federal of Frankfort.

e Likelihood of Consummation. That Frankfort First had thoroughly reviewed its strategic
planning options and the likelihood that the proposed merger would receive the required
~ approvals, and the anticipated impact of the foregoing on the successful consummation of the
! transaction.

o = Likelihood of Approval. The likelihood that First Federal of Hazard’s reorganization to the
mutual holding company structure and the merger will be approved by the appropriate
regulatory authormes

The discussion of the information and factors considered by the Frankfort First board of directors
is not intended to be exhaustive, but includes all material factors considered by the Frankfort First board
of directors. In reaching its determination to approve and recommend the merger, the Frankfort First
board of directors did not assign any specific or relative weights to any of the foregoing factors, and
individual directors may have weighed factors different]y.

Opinion of Frankfort First's Flnanmal Advnsor

At the request of the board of d1rectors of Frankfort Frrst on July 15 2004, at a meeting at which
the terms of the proposed merger were discussed and considered, Howe Bames Investments, Inc. (“HBI”)
rendered an opinion to-Frankfort First’s board of directors that, as of the date of such opinion and based
upon the matters set forth in such opinion, the merger consideration pursuant to.the merger agreement
was fair, from a financial point of view, to the holders of Frankfort First common stock. At a meeting of
the board of directors of Frankfort First on November 30, 2004 at which the terms of the amended and
restated merger agreement were discussed and considered, HBI delivered to the Frankfort First board of
directors a wmten opinion which was substantrally identical to its July 15, 2004 opinion.

The full text of HBI s opinion dated the date hereof, whlch sets forth assumptions made,
procedures followed, matters considered, and limits on.the review undertaken by HBI, is attached
as Appendix B and is incorporated herein by reference. The description of the HBI opinion set
forth in this proxy statement-prospectus is qualified in its entirety by reference to the full text of
such opinion. Frankfort First shareholders are urged to read the HBI opinion in its entirety.
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HBT’s opinion as expressed herein is limited to the fairness, from a financial point of view, of the
merger consideration pursuant to the merger agreement to the holders of Frankfort First common stock
and does not address Frankfort First’s underlying business decision to proceed with the merger, nor does
it express an opinion as to the prices at which shares of Kentucky First (the proposed public MHC to be
formed in a mutual holding company reorganization of First Federal of Hazard) common stock issued in
the merger may trade if and when they are issued or at any future time. The opinion is directed only to
the merger consideration and does not constitute a recommendation to any holder of Frankfort First
common stock as to how such holder should vote with respect to the merger agreement at any meeting of
holders of Frankfort First common stock.

HBI, as part of its investment banking business, is regularly engaged in the valuation of banks
and bank holding companies, thrifts and thrift holding companies, and various other financial services
companies, in connection with mergers and acquisitions, initial and secondary offerings of securities, and
valuations; for other purposes. The Frankfort First board of directors selected HBI on the basis of its
familiarity with the financial services industry, its qualifications, ability, prev1ous experience, and its
reputatlon with respect to such matters.

'For»purposes of its opinion dated July 15, 2004 in connection with its review of the proposed
transaction, HBI, among other things:

1. Participated in discussions with representatives of both First Federal of Hazard and
. Frankfort First on the respective financial condition, businesses, assets, earnings, prospects,
and other senior management’s views as to its future financial performance;

2., Reviewed the terms of the merger agreement;

3. Reviewed certain publicly available financial statements, both audited (where available)
and unaudited, and related financial information of Frankfort First, including those
included in annual reports or call reports for the past two years and the most recent
quarterly reports as well as other internally generated reports relating to asset/liability
management, asset quality, and so forth;

4.  Discussed certain financial forecasts and projections of First Federal of Hazard (as reflected
in First Federal of Hazard’s 2004 calendar year budget, which reflected: minimal.growth in
assets, no growth in loans receivable, and nominal growth in investments and deposits, and
minimal growth in net income as a direct result of earning asset growth coupled with no
increase in non-interest expenses. Earnings projections increased at a modest rate due to .
the increasing net interest margin affect on asset growth which, as a result, achieved

“earnings growth at the bottom line) and Frankfort First with respective management;

5.+ Discussed financial projections of Kentucky First’s post mutual to stock conversion as a

" public MHC. We reviewed analyses of the proposed transaction provided by Capital
Resources Group, Inc. in a letter.and meeting with the OTS. Howe Barnes is not an expert
on mutual to stock conversion appralsal and relied on Capltal Resources Group, Inc.’s
-model and valuatlon : : -

6.  Discussed and reviewed certain aspects of the past and current business operations,
. financial condition, and future prospects of First Federal -of Hazard and Frankfort First with
cenam members of management o R :

7. Reviewed reported market pn'ces and historical trading activity of mutual holding
+ + companies and Frankfort First common stock;
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8. Reviewed certain aspects of the potential financial performance of Kentucky First with
~ regard to the comparison of such past, present and future financial performance of First
Federal of Hazard and Frankfort First. We also compared this with similar data available
<« for certain other financial institutions and certain of their publicly traded securities;

P

9. . Estimated the c’onversion,proceeds of Kentucky First;
10. - Forecasted Kentucky First’s pro forma market perforxﬁance; and

11.- - Reviewed the financial terms, to the extent publicly available, of cemﬁ_n recent business
combinations involving other financial institutions.

In conductmg its review and rendering its opinion dated the date hereof HBI assumed and relied,
without independent verification, upon the accuracy and completeness of all of the fi nanc1al and other
information that had been provided to HBI by Frankfort First, First Federal of Hazard and their
respective representatives, and of the publicly available information that was rev1ewed by HBIL. HBI is
not an expert in the evaluation of allowances for loan losses and has not mdependently verified such
allowances, and has relied on and assumed that the aggregate allowances.for loan losses set forth in the
balance sheets of each of Frankfort First and First Federal of Hazard at March 31,2004 are adequate to
cover such losses and complied fully with applicable law, regulatory policy, and sound banking practice
as of the date of such financial statements. HBI was not retained to and did not conduct a physical
inspection of any of the properties or facilities of Frankfort First or First Federal of Hazard, did not make
any independent evaluation or appraisal of the assets, liabilities or prospects of Frankfort First or First
Federal of Hazard, was not furnished with any such evaluation or appraisal, and did not review any
individual credit files. HBI's opinion is necessarily based on economic, market, and other conditions as
in effect on, and the information made available to us as of, the date hereof.

»
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The following is a brief summary of the analyses presented by HBI to Frankfort First’s board of
directors in connection with HBT’s written opinion.

Valuation Techniques Used: - Low- . Median High

Estimate based on equity * (Dollars in millions)

GrossValue . ......................- $142 - $21.8 $40.3
Estimate based on tangible equity

GrossValue . . ..................... 142 25.1 40.3
Estimate based on earnings

Gross Value . . .. .. P 37 0 196 59.9
Estimate as premium to deposits SRR :

GrossValue .. ..................... 12.6 22.3 46.7
Estimate based on assets S o

" GrossValue .............. Seeeeios 1 214 -'48.3

Estimate based on DCF analysis =~ -

Gross Value . . ... . .. EETPUREE TR S0 233 32.0

The following is a detailed discussion of the various forms of analyses that HBI performed to
arrive at its opinions. o S
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For each transaction for which data was available, HBI calculated the multiple of the offer value
to the acquired company’s: (1) EPS for the twelve months preceding (“LTM”); (2) premium to core
deposits; (3) book value per share; (4) tangible book value per share; and (5) assets. HBI compared these
multiples with the corresponding multiples for the merger, valuing the merger consideration at $33.2
million or $23.50 per share using a $10.00 per share price for the Kentucky First conversion.” In
calculating the multiples for the merger, HBI used Frankfort First’s EPS for the twelve months ended
March 31, 2004, and book value per share, tanglble book value per share and core deposxts as of
March 31, 2004: .

- Price/ Core Price/ . Price/ ‘
LTM EPS Deposit Book Tangible Book Price/
Ratio Premium " Value - Value Assets -

High: 58.69 45.88 - 227.88 227.88° . - 3498
Low: 3.66 0.17 80.40 80.40 517 -
Mean: , 23.38 9.51 139.78 142.14 16.47 ©
Median: ' 19.16 7.72 123.42. 124.71 -+ 15.50
Merger
Consideration for

Frankfort First: - 3267 23.94 187.96- 187.96 - 24.08

No company or transaction used in the above analyses as a comparison is identical to Frankfort
First, First Federal of Hazard, or the merger. Accordingly, an analysis of the results of the foregoing is
not mathematical; rather, it involves complex considerations and judgments concerning differences in ‘
financial operating characteristics, including, among other things, differences.in revenue composition and -
earnings performance among the companies, and other facts that could affect the publxc trading value of -
the compames to which they are being compared.

Discounted Cash Flow Analysis. Using discounted cash flow analysis, HBI estimated the future:
dividend streams that Frankfort First could produce over the next five years, assuming annual asset
growth rates and further assumed Frankfort First performed in accordance with recent historical trends
and the future outlook of Frankfort First management. HBI calculated terminal values as a perpetuity
with an asset growth rate of 3.0%. The dividend streams and terminal value were discounted to present ..
values as of March 31, 2004, using discount rates which reflect different assumptions regarding the
required rates of return to holders and prospective buyers of Frankfort First common stock. HBI
estimated a range of terminal values by applying multiples to estimated fiscal year-end 2009 net income.’
The range of terminal multiples was chosen based on past and current trading multiples of institutions
similar to Frankfort First and past and current multiples of comparable merger and acquisition
transactions. The range of present values of Frankfort First resultmg from thls analysis was then
compared with the $33.2 million merger consxderanon :

_ _Long-Term Terminal - Calculated
~ Growth Rate  Discount Rate ~ Growth Rate Multiples Values
High: 6.00% 14.00% | 3.‘0()% . 21x | $17.7 million

Low: : 5.00% 10.00% 3.00% 15% ¢ - $12.4 million

P-64




Contribution Analysis. HBI utilized publicly available historical financial data regarding
Frankfort First and First Federal of Hazard and estimates for future financial performance of Frankfort
First and Kentucky First to calculate the relative contributions of Frankfort First.and Kentucky. First; to the
pro forma combined company with respect to total assets, 'deposits equity, and earnings for the last
twelve months ended March 31, 2004. HBI compared such contributions.to the pro forma ownershlp of
the combined company by Frankfort First and Kentucky First shareholders. . :

- ETM -,
3/31/04
Total Assets  Deposits,: . Equity .. Earnings
Frankfort First . . 462%  42.6% - 285% 559%

KentuckyFirst e 53 8% ., 574%m 71 5% - . 44.1%
| . ; .
Pro Forma Merger Analyszs HBI noted that based upon est1mates of Frankfort Fxrst s and First

Federal of Hazard’s management and after giving effect_to Frankfort First.- management’s net pretax cost
savings estimates resulting from synergies created from the merger, internal asset and deposit growth
estimates and certain assumptions, as to, among other things, the estimated net earnings on net proceeds,
the number of pro forma shares outstanding, the proposed merger is estimated to be-accretive.to Kentucky
First’s estimated 2004 EPS, on a fully diluted;basis; by approximately:25.9% and dilutive to tangible
book value by approximately 14.8%. In this.analysis, a transaction mix assumption of 44% stock and -
56% cash was used. HBI assumed that both Frankfort First and Kentucky First would perform e
substantially in accordance with earnings forecasts provided to HBI by Frankfort.First’s and First Federal
of Hazard’s management. The actual results achieved by the combined company may vary from
projected results and the vanations may be material. This analysis is based on the assumption that the
“merger would be accounted for as a purchase transaction and excludes merger-related expenses.. HBI did
not calculate: whether the merger would be accretive to Frankfort First’s shareholders on an eammgs and
book value basis. . Sy :

~ The foregoing is a summary of the material, financial analyses performed by HBI and presented to
the Frankfort First board of directors, but.does not purport to be a complete description of the analyses-
performed by HBI. The preparation of a faimess opinion is a complex process and is not necessarily
susceptible to partial analysis or summary description. Furthermore, in.arriving at its opinion, HBI did
not attribute any particular weight to any analysis or factor considered by it, but rather made qualitative.
judgments as to the significance and relevance of each analysis and factor. Selecting portions of the
analyses or of the-summary set forth above, without considering the analyses as a whole, could create an
incomplete view of the processes underlymg HBI's opinion;. The ranges of .valuations resulting from any
particular,analysis described abave should not. be taken.to be HBI’s.view of, the actual value of Frankfort:
First, or the current or future trading price for Kentucky First., None of the analysr_s conducted by HBI
failed to support its ultimate determination that the merger consideration was fair to Frankfort First’s. -
shareholders from a financial point of view.

In perfomnng its analyses HBI made numerous assumptrons wrth respect to industry -
performance business and economic conditions and other matters, many of which are beyond the control
of Frankfort First and First Federal of Hazard. The analyses performed by HBI are not necessarily
indicative of actual values of future results, which may be significantly more or less favorable than
suggested by such apalyses. Such analyses were prepared solely as part of HBI’s analysis of the fairness
of the merger consideration, from a financial point of view, to the holders of Frankfort-First common..
stock. The analyses do not purport to be appraisals or to reflect the prices at which a company or its
securities may actually be bought or sold.
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Pursuant to the teris of a letter agreement dated July 6, 2004, Frankfort First agreed to pay HBI
for its services in connection with the Merger, mcludmg the‘rendeting ofits opmlon ‘Pursuant toits *
engagement of HBI, Fraiikfort First agreed to pay HBI'a cash fee of $40,000 upoh delivery of the faimess
opinion and' $60,000 payable on the closing date; for advisory services rendered in connection with '
reaching the merger agreement: Tn’ addition, Frankfort First:agreed to indemnify HBI against certain® *
liabilities arising out of its engagement; including liabilities under the federal securities laws: -

Dissenters’ Rights

Under Delaware law;, if; as a Frankfort First shareholder, you both properly make a demand for
appraisal in writing before the vote taken at the annual meeting and do not vote in favor of the merger,
you have theright to seek an appraisal of the fair value of your Frankfort First common stock ‘and receive
a cash payment-of such fair'valie. Frankfort First shareholders electing to exercise dissenters’
appraisal rights must comply with the provisions of Section 262 of the Delaware General
Corporation Law in order to perfect their rights. Frankfort First will require strict comphance
with the statutory procedures “A copy of Sectron 262 of the Delaware General Corporanon Lawis -
attached as Appendzx C : SRR : S .
The followmg is'inténded as a bnef summary of the matenal provrsrons of the Delaware'statutory
proceduresz required t6 be followed by a shareholdér in ordér‘to dissent-from the merger and-perfect thié -
shareholdet’s appraisal rights. This’suimamary, however; is not a complete statemeiit of dl} applicable o
requirements and i$ quahﬁed in its entirety by reference'to Section 262 of the: Delaware General
‘Corporation Law the full text of whrch appears in Appendzx C of thrs document o

?

Section 262 requires that shareholders be notrﬁed not less than 20 days before the annual imeeting
10 vote on the merger that appraisal rights will be available. A:cop¥ .of Section 262 must-be included with
such notice. This proxy stitément-prospectus constitutes Frankfort First’s notice to its shareholders of the
availability-of appraisal rights in connection with the merger in compliance with the requirementsof
Section 262. If you wish to consider exercising your appraisal rights, you should carefully review the text
of Section 262 contained in Appendix C because failure to tifnely and propérly comply: with the
requ1rements of Section 262 wrll result in the loss of \ your appralsal nghtsunder Delaware law.

1,.«.‘ K et TS ST SRR it b

If you €lect to exércise’ your appraisal nghts and demand appralsal of your shares you must
satrsfy each'»of the followmg condmons = : . : -

; 1. You must delrver to Frankfort Frrst a wrltten demand for apprarsal of your
shares before the shareholder vote on‘the imerger istaken:~This written:demand for- appralsal
must be in addltron 10-and separate‘ fiom’ any ‘abstention from or-vote against the‘merger; whether by
proxy or.in person “Veting againstor fa1l1ng to vote for the merger by 1tself does not constrtute -a demand
for appraisal withifi the meaning of Section 262. * -+ ! I A

.. ey
iy . ¢

2. f You must not vote in favor of the merger. An abstention or failure to vote will
satisfy this requiretnent; but'a “vote in favor of the mierger, by proxy or in’person, will constitute'a waiver
of your apprarsal rights in respect of’ the shares S0 voted and wrll nulhfy any prev1ously ﬁled wntten
demands for appralsal o g : B » S

‘3‘ E You must contlnuously be the record holder of your shares from the date of
makmg the demand for appralsal through the effechve tlme of the merger R

W !
o . . . o1 H
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4. You must otherwise comply with the statutory requirements of Section 262.

If you fail to comply with any of these conditions and the merger is completed, you will be
entitled to receive payment for your shares of Frankfort First commen stock as provided for in the merger
agreement, but you will have' no appralsal rrghts w1th respect to your shares of Frankfort First common
stock. : : S

- 'All demands for appraisal should be addressed to the Corporate Secretary, Frankfort First
Bancorp; Inc., 216 West Miin Street, P.O. Box 535, Frankfort, Kentucky 40602-0535, before the vote on
the merger i§ taken at the annual meeting. Any demand should be executed by or on behalf of the record
holder of the shares of Frankfort First common stock. The demand must reasonably inform Frankfort -
First of the'identity of the shareholder and the intention of the: shareholder to demand appraisal of hls or
her shares v : ‘

To’ be effective, a demand for appraisal by a holder of Frankfort First common stock must
be made by or in the name of such registered shareholder. A demand cannot be made by the
beneficial owner if he or she does not also hold the shares of record. The beneficial holder must,’in
such cases, have the registered owner submit the required demand in respect of such shares. If you
hold your shares of Frankfort First common stock'in a brokerage account or in other nominee form
and you wish to exercisé appraisal rights, you should consult with your broker or other-nominee to
determine the appropriate-procedures for the making of a-demand for appraisal by such nominee.

If shares are owned of record by a‘fiduciary, such as‘a trustee, guardian or custodian, execution of
a demand for appraisal should:be made by the record owner in its fiduciary capacity. If the shares are
owned of record by more than one person, as in a joint tenancy or tenancy in common, the demand should
be executed by or for all joint owners. An authorized agent, including one for two or more joint owners,
may eéxecute the demand for appraisal fora shareholder of record; however, the agent must identify the
record owner or owners and expressly disclose the fact that, in executing the demand, he or she is acting:
as agent for the record owner. - A record owner; such asa broker, who holds shares$ as a nominee for -
others may exercise his or her right of appraisal with respect to the shares held for one or more beneficial
owners, while not exercising this right for other beneficial owners. ‘In such case, the written demand
should state the number of shares as to which appraisal is sought. Where no number of shares is
expressly nientioned, the demand will'be presumed to-cover all shares held in the name of suchrecord
owner. - S Co :

‘Within 10 days after the effective date of the merger, Kentucky First must give written notice to
each Frankfort First shareholder whic'has properly: filed-a-Written-demand for appraisal and who did not.
vote in favor of the merger that the merger has become efféctive. Within 120 days after the effective . *
date, either'Kentucky First-or any shareholder who has complied with the requirements of Section 262
and is otherwise entitled to appraisal rights may file a petition in the Delaware Court of Chancery
(““Chancery Court”) demanding a determination of the fair value of the shares held by all shareholders” °
entitled to appraisal.“ Kentucky First does not presently'intend to file this petition in the event there are
such shareholders and has no’obligation to do so. Accordingly, the failure of a shareholder to file a-
petition under Section 262 w1thm the perrod spemﬁed could nulhfy such’ shareholder s previously wntten
demand for appralsal : -

Within 120 days after the effectrve date of the merger, any Frankfort First shareholder who has
complied with the requirements of Section 262"is entitled to receive upon written request to Kentucky
First a written statement from Kentucky First that sets forth the aggregate number of shares not voted in
favor of the merger and for which demands for appraisal have been received and the aggregate number of
shareholders that made demands for appraisal. The Kentucky First statement must be mailed to the
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;shareholder within 10-days. after Kentucky First received the shareholder’s written request or the
expiration of the time period for delivery of demands for appraisals, whichever is later.
T . o .

-At any time within 60 days after the effective date, any shareholder who has demanded an
appraisal has.the right to withdraw the demand and to accept the payment specified by the merger -
agreement for his or her shares of Frankfort First common stock. If a petition for appraisal is duly filed
by a shareholder and a copy of the petition is delivered to Kentucky First, Kentucky First will then be
obligated within 20 days after receiving service of a copy of the petition to provide the Chancery Court
with a duly verified list containing the names and addresses of all shareholders who have demanded an . :
appraisal of their shares and with whom agreements as to the value of their shares have not been reached.
After notice. to the shareholders named on such list, the Chancery Court is.empowered to conduct a
hearing upon the petition, to determine those shareholders who have complied with Section 262 and who
have become entitled to appraisal rights. The Chancery Court may require the shareholders who have. -
demanded payment for their shares to submit their stock certificates to the Register in Chancery for
notation-on the stock certificates of the pendency of the appraisal proceedings; and if any shareholder
fails to comply with such direction, the Chancery Court. may dismiss the proceedings as to such .
‘shareholder (PR j .

- .After determination of the shareholders entitled to appraisal of their shares of Frankfort First ..
common stock; the Chancery Court will appraise the shares, determining their fair value exclusive of any
element of value arising from the accomplishment or expectation of the merger, together with a fair rate -
of interest. When the fair value is determined, the Chancery Court will direct the payment of such value,
with interest thereon accrued during the pendency of the proceeding if the Chancery Court so determines,
to the shareholders entitled to receive payment, upon surrender by such holders of the certificates
representing the shares entitled to appraisal.

.- In determining fair value, the Chancery Court is required to take into account all relevant factors.
You; should be aware that the fair value of your shares as determined under Section 262 could be more,
the same, or less than the value that you are entitled to receive pursuant to the merger agreement.
: Cqsts of the appraisal proceeding may be imposed upon Kentucky First and the shareholders‘ '
participating in the appraisal proceeding by the Chancery Court as the Chancery Court deems equitable m
the circumstances. Upon the application of a shareholder, the Chancery Court may order all or a.portion
of the expenses incurred by any shareholder in connection with the appraisal proceeding, including,
without limitation, reasonable attorneys’ fees and the fees and expenses of experts, to be charged pro rata
against.the value of all shares entitled to appraisal, Any shareholder who had demanded appraisal rights
will not, after the effective.date of the merger, beentitled to vote shares subject to-such demand for any .
purpose or to receive payments of dividends or any other distribution with respect to such shares (other
than with respect to payment as of a record date-prior to the effective date of the merger); however, if no
petition for-appraisal is filed within 120 days after the effective date, or if the shareholder delivers a
written withdrawal of his or her demand for appraisal and an acceptance of the merger within 60 days
after the effective date of the merger, then the right of.the shareholder to appraisal will cease and the
shareholder will be entitled to receive the cash payment for shares of his or-her Frankfort First common
stock pursuant to the merger agreement. Any withdrawal of a demand for appraisal made more than 60..
days after the effective date of the merger may only be made with the written approval of the surviving
corporation and must, to be effective, be made within 120 days after the effective date of the merger.

- Intview of the complexity of Section 2‘6‘2, Frankfort iﬁirst shareholders who may wish to dissent
fromthe merger and pursue appraisal rights should consult their legal advisors.
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Financial Interests of Frankfort First Officers and Directors in the Merger

Some members of Frankfort First’s management and board of directors have financial interests in
the merger that are in addition to, or different from, their interests as shareholders of Frankfort First. “The
Frankfort First board of directors was aware of these interests and con51dered them, among other matters,
in approvmg the merger agreement. ' .

Pre-Exrstlng Employment Agreements. In addition fo the employment agreement with

Don D. Jennings described prev1ously, First Federal of Frankfort also currently maintains vrrtually
identical employment agreements with Danny A. Garland, R. Clay Hulette and Teresa Kuhl. Frankfort
First has entered into guaranty agreements with these executives whereby Frankfort First: agrees 0"
guarantee the payment obligations of First Federal of Frankfort under the employment agreements The -
agreements provide for three-year terms, renewable annually by the Board of Directors of First Federal of
Frankfort. The employment agreements also provide for the payment of base salary ($81,000 for Mr. -
Garland, $72,885 for Mr. Hulette and $48,033 for Ms. Kuhl), participation in bonus, retirement and
medical plans, and receipt of customary frin ge benefits, vacationand sick leave and’ expense
reimbursement. The agreements terminate upon the executives” death or disability, as’ ‘defined in'thé”
agreements First Federal of Frankfort may terminate the agreements for just cause; as defined inthe

agreement. The executives receive no addrtlonal compensation or benefits upon a termination for-just -
cause. Upon an executive’s death, the executive’s beneficiary or estate reéceives the exécutive’s base -
salary through the end of the month of death. Upon termination due to disability, the executives receive
continued salary and benefits for any perrod during the term of the’ employment agreement and prior to
the establishment of drsabrhty and for any period of disability prior to termination of employment. The
executwes 'may terminate employment volintarily by providing 90'days’ written notice; in ' which case
they recerve only their compensatron and- vested beneﬁts through the date of termmatton

The employment agreements also provide that, if the executives terminate employment Coe

involuntarily for reasons other than just cause within one year after a change in control, they may receive
a cash payment equal to the differénce between (1) 2.99 times'their “base amount,” as defined under
Section 280G(b)(3) of the Internal Revenue Code and (2) the sum of any other “parachute payments
defined under Section 280G(b)(2) of the Internal Revenue Code. The agreements also provide fora-
similar lump sum payment in the event of vo]untary termination of employmerit within 30 days after the
effective daté of‘'a change in control; or lipon términation of employment under ¢ircumstances’ equrvalent
to a constructive discharge (as defined in the agreements). However, effective July 15; 2004 the’
executives’ employment agreements were amended to provide that neither the execution of the merger. ’
agreement, nor the consummation-of the proposed merger, ‘with First Federal of Hazard would constrtute
a change m control entrtlm g the executrves to severance under the employment agreements ‘ S

New Employment Agreements. In connection With' the 1 imerger, KentucKy First and First
Federal of Frankfort will separately enter into new employment agreerments with Don D: Jennings and R.
Clay Hulette, and First Federal of Frankfort will enter into new contracts with Danny A. Garland, R. Clay
Hulette and Teresa Kuhl. The employment agreements, which are essentrally identical, will provide for
three-year terms, renewable on an annual basis for an additional year upon review and extension by the
Board of First Federal of Frankfort. The employment agreements establish base salaries of $100,000 for -
Mr. Jennings, $88,200 for Mr. Garland, '$85,000 for Mr. Hulette and $48,033 for Ms. Kuhl. - The board of
directors will review the base salaries each year in order to consider any approprrate changes. In addition’
to base salaries, the employment agreements provrde for, among other things, pamcrpatron in stock based
benefit plans and frmge beneﬁts T

The employment agreements also provide that Kentucky First and/or First Fedéral of Frankfort
may terminate each executive’s employment for cause, as defined in the agreements, at any time. No
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compensation or benefits are payable upon termination.for cause. The executives may voluntarily
terminate their employment by providing 90 days prior written notice. Upon voluntary termination, the
terminating executive receives only compensation, vested rights and employee benefits through the
termination date. ' ' ‘ ‘

The agreements terminate upon the death of the executive, and the executive’s beneficiary or
estate receives any compensation due through the last day of the calendar month of the executive’s death.
The agreements also allow the.appropriate Boards to terminate an executive’s employment due to
drsablhty (s, deﬁned in.the agreements).. The dlsabled executrve recerves any compensatron and benefits
unable to work due to drsabrhty The executlve also may recerve dlsabrhty beneﬁts under any. avarlable '
long-term d1sab111ty plan without reduction for payments made under the. employment agreement. Durmg
a.period of disability, to the extent. reasonably capable of doing so, the executive will provide assrstance
and undertake reasonable assrgnments for the employers

If Kentucky Frrst or F1rst Federal of Frankfort termmates an executrve s employment without
cause, or if;the executive resigns under specrﬁed circumstances, that would constitute constructive
terrrunatronﬂ,} the executive receives contmued base salary and employee benefits for the remaining term of
the agreement, as well as continued health hfe and dxsabrhty coverage under the same terms as such
coverage is prov1ded to other senior executrves or comparable mdrvrdual coverage.

Under the employment agreements 1f wrthm one year after a chan gein control (as defined in the
agreements) the executive terminates employment mvoluntanly or voluntanly under circumstances
discussed in the agreement, the executive receives,a cash, payment equal to three times the executive’s
average annual compensation over the ﬂve most recently completed calendar years preceding the change
in control. Each executive also receives continued employee benefits and health, life and disability
insurance coverage for thirty-six. months following termination of employment.

Sectron 280G of the Intemal Revenue Code provrdes that severance payments that equal or
exceed three times. the mdmdual’s base amount, are-deemed-to be “excess parachute payments” if they are
contingent upon a. change in control Individuals receiving eXCess parachute payments are subject to a
20% excise tax on the amount of, the payment in excess of their base amount, and the. employer is.not
entltled to. deduct such amount. The agreements limit, payments. made to the executrves in, connect1on
with a change in.control to amounts that will. not exceed the limits. 1mposed by Section 280G. Ifa change
in control. occurred followmg completlon of the merger and -prior. to December 31, 2004, and we
termmated all ofﬁcers coyered by the. employment agreements each execut1ve would generally be
entitled to receive.one. dollar less than three times hrs or her average annual compensatlon over the five
preceding taxable years. ‘Based on éach executive’s average annual compensatron as reported on Form
W-2 for the years 1999-2003, the. total amount,of change in control payments to the officers of First
Federal of Frankfort would equal approxxmately $841, 678

o The agreements also requtre the executlves to agree not to compete with Kentucky First, First
Federal of Hazard or First Federal of Frankfon respectively, for one year following a termination of
employment other than in connection w1th a change in control.. Kentucky First or First Federal of
‘Frankfort. w1ll pay or reimburse each executive for all reasonable costs-and legal fees paid or incurred by
the executwe in. any-dispute or question of interpretation regardmg the employment agreement, if the
executive is successful on the merits in a legal judgment, arbitration proceeding or settlement. The
employment agreements also provide the executives with indemnification to the fullest extent legally
allowable. Although payments due under the employment agreements may be made by either the
Company or the Bank; the executives will not receive any duplicative payments under their agreements.
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Appointment of the Frankfort First President and Chief Executive Officer and Two
Members of the Frankfort First Board of Directors to the Kentucky First Board of
Directors and Other Benefits. First Federal of Hazard has agreed that two members of the Frankfort
First board of directors, David R. Harrod and Herman D. Regan, Jr., and Frankfort First’s President and
Chief Executive Officer, Don D. Jennings, will be appointed to the Kentucky First board of directors
upon completion of the merger. As a result, Frankfort First will have three representatives, and First
Federal of Hazard will have four representatives on Kentucky First’s seven member board of directors. -
Kentucky First will pay Messrs. Harrod and Regan the same fees payable to Kentucky First’s
nonemployee directors, based upon meeting attendance and other factors. Mr. Jennings will also serve as
President and Chief Operating Officer of Kentucky First, and therefore will not be paid board fees in
addition to his compensation as an employee of Kentucky First. As R. Clay Hulette will serve as
Kentucky First’s Chief Financial Officer, Frankfort First and First Federal of Hazard will each have two
representatlves serving as executive officers of Kentucky First:

Protectlon of Frankfort First Directors and Officers A gamst Claims. First Federal of
Hazard has agreed to indemnify and hold harmless, to the fullest extent allowed under Delaware law,
present and former directors and officers of Frankfort First from liability and expenses arising from
matters existing or occurring at or prior to the effective time of the merger. First Federal of Hazard has
further agreed that Frankfort First may obtain an extended reporting period endorsement under Frankfort
First’s director and officer liability insurance policy for the benefit of its directors and officers. The -
endorsement provides continued insurance coverage for six'years following consummation of the merger,
subject to a maximum annual premium equivalent to 200% of the current annual premium amount.

Regulatdry Approvals Needed to Compiete the Merger and the Reorganization

Mérger Approvals. Completion of the merger is subject to prior approval of the Office of
Thrift Supervision. In reviewing applications for transactions of this type, the Office of Thrift Supervision
must consider, among other factors, the financial and managerial resources and future prospects of the
existing and resulting institutions and the convenience and needs of the communities. to be served. In
addition, the Office of Thrift Supervision may not approve a transaction if it will result in 2 monopoly or
otherwise be anticompetitive. First Federal of Hazard filed an application with the Office of Thrift
Supervision on September 16, 2004 and has received the requisite approval.

‘Under the Community Reinvestment Act, the Office of Thrift Supervision must take into account
the record of performance of First Federal of Hazard and First Federal of Frankfort in meeting the credit
needs of the entire community, including low- and moderate-income neighborhoods, served by each
institution. As part of the review process, bank regulatory agencies frequently receive comments and
protests from community groups and others. First'Fedéral of Hazard and First Federal of Frankfort each
received a “Satisfactory” rating during their last federal Commiunity Reinvestment Act examinations.

In addition, a period of 15 to 30 days must expire following approval by the Office of Thrift
Supervision, within which period the United States Department of Justice may file objections to the
merger under the federal antitrust laws. While we believe that the likelihood of objection by the
Department of Justice is Temote in this case, there can be no assurance that the Department of Justice will
not mmate proceedmgs to block the merger.

Reorganlzatlon Approvals. First Federal of Hazard has adopted a plan of reorganization
pursuant to which it will convert from a federally chartered mutual savings association to a federally
chartered stock savings association. Recently; First Federal of Hazard has organized, Kentucky First, a
federal mutual holding company, to acquire and hold all of the capltal stock of First Federal of Hazard to
be issued in the reorganization. "
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- ~Consummation of the merger is subject to certain conditions,.including the receipt by First
Federal of Hazard of all approvals necessary to complete its reorganization. Specifically, the
reorganization must be approved: by the Office of Thrift Supervision: First Federal of Hazard has -
received approval of its. reorganization from the Office of Thrift Supervision. Kentucky First also filed a
Regrstratron Statement on Form S-1 with the Securities and Exchange Commission on September 16,
2004.. The Regrstratron Statement was declared effective on January 10, 2005. See “The Merger
Agreement——Condztzons 10, Completmg the Merger.” : . :

Financing the Merger.

Frrst Federal of Hazard’s consummatron of its reorgamzatron to the mutual holding company _
structure is a condltron precedent to consummating the merger. First Federal of Hazard will use part of the
net proceeds of the reorganization offering, plus, if necessary, the proceeds of a capital distribution from
First Federal of Hazard to Kentucky First to acquire Frankfort First, fund First Federal of Hazard's
employee stock ownership plan and capitalize First Federal MHC. We will not know the amount of
proceeds that First Eederal of Hazard will raise in. the reorganization. offermg unt11 after the offenng has
concluded and Frankfort First, shareholders make their.elections to receive erther cash or. Kentucky First. .
common, stock m: the merger. The total.value of the merger consideration to be paid to Frankfort First.
shareholders will be approxrmately $31 1 million and will be pald as follows:

. At the minimum of the reorganrzatton offenn g offermg range the aggregate merger
. consideration would consist of 1,247,565 shares of Kentucky First common stock and $18. 6
mrllron in cash.

* Atthe midpoint of the offering range, if Frankfort First shareholders elect to receive the
'maximum amount of Kentucky First stock available to them in the merger, the aggregate
_merger: consrderatron will consist of .1 316, 250 shares of Kentucky First common stock and

1 $17.9 million in cash. If the Frankfort First. shareholders receive the:minimum amount of
., Kentucky First common stock they must receive.at.the midpoint of the offering range, then
.. the merger. consrderatron will consist of 1 247 565 shares of Kentucky First common stock
'and $18.6 million in cash.

* At the maximum of the offering range, if Frankfort First shareholders elect to receive the
., maximum.amount of Kentucky First common stock available to them in the merger, the
- aggregate merger consideration will consist of 1, 513, 687 shares of, Kentucky First common
... ,stock and $16.0 million in cash., If Frankfort First sharcholders recerve the minimum amount
L of Kentucky First common stock they must receiye in, the Jmerger ; at the maximum, of the
Fee offerrng range, then the aggregate»merger consrderatron wrll consist of 1,247, 565 shares of
.. Kentucky First common stock and $18.6, mrllron in: cash :

¢ .} At the maximum, as adjusted, of the offering range, if Frankfort First shareholders elect to
_receive the maximum amount of Kentucky First stock avarlable to.them in the merger, the -
‘aggregate. merger consideration will consist of 1 740, 740 shares of Kentucky First common
_— «stock and $13.7 million in cash. If the Frankfort Frrst shareholders receive the minimum .

-amount of Kentucky First common stock they must receive, at the, maximum, as ad_justed of

‘the offering range then the merger consideration will consist of 1 247,565 shares of Kentucky

Flrst common.stock and. $18.6 million in cash. . - :

The above calculatrons are based on the assumptron that there would be 1 266 613 shares and

optrons to acquire | 147,230 shares of Frankfort First common stock outstandm 1g on the effective. date of
the merger which reflected the shares and options outstandmg on September 30, 2004 Subsequent to
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September 30, 2004, an individual advised Frankfort First of such person’s intent to exercise 12,368
options by tendering 5,000 shares of Frankfort First common stock plus cash for the balance of the
exercise price. In the event Frankfort First shareholders receive the minimum number of shares issuable
in the merger, this transaction will reduce the number of shares 1ssued in the merger to 1,245, 947 and
nominally reduce the amount of cash payable in the merger.

Assuming that Frankfort First shareholders elect to receive the maximum number of shares of
Kentucky First common stock in merger, the total cash funds necessary to complete the merger (including
related fees-and expenses) would be $19.2 million, $18.5 million, $16.5 million and $14.3 million at the
minimum, midpoint, maximum and maximum, as adjusted, points in the offering range. In this event; in
order to consummate the merger, it would be necessary for First Federal of Hazard to make a capital
distribution to Kentucky First of $14.9 million, $11.8 million, $8.3 million and $4.1 million, respectively.
First Federal of Hazard has applied to the OTS to make a capital distribution to address these
contingencies. Please see “Use of Proceeds” in the Kentucky First Bancorp prospectus attached to this
proxy statement for a detailed explanatlon of the finances of the merger.

Accounting Treatment of the Merger

Kentucky First will-use the purchase method of accounting for the merger. Under this method of
accounting, the assets and liabilities of Frankfort First will be recorded on Kentucky First’s consolidated
balance sheet at their estimated fair values at the effective date of the merger. The amount by which the
purchase price exceeds the fair value of the net tangible and identifiable intangible assets acquired by
Kentucky First through. the merger will be recorded as goodwill. Goodwill will not be amortized, but will
instead be subject to assessment for impairment, and identifiable intangible assets will be amortized over
their estimated useful lives. Kentucky First currently expects that, based on preliminary accounting
estimates, the merger would result in the recording of goodwﬂl of approximately $16.5 million and a core
deposit intangible of approximately $759,000. o

Resale of.f'Kentu'cky First Common Stock ‘

The shares of Kentucky First common stock to be issued to shareholders of Frankfort First in the
merger have been registered under the Securities Act of 1933. Shares of Kentucky First common stock
issued in the merger may be traded freely and without restriction by those shareholders not deemed to be

“affiliates” 10f Frankfort First, as that term is defined in the rules under the Securities Act of 1933.
Kentucky, Flrst common stock Teceived by those shareholders of Frankfort First who are deémed to be

“affiliates” of Frankfort First at the time the merger is submltted for vote of the shareholders of Frankfort
First may.be, reso], ,w1thout reglstratlon under the Securities Act of 1933 only to the extent provided for
by.Rule 145 promulgated under the: Securmes Act of 1933 Rule145 permits limited sales under certain
circumstances; or pursuant to another exemption from registration. An affiliate of Frankfort First is an
individual-or entity that controls, is.controlled by, or is under common control with, Frankfort First, as the
case may be, and may include the executive officers. and directors of Frankfort First, as well as certain -
principal shareholders of Frankfort First. The same restrictions app]y to certain relatives or the spouses of
those persons and any trusts, estates, corporatrons or other entities in which those persons have a 10% or
greater- beneﬁcral interest.

Pursuant to the terms of the mérger agreement Frankfort First has caused each person who may -
be deemed an affiliate of Frankfort First for purposes of Rule 145 under the Securities Act of 1933 to
deliver to Kentucky Flrst a written agreement intended 1o ensure compliance with the Securities Act of
1933. '
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The Merger Agreement

The following describes material provisions of the merger agreement. This description does not
purport to.be complete and is qualified by reference to the merger agreement, which is attached as
Appendix A and is incorporated by reference into this proxy statement-prospectus.

Terms of the Merger

The merger agreement provides for a business combination in which Frankfort First will merge
with a wholly owned merger subsidiary of Kentucky First with Frankfort First as the surviving
corporation in the merger, after which it will be liquidated and cease to exist.

As a result of the merger except as noted below, each outstanding share of Frankfort First
common stock will be converted into the right to receive either 2.35 shares of Kentucky First common
stock or $23.50 in cash. Kentucky First will not issue fractions of shares of Kentucky First common
stock, but instead will pay each holder of Frankfort First common stock who would otherwise be entitled
to a fraction of a share of Kentucky First common stock an amount in cash determined by multiplying
that fraction by $23.50. The maximum aggregate value of all consideration (and cash) to be paid to
shareholders of Frankfort First is approximately $31.1 million including the payment of $1.4 million to
holders options to purchase Frankfort First commor stock in exchange for the cancellation of such
options. All elections of Frankfort First shareholders are subject to the allocation-and proration
procedures described in the merger agreement. See “The Merger—Cash or Stock Election.” If there is a
change in the number or classification of shares of Kentucky First outstanding as a result of a stock split,
stock dividend, reclassification, recapitalization, or other similar transaction, the exchange ratio will be

“equitably adjusted. Holders of shares for which dissenters’ rights have been exercised will be entitled
only to the rights granted by Delaware law.

When Will the Merger Be Completed

The merger will not occur unless the reorganization and the reorganization offering are
consummated. The closing of the merger will take place on a date the parties agree upon that occurs as
promptly as practicable following the date on which the conditions to closing as described in the merger
agreement have been satisfied. These conditions include: (1) Frankfort First obtaining approval of the
merger from its shareholders; (2) the parties obtaining the requisite regulatory approvals for the merger
and for First Federa] of Hazard’s reorganization (and the last waiting period under the required regulatory
approvals having expired); (3) the absence of any legal proceedings concerning the merger which is likely
to have a material adverse effect on the interests of either Kentucky First or Frankfort First; (4) First
Federal of Hazard’s reorganization having occurred (except to the extent it must coincide with the
merger) (5) Frankfort First obtaining a fairness opinion from-its financial advisor; and (6) each party
receiving a “comfort” letter with respect to the financial condition of the other party. See “—Conditions
to Completing the Merger.” On the closing date, the parties will file a certificate of merger with the
Secretary of State of the State of Delaware merging Frankfort First-with a wholly owned merger
subsidiary 'of Kentucky First. The merger will become effective at the time stated in the certificate of
merger.

We expect to complete the merger in the first calendar quarter of 2005. However, we cannot
guarantee when or if the required regulatory approvals will be obtained. See “The Merger—Regulatory
Approvals Needed to Complete the Merger and the Reorganization.” Furthermorte, either company may
terminate the merger agreement if, among other reasons, the merger has not-been completed on or before
May 31, 2005, unless failure to complete the merger by that time is due to a failure to fulfill any material
obllgatlon under the merger agreement by the party seeking to terminate the agreement. See

“—Terminating the Merger Agreement.”
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Conditions to Completing the Merger

Our obligations to consummate the merger are conditioned on the following:

approval of the merger agreement by Frankfort First shareholders;

the absence of any legal proceedings concerning the merger which is likely to have a material
adverse effect on the interests of either Kentucky First or Frankfort First;

receipt of all required regulatory. approvals or waiver with respect to the merger and First
Federal of Hazard’s reorganization and the reorganization offering; provided that no such
approval or waiver imposes any condition applicable to First Federal of Hazard which is, in

. the reasonable judgement of First Federal of Hazard, materially burdensome upon the

conduct of First Federal of Hazard’s business or which would so adversely impact the

-economic and business benefits of the merger or the reorganization to First Federal of Hazard

so as to render it inadvisable to proceed with the merger or the reorganization;

. the reorganization of First Federal of Hazard into the mutual holding company structure and

the reorganization offering shall have occurred (except to the extent any part thereof shall

. occur simultaneously with the consummation of the merger);

~ Kentucky First’s common stock being approved for quotation,on the NASDAQ Stock

. Market;

; Frankfort First’s common stock reméining listed on the NASDAQ Stock Market;

all outstanding Frankfort First stock options being terminated or cancelled as required by the

merger agreement;

holders of not more than 10% of the outstanding shares of Frankfort First common stock

. entitled to vote on the merger agreement proposal having delivered written demand for
- appraisal rights under Delaware law;

. First Federal of Hazard delivering the merger consideration to the exchange agent and the

- exchange agent certifying such receipt;

' each party’s representations and warranties being true (except to the extent any breaches of a

~ representation or warranty, either individually or in the aggregate, do not or would not be

reasonably likely to have a material adverse effect on the other party);

each party having perfonned or complied'ﬂin all material respects with its covenants and

~ obligations under the merger.agreement;

~ each party having received all required third party consents, the absence of which would
. materially and adversely affect such party;

‘ Frankfort First having delivered to First Federal of Hazard execﬁted replacement employment

agreements for Don D. Jennings, R. Clay Hulette and Danny Garland and Teresa Kuhl;




» the receipt by Frankfort First of an opinion from Howe Barnes Investments, Inc. that the
merger consideration to be paid to Frankfor[ First shareho]ders in the merger is fair from a
. financial point of view;

* . the receipt by First Federal of Hazard of a customary “comfort”™ letter from Frankfort First’s
independent auditors regarding the financial condition of Frankfort First, and the receipt by
" Frankfort First of a similar letter from First Federal of Hazard’s independent auditors
- regarding the financial condition of First Federal of Hazard; :

* ° neither party having sustained a matérial adverse effect-or change to its business, operations,
' propertres condition, assets, Irablhtles or prospects since the execution of the merger
agreement and : .

each pai‘t‘y’ having received from the other appropriate documeéntation regarding the valid
"eXlstence and authorization of the other party to enter into the transactrons contemplated by
the merger agreement. :

_ 'Wé'eannbt ‘guarantee whether all of the conditions to the merger will be satisfied or waived by the
party permitted to do so. If the ‘merger is not corpleted on or before May 31, 2005, either party may
terminate the merger agreement by a vote of a majority of its board of directors.

Conduct of Business Before the Merger

Frankfort First has agreed that, until the completion of the merger Frankfort First and First

Federal of Frankfon will:

‘Or"din‘ary Course of Business

. drhgently conduct their affairs only in the ordmary course of busmess consistent with past
practrces

Use of Assets

* . use;, manage and maintain all assets in‘a normal business manner;

* . use reasonable effort to maintain its insurance policies;

Preserving the Businéss Organization Intact
*  use best efforts to preserve their business organizations intact, to retain the services of their
* present officers and key employees and to preserve the goodwill of depositors, borrowers and
other customers, suppliers, creditors and others with business relationships;

Compliance with Laws

. comply with applicable laws (except where noncompliance would not have a material
- adverse effect on Frankfort First and First Federa] of Frankfort, taken as a whole);
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File Tax Returns and Pay Taxes

. timely and properly file all taxes required to be filed and pay or make provision for taxes
: owed; : . v .

Cancel Awards Under Junior Officer Recognition Plan in Exchange for Cash Payments

*' + use best efforts to cause the participants in the Frankfort First Junior Officer Recognition Plan
to agree that such plan be terminated as of the effective time of the merger with all
outstanding awards thereunder being exchanged for future cash payments (the payment to

- occur at times which coincide with the vesting schedule of the awards, provided that the
- employee is an employee at the time of vesting); and

Stock Options

*  use best efforts to cause each holder of an outstanding option:to purchase Frankfort First
. common stock to agree to cancel all outstanding options in exchange for cash consideration.
- The cash consideration for each outstanding stock option will equal the difference between
... $23.50.and the exercise price of-each option. The cash payments will be made by Frankfort
» First immediately before the consummation of the merger.
- Frankfort First has also agreed that, except as otherwise expressly contemplated. or permitted by
the merger agreement, as required by law or regulation or to the extent First Federal of Hazard consents in
writing, Frankfort First will not, and will not permit any of its subsidiaries to:

Contracts

* 'take any act or omit to do any act which would cause a breach of any existing contract (except
I where such breach would not have a material adverse effect.on Frankfort First and First Federal
+ of Frankfort, taken as a whole); ‘ :

* 'enter into any new contract or engage in a transaction not in the ordinary course of business and
' consistent with past practices and not purchase, lease, sell or dispose or any capital'asset; except
for capital asset transactions which individually do not amount to more than $10,000 and which,

.'inithe.aggregate do not amount to more than $25,000;: : >
Employee Benefits - !
* except as-otherwise agreed to: with First Federal of Hazard and other:than increases of 5% or
less with respect to nonofficer employees (consistent with past practices): (1) increase
iemployee salaries or rates of pay; (2) adopt anew employee benefit plan; (3) enter or modify
‘an-employment agreement; (4) made any discretionary-contributions.to'employee benefit
‘plans; or {5) make any allocation to the account of a plan participant other:than in the normal
course; L : : '

. -Indebtedness ‘ ;

* create, incur or assume indebtedness or assume not in the ordinary course of.business, or

- +.+'incur costs and expenses in connection with the transaction which materially exceed those
‘previously agreed to by the parties; :

§
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Capital Stock

* : declare, pay or set aside for payment any dividend or other distribution on its capital stock,
provided that Frankfort First may pay its regular quarterly dividends at a rate not to exceed
$0.28 per share;

* ' issue or sell or obligate itself to issue or sell any shares of its capital stock or any warrants,
- rights or options to acquire, or any.securities convertible into, any shares of its capital stock,
other than shares issued upon the exercise of outstanding stock options;

Pohcy Changes

* ' materially change any lending, investment, management or other material policies concerning
their business or operations; and

Agreement Not to Solicit Other Proposals -

» - authorize or permit its directors,-officers, employees, agents and representatives, to initiate,
solicit or knowingly encourage or take any action to facilitate any inquiries or the making of
any proposal that constitutes or may reasonably be expected to lead to, or provide any
information to or negotiate with any other party in furtherance of, any proposal that could

. reasonably be expected to lead to the merger, consolidation, acquisition or sale of all or

. -substantially all of the assets or any shares-of capital stock of Frankfort First to a third party.

- However, Frankfort First may engage in these actions provided that the Frankfort First board

. of directors determines in good faith, after consulitation with its legal counsel, based on the
advice from counsel, that such action is required for the board of directors to comply with its

- fiduciary duties to shareholders imposed by applicable laws. If Frankfort First receives a

¢ proposal from a third party, Frankfort First must notify First Federal of Hazard of the

. proposal, receive a confidentiality agreement from the third party prior to furnishing it with
any information and furnish First Federal of Hazard with written-notice that information will

- be furnished to the third party.

Certam Other Agreements
The merger agreement also contains other agreements which address our conduct in connection

with the execution of the merger agreement and our conduct and obligations following the executlon of
the agreement but before consummation of the merger. These agreements include: -« s ot

. | the confidential treatment of mformat1on exchanged in the merger process

» ' the preparanon and dehvery of dxsclosure schedules by each party to the other party as
required by the merger agreement or-as necessary to-qualify certain representatlons and/or
warranties:made by the parties in the merger agreement;

»  the coordination of announcements relating to the merger;

» - the obligation of each party to use best efforts to cause their respective représentations and
warranties to be true and correct at the effective time of the merger, to use best efforts to
. cause all of the conditions precedent in the agreement to be satisfied, and to-use best efforts to
I take all actions necessary to'consummate the transactions contemplated by the merger
agreement and First Federal of Hazard’s reorganization; and
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» Frankfort First’s obligation to advise its affiliates of the resale restrictions imposed on them
‘by certain federal securities laws and to use reasonable best efforts to obtain a written
commitment from each affiliate to comply with such laws.

These other agreements also address the following matters: -

Deliveries of Informatlon and Consultatlon. Each pany will promptly fumrsh the other *
with copies of: '
‘
' ' significant reports or other documents filed or recerved by‘a party' under federal or state
bankmg or securities laws; » ‘

* its consolidated monthly financial statements; - -

* ia summary of board actions; and

1

‘. fg’all other significant information concerning the business of each party.

First Federal of Hazard and Frankfort First have also agreed to consult with one another on'a " :
regular basis to report on operational matters, and will also consult regarding regulatory matters-directly -
affecting either party. The parties will also consult regarding any litigation that may be commenced,
threatened or proposed by any person relating to the merger and shall cooperate in all respects in
connection with such ligation.

: lndemniﬁcation of Frankfort First Officers and Directors. Kesitucky First will -
indemnify ahd advance-expenses in matters that may be subject to indemnificatiofi; to each presént and’
former director and officer of Frankfort First and its subsidiaries for a period of six years from l‘iab'ility
and expenses arising out of matters existing or occurring at or before the consummation of the mergér to
the fullest extent allowable under Kentucky First’s charter and bylaws and under applicable law.

Kentucky First will permit Frankfort First and First Federal of Frankfort to obtain an extended reporting
period endorsement under Frankfort First directors’ and officers’ liability insurance policy for the benefit -
of Frankfort First directors and officers which provides such officers and directors with continued
insurance coverage under such policy for at least three years following consummation of the merger,
subject to a cap on the amount of the annual premium equal to 200% of Frankfort First’s current annual
premium.

“Comfort Letters; Fifst Federal of Hazard and Frankfort First-have each agreed to use their bést-
efforts to cause their respective independent auditors to deliver to the other party a letter (addressed to the |
other party), i form and substance reasonably satisfactory-to the other party and customary in scope and -
substance for letters delivered by independent public accountants in connection with registration
statements similar to the registration Kentucky First is filing and proxy statéments similar to this proxy ™
statement. These “comfort letters” are to be delivered within three busmess days before Kentucky First’s
Registration Statement on Form S-1 is to be declared effective. :

Legal Conditions to the Merger. First Federal of Hazard and Frankfort First have each
agreed to taKe all reasonable actions necessary to comply with all legal requirements relating to the--
merger (including filings and other matters relating:to the regulatory applications), to furnish each other
with information necessary to satisfy such requirements, and to obtain all third party consents necessary
to undertake the transactions contemplated by the merger.




Stock Listings. Frankfort First has agreed to use its best efforts to maintain the listing of its
common stock on the NASDAQ National Market. First Federal of Hazard will use al] reasonable efforts
to cause the shares of Kentucky First to be listed on the NASDAQ Stock Market National Market.

Employee Matters. Under the terms of the merger agreement, following the merger, First
Federal of Frankfort will continue to employ substantially all employees without employment agreements
as employees at will, subject to determinations by First Federal .of Frankfort’s.management and First
Federal of Frankfort’s and Kentucky First’s boards of directors. The Frankfort First Bancorp, Inc.
Defined Benefit Plan as well as its health and welfare benefit plans, programs, insurance and policies will
continue after the merger until such time as First Federal of Frankfort’s board of directors elects to take
alternative action. To the extent that any such plan is replaced after the merger, employees of Frankfort
First (or its affiliates) will be entitled to credit for prior service with First Federal of Frankfort for
purposes of determining eligibility to participate and vesting, unless such service results in the duplication
of benefits. Any eligibility waiting period and pre-existing condition exclusion applicable to such plans
and programs will be waived with respect to each Frankfort First employee and their eligible dependents.
Kentucky First will also provide full credit to each continuing Frankfort First employee and their eligible
dependents under Kentucky First’s corresponding benefit plans for any deductibles incurred by the
continuing employees and their covered dependents during the portion of the calendar year prior to the
closing of the merger. After the merger, Kentucky First will be liable for all obligations for continued
health coverage under.Sections 601 through 609 of ERISA (“COBRA”) with respect-to each Frankfort,
First qualified beneficiary who incurs a qualifying event and for continued health coverage under .
COBRA from and after the merger, and-for continued health coverage under COBRA from.and after the
merger for each Frankfort First qualified beneficiary who incurs a qualifying event before the merger.

Conduct of First Federal of Hazard’s Business. -First Federal of Hazard has agreed to
maintain its corporate existence in good standing and conduct its business so as to be able to consummate
the transactions contemplated by the merger agreement. It has also agreed to give prompt written notice 1o
Frankfort First of, and to use its best effortsto prevent or promptly, remedy, an impending or threatened ..,
occurrence of.any, event or condition which would cause or constitute a breach of any of its '
representations or-obligations under the merger agreement or would be reasonably likely to cause.it not to
be able to satlsfy any condition precedent to consummation of the merger.

Representatlons and Warranties Made by First Federal of Hazard: and Frankfort F|rst |n
the Merger Agreement .

We have made certain customary representations and warranties to each other in the merger
agreement relating to,our businesses. For information on these representations and. warranties, please refer
to.the.merger agreement attached as Appendix A, The representations and warranties must be true in all
material-respects (except to the extent any breaches of a representation or warranty, either individually-or.
in the aggregate, do not or would not,be reasonably likely to have a material adverse effect on the other. .
party) through the completion of the merger. See “—Conditions to Completing the Merger.”

Termmatmg the Merger Agreement

. The merger will not occur unless the reorganization and the reorganization offering are .
consummated. - Additionally, the merger agreement may be terminated at any time prior to the completion
of the merger, either before or after. approval of the merger agreement by Frankfort First shareholders, as

follows:

* by the mutual agreement of First Federal of Hazard and Frankfort First;
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by either party, if the merger is not consummated by May 31, 2005, unless failure to
. complete the merger by that time is due to the failure to perform an obligation by the party

seeking to terminate the agreement;

~ by either party, if (1) the other party has not satisfied any of its obligations to close under the
' merger agreement, or (2) within 30 days after receiving notice from the other party that it has

sustained a material adverse effect which cannot be reasonably expected to be cured,;

- by Frankfort First, if Frankfort First enters into a definitive agreement or letter of intent for an
" acquisition proposal with a third party that the board of directors makes a good faith

. determination, in consultation with its legal counsel, is necessary to comply with its fiduciary
duties to shareholders imposed by applicable laws (provided that Frankfort First has complied

with its obligations to notify and furnish information to First Federal of Hazard regarding the

third party acquisition proposal or complies with applicable proxy rules);

by First Federal_of Hazard, if: (1) the Frankfort First board of directors resolves, publicly
. announces or discloses to any third party its intentton to accept an acquisition proposal from a

third party; (2) the Frankfort First board of directors recommends to its shareholders (or

; resolves to recommend) that they tender their shares in a tender or exchange offer
'commenced by a third party; (3) if a tender offer or exchange offer for 25% of more of

' Frankfort First’s common stock is commenced or a registration statement with respect thereto
.1s filed and, within 10 days, the Frankfort First board of directors either fails to recommend
-against such offer or takes no position with respect to such offer; or (4) Frankfort First’s
‘board of directors withdraws or modifies its recommendation of approval of the merger

~agreement (o its shareholders in a manner adverse to First Federal of Hazard or recommends
(or resolves to recommend) to Frankfort First shareholders that they approve an acquisition
.proposal from a third party.

‘by either party, if any suit, action or proceeding is pending or threatened before any court in
~which the consummation of the merger is restrained or enjoined or in which the relief

.requested is to restrain, enjoin or prohibit the merger and, in the reasonable judgement of
either party, such action suit, action or proceedin g is likely to have a material adverse effect
W1th respect to such party’s interest;

‘by either party, upon disapproval by any regulatory authority whose approval is required to

consummate the merger or First Federal of Hazard’s reorganization and the reorganization
offering, or if an approval contains a condition applicable to First Federal of Hazard which is,
/in its reasonable judgement, materially burdensome upon the conduct of First Federal of
Haza:d S busmess or which would so adversely impact the economic and business benefits of
‘the merger or reorgamzatlon to First Federal of Hazard so as to render it inadvisable to
‘proceed with the merger or the reorganization;

by either party, if Frankfort First shareholders fail to approve fhe merger agreement; and

by either party, if First Federal of Hazard’s reorganization and the reorganization offering
have not occurred (except for any part of the reorganization and the reorganization offering

‘which can occur simultaneously with or subsequent to the merger).
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Termination Fee

The merger agreement requires Frankfort First to pay First Federal of Hazard a $1.5 million
termination fee if First Federal of Hazard terminates the merger agreement as a result of:

*  Frankfort First’s failure to receive shareholder approval of the merger agreement;

*  Frankfort First’s failure to comply in all material respects with its covenants, agreements and
. other obligations under the merger agreement;

» . Frankfort First’s failure to undertake all appropriate corporate actions necessary to be taken in
-~ conjunction with the merger;

* . A breach of Frankfort First’s representations and warranties under the merger agreement are
' not true and correct (except for those breaches which individually or in the aggregate do not
or would not reasonably be likely to have a material adverse effect on Frankfort First),

* ' Frankfort First’s failure to deliver the necessary documents and certificates to establish its
. existence and authorization for it'to enter into the merger agreement;

* * Frankfort First’s failure to deliver a comfort letter to First Federal of Hazard regarding
Frankfort First’s financial condmon ' -'

»  Frankfort First’s failure to enter into replacement agreements with its executives (so as to
~ avoid the transactions contemplated by the merger agreement triggéring términation rights

under the executives’ employment agreements);

»  Frankfort First’s failure to terminate all outstanding stock optlons or nght to receive stock
options, in exchange for cash payments;

*  Frankfort First’s failure to obtain necessary regulatory approvals and third party consents; or

* : Frankfort First’s failure to perform an obligation under the merger that has delayed the
- consummation of the merger past May 31, 2005,

o and any of'the follo’Wing c'onditions exist:

Frankfort First or any of its subsidiaries, without having’ recelved First Federal of Hazard’s

‘prior written consent enters into a written agreement to engage in-an acquisition proposal

. with dny person other than First Federal of Hazard (or any of its affiliates) or the Frankfort

- First board of directors recommends that Frankfort First shareholders approve or accept any
acquisition proposal with any person other than First Federal of Hazard; or

. after a bona fide written proposal is made by any person other than First Federal of Hazard
~ (or any of its affiliates) to engage in an acquisition proposal, either:

~+  Frankfort First breaches any covenant or obligation contained in the merger agreement
and such breach would entitle First Federal of Hazard to terminate the merger agreement;

or
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*  Frankfort First shareholders do not approve the merger agreement at the Frankfort First
j annual meeting, the annual meeting is not held in a timely manner or is postponed,
, delayed or enjoined prior to termination of the merger agreement except as a result of
‘ judicial or administrative proceeding or Frankfort First’s board of directors shall have:

a. withdrawn or-adversely modified its recommendation with respect to the merger
agreement, or announced or disclosed to any third party its intention to-do so; or

b. - failed to recommend, in the case of a tender or exchange offer for Frankfort First
common stock, against acceptance of such tender or exchange offer to its
shareholders or takes no position with respect to acceptance of such tender or
exchange offer by its shareholders; or

*  Frankfort First’s board of directors makes certain provisions of Frankfort First’s
Certificate of Incorporation that limit a third party’s ability to acquire a substantial
amount of Frankfort First common stock or acquire or-merge with Frankfort First
altogether inapplicable to the third party proposed to undertake such actions.

Payment of this termination fee shall be due or payable prior to Frankfort First entering into a
written definitive agreement with a third party with respect to an acquisition proposal within 18 months
after termination of the merger agreement or within such 18-month period any third-party person or entity
acquires 25% or more of the Frankfort First’s outstanding common stock.

Expenses
Each party will pay its own costs and expenses incurred in connection with the merger.
Changing the Terms. of the Merger Agreement -

Before the completion of the merger, the parties may agree to waive, amend or modify any
provision of the merger agreement. However, after the vote by Frankfort First shareholders, the parties
cannot do the following without the approval of Frankfort First shareholders: (1) change the merger
consideration to be received by Frankfort First shareholders under the terms of the merger agreement; (2)
alter or change any term of Kentucky First’s Charter other than as contemplated by the merger agreement;
or (3) alter or change any of the terms and conditions of the merger agreement if such change or alteration
would adversely affect Frankfort First shareholders.

Management and Operations Following the Merger

Board of Directors. After completion of the merger, the board of directors of Kentucky First
will consist of all four current members of the board of directors of First Federal of Hazard, Don D.
Jennings, President and Chief Executive Officer of Frankfort First and two current members of the board
of directors of Frankfort First (David Harrod and Herman Regan, Jr.). The First Federal of Hazard
directors who will serve on Kentucky First’s board are Tony D. Whitaker, Stephen G. Barker, William D.
Gorman and Walter G. Ecton, Jr. Information regarding the Frankfort First appointees and all of the
current directors and executive officers of Frankfort First, including executive compensation and
relationships and related transactions, is included in this proxy statement under “—Election of
Directors—Information with Respect to Nominees, Continuing Directors and Certain Executive
Officers.” Information regarding Messrs. Whitaker, Barker, Gorman and Ecton follows.




-Tony D. Whitaker has been President and Chief Executive Officer and a director of First
Federal of Hazard since 1997. Prior to that time, Mr. Whitaker was President and a director of Great
Financial Bank (Central Region), Louisville, Kentucky from 1994 until 1997. Beétween 1980 and 1994,
Mr. Whitaker was President of First Federal Savings Bank, Richmond, Kentucky. Mr. Whitaker has
served on the board of directors of America’s Community Bankers since 2001, on the board of directors
of the Kentucky Bankers’ Association since January 2004, and served on the board of directors of the
Federal Home Loan Bank of Cincinnati from 1992 until 1997." Age 58.

Stéphen G. Barker has been a director of First Federal of Hazard since 1997. Mr. Barker has
been in the private practice of Jaw in Hazard, Kexntucky since 1980 and has served as Assistant General
Counsel to the Kentucky River Properties LLC since 1985. Age 51.

Wllllam D. Gorman has been a director of First Federal of Hazard since 2003 Mr. Gorman has
served as' mayor of Hazard Kentucky since 1978 Age 80 Lo

Walter G. Ecton, Jr. has been a dlrector of First Federal of Hazard since:June 2004. Mr. Ecton
has been engaged in the private practice of law in Richmond, Kentucky since 1979.. Age 50.

Management. The executive officers of First Federal of Hazard and First Federal of Frankfort
will not change as a result of the merger. The executive officers of Kentucky First will be as follows:

Name Position

Tony D. Whitaker . ........... Chairman of the Board and Chief Executive

‘f Officer of Kentucky First, President and Chief
Executive Officer of First Federal MHC and .
First Federal of Hazard ‘

DonD. Jennings ............. President and Chief Operating Officer-of
| Kentucky First and Executive Vice President of
First Federal of Frankfort

‘ R. Clay Hulette ....... L Vice President, Chief Financial Officer and
“ o Treasurer of Kentucky First and Vice Presrdent
of First Federal of Frankfort

- Roy L. Pulliarn,Jr..v ........... Vice President and Secretary of Kentucky Frrst
: and First Federal of Hazard
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Comparison of Shareholders’ Rights Between a
Delaware Chartered Holding Company and a
'Federally Chartered Holding Company

Upon consummation of the merger, the shareholders of Frankfort First will become shireholders
of Kentucky First. The rights of the Kentucky First shareholders are govemed by federal law and by
Kentucky First’s charter and bylaws. The rights of the Frankfort First shareholders presently are governed
by Delaware law and the Frankfort First Certificate of Incorporation and bylaws. These nghts dxffer in
certain respects and the material differences are summarized below.

Preemptive Rights

Delaware Law . - .- Federal Law-. ..
. The holders of common stock do not have . Same. Any subsequent stock issuance

any preemptive rights. by Kentucky First, however, may only

: : o be effected through a stock-issuance
plan approved by the Office of Thrift
Supervision which would grant sub-
-scription priorities to the First Federal
MHC’s members unless Kentucky First

" ' .. ‘demonstrates that a nonconforming

;o stock issuance would be morée beneficial

1 N : to 1t.

Liquidation Rights; Redemption

‘Delaware Law Federal Law
- - This provision is similar to the federal - - o In the event of any liquidation,
regulations. _ . dissolution, or winding up of Kentucky

First, the holders of common stock
generally would be entitled to teceive, -
after payment of all liabilities and any
preferred stock preferences, all assets of
‘Kentucky First available for
w . ‘dIStrlbutIOD
. There is no provision similar to the federal T
regulations under Delaware law. . Federal‘re‘gulations require that, so fong
B e as First Federal MHC remains in place,
it must hold a majority of the-
outstanding shares of common stock of
: o HE ‘Kentucky First, which in general, will -
b give First Federal MHC the right to
) : control significant decisions and
transactions regarding Kentucky First.

. Common stock is not subject to any
redemption provxsxons
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Voting Rights

Delaware Law

Federal Law

In the absence of a specification in the
corporat1on s certificate of mcorporanon
or; bylaws once a quorum is obtained, the
afﬁrmatlve vote of a majority of the shares
present (in person or by proxy) and
entitled to vote is required for shareholder
action.

Unless.the certificate of incorporation’
_states otherwise, each-share is entitled to
one vote.

LT
: =-D1rectors are elected by a plurality of the
- vote.
e :
The certificate of incorporation may

©  provide that at elections for directors, or
- .. other special circumstances, cumulative

voting may be allowed. -

Board of Directors

Holders of Kentucky First’s stock will
have one vote per share

Because First Federal MHC will
always own more than 50% of
Kentucky First’s shares, it will control
the election of directors.

Cumulative voting is not allowed.

During the first five years of Kentucky
First’s existence, no persons or entities
other than First Federal MHC may
acquire beneficial ownership of more
than 10% of Kentucky First’s common
stock. Any shares acquired in excess
of 10% of Kentucky First's common
stock will have no voting rights.

Delaware Law

Federal Law

- ..A board must be made up of one or more
directors. The number of directors shall
be fixed by, or in the manner provided in,
the bylaws, unless the certificate of
incorporation fixes the number of
directors, in which case, a change in the

.. number, of directors shall be made only by
"+ -amendment of the certificate of

incorporation. .

The board may be divided into one, two

- or three classes, in as equal a number as
possible. No specific number is required
for classified directors. All, one-half or
one-third of the directors would then be

_.elected at each annual meeting, if the

board were divided into one, two or three

classes, respectively.
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Kentucky First shall be under the
direction of a board of directors. The
authorized number of directors shall be
no fewer than five nor more than 15.
The number, however may be
increased or decreased with the
approval of the Director of Office of
Thrift Supervmon or his or her
delegate.

The board may be classified, with the
classes as equal in number as possible.
One of the classes shall be subject to
election at each annual meeting.




1

Any vacancy occurring in any office of
the.corporation by death, resignation,
removal or otherwise shall be filled as the
bylaws provide. In absence of such
provision, the board or other governing
body shall fill the vacancy. That term
will expire upon the next election of the
class for which the director was chosen.
A director may be removed with or
wrthout cause by holders of a majority of
the shares entitled to vote, unless the
certificate of incorporation states
otherwise. In the case of a classified
board, shareholders may effect such - -
removal only for cause.

* Vacancies shall be filled as the bylaws

provide, and any director elected to fill
a vacancy shall serve until the next
election of directors.

A director may be removed only for
cause.

ML

Special Meetings of Shareholders, -

Delaware Law

‘Federal Law" -

Special meetings may be called by the
board or by such persons authorized by
the certificate of incorporation or bylaws.
The necessary notice shall include a
statement of the purpose(s) of the
meéting.

Unless otherwise specrﬁed in the
charter, special meetings may be called
by a majority of the directors, or upon
the written request of holders of not
less than one- -tenth of all outstandmg

shares’ of votmg stock, or'such other

persons as specified in the bylaws.

Approval of Fundamental Transactlons o L

Delaware Law

Federal Law

Delhware law generally requires that a -

merger or sale of ‘asséts be approved by a

- majority of the shares’ outstandmg and-
entitled to vote, except in transactions

‘ mvolvmg an amendment to the certificate

of i mcorporatron where it would increase

© or decrease the aggregate number of

authorized shares of a class, increase or

decrease the par value of a class, or alter

or change the powers ‘preferences or

special rights of a class to affect such

class or rights adversely.
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Corporate combination transactions

“such as; mergers sales of substantially
- all assets-or-dissolution of the

company, would require the approval

' of the holders ofa majonty of the

outstandmg ‘shares of ¢ common stock.

' Because First Federal MHC ‘would own

a majonty of Kemucky First’ s

: outstandmg shares of cdmmon stock, it
~ would control the decrsron on these

matters




Amendments to the certificate of .
E 1ncorp0rat10n generally require the

afﬁrmatrve vote of a majority of the

outstandin g shares of stock.

The approval of a majority of the
outstanding shares is required for a
preapproved amendment to the charter.
Any other amendment must be
approved by Office of Thrift
Supervision prior to the approval of
shareholders and shall be effective
upon filing with the Office of Thrift
Supervision in accordance with
regulatory procedures.

Comparison of the Rights of Shareholders Under the Frankfort First
Certificate of Incorporation and Bylaws and the Kentucky First Charter

Authorized Stock

Frankfort First

Kentucky First

The Certificate of Incorporation authorizes: .

4.25 million shares.of capital stock,

" cohsisting of 3.75 miillion shares of

. common stock, $0.01 par value, and
'500 OOO shares of serial preferred stock,

o $0.01 par value.

As of December 20, 2004, there were .
1 266 613 shares of Frankfort First’s
‘ common stock 1ssued and outstandmg

As of December 20, 2004, there were no .

shares of preferred stock issuéd or
outstandmg

P . Voting Rights

"« The Kentucky First Charter authorizes

25 million shares of capital stock,
consisting of 20 million shares of
common stock, $0.01 par value, and 5
million shares of preferred stock, $0.01
par value.

As of December 20, 2004, there were
no shares of Kentucky First common
stock issued or outstanding.

As of December 20, 2004, there were
no-shares of preferred stock issued or
outstanding.

_ Frankfort First

Kentucky First

o ,shares

One thlrd'of Frankfort Frrst s ontstandmg .
tled to vote, represented in

person or by proxy, shall constitute

quorum. It Jess than one- _third is

represented at a meetmg, a majority of the

shares o) represented may .adjourn the

‘meletin; g from time to time without further

notice.

Each holder of shares of common stock .
shall be entitled to one vote for each share
held by such holder.

There shall be no cumulative voting by .
shareholders of any class or series in the
e]ectlon of directors.
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A majorrty of the outstandmg shares of
Kentucky First entitled to vote, .
represented in person or by proxy, shall

constitute quorum. If less than a
majority is present at a meeting, a

~majority of the shares so represented

may adjourn the meeting from time to
time without further notice.

Same.

Same.



A majority of the votes cast by . Same.
shareholders at a lawful meeting shall be '
sufficient t6 pass on a matter, except in the

election of directors, which shall be

determined by a plurality of the votes cast.

Dividends
Frankfort First Kentucky First
Dividends on Frankfort First stock may be e Subject to the terms of Kentucky
declared by the board of directors at any : - First’s.Charter and Office of Thrift . .
meeting. Dividends may be paid in cash, in Supervision orders, the board of
property, or Frankfort First’s own stock. ‘ directors may declare dividends.
These dividend rights are subject to the. - . Same.

rights of holders of preferred stock.

1

Required Vote for Authorization of Certain Actions

Frankfort First Kentucky First

In all matters other than the election of N Same.
directors, the affirmative vote of the

majority of shares present or represented

by proxy at the meeting and entitled to

vote on the subject matter shall be the act

of the stockholders, unless the vote of a

greater number is required by law or the

Certificate of Incorporation or bylaws. :

Frankfort First’s Certificate of . No provision in Kentucky First’s
Incorporation provides that at least 80% of Charter or bylaws.
the outstanding shares of voting stock

entitled to vote thereon and at'least a

majority of the outstanding shares entitled

to vote thereon, not including shares

deemed beneficially owned by a Related

Person, shall be required in order to

approve certain “business combinations”

with an interested shareholder or its

affiliate. However, if two-thirds of the

continuing directors approved the business

combination at a meeting at which a

continuing director quorum was present,

then only such affirmative vote as required

by other provisions of the Certificate of

Incorporation, law, or regulation shall be

necessary.
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For a peniod of five years from the
conversion of Frankfort First from mutual
to stock form, no person shall acquire the
beneficial ownership-of more than 10% of
any class of security of Frankfort First,
unless such an offer has been approved in
advance by a two-thirds vote of the
continuing directors.

No person, other than Kentucky First,

shall acquire the beneficial ownership
‘of more than 10% of any class of

equity security for a period of five
years from the date of the initial
minority stock offering.

Shareholders’ Meetings

Frankfort First

Kentucky First _

Frankfort First must deliver written notice
of the meeting and the purpose(s) for
which the meeting 1s called, and it shall
be mailed not less than 10 nor more than
50 days before the meeting to each
shareholder entitled to vote.

The Chéirman of the Board or the Chief
Executive Officer of Frankfort First shall
preside at meetings.

A special meeiing may be called at any
time by the board of directors or by a
committee of the board of directors.

For purposes of determining shareholders
entitled to vote at a meeting, the board of
directors shall fix a record date that is not

less than 10 nor more than 60 days before -

the meeting.

The board of directors, a committee
appointed by the board, or shareholders
may nominate directors or propose new
business.

P-90

Writtén notice must be delivered to
stockholders entitled to vote no fewer

than 20°days nor more than 50 days

béfore the meeting.

Meeti‘n’gs shall be conducted by a

. person designated by the board in

accordance with written procedures

~_agreed to by the board. The board shall

designate, when present, either the
Chairman or another person to preside
at such meetings.

. Special meetings may be called at any
time by the Chairman of the Board, the

President or a majority of the board,
and shall be called by the Chairman,

.President or Secretary upon the written

request of the holders of not less than

one-tenth of all butstanding capital

stock entitled to vote, unless otherwise

~ prescribed by Office of Thrift
... Supervision regulations or the
- Kentucky First Charter.

Same.

Same. . .




To nominate a director or propose new -
business, shareholders must give written
notice to the Secretary of Frankfort First
not less than 30 days nor more than 60
days prior to the meeting; provided that if
less than 40 days’ notice of the meeting is
given to shareholders, such notice shall be
delivered to the Secretary within 10 days
of the date notice of the meeting was
mailed to stockholders. Each notice given
by a shareholder with respect to
nominations or proposals must include
certain information regarding the
nominee/proposal and the shareholder
making them.

Board of Directors

Same. If the nominating committee
fails or refuses to act at least 20 days
prior to the annual meeting, floor
nominations may be made at the
meeting. C

Frankfort First

Kentucky First

The Certificate of Incorporation provides
that the number of directors shall be set in
the bylaws, but in any event shall be no
less than five nor more than 15. The
bylaws provide that the number of
directors shall be eight.

The board shall be divided into three
classes of as equal a.number as-possible.
Approximately one-third of the directors
shall be elected at each annual meeting.

Vacancies on the board shall be filled by
a vote of two-thirds of the directors then
in office, whether or not a-quorum.

| p
Directors may be removed only for cause
and only by the vote of-at-least. 80% of
the outstanding shares entitled to vote for
director.
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Same, with any greater or lesser

* number having to be approved by the

Director of Office of Thrift v
Supervision. The bylaws provide that
the number of directors.shall be seven.

Same.

Vacancies on the board shall be filled
by a majority vote of the remaining
directors, whether or not a quorum.

Directors may be removed only for
cause and only by the vote of a
majority of the outstanding shares
entitled to vote for director.




Limitation on Personal Liability of Directors ..

-Frankfort First

Kentucky:First

i

Frankfort First’s Certificate of
Incorporation includes a provision limiting
the personal liability of a director to
Frankfort First or its shareholders for
monetary damages for breach of fiduciary
duty as a director. However, the provision
does not limit liability for: (i) any breach of
a the director’s duty of loyalty to Frankfort
First or its shareholders, (i1) for acts or
omissions that are not in good faith or that
involve intentional misconduct or a
"knowing violation, (iii) under Section 174
of the General Corporation Law of the State

_of Delaware, or (iv) for any transaction: . -
from which the director derived any

" improper personal benefit. -

There is no such provision in Kentucky
First’s Charter. :

Amendment of the Bylaws

Kentucky First

Frankfort First

The bylaws may be amended, repealed,
rescinded, or altered by the shareholders
only by a vote of not less than 80% of the
outstanding shares entitled to vote at an
election of directors. In addition, the board
may amend, repeal, rescind, or alter the
bylaws by a two-thirds vote.

[
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The bylaws may be amended in a
manner consistent with Office of Thrift
Supervision regulation and shall be
effective after:(i)-approval of the
amendment by a majority vote of the
board, or by a majority vote of the
outstanding:shares entitled to vote
thereon approve it at any legal meeting,
and (ii) receipt of the applicable
regulatory-approval. When the quorum
requirement ismot-met, solely due to
board vacancies, the affirmative vote of
a majority of the board will be required

‘to-amend the bylaws. . -~




Amendment of the Certificate of Incorporation/Charter .

Frankfort First

Kentucky First

Frankfort First may repeal, alter, amend or
rescind any provision contained in the
Certificate of Incorporation, and all rights
to stockholders granted in the Certificate of
Incorporation are subject to this
reservation. Further, The provisions in the
Certificate of Incorporation relating to:
meetings of shareholders and cumulative -
voting (Article X), notice for director
nominating and proposals (Article XI),
number terms, classification and removal
of directors (Articles XII and XIII),

limitations on the beneficial ownership,of

more than 10% of a class of Frankfort
First’s common stock (Article XIV),
shareholder approval of business
combinations with related terms

(Article XV), the evaluation of business
*“combinations (Article XVI),
indemnification of directors (Article XVII),
limitations on director liability '
(Article XVIII), amendment of bylaws
(Article XIX) and amendment to the
Certification of Incorporation (Article XX),
may not be.repealed, amended, altered, or

_ rescinded unless a vote of the shareholders
holding at least 80% of the outstanding
shares entitled to vote approve it. However,
a majority vote may allow such an action if
the same is first approved by a majority of
continuing directors.

Except as provided in Section 5 of the
Kentucky First Charter, no amendment,
addition, alteration, change or repeal of
the Charter shall be made, unless such

"is proposed by the board, approved by

the shareholders holding a majority of
outstanding shares entitled to vote
thereon approve it, unless a higher vote
is required, and approved or
preapproved by Office of Thrift
Supervision.




Proposal 3: Adjdﬁrnment of the.AnnUal» Meetmg

T o s

In the event that there are not sufficient votes to approve and adopt the merger agreement at the
time of the annual meeting, Frankfort First may propose adjournment of the meetmg toa, later date or
dates in order to permit further solicitation of proxies. In order to allow prox1es that- have been received
by Frankfort First at the time of the annual meeting to be voted for an adjoumment,elf necessary, :
Frankfort First is submitting the question of adjournment to its shareholders.as a separate matter for their
consideration. If it is necessary to-adjourn the annual meeting, no notice of the adjourned meeting is
required to'be given. to shareholders, other than an announcement. at the annual meeting of the place, date
and time to which the annual meeting is adjourned, if the annual meeting is adjourned for 30 days or less.

The board of drrectors of Frankfort First unanimously recommends that shareholders vote “FOR”
the adjournment proposal. e . ‘

Submission of Future Shareholder Proposals
and Nominations to Frankfort First

Shareholder Proposals. Frankfort First will hold a 2005 Annual Meeting of Shareholders
only if the merger is not consummated. Proposals that shareholders seek to have included in the proxy
statement for Frankfort First’s next annual meeting must be received by Frankfort First no later than
September 16, 2005. If next year’s annual meeting is held on a date more than 30 calendar days from
February 17, 2006, a shareholder proposal must be received by a reasonable time before Frankfort First
begins to print and mail its proxy solicitation for such annual meeting.. Any shareholder proposals will be
subject to the requirements of the proxy rules adopted by the Securities and Exchange Commission.

Shareholder Nominations. Frankfort First’s Certificate of Incorporation‘provides that in
order for a shareholder to make nominations for the electionof directors or proposals for business to be
brought before the annual meeting, a shareholder must deliver notice of such nominations and/or ’
proposals to the Secretary not less than 30 nor more than 60 days before the date of the annual meeting;
provided that if less than 31 days’ notice of the annual meeting is given to shareholders, such notice must
be delivered not later than the close of the tenth day following the day on' which notice of the ‘annual
meeting was mailed to shareholders or public disclosure of the meeting date was made. - A ‘copy of the
Certificate of Incorporation may be obtained from Frankfort First.

Miscellaneous

A copy of Frankfort First’s Annual Report on Form 10-KSB for the year ended June 30, 2004,
filed with the SEC on September 28, 2004 (as amended), will be provided on written request without
charge to any shareholder whose proxy is being solicited by the board of directors. The written request
should be directed to: Corporate Secretary, Frankfort First Bancorp, Inc., 216 West Main Street, P.O. Box
5335, Frankfort, Kentucky 40602-0535.

If you and others who share your address own your shares in “street name,” your broker or other
holder of record may be sending only one proxy statement-prospectus to your address. This practice,
known as “householding,” is designed to reduce our printing and postage costs. However, if a
shareholder residing at such an address wishes to receive a separate annual report or proxy statement in
the future, he or she should contact the broker or other holder of record. If you own your shares in “street
name” and are receiving multiple copies of our annual report or proxy statements, you can request
householding by contacting your broker or other holder of record.

P-94




Whether or not you plan to attend the special meeting, please vote by marking, signing, dating
and promptly returning the enclosed proxy card in the enclosed envelope.

Legal Matters

The validity of the shares of Kentucky First common stock to be issued in connection with the
merger will be passed upon for Kentucky First by Muldoon Murphy & Aguggia L1LP, Washington, DC.
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APPENDIX A

AMENDED AND RESTATED AGREEMENT OF MERGER
BY AND BETWEEN
FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION
AND
FRANKFORT FIRST BANCORP, INC.
'DATED AS OF JULY 15,2004 AND AMENDED AND RESTATED

AS OF NOVEMBER 3, 2004 AND NOVEMBER 30, 2004
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AMENDED AND RESTATED AGREEMENT OF MERGER

THIS AMENDED AND RESTATED AGREEMENT OF MERGER, made as of this
15th day of July, 2004 and amended and restated as of November 3, 2004 and November 30,
2004, by .and among FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION and
FRANKFORT FIRST BANCORP, INC.

v : ' RECITALS

WHEREAS, the respective Boards of Directors of First Federal and Frankfort First have
approved this Agreement by the requisite vote imposed by Law, and deem it advisable and in the
best interest of their respective institutions and members or stockholders; as the case may be, to
consummate the reorganization provided for herein, pursuant to which-Merger Corp. will merge
with and into Frankfort First, which will be the surviving corporation in" the Merger, and in
connection therewith the stockholders of Frankfort First will receive SHC Common Stock and/or
cash in exchange for their shares of Frankfort First Common Stock;

WHEREAS, as a condition and inducement to First Federal’s willingness to enter into
this Agreement, First Federal has entered into a separate Voting Agreement (in the form attached
as Exhibit 1 hereto) with each of the directors and executive officers of Frankfort First providing
that each such person shall vote, or cause to be voted, all shares of Frankfort First Common
Stock. whrch such person beneficially owns for approval of the Merger as contemplated herem

WHEREAS the Board of Directors of Frankfort F1rst has directed that this Agreement
and the transactions described in this Agreement be submltted for approva] at the Frankfort F1rst
Meeting; : :

WHEREAS, the Merger will be conducted in connection with the Reorganization; and

WHEREAS the transactions provided herein are sub_]ect to various regulatory approvals
and other conditions specified herein. : 2 : :

NOW, THEREFORE in consideration of the premises and mutual promises hereinafter
set:forth and for. other good and valuable consideration, the recelpt and sufﬁc1ency of whrch are
hereby acknow]edged itis hereby agreed that: - : ' : '

ARTICLE I
DEFINITIONS
When used in this Agreement the following terms shall have the meanings specified:
‘ Acg’ulsmon. “Acquisition” shall mean any of the following involving Frankfort First or

the Bank on the one hand, or First Federal on the -other hand, other than the Merger or the
Reorganization:
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(a) - any merger, consolidation, share exchange, business combination or other
similar transaction;

.. .(b): any: sale, lease, exchange, mortgage, pledge, transfer or other disposition
of 10% or:more-of assets in a single transaction or series of related transactions, excluding from
'this calculation any such transactions undertaken . in the: ordrnary course of busmess and
consistent with past practice; :

(©) any sale of 10% or more of the outstanding shares of capital stock (or
securities .convertible or exchangeable into or otherw1se evrdencmg, or an agreement or
instrument evrdencmg, the nght to: acqulre capital stock) - T

4
P PR

s (@) any tender offer or exchange offer for 10% or.more of the outstandmg
shares .of;capital stock or.the ﬁhng of a registration statement under the. Secuntres “Act in
_connectlon therewith; . = : ‘ - c

(e) In the Pc'ase\ of Frankfort; First, any'=soticitetion’of proxies in opposition to
approval by its shareholders of the Merger

SETRT (t) The ﬁhng of :an acqursrtron apphcatlon (or the glvmg of acqursmon
not1ce) whether in draﬁ or-final form, under HOLA with respect to it; .
o (®) any person shall have acqurred beneficial ownershrp or the nght to acqulre
beneﬁcml ownershrp of, or any “group” (as such term is defined under Section 13(d) of the
Exchange:Act and the rulesiand regulations .of the SEC promulgated thereunder) shall have been
formed which beneficially owns or has the right to acquire beneficial ownership of;:10% or more
of the then outstanding shares of capital stock; or : '

Coo (h)-  any public announcement of a proposal,:plan or intention to-do any of the
foregoing.

| Aequisition Pronosal “Acquisition Proposal” shall mean,the;rnaking,,of any proposal by
any Person concermng an Acqulsrtlon

Afﬁhate “Afﬁhate” shall mean, - W1th respect to any Person any other Person who
drrectly or indirectly, through one or more intermediaries, -controls, is controlled-by, or is under
common control with the first Person, including without limitation all directors and executive
officers of the first Person.

Affihate Letter. “Affiliate Letter” shall mean-a letter from each Affiliate of Frankfort
First substantrally in the form of Exhibit 2 attached to this Agreement.

Agreemen “Agreement shall mean this Amended and Restated Agreement of Merger
together with the Exhibits attached hereto and together with the Disclosure Schedules, as the
same may be amended or supplemented from time to time in accerdance with the terms hereof. .-
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Announcement. “Announcement” shall mean any public notice, release, statement or
other communication to employees, suppliers, customers, members, stockholders, the general
public, the press or any securities exchange or quotation system relating to the negotiation and
preparation of this Agreement or the transactions contemplated hereby.

Bank “Bank” shall mean First Federal Savings Bank of Frankfort, a federally chartered
savings bank headquartered in Frankfort, Kentucky, which is a wholly owned subsidiary of
Frankfort F1rst

Buitldings. “Buildings” shall mean all buildings, fixtures, structures and improvements
(including without limitation stand-alone automated teller machines or similar devices) used by a
Person or an Affiliate and located on the Person's Real Estate.

CEi{CLA. “CERCLA” shall mean the Comprehensi've Environmental Response,
Compensation and Liability Act of 1980, as the same may be in effect from time to time.

Closing. “Closing” shall mean the conference to be held at 9:00 a.m., Eastern Time, on
the Closing Date at the offices of Muldoon Murphy Faucette & Aguggia LLP, 5101 Wisconsin
Avenue, NW, Washington, DC 20016, or such other time and place as the parties may mutually
agree to in writing, at which the transactions contemplated by this Agreement shall be
consummated.

Closing Date. “Closing Date” shall mean the date of the Effective Time or such other
date as the partles may mutually agree to in wrltlng :

Code “Code” shall mean the Internal Revenue Code of. 1986 as amended, as the same
may be in effect from time:to time.

Conﬁdentiality Agreement. “Confidentiality Agreement” 'shall mean the letter agreement
regarding confidentiality and related issues between First Federal and Frankfort First dated July
1, 2004.

Contracts “Contracts’” shall mean all of the contracts, agreements, leases, relationships
and commitments, written-or oral, to.which the relevant Person is a party or by which it is bound.
Control: “Control,” as. used with respect-to any Person, shall mean the possession,
directly or indirectly, of the power to direct: or cause:the direction of the management and
policies of such Person, whether through the ownership of voting securities or by contract or
otherwise. “Control,” as used with respect to secunties or other property, shall mean the power
to exercise or direct the exercise of any voting rights associated therewith, or the power to
dispose or direct the disposition thereof, or both.

DGCL. “DGCL” shall mean the General Corporation Law of the State of Delaware.

o
H




Disclosure Schedules. “Disclosure Schedules” shall mean the Frankfort First Disclosure
‘Schedule and the First Federal Disclosure Schedule.

fl

Dissenting' Shares. - “Dissenting - Shares” shall mean any shares of Frankfort First
Common Stock held by a holder who dissents from the Frankfort First Merger and becomes
entitled to demand appraisal rights for the value of such shares of Frankfort First Common Stock
‘pursuant to Section 262 of the DGCL ' :

ESOP “ESOP” shall mean an employee stock ownership plan sponsored by First
Federal and that will buy SHC Common Stock in the Reorganlzatlon

Employee Beneﬁt Plans. “Employee Beneﬁt Plans” shall mean any pension plan, profit
sharing plan, bonus plan, incentive compensation plan, deferred compensation plan, stock
ownership plan, stock purchase plan, stock option plan, stock appreciation plan, employee
benefit plan, employee-benefit policy, retirement plan, fringe benefit program, insurance plan,
severance plan, disability plan, health care plan, sick leave plan, death benefit plan, or any other
plan or program to provide retirement income, fringe benefits or other beneﬁts to former or
current employees of the relevant Person : :

Env1ronmental Clalm. '“Env1ronmentall‘Claim” shall mean any and all administrative,
regulatory: or ;judicial actions, suits;: demands, demand letters, directives, claims; Liens,
investigations, proceedings or notices of noncompliance or violation (written or .oral) by any
Person alleging potential liability (including, without limitation, potential hability for
enforcement, investigatory costs, cleanup costs, governmental response costs, removal costs,
remedial costs, natural resources damages, property damages, personal injuries, or penalties)
arising out of, based on or resulting from: (A) the presence, or release into the environment, of
any Hazardous::Materials at any location, whether or.not owned by a Person or any of its
Subsidiaries; or (B) circumstances forming the basis of any violation:or:alleged: violation, of any
Environmental Law; or (C) any and all claims by any Person seeking damages, contribution,
indemnification, cost, recovery, compensation or 1n1unct1ve relief resultmg from the presence or
Release of any Hazardous Materials: SR

Environmental Laws. “Environmental Laws” shall mean all federal, state, local or
foreign:: statute, - law; ' rule, - ordinance, code; policy, .guideline, rule of common: law and
regulations relating to-pollution ‘or protection:.of human health.or the. environment.: (including,
without limitation, ambient air, surface water, ground water, land surface or subsurface strata),
including; without limitation, Laws and regulations:relating to-Releases or threatened Releases of
Hazardous Materials, or otherwise ‘relating to-the manufacture, processing,- dlstnbutron use,
treatment, storage dlsposal transport O hand]mg of Hazardous' Matenals T

Env1ronmental Perrmts “Envrronmental Permrts shall mean‘enwronmental health .and

safety permits and governmental authorizations necessary for their operatlons of a Person under
Environmental Laws

Equipment. “Equipment” shall mean all equipment, boilers, furniture, ﬁXtures, motor
vehicles, furnishings, office equipment, computers and other items of tangible personal property




owned by the relevant Person which are either presently used, or are used on the Closing Date,
by the relevant Person in the conduct of its business.

ERISA “ERISA” shall mean the Employee Retlrement Income Security Act of 1974, as
the same may be in effect from time to time.

Exchange-Act. “Exchange Act” shall mean the Securities Exchange Act of 1934, as
amended, as the same may be in effect from time to time.

FDIC. “FDIC” shall mean the Federal Deposit Insurance Corporation.

FHLB of Cincinnati. “FHLB of Cincinnati” shall mean the Federal Home Loan Bank of
Cincinnati, Cincinnati, Ohio.

First Federal. “First Federal”. shall mean First Federal Savings and Loan Aesociation, a
federally chartered mutual savings and loan association headquartered in Hazard, Kentucky; and
shall include any successor stock:savings and loan association pursuant to the Reorganization

First Federal Disclosure Schedule. “First Federal Disclosure Schedule” shall mean the
disclosure; schedule, dated the date of this Agreement, delivered by First Federal to Frankfort
First contemporaneously with the execution and delivery of this Agreement and as the same may
be amended from time to time after the date of this Agreement and prior to the Closing Date in
accordance with the terms of this Agreement

First Federal Existing Contracts. “First Federal Existing Contracts” shall mean those

Contracts which are listed pursuant to Section 5.15 of this Agreement on the First Federal
Dlsclosure Schedule.

First Federal Existing Indebtedness. “First Federal Existing Indebtedness” shall mean all
Indebtedness of First Federal and the First F ederal Sub51d1ar1es all of which is listed on the First
Federal Disclosure Schedule.

%

First Federal Existing Liens. “First Federal Existing Liens” shall mean all Liens affecting
any of the assets and properties of First Federal or any First Federal Subsidiary except for Liens
for current taxes not. yet: due -and payable; pledges to secure deposits and such imperfections of
title, easements and other encumbranees, if-any, as do not' materially detract fromthe value of or
substantially interfere with the present use of the property affected thereby, all of which are listed
and bneﬂy descnbed on'the First Federal Disclosure Schedule. » :

Flrst Federal Exxstmg thlgatlon “First - Federal ‘Existing Litigation” shall mean all

pending or, to the Knowledge of First Federal, threatened claims, suits, audit inquiries, charges,
workers compensation claims, litigation, arbitrations, proceedings, governmental investigations,
citations and actions of -any kind against First Federal or any First Federal Subsidiary, or
affecting any assets or the business of First Federal or any First Federal Subsidiary, all of which
are listed and briefly described on the First Federal Disclosure Schedule.




First Federal Real Estate. “First Federal Real Estate” shall mean the parcels of real
property identified in the legal descriptions set forth in the Frankfort First Disclosure Schedule.

Fraction Payment:. “Fraction Payment” 'shall mean:any cash paid for fractional share
interests paid pursuant to Section 2.10(e) of this Agreement. . . :

Frankfort First. “Frankfort First” shall mean Frankfort First Bancorp, Inc., a Delaware
corporation which is registered as a unitary savings and loan holding company under HOLA and
the rules and regulatrons of the OTS promulgated thereunder

Frankfort First Common Stock “Frankfort Flrst Common Stock” shall mean all of the

authorized shares of common stock, $.01 par value per share, of Frankfort First.

Frankfort First Disclosure Schedule. “Frankfort First Disclosure Schedule” shall mean
the disclosure schedule, dated.the date of this: Agreement, delivered by Frankfort First to First

‘Federal contemporaneously: with-the execution and delivery of this Agreement and as the same

may be.amended from time:to time after the date.of this Agreement and prior to the Closing Date
n accordance with the terms of thrs Agreement

Frankfort F1rst Executrves "‘Frankfort Frrs’t E‘Xecutives” shall . mean the individuals who

‘Serve as executrve ofﬁcers .of Frankfort First or.the Bank.

. ?;t P

Frankfort Frrst Exrstmg Contracts “Frankfort Frrst Exrstrng Contracts” shall mean those
Contracts which are listed pursuant to Sectron 4. 11 of this Agreement on the Frankfort First
Dlsclosure Schcdule ST : : :

Frankfort F 1rst Exrstrng Employment Agreements “Frankfort Frrst Exrstmg Employment
Agreements” shall mean the employment agreements by and between the Bank, Frankfort First
and any of the Frankfort First Executives, rdentrﬁed on the Frankfort First:Disclosure Schedule.

4

Frankfort Frrst Exrstmg Indebtedness “Frankfort First Exrstrng Indebtedness shall
mean all Indebtedness of Frankfort First and the Frankfort First Subsrdlanes all of whrch is
lrsted on the Frankfort Frrst Drsclosure Schedule .y

1 S

Frankfort Frrst Exrstmg Lrens < “Frankfort’ Frrst Exrstrng Lrens” shall- mean- all Liens
affectmg any-of the assets and: properties of Frankfort First or any Frankfort: First Subsidiary
except for Liens for current.taxes.not yet due ‘and:payable; pledges. to secure-deposits and such
imperfections of title, easements and other encumbrances, if any, as do. not:matenially detract
from the value of or substantially interfere with the present use of the property affected thereby,
all of: wh1ch are hsted and bneﬂy descnbed on the Frankfort Frrst Disclosure. Schedule

Frankfort Flrst Exrstrng Lrtrgatlon “Frankfort First- Ex1st1ng Lrtrgatron” shall: mean all
pending or, to the Knowledge of: Frankfort First, threatened claims,: suits, audit inquiries,
charges, workers compensation claims, litigation,  arbitrations, :proceedings, governmental
investigations, citations and:actions. of any.kind. against Frankfort First:6r.any Frankfort: First
Subsidiary, or affecting any assets or the business of Frankfort First or any Frankfort First
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Subsrdrary, all of whrch are listed and briefly described on the Frankfort First Disclosure
Schedule:+

F rankfort First Exrstmg Plans. “Frankfort First Existing Plans” shall mean all Employee
Benefit Plans of Frankfort First and the Frankfort First Subsidiaries and any Employee Benefit
‘Plans of such entities that have been terminated since July 1, 2001, all of which are l1sted on the
Frankfort First Disclosure Schedule. C : =

Frankfort First Meetrng “Frankfort First Meetrng shall mean -the specral or. annual
meeting of the Frankfort First Shareholders for the purpose of approving the Merger, this
Agreement and the transactions contemplated by this Agreement and for such other. purposes as
may be necessary or desirable. - , e :

Frankfort First Real Estate. “Frankfort First Real Estate” shall mean the parcels of real
property identified in the legal descriptions set forth in the Frankfort First Disclosure Schedule

‘v

: Frankfort Frrst Replacement Emplovment Agreement -“Frankfort Frrst Replacement
Employrnent Agreement” shall mean an employment -agreement in substantially .the form of
Exhibit 4 attached to this Agreement, to be entered into at the Closing and to be effective as of
the Effective Time, by and between the Bank and any one or more of the Frankfort First
Executives,-all as provided in Section 3.11 of this Agreement. S .

‘Fr‘ankfort‘ First Shareholders. “Frankfort First Shareholders” shall meanvfall" Persons
owmng shares of Frankfort First Common Stock on the relevant date of 1 mqulry

o Frankfort Flrst Stock Option Plan “Frankfort First: Stock Option Plan” shall ‘mean the
Frankfort First Bancorp, Inc. 1995 Stock Option and Incentive Plan, as amended. .. -
R .

Frankfort Flrst Stock Optlons “Frankfort Frrst Stock Optrons” shall mean all optrons to
purchase shares of Frankfort First Common Stock granted pursuant to the Frankfort First Stock
Option.Plan that are outstanding as. of the relevant time of inquiry, whether or not :such optlons
are‘exercrsable pnor to the Effective T1me - :

Frankfort Frrst Subsrdranes “Frankfort Flrst Subsidiaries’™ shall. mean. th'ose Subsidlaries
of Frankfort First listed on the Frankfort F1rst Drsclosure Schedule pursuant to Sectlon 4 l(c) of
this Agreement. -« . 5o LRV . - Sl

Hazardous Materials. “Hazardous Materials” shall mean: (a) any petroleum or .
petroleum:products, radioactive materials, asbestos in-any-form. that is.or could.become friable,
urea formaldehyde foam insulation, and transformers or other equipment that contain dielectric
fluid containing regulated levels of polychlorinated biphenyls (PCBs) and radon gas; (b) any
chemicals; materials or substances which are-now defined as-or included in the definition of
“hazardous ‘substances,” “hazardous wastes,” “hazardous materials,” “extremely hazardous
wastes; restricted hazardous wastes,” “toxic substances,” “toxic pollutants,” or words of similar
import; under any Environmental: Law; and (c) any other chemical, material, substance or waste,
exposure to which is now prohibited, limited or regulated by any governmental authority. - -




HOLA. “HOLA” shall mean the Home Owners' Loan Act of 1933, as the same may be

in effect from time to time, including the rules and regulations of the OTS promulgated
thereunder.
Indebtedness. “Indebtedness” shall mean all liabilities or obligations (except deposit
accounts) of the relevant Person, whether primary or secondary, absolute or contingent: (a) for
borrowed money; (b) evidenced by notes, bonds, debentures or similar instruments; or (c)
secured by Liens on any assets of the relevant Person

Investment Securities. “Investment Securities” shall mean all investment securities of the
relevant Person permitted to be held by the relevant Person under Law.

IRS “IRS” shall mean the United States Internal Revenue Service.

Knowledg “Knowledge” of a Person shall mean, for purposes of this Agreement, when
any fact or matter is stated to be “to the Knowledge” of that Person or words of similar import,
the actual knowledge of the existence or nonexistence of'such fact or matter by the executive
officers and the Person and its Subsidiaries.

Law. “Law” shall mean any federal, state, local or other law, rule, regulation, policy or
governmental requirement of any kind, and the rules, regulations and orders promulgated
thereunder'by any regulatory agencies or other Persons.

Lien. “Lien” shall mean, with respect to any asset: (a) any mortgage, pledge, lien,
charge, claim, restriction, reservation, condition, easement, covenant, lease, encroachment, title
defect, imposition, security interest or other encumbrance of any kind; and (b) the interest .of a
vendor or lessor under any conditional sale agreement, financing lease or other title retention
agreement relating to such asset.

. Material Adverse Effect. “Material: Adverse Effect” shall mean any change or effect that
is or is reasonably likely to be materially adverse to the business, operations, properties
(including intangible properties), condition (financial or otherwise), assets, liabilities (including
contmgent lrabllltres) or prospects of the relevant Person and its Sub51d1anes taken as a whole

Materlal Contract “Matenal Contract” shall mean any Contract of a Person or any of'its
subsidiaries which constitutes:
() ' alease of, or agreement to purchase or sell, any capltal assets mvolvmg in
excess of $10 000 as to any asset or $25,000 in the aggregate; :

(b) » any ‘management, consultmg, employment, personal service, sevérance,
agency or. other contract or contracts providing for employment or rendition of services and
which: (i) are in writing, or (i1) create other than an at will employment relationship; or (iii)
provide for any commission, bonus, profit sharlng, incentive, retrrement consultlng or additional
compensation;.
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(c) any agreements or notes evidencing any Indebtedness;

- (d) a power of attorney (whether revocable or irrevocable) given to any other
person by the Person that is in force;

(e) an agreement by the Person not to compete in any business or in any
- geographical area;
. () anagreement restricting the Person's right to use or disclose any information
in 1ts possession; . :

(g) apartnership, joint venture or similar arrangement;
, ‘ t: (h) a license involving.payments in:excess of $l,0l)0;
L(i‘)‘ an agreement or arrangement with any Affiliate which is not a,SubsidiarS/;
) an agreernent for data processing services;

(k) any assistance agreement supervrsory agreement, memorandum of
understandlng, consent order, cease and desist order or other regulatory order or decree with or
by the SEC ‘OTS, FDIC, or any other regulatory authority; or -

“ )] any other agreement or set of related agreements or series of agreements
which: (1) 1nvolve an amount m excess of $10, 000 on an annual basis or $25 000 in the

......

Person.

Merge ‘;Merger shall mean the merger of Merger Corp. with and into Frankfort First
pursuant to this Agreement, . .

Merger Corp. “Merger Corp.” shall mean a Delaware corporation" to be formed l)y SHC
immediately ,following . the. Reorgamzatlon for the purpose of effectmg the transactions
contemplated by, this: Agreement . . S o Sy :

ASDAQ “NASDAQ” shall mean the Natronal Assocratlon of Secuntles Dealers Inc
Automated Quotation system. . Co

OTS. “OTS” shall mean the Office of Thrift Supervrslon United States Department of
the. Treasury, or any SUCCESSOr agency. :

Permrts “Permlts shall mean all llcenses perrmts approvals francmses quahﬁcatlons
permrssrons agreements, orders. and .governmental authonzatlons required for the conduct of the
business of the relevant Person.

ey
d
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Permitted Liens. “Permitted Liens” shall mean those Frankfort First or First Federal
Existing Liens which are expressly noted as Permitted Liens on a Disclosure Schedule.

ka4

Person. “Person” shall mean a natural person, corporation, bank, trust, partnership,
association, governmental entity, agency or branch or department thereof, or any other legal
entity.

Proxy Statement. “Proxy Statement” shall mean the proxy statement of Frankfort First to
be filed with the SEC and to be distributed to the Frankfort First Shareholders in connection with
the Frankfort First Special Meeting and' the approval of the Merger by the Frankfort First
Shareholders, which shall also constitute the prospectus of Merger Corp. filed as a part of the
Registration Statement.

Registration Statement. ‘“‘Registration Statement” shall mean a registration statement on

Form S-4 (or other appropriate form) to be filed under the Securities' Act by Merger Corp. in

~connection with the Merger for purposes of registering any shares of SHC Common Stock to be
issued in the Merger pursuant to this Agreement.

Regulatorv Approvals. “Regulatory Approvals” shall mean all of the approvals which
are conditions precedent to consummating the Merger and the Reorganization, as specified in
‘Section 7:1(c) of this Agreement.

Release. “Release” shall mean any release, spill, emission, leaking, injection, deposit,
disposal, discharge, dispersal, leachmg or mlgratlon into the atmosphere soil, surface water,
groundwater or property.

. SAIF. “SAIF” shall mean the Savings Association Insurance Fund of the FDIC.
SEC. “SEC” shall mean the United States Securities and Exchange Commission.

Securities Act. “Securities Act” shall mean the Securities Act of 1933, as amended, as
the same may be in effect from time to time.
SHC. “SHC”shall mean the federal ‘corporation that will' serve’ as the “subsidiary
holding company,” as defined in 12 C.F.R. Section 575.1(q), for First Federal and the Bank
following the Reorganization.

SHC Common Stock. “SHC Common Stock” shall mean the Common Stock, $.01 par
value per share, of SHC.

Subsidiary. “Subsidiary” shall mean any corporation, financial institution, joint venture,
partnership, limited liability company, trust or other business entity: (i) 25% or more of any
outstanding class of whose voting interests is directly or indirectly owned by the relevant Person,
or is held by it with power to vote; (ii) the election of a majority of whose directors, trustees,
general partners or comparable governing body is controlled in any manner by the relevant
Person; or (ii1) with respect to the management or policies of which the relevant Person has the
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power, directly or indirectly, to exercise a controlling influence. Subsidiary shall include an
indirect Subsidiary of the relevant Person which is .controlled in any manner specified above
through one or more corporations or financial institutions which are themselves Subsidiaries.

Other Defined Terms The followmg add1t10nal terms are deﬁned in the spemﬁc Sectlon

Maximum Stock Number

to which they relate:

_TERM SECTION
Cash Consideration 2.8(b)
Cash Election 2.8(d)
Cash Election Shares 2.8(d) .
Cash Value 2.8(a)(1)
COBRA = 3.42(d)
Disclosure Schedule Change O 3.2(d). - -
Effective Time 23
Election Deadline 2.8(k)
Exchange Agent. -2.10(a) .
Exchange Fund . 2 2.10(a) . -
Exchange Ratio 2.8(a)@i)
First Federal Reports . 5.13
Form of Election - 2.8(d)
'Frankfort;First Approvals 41
Frankfort:First Certificates -.2.8(h)
Frankfort First Reports 4.8 -
Indemnified Parties. - 3.5(a)
Initial Mailing Record Date o 2.83)
Letter of Transmittal - 2.10(b)(1)...
Liquidation 2.15

2 8(a)iii)

Minimum Stock Number o i2.8(c) -
Merger Consideration . 2:8(a)(1v):
MHC 2.15(d)
Non-Election o 28(d) v o
,Non-Electlon Shares v - 2.8(d) -
Reorganization- - 215
Representative . -2.8(d)
Shortfall Number . . .. - 2.8()

Stock Bank 2.15(d)
Stock Consideration 2.8(b)

Stock Election 2.8(d)-
Stock Election Number 2.8(d)

Stock Election Shares 2.8(d) .
Stock Fraction 2.8(e)i1)(A)
Termination Event 8.5(c) -
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ARTICLE 11
THE MERGER

2.1 The Merger. This Agreement provides for the merger of Merger Corp. with and
into Frankfort First, whereby the stock of Frankfort First and Merger Corp. outstanding as of the
Effective Time will be converted as described herein. The Merger shall be effected pursuant to
the provisions of the DGCL, and shall have the effects provided in the DGCL.

22 Effect of the Merger.

(a) At the Effective Time, the effect of the Merger shall be as provided in the
DGCL, including the effects described in Sections 2.2(b) and 2.2(c) of this Agreement. :

(b) The corporate identity, existence, purposes, powers, franchises, privileges,
assets, properties and rights of both Frankfort First and Merger Corp. shall be merged into- and
contmued in Frankfort First, and Frankfort First shall be fully vested therew1th

‘ (c) At the Effective Time, Frankfort First shall possess all- the rlghts
privileges, powers and franchises as well as of a public as of a private nature, and shall-be subject
to all the restrictions, disabilities and duties’ of Frankfort First and Merger Corp:, -and all the
rights, powers and franchises of Frankfort First and Merger Corp. and all property, real, personal
and mixed, and all debts due to Frankfort First or Merger Corp. on whatever account, as well as
for stock subscriptions and all other things in action belonging to Frankfort First and Merger
Corp., shall be vested in Frankfort First; and all property, rights, privileges, powers and
franchises, and all and every other interest shall be thereafter as effectually the property of
Frankfort First as they were of Frankfort First or Merger Corp.; and the title to any real estate
vested by.deed or otherwise in Frankfort First or Merger Corp. shall not revert or be in any way
impaired by reason of the Merger; provided, however, that all rights of creditors and Liens upon
any property of either Frankfort First or Merger Corp. shall be preserved unimpaired, and all
debts, liabilities and duties of Frankfort First or Merger Corp. shall thenceforth -attach to
Frankfort First and may be enforced against Frankfort First to the same extent as 1f said debts
liabilities and duties had been incurred or contracted by Frankfort First.

2.3 Effective Time. The consummation of the Merger shall be effected as promptly
as practicable after the satisfaction or waiver:of the conditions set forth in Article VI of 'this
Agreement. The Merger shall become effective on the date and time specified in a Certificate of
Merger to be filed with the Secretary of State of the State of Delaware. The date and time on
which the Merger shall become effective is referred to in this Agreement as the “Effectlve
Time.” :

24 Charter and Bvlaws of Frankfort First.

‘ (a) The Charter of Frankfort First as in effect immediately priof to the
Effective Time shall be the Charter of Frankfort First immediately after the Effective Time. -
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(b) The Bylaws of Frankfort First as in effect immediately prior to the
Effective Time shall be the Bylaws of Frankfort First 1mmed1ate1y after the Effectrve Trme

2.5 Charter and Bylaws of the Bank; Ofﬁces of the Bank.

(a) The Charter and Bylaws of the' Bank in force immediately prior to the
Effective Time initially shall be the Charter and Bylaws of the Bank 1mmed1ately following the
Effective Time.

(b) The location of the main office of the Bank immediately prior to the
Effective Time initially shall continue as the main office of the Bank immediately following the
Effective Time, and the location of each of the Bank's branch' offices immediately prior t6 the
Effective Time shall continue as a branch locat1on of the Bank . 1mmed1ately followrng the
Effective Time. : » : . kR

2.6 Directors and Officers of SHC. - As of the Effective Time, the directors and
officers of SHC shall be as set forth on Exhibit 3 to this Agreement. Priorto the Effective Time
or at any time after the Effective Time up to the date that is three years following'the Effective
Time, in the event a director of SHC set forth on Exhibit 3 hereto is unable or unwilling to serve
as a director of SHC, thén a replacement director shall Be ‘selected (i) by the Frankfort First
directors selected to serve as directors of the SHC following the Effective Time and listed on
Exhibit 3 herein if the director who is unable or unwilling to serve is a current director of
Frankfort First or a replacement director selected by the Frankfort First directors, or (ii) by the
First Federal directors selected to serve as directors of the SHC following the Effective Time and
listed on Exhibit 3 herein if the director who is unable or unwilling to serve is a current director
of First Federal or a replacement director selected by the First Federal directors. Any
replacement director shall be appomted to the same class of directors as the director who is being
replaced. | o

2.7 Capital Stock of Merger Corp. At the Effective Time, each share of common
stock of Merger Corp. then issued -and outstanding, without any action on the part of the holder
thereof, shall be converted into an equal number of shares of Frankfort First Common Stock.

2.8 ConVerSiOH» of Frankfort First Comman‘.=s‘tock.-'..‘- T o s e
- (a) Deﬁnrtrons As used 1n th1s Agreement
(1) “Cash Value” shall mean $23. 50

(1)  “Exchange Ratio” shall mean 2.35.
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- (111) “Maxxmum Stock Number” shall mean the greater of (i) the
Mmlmum Stock Number and (ii) the quotient, the numerator of which is the lesser of A or B,
divided by .55, minus the lesser of A or B, and the denommatqr of whlc:;h. _13,2.3__5,__where.

A = .55 multiplied by the maximum, as adjusted, of the Reorganization
offering range; and , : : »

B = that number of shares of SHC Common Stock for Wthh orders

are received and accepted in the Reorganization offenng.

: Notw1thstand1ng any of the foregoing provisions, under no circumstance shall the holders
-of sharestof Frankfort First- Common Stock receive an aggregate- number of shares of SHC
Common.Stock in the Merger that would equal more than 49% of the total number of shares, of
SHC Common Stock issued in the Reorganization and the Merger. .

e o (iv). = “Merger Consideration” shall mean the shares of SHC. Common
Stock 1ssuab1e pursuant to this Section 2.8 of this Agreement: and cash payable pursuant to this
Section 2.8 of this Agreement. ~ : : C e

; - L .,.(.V) ,‘ “‘Mﬂi_h.im‘mn'Stock Nurhber shall mean the quotlcnt of
| A(A+(Bx9.67)
23.50
o where:

A= 23.50‘mu'lti\plied By thé nuinb,cr=6f éha:es of F rankfort Flrst .
Common Stock issued and outstanding of the Effective Time; and .

SRR B = the number of options to purchase shares of Frankfort First
s+ « - Common Stock outstanding at the Effective Time. L

, (b) Conversion. At the Effective Time, by virtue of the Merger and without
any action on the part of Merger Corp., Frankfort First, First Federal, or the. holders of Frankfort
First Common Stock, each share of Frankfort First Common Stock issued and outstanding at the
Effective Time (except for Dissenting Shares and treasury stock which shall be canceled as
described in Section 2. 8(1) of this Agreement) shall be convened into and become the right to
receive: :

(1) cash in the amount of the Cash-Value (the “Cash Consideration”);
or

(11) that number of shares of SHC Common Stock equal to the
Exchange Ratio (the “Stock Consideration”); or
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(n1) a combination of cash and shares of SHC Common Stock
determined in accordance with the provisions of this Section 2.8 of this Agreement.

(c) Maximum and Minimum Numbers. Notwithstanding any other provisions
of this Agreement (i) the number of shares of Frankfort First Common Stock to be exchanged for
the Stock Consideration in the Merger shall not exceed the Maximum Stock Number, and (ii) the
minimum number of shares of Frankfort First Common Stock to be exchanged for the Stock
Consideration in the Merger shall not be less than the Mmlmum Stock Number

(d) Elections. Subject to the allocation and election procedures set forth in
this Section 2.8 of this Agreement, each record holder immediately prior to the Effective Time of
shares of Frankfort First Common Stock will be entitled in respect to all of the shares of '
Frankfort First Common Stock owned by such holder: (i) to elect to receive cash for such shares
(a “Cash Election”); (ii) to ‘elect to receive SHC Common Stock for 'siich shares (a “Stock
Election™); or (iii) to indicate that such record holder has no preference as to the receipt of cash
or SHC Common Stock for such shares (a “Non-Election”).. Shares of Frankfort First Commion
Stock covered by Cash Elections are referred to herein as “Cash Election Shares sharés of
Frankfort Flrst Common Stock covered by Stock Elections are referred to herein as *‘Stock
Election Shares,” the aggregate number of shares of SHC Common Stock with tespect to which a
Stock Election has been made is referred to herein as the “Stock Election Number,” and shares of
Frankfort First Common Stock covered by Non-Elections are referred to herein as “Non-Election
Shares.” In addition, the parties may subsequently agree’to permit an election that' would be part
cash with the remainder being part SHC Common Stock, with the exact proportions of cash and
SHC Common Stock to be determined by the parties hereto. “All such elections shall be made’ on
a form designed by First Federal, which is reasonably satisfactory to Frankfort First, for ‘that
purpose (a “Form of Election”). Holders of record of shares of Frankfort First Cominon"Stock
who hold such shares as nominees, trustees or in- other representative capacities” (a
“Representative”) may submit multiple Forms of Election, provided that such Representative
certifies that each such Form of Election covers all the shares of Frankfort-First Common Stock
held by each Representative for a particular beneficial owner. Shareholders who are not
Representatlves must make a s1ngle election for all shares of Frankfort First Common Stock held

L (e) Stock Election Number in Excess of the Maximum Stock Number. If the
aggregate number of Stock Electlon Shares exceeds the Max1mum Stock Number:

‘ (i)  each Cash Election Share and each Non- Eleétion Share-shall'be
converted into the right to receive cash in the amount of the Cash Value; and

(1)  each Stock Election Share shall be’ converted into the’ right to
receive:

(A)  anumber of shares of SHC Common Stock equal to: (1) the
Exchange Ratio; multiplied by (2) a fraction (the “Stock Fraction”), the numerator of which shall
be the Maximum Stock Number and the denominator of whlch shall be the total number of Stock
Election Shares multiplied by the Exchange Ratio, and




(B)  an amount in cash, without interest, equal to: (1) the Cash
Value, multiplied by (2) one minus the Stock Fraction.

H Stock Election Number Less than the Minimum Stock Number. -If the
Stock Electron Number is less than the Minimum Stock Number (the amount by which the
Minimum Stock Number exceeds the Stock Election Number being referred to herein as the
“Shortfall Number”), then all Stock Election Shares shall be converted into the right to receive
the Stock Consideration and the Non-Election Shares and Cash Election Shares shall be treated
in the following manner:

(A) if the Shortfall Number is less than or equal to the number
of Non Electron Shares, then all Cash Election Shares shall be converted into the rlght to receive
the Cash Consrderauon and each. holder of Non-Election Shares shall receive the Stock

“Consideration in respect of that number of Non-Election Shares equal to the product obtained by
~multiplying. (x) the number of Non- Election.Shares held by such holder by (y)a fraction, the
numerator of which is the Shortfall Number and the denominator of which is the total number of
Non Election Shares, with the remaining number of such holders Non—Electlon Shares being
converted into.the right to receive the Cash Consrderatlon or :

(B) if the Shortfall Number exceeds the number of Non-
Elecnon Shares then all Non-Election Shares shall be converted .into the right to receive the
Stock Con51deratron and each holder of Cash . Election Shares shall receive the Stock
Consideration in respect of that number of Cash Election Shares equal to the product obtained by
multrplyrng (x).the number of Cash Election Shares held by such holder by (y) a fraction, the
numerator of whrch is .the amount by which. (1) the Shortfall Number exceeds (2) the total
number of Non- Electron Shares and the denominator of which is the total number. of Cash
Election Shares, with the remaining number of. such holders Cash Electron Shares being
converted into the nght to receive the Cash Consrderatron

BV (g) Stock Elect10n Number in. Excess of. or Equal to . the Minimum Stock
Number but Less than or Equal to the Maximum Stock Number. If the Stock Election Number is
greater than or equal to the Minimum Stock Number and less than or equal to the Maximum
Stock Number: :

, (1) | eac‘h ‘Cash‘ Electron‘Share and Leach Non liledron Share” shall be
converted into the right to receive cash in the amount of the Cash Value; and

(ii) each Stock Electron Share shall be converted mto the nght to
recexve the Stock Consideration. :

(h) Initial Mailing. First Federal and Frankfort First will mail a Form of
Election to all holders of record of shares of Frankfort First Common Stock as of a date mutually
agreed to by Frankfort First and First Federal (the “Imtlal Mailing Record Date”) which shall be
approximately 45 calendar days prior to the anticipated Effective Time. Elections shall be made
by holders of Frankfort First Common Stock by mailing to the Exchange Agent a Form of
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Election. To be effective, a Form of Election must be properly completed, signed and submitted
to the Exchange Agent and accompanied by the certificates representing the shares of Frankfort
First Common Stock (“Frankfort First Certificates”) as to which the election is being made (or
by an appropriate guarantee of delivery of such certificates as set forth in such Form of Election
from a member of any registered national securities exchange or of the National Association of
Securities Dealers, Inc. or a commercial bank or trust company having an office or correspondent
in the United States, provided such certificates are in fact delivered by the time set forth in such
guarantee of delivery). First Federal will have:the discretion, which it may delegate in'whole or
in part to.the Exchange Agent, to determine whether Forms of Election have been: properly
completed, signed and submitted or revoked and to. disregard immaterial defects in Forms of
Election. ' The decision of First Federal (or the Exchange Agent) in such matters shall be
conclusive and binding. Neither First Federal nor the Exchange Agent will be under any
obligation to notify any Person of any defect in a Form of Election submitted to the Exchange
Agent. The Exchange Agent shall also make all computations contemplated by this Section 2.8
'of this Agreement and all such computations shall be conclusive and binding ‘on the holders of
Frankfort Flrst Common Stock absent mamfest €error 1n any such computation: - -

1) Nonsubmittal. For the purposes hereof a holder of Frankfort Flrst
Common Stock who does not submit a Form of Election which is received: by the Exchange
Agent prior to the Election Deadline shall be deemed to have made a Non-Election. If First
Federal or the Exchange Agent shall determine that any purported Cash Election -or -Stock
Election was not properly made, such purported Cash Election or Stock Election shall be deemed
to be of no force and effect and the Person making such purported Cash Election or Stock
Election shall for all purposes hereof, be deemed to have made a Non-Election.

() Subsequent Mailings. First Federal and Frankfort First shall each use its
reasonable best efforts to promptly mail the Form of Election to all Persons who become holders
of Frankfort First Common Stock during the period between the Initial Mailing Record Date and
10:00 a.m. Eastern time, on the date ten calendar days prior to the anticipated Effective Time and
to make the Form of Election available to all Persons who become holders of Frankfort First
Common Stock subsequent to such day and no later than the close of business on- the thlrd
busmess day prior to the Effectlve Time. : g

(k) Election Deadline. A Form of Electlon miust be received by'the Exchange
Agent by the close -.of:business on the third -business:day prior to the Effective: T1me (the
“Election Deadhne )in order to be effective. All elections w111 be 1rrevocab1e ’

() - - Treasury Stock. Any shares of Frankfo‘rt First‘Common Stock ‘that are
owned by Frankfort First or the Bank, except shares held in a fiduciary capacity, at the Effective
Time shall be canceled and retired and cease to exist and no cash or shares of SHC Common
Stock shall be issued or delivered in exchange therefor.

(m)  Adjustment. In the event that, prior to the Effective Time, thére is a
reclassification, stock split or stock dividend with respect to outstanding SHC Common' Stock or
outstanding Frankfort First Common Stock, an appropriate and proportionate adJustment A any,
shall be made to any or one or more of the Cash Value or the Exchange Ratio. ‘ :

A-17




2.9  Frankfort First Stock Options. Upon the satisfaction of all conditions set forth in
Article VII of this Agreement, immediately prior to the Effective Time, each holder of an option
outstanding under the Frankfort First Stock Option Plan, whether or not the option is then
exercisable, shall receive from Frankfort First in cancellation of such option (such cancellation to
be reflected in a written agreement) a cash payment in-an amount determined by multiplying the
number of shares of Frankfort First Common Stock subject to option by such holder by an
amount.equal to the difference between the Cash Value and the per share exercise price of such
option, net of any cash which must be withheld under federal and state income tax requirements.

Immediately thereafter; Frankfort First-shall cancel each such. option. No cash payment: for

cancellation;of existing stock options shall be payable without the prior review of First Federal.

2 10 Exchange of Frankfort First Certlﬁcates :

() Exchange Agent. As of the Effectlve Trme SHC shall deposrt or shall
cause to be deposrted with a bank or trust company designated by SHC and reasonably
acceptable to Frankfort First (the “Exchange Agent”), for the benefit of the holders of shares of
Frankfort First Common Stock, for exchange in accordance with this Article II of this Agreement
through the Exchange Agent: (i) certificates representing the aggregate number of shares of SHC
Common Stock issuable pursuant to Section 2.8 of this Agreement; and (ii) cash representing the
aggregate .amount of cash payable pursuant to Section 2.8 of this Agreement; (such certificates
for shares of SHC Common Stock, together with any dividends or distributions with.respect
thereto, such cash and any Fraction Payment, being hereinafter referred to as the “Exchange
Fund”). : ;

. , «(b) : . Exchange Procedures.

e (1) At or promptly after the Effective Trme SHC shall cause the Exchange
Agent to' mail to each holder of record of a Frankfort First Certificate, other than holders of
Dissenting Shares, which immediately prior to the Effective Time of Merger represented

_ outstanding shares of Frankfort First:Common Stock and which was not submitted to: the

Exchange Agent with a duly executed and completed Form of Election: (A) a letter of transmittal
(“Letter of Transmittal””) which shall specify that delivery shall be effected, and risk of loss and

title. to the Frankfort First.Certificates shall pass; only upon delivery of the Frankfort First

Cerriﬁcates to the Exchange Agent and:which :shall be in such:form and have such-other
customary provisions as SHC may reasonably specify and which are reasonably acceptable: to
Frankfort First; and (B) instructions to effect the surrender of the Frankfort First Certificates in
exchange for-cash or shares of SHC Common Stock, or both; as described in this Agreement.

(1) Upon surrender of a Frankfort F1rst Certlﬁcate for cancellation to the
Exchange Agent together with either a Form of Election or a: Letter of Transmittal, in each case
duly executed, and with such other documents as the Exchange Agent may reasonably require,
the holder of.such Frankfort First Certificate shall be entitled to receive, and SHC shall cause the
Exchange Agent to promptly deliver in.exchange therefor afier-the Effective Time: (A) a
certificate, representing that number -of whole shares of SHC Common Stock to which such
holder 1s entitled to receive in respect of such Frankfort First Certificate pursuant to Section 2.8




of this Agreement; and (B) a check representing the cash that such holder is entitled to receive in
respect of such Frankfort First Certificate pursuant to Section 2.8 of this Agreement; and (C) a
check for any Fraction Payment. The Frankfort First Certificate so surrendered shall forthwith
be canceled; provided, however, that fractional share interests of any- one holder shall be
aggregated to maximize the number of whole shares of SHC Common: Stock to be issued and
minimize the Fraction Payments. o -

(iii) In the event of a transfer of ownership of shares of: Frankfort First
Common Stock which is not registered in the transfer records of Frankfort First, a certificate
representing the proper number of shares of SHC Common Stock, a check for the proper amount
of cash that such holder is entitled to receive.in respect of such Frankfort First Certificate
pursuant to Section 2.8 of this Agreement and any Fraction Payment, shall be delivered to the
transferee if the Frankfort First Certificate which represented such shares of Frankfort First
Common Stock is presented to the Exchange Agent, accompanied by all documents required to
-evidence and effect such transfer and by evidence that any applicable stock transfer taxes have
been paid. : :

‘ (tiv) No interest will be paid or accrued on the cash and shares of SHC
Common Stock to be issued pursuant to this Agreement, the cash in lieu of fractional shares, if
any, and unpaid dividends and distributions on the shares of SHC Common Stock, if any,
payable to Frankfort First Shareholders

(v) If any Frankfort First. Certrﬁcate shall have been lost, stolen or
destroyed upon the making of an affidavit of that fact by the Person clarmmg such Frankfort
First Certificate to' be lost, stolen or destroyed and, if required by SHC in its reasonable
discretton, the posting by such Person of a bond in such reasonable amount as SHC may direct-as
indemnity: against any claim that may be made against it with respect to such Frankfort First
Certificate, the Exchange Agent will deliver in exchange for such lost, stolen or destroyed
Frankfort First Certificate, a certificate representing the proper number of shares of SHC
Common Stock and a check for the cash, in each case that such Frankfort First Shareholder has
the right to receive pursuant to Section: 2.8 of this Agreement, and the Fraction Payment, if any,
with respect to the shares of Frankfort First Common Stock' formerly represented thereby, and
unpaid dividends and distributions on the shares of SHC Common Stock, if any, as provided in
th1s Artrcle II of thrs Agreement
R (Vr) Untrl surrendered as. contemplated by thrs Sectron 2.9 of this
Agreement each Frankfort First Certificate, other.than Dissenting Shares, shall be deemed at all
times:after the Effective Time to represent only the right to receive upon surrender only the cash
or shares of SHC Common Stock, or both, and any Fraction Payment..

(vii) Dissenting Shares as to which appraisal rights have been properly
perfected shall be treated in the manner provided in Section 2.12.
() Distributions with Respect to Unexchanged Shares. If any SHC Common
Stock is issued pursuant to the Merger, no dividends.or other distributions declared or made after
the Effective Time with respect to SHC Common Stock with a record date after the Effective
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Time shall be paid to the holder of any unsurrendered Frankfort First Certificate with respect to
the shares of SHC Common Stock represented thereby, and no Fraction Payment shall be paid to
any such holder, until the holder of such Frankfort First Certificate has surrendered such
Frankfort First Certificate to the Exchange Agent. Subject to the effect of any applicable Law,
following the surrender of any such Frankfort First Certificate, there shall be paid to the holder
of the surrendered Frankfort First Certificate, without interest: (i) promptly, any Fraction
Payment to which such holder is entitled and the amount of dividends or other distributions - with
a.record date after the Effective Time of Merger theretofore paid with respect to such whole
shares of SHC Commion Stock; and (11) at the appropriate payment date, the amount of dividends
or other distributions with a record date after the Effective Time but prior to surrender and a
payment date occurring after surrender payable with respect to such whole shares of SHC
Common Stock.

'(d) No Further Rights in Frankfort First Common Stock. - All shares of SHC
Common Stock issued and cash paid upon conversion of the Frankfort First Common Stock in
accordance with the terms of this Agreement shall be deemed to have been issued and paid in
full satisfaction of all rights pertaining to the Frankfort First Common Stock.

(e) No Fractional Shares. No fractional shares of SHC Common Stock shall
be issued inthe Merger. All fractional share interests of a holder of more than one Frankfort
First Certificate at the Effective Time shall be aggregated. If a fractional share interest results
after such aggregation, each holder of a fractional interest shall be paid an amount in cash equal
to the product obtained by multiplying such fractional interest by the Cash Value. Promptly after
the determination of the amount of cash to be paid to holders of fractional interests, the
Exchange Agent shall notify SHC and SHC shall deliver such amounts to such holders sub) ect to
and in accordance with the terms of Section 2.10(c) of this Agreement

d
[

43) Investment of Exchange Fund. The Exchange Agent shall invest any cash
included in the Exchange Fund as directed by SHC. Any interest and other income resulting
from such investments shall be paid to SHC.- In the event the cash in the Exchange Fund shall be
msufficient to fully satisfy -all of the payment obligations to be made by the Exchange Agent
hereunder, then SHC shall promptly deposit cash into the'Exchange Fund in an amount which is
equal to the deficiency in the amount of cash required to fully satisfy such payment obhgatlons

(2 Termination of Exchange Fund. Any portlon of the Exchange Fund Wthh
remains undistributed to the Frankfort First 'Shareholders after twelve (12) months after the
Effective Time shall-be delivered to SHC, upon-demand, and any Frankfort First Shareholders
who have not theretofore complied with this Article II of this Agreement shall thereafter look
only to SHC for payment of their claim for cash or shares of SHC Common Stock, or both, any
cash 1n lieu of fractional share interests and any dividends or distributions with respect thereto.

; (h) No Liability. Neither the Exchange Agent nor any party to this
Agreement shall be liable to any Frankfort First Shareholder for any shares of Frankfort First
Common, Stock or SHC Common Stock (or dividends or distributions with respect thereto) or
cash delivered in accordance with applicable Law to a public official pursuant to any abandoned
property, escheat or similar Law.
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(1) Withholding Rights. SHC shall be entitled to deduct and withhold from
the consideration otherwise payable pursuant to this Agreement to any Frankfort First
Shareholder such amounts as SHC is required to deduct and withhold with respect to the making
of such payment under the Code, or any provision of state, local or foreign tax Law. To the
extent that amounts are so withheld by SHC, such withheld amounts shall be treated for all
purposes of this Agreement as having been paid to the Frankfort First Shareholder in respect of
~which such deduction and withholding was made by SHC.

: , (J) Uncertrﬁcated Shares Notwithstanding any other provision of thrs
Agreement the Form of Electron and. .the Letter of Transmittal may, at the option of SHC,
provide for the ability of a holder of one or more Frankfort. First Certificates to elect that SHC
Common Stock to be. received in exchange for the Frankfort First Common Stock formerly
,. represented by such surrendered Frankfort First Certrﬁcates be 1ssued in. uncertrﬁcated form. .

(k) Stock Transfer Books At the Effectwe Trme the stock transfer books of
Frankfort F1rst shall be closed and there shall be no further registration. of transfers of shares of
Frankfort Frrst Common Stock thereaﬁer on the records of Frankfort.First. From and after the
Effectrve Time, the holders of Frankfort First Certrﬁcates outstandmg 1mmed1ately prior to the
Effective T1me shall cease to have any rights with respect:to such shares of Frankfort First
Common § Stock except as otherwise provided in this Agreement or by Law.

2.11 Tax-Free Reorganization. The parties mtend that thrs Agreement be a plan of
reorganization within the meaning of Section 368(a) of the Code and that the Merger be a tax-
free reorganization under Section 368(a) of the. Code-to the extent that shares of Frankfort First
Common Stock. are, exchanged for: shares of SHC Common Stock as described. in this
Agreement . No-party shall. _voluntarily take.or cause to.be taken.any action. wh1ch would
disqualify t the Merger as a tax-free reorganization under Section 368 of the Code.

212 Dissenting Shares. Any Dissenting Shares shall not after the Effective Time, be
entitled to. vote for any purpose or.receive any dividends or other distributions, shall not be
entltled to, receive Merger Consrderatlon attnbutable to. such D1ssent1ng Shares. and shall be
ent1tled only to. such rights as are. set forth in the DGCL provrded however that shares of
Frankfort Flrst Common Stock held by a, drssentmg stockholder who subsequently wrthdraws a
demand for payment farls to comply fully with.the, requrrements of the DGCL, or, otherwrse fails
to estabhsh the appra1sal nghts of such, stockholder .under .the DGCL shall be deemed to be
converted mto the _right to. receive the Merger Con51derat1on attnbutable to. such D1ssentmg
Shares pursuant to the terms and conditions referred to above. All negotiations. with respect to
payment for Dissenting Shares shall be handled by First Federal.

i
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2.}13 Meeting of Frankfort First Shareholders.

(a) Frankfort First will promptly take all steps necessary to cause the
Frankfort First Meeting to be duly called, noticed, and held as soon as practicable for the purpose
of voting to approve this Agreement, the Merger and all matters related thereto. Frankfort First
will use its best efforts to secure the required approval of its Shareholders.

(b)  Merger Corp. and Frankfort First will prepare and file with the SEC the
Reglstratlon Statement and the Proxy Statement, respectively, as soon as reasonably practicable
after the date of this Agreement. First Federal and Frankfort First shall use reasonable best
efforts to' cause the Proxy Statement to be cleared for mailing, and the Registration Statement to
be declared effective under the Securities Act as promptly as practicable after such filing.
Frankfort First will cause to be mailed to its Shareholders a notice of the Meeting and the Proxy
Statemen?t as soon as practicable thereafter. First Federal and Frankfort First shall also take such
action as may be reasonably required to cause any shares of SHC Common Stock issuable
pursuant ‘to the Merger to be registered or to obtain an exemption from registration or
qualification under applicable state “blue sky” or securities Laws; provided, however, that
Merger Corp. shall not be required to qualify as a foreign corporation or to file any general
consent to service of process under the Laws of any jurisdiction. Each party to this Agreement
will furnish to the other parties all information concerning itself as each such other party or its
counsel may reasonably request and which is required or customary for inclusion in the Proxy
Statement and the Registration Statement.

(c) The Proxy Statement shall include the recommendation of the-Board of
DirectOrsi of Frankfort First in favor of the Merger; provided, however, that if the Board of
Directors of Frankfort First shall, in good faith and after consulting with its legal counsel,
determine that to make such a recommendation would be a violation of its fiduciary obligations
under applicable Law, then thé Board of Directors of Frankfoit First shall not be obligated to
make any such recommendation.

2! 14 Liquidation Account and Sub-Accounts. The liquidation account and sub-account
balances of the Bank shall be continued for the benefit of certain account holders of the Bank
who miaintain their accounts in the Bank in the event of a complete llquldatlon of the Bank.' The
11qu1dat10n account balance shall ‘be subject to downward adJustment to- the extent of any
downward" adjustment to any sub-account’ balance in accordarice ‘with Section 563b. 470°of the
regulatlons of the OTS. - A distribution ‘of each sub-account balance may be made only in the
event of ‘a complete-liquidation of the Bank and only out of funds ava1lable for such purpose
after payment of all creditors but before any payments to stockholders.

2.15 Reorganization. In connection with the Merger, First Federal and Frankfort First
will conduct a series of transactions, as set forth below (the “Reorganization’):

’ (a) First Federal will organize an interim stock savings bank as a wholly
owned subsidiary (“Interim One”);
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SR (b)  Interim One will organize a stock corporation, SHC, as a wholly owned
subsidiary; ’ :

: () Interim One will organize an interim federal savings bank -as a wholly
owned subsidiary (“Interim Two”); '

v - (d)y - First Federal will convert its charter to a federal stock savings and loan
-association ‘charter, thereby becoming a stock savings and loan. association (“Stock Bank™), and
Interim One will exchange its charter for a federal mutual holding company charter to become
: the mutual holdrng company (“MHC”) for SHC and Stock Bank followmg the Reorganization,;

e (e) Intenm Two will merge with and into the Stock Bank with the Stock Bank
as the resultmg institution; » :

IR 03 R former members of First Federal will become members of the MHC,

(2) MHC will transfer 100% of the 1ssued common stock of the Stock Bank to
SHCina caprtal distribution; and B

(b SHC will issue a majority of its common stock to the MHC and sell shares
.of SHC Common-Stock in subscription and community offerings.
_ . Immediately following consummation of.the Reorganization, SHC will form Merger
Corp. as.a wholly owned subsidiary, and -Merger Corp. will merge with and into Frankfort First
pursuant to- which each of the issued and outstanding shares of Frankfort First Commeon Stock
shall be automatically by operation of law. converted ‘into the right to receive the consideration
set forth in Section 2.8 herein and the issued and outstanding shares of Merger Corp. common
stock shall be converted by operation of law into an equal number of newly issued shares of
Frankfort First Common Stock all of which shall be owned by SHC. Immediately following the
Merger, Frankfort First shall be liquidated into SHC (the “Liquidation”).

Therefore, as a result of the Reorganization, the Merger and the Liquidation, Bank and
Stock-Bank would become “sister”. savings and loan associations owned by SHC. MHC would
own at least-51% of the stock of SHC, and the new. public shareholders consisting of purchasers
in-the subscription and community offerings; the former shareholders of Frankfort First and the
ESOP together would own up.to 49% of the outstandmg SHC Common Stock.

The amount of SHC Common Stock to be offered to the pubhc would be determmed s
that the total of SHC Common Stock issued to Frankfort First Shareholders, new investors and
the ESOP, as well as shares reserved for options or the other future-compensation programs for
directors and employees of SHC and its Subsidiaries, would constitute less than 50% of the total
SHC Cornrnon Stock, and the balance would be owned by MHC. :
s Ihel Reorganlzatron 18 subject to certam regulatory approvals Aﬁer the Reorganization
1S effected First Federal agrees that it will assume and timely discharge any and all obligations,
covenants and agreements of Frankfort First under this Agreement which are to be performed or
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discharged after the Effective Time, but which have not been fully performed or discharged as of
the time the Reorganization is effected. '

216 - Alternative Structure. Notwithstanding anything in this Agreement to the
contrary, First Federal may specify (subject to Frankfort First's approval, which shall not be
unreasonably withheld) that any of its or MHC's direct or indirect subsidiaries, and Frankfort
First .andf any of its direct or ‘indirect subsidiaries shall enter. into transactions other than those
described-in-this Article II, in order to effect the purposes of this' Agreement, and First Federal
and Frankfort First shall take all action necessary and appropriate to effect, or cause to be
affected, such transactions; provided, however; that (i) other than a change in structure required
by a regulatory agency having jurisdiction over the transactions contemplated by this Agreement,
no such specification shall materially and adversely affect the timing of the consummation of the
transactions contemplated herein; or (i1) no such specifications shall materially .and adversely
affect the tax effect or economic benefits of the Merger to the holders of Frankfort First Common
Stock or' to First Federal's members or the fundamental structure of the mid-tier holding
company'in the Reorganization.

[ T

ARTICLE 111
OTHER AGREEMENTS

3.1 Confidentiality; Access. The Confidentiality Agreement shall remain in full force
and effect. Upon reasonable notice, each of Frankfort First and First Federal shall afford to the
other's officers, employees, accountants, legal counsel and other representatives ‘access, during
normal business:-hours, to .all of its: and its Subsidiaries' properties, books, contracts,
commitments and records; provided that Frankfort First and First Federal shall have the right to
redact any information from such materials which relates to assessments, analyses or discussions
of a possible Acquisition engaged in by it prior to the date of this Agreement, or which, relates to
matters or issues concerning its evaluation of the Merger or its obligations under this Agreement,
or that would impair its Board of Directors’ ability to discharge its fiduciary duties.

32 Disclosure Schedules.

() Contemporaneously with the execution and delivery of this Agreenient,
Frankfort First -i$ :delivering to “First Federal -the Frankfort First. Disclosure Schedule. The
Frankfort First:Disclosure ‘Schedule is deemed to constitute an:integral part of this' Agreement
and to modify the representations; warranties, covenants or agreements of Frankfort First
contained in this Agreement to the extent that such representations, warranties, covenants or
agreements expressly refer to the Frankfort First Disclosure’ Schedule

(b) Contemporaneoﬂslyi'with the execution and delivery of this Agreement,
First Federal is. delivering to Frankfort First the First Federal Disclosure Schedule. The First
Federal Disclosure Schedule is deemed to constitute an integral part of this Agreement and to
modify the representations, warranties, covenants or agreements of First Federal contained in this
Agreement to the extent that such representations, warranties, .covenants or agreements expressly
refer to the First Federal Dlsclosure Schedule. :
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(c) - All capitalized terms used in the Disclosure Schedules shall have the
definitions; specified in this Agreement. All descriptions or listings of documents contained in
the Disclosure Schedules are qualified in their entirety by reference to the documents so
described, true copies of which heretofore have been delivered or made available to the other.
Except as expressly stated to the contrary in the Disclosure Schedules, disclosure of a matter or
document in a Disclosure Schedule shall not be deemed to be an acknowledgment that such
matter is material or outside the ordinary course of business of the disclosing party. Disclosure
of any matter or event in any of the schedules included in Disclosure Schedule shall be deemed
disclosure for purposes of any and all other schedules included therein without the need of
specific cross'reference or duplication, provided, however, that disclosure of an agreement or
other document in a listing of agreements or documents without any summary or description of
the substance thereof shall be deemed disclosure only for purposes of the schedule in which such
‘agreement or other document 1s listed.

;. (d) - Updates. Prior to the Closing Date, each party shall, to the extent a matter
required to be reported occurs, update its Disclosure Schedule on a monthly basis by written
notice to the other to reflect any matters which have occurred from and after the date of this
Agreement which, if existing on the date of this Agreement, would have been required to be
described in the Disclosure Schedule. If requested by the recipient within 14 calendar days after
receipt by it of an update to the other’s Disclosure Schedule, the party providing the update shall
meet and discuss with the recipient any update to the Disclosure Schedule which, in the
reasonable judgment of the recipient, has or may reasonably be expected to have a Material
Adverse Effect on the disclosing party or which may in any manner be matenally adverse to the
recipient (a “Disclosure Schedule Change”).

33, ;. Duties Conceming Representations. Each party to this Agreement shall: (a) to the
extent. within its control, use best efforts to cause all of its representations and warranties
contained in this Agreement to be true and correct in-all respects at the Effective Time with the
same force.and effect as if such representations and warranties had been made on and as of the
Effective Time; and (b) use best efforts to cause.all of the conditions precedent set forth in
Article VII of this Agreement to be satisfied. Neither party shall take any action, nor agree to
commit to take any action, which would or reasonably can.be expected to: (i) adversely affect the
ability of either First Federal or Frankfort First to-obtain the. Regulatory Approvals; (i1) adversely
affect-a'party's ability to performiits covenants$ or:agreements under this Agreement; or (iii) result
In-any: of the conditions to the Merger set forth in Artlcle V1I:not being satisfied.

3

34 Dehverles of Informatlon' C(msultatxon“ From time to time prior to the Effective
Time, and subject to the limitations on access rights under Sectlon 3.1 of this Agreement and to
the Conﬁdentlahty Agreement

T (a) Dehvenes Frankfort First and First Federal shall furnish promptly to the
other: (1) a copy of each significant report, schedule and other document filed by or received by it
or its Subsidiaries pursuant to the requirements of federal or state securities or banking Laws
promptly after such documents are available; (ii) its. consolidated monthly financial statements
(as prepared in accordance with its normal accounting procedures) promptly after such financial
statements are available; (iii) a summary of any action taken by its, or its Subsidiaries', Boards of
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Directors, or any-committee thereof; and (iv) all other significant information concerning its and
its Subsidiaries' business, properties and personnel as the other may reasonably request.

(b)  Consultation. Representatives of Frankfort First and First Federal shalil
confer and consult with one another on a regular and frequent basis to report on operational
matters and the general status of F rankfort First's and First Federal's ongoing business operations

(c) - Regulatory Matters Representatives of Frankfort First and: First Federal
shall discuss with one another any matters. dlrectly affecting them in which any state or federal
regulatorof Frankfort First or First Federal or any of their Subsidiaries, is involved.

(d)- Litigation. Each party to this Agreement shall provide prompt notice to
the other party of any litigation, arbitration, proceeding, governmental investigation, citation or
action of any kind which may be commenced, threatened or proposed by any Person conceming
the legality, vahdity or propriety of the transactions contemplated by this Agreement. If any
such litigation is commenced-against ‘any party to this- Agreement, the parties shall. cooperate n
all respects in connectron with such lltlgatlon

}

35 'Dlrectors' and Ofﬁcers' Indemmﬁcat-ion and Insurance.

[ . ) :
’ (a) Indemnification.. : For a period of six (6) years followmg the Effective
Time,- SHC shall indemnify, and advance expenses in matters that may be subject to
indemnification to, persons who served: as directors or officers of Frankfort First or the Bank or
any Frankfort First Subsidiaries on or before the Effective Time (“Indemnified Parties”) with
respect to liabilities and claims (and related expenses, including fees and disbursements of
counsel) made against them resulting from their service as such prior to the Effective Time in
accordance with and:subject to the requirements and other provisions of the Charter and Bylaws
of SHC in effect from time to time and applicable provisions of Law to the same extent as SHC
will be obligated thereunder to indemnify and advance expenses to its own directors and officers
with: respect to liabilities and claims made against them rresulting from=th’eir service.

(b).  Director and Officer Liability: Insurance Subject to avallabrhty and a: cost
of not greater than 200% of the per annum premiums paid by Frankfort First for the policy year
that -includes . the date of this Agreement, SHC shall: permit. Frankfort First and the'Bank to
purchase and keep:in force for ‘a period-of at least three years following:the Effective Time
directors’ and officers’ liability insurance to provide coverage for acts or omissions of the type
and 10’ the amount -currently .covered by Frankfort First’s and the Bank’s. existing directors’ and
officers’;liability insurance for acts-or:omissions occurring on or prior:to the Effective Time.
Following the Effective Time, SHC shall cause its directors and officers and-the-directors and
officers of Bank to be covered by SHC’s director’s and officer’s liability insurance to the same
extent asi First Federal’s directors.and officers: who serve as directors or ofﬁcers of SHC or Flrst
Federal followmg the Reorgamzatlon quurdanon and Merger 5

(c)- Parties Benefited. Theprovrerns of this Section 3.5 are intended to-be for
the benefit of, and shall be enforceable by, each Indemnified Party, his:or her heirs and his or her
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representatives, and shall survive the Effective Time and any merger, consolidation or
reorganization of SHC, including the Reorganization.

3.6 Letters of Accountants. Frankfort First shall use its best efforts to cause to be
delivered to First Federal a letter of Grant Thornton LLP, Frankfort First's independent auditors,
dated a date within three business days before the date on which the Registration Statement is
declared effective, and addressed to First Federal, in form and substance reasonably satisfactory
to First Federal and customary in scope and substance for letters delivered by independent public
accountants in connection with registration statements similar to the Registration Statement and
proxy statements similar to the Proxy Statement. First Federal shall use its best efforts to cause
to be delivered to Frankfort First a letter of Grant Thomton LLP, First Federal's independent
auditors, dated a date within three business days before the date on which the Registration
Statement is declared effective, and addressed to First Federal and Frankfort First, in form and
substance reasonably satisfactory to First Federal and Frankfort First and customary in scope and
substance for letters delivered by independent public accountants in connection with registration
statements’ similar to the. Registration Statement and proxy statements similar to the Proxy
Statement.

3.7  Legal Conditions to Merger. Each party to this Agreement will: (a) take all
reasonable actions necessary to comply promptly with all legal requirements which may be
imposed on it with respect to the Merger (including making all filings and requests in connection
with the Regulatory Approvals and furnishing all information required in connection therewith);
(b) promptly cooperate with and furnish information to the other party in connection with any
such requirements imposed upon any of them in connection with the Merger; and (c) take all
reasonable actions necessary to obtain (and will cooperate with the other party in obtaining) any
consent, authorization, order or approval of, or any exemption by, any governmental entity or
other public or private Person, required to be obtained by the parties to this Agreement in
connection with the Merger or the taking of any action contemplated thereby or by this
Agreement.

3.8 "S‘teck Listings. Frankfort First shall use its best efforts to maintain the listing of
Frankfort Flrst Common Stock on the NASDAQ Natmnal Market System through the Effective
Time.

3.9, Announcements. Subject to each party's disclosure obligations imposed by Law,
Frankfort F1rst and First Federal will cooperate with each other in the development and
dlstrlbutlon of all news releases and other public information disclosures with respect to this
Agreement or any of.the transactions contemplated hereby and shall not issue any public
Announcement or statement with respect thereto prior to consultation with the other party.

3.10 Best Efforts...Subject to the terms and conditions of this Agreement and subject to
the fiduciary duties of the Board of Directors of each party, each of the parties agrees to use its
best efforts to take, or cause to be taken, all action and to do, or cause to be done, all things
necessary or advisable to consummate the transactions contemplated by this Agreement
mcludmg, but not limited to, the Reorganization, the Merger and the Liquidation.




311 Employee And Managerial Matters.

(a) Employees. The Bank will continue to employ substantially all present

*employees who -are employed without employment contracts as employees at will, subject to the
determmatlons of Bank management and the Bank's and SHC s boards of directors.

' (b)  SHC Executive Officers. Following the Effective Time, the Executwe

;Ofﬁcers of SHC shall be as set forth in Exhlbrt 3 hereto

o '(‘c) - Frankfort First Replacement Employment Agreements. Frankfort First
shall, "'with respect to each of the Frankfort First Executives who is a party to a Frankfort First
Existing Employment Agreement use its best efforts to cause them to enter into a Frankfort First
"Replacement Employment Agreement T -

- (dy Bank Officers and Directors. As-of the Effective Time, the directors and
executive officers of the Bank shall contiriue to be those persons serving in such capacities prior

" to the Effective Time.

3.12 Employee Benefit Matters.

~ (a) Frankfort First Defined Benefit Plan. The Frankfort First Defined Benefit
Plan shall continue, except to the extent inconsistent with Law, after the Merger for employees
‘of Bank unt11 such time as the Bank s Board of Dlrectors elects to take altematrve action.

, (b) " Health and Welfare Benefits. - After ‘the Merger, SHC shall continue,
except 'to the extent not consistent with Law, the Bank's health -and welfare benefit plans,
programs, ‘insurance’ and pohcles until such time as the Bank s Board of Directors elects to take
alternatlve action. '

(c) Replacement. With respect to each employee and health and welfare
benefit plan or program that replaces a Frankfort First Existing Plan, for purposes of determining
eligibility to participate and vesting, service with Frankfort First or an Affiliate of Frankfort First
shall be treated as service with SHC; provided, however, that such service shall not be
recognized to the extent that such recognition would result in a duplication of benefits. Such
service shall “dlso apply for purposes’ of ‘satisfying any ‘waiting penods actively-at-work
reqmrements and évidence of insutability requirements. No pre: ex1st1ng condition limitations
will apply to any of the Bank's employees or their dependents who were participants in the
Frankfort First Existing Plans comparable to the plan in question at the Closmg Date. Each of
the Bank's continuing employees and their dependents shall be given credit for amounts paid
under a correspondmg benefit plan during the same period for purposes of applying deductibles,
co- payments and out-of-pécket maximums as though such amounts had been ini accordance with
the terms and cond1t1ons of the correspondmg Frankfort Flrst Existing Plan. '

(d) COBRA. Until the Effective Time, Frankfort First shall be liable ‘for all
obligations for continued héalth coverage pursuant to Séction 4980B of the Code and Sections
601 through 609 of ERISA (“COBRA”) with respect to each Frankfort First qualifying

A-28




beneficiary (as defined in COBRA) who incurs a qualifying event (as defined in COBRA) before
the Effective Time. SHC shall be liable for (i) all obligations for continued health coverage
under COBRA with respect to each Frankfort First qualified beneficiary (as defined in COBRA)
who incurs a qualifying event (as defined in COBRA) from and after the Effective Time, and (ii)
for continued health coverage under COBRA from and after the Effective Time for each
Frankfort First qualified beneficiary who incurs a qualifying event before the Effective Time.

3.13  Conduct of First Federal's Business and Authorization, Reservation and Listing of
Common Stock. First Federal will maintain its corporate existence in good standing and conduct
its business so as to be able to consummate the transactions contemplated by the Agreement.
First Federal shall, in the event it becomes aware of the impending or threatened occurrence of
any event or condition which would cause or constitute a breach (or would have caused or
constituted a breach had such event occurred or been known prior to the date hereof) of any of its
representations, warranties, covenants or agreements contained or referred to herein or which
would or would be reasonably likely to cause First Federal not to be able to satisfy any condition
set forth in Sections 7.1 or 7.3 of this Agreement, give prompt written notice-thereof to Frankfort
First and use its best efforts to prevent or promptly remedy the same. First Federal shall use all
reasonable efforts to cause the shares of SHC Common Stock to. be issued pursuant to this
Agreement to be approved for listing on the NASDAQ subject to official notice of issuance,
prior to the Effective Time.

3.14  Affiliates. Not later than 10 calendar days after the date of the Frankfort First
Meeting, Frankfort First shall deliver to First Federal a letter identifying, to the best of Frankfort
First's Knowledge, all Persons who were Affiliates at the date of the Frankfort First Meeting.
Frankfort First shall furnish such information and documents as First Federal may reasonably
request for the purposes of reviewing such list. Frankfort First shall advise the Affiliates of the
resale restrictions imposed by applicable securities Laws and shall use reasonable best efforts to
obtain from the Affiliates an executed Affiliate Letter for delivery to First Federal prior to or at
the Closing.
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ARTICLE 1V
REPRESENTATIONS AND WARRANTIES OF FRANKFORT FIRST

Frankfort First hereby represents and warrants to First Federal and Merger Corp. that:

4.1 ©. OQrganization and Qualification; Subsidiaries.

(a) Frankfort First is a corporation duly orgamzed validly ex1stmg and in
active status under the Laws of the State of Delaware, and is a registered savings and loan
holding company under HOLA. The Bank is a federally chartered capital stock savings and loan
"association duly organized, validly existing and in good standing under the federal Laws. The
“deposits. of the Bank are insured by the SAIF of the FDIC as permitted by federal Law, and the
.Bank hasl paid all premiums and assessments required thereunder. The Bank is a member in
good standing of the FHLB of Cincinnati. Each of the other Frankfort First Subsidiaries is duly
.organized, validly existing-and-in good standing under the laws of'the state of its incorporation.
‘Each of Frankfort First and the Frankfort First Subsidiaries has the requisite corporate power and
‘authority * and *is in possession of all- franchises, grants, authorizations, licenses, permits,
easements,’ consents; certificates, approvals and orders (“Frankfort First Approvals™) necessary
to own; léase and operate its properties and to carry on its business as it is now being conducted,
including appropriate authorizations from the OTS and the FDIC, except where a failure to be so
organized, existing and in good standing or to have such power, authority and Frankfort First
‘Approvals would' not, individually or in the aggregate, have a Material Adverse Effect on
Frankfort First, and neither Frankfort First nor any Frankfort First Subsidiary has received any
notice of proceedmgs relating to the revocation or modification of any Frankfort First Approvals.

: : (b) - - Each of Frankfort Flrst and the Bank is duly qualified or licensed as a
forelgn corporation to conduct business, and is in good standing (or the equivalent thereof) in
each jurisdiction where the character of the properties it owns, leases or operates or the nature of
the activities it conducts make such qualification or licensing necessary, except for such failures
to be so duly qualified and licensed and in good standing that would not, either mdlvxdually orin
the aggregate, have a Material Adverse Effect on Frankfort First.

(c) A true and complete list of all Subsidiaries of Frankfort First (the
“Frankfort First Subsidiaries”), together with (i) Frankfort First's direct or indirect percentage
ownership of each Frankfort First Subsidiary; (ii) the jurisdiction in which the Frankfort First
Subsidiaries are incorporated; and (iii) a description of the principal business activities conducted
by each Frankfort First Subsidiary, is set forth in the Frankfort First Disclosure Schedule.
Frankfort First and/or one or more of the Frankfort First Subsidiaries owns beneficially and of
record all of the outstanding shares of capital stock of each of the Frankfort First Subsidiaries.
Except for the Subsidiaries identified in the Frankfort First Disclosure Schedule, Frankfort First
does not directly or indirectly own any equity or similar interests in, or any interests convertible
into or exchangeable or exercisable for any equity or similar interest in, any corporation,
partnership, limited liability company, joint venture or other business association or entity other
than in the ordinary course of business, and in no event in excess of 10% of the outstanding
equity or voting securities of such entity.
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4.2 Certificate of Incorporation and Bylaws. Frankfort First heretofore has furnished
to' First Federal a complete and correct copy of the Certificate of Incorporation or other
chartering documents and Bylaws, as amended or restated, of Frankfort First and of the Bank.
Each such Certificate of Incorporation or other chartering document and Bylaws are in full force
and effect. Neither Frankfort First nor the Bank is in violation of any of the provisionsiof its
Certificate of Incorporation or other chartering document or Bylaws.

43 Capitalization. The authorized capital stock:of Frankfort First cofisists of
7,500,000 shares of Frankfort First Common Stock and 500,000 shares of serial preferred stock,
par value $.01 per share. As of the date of this’ Agreement, (a) 1,266,613 shares*of Frankfort
First Common Stock are issued and outstanding, all of which are duly authorized, validly issued,
fully paid:and non-assessable, and not issued in violation of any preemptive right of any
‘Frankfort First Shareholder, (b) 405,830 shares of Frankfoit First Common Stock are held in the
treasury of Frankfort First, (c) 147,230 shares of Frankfort First Common Stock are subject to
-issuance pursuant to outstanding Frankfort First Stock ‘Options, and (d) 121,209 shares: of
Frankfort First Common Stock are reserved for future issuance pursuant to the Frankfort First
Stock Option Plan, and there has been no change in such amounts thereafter except for changes
resulting from the exercise or termination after such date, if any, of Frankfort First Stock Options
included in (€) above. As of the date of this Agreement, no ‘shares of Frankfort First's preferred
stock are issued and outstanding. Except as set forth in clauses(c) and (d) above, as of the date
of this Agreement Frankfort -First has not granted any options, warrants' or other rights,
agreements, arrangements or commitments of any character, including without limitation voting
agreements or arrangements, relating to the issued or unissued capital stock of Frankfort First or
the Bank or obligating Frankfort First ot the Bank to issue or sell-any shares of caprta] stock of,
or other equity interests in, Frankfort First or the Bank. All shares of Frankfort First Common
Stock subject to issuance as described in the foregoing, upon issue on the terms and: conditions
specified in the instruments pursuant to which they are issuable, will be duly authorized; validly
issued, fully paid and nonassessable and will not be issued in violation of any preemptive right of
any Frankfort First Shareholder. Except as described in the Frankfort First Disclosure Schedule,
there are no obligations, contingent or otherwise, of Frankfort First or the Bank to repurchase,
redeem of othérwise acquire any shares of Frankfort First Common Stock or the capital stock-of
the Bank or to provide funds ito or make any investment: (in. the form-of a-loan, capital
contribution or otherwise) in'the Bank or any other entity.“Each of the outstandmg shares ‘of
caprtal stock of the Bank is*duly authorized, validly issued;:fully paid-and nénassessable, and
stich' sharés .owned by Frankfort First ate owned free ‘and clear of all security ‘interests, liens,
claims, pledges ‘agreements, limitations of Frankfort F1rsts votmg rlghts charges or other
encumbrances of any nature whatsoever T o
v P Lot : . . VI PN

4.4 . Authorization; Enforceability The ‘entering into, execution; dehvery and
performance of this Agreement and all of the documents and instruments required by this
Agreemeéntito be executed and delivered by Frankfort First are within the corporate power of
Frankfort First, and: (a) have been duly and validly authorized by the requisite vote of the Board
of Directors of Frankfort First; and (b) upon the approval of the Frankfort First Shareholders and
receipt of all Regulatory Approvals, shall be duly and validly authorized by all necessary
corporate action. This Agreement is, and the other documents and instruments required by this
Agreement to be executed and delivered by Frankfort First or the Bank will be, when executed
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and delivered by Frankfort First and the Bank, the valid and binding obligations of Frankfort
First and the Bank, enforceable against each of them in accordance with their respective terms,
except as the enforcement thereof may be limited by applicable bankruptcy, insolvency,
reorganization, moratorium or similar Laws generally affecting the rights of creditors and subject
to general equity principles.

4.5  No Violation or Conflict. Subject to the receipt of the Regulatory Approvals, the
execution, delivery and performance of this Agreement and all of the documents and instruments
required by this Agreement to be executed and delivered by Frankfort First do not and will not
conflict with or result in a breach.of any Law, the Certificate of Incorporation or Bylaws of
Frankfort, First, or the Charter or Bylaws of the Bank, constitute a default (or an event that with
notice or:lapse of time.or both would become a default) under, or give to others any rights of
termination, amendment, acceleration or cancellation of, any Frankfort First Existing Contract or
any Frankfort First Permit, or the creation of any Lien upon any of the properties or assets of
Frankfort First or the Bank, in each case which would have a Material Adverse Effect on
Frankfort First. ‘

4,6 Title to Assets; Leases. Except for the Frankfort First Existing Liens, Liens for
current taxes not yet due and payable, pledges to secure deposits and such imperfections of title,
easements and other encumbrances, if any, as do not matenally detract from the value of or
substantially interfere with the present use of the property affected thereby, Frankfort First owns
good and marketable title to the assets and properties which it owns or purports to own, free and
clear of any and ail Liens. There is not, under any leases pursuant to which Frankfort First or the
Bank leases from others real or personal property, any default by Frankfort First, the Bank or, to
the best of Frankfort First's Knowledge, any other party thereto, or any event which with notice
or lapse .of time or both would constitute such a default in each case which would have a
Material Adverse Effect on Frankfort First.

4:7.  Litigation. Except for the Frankfort First Existing Litigation: (a) neither Frankfort
First nor, the Bank is subject to.any, material continuing order of, or written agreement or
memorandum of understanding. with, or, to the Knowledge of Frankfort First, any continuing
material investigation by, any.federal or state savings and loan or insurance authority or other
governmental .entity, or any. judgment, order, writ, injunction, decree or award of .any
goyernmpmglg_gnt;i‘ty or arbitrator; including, without limitation; cease and desist or other orders
of any.savings and- loan- regulatory authority; (b) there -is no claim, litigation, arbitration,
proceeding; - governmental investigation, citation or action of any kind pending or, to the
Knowledge of Frankfort First, proposed or threatened, against or relating to Frankfort First or the
Bank, nor to the Knowledge of Frankfort First is there any basis known for any such material
action;.(¢) there are no actions, suits or proceedings pending or, to the knowledge of Frankfort
First, proposed or threatened, against Frankfort First by any Person which question the legality,
validity or propriety of the transactions contemplated by this Agreement; and (d) there are no
uncured. material violations or violations with respect to which material refunds or restitutions
may be.required, cited in any comphance report to Frankfort First or the Bank as a result of an
examination by any regulatory authority.
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4.8"  Securities and Banking Reports; Books and Records.

()  Since July 1, 2001, Frankfort First and the Bank have filed all reports,
registration statements, definitive proxy statements and prospectuses, together with -any
amendments required to be made with respect thereto, that were and are required to be filed
under the Securities Act, Exchange Act or any other Law with: (i) the SEC; (ii) the OTS; (iii) the
FHLB of Cincinnati; (iv) the FDIC; and (v) any other apphcable state securities or savings and
loan authotities (all such reports, statements and prospectuses are collectlvely referred to herein
as the “Frankfort First Reports™). When filed, each of the Frankfort First Reports comphed as to
form and substance in all material respects with the requirements of applicable Laws.

- (b) Each of 'the consolidated audited financial statements and consolidated
unaudited interim financial statements (including, in each case, any related notes'thereto) of
Frankfort First included in the Frankfort First Reports filed with the SEC have been or will be, as
the case may be, prepared in accordance with generally accepted accounting principles applied
on a consistent basis (except as may be indicated therein or in the notes thereto and except with
respect to consolidated unaudited interim statements as permltted by SEC Form 10-Q) and each
fairly presents the consolidated financial condition of Frankfort First as of the respective dates
thereof and the consolidated income, equity and cash flows for the periods then ended, subject, in
the case of the consolidated unaudited interim financial statements, to normal year-end and audit
adjustments and any other adjustments described therein.

(c) The minute books of Frankfort First and the Bank contain accurate and
complete records of all meetings and actions taken by ‘written consent by their respective
shareholders and Boards of ' Directors (including all committees of such Boards), and -all
signatures contained therein are the true signatures of the Persons whose signatures they purport
to be. The share transfer books of Frankfort First are correct] complete and current in all
respects. Except as set forth in the Frankfort Disclosure Schedule, the accounting books and
records of Frankfort First: (1) are in all material respects correct and complete; (i1) are current in
a manner consistent with past practice; and (iii) have recorded therem all the properties and
assets and 11ab1ht1es of Frankfort FII‘St

4, 9 Absence of Certain Changes Except as set forth in'the Frankfort First Disclosure
Schedule or otherwise prov1ded in thlS Agreement since Apr11 1, 2004 there has not been. any

(a) change in the_ financial condition, propertles, business or results of
operations of Frankfort First or the Bank having a Material Adverse Effect on Frankfort First;

(b)  damage, destruction or loss (whether or not covered by insurance) with
respect to any assets of Frankfort First or the Bank havmg a Matenal Adverse Effect on
Frankfort Flrst .. g

(c)  transactions by Frankfort First or the Bank outside the ordinary course of
their respective businesses or xncon51stent w1th past practlces except for the transactlons
contemplated by this Agreement;
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: (d) except for regular quarterly cash dividends of $.28 per share on Frankfort
First Common Stock with usual record and payment dates, declaration or payment or setting
aside the payment of any dividend or any distribution in respect of the capital stock of Frankfort
First or any direct or indirect redemption, purchase or other acquisition of any such stock by
Frankfort First; ‘

(e) allocatrons to the accounts of any directors, officers or employees of
‘Frankfort First or the Bank pursuant to any of the Frankfort First Existing Plans other than in the
normal course and in accordance with the terms of the Frankfort First Existing Plans (none of
which have been amended or establlshed subsequent to April 1, 2004);

: 63 contribution to, increase in, or establishment of any Employee Benefit
Plan (mcludmg, without limitation, the granting of stock options, stock appreciation rights,
perfonnance awards or restricted stock awards), or any other mcrease in the compensation
payable or to become payable to any officers, directors or key employees of Frankfort First or
the Bank other than in the normal course and in accordance with the terms of the Frankfort First
Ex1stmg Plans (none of which have been amended or established subsequent to April 1, 2004); or
o 3' (g) change in the method of accountmg or aecountmg practices of Frankfort
Frrst or any Frankfort First Subsidiary.

4.10 Buildings and Equipment. Except as set forth in the Frankfort First Disclosure
Schedule: (a) the Buildings and the Equipment of Frankfort First and the Bank are in good
operatmg condition and repair, reasonable wear and tear excepted (b) are adequately insured for
the nature of Frankfort First's business with the self-insured retentions specified on the Frankfort
First Dlsclosure Schedule;- (c) such assets and their use conform in all material respects to
applicable Laws; and (d) no notice of any violation of any building, zoning or other Law relating
to such assets or their use has been received by Frankfort First or the Bank.

411 Frankfort First Existing Contracts. The Frankfort First Disclosure Schedule lists
and bneﬂy describes each Mateérial Contract (the “Frankfort First Existing Contracts™) to which
Frankfort First or the Bank is a party or by which its assets are bound. Each of Frankfort First
and the Bank has fully performed each term, covenant and condition of each Frankfort First
Existing Contract which. is to be performed by it at or before the date hereof except where such
non-performance would not have a Material Adverse Effect on Frankfort First.

- 4’12 Investment Securities. Except as set forth on the Frankfort First Disclosure
Schedule, Frankfort First and the Bank do not own, and do not have any right or oblrgatlon to
acquire , ANy Investment Securities.

4.13  Contingent and Undisclosed Liabilities. Frankfort First and the Bank have no
material, liabilities of any nature (contingent or otherwise) except for those which: (a) are
disclosed in the Frankfort First Reports or in the Frankfort First Disclosure Schedule or in this
Agreement or (b) arise in the ordinary course of business since July 1, 2004 and are not required
to be disclosed in the Frankfort First Reports or pursuant to this Agreement or the Frankfort First
Disclosure Schedule.
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4.14 Insurance Policies. All real and personal property owned or leased by-Frankfort
First or the Bank has been and is being insured against, and Frankfort' First 6t the Barik maintains
liability insurance against, such insurable risks and in such amounts as set- forth in-the Frankfort
First Disclosure Schedule. Such Insurance Policies constitute all insurance coverage owned by
Frankfort First or the' Bank and are in full force and effect-and neither:Frankfort First nor the
Bank has received notice of or is otherwise aware of any cancellation or threat of cancelldtion of
such insurance. Except as described in the ‘Frankfort First Disclosure Schedule, no property
‘damage, personal injury or liability claims: have béen ‘made; or are pending;’ against Frankfort
First or the Bank that are not covered by insurance. Within the past two (2) years, nio"ifisurance
company has canceled any insurance (of anytype) maintained by Frankfoit First or the Bark.
‘Neither Frankfort First nor the Bank has any liability for unpaid premlums ‘or! Ipremlum
adjustments for any insurance policy. To the Knowledge ‘of Frankfert First; the:cost of any
insurance currently maintained by Frankfort First or the Bank will not increase significantly
upon renewal other-than increases: con51stent w1th the general upward trend in the cost of
»'obtammg insurance. R : - N L SRR

i N

'4.1';5""' Employee Be’neﬁt‘Plans, : T SN

(a) Except for the Frankfort First Existing Plans, Frankfort First does not
maintain, nor is it bound by,-any Employee Benefit Plan. Frankfort First has' furnished First
Federal with a complete and accurate copy of each Frankfort First Existing: Plan‘and a complete
and accurate copy of each material document prepared in connection with ‘éach such- Frankfort
First Existing Plan, including, without limitation and where applicable; a copy of (i). each trust or
other funding arrangement, (ii) the most récent summary plan description-and all'summaries of
material modifications applicable thereto, (iii) the most recently filed IRS Form 5500, (iv) the
most recently received IRS determmatlon letter, and (V) the most recently prepared actuarlal
report and financial statement. 1 T : :

~ (b)  Neither Frankfort First nor the Bank maintains or contributes to, or within
the-two years' preceding the Effective Time ‘has maintained’ or: contributed’.to, an employee
pension benefit plan sitbject to Title IV of ERISA ‘other than its defined benefit plan. Except as
indicated on the Frankfort: First Disclostire’ Schedule, none:of the Frankfort First: Existing Plans
ofFrankfort First Existing Contracts -obligates ‘Frankfort First:or' the .Bank to:pay material
separation, severance, termination or similai:type: bénéfits'solelyas‘a result‘of:any transaction
contemplated by this Agreement or as a result of a “change in control,” within the meaning of
such term under Section:280G of the Code. - Except as indicated on the Frankfort First Disclosure
Schédiile, fione of the Frankfort First Existing Plans or the Frankfort First: Existing: Coritracts
provides for or promises’ retiree medical, disability or-life i 1nsurance beneﬁts to- any current ‘or
former employee, officer or dlrector of Frankfort F1rst or the Bank S ST

(c) To the Knowledge of Frankfort Fll’St each Frankfort F1rst Ex1st1ng Plan ‘
has always been operated in material compliance with the requirements of all:applicable Law.
Frankfort First and the Bank have performed in all material respects all obligations required to be
performed by either of them under, are not in any material respect in ‘default under or in violation
of,-and have no Knowledge of any material default or violation by any party to, any Frankfort
First Existing Plan. No legal action, suit or claim is pending or, to the Knowledge of Frankfort
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First, threatened with respect to any Frankfort First Existing Plan (other than claims for benefits
in the ordinary course) and no fact or event exists to the knowledge of Frankfort First that could
give rise to any such action, suit or claim.

: (d)  Except as set forth on the Frankfort First Disclosure Schedule, each
Frankfort First Existing Plan that is intended to be qualified under Section 401(a) of the Code or
Section 401(k) of the Code has received a favorable determination letter from the IRS that it is so

qualified, and to the Knowledge of Frankfort First no fact or event has occurred since the date of

such determination letter from the -IRS to adversely affect the qualified status of any such

Frankfort First Existing Plan. No trust maintained or contributed to by Frankfort First or the

Bank-is intended to be qualified as a voluntary employees’ beneficiary association or is intended
to be exempt from federal income taxation under.Section 501(c)(9) of the Code,

1 :
‘ (e) There has been no non- exempt prohlbrted transactlon (w1thm the meanmg
of Sectlon 406 of ERISA or Section 4975 of the Code) with respect to any Frankfort First
Existing Plan. Neither Frankfort First nor the Bank has incurred any lability for any excise tax
arising under Section 4972 or 4980B of the Code and no fact or event exists that could give rise
to any such liability.

. ()  All contributions, premiums or payments required to be made with respect
to. any Frankfort. First Existing Plan have been made on or before their due dates. To the
Knowledge of Frankfort First, there is no accumulated funding deficiency, within the meaning of
ERISA or the Code, in connection with the Frankfort First Existing Plans and no reportable
event; as:defined in ERISA, has occurred in connection with the Frankfort First Existing Plans.

: {g)  No representation and warranty set forth in. this Section 4.15 shall be
deemed to be breached unless such breach, individually or in the aggregate, has had or is
reasonably likely to have a Material Adverse Effect on Frankfort First.

L 4#16 No Violation of Law.. Except as set forth in the Frankfort First Disclosure
Schedule, neither Frankfort First, the Bank nor any of the assets of Frankfort First or the Bank
materially violate or conflict with any.Law, any Frankfort First Permits, or any decree, judgment
or order, or;any zoning, building line restriction, planning, use or-other similar restriction, in each
case which would have a Material, Adverse Effect on Frankfort First. . :

4 17 Brokers Except for fees to Howe Barnes Investments Inc., Frankfort Flrst'
ﬁnan_cml‘ advlsor,, neither Frankfort First nor the Bank has incurred any brokers , finders',
financial advisor or any similar fee in, connection with the transactions contemplated by this
Agreement. The Frankfort First Disclosure Schedule contains-a list of all fees to be paid to such
advisor in connection with the transactions contemplated by this Agreement.

,4:!.118 Taxes

j _(‘a‘)v Except as- drsclosed n the Frankfort Frrst Dlsclosure Schedule and except
as may arise as a result of the-transactions contemplated by this Agreement: Frankfort First and
the Bank have timely and properly filed all federal, state; local and foreign tax returns (including
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but not limited to income, franchise, sales, payroll, employee withholding and social security and
unemployment) which were required to-be filed except where the failure to have filed timely or
properly would not-'have a:Material Adverse Effect on Frankfort First; Frankfort First and the
Bank:have 'paid or made adequate -provision, in reserves reflected in its financial statements
included - in the Frankfort' First Reports in accordance with generally accepted accounting
principles, for.the payment of all taxes :(including interest-and penalties) and withholding
amounts-owed by them or assessable against them; no tax deficiencies have been assessed or
proposed against Frankfort First or the Bank and to the Knowledge of Frankfort First there is no
basis in fact for the assessment of any tax or penalty tax agamst Frankfort First or the Bank.

(b) As of the date of thrs Agreement except as drsclosed in the Frankfort First
Dlsclosure Schedule there are no fiscal years of Frankfort First currently under examination by
the IRS or the Kentucky Department of Revenue, and none of the open years has been examined
by the IRS or the Kentucky :Department of Revenue. Frankfort. First and-the Bank ‘have not
consented té any extension of the statute of limitation with respect to any open tax returns.

r  (¢) .. -Thereare no tax Liens upon any propesty or. assets of Frankfort First or the
Bank except for Lrens for current taxes.not yet due and payable. :

(d) As soon as practicable after the date of this Agreement, Frankfort First and
the Bank will deliver to First Federal correct and complete copies of all tax returns and reports of
Frankfort First filed for all periods not barred by the applicable statute of limitations. No
examination or audit of any tax return or report for any period not closed by audit or not barred
by the applicable statute of limitations has eccurred,:no-such examination is in progress and, to
the Knowledge of Frankfort First, no sueh eXamination or audit is planned.

‘ \ (e) Except where the farlure to w1thhold pay or: ﬁle would not have a Material
Adverse Effect on Frankfort First, Frankfort.First and. the Bank have properly withheld and
timely paid all withholding and employment taxes which they were required to withhold and.pay
relating to salaries; compensation and other amounts. heretofore paid to-their employees or other
Persons. All Forms W:2 and::1099 requrred to be ﬁled with respect ‘thereto have been timely and
properly ﬁled : : SR

.. 4.19:,.Real Estate.. The Frankfort First Rea} Estate: (a) constitutes all real property and
improvements- (or-interest therein, including without limitation easements, licenses or similar
arrangements. authorizing: Frankfort First or the Bank to place, maintain, operate and/or use an
automated tellersmachine or similar device on real property of a third-party) leased or owned by
Frankfort First or the Bank; (b) other thar: with respect to-Frankfort First or the Bank .as lessee, is
not subject:to any leases or tenancies ‘'of any kind; (c) is not in the possession of any adverse:
possessors; (d) has direct access to and from a public road or street; (e) except for violations that
would not have a Material Adverse Effect on Frankfort First, is used in a manner which is
consistent with applicable Law; (f) is, -and has been- since the date of possession thereof by
Frankfort: First: or the Bank, in the peaceful possession of Frankfort First or:the Bank; (g)is
served by.all water, sewer, electrical; telephone, drainage and other utilities required for the
normal eperations of the Buildings of Frankfort First and the Bank and the Frankfort First Real
Estate; (h) except as disclosed in the Frankfort First Disclosure Schedule, to the Knowledge. of

A-37




Frankfort First, is not located in an area designated as a flood plain or wetland; (1) is not subject
to any outstanding special assessment; (j) is not subject to any zoning, ordinance, decrees:or
other Laws which would materially restrict or prohibit First Federal from continuing:the
operations presently conducted thereon by Frankfort First or the Bank; (k) is not subject to.any
interest of any Person under-an easement, contract, option or mineral rights or other agreements
which would have a Material Adverse Effect.on Frankfort First; (1) is not subject to any.presently
pending condemnation proceedings, nor to Frankfort First's Knowledge are- such proceedmgs
threatened agamst the Frankfort Flrst Real Estate. : SRS U SR

4.20 Governmental Approvals. No permission, approval, determination, consent or
waiverub‘y, or any declaration; filing or registration with, any governmental or regulatory
authority. is required in connection with the execution, delivery and performance of this
Agreement by Frankfort First or the Bank, except for the Regulatory Approvals:and except for
consent the failure of which to obtain would not mdrvrdually orin the aggregate havea Matenal
Adverse Effect on Frankfort First. : S '

421 No Pending Acquisitions., Except for this Agreement;: Frankfort First is not a
party to or bound by any agreement, undertaking or commitment:with respect to an-Acquisition
on the date of this Agreement.

422  Labor Matters.
(a)  Except as disclosed on the Frankfort First Disclosure Schedule’(or in an
updated.Frankfort First Disclosure Schedule with respect to. vacations in (iii) below), there is no
present or former employee of Frankfort First:or the. Bank who has any claim against any of such
entities (whether under Law, under any employee agreement or otherwise) on account of or for:
(1) overtime pay, other than overtime pay for the current payroll period; (ii) wages or salaries,
other than wages or salaries for the current payroll:period; or (iii) vacations; sick leave, time off
or pay in lieu of vacation, sick leave or time off, other than vacation, sick:léave or time off:(or
pay in lieu thereof) earned in the twelve-month period immediately: preceding the date .of this
Agreement or incurred in the-ordinary course:of business and appearing as'a habrhty on the most
recent financial statements included in the Frankfort First Reports. :

(b) There are no pending -and. -unresolved’ claims by any: -Person -against
Frankfort First or the Bank arising out of any Liaw relating to discrimination:against employees.
or employee practices:orioccupational or safety-and health standards. There is.no pending or, to:
the knowledge of Frankfort First; threatened, nor has Frankfort:First or the Bank, since July-1;:
1999, experienced any, labor dispute, strike or work stoppage ‘which affected, affects or may-
affect the business of Frankfort First or the Bank or which did, may or would mterfere ‘with the
continued operatlon of Frankfort First or the Bank S

- (c) Neither Frankfort Flrst nor the Bank 1sa party to. any collectlve bargarnmg
agreement. There is not now pending or, to the Knowledge of Frankfort First, threatened, any
charge -or complaint against Frankfort First or the Bank by or before. the National Labor
Relations Board or any representative thereof, or any comparable state agency or authority. No'.
union organizing activities are in process, or to Frankfort First's Knowledge contemplated, and
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no petitions: have been filed for union organization or representation of employees of Frankfort
First or the Bank, and Frankfort First.and the Bank have not committed any unfair labor practlces
which have not heretofore been: corrected and fully remedled 3 ,

4.23; Indebtedness. Except for the Frankfort First Existing Indebtedness, Frankfort
First has no Indebtedness.- R S S

424 Permits. . The Permits described on the Disclosure Schedule constitute all Permits
which ‘Frankfort :First-and the Bank currently have and need for the conduct of their respective
businesses as currently:conducted, except for such Permits the failure of which to have would not
have a Material Adverse Effect on Frankfort First. :

4.25: Disclosure.’ No statement of fact by Frankfort First contained in this Agreement,
the Frankfort First:Disclosure Schedule, or any.other document furnished or to be furnished by
Frankfort First contains ‘or will contain any untrue statement of a material fact or omits or. will
omit to state a matenal fact necessary in order to make the statements herein or therein

contained, in the light of the circumstances under whrch they were made, not misleading as of
the date to which it speaks I :

4. 26 Informatron Sum)hed .None of the information supplied- or to be supplied by
Frankfort First for inclusion or incorporation by reference. in the Registration Statement or the
Proxy Statement will, at-the date the Registration Statement becomes effective, the date(s) the
Proxy Statement is mailed to the Frankfort First Shareholders and at the time(s) of the Frankfort
First Meeting, contain any untrue statement of a material fact or omit to state any material fact
required to be stated therein or necessary in order to make the statements therein, in light of the
circumstances under which they are made, not misleading The Proxy Statement will comply as
to form'in all material respects with the provisions of the Exchange Act and the rules and
regulatrons of the SEC thereunder. : 8 : ,

4*27 g Vote Required. - The affirmative vote of the holders .of a majority -of the
outstanding shares of Frankfort First Common Stock is the only vote.of the holders of any class
or series of cap1ta1 stock or other securities of Frankfort First necessary to approve the Merger,
this Agreement and the transactions contemplated by this Agreement.

428 Opinion of Financial Advisor.. Frankfort First has received the opinion of Howe
Barnes Investments, Inc. ‘as of the date of this: Agreement, to the effect that the consideration to
be received in the Merger by the Frankfort:First. Shareholders is fair to the Frankfort First
Shareholders from a financial point of view.

429 Environmental Protection.

(a) Except as set forth in the Frankfort First Disclosure Schedule, Frankfort
First-and the Frankfort -First Subsidiaries: (i) are-in material compliance with all applicable
Environmental Laws; and (ii) have not received any communication (written or oral), from a:
governmental authority or other Person, that alleges that Frankfort First is not in compliarice with'
applicable Environmental Laws.
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(b). - Except-as set:forth in the Frankfort. First Disclosure Schedule, -Frankfort
First and the Bank have obtained all Environimental Permits;-and -all such Environmental Permits
are in good standing and Frankfort First and the Bank are:in material compliance with all terims
and condmons of thexr Env1ronmental Permits.

(c) Except as set forth in the Frankfort First Disclosure:Schedule, there is no
Environmental Claim pending or, to the Knowledge of Frankfort First, threatened against
Frankfort-First, the Bank -or.against any: Person whose liability. for :any. Environmental Claim
Frankfort First or the Bank has or-may have retained or assumed either contractually or by
operation of Law, or against any real or personal property or operatlons which Frankfort Flrst or
the Bankfowns leases or manages. L EAREE e v

R (d) " . Except as set forth ‘in':the Frankfort First. Disclosure Schedule, to the
Knowledge of Frankfort First there :have been no:Releases of-any:!Hazardous Material by
Frankfort First or by any Person on real property owned (1nclud1ng REO propertles of the Bank),
used, leased or. operated by Frankfort Flrst or the Bank. S T .

: (e) No real property at any t1me owned (mcludmg REO propertles of the
Bank), operated used or controlled by Frankfort First or the Bank is currently listed on the
National '’ Priorities List or:the Comprehensive: Environmental Response, Compensation and
Liability Information System, both promulgated under the:CERCLA; or onr any comparable state
list, and, . except as described-in the Frankfort First Disclosure Schedule, Frankfort First-has not
received-any written .notice from any Person under or relating to. CERCLA or any comparable
state or: local Law relatmg to potentlal hstmg on. such hsts L SR

: (D Except as set forth in the Frankfort Flrst D1sclosure Schedule :to' the
Knowledge ‘'of Frankfort First;mo:eff-site location at which Frankfort, First.or the Bank. has
disposed or arranged for the disposal of any waste is listed on the:National Priorities List.or on
any comparable state list and neither Frankfort First nor the Bank has received any written notice
from any ‘Person with respect-to any off-site'location; of potential or actual liability or a written
request for information from any Person under or relating to’ CERCLA or any comparable state
or local Law Co T T ; ,

. :, G, T e i ARTICLE V (4 , G "l‘ [
e d T REPRESENTATIONS AND WARRANTIES »
‘ s - - OF FIRST FEDERAL T

First Federal hereby represents and warrants to Frankfort First that:

5.1 Organization and Capitalization‘ Business.

i

g (a) Ftrst Federal is'a mutual savings and loan assocxatlon duly organized,
vahdly existing and-in good standing under the HOLA. . The deposits of First Federal are insured
by:the SAIF of the FDIC as permitted by federal Law, and First Federal has paid all premiums
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and assessments required thereunder. First Federal is a member in good standing of the FHLB of
Cincinnati.; : ,

: \. L }.(b) First Federal has full corporate power and authonty and those Perrmts
lnecessary to carry on its business as it is now conducted and to own, lease and operate its assets
and propertles

(c) Copies of the Charten-and Bylaws of First Federal have been delivered to
Frankfort First. Such copies are complete and correct copies of such documents, and are in full
force and effect. First Federal is not i violation of any of the provisions of its Charter or
Bylaws :

5 2 Authonzatlon Enforceablllty The entermg into, execution, delivery and
perforrnance of this Agreement and all of the documents and instruments required by this
Agreement to be executed and delivered by First Federal or Merger Corp. are within the
corporate power of .First Federal or Merger Corp., as the case may be, and: (a) have been duly
and validly ; authonzed by the requisite vote of the Board of Directors of First Federal and, where
requrred by the Board.of Directors and sole shareholder of Merger Corp.; and (b) upon receipt of
all Regulatory Approvals, shall be duly and validly authorized by all necessary corporate action
on the part of both First Federal and Merger Corp. This Agreement is, and the other documents
and, instruments required. by this Agreement to be executed and delivered by First Federal or
Merger Corp will be, when executed and.delivered by First Federal or Merger Corp., as the case
may, be, the valid and binding obligations of First Federal or Merger Corp as the case may be,
enforceable -against First Federal or Merger Corp., as the case may be, in accordance with their
respectlve terms except as the, enforcement thereof may-be limited by applicable bankruptcy,
msolvency, reorganization, moratorium or similar Laws generally affecting the rights of creditors
and subject to general equrty principles.

53 No Vlolatlon or Conﬂlct Sub]ect to the receipt of the Regulatory Approvals the
execution, delivery and perforrnance of this Agreement and all of the documents and instruments
required by this Agreement to be-executed and delivered by First Federal or Merger Corp. do not
and will not confhct, with or result in a breach.of any Law or the Art1cles of Incorporation or
Bylaws of Flrst Federal or Merger Corp. or constitute a default (or an event that with notice or
lapse of time or both would become a default) under, or give to others any nights. of termination,
amendment, acceleration or cancellation of, any Contract of First Federal or Merger Corp. or any
Permit held by or the creation of any Lien upon any of the properties or assets of First Federal or
Merger Corp. - - :

54 : Litigation. Except for the First Federal Existing Litigation: (a) neither First
Federal nor, any First Federal Subsidiary is subject to any continuing order .of, or written
agreement or memorandum of understanding with, or, to the Knowledge of" First Federal, any
continuing | matenal investigation by, any federal or state. savings and loan. or insurance authority
or other govemmental entity, or any judgment, order, writ, injunction, decree.or award of any
governmental entity or arbitrator, including, without limitation, cease and desist or other orders
of any savings and loan regulatory authority; (b) there is no- claim, litigation, arbitration,
proceeding, governmental investigation, citation or action of any kind pending or, to the
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Knowledge of First Federal, proposed-or thréatened, against or relating to First Federal or any
First Federal Subsidiary, nor is to the Knowledge of First Federal is there any basis for any such
material action; (c) there are no actions, suits or proceedings pending or, to the Knowledge of
First Federal, brdposed or threatened, ‘against First Federal ' by any Person which question the
‘legality, Validity or propriety of the transactions contemplated by this Agreement; and (d) there
are no uncured material violations or violations with respect to which material refunds or
restitutions may be required, cited in any compliance report to First Federal or any First Federal
‘Sub‘sidi‘a"r'fy as a-‘-"res‘ult‘of an’examm‘ation by any regulatory authority. :

5. 3 ' Brokers Except for fees to Capital Resources Group, Inc. and Capltal Resources,
Inc., First Federal's marketing and financial advisors, neither First Federal nor Merger Corp. has
mcurred any brokers', finders', financial advisor or any similar fee in connection with the
transactions-coritemplatéd by this Agreément. The First Federal Disclosure Schedule contains a
list of all*agreements with such advisors, copres of which have been provided to Frankfort First.

5.6 Governmental Approvals. Other than the Regulatory Approvals, no permrss1on
approval} determination, consent or waiver by, or any declaration, filing or registration with, any
governmetital or regulatory- authorlty is réquired in connection with’ the executron dehvery and
performance of this Agreement by Flrst Federal or Merger Corp : :

1

5.7 DISCIOSHI‘B No' statement of fact by First Federal contained in this’ Agreement,
the First Federal Disclosure Schedule or any other document furnished or to be furnistied by First
Federal contains or will contain any untrue statement of a material fact or omits or will-omit to
state a material fact necessaryin order to make the statements herein or therein-contained; in'the
light of the mrcumstances under Wthh they were made not mxsleadmg as of the date to Wthh 1t
speaks. : : 3 R o

5.8  Information Supplied. None of the information supplied or to be supplied by First
Federal for inclusion or incorporation by reference in the Registration Statément or the Proxy
Statement will, at the date the Registration Statement becomes effective, the date(s) the Proxy
Statement‘is mailéd to the Frankfort First Shareholders and- at the time(s) of the Frankfort First
Meeting, coritain any untrue’statement of a 'material fact or omit to ‘state any-miaterial fact
requiréd to be stated therein or nécessary in order to make-the statements therem m hght of the
mrcumstances under Wthh they are made not mrsleadmg '

4

5.9 Oplmon of Financial Adv1sor Flrst Federal has recelved the-opinion of Capital
Resources Group, Inc., as of the date of this Agreement, to the effect that the consideration to be
paid in the Merger by First Federal is fair to First Federal from a financial point of view.

5110 Cash Payment. First Federal has sufficient funds or has financing arranged 4s part
of the Reorgamzatlon to pay the cash payment required under Section 2.8 of this’Agreement and
such -payment will not causé¢ First Federal -or- SHC to fall to meet any regulatory capltal
requlrements to which 1t 1s subject o : b

' 5 11 Compliance with Laws ‘First Federal is in compliance in all material respects
with all apphcable Laws: : SR ‘ : C
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© . 512 Consummation. First Federal has no reason to beheve that it will be unable to
obtam the Regulatory Approvals.

‘5. 13 Banking Reports Books and: Records

(a) + Since July 1, 2001 Flrst Federal has ﬁled all reports, together with any
amendments required to be made with respect theteto, that were and are required to be filed
‘under any Law with: (i) the OTS; (1) the FHLB of Cincinnati; (iii) the FDIC; and (iv) any other
applicable state securities or -savings bank authorities (all such reports and other documents are
collectively referred to herein as the “First Federal Reports”). When filed, each of the First
Federal Reports complied as to form and substance in-all matenal respects with the requxrements
of apphcable Laws. ‘ ,

. . 1 . : . .
: (b)  -Each of the consolidated ‘audited financial statements and consolidated
-unaudited interim financial statements (including, in each case, any related notes thereto) of First
Federal included in the First Federal Reports have been or will be, as the case may be, ‘prepared
in accordance with generally accepted accounting principles applied on a consistent basis (except
as may be indicated therein or in the notes thereto and except with respect to consolidated
unaudited interim statements) and each fairly presents the consolidated financial condition of
First Fedéral as of. the respective dates thereof and the .consolidated income, equity and cash
flows -for the periods.then ended, subject, in the case of the consolidated unaudited interim
financial statements, to normal year-end and audlt adjustments and any ‘other adjustments
described therem S

[

é " (c) - The minute books of First Federal ‘and the First: Federal Subsidiaries
contain accurate and complete records of all meetings and: actions taken by written consent by
their respective shareholdets and Boards of Directors (including all committees of such Boards),
and all signatures contained therein are the true 'signatures of the Persons whose signatures they
purport to be. The accounting books and records of First Federal: (i) are in all material respects
correct.and .complete; (ii).are -current in a manner consistent with past’ practice; and (111) have
recorded therein all the properties: and assets and 11ab111t1es of Flrst Federal. -

5.14  Absence of Certain Changes Except as set forth in the Fxrst Federal Disclosure
Schedule smce July 1 2003 there has not been any ' . .
a) change in the ﬁnancxal condltlon propertles business or results of
operatlons of First Federal or any Flrst Federal Sub51d1ary havmg a Materlal Adverse Effect on
First Federal, : i - . : : :

(b) damage, destruction or loss (whether or not covered by insurance) with
respect to any assets of First Federal or-any Fi 1rst Federal Subs1d1ary havmg a Materlal Adverse
Effect on First Federal, % . . :

: (c) transactions by First Federal or’ any First.Federal Subsidiary outside the
ordmary course of their respective businesses or:inconsistent with past practices, except for the
transactions contemplated by this Agreement;or =~ :




: .. (d)  change .in the method of accounting or accountmg practices of First
Federal or any First Federal Subsidiary.

5.15 First Federal Existing Contracts. The First Federal Disclosure Schedule lists and
briefly describes each Material Contract (the “First Federal Existing Contracts”) to which First
Federal or a First Federal Subsidiary is a party or by which its assets are bound. First Federal
and each First Federal Subsidiary has fully performed each term, covenant and condition of each
First Federal Existing Contract which is-to be performed by:.it at or before the date hereof, except
where such non-performance would not have a Material Adverse Effect on First Federal. ..

5.16 Contingent and Undisclosed Liabilities. First Federal and the First Federal
Subsidiaries have no material liabilities of any nature (contingent or otherwise) except for those
which: (a) are disclosed in the First Federal Reports or in the First Federal Disclosure Schedule
or in this Agreement; or- (b) arise in the ordinary course of business since July 1, 2003 and are
not required to be.disclosed in the First Federal Reports or pursuant to this Agreement or the
First F ederal Disclosure Schedule: » :

5;-1 7. Taxes.

}
!

v (a) - Except as dlsclosed n the First Federal Disclosure Schedule and. except as
may arise as a result of the transactions contemplated by.this Agreement: First Federal and the
First Federal Subsidiaries have timely and properly filed all federal, state, local and foreign tax
returns (including but not limited to income, franchise, sales, payroll, employee withholding.and
social security and unemployment) which were required to be filed except where the failure to
have filed timely .or properly would not have a Matenal Adverse Effect on First Federal; First
Federal and the First Federal Subsidiaries have paid or made adequate provision, in reserves
reflected.in its. financial statements: included: in the First Federal Reports in accordance with
generally accepted. accounting pprinciples, for the payment of all taxes (including interest and
penalties) and withholding amounts owed by them. or assessable against them; no tax
deficiencies have been assessed or proposed against First Federal or any First Federal Subsidiary
and to the Knowledge of First Federal there is'no basis«n fact for the assessment of any tax or
penalty tax agamst First Federal or any First Federal Sub51d1ary

(b) As of the date of thls Agreernent except as: dtsclosed in the First Fedeéral
Disclosure Schedule, there are no fiscal years of First Federal currently under examination by the
IRS or the Kentucky Department of Revenue; and: none-of the open years has been examined by
the IRS or the Kentucky Department of Revenué. First.Federal and the First Federal Subsidiaries
have not consented to any extension of the statute of limitation with respect to any open tax
returns.

. (c) . There are no tax Llens upon any-property or assets of First Federal or any
First F ederal Subsidiary except for Liens for current taxes not yet due and payable.

‘ (d) . As.soon as practicable after the date of this Agreement, First Federal and
the First Federal Sub51d1ar1es will deliver.to Frankfort First correct and complete copies of all tax.
returns and reports of First Federal filed for all periods not barred by the applicable statute of
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limitations. . No examination or audit-of any tax return or report for any period not closed by
audit or not barred by the applicable statute of limitations has occurred, no such examination is
in progress ‘and, to the Knowledge of Flrst Federal, no such examination or audit is planned.

(e) Except where the farlure to w1thhold pay or file would not have a Material
Adverse Effect on First Federal, First Federal and the First Federal Subsidiaries have properly
withheld and‘timely paid. all withholding and employment taxes which they were required to
withhold and pay relating to salaries, compensation and: other amounts heretofore paid to their
employees ‘or:other Persons. “All Forms W-2 and 1099 required to be filed with respect thereto
have.been t1me1y and properly filed. - : :

5. 18 Real Estate. The Frrst Federal Real Estate: (a) constitutes all real property and
improvements (or interest therein, including without limitation easements, licenses or similar
arrangements authorizing First Federal or a First Federal Subsidiary to place, maintain, operate
and/or use an automated teller machine or similar device on real property of a third-party) leased
or owned by First Federal or any First Federal Subsidiary; (b) other than with respect to First
Federal or any First Federal Subsidiary as lessee, is not subject to any leases or tenancies of any
kind; (c) is;not in.the possession of any adverse possessors; (d) has direct access to and from a
public road or street; (¢) is used in a manner which is consistent with applicable Law; (f) 1s, and
has been:since the date.of possession thereof by First Federal or any First Federal Subsidiary, in
the ‘peacefiil possession -of First Federal or any First Federal Subsidiary; (g) is served by all
water, sewer, electrical; telephone, drainage and other utilities required for the normal operations
of the Buildings of First Federal and the First Federal Subsidiaries and the First Federal Real
Estate; (h) except as disclosed in the First Federal Disclosure Schedule, to the Knowledge of
First Federal, is not located in an area designated as a flood plain or wetland; (i) is not subject to
any outstanding special assessment; (j) is not subject to any zoning, ordinance, decrees or other
Laws which-would materially restrict ‘or prohibit First Federal from continuing the operations
presently conducted thereon by First Federal or any First Federal Subsidiary; (k) is not subject to
any interest of any Person under an easement, contract, option or mineral rights or other
agreements! which would have a Material Adverse Effect on First Federal; (1) is not subject to
any. presently pending condemnation proceedings, nor to First Federal's Knowtedge, are such
proceedings threatened against the First Federal Real Estate.

+5:419  No:Pending Acquisitions. Except for this Agreement, First Federal is not a party
to-or bound.by any agreement; undertaklng or commitment w1th respect to an AchISltlon on the
date of this Agreement.. ¥ T :

J

Sy .
Lol P

5.20 _ Environmental Protection.

(a) Except as set forth in the First Federal Disclosure Schedule, First Federal
and the ‘First Federal Subsidiaries: (i) are in material .compliance with all applicable
Environmental: Laws; and (ii) have not received any communication (written or oral), from a
governmental authority or:other Person, that alleges-that First-Federal is not in compliance with
applicable Environmental Laws.
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; (b).  Except as set forth in.the First. Federal Disclosure Schedule, First Federal
and the First Federal Subsidiaries: have obtained "all Environmental Permits and all such
Environmental Permits are in good standing and First Federal and the First-Federal Subsidiaries
are in material compliance with all terms and conditions of their Environmental Permits.

. (c) Except as set forth in the First Federal Disclosure Schedule, there is no
Environmental Claim pending or, to the Knowledge of First Federal,.threatened- against First
Federal, 'any First Federal Subsidiary or against any Person whose liability for - any
Environmental Claim First Federal or any First Federal Subsidiary has or may have retained or
assumed either contractually or by operation of Law, or against any real or.personal property or
operations which First Federal or any First Federal Subsidiary owns, leases or manages.

: ' (d)' Except asi set: forth in the First Federal Dlsclosure Schedule there have
been no. Releases of-any Hazardous Material by First Federal or by any Person on real property
owned (including REO properties of First Federal) used leased or operated by Flrst Federal or
any- of the First Federal Sub51d1ar1es -

‘ & (e) No real property at any time owned (1nc1ud1ng REO properties of First
Federal), operated, used or controlled by First Federal or any First Federal Subsidiary is:currently
listed .on the National Priorities List or the Comprehensive Environmental "Response,
Compensation and- Liability Information System, both promulgated under the. CERCLA, or on
any cornparable state list, and, except as described in the First Federal Disclosure Schedule, First
Federal has notreceived any written notice from any Person under or relating to CERCLA or any
comparable state or local Law relatlng to potential hstlng onsuch hsts

‘(D - Except as set. forth in the Flrst Federal Drsclosure Schedule to the Knowledge of
First. Federal; no: off-site location at which First Federal or:any: First: Federal Subsidiary has
disposed or arranged for the disposal of any waste is listed on the National Priorities List or on
any comparable state list and neither First-Federal nor any First Federal Subsidiary has received
any written notice from -any Person with respect to any off-site location, of potential or actual
liability or a written request for mformatlon from any Person under or relatmg to CERCLA or
any comparable state or local Law. o v

~521 . Title to Assets; Leases: -Except for the First Federal Existing. Liens, Liens for
current taxes not yet due and payable, pledges.to. secure deposits and such imperfections of title,
easements and other encumbrances, if any, as do not materially detract:from the value of or
substantially interfere with the present use of the property affected thereby, First Federal owns
good and marketable title to the assets and properties which it owns or purports to own, free and
clear of any and all Liens. There is not, under any leases pursuant to which First Federal or a
First Federal Subsidiary. leases from -others real or personal property, any default by First
Federal, any First Federal Subsidiary or, to the best of First Federal's Knowledge, any other party
thereto, or any event which with notice or.lapse of time or both would: constitute such a default in
each case which would have a Material Adverse Effect on First Federal.. - '

522 Buildings and Equipment. Except as set forth in the First Federal Disclosure
Schedule: (a) the Buildings and the Equipment of First Federal and any First Federal Subsidiary

Il
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are in good operating condition and repair, reasonable wear and tear excepted; (b) are adequately
insured for the nature of First Federal's business with the self-insured retentions specified on the
First Federal Disclosure Schedule; (c) such assets and their use conform in all material respects
to applicable Laws; and (d) no notice of any violation of any building, zoning or other Law
relating to such assets or their use has been received. by First Federal or any First Federal
Subsidiary. :

5.23 Inde,btedness. Except for the First Federal Existing Indebtedness, First. Federal
has no Indebtedness. ‘ ‘ S ,

ARTICLE VI-
CONDUCT OF BUSINESS BY FRANKFORT FIRST PENDING THE MERGER

From and after the date of this Agreement and unnl the- Effectlve Trme except as
requrred by this Agreement, or as required for the Merger or the Reorganization, without the
prior written consent of the President of First Federal, or such other officer of First Federal as the
President of First Federal may de51gnate in wntmg, Frankfort First: and the Frankfort. F1rst
Subsidiaries shall: - : :

6.‘1‘ Carmy on in Regular Course. Diligently carry on their business in the regular
course and substantially in the same manner as heretofore conducted and shall not make or
institute any unusual or novel methods of lending, investing, purchasing, selling, leasing,
managing, accounting or operatmg Frankfort First and the Frankfort First Subsidiaries shall
maintain their books and records in accordance with past practices and not take any action that
would (i) adversely affect the ability to obtain the Regulatory Approvals or (i1) adversely affect
Frankfort First’s ability to perform its obhgatxons under this Agreement.

6.2  Use of Assets. Use, manage, operate, mamtam and repair all of their assets and
properties in a normal business manner.

« 6.3+ NoDefault. Notdo any act or omit to do any act, or permit any act or omission to
act, which will cause a breach of any of the Frankfort First Existing Contracts, except where such
breach would not have a Material Adverse Effect on Frankfort First and the Frankfort First
Sub51d1anes taken as-a whole. -

6 4‘ Insurance Policies Use reasonable-efforts to maintain all of its Insurance Policies
in full force and effect, except as mutually agreed to by Frankfort First and First Federal.

6.5_ : Emnloyment Matters Not: (a) except as descnbed in the Frankfort First
Disclosure Schedule, grant any increase in the rate of pay of any-of their employees, except that
Frankfort First may review non-officer employee salaries in November or December of 2004 and
give raises,averaging no more than 5%, consistent with past practices;:(b) institute or amend any
Employee Benefit, Plan, except as expressly contemplated under this Agreement (c) enter into-or
modify any written employment arrangement with any Person except as described.in Sections
3.11 and 7.2; (d) make any discretionary contributions to any of the Frankfort First Existing
Plans; or (e) make any allocation to the account of any participant(s) in any of the Frankfort First
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Existing Plans, other than in the normal course and in accordance with the terms. of the relevant
Frankfort First Existing Plan or except as expressly contemplated by this Agreement.
Notwithstanding anything hereinto the contrary, immediately prior to the Effective Time,
Frankfort First shall use its best efforts to cause the participants in its Junior Officer Recognition
Plan (the “JORP”) to agree that the JORP shall be terminated as of the Effective Time, all
vesting of awards made prior to the Effective Time shall cease as of the Effective Time and any
unvested awards shall expire at the Effective Time, provided that in exchange for the termination
of unvested awards the Bank may agree to pay such participants in the future a cash payment
equal to the Cash Value multiplied by the number of shares of Frankfort First Common Stock as
to which vesting ceased. Such payments shall be made on the same dates and over the same
period of time during which vesting would have continued had the JORP not been terminated,
with:the amount:of each payment equal to the number of shares of Frankfort First Common
Stock that would have vested on such date multiplied by the Cash Value, provided the participant
continues to be an employee of the Bank or an Afﬁliate on the date the payment i$ to be made.

6 6 Contracts and Commi»tments. * Not enter into any contract or commitment or
ehgage in any transaction not in the ‘usual and ordinary course of business and consistent with
Frankfort First's normal business practices and not purchase, lease, sell or dispose of any capital
asset, except for such capital asset transactions which individually do not involve a dollar
amount in excess of $10,000 and Wthh together do.not- mvolve an aggregate dollar amount in
excess of $25 000. : =

6'.7" Indebtedness; Investments.  Not - create, incur, invest in or assume any
Indebtedness or Investment Securities not in the usual and ordinary course of business;-and not,
without the prior written consent of First. Federal, incur costs and expenses in connection with
the transactions contemplated by this Agreement which materially exceed the estimate set forth
in the Frankfort First Disclosure Schedule pursuant to Section 8.5 of this Agreement.

6.8 Preservation of Relationships. Use their best efforts to preserve their business
organizations intact, to retain the services of their present officers and key employees and to
preserve the goodwill of depositors, borrowers and other: customers supphers creditors and
others havmg business relationshlps w1th Frankfort First :

69 Compliance with Laws. Comply with all applicable Laws, except for such
noncompliances which would not individually or in the aggregate have a Material Adverse
Effect on" Frankfort First and the Frankfort F 1rst Sub51d1aries taken asa whole

6. 10 Taxes. Timely and properly ﬁle all federal state, local and foreign tax returns
which are required to be filed, and shall pay or make provrsion for the payment of all taxes owed
by it as: reﬂected on such returns. . w

6.11 ; Amendments; Not amend Frankfort - First's Certificate of Incorporation or
Bylaws, or the Articles of Incorporation or Bylaws of the Bank or any-other Frankfort First
Subsidiary, except as mutually agreed to by Frankfort First and First Federal or as required by
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6.12  Issuance of Stock; Dividends; Redemptions. Not: (a) issue, sell or _buy any
additional shares of stock of any class or grant any warrants, stock appreciation rights, options
(including any options pursuant:to any Frankfort First Stock Option Plan) or rights to subscribe
for or acquire any additional:shares-of stock of any class of Frankfort First or any Frankfort First
-Subsidiary other than the issuance of Frankfort First Common Stock-issuable upon exercise -of
Frankfort 'First Stock Options; outstanding as of the, date-of this Agreement;-(b) except as
provided below, declare or pay any dividend or make any capital or surplus distributions of any
nature, except for Frankfort First's regular quarterly cash dividends not exceeding $.28 per share
for each outstanding share of Frankfort First Common Stock; (c) recapitalize or reclassify any of
their capital stock or liquidate in whole or in part; (d) reacquire any of Frankfort First’s
outstanding shares of capital stock; or (e) effect any stock split, stock d1v1dend or other
reclassification of Frankfort First Common Stock. . - ST

' 6.13 Poli‘cy Changes. Not make a mat,erialv change in any lending, investment, liability,
management or other material policies concerning their ‘business or operations, "except. as
required by Law or as required by the Board of Drrectors of Frankfort Frrst in the exercise of its
fiduciary duties. - L

6. 14 Acqursmon Transactlons Prornptly followmg the executxon of thrs Agreement
Frankfort First shall take affirmative. steps necessary to discontinue, and thereafter not initiate,
solicit or knowingly encourage (including by way of furnishing any information or assistance),
‘or take any other:action to facilitate, any inquiries or the making of any proposal that constitutes,
or may reasonably be expected to lead to, any Acquisition Proposal, or negotiate with any person
in furtherance of such inquires or to obtain an Acquisition Proposal, or agree to endorse, or
endorse, any Acquisition Proposal, or authorize or permit any of its officers, directors or
employees -or any investment banker, financial advisor, attorney, accountant or - other
representative retained by Frankfort First or any of the Frankfort First Subsidiaries to take:any
such action, and Frankfort First shall promptly notify First Federal orally, and confirm in writing,
subject to disclosure being consistent with the fiduciary duties of the Board of Directors of
Frankfort First, all of the relevant details relating to all inquiries and proposals which Frankfort
First or a Frankfort First Subsidiary. may receive relating to-any of such matters; provided,
however, that nothing contained in this Section 6.14 shall prohibit the.Board: of Directors:of
Frankfort . First from: (a) furnishing or permitting any- of -its officers; directors, employees,
-investrnerrt bankers, financial-advisors, attorneys, accountants: or other representatives to furnish
information to: a_my‘;\p;a,rty:3 that requests-information as:to:Frankfort First and/or the Bank or take
any other-action if (i) the'Boadrd of Directors of Frankfort First, in consultation:with its legal
counsel, determines in good faith that such action is required for the Board of ‘Directors. of
Frankfort First to comply with its fiduciary duties to shareholders imposed by applicable Laws,
(i1) prior to furnishing such information to such party, Frankfort First receives from such party an
executed éonﬁdentiality agreement in reasonably customary- form, and (iii) Frankfort First gives
First Federal prior written notice that information will be furnished; or (b) complying with Rules
14d-2 and, 14e-2 promulgated under the Exchange Act wrth regard to an ACqUISlUOD Proposal

X

6.1’5 Frankfort First Ootlons; Frankfort Frrst shall use:its best efforts to cause each
holder of an option outstanding under the Frankfort First Stock Option Plan to agree in writing to
cancel any of their outstanding options to acquire shares of Frankfort First Common Stock in
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exchange for the consideration set forth in Section 2.9 herein. ' In. addition, Frankfort First and
‘First Federal agree that in lieu of granting options to David Harrod pursuant to Section 9 of the
Frankfort' First Option Plan,” immediately. prior to the Closing Frankfort First shall make 'a
“payment of $8,782.70 to Mr. -Harrod, provided Mr. Harrod signs an agreement in form
reasonably satisfactory to First Federal pursuant to which Mr. Harrod agrees that such.payment
-1s in satisfaction: of any and all amounts owed to Mr. Harrod under the Frankfort First Optron
Plan. N \ '

ARTICLE Vil
CONDITIONS PRECEDENT TO THE MERGER

7.1 Conditions to Each Parties Obli.gationsfto Effect -th"e Merger. The respective
obligations of First Federal and Frankfort First to effect the transactions contemplated by this
Agreement shall be subject to the fulfillment-at or- pnor to’ the Closrng and as of the Effectrve
Time of the followmg condmons precedent :

, (a) No Litrganon. No suit, action or other proceeding shall be pending or
overtly threatened before any court in which the consummation of the transactions contemplated
by this Agreement is restrained or enjoinéd or in which the relief requested is to restrain, enjoin

~or prohibit the consummation of the transactions contemplated by this Agreement and, in either
-case, where in the reasonable judgment of either First Federal or Frankfort First, such suit, action
or-other proceeding, is llkely to have-a matenal adverse effect with respect to such party’s
1nterest : -

| (b) Approval - of Frankfort First Shareholders. This Agreement ‘and. the
‘Merger shall have received the requlslte approval and authonzatron of the Frankfort First
Shareholders : «

©) Regulatory Approvals

R o) The Merger this Agreement the transactions contemplated hereby,
shall have been approved by the OTS and any other governmiental entities whose approval is
necessary, all conditions required tobe satisfied prior to the Effective Time imposed by the terms
-of such-approvals-shall have been satisfied, and all waiting periods relating to such approvals
shall have expired. The Reorganization‘also shall have beéii:approved by'the OTS and any other
‘governmental entity whose approval is necessary in order for FlI’St Federal to proceed with the
Reorgamzatron S : : : :

(11) No permission, approval; - determination, ' consént -or waiver
received pursuant to Section 7.1(c)(i) of this Agreement shall contain any condition applicable to
First Federal which is, in the réasonable judgment of First Federal, materially burdensome upon
the conduct of First Federal's business or'which'would so adversely impact the ecoriomic and
business benefits of the Merger or the Reorganization to First Federal so as to render it
: madvrsable to proceed with the Merger or the Reorganrzatron

P
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po(d) Reorganization. The Reorganization shall have occurred, except for any
part thereof which can occur only simultaneously with or subsequent to the Merger. All such
events which shall occur srmultaneously with the Closmg shall occur simultaneously with
Closmg f,‘ : : :

7.2“ Conditions to Obligation of First Federal. The obligation of First Federal to effect
the transaetions contemplated by this-Agreement shall be subject to the fulfillment at or prior to
the Closing and as of the Effective Time of the following additional conditions precedent: -

(a) Compliance with Agreement. Frankfort First shall have performed and
complied in all material respects with :all of its covenants, agreements and other obligations
under this Agreement which are to be performed or complied with by it prior to or on the Closing
Date and as of the Effective Time.

(
"y

(b)  Proceedings and Instruments Satisfactory. All proceedings, corporate:or
other, to be taken in connection with the transactions contemplated by this Agreement, and all
documents incident .thereto, shall be reasonably -satisfactory in form and substance to First

‘Federal, and: Frankfort ‘First. shall have made available to First Federal for examination the
originals or true and correct copies of all documents First Federal may reasonably request in
connectlon with the transactions contemplated by this Agreement.

: (c) Representatlons and Warrantres of Frankfort ‘First.  Each "of the
representatlons and warranties of Frankfort First contained in Article IV of this Agreement, after
giving effect to any update to the Frankfort First Disclosure Schedule Change, shall be true-and
correct, as of the Effective Time with the same force and effect as though made on and as of the

-Effective Time, except for those representations and warranties which address matters only as of
a. particular date (which shall remain true: and correct as of such date), and except.for those
breaches which individually or.in the aggregate do not or would not be reasonably hkely to have
a Material Adverse Effect on Frankfort First. ‘ .

~(d) : No Matertal Adverse Change. During the period from the date of this
Agreement to the Closing Date-and as of:ithe Effective Time there shall not have occurred, and
there shall not exist on the Closing Date and as of the Effective Time;-any condition(s) or fact(s)
having individually or in the aggregate a Material Adverse Effect (irrespective of whether any
such condition or fact was drsclosed in a Frankfort First Disclosure Schedule Change) on
Frankfort First.’ SRRV I o ' :

.+ " (e)  Deliveries at-Closing. Frankfort First shall have delivered to First Federal
such certificates and documents of officers of Frankfort First :and public officials as- shall be
reasonably requested by First Federal to establish the existence of Frankfort First and the due
authorization of this-Agreement and the transactlons contemplated by this Agreement by
Frankfort F1rst : 2 : gy - : . :

4 SRR Accountant Letters Flrst Federal shall have recelved a copy of each of the
followmg letters .from Grant Thomton -LLP, each of which shall be in form and: substance
reasonably satisfactory to First Federal and. shall contain information concerning the financial
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condition of Frankfort First: (1) the letter described in Section. 3 6 of this Agreement (1) a
srmrlar letter dated the Closing Date. S :

(g)  Frankfort First Replacement Employment Agreements. Frankfort First
shall have delivered to First Federal, with respect to each of the Frankfort First Executives who
have Frankfort First Existing Employment-Agreements in effect on:the Closing Date, a Frankfort
First Replacement Employment Agreement in each case dated as of the Closing Date and
executed: on behalf of the Bank by a duly authorized officer and by the appropriate Frankfort
First Executive.

e i (h) = Stock Llstmg Frankfort First: Common Stock shall contmue to have been
listed on the NASDAQ. . . o

(1) Stock Options. All of the outstanding Frankfort First Stock Options shall
have been terminated or canceled as contemplated in Section 2.9 herein.

- () - Cash'in Lieu of Options. The cash payment contemplated in Section-6:15
herein shall have been made, and the wrltten agreement- contemplated in Section 6. 15 herem
+ shall have been entered into. o

k) Dissenting Shares. No greater than 10% of the outstanding shares of
Frankfort First Common Stock entitled to vote at the Frankfort-First Special Meeting as is
contemplated in Section 2.13 herein shall have delivered the wntten notice of intent to demand
. payment pursuant to Section 262 of the DGCL S S :

)] Required Consents.. In addmon to Regulatory Approvals Frankfort Fxrst
-and Bank shall have obtained all necessary third party consents or approvals in:connection with
the Merger, the absence of which would materially and adversely .affect: Frankfort First and
Frankfort First Subsidiaries, taken as a whole. - L « :

7.3 Conditions to Obligation of Frankfort-First. The.obligation of Frankfort First to
effect the transactions contemplated by this Agreement shall be subject to the :fulfillment. at or
prior to the Closmg and. as of the Effectwe Time -of* the followmg addmonal condttlons
precedent SEE L '

(a) Compliance with Agreement. First Federal and Merger Corp. each shall
have performed and complied in all material respects with all of its covenants, agreements and

other obligations under this -Agreement which are to be performed or comphed Wlth by it pnor to
or on the Closmg Date and as of the Effectlve T1me RER TR b

(b) Proceedings and fInstruments Satisfactory.- ~All proceedings, corporate-or
other, to be taken in connection with the transactions contemplated by this Agreement, and all
documents incident thereto, shall be reasonably satisfactory in form and substance to Frankfort
First, and First Federal shall have made available to Frankfort First for examination the originals
or true and -correct copies of all documents which:Frankfort:First may reasonably request in
‘connection with the transactions contemplated by this Agreement. o




(c)  Representations and Warranties - of First. Federal. -Each. -of ‘the
representations and warranties of First Federal and Merger Corp. contained in Article V of this
Agreement, after giving effect to any First Federal Disclosure Schedule Change, shall be true and
correct as of the Effective Time with the same force-and effect as though made on and as of the
Effective Time, except for those representations and warrarnities: which address matters only as of
a particular date (which shall remain true and correct as of such date), and except for those
‘breaches which individually or in the aggregate do not or. would not be reasonably lrkely to have
a Matenal Adverse Effect on First Federal o . T

- (d)  No Material Adverse Change. During the period from the date of this
Agreement to the Closing Date:and’as of the Effective Time there shall not have occurred, and
there shall not exist on the Closing Date and as of the Effective Time, any condition(s) or fact(s)
having individually or in the aggregate a. Material Adverse Effect (irrespective:of whether any
such condition:or fact was disclosed in a Frrst Federal Drsclosure Schedule Change) on Frrst
Federal. S . ST RPN

(e) Deliveries at Closing. First Federal shall have delivered to Frankfort First
'such certificates and documents of officers of First Federal and of public officials as shall be
reasonably. requested by Frankfort First.to establish the. existence of First Federal -and the due
authorization of:this Agreement and:the transactlons contemplated by thrs Agreement by First
Federal. « : :

: ® Opinion of Financial Advisor. :Frankfort First shall have received the
opinion of Howe Bames Investments,ilnc. dated the.date on. which the Frankfort First Proxy
Statement is first mailed to Frankfort First:Shareholders, to the effect that the consideration to. be
received in the Merger by the Frankfort.First Shareholders is .fair to the :FrankfortFirst
Shareholders from a ﬁnancral point of v1ew and such optron shall not have been withdrawn as of
the Closmg Date. - . »

(g) - Accountant Letters Frankfort Frrst shall have recerved a copy of each of
the following letters from' Grant Thornton- LLP; each of whichrshall be in form and substance
reasonably satisfactory to Frankfort First and shall contain information concerning the financial
condition of First Federal: (1) the letter descnbed in Section: 3 6 of thlS Agreement (u) a srmrlar
letter dated the Closing Date. - - .. L CLsln S A

: ' (h) NASDAQ Shares of SHC Common Stock shall have been approved for
quotatron on the NASDAQ T - Lo

i

: (1) Recemt of Mer,ch Cons1derat1on The Exchange Agent in its ﬁducrary '
capac1ty shall have certified receipt of the aggregate Merger: Cons1deratron for all shares of
Frankfort First Common Stock to :be: acqurred hereunder. ‘ ' :

(j) Requ1red Consents In addmon to Regulatory Approvals F1rst Federal
and Merger Corp. shall -have -obtained all necessary third: party consents .or-approvals in
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connection with the Merger, the absence of which would materially and adversely affect First
Federal and First Federal Subsidiaries, taken as a whole.

o ARTICLEVIN -
TERMINATION MISCELLANEOUS - o

8.1 Terminat-ron. This: .Agreement mayz be | terrmnated* and the transactions .
contemplated by this Agreement may be abandoned at any time.prior to the Closing (whether
before or after approval of this Agreement by the Frankfort First Shareholders) as follows:

(a): by mutual written agreement of First Federal and Frankfort First; . - .

4 (b) by First Federal 1f any of the condltrons set forth in Sectlons 7. 1 or 7. 2 of

this Agreement shall not have been fulfilled by the Closing, or within 30 days after receipt of'a
Frankfort First Disclosure Schedule Change indicating a Frankfort First Matenal Adverse Effect
which cannot be reasonably expected to be cured;
o (0) by Frankfort First 1f any of the condttlons set forth in Sections 7.1 or 7.3
of this Agreement shall not have been fulfilled by the Closing, or within 30 days after receipt-of
a First Federal Disclosure Schedule Change indicating a First Federal Material Adverse Effect
which cannot be reasonably expected to be cured,; S

o (d) . by either First Federal or Frankfort First if the Closing has not occurred on
or before:May 31, 2005; provided, however, that the right to terminate under this Section: 8.1(d)
shall not be available to.any party whose failure to: perform. an obligation hereunder has been the
cause of, or has resulted 1n, the failure of the closing to occur on or before such date. :

, (e) Other Agreements By Frankfort Flrst in connectlon Wlth_e‘ntering, into a
definitive agreement or letter of intent with any person with respect to an Acquisition Proposal in
accordance with Section -6.14 herein, provided it has complied .with all provisions thereof, in
which-case First Federal shall be entitled to the fee spe01ﬁed in Sectron 8.5 hereof.

() - Adverse Frankfort F1rst Actlons At any t1me prier to the Effectlve Tlme
by Flrst F ederal if (i) the Frankfort First Board of Directors withdraws or modifies ‘its
recommendation of this Agreement or the Merger in a manner materially adverse to First Federal
or-shall have resolved.or publicly announced or disclosed to any third party its intention to do
any of the foregoing or the Frankfort First Board of Directors shall have recommended to the
Frankfort First Shareholders any Acquisition Proposal or resolved to do so; (i1) a tender offer or
exchange: offer for 25 percent or more of the outstanding shares of Frankfort First Common
Stock is commenced or a registration statement-with réspect thereto shall have been filed and the
Frankfort First Board of Directors, within 10 days after such-tender offer or exchange offer.is so
commenced, either fails to recommend against acceptance of such tender or exchange offer by 1ts
shareholders:or-takes no position with respect to the acceptance of such tender or exchange offer
by its shareholders; or (ii1) Frankfort First-enters into a definitive agreement with respect to. an
Acquisition Proposal.
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8.2  Rights on Termination; Waiver. The representations, warranties, covenants,
.agreements. and other obligations of the parties set forth in this Agreement shall terminate upon
the. termination of this Agreement pursuant to Section 8.1 hereof, except that the agreements set
forth in Section 3.1, and Article VIII of this Agreement shall survive any such termination
indefinitely, and each party to this Agreement shall retain any and all remedies which it may
have for breach of contract provided by Law based on another party's willful failure to comply
with the terms of this Agreement. If any of the conditions set forth in Sections.7.1 and 7.2 of this
Agreement have not been satisfied, First Federal may nevertheless elect to.proceed with the
consummation of.the transactions contemplated by.this Agreement and if any of the.conditions
set forth in Sections 7.1 and 7.3 of this Agreement. have not been satisfied, Frankfort First may
nevertheless elect to proceed with ;the consummation' of,the transactions contemplated by this
Agreement, Any such election to- proceed shall be ev1denced by a cemﬁcate srgned on behalf of
the wa1vmg party by an ofﬁcer of that party. TR

1.

8 3 Surv1val of Representatlons Warrant1es and Covenants .The representations,
warrannes covenants agreements and other obligations of the parties set forth in this Agreement
~.shall terrmnate at the Effective Time; except the covenants, agreements, and. other obl1gatrons of -
the. parties whlch by their terms or nature are contemplated to be performed. after the Effective
Time shall,survive the Effective Time indefinitely:: .

8.4 .. Entire Agreement; Amendment. This Agreement, the Confidentiality Agreement
and the other documents referred to in this Agreement and required to be delivered pursuant to
this Agreement constitute the entire agreement among the parties pertaining to the subject matter
of this Agreement, and supersede. all prior and contemporaneous agreements, understandings,
negotlatlons and discussions of the parties, whether oral or.written, and there are no warranties,
representanons .or, other agreements between the partles An. connectron with the subject matter of
this Agreement, - ‘except as specifically set forth in-this, Agreement.; This Agreement may be
amended by the parties at any time before or after approval of this' Agreement by the Frankfort
First Shareholders, except. that after such approval no amendment shall .be- made withoutthe
further approyal of the Frankfort.First Shareholders if such amendment: .(a) alters or changes the
amount or-kind of shares, securities, cash, property and/or rights to be receiyed in exchange for
or on conversion of all or any of the shares of Frankfort First Common Stock, (b) alters or
changes any term of SHC’s Charter other than as.provided herein, or (c) alters or changes any of
the . terms and, condltlons of this Agreement if such. alteration or change would-adversely affect
the Frankfort First -Shareholders.;, No amendment supplement .modification, waiver or
terrn1nat1on of this Agreement shall be bmdmg unless executed jn writing by the party to: be
bound thereby No waiver of any. of the provisions. of- thls Agreement shall be deemed or shall
constitute a waiver of any- other provision of this Agreement ‘whether or, not s1mllar “nor shall
such waiver constitute a cont1nu1ng waiver unless otherwise expressly prov1ded
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8.5 Expenses.

‘ (a) Except as set forth in this Sectron 8 5, all costs and expenses incurred in
connection with this Agreement and the transactrons contemplated by ‘this Agreement shall be
paid by the party incurring such expenses : -

(b) In order to induce First Federal to enter into this- Agreemerit and- as a
means of compensating First Federal for the substantial direct and’indirect monetary: and other
costs incurred and to be incurred in connectron with ‘this Agréement and thé transactions
contemplated hereby, Frankfort First agrees that if this Agreement is terminated in-accordance
with Seétions 8.1(b) (but only on account of failure of any of the conditions set: forth 1n ‘Section
7.1(b) and paragraphs (a), (b) (©), (&), (D), (g); (i), (), (k) and (1) of Section 7.2 herein), 8.1(d),
8.1(¢) or'8.1(f) hereof and prior to such termination a Termination Event, as defined in paragraph
(c) of this Section 8.5, shall have occurred, Frankfort First will upon demand pay to First Federal
in immediately available funds $1,500,000.00, inclusive of any other amounts that may
otherwise be due and payable in accordance with Sectiori’8.5 hereunder; provided, however, no
such payment shall be due or payable hereunder prior to Frankfort First or Bank éntering into a
written definitive agreement with a third' party with respéct ‘to-an Acquisition Proposalwithin 18
months after termination of the Agréement or within such 18 month period any third- party
person or entlty acquires 25% or more of the Frankfort First’s outstandmg €Common'Stock.

” (c) - For purposes of this Agreemeént, a Termination Event shall mean either of
the following: - S PP T

Sy - Frankfort Flrst or any- Frankfort First: Subsrdrary, wrthout havmg
received First Federal’s prior wtitten consent, shall have entéred into 4 written‘dgreement to
engage in an Acquisition Proposal with any person (the term "“person” for purposes of this
Agreement having the meaning assigned thereto in Section-3(a)(9)-and 13(d)(3) of the Exchange
Act, and the rules and regulations thereunder) other than First Federal or ‘any' Affiliate of First
Federal or the Board of Directors of Frankfort First ‘shall have recommended that the
shareholders of Frankfort Firstapprove or accept any Acqulsltron Proposal with any person other
than Fi 1rst Federal or any Afﬁhate of Flrst Federal or S
‘ S (11) ‘Aftér a bona fide ‘written proposal 1s made by -any- person* other
than-First Federal or- any-Affiliate 6f First Federal to Frankfort First of 'its sharéholders to éngage -
i an’ Acqursmon Proposal; either (A) Frankfort First shall have breached’ any covenant or
obhgatron contained in this Agreement and-such breach would entitle First Federal to terminate
this Agréement, (B) the holders of Frankfort First Common- Stock shall not have approved this
Agreement 4t the Frankfort First Special Meeting, such Frankfort First. Special Meeting shall not
have been held in a timely manner or shall have been-postponed, delayed or enjoined prior to
termination of this Agreement except as a result of a judicial or administrative proceeding or
Frankfort First’s Board of Directors shall have (i) withdrawn or modified in a manner materially
adverse to First Federal the recommendation of Frankfort First’s Board of Directors with respect
to this Agreement, or announced or disclosed to any third party its intention to do so, or (it)
failed to recommend, in the case of a tender offer or exchange offer for Frankfort First Common
Stock, against acceptance of such tender offer or exchange offer to its shareholders or takes no
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position with respect to acceptance of such tender offer or exchange by its stockholders, or (C)
the Frankfort First Board of Directors-makes the provisions of Article XIV(B) or Article XV of
Frankfort First’s Certificate of Incorporatlon mapphcable to stich Acqulsmon Proposal

(d) To compensate Frankfort Federal for its costs Flrst cheral agrees that, 1f
(1) Frankfort First shall terminate this Agreement pursuant to Section 8.1(c), except for non-
fulfillment of any of the conditions set forth in -Sections 7.1 unless non-fulfillment of the
condition in Section 7.1 was the direct result-of .the failure of First Federal to use its best efforts
to take, or cause to be taken, all action and to do, or:cause to be done, all things necessary or
advisable to consummate the transactions contemplated. by this Agreement, or (ii) First Federal
terminates this Agreement for any reason other than the grounds for termination set forth in
Section 8.1 (a), (b), (d) or (f) then First Federal shall pay:to Frankfort First, within five (5)
business days of receipt by First Federal of ‘a written. notice from Frankfort First evidencing
Frankfort First's documented expenses incurred in connection with its efforts to enter into and
perform its obligations under this Agreement an amount-equal to Frankfort First's documented
expenses. SR

8.6<5 Goveming Law. This Agreement shall'be construed and interpreted according to
the Laws of the Commonwealth of Kentucky: = i .«

8.7  Assignment. This Agreement shall not be assigned by operation of law or
otherwise, except that First Federal may assign all or any.of its rights hereunder and thereunder
to any: Affiliate in: connection-with the Reorganization or as. provided-in Section-2.16. hereof,
‘prov1ded that no such. a551g11ment shall reheve Flrst Federal of its obhgatlons hereunder ‘

8.8 Notlces. All commumcatlons or notices requlred or permltted by this Agreement
shall be in writing and shall be deemed to have been given at the earlier of the date when actually

~delivered to an.officer of a party-by personal‘delivery .or:telephonic facsimile transmission
(receipt electronically confirmed) or two days after deposited in the United States mail, certified
or registered mail; postage prepaid, return:receipt requested, and addressed:as follows; unless and
until any of such parties notifies the others in accordance with this Section of'‘a change of
address

.IF TO FIRST FEDERAL SRE 5:‘~F1rst Federal Savmgs and Loan Assomatlon NIE RO
sty s Thony Dy Whitaker s o 0 e e “ CHRNY
o . mi-President oo P S P
+ 479.Mdin St’reet‘ : AN
PO Box 1069 . S S TSR
.. Hazard, Kentucky 41702~ 1069 P
Fax No.: (606) 436-0872 . SR

ey
1

Do

RS s : thh acopy to::

Lo ene .‘GaryR Bronstem Esq : o
P o T Muldoon Murphy- Faucette & Aguggla LLP
5101 Wisconsin Avenue, NW
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Washington, DC 20016
Fax No.: (202) 966-9409

IF TO FRANKFORT FIRST: Frankfort First Bancorp, Inc.
SRV B Don D. Jénnings-
L President :
I - 216 West Main Street
o ' P.O. Box:535 i Ch
1 ' , ‘ Frankfort, Kentucky: 40602-0535 .
P : ‘Fax No.: (502) 223 7136

w1th a copy to:: -
. Victor Baltzell Esq
Ackerson &: Yann, P.S.C.
- Attorneys at Law ‘
One Riverfront Plaza
401 West Main Street
- Suite 1200: ;.o o
Louisville, Kentucky 40202
Fax No.: (502) 589-4997
- , }
8.9 - Counterparts; Headlngs This Agreement may‘ be executed in several
counterparts, each of which shall be deemed an original, but such counterparts:shall together
constitute but one and the same Agreement. .The Table of Contents and Article and Section
headings in this Agreement are inserted for convenience of reference only and shall not
constitute a part hereof. : ' :

8.:10 Integgretation. - Unless the context requires: otherwise, all words used in this
Agreement in the singular number shall extend to-and include the plural; all words in the plural
number shall-extend to and include the smgular and a]l words an any gender shall extend to and
include all genders. : : - : ,

8.11 Severability. If any. provision, clause, or part of this Agreement, or the
application thereof under: certain. circumstances, is:-held invalid, the remainderiof this Agreernent,
or the application of such provision, clause -or part-under other circumstances, shall not be
affected thereby unless such invalidity materially -impairs the ability of the parties to
consummate the transactions contemplated by this Agreement. If, however, any provision of this
Agreement is held invalid by a court of competent jurisdiction, then the parties hereto shall in
good faith amend this Agreement to include an alternative provision that accomplishes a result
which is not materially different. ‘

8.12  Specific Performance. The parties agree that the assets and business of Frankfort
First as a going concern constitute unique property. There is no adequate remedy at Law for the
damage which any party might sustain for failure of the other parties to consummate the Merger
and the transactions contemplated by this Agreement; and accordingly, each party shall be

A-58




entitled, at:its optlon to the remedy of spec1ﬁc performance to enforce the Merger pursuant to
thlsAgreement < : o : RTINS G R :

8.13 " No Reliance.  Except for the parties to this' Agreement, any Indemnified Parties
under Section 3.5 of this Agreement and any assignees permitted by Section 8.7 of this
Agreement: (a) no Person is entitled to rely on any of the representations, warranties and
agreements of the parties contained in this Agreement; and (b) the parties assume no liability to
any Person because of any reliance on the representations, warranties and agreements of the
parties contained in this Agreement.

8.14  Further Assurances. If, at any time after the Effective Time, any further action is

necessary or desirable to carry out the purposes of this Agreement and to vest SHC with full
right, title and possession to all assets, properties, rights, privileges, powers and franchises of
either Merger Corp. or Frankfort First, the officers of SHC are fully authorized to take any such
action in the name of Merger Corp. or Frankfort First.




IN WITNESS WHEREOF, the parties have caused this Amended and Restated
Agreement of Merger to be duly executed as of the day and year first above written. -

! : FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION

L

By: ./s/ Tony Whitaker: L N T
‘ Tony Whitaker co — S T
o President gy C L - IR

Attest:

J/RoyPulliam = o = i ow e
Roy Pulliam, Secretary .. T s

FRANKFORT FIRST BANCORP, INC.
By: /s/ Don Jennings

Don Jennings
President

Attest:

/s/ Danny A. Garland
Danny A. Garland, Secretary
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EXHIBIT 1

July 2004 )

First Federal Savings and Loan Assocratlon
P.O. Box 1069 ‘ '
Hazard, Kentucky 41072

To the Board of Directors: ‘ o SR R

The undersrgned is a director of Frankfort First Bancorp, Inc. (“Frankfort First”) and the
beneﬁc1al holder of shares of common stock of Frankfort First (the “Frankfort Flrst Common
Stock™). v :

Frrst Federal Savings and Loan Association (“First Federal”) and Frankfort First-are
considering the execution of an Agreement and Plan of Merger (the: “Agreement ") contemplating
the acquisition of Frankfort First through the merger of Frankfort First with and into a to-be-
formed subsidiary of mid-tier holding company to be formed in connection with First Federal’s
reorganization into the mutual holding company form of organization (the “Merger”) The ,
execution of the Agreement by First Federal is subject to the execution and dehvery of this letter
agreement.

In consideration of the substantial expenses that First Federal will incur in connection
with the transactions contemplated by the Agreement and to induce First Federal to execute the
Agreement and to proceed to incur such expenses, the undersigned agrees and undertakes, in his
capacity as a stockholder of Frankfort First, and not in his capacity as a director or officer of
Frankfort First, as follows:

1. While this letter agreement is in effect the undersigned shall not, directly or
indirectly, except with the prior approval of First Federal, (a) sell or otherwise dispose of. or. . 4
encumber prior to the record date of the Frankfort First Meeting (as defined in. the. Agreement)
any or all 'of his shares of Frankfort First Common Stock, or (b) deposit any shares of Frankfort
First Common Stock into a voting trust or enter into a voting agreement or arrangement, with.
respect to any shares of Frankfort First Common Stock or grant any proxy with respect thereto,
other than to other members of the Board of Directors of Frankfort First for the purpose of voting
to approve the Agreement and the Merger and matters related thereto.

2. While this letter agreement is in effect the undersigned shall vote or cause to be ..
voted all of the shares of Frankfort First Common Stock that the undersigned shall be éntitled to
so vote, whether such shares are beneficially owned by the undersigned on the date of this letter
agreement or are subsequently acquired: (a) for the approval of the Agreement and the Merger at
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3. the Frankfort First Meeting; and (b) against any Acquisition Proposal (as defined
in the Agreement) (other than the Merger).

4. The undersigned acknowledges and agrees that any remedy at law for breach of
the foregoing provisions shall be inadequate and that,-in addition to any other relief which may
be available, First Federal shall be entitled to temporary and permanent injunctive relief without
having to prove actual damages.

5. The foregoing restrictions shall not apply to shares with respect to which the
undersigned may have voting power as a fiduciary for others. In addition, this letter agreement
shall only apply to actions taken by the undersigned in his capacity as a stockholder of Frankfort
First and, if applicable, shall not in any way limit or affect actions the undersigned may take in
his capacity as a director or officer of Frankfort First.

6.,  This letter agreement shall automatically terminate upon the earlier of (i) the
favorable vote of Frankfort First’s stockholders with respect to the approval of the Agreement
and the Merger (n) the terminiation of the Agfeement in accordarice with its terms or (Gi1) the
Effective Trme (as that term is defined in the Agreement) of the Merger.

_'f" A’7 i As ‘of the date hereof: the' under51gned has votmg power w1th respect tO
S ’ shares of Frankfort FlI‘St Common StOCk

¢

IN WITNESS WHEREOF the under51gned has executed this agreement as of the date
ﬁrst above wntten ‘

Very truly yours,

Print Name

Accepted ‘and agreed to as of ENE
the daté ﬁrst above wntten

s R R el m e : B R
Firsthederal’Savings and Loan Association

o

By Tony D. Whltaker
Its Pre51dent

¢
{ ¥
P N

oy L .
PR
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EXHIBIT 2

,200 B o

First Federal Savings and Loan Assomatlon
479 Main Street : '
Hazard, Kentucky 41702 1069

Ladies and Gentleme'n:

I have been advised that I'may be deemed to be, but do not admit that:I am, an “affiliate”
of Frankfort First Bancorp, Inc., a Delaware:corporation (“FFB”), as that term is.defined in Rule
144 and used in Rule 145 promulgated by the Securities and Exchange Commission (the “SEC”)
under the Secunties Act of 1933, as amended (the “Secunties Act”). Iunderstand that pursuant
to the terms of the Agreement of Merger, dated as of July 15, 2004 (the “Merger Agreement”),
by and between FFB and First Federal Savings and Lean ‘Association, a federally chartered -
mutual savings ‘and loan association (“FFSL”), FFB will be acquxred by FFSL by means ofa"
merger (the ‘Merger”).

I further understand that as a result of the Merger, I may receive shares of common stock,
par value $0.01 per share, of Kentucky First Federal Bancorp, Inc., the federal subsidiary holding
company to be formed’by FFSL: (“Kentucky First Common Stock”) in exchange for shares of
common stock par value $0.01 per share of FFB (“FFB Common Stock™). '

1 have carefully read thls letter and reviewed the Merger Agreement and discussed their
requirements and other applicable limitations upon my ability to sell, transfer, or otherwise
dispose of Kentucky FII‘St Common Stock, to the extent I felt‘necessary w1th my counsel or
counsel for FFB ' : S a :

I represent, warrant and covenant with and to FFSL that n the event I recexve any shares
of Kentucky F1rst Common Stock asa resu]t of- the Merger BT AE

T:' * Ishall not make any sale, transfer, or other disposition of such shares of Kentucky
First Common Stock unless (i) such sale; transfer or ‘'other disposition has been registered under -
the Securities Act, which is not anticipated, (ii) such sale; transfer or other disposition is made in
conformlty with the provisions of Rule 145 under the Securities Act (as such rule may be
amended from time to time), or (iii) in the opinion of counsel in form and substance réasonably
satisfactory to FFSL, or under a “no-action” letter obtained by me from the staff of the SEC,
such sale, transfer or other disposition will niot violate the regxstratlon requlrements of; or is
otherwise: exempt from reg1strat10n under, the Secuntles Act. ' -
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2.« Tunderstand that, subject to the last paragraph of this letter, FFSL is under no
obligation: to register the sale, transfer or other disposition of shares of Kentucky First Common
Stock by me or on'my behalf under the Securities Act or to take any other action necessary to
make compliance with an exemption from such registration available.

3. [ understand that stop transfer instructions will be given to FFSL’s transfer agent
with respect to shares of Kentucky First Common Stock issued to me as a result of the Merger
and that there will be placed on the certificates for such shares, or any substitutions therefor, a
legend stating in substance:

“The shares represented by this certificate were issued as a result of the merger of
a subsidiary of Kentucky First Federal Bancorp, Inc. with and into Frankfort First
Bancorp, Inc., in a transaction to which Rule 145 promulgated under the
Securities Act of 1933 applies. The shares represented by this certificate may be
transferred only in accordance with the terms of a letter agreement between the

. registered holder hereof and First Federal Savings and Loan Association, a copy’
of which agreement is on file at the prmcxpa] ofﬁces of First Federal Savings and
Loan Assoc1at10n : o : - :
o . .

4. I understand that unless the transfer by me of the Kentucky First Common Stock

issued to me as a result of the Merger has been registered under the Securities Act or such. .

transfer is: made in conformity with the provisions of Rule 145(d) under the Securities Act, FFSL

reserves the right, in its sole discretion, to place the following legend on the.certificates for such

shares, or any substitutions therefor, issued to my transferee: ) '

“The shares represented by this certificate have not been registered under the ~ , -
‘Securities. Act.of 1933 and were acquired from [SHAREHOLDER] who, in turn, .
received such shares as a.result of the merger of a subsidiary of Kentucky First
Federal Bancorp, Inc. with and into Frankfort First Bancorp, Inc., in a transaction
to which Rule 145 under the Securities Act of 1933 applies. The shares have.been

acquxred by the holder not with a view to, or. for resale in.connection wrth any,

. distribution thereof within the meaning of the Securities Act of 1933 and may not.
be offered, sold, pledged or otherwise transferred except in accordance with an
exemption from the registration requirements of the Securities Act of 1933.”

It is understood and agreed that the legends set forth in paragraphs (3) and (4) above shall
be removed by delivery of substitute certificates without such legends if I shall have delivered to
FFSL (i) a copy of a “no action” letter from the staff of the SEC, or:an opinion of counsel in
form and substance reasonably satisfactory to FFSL to the effect that such legend is not required
for purposes of the Act, or (i1) evidence or representations satlsfactory to. FF SL that Kentucky
First Common Stock represented by such certificates is being.or has been sold in conformity
with the provisions of Rule 145(d).

i ﬁlrther understand and azgr_ee thzt,t.t.he prdVi_sions of R'uile 145 shall app]y to.all shares: Qf .

Kentucky First Common Stock that my spouse, any relative.of mine, or any relative of my, .
spouse, any one of whom has the same home as me, receives as a result of the Merger.
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'By acceptance hereof, FFSL agrees, for a period of two years after the Effective Time (as
defined in the Agreement) that, so long as it is obligated to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934, as amended, that it will use commercially
reasonable efforts to timely file such reports so that the public information requirements of Rule
144(c) promulgated under the Securities Act are satisfied and the resale provisions of Rule

145(d)(1) and (2) are therefore avallable to me 1f I de31re to transfer any Kentucky First Common
Stock xssued to me in the Merger.” N S -

" Very truly yours,

By:
Name:

Accepted this day of ,200__

First Federal Savings and Loan Association

By: Tont D. Whitaker B
Its: President and Chief Executive Officer
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Directors and Officers of SHC . .-.; . .
Directors:j Tony D. Whitaker o
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Don.D. Jennings e

David R. Harrod " o . -
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Officers:
Name Title
Tony D. Whitaker Chairman of the Board and Chief ExecutlveOfﬁcer :
Don D. Jennings President and Chief Operating Officer
R. Clay Hulette Vice President, Chief Financial Officer and Treasurer

Roy Pulliam Vice President and Secretary




EXHIBIT 4

: FORM OF
EMPLOYMENT AGREEMENT

: THIS AGREEMENT (the “Agreement”) made thls day of - , 2004, by
and between. [COMPANY], a federally chartered corporation: (the ‘“Company”), FIRST
FEDERAL SAVINGS BANK OF FRANKFORT, a federally chartered savmgs institution (the
“Bank”) and __ " - (the “Executive”).

WHEREAS Executxve serves the Company and the Bank in a posmon of substantial
resp0n51b1hty,

WHEREAS, the Company and the Bank wish to assure the services of Executive for the
penod prov1ded in this Agreement; and ‘ = BRI

WHEREAS Executive is w1111ng to serve in the employ of: the Bank on a full-time basis

for said period.

NOW, THEREFORE, in consideration of the -mutual covenants herein contained, and
upon the other terms and conditions hereinafter provided, the parties hereby agree as follows:

1.  Employment. Executive is employed as President of the Company and [title] of
the Bank: Executive shall. perform all duties and-shall -have all powers. which are commonly
incident to.those offices. During the term of this Agreement, Executive also agrees to serve, if
elected, asian officer and/or director of any subsidiary-of the Company and‘the Bank and in such
capacity will carry out such duties and responsibilities as are reasonably appropriate to that
office.

: 2. ;. ~Location and Facilities. Executive will be furnished with the working facilities
and staff customary for executive officers with the title and duties set forth in Section.1-and as
are necessary for him to perform his duties. The location of such facilities and staff shall be at
the pnnmpal administrative. ofﬁces ofithe. Bank or at;such other site or: sxtes;customary for such
offices. 1. . peoe o otal gL el WU ET TR D ke LT T S

3. Term. C e

a. ¢ ..The term of this Agreement shall be (1) the initial term, consisting of the period

~* commencing.on the:date of this Agreement (the “Effective Date”) and ending on

- the third anniversary of the Effective Date, plus (11) any and all extensxons of the
initial term made pursuant to this Section 3. . ' :
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b.: Commencing on the first year anniversary date of this Agreement, and continuing
on each anniversary thereafter, the disinterested members of the boards of
directors of the Bank and the Company may extend the Agreement for an
additional one-year® period beyond- the then effective expiration date, unless
Executive elects not to extend the term of this Agreement by giving written notice
in accordance with Section 19 of this- Agreement. The Board of. Directors of the

~:Bank (the “Board”) will review Executive’s performance annually for purposes of
determining whether to‘extend the Agreement and the rationale and results there6f
shall be included in the minutes of the Board’s meeting. The Board of Directors
of the Bank shall give notice to Executive as soon as p0331b1e aﬁer such review as

~ - to whether the Agreement 1s:to be extended: SR : ‘

4, Base Compensation.

a.  The Company and the Bank agree to pay Executive duringthe term of: this
Agreement a base salary at the rate of § per year, payable in
. accordance with customary payroll practices. C

b.: The Board shall review annually the rate of Executive’s base salary based upon

factors they deem relevant, and may maintain or increase his salary, provided that

.. no such actionishall reduce the rate of salary below the rate in. effect on the
Effective Date.

wc.. + In the absence of action by the. Board; Executive shall continue to receive salary
“1 . at the annual raté specified on the Effective Date or, if another rate has'been
established ‘under’ the " provisions -of this: Seéction 4, the rate last. properly

4 ©  established by action of the Board under the provisions of this Section 4.

5. Bonuses. Executive shall be entitled to participate in discretionary bonuses or
other.incentive compensation programs that the Company.and the Bank may award from time to
time to senior management employees pursuant to bonus plans or otherWISe -

g Gy ‘ Dt : ‘,, . Lo i

IR LAY | TR Benefit_-'Plans.;.(; Executlve shall be:::en'titled‘? to'partlcxpate insuch life insurance,
medical, dental, pension, profit sharing, retirement and stock-based compensation plans' and
other programs and arrangements as may be approved from time to time by the Company and the
Bank for the benefit of their employees. ~

7.1+ Vacation and Leave. ‘At 'such- reasonable times as.the Board shall in its
discretion' permit, Executive shall be entitled;:without loss of pay, to absent:himself voluntarily
from the performance of his: employment under '[hlS Agreement all such voluntary absences to
count as vacation time, provided that: ' . R :

a. Executive shall be entitled to an annual vacation in accordance with the policies
that the Board periodically establishes for senior management employees.
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b. x Executive:shall accumulate any unused vacation and/or sick leave from one fiscal
i year to the next, in either case to the extent authorized by the Board, provided that
the Board shall not reduce previously accumulated vacation or sick leave.

c.-. In addition to the above mentioned paid vacations, Executive shall be entitled,
= without loss of pay, to absent himself voluntarily from the performance of his
" employment for such additional periods of time and for such valid and legitimate
reasons as .the Board may 'inits' discretion determine. Further, the Board may
grant Executive a leave or leaves or absence, with or without pay, at such time or
. times and upon such terms and condmons as the Board n 1ts dlscretlon may

- rdetermme S AT

8. Expense Payments and Reimbursements. Executive shall be reimbursed for
all reasonable out-of-pocket business expenses that he shall incur in connection with his services
‘under-this Agreement upon substantiation of such expenses n . accordance with applicable
pohc1es of thc Company and the Bank. foEe £

9. ~ Automobile Allowance." Dunng the term of thlS Agreement, EXCCUthC may be
entitled to'an automobile allowance. In the event such automobile allowance 1s provided by the
‘Company or the Bank, Executive shall comply with reasonable reporting and expense limitations
‘on the use of such automobile as may be established by the Company or‘the Bank from time to
time, and the Company or the Bank shall annually include on Executive’s Form W-2 any amount
of income attributable to Executive’s personal use of such automobile.

10.; Lovalty and Confidentiality.

¢ a., During the'term of this Agreement and except for illnesses, reasonable vacation
. periods, and- reasonable leaves of absence, Executive: (i) shall devote his full
business time, attention, skill, and efforts to the faithful performance of his duties
i hereunder; provided, however, that from time to time, Executive may serve on the
- -boards of directors of, ‘and hold any other offices or positions in, companies or
- -organizations which will not present any conflict of interest with the Company or
i -.the. Bank or any of their. subsidiaries ‘or affiliates or unfavorably affect the
i+ performance of Executive’s duties pursuant to this Agreement, or violate any
wrsioovio applicabléstatute or regulation and (i) shall-not engage in“any business or activity
"ot ' contrary-to the business affairs or interests of the Company or the Bank. “Full
. . business time” is-hereby ‘defined as that amount of time usually devoted to like
.= ., companies and institutions by similarly situated executive officers.

b. ;  Nothing contained in this Agreement shall prevent or limit Executive’s nght to
invest in the capital stock or other securities of any business dissimilar from that

~ ofthe Company and the Bank or, solely as a passwe mmonty investor, in any
business: o : B

¢ ;. Executive agrees to maintain the confidentiality -of any and all information
concerning the operation or financial status of the Company and the Bank; the




St names or addresses of any of its borrowers, depositors and other customers; any
information concerning or obtained from such customers; and any other
“information concerning the Company and the Bank to which he may be exposed
during the course of his employment. Executive further agrees that, unless
required. by law or specifically permitted by the Board in writing, he will not
disclose to.any person or entity; either during .or subsequent to his employment,

: any of the above-mentioned information which is not.generally known to the
; public, nor shall he employ such information in any way other than for the benefit
of the Company and the Bank :

11. Termmatlon and Termmatlon Pav Subject to Sectron 12 of this Agreement,
Executive’s employment under this Agreement may be terminated in the following
circumstances: : T

a. . Death. Executive’s employment under this Agreement shall- terminate upon his
death during the term of this Agreement, in which event Executive’s estate shall
be entitled to receive the compensation due to Executlve through the last day of
the calendar month in Wthh his death occurred

b. Retirement This Agreement shall be terminated upon Executive’s retirement
; under the retirement benefit plan or plans in which he participates pursuant to
Section 6 of this Agreement or otherwise. :

c. Disability.

. 1. The Board or Executive méy'terminate Executive’s employment after
R having determined Executive -has a Disability. For purposes of this
Agreement, “Disability” means a physical or mental infirmity that impairs
- Executive’s -ability to substantially perform his duties under this
. Agreement and that results in Executive becoming eligible for long-term
. . disability benefits under any long-term disability plans of the Company or
! the Bank (or, if there are no such plans-in effect, that impairs Executive’s
; - ability to substantially ‘perform his duties under this' Agreement for a
G - -period . of one hundred-eighty-(180). consecutive days). - The Board shall
- . determine whether or not Executive 1s and continues to be permanently
b .~ -disabled for purposes of -this Agreement in :good  faith, based upon
(= -+ competent medical advice and other factors that they reasonably believe to
be relevant. - As a condition to any benefits, the Board may require
Executive to submit to such physical or mental evaluations and tests as it

deems reasonably appropnate

i. In the event of such Dlsablllty, Executtve shall. be entitled to the
compensation and benefits provided for under this Agreement for (1) any
period during the term of this Agreement and prior to the establishment of
Executive’s Disability during which Executive is unable .to work due to
the physical or mental infirmity, and |(2) any period of Disability which is
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d. i

iy

prior to Executive’s termination of employment pursuant to this Section

- Ilc.; provided, however, that any benefits paid pursuant to the Company’s
“or the Bank’s long-term disability plan will continue as provided in such

plan without reduction for payments made pursuant to this Agreement.
During any period that Executive receives disability benefits and to the
extent that Executive’ shall be physically ‘and mentally able to do so, he

~shall furnish such information, assistance and documents’so as to assist in

the continued ongoing business of the Company and the Bank and, if able,
he shall make himsélf available to the Company and the Bank to undertake
reasonable assignments consistent with his prior position and his physical
and mental health. The Company or the Bank shall pay all reasonable
expenses Incident to the performance:of any assignment given to

Executxve durmg the Dlsabxhty perlod

1

Term1nat10n for Cause.

A -Iﬂcompeten'ce;‘

4,

The -.Bo,ard may, by written notice to Executive-in the form and manner

~specified in this paragraph, immediately terminate his employment at any
+ time, for “Cause.” . Executive shall have no right to receive compensation

or other benefits- for-any period “after termination for Cause except for
vested benefits. Termination for Cause shall mean termination because of,
in the good faith determination of the Boatd, Executive’s:::

() Personal dishonesty, = -~ .~

ST

3) - Willﬁli‘vmisconduct;

. (4) Breach of ﬁduCIary duty 1nv01v1ng personal profit;

B

“(5) Intentlonal fallure to: perform stated dutles under this Agreement;

R

2 (6). ¢ ~fWi‘llful violat.ion':of any law; rule or *’rieg'ulation (other than traffic

" wviolations-or similar roffenses)’ thatreflécts adversely on the
reputation of the'Company or the'Bank, any felony conviction, any
violation of law involving moral turpltude or any violation of a
'ﬁnal cease- and desist: order for + R

7 Material breach by Executive of any provision of this Agreement.

- Notwithstanding the foregoing, Executive shall not be deemed to have

beenterminated ‘for Cause -unless there shall have been delivered to

. Executive a copy of a resolution difly: adopted by the affirmative vote of a

majority of the:entire:membership of the Board at'a meeting of such Board
called and held for the purpose (after reasonable notice to Executive and




an opportunity for Executive to be heard before the Board with counsel),
of finding that, in the good faith opinion of the Board, Executive was
guilty ‘of the conduct described, above and specifying the particulars
thereof.

Voluntary Termination by Executive. In addition to his other rights to terminate

under-this Agreement, Executive may voluntarily terminate employment during
- the term of this Agreement upon at least ninety (90) days’ prior written notice to
the Board, in which case Executive shall receive only his compensation, vested

rights-and employee benefits up to the date of his termination.

- . Withoﬁi Cause or With Good Reason.

1.

- lii.

In addition to termination pursuant to Sections 1la. through lle., the
Board may, by written notice to Executive, immediately terminate his
employment at any time for a reason other than Cause (a termination

-~ “Without Cause”) and Executive may, by.written notice to the Board,
- immediately terminate this Agreement at any time within ninety (90) days
.-; -following an event constituting “Good Reason,’

>

as defined below (a
termination “With Good Reason”).

-Subject to Section 12 of this Agreement, in the event of termination under

this Section 11f., Executive shall be entitled to receive his base salary for
the remaining term of the Agreement paid in one lump sum within ten (10)
calendar days of such termination. Also, in such event, Executive shall,
for the remaining term of the Agreement, receive the benefits he would
have received during the remaining term of the Agreement under any
retirement programs (whether tax-qualified or non-qualified) in which
Executive participated prior to his termination (with the amount of the
benefits-determined by reference to the. benefits received by Executive or
accrued on his behalf under such programs during the twelve (12) months

. -preceding his termination) and continue to participate in any benefit plans

of the Company or the Bank that provide health (including medical and

--;:dental), life or disability insurance, or similar coverage, upon terms no less
. -favorable-than the most favorable terms provided to senior executives of
'the - Company or.the Bank during such period. In the event that the

Company or:the Bank are unable to-provide such coverage by reason of
Executive no longer.being ari employee, the Company or the Bank shall
provide Executive with comparable coverage on an individual policy

- basis. -

“Good Reason” shall exist if, without Executive’s express written consent,
the ‘Company and the Bank materially breach any of their respective
obligations under-this . Agreement. Without limitation, such a matenal
breach shall be deemed to. occur upon-any of the following:
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(D A material reduction-in Executive’s responsibilities or authority in

connection with his employment with the Company or the Bank;

(2) - Assignment to Executive of duties of a-non-executive nature or
duties for which he is not reasonably equlpped by his skills and
’ expenence

(3) Failure ‘of Executive :to be nommated or renominated to the

‘ Company s Board,;

4 A :r'eductlon‘ in* salary or benefits contrary to the terms of this

Agreement, or, following- a Change in' Control as defined in
Section 12 of this Agreement, any reduction in salary or material

:reduction in.benefits below the:amounts to which Executive was
entitled prior to the Change in Control,

(5)  Termination of incentive and benefit plans, programs or
arrangements, or reduction of Executive’s participation to such an
extent as to ‘materially reduce their aggregate value below their

‘ aggregate value as of the Effective Date

(6) A requlrement that Executive relocate his principal business office
-or his principal place of residence outside of the area consisting of
a thirty (30) mile radius from the current main office and any
branch of the Bank, or the assignment to Executive of duties that
‘would reasonably require such a relocation; or

(7 Liquidation or dissolution of the Company or the Bank.
Notwithstanding the foregoing,-a reduction or elimination of Executive’s

benefits under one or more benefit plans maintained by the Company and
the Bank as part of a-good. faith, overall reduction or elimination of such

- plansior.benefits thereunder-applicable: to all participants in a manner that
- does not'‘discriminate against Executive (except as such discrimination

may be necessary to comply with law)-'shall not constitute an event of
Good Reason or a material breach of this Agreement, provided that

‘benefits of the type or to the general extent as. those offered under such
- plans prior to ‘such reduction or elimination are.not available to other

officers of the Company and the Bank or any company that controls either
of them under a plan or plans-in or under which Executive is not entitled

- to part101pate

Con’tinumg Cov’ena‘nt Not to Compete or Interfere with Relationships. Regardless

* . of anything herein to the contrary, following a termination by the Company and
the Bank or Executive pursuant to Section 11£.:




‘Executive’s, obligations under Section 10c. of this Agreement will
-. .continue. in effect; and ‘

~During the: period ending on the first anniversary of such termination,
..Executive shall not serve as an officer, director or employee of any bank

holding company, bank, savings bank, savings and loan holding company,
or mortgage company (any of which shall be a “Financial Institution”)
which. Financial . Institution offers products or services competing with
those offered by the Bank from any office within fifty (50) miles from the
main office or any branch of the Bank and shall not interfere with the
relationship of the Company and. the- Bank and any of its employees,

. agents or-representatives.

i, Termination. in;Connectlon with a Change-in Control.

For purposes of this Agreement a “Change n Control” means any of the

1.

Rty

. followmg events:

Merge The ‘Company merges into -or consolidates with another

corporation, or merges another corperation. into the Company, and as a
result less than a majority of the combined voting power of the resulting
corporation immediately after the merger or consolidation 1s held by

.persons who were stockholders of, the Company immediately before the

merger or consolidation.

Aequi‘sition of ,Signiﬁeant Share. Ownership: The Company files, or is

required to file, a report on Schedule 13D or another form or schedule

' (other .than Schedule 13G) required under Sectioris 13(d) or 14(d) of the

Securities Exchange Act of 1934, if the schedule discloses that the filing

. /person or persons acting in concert has.or have become. the beneficial
. owner of25% or more of a class of the Company’s voting securities, but
this clause (b)-shall not apply to beneficial ownership of Company voting
shares held in-a fiduciary capacity-by an entity of which the Company
directly or 1nd1rect]y beneﬁc1ally ‘owns 50% :or-more of its outstanding

.. voting secuntles f ’ :

Change‘:in Board :Composition.:- During any period of two consecutive

. _years, individuals who constitute the Company’s, Board of Directors at the
. beginning of the two-year period cease for any reason to constitute at least

a majority of the Company’s Board of Directors; provided, however, that
for purposes of this clause (iii), each director who is first elected by the
Board (or first nominated by the Board for election by the stockholders)

.. by a vote of at least two-thirds (2/3) of the directors who- were directors at

the begmmng of the two-year period shall be deemied to have also been a
director at the beginning of such period; or '
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v, Sale of Assets: The Company sells to a third party.all or substantially all
of its assets.

Notwithstanding anything in this Agreement to the contrary, in no event shall the
conversion of ‘the Bank from ‘mutual to stock form constltute a “Change In
Control” for purposes of this Agreement

Termination. If within the period ending two years after a Change in Control, (i)
the Company and the Bank shall terminate Executive’s employment Without
Cause, or (i1) Executive voluntarily terminates. his employment with Good
Reason, the Company and the Bank shall, within ten calendar days of the
termination  of Executive’s employment, make a lump-sum cash payment to him
equal to three times Executive’s average Annual Compensation over the five (5)
most recently completed calendar years ending with the year immediately
preceding the effective date of the Change in Control. In determining Executive’s
average Annual Compensation, Annual Compensation shall include base salary
and any other taxable income, including, but not limited to, amounts related to the
granting, vesting or exercise of restricted stock or stock option awards,
commissions, bonuses (whether paid or accrued for the applicable period), as well
as retirement benefits, director or committee fees and fringe benefits paid or to be
paid to Executive or paid for Executive’s benefit during any such year, profit
sharing; employee stock ownership plan and other retirement contributions or
‘benefits; including to any tax-qualified plan or arrangement (whether or not
taxable) made or accrued on behalf of Executive for such years. The cash
payment made under this Section 12b. shall be made in lieu of any payment also
required under Section 11f. of this Agreement because of a termination in such
period. Executive’s rights under Section 11f. are not otherwise affected by this
Sectioni. 12.  Also, in such event, Executive shall, for a thirty-six (36) month
period following his termination of employment, receive the benefits he would
have received over such period under any retirement programs:(whether tax-
qualified or non-tax-qualified) .in which Executive participated prior to - his

" - termination (with the amount of the benefits determined by reference to the

- benefits received by Executive or accrued on his behalf under such programs
- during the twelve (12) months preceding the Change in Control) and:continue to
participate in any benefit plans of the . Company or the Bank: that provide health:

. (including medical and dental), life or disability insurance, or similar coverage:

upon terms no less favorable than the most favorable terms provided to senior.
executives during such period. In the event that the Company or the Bank are
unable to provide such coverage by reason "of Executive no longer being an
-employee, the Company or the Bank shall provide Executive with comparable

'+ coverage on an 1nd1v1dual policy basis or the cash equxvalent

The provmons of Section 12 and Sectlons 14 through 25, mcludmg the deﬁned
terms used-in such sections, shall continue in effect until the later of the explranon
of this Agreement or two years following a Change in Control
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- Indemnification and Liability Insurance.

a.  Indemnification. The Company and the Bank agree to indemnify Executive (and
his heirs, executors, and administrators), and to advance expenses related thereto,
to the -fullest extent permitted under applicable law and regulations against any
and all expenses and liabilities reasonably incurred by him in connection with or
arising out of any action, suit, or proceeding in which he may be involved by
reason of his having been a director or Executive of the Company, the Bank or
any of their subsidiaries (whether or not he continues to be a director or Executive
.y at-the time of incurring any such expenses or liabilities), such expenses and
liabilities to include, but not be limited to, judgments, court costs, and attorneys’
-+ - fees and the costs of reasonable settlements, such settlements to be approved by
4 - the Board, if such action is brought against Executive in his capacity as an
' Executive or director of the Company and the Bank or any of their subsidiaries.
. -Indemnification for expenses shall not extend to matters for which Executive has

-4 been terminated for Cause. Nothing contained herein shall be deemed to provide
~ indemnification prohibited by applicable law or regulation. Notwithstanding
; anything herein to the contrary, the obligations of this Section 13 shall survive the
- term.of this Agreement by a period of six (6) years. . :

.1 Insurance. During the period in which indemnification of Executive is required
* under- this Section, the Company and the Bank shall provide Executive (and his
heirs, executors, and administrators) with coverage under a directors’ and
officers’ liability policy at the expense of the Company and the Bank, at least

. equivalent to such coverage provided to directors' and senior executives of the
t Company and the Bank. .

14. Relmbursement of Executlve S Expenses to Enforce this Agreement. The Company
and- the Bank shall- reimburse Executive for all out-of-pocket expenses, including, without
limitation;. reasonable attorneys’ fees, incurred by Executive in connection with successful
enforcement: by Executive of the obligations of the Company.and the Bank to Executive under
this Agreement. Successful enforcement shall' mean- the grant of an award of money or the
requirement that the Company and the Bank take some action specified by this Agreement: (1) as
arresult.of-a:court order; or(i1). otherwise by the Company and the Bank following an initial
failure ofithe -Company-and the Bank to pay such :money:or take such action promptly after
written:demand therefor from -Executivé stating the reason that such money or action was due
under this Agreement at or prior to the:time of such demand.

15. . Limitation of Benefits under Certain Circumstances. . If the payments and benefits
pursuant to Section 12 of this Agreement, either alone or-together with other payments and
benefits which Executive has the right to receive from the Company and the Bank, would
constitute a “parachute payment” under Section 280G of the Code, the payments and benefits
pursuant to. Section 12 shall be reduced or revised, in the manner determined by Executive, by
the amount, if any, which is the minimum- necessary to result in no portion of the payments and
benefits under Section 12 being non-deductible to the Company and, the Bank pursuant to
Section 280G of the Code and subject to the excise tax imposed under Section 4999 of the Code.
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The determination of any reduction in the payments and benefits to. be madé pursuant to Section
12 shall be based -upon the opinion of the Company and the Bank’s independent public
accountants and paid for by the Company and the Bank. In the event that the Company, the
Bank and/or Executive do not agree with the opinion:of such counsel, (1):the Company and the
Bank shall pay to Executive the maximum amount of payments and-benefits pursuant to Section
.12, as selected by Executive, which such opinion indicates there is a high probability do not
result in any of such payments and benefits being non-deductible to the Company and the Bank
and subject to the imposition of the excise tax imposed-under Section 4999 of the Code and (i1)
the Company and the Bank may request, and Executive shall have the. nght to demand that they
request, a ruling from the IRS as to whether the disputed payments -and ‘benefits .pursuant to
Section 12 have such consequences. Any such request for a ruling from the IRS shall be
promptly prepared and filed by the Company and the Bank, but in no event later than thirty (30)
.days from the date of the opinion .of counsel referred to above, and ‘shall be subject to
Executive’s approval prior to filing, which shall not be unreasonably: withheld. The Company,
the Bank and Executive agree to be bound by any ruling received from the IRS and to make
appropriate payments to each other to reflect-any such -rulings, together with interest at the
applicable federal rate provided for in Section 7872(f)(2) of the Code. Nothing contained herein
shall result in a reduction of any payments or benefits to which Executive may be entitled upon
‘termination . of employment other than pursuant to Section 12 hereof or a reduction in the
payments and benefits specified in Section 12 below: zero. Lo P o

16.  Injunctive Relief. If there is a breach or threatened breach of Section 11g. of this
Agreement or the prohibitions upon disclosure contained in Section 10c. of this Agreement, the
parties agree that there is no adequate remedy at:law for such breach, and that the Company and
the Bank shall be entitled to injunctive relief restraining Executive from' such ‘breach ‘or
threatened breach, but such relief shall not be the exclusive remedy hereunder for such breach.
The parties hereto likewise agree that Executive; without limitation,. shall be -entitled to
injunctive relief to enforce the obligations of the Company and the Bank under this Agreement.

Successors and Assigns.

a. - This Agreement shall inure to the benefit-of and be binding.upon any corporate or

other successor of the Company and the Bank which shall acquire, directly or

-+ indirectly, by merger, consolidation, purchase or otherw1se ;all or. substantlally all
of the assets orstock.of the Company and the Bank. S

~b. . - Since the Company and the Bank are contracting for the unique and personal

1 skills of Executive, Executive shall be precluded from assigning or delegating his

- rights or duties- hereunder without first obtammg the written consent of the
Company and the Bank. :

18.  No Mitigation. Executive shall not be required to mitigate the amount of any payment
provided for in-this Agreement by seeking other employment or otherwise and no such payment
shall be offset or reduced by the amount of any compensation or beneﬁts prov1ded to Executxve
in any subsequent employment '
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19. - Notices. All notices, requests, demands and other communications in connection with
this'Agreement shall be made in writing and shall be deemed to have been given when delivered
by hand or 48 hours after mailing at any general or branch United States Post Office, by
registered-or certified mail, postage prepaid, addressed to the Company and/or the Bank at their
principal* business: offices and to Executive at his home address as maintained in the records of
the Company and the Bank. - -

20 No Plan Created by this Agreement. Executive, the Company and the Bank expressly
declare and agree that:this Agreement was negotiated among them and that no provision or
provisions of this Agreement are intended.to, or shall be deemed to, create any plan for purposes
of the Employee Retirement. Income Security Act or any other law or regulation; and each party
expressly waives any right to assert the contrary. Any assertion in any judicial or administrative
filing, hearing, or process that such a plan was so created by this Agreement shall be deerned a
material breach of thls Agreement by the party making. such an assertion.

21.  Amendments. No amendments or addltlons to thls Agreement 'shall be bmdmg unless
made in’ Wntlng and srgned by all of the parties, except as herem otherwise spec1ﬁcally provrded

22. ¢ Apphcable Law Except to the extent preempted by federal law, the laws of the State of
Kentucky shall govern this Agreement in all respects, whether as to“its validity, construction,
capacity, performance or otherwise.

23. ‘everability‘ The provisions of this Agreement shall be deemed severable andthe
mvahdltyior unenforceability of any provision shall not affect the validity or enforceablhty of the
other prov151ons hereof ' « :

24, . Headings. Headi-ngs contained herein are for convenience of reference only.
25.  Entire Agreement. This Agreement, together with any understanding or modifications

thereof as agreed to in writing by the parties, shall constitute the entire agreement among the
parties: hereto with respect to the subject matter hereof, other than written agreements with
respect ‘t'o;spe.ciﬁc plans, programs or arrangements described in Secttons 5 and 6.

26. . Required:Provisions.In the event any of the foregomg provisions of thls Section 26 are
n CODﬂlCt with the terms of this Agreement, this Section 26 shall prevail:

-a.'.. The Bank may terminate Executive’s - employment at any time, but any
 termination. by the Bank, other than termination for Cause, shall not prejudice
Executive’s ‘right to--compensation or other benefits under this Agreement.
Executive shall not have the right to receive compensation or other benefits for

any penod after termmatlon for Cause as deﬁned in Section 7 of thls Agreement.

. b, o If Executlve 1s suspended from ofﬁce and/or temporanly prohlblted from
participating in the conduct of the Bank’s affairs by a notice served under Section 8(e)(3) or
8(g)(1) of the Federal Deposit Insurance Act, 12 U.S.C. Section 1818(¢e)(3) or (g)(1); the Bank’s
obligations under this contract shall be suspended as of the date of service, unless stayed by
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appropriate proceedings. If the charges in the notice are dismissed, the Bank miay, in its
discretion: (i) pay Executive all or part of the compensation withheld while their contrdct ~
obligations were suspended; and (ii) reinstate (in whole or in part) any of the obligations which
were suspended.

C.

If Executive is removed and/or pérmanently prohibited from participating in the
conduct of the Bank’s affairs by an order issued under Section 8(e)(4) or 8(g)(1)
of the Federal Deposit Insurance Act, 12 U.S.C. Section 1818(e)(4) or (g)(1), all
obligations of the Bank under this contract shall terminate as of the effective date
of the order but vested ghts of the contractmg parties shall not. bc affected

If the Bank is in default as defined in Section 3(x)(1) of the Federa] Dep051t
Insurance Act, 12 U.S.C. Section 1813(x)(1), all obligations of the Bank under
this contract shall terminate as of the date of default, but this paragraph shall not
affect’ any vested rights of the contractmg partles

All obligations of the Bank under this contract shall be terminated, except to the
extent determined that continuation of the contract is necessary for the continued
operation of the institution: (i) by the Director of the OTS (or his designee), the
FDIC or the Resolution Trust Corporation, at the time the FDIC enters into an
agreement to provide assistance to or on behalf of the Bank under the authority
contained in Section 13(c) of the Federal Deposit Insurance Act, 12 U.S.C.
Section 1823(c); or (i1) by the Director of the OTS (or his designee) at the time
the Director (or his designee) approves a-Supérvisory merger to resolve problems
related to the operations of the Bank or when the Bank is determined by the
Director to be in an unsafe or unsound condition. Any rights of the parties that
have already vested, however, shall not be affected by such action.

Any payments made to Executive pursuant to this Agreement, or‘otherwi‘sé',' ‘are
subject to and conditioned upon compliance with 12 U.S.C. Section 1828(k) and
12 C.F.R..Section 545.121 and any rules and regulations promulgated thereunder.




IN WITNESS WHEREQF, the parties hereto have executed this Agreement on the date
first set forth above : : : _ ,

ATTEST: - [COMPANY]

Corporate Secretary For the Entire Board of Directors

ATTEST: = " FIRST FEDERAL SAVINGS BANK OF FRANKFORT

Corporate Secretary, .« For the Enti'relBoard, of Directors

WITNESS:. . .. EXECUTIVE

By:

Corporate Secretary
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APPENDIX B Howe BARNES INVESTMENTS, INC.
‘ SINCE 1915
i 222 South Riverside Plaza, 7th Floor

Chicago, lllinois 60606-5808
312 655 3000 .

January 10, 2005

Board of Dlrectors o
Frankfort First-Bancorp, Inc
216 West Main Street
Frankfort Kentucky 40602

Members of the Board:

You have requested our:opinion as to the fairness, from. a financial point of view, to the holders
of the outstanding shares of common stock of Frankfort First Bancorp, Inc. (“Frankfort First”) of
the consideration to be paid for the exchange of common. shares in the merger (the “Merger”) of
Frankfort First with First Federal Savings and Loan Association of Hazard (“First Federal of
Hazard™), pursuant to the Amended and Restated Agreement and:Plan of Merger, dated July 15,
2004 and as amended and restated on November 3, 2004 and November 30, 2004 by and
between Frankfort First and First Federal (the “Merger Agreement”). The Merger Agreement
was executed following, and in connection with, First Federal of Hazard’s adoption of a plan of
reorganization. (pursuant to which it is reorganizing from a mutual savings association into the
mutual holding company structure) and ‘a plan of. stock 1issuance; (pursuant to which it will
undertake a minority stock offering). As part of the reorganization, First Federal of Hazard will
form andbecome a subsidiary of a new:stock holding company, ‘Kentucky First Federal
Bancorp”. (“Kentucky First”). Kentucky Flrst 1s. offering common stock for sale in connection
with the reorganization and pursuant to the. plan of stock issuance. “Fxrst Federal MHC” will be
formed upon completion of First Federal of Hazard’s reorgamzatmn to the mutual holding
company structure. After completion of the reorganization, First Federal MHC will be a
federally chartered mutual holding company and will own 55% of Kentucky First’s common
stock (53.9% of Kentucky First’s common stock if the reorgamzatmn offering is completed at
the minimum of the offering range). So long as First Federal MHC exists, it will own a majority
of the voting stock of Kentucky First.

Pursuant- to the Merger Agreement Frankfort First will merge with a newly formed sub51d1ary of
Kentucky First whereby the separate corporate existence of Frankfort First shall then be one of
two.subsidiaries of Kentucky First.Subsequent to these events Frankfort First will be eliminated
so that Kentucky First will have two bank subsidiaries mcludmg First Federal of Frankfort and
First Federal of Hazard. Each share of Frankfort First common stock outstandmg immediately
prior to the effective time of the Merger (other than shares as to which statutory dissenters’
appraisal rights have been exercised) will. be exchanged for 2.35 shares of Kentucky First
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Howt BARNES INVESTMENTS, INC.

SiNCE 1915

222 South Ruverside Plaza, 7th: Floor

Board of Directors Chicago, Winois 60606-5808
Frankfort First Bancorp, Inc. 312 655 3000

January 10, 2005

Page 2

common stock or $23.50 in cash (the “Consideration”) subject to the proration and allocation
procedures and the limitations set forth in the Merger Agreement. At least 40% of the value of
the merger consideration paid to Frankfort First shareholders needs to be in the form of
Kentucky First stock. Except below the midpoint of the offering range of the mutual holding
company conversion, no more than 45% of the minority offering shares can go to Frankfort First
shareholders in the merger. Under no circumstances will Frankfort First shareholders receive
more than 49% of the shares issued to persons other than First Federal MHC. The terms: of the

! Merger are more fully set forth in the Merger Agreement. . ‘

< .

| For purposes of this opinion and in connection with our review of the proposed transaction, we
have, among other things:

1. Participated in discussions with representatives of Frankfort First' concerning the
company s financial condition, businesses, assets, earnings, prospects, and such:senior.
management s views as to its future financial performance : ‘

2. Re}'vie'wed,’the terms”ofthe Merger Agreement; Y

3, Reviewed certain publicly available financial statements, both audited (where available)
and unaudited, and related financial information of Frankfort First and’ First-Federal,
including those included in their most recent ‘respective - Annual. Reports and. the
respectrve Quarterly Reports for the perrods ended March 31 2004 S

40 iDlscussed cértain financial forecasts and projections of Frankfort First: prepared by 1ts
 management and reviewed publicly available information,- earnings estimates, .and
. research reports avallable for as'to the expected future fmanc1al performance of - Frrst
Federal : : : AR

s Disc'ussed and reviewed certain aspects of the past and current business operations;
~ financial condition, and future prospects of Frankfort Flrst w1th certam mernbers of
management; - :

6. Rev1ewed certain publicly available information concerning market prices and hlstoncal
tradlng act1v1ty for mutual holdmg compames and the common stock of Frankfort Flrst

7 Revxewed cenam aspects of the potential financial performance of - First Federal MHC
- and the past, present and future performance of Frankfort First Bancorp with regard to the
- comparison of such financial performance of both companies relating to their respective
anticipatéd stock or common stock. We also compared this with similar data available

for certain other financial institutions and certain of'their publicly traded securities;-
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8. Estima'ted the conversion proceeds of Kentucky First.; -
9. Anticipated Kentucky First’s Pro Forma market performance; |

10. Reviewed certain of the financial terms, to the extent publicly available, of certain recent
business combinations involving other, financial institutions.

We have assumed and relied, without independent verification, upon the accuracy and
completeness of all of the financial and other information that has been provided to us by
Frankfort First, First Federal MHC, and nth‘eir respective representatives, and of the publicly
available information that we reviewed. We are not experts in the evaluation of allowances for
loan losses and have not independently verified such allowances, and have relied on and
assumed that the aggregate allowances for loan losses set forth in the balance sheets of each of
Frankfort First and First Federal at March 31, 2004 are adequate to cover such losses and
complied fully with applicable law, regulatory policy and sound banking practice as of the date
of such financial statements. We were not retained to and we did not conduct a physical
inspection of any of the properties or facilities of Frankfort First or First Federal, did not make
any independent evaluation or appraisal of the assets, liabilities or prospects of Frankfort First or
First Federal, were not furnished with any such evaluation or appraisal, and did not review any
individual credit files. Our opinion is necessarily based on economic, market, and other
conditions as in effect on, and the information made available to us as of, the date hereof.

Howe Bames Investments, Inc. (“Howe Barnes”), as part of its investment banking business, is
regularly engaged in the valuation of banks and bank holding companies, thrifts and thrift
holding companies, and various other financial services companies, in connection with mergers
and acquisitions, initial and secondary offerings of securities, and valuations for other purposes.
In rendering this fairness opinion, we have acted on behalf of the Board of Directors of Frankfort
First and will receive a fee for our services.

Howe Barnes’ opinion as expressed herein is limited to the fairmess, from a financial point of
view, of the consideration to be received by holders of Frankfort First common stock in the
Merger and does not address Frankfort First's underlying business decision to proceed with the
Merger. We are not expressing any opinion herein as to the prices at which shares of Kentucky
First common stock issued in the Merger may trade if and when they are issued at any future
time. We have been retained on behalf of the Board of Directors of Frankfort First, and our
opinion does not constitute a recommendation to any holder of Frankfort First common stock as
to how such holder should vote with respect to the Merger Agreement at any meeting of holders
of Frankfort First common stock.
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Subject to the foregoing and based on our experience as investment bankers, our activities as
describediabove, and other factors we have deemed relevant, we are.of the opinion.as of the date
hereof that the Con51derat10n 18 falr from a ﬁnanmal point of view, to the holders Frankfort First
common stock. - ' = T :

Smcerely,
"HOWE BARNES' INVESTMENTS,’ INC.

, : : . ‘ R — .
o -~ = :Michael lannaccone -. .
: '  First Vice President and Managing Director




PURPOSE

To evaluate the fairness, from a financial point of view, .to the shareholders of Frankfort First
Bancorp (“Frankfort First”) of the Consideration to be paid by the MHC to be formed by First
Federal Savings and Loan of Hazard (MHC) in connection with the proposed acquisition of
Frankfort First Bancorp, Inc. (“Frankfort First Bancorp ”) into the resulting pro forma Mutual
Holding Company [to be formed in connection with the mutual to stock conversion of First Federal
Savings and Loan of Hazard (“First Federal™)].

FACTORS CONSIDERED

For purposes of conducting its analysis and formulating its opinion, Howe Barnes Investments, Inc.
("HBI") has among other things:

1.

Participated in discussions with representatives of both First Federal and Frankfort First
Bancorp on the respective financial condition, businesses, assets, earnings, prospects, and
other senior management's views as to its future financial performance;

Reviewed the terms of the merger agreement;

Reviewed certain publicly available financial statements, both audited (where available) and
unaudited, and related financial information of First Federal and Frankfort First Bancorp;
including those included in their respective Annual Reports or Call Reports for the past two
years and the respective Quarterly Reports for the periods ended March 31, 2004 and
September 30, 2004 as well as other internally generated reports relating to asset/liability
management, asset quality, and so forth;

Discussed certain financial forecasts and projections of First Federal and Frankfort First
Bancorp prepared with respective management;

Discussed and reviewed certain aspects of the past and current business operations, financial
condition, and future prospects of First Federal and Frankfort First Bancorp with certain
members of management;

Reviewed reported market prices and historical trading activity of mutual holding companies
and Frankfort First Bancorp common stock;

Reviewed certain aspects of the potential financial performance of First Federal MHC and
the past, present and future performance of Frankfort First Bancorp with regard to the
comparison of such financial performance of both companies relating to their respective
anticipated stock or common stock. We also compared this with similar data available for
certain other financial institutions and certain of their publicly traded securities; and

Estiméted'the conversion proceeds of the MHC

Anticipated the Pro Forma companies’ market performance
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10. Reviewed certain of the financial terms, to the extent publicly available, of certain recent
business combinations involving other financial institutions.

;. _
i . Ly . '
| ‘.
i
A ‘
I-B Howe Barnes Investments, Inc. : Page 2
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DEAL PRICING RATIOS

40% Stock/ All Cash
MERGER CONSIDERATION (FIRST FEDERAL MHC): 60%cash | .
| 0.94stock& | g3 50
$14.06 cash
FIRST FEDERAL PRICE PER SHARE:
$10.00 = Anticipated IPO price : »
TOTAL PURCHASE PRICE ($ IN 000'S): $31,190
PURCHASE PRICE PER SHARE: $23.50
FKKY AS OF 353104 9/30/04
TOTAL ASSETS ($ IN 000°S): 8137970 $137,119
SHARES OUTSTANDING (FULLY DILUTED): 1.327,134 1,330,766
TOTAL EQUITY ($ IN 000'S) : $17,677  $17,409
TOTAL EQUITY PER SHARE: o $13.32  $13.08
CORE DEPOSITS ($ IN 000'S): *estimated $64.951 = $63,729*
LAST 12 MONTHS (LTM) EARNINGS ($ IN 000'S): - $1,017 $911
LTM EARNINGS PER SHARE (FULLY DILUTED): - $.77 . $.68
EST-IMA_TED ‘04 EARNINGS ($ IN 000'S): . N/A N/A
ACQUISITION PRICING RATIOS
DEAL PRICE/TOTAL EQUITY: 168X 1.71X
DEAL PRICE/LTM EARNINGS: 30.52X 34.55X
DEAL PRICE/’04 EST. EARNINGS: N/A N/A
DEAL PRICE/ASSETS: 22.60% 22.81%
CORE DEPQSIT PREMIUM: 20.80% 21.75%
PREMIUM TO MARKET PRICE -7/13/04 $23.25: 1.08%
30 Days Prior 6/11/04 $21.93: 7.16%
1/5/05 $24.99: (5.96%)
30 Days Prior 12/3/04 $24.59: (4.36%)
I-h Howe Barnes Investments, Inc. Page 3




COMPARABLE TRANSACTION ANALYSIS

DESCRIPTIO'N-H : o R S A

USED TO COMPARE THE DEAL PRICING RATIOS OF COMPARABLE‘ 'MERGER
TRANSACTIONS TO THE PRICING RATIOS IN THE- PROPOSED FRANKFORT FIRST
TRANSACTION. .

COMPARABLE TRANSACTION PEER GROUP

e CONSISTS OF 34 TRANSACTIONS
e ALL SELLING COMPANIES ARE SAVINGS INSTITUTIONS  * ., %« (2700
. ALL OF THE SELLING SAVINGS INSTITUTIONS WERE LOCATED IN THE U s

. TOTAL ASSETS OF ‘THE SELLING SAVINGS INSTITUTIONS. WERE: BETWEEN $100
MILLION AND $175 MILLION ON ANNOUNCEMENT DATE

. REPRESENTS TRANSACTIONS ANNOUNCED ‘FROM MARCH 2000 THROUGH
DECEMBER 2004 (Last reported transaction meeting this criteria)

e REPRESENTS PENDING AND COMPLETED TRANSACTIONS

i -
I-B Howe Barnes Investments, Inc. I ‘Page 4




COMPARABLE TRANSACTION ANALYSIS

DEAL PRICE/TOTAL AND TANGIBLE EQUITY:

U.S. PEER
HIGH: |
LOW:
MEAN:
MEDIAN:

DEAL PRICE/LTM EARNINGS:
U.S. PEER

HIGH:
LOW:
MEAN:
MEDIAN:

DEAL PRICE/ASSETS:
U.S. PEER

HIGH:
LOW:
MEAN::
MEDIAN:

CORE DEPOSIT PREMIUM:
U.S. PEER

HIGH:
LOW: |
MEAN:
MEDIAN:

I_B’ Howe Barnes Investments, Inc.
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FKKY 171.03%

| 2_27.88'% |
80.40%
142.01%
124.71%

FKKY 34.55X

58.69X

3.66X
24 30X
20.00X

FKKY 22.81%

34.98%
5.17%
16.55%
15.50%

FKKY 21.75%
45.88%
8.01)%

9.10%
7.34%
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NET PRESENT VALUE ANALYSIS: .

DESCRIPTION

USED TO DETERMINE THE VALUE OF THE STREAM OF CASH FLOWS THAT A
COMPANY IS EXPECTED TO PRODUCE IN THE FUTURE, AND DISCOUNT THOSE
STREAMS TO PRESENT VALUE.

A

FACTORS CONSIDERED

;
N

e HISTORICAL PERFORMANCE

e MANAGEMENT PROJECTIONS/OUTLOOK
. CQMPIiETITIVE STRATEGY

e OPERATING MARKETS

e INDUSTRY ANALYSIS

KEY ASSUMPTIONS

e DISCOUNT RATES
e GROWTH RATES

R SRR
¢ TERMINAL VALUES

}B Howe Barnes Investments, Inc. S - - Page 6




NET PRESENT VALUE ANALYSIS

SUMMARY OF RESULTS

KEY ASSUMPTIONS: © = = - R - RANGE
NEARi"l"“’é‘RM‘E(’}R'd\WTH RATES: " ST 5.0% - 6.0%
DISCOUNT RATES: | 0% - 14%
LONG-TERM GROWTH RATES: ) 3%
TERMINAL MULTIPLES"  © B 15x - 2Ix

TOTAL CALCULATED VALUES:

10% DISCOUNT RATE
LOW:

HIGH:

126 DISCOUNT RATE
LOW:

_ HIGH:

14% DISCOUNT RATE
Low:

HIGH:

I_B Howe Barnes Investments, Inc.

AMOUNT ($000°S)
$17,831
$22,262

AMOUNT ($000°S)

' $16,275
$20,251
AMOUNT ($000°S)
$14,888
$18,464
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CONTRIBUTION ANALYSIS

DESCRIPTION

USED TO ANALYZE THE RELATIVE CONTRIBUTION MADE BY. EACH OF FIRST
FEDERAL (MHC) AND FRANKFORT FIRST BANCORP TO CERTAIN BALANCE SHEET
AND INCOME STATEMENT ITEMS INCLUDING ASSETS, DEPOSITS, STOCKHOLDERS’
EQUITY AND EARNINGS.

FINANCIAL DATA AS OF 9/30/04

KENTUCKY  FRANKFORT

COMBINED FIRST  FIRST BANCORP
TOTAL ASSETS ($000) 54.5% 45.5%
$301,590 $164,471 $137.119
'DEPOSITS ($000) 57.1% 42.9%
$173,420 $99.081 $74,339
"EQUITY ($000) 76.2% 23.8%
 $73,085 $55,676 $17,409
| LAST TWELVE
- MONTHS EARNINGS 44.5% 55.5%
($000)
© $1,642 $731 $911
' OWNERSHIP 78.9% 21.1%
6,500,000 5,127,744 1,372,256
56% 22.9% 21.1%
MHC = 3,640,000 1,487,744 1,372,256
I_B Howé Barnes Investments, Inc. Page 8




PRO FORMA MERGER ANALYSIS

DESCRIPTION '

USED TO ASSESS THE IMPACT TO EARNINGS PER SHARE-AND. TANGIBLE BOOK
VALUE PER SHARE BASED UPON ESTIMATES OF * FIRST: 'FEDERAL = MHC’S ' AND
FRANKFORT FIRST BANCORP ’S MANAGEMENT AND AFTER GIVING EFFECT TO
BOTH COMPANIES’ MANAGEMENT NET PRETAX COST SAVINGS ESTIMATES
RESULTING FROM SYNERGIES CREATED FROM THE MERGER.

SUMMARY OF RESULTS

0% COST SAVINGS (APPROXIMATELY $): Though 0% was used a considerable amount of
savings could be realized by prepaying the borrowings and achieving a cost at a lower rate

40% stock / 60% Cash

EPS ACQRETION: 18.37 %

TANGIBLE BOOK VALUE PER SHARE ACCRETION: 13.72%
100% Cash |

EPS ACCRETION: | - 16.89 %

TANGIBLE BOOK VALUE PER SHARE ACCRETION: 21.49%

I_h Howe Barnes Investments, Inc. 3 : . Page 9.




-~ ‘CONCLUSION

SUBJECT TO THE FOREGOING AND BASED ON OUR EXPERIENCE AS INVESTMENT
BANKERS, OUR ACTIVITIES AS DESCRIBED ABOVE, AND OTHER FACTORS WE HAVE
DEEMED RELEVANT, WE ARE OF THE OPINION AS OF THE DATE HEREOF THAT
THE CONSIDERATION IS 'FAIR; FROM. A FINANCIAL -POINT OF VIEW, TO THE -
HOLDERS‘ OF FRANKFORT FIRST C@MMON STOCK

I-B HoWe Barnes Investments, Inc. L Page 10"




Appendix C
SECTION 262 OF THE DELAWARE GENERAL CORPORATION LAW

. (a) Any stockholder of a corporation of this State who holds shares of stock on the date of the
'makmg of a demand pursuant to subsection (d) of th1s sect1on with respect to such shares, who continuously
holds such shares through the effective date of the merger or consohdat1on who has otherwise complied with
subsection (d) of this section and who hasneither voted in favor of the 1 merger or consolidation nor consented
thereto in writing pursuant to Section 228 of this title shall be entitled to an appraisal by the Court of
'Chancery of ‘the fair value of the stockholder’s shares of stock under the mrcumstances described in
‘Subsections (b) and (€) of this section. As used i in this section, the word “stockholder” means a holder of
record of stock in'a’stock corporatlon and also 2 member of record of a nonstock corporatlon the words
“stock” and ‘share” mean and include what is ordmanly meant by those words and also membershrp or
membership intetest of a member of a nonstock corporation; and the words “depository receipt” mean a
receipt or other instrument issued bya depos1tory representing an interest in one or friore shares, or fractions
thereof, solely of stock of a corporation, which stock is deposited with the depository.

(b)  Appraisal rights shall be available for the shares of any class or series of stock of a
constrtuent corporatron in a merger or consolidation to be effected pursuant to Section 251 (other than a
merger effected pursuant to Section 251(gy of this trtle) Sect1on 252, Sect1on 254, Section 257 Sectlon 258,
Sectron 263 or Sectron 264 of thrs title:

(1)  Provided, however, that no appralsal rights under this sectlon shall be available for
the shares of : any class or series of stock, which stock, or depository recerpts in respect thereof, at
the record date fixed to- determme the stockholders entltled to receive notice of and to vote at the
meetmg of stockholders to act upon the agreement of i merger or consol1dat10n were éither (i) listed

“on a ‘national securities exchiange or desrgnated as anational’ market systent secunty on an interdealer
quotatron system by the National Association of Securities Dealers, Inc. or (11) held of record by
mote than 2,000 holders; and further prov1ded that no appralsal rights shall be available for any
shares of stock of the constituent corporat1on surviving a merger if’ the rierger did not require for its
approval the vote of the stockholders of the surv1v1ng corporatlon as provrded in subsectron (f) of
Sectlon 251 of thrs trtle

(¥5)] Notw1thstand1ng paragraph (1) of this subsection, appraisal rights under this section
shall be available for the shares of any class or series of stock of a constituent corporation if the
holders thereof are requrred by the térms of an' agreement of mergeror consolidation pursuant to

R “‘Sect1ons 251 252 254 257 25' , 263 and 264 of thrs tltle i zaccept for such stock anythmg except:

e ,5." © " Shares of stock of the corporat1on survrvmg or resultmg from such merger or

consohdatron or deposrtory recelpts n respect thereof

b. * Shares of stock of any other corporatlon or deposxtory receipts in respect thereof,
which shares of stock (or deposrtory receipts in respect thereof) or deposrtory receipts at the
effective date of the merger or consolidation will be either listed on 2 national securities
exchange or de51gnated as a natjonal miarket system security’ on an interdealer quotation
system by the Natronal Assocranon of Secuntres Dealers Inc or held of record by more
than 2 OOO holders

c. Cash in lieu of fractional shares or fractional depository receipts descr1bed in the
foregoing subparagraphs a. and b. of this paragraph; or
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d. Any combination of the shares of stock, depository receipts and cash i lieu of
fractional shares or fractional depository receipts described in the foregoing subparagraphs
a., b. and c. of this paragraph.

) ‘.‘,‘(3) Inthe event all of the stock of a subsidiary Delaware corporanon party to a merger effected
- ‘under Section 253, of this tltle is not owned by the parent corporation immediately prior to the
, merger appralsal rights shall be available for the shares of the subsidiary Delaware corporation.

. (©) Any corporatlon may provide 1n its certificate of mcorporat1on that appra1sal rights under
thls sect1on shall be avaxlable for the shares of any class or series of its stock as a result of an amendment to
its certxﬁcate of mcorporat1on any merger or consolidation in which the corporat1on 1S a constituent
corporatlon or the sale of all or substantially all of the assets of the corporation. If the certificate of
1ncorporat10n contams such a provision, the procedures of this section, including those set forth in
subsect1ons (d) and (e) of this section, shall apply as nearly as is practicable.

(d) Appraisal rights shall be perfected as follows:
' 1)  Ifa proposed merger or consolldatlon for wh1ch appraisal rights are provided under
' \_thts section 1s to be submitted for approval at a meeting of stockholders, the corporation, not less
than 20 days prior to the meeting, shall notify each of its stockholders who was such on the record
date for such meeting with respect to shares for which appraisal rights are available pursuant to
subsections. (b) or (c) hereof that appraisal rights are available for any or all of the shares of the
constltuent corporations, and shall include in such notice a copy of this section. Each stockholder
' electmg to demand the appralsal of such stockholder s shares shall deliver to the corporation, before
P the taklng of the vote on the merger or consol1dat1on a written demand for appralsal of such
'stockholder s shares. Such demand will be sufficient 1f it reasonably informs the corporation of the
1dent1ty of the stockholder and that the stockholder intends thereby to demand the appraisal of such
stockholder s shares. ‘A proxy or vote against the merger or consolidation shall not constitute such
a.demand. A stockholder electmg to take such action must do so by a separate written demand as
herem provrded Within 10 days after the effective date of such merger or consolidation, the
survwmg or resulting corporation shall notlfy each stockholder of each constituent corporation who
has complied with this subsection and has not voted in favor of or consented to the merger or
consolidation of _th,e, ,date that the merger or consohidation ‘has become effective; or

@ Ifthe merger or consohdatxon was, approved pursuant to, Section 228 or Sectlon 253
N of this. txtle then e1ther a constxtuent corporat1on before .the effectlve date of the merger or
consolidation or the survmng or resultmg corporation within 10 days thereafter shall not1fy each of
the holders of any class or series of stock of such constituent corporation who are entitled to
appra:sal rlghts of the approval of the merger or consohdatlon and that appra1sal rights are available
for any or all shares of such class or series of stock of such constituent corporation, and shall include

. in such notice a copy of this section. Such notice may, and, if given on or after the effective date of
the merger or consohdat1on shall, also notify such stockholders of the effective date of the merger
or consolldatlon Any stockholder entitled to appraisal rights may, within 20 days after the date of
rnallmg of such notice, demand in writing from the surviving or resultmg corporation the appraisal
of such holder’s shares. Such demand will be sufficient if it reasonably informs the corporation of
the identity of the stockholder and that the stockholder intends thereby to demand the appraisal of
such holder’s shares. If such notice did not notify stockholders of the effective date of the merger
ot consolidation, either (i) each such constituent corporation shall send a second notice before the
effective date of the merger or consolidation notifying each of the holders of any class or series of
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stock of such constituent corporation that are entitled to appraisal rights of the effective date of the
merger or consolidation or (ii) the surviving or resulting corporation shall send such a second notice

* to all such holders on or within 10 days after such.effective date; provided, however, that if such
second notice is sent more than 20 days following the sending of the first notice, such second notice
need only be sent to each stockholder who is entitled to appraisal rights and who has demanded
appraisal of such holder’s shares in aceordance with this subsection. An affidavit of the secretary
or assistant secretary or of the transfer agent of the corporation that is required to give either notice
that such notice has been:given shall; in the absence of fraud, be prima facie evidence of the facts
stated therein. For purposes of determining the stockholders entitled to receive either notice, each
constituent corporation may fix, in advance, a-record date that shall be not more than 10 days prior
to the date the notice is'given, provided, that if the notice is given on or after the effective date of
the merger or consolidation, the record date shall be such effective date. If no record date is fixed
and the notice is given prior to the effective date, the record date shall be the close of business on
the day next preceding the day on which the notice is given.

(e): Within 120 days after the effective date of the merger or consolidation, the surviving or
resulting corporation or.any stockholder who has complied with subsections (a) and (d) hereof and who is
otherwise entitled to appraisal rights, may file a petition in the Court of Chancery demandinga determination
of the value of the stock of all such stockholders. Notwithstanding the foregoing, at any time within 60 days
after the effective date of the merger or conselidation, any stockholder shall have theright to wathdraw such
stockholder’s demand for appraisal and to accept the terms offered upon the merger or consolidation. Within
120 days after the effective date of the merger or consolidation, any stockholder who has complied with the
requirements of subsections (a) and (d) hereof, upon written request, shall be entitled to receive from the
corporation surviving the merger or resulting from the consolidation a statement setting forth the aggregate
number of shares not voted in favor of the merger or consolidation and with respect to which demands for
appraisal have been received and the aggregate number of holders of such shares. Such written statement
shall be mailed to the stockholder within 10 daysafter such stockholder’s written request for such a statement
1s received by the surviving or resulting corporation or within 10 days after expiration of the period for
delivery of demands for appraisal under subsection (d) hereof whichever is later.

. Upon the filing of any such petmon by a stockholder service of a copy thereof shall be made
upon the surviving or resulting corporationi, which shall within 20 days after such service file in the office
of the Register in Chancery in which the petition was filed a duly verified list containing the names and
addresses of all stockholders who have demanded payment for their shares and with whom agreements as
to the value of their shares have not been reached by the surviving or.resulting corporation. If the petition
shall-be filed by the surviving or resulting:corporation,:the petition shall be accompanied by such:a duly
verified list. The Register in Chancery,:if:so:ordered by the:Court, :shall give notice of the time and place
fixed for the hearing of siich petition by registered or certified mail to the surviving or resulting corporation
and to the stockholders shown on-the list at the addresses therein stated. Such notice shall also be given'by
1 or more publications at least I week before the day of the hearing, in a'newspaper of general circulation
published 1n the City of Wilmington, Delaware or such publication as the.Court deems advisable. The forms
of the notices by mail and by publication shall be approved by the Court, and the costs thereof shall be borne
by the surviving or resulting corporatlon

(2) At the hearmg on such petition, the Court shall determme the stockholders who have
complied with this section and who have become entitled to appraisal rights. The Court may require the
stockholders who have demanded an appraisal for their shares and who hold stock represented by certificates
to submit their certificates of stock to the Register in Chancery for notation thereon of the pendency of the
appraisal proceedings; and if any stockholder fails to comply with such direction, the Court may dismiss the
proceedings as to such stockholder.




~(h) - After determining the stockholders entitled to an appraisal, the Court shall appraise the
shares, determining their fair value exclusive of any element of value arising from the accomplishment or
expectation of the merger or consolidation, together with a fair rate of interest, if any, to be paid upon the
amount determined-to be the fair value. In determining such fair value, the Court shall take into account all
irelevant factors. In determining the fair rate of interest, the Court may consider-all relevant factors, including
the rate of interest.which the surviving or resulting corporation would have had to pay to borrow money
‘during the pendency of the proceeding.. Upon application by the surviving or resulting corporation or by any
stockholder entitled to participate. in the appraisal proceeding, the Court may, in its discretion, permit
discovery. or other pretrial proceedings.and may proceed to-trial upon the appraisal prior to the final
determination of the stockholder entitled to an appraisal. . Any stockholder whose name appears on the hist
filed. by the surviving or resulting: corporation pursuant to subsection (f) of this section and who has
‘submitted such stockholder’s certificates of stock to the Register in Chancery, -if such is required, may
participate fully in all proceedings until it is finally determmed that such stockholder is not entitled to
appraisal nghts under this section. : I Co

o (i).v -~ 'The Court shall direct the payment of the fair value of the shares; together with interest, if
:any, by the surviving or resulting corporation to.the stockholders entitled thereto. : Interest-may be simple or
compound;-as:the:Court may direct. : Payment shall be so made to each:such:stockholder, in the case of
holders of uncertificated stock forthwith, and the case of holders of shares represented by certificates upon
the surrender to the ‘corporation of the certificates representing such stock. The Court’s decree may be
enforced as other-decrees in the Court of Chancery may be enforced, whether such surviving or resultmg
corporatlon be a corporatlon of this State or of any state.

(]) 'Ihe costs of the proceedmg may be determmed by the Court and taxed upon the parties as
the Court deems-equitable in the circumstances.. Upon application of a stockholder, the Court may. order all
or a, portion:of .the expenses incurred by any stockholder in.connection with.the appraisal proceeding,
including, without limitation, reasonable attorney’s fees and the fees and expenses of experts, to be charged
pro rata agamst the value of all the shares entitled to an appra1sa1

(k) From and after the effective date of the merger or consolidation, no stockholder who has
demanded his appraisal rights as provided in subsection (d) of this section shall be entitled to vote such stock
for-any purpose or to receive payment of dividends or other. distributions on the'stock (except dividends or
other distributiens: payable to stockholders of record at a date which.is:prior to the effective date of the
merger or consolidation); provided, however, that if no petition for an appraisal shall be filed within the time
provided in subsection (e) of this.section, or if such stockholder shall deliver to the surviving or resulting
corporation a-written-withdrawal .of such stockholder’s demand; for an:appraisal and-an acceptance: of the
merger or consolidation;: either within 60..days lafter: the: effectwe date of the merger. or.consolidation:as
provided in-subsection (e) of this section or theréafter with the written approval of the corporation, then the
right of such stockholder to an appraisal shall:cease. -Notwithstanding the foregoing, no appraisal proceeding
in the Court of Chancery shall be dismissed as to any stockholder without the approval of the Court, and such
approval may be condmoned upon such terms as the Court deems Just

(1) The shares of the surviving or resulting corporation to which the shares of such objecting
stockholders would have been converted had they assented to the merger or consolidation shall have the
status of authorized and unissued:shares of the surviving or resulting corporation.. :
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Appendix D

FRANKFORT FIRST BANCORP, INC.

NOMINATING COMMITTEE CHARTER

L4

L. Purpose

The primary objectives of the Nominating Committee (the “Committee”) are to assist the Board
of Directors (the “Board”) of Frankfort First Bancorp, Inc. (the “Company”) by: (i) identifying
individuals qualified to become Board members and recommending that the Board select a group
of director nominees for each annual meeting of the Company’s stockholders; and (ii) ensuring
that the Audit, Compensation and Nominating Committees of the Board shall have the benefit of
qualified and experienced “independent” directors. ' '

II.  Organization

The Committee shall consist of three or more directors, each of whom shall satisfy the definition
of independent director as defined in any qualitative listing requirements for Nasdaq Stock
Market, Inc. issuers and any applicable Securities and Exchange Commission rules and
regulations.

Committee members shall be elected by the Board of Directors and shall serve until their
successors are appointed. The Committee’s chairperson shall be designated by the full Board.

The Committee may form and delegate authority to subcommittees when appropriate.

III.  Structure and Meetings

The chairperson of the Committee will preside at each meeting and, in consultation with the
other members of the Committee, will set the frequency and length of each meeting and the
agenda of items to be addressed at each meeting. The chairperson of the Committee shall ensure
that the agenda for each meeting is circulated to each Committee member in advance of the

meeting.

V. Gdéls and Responsibilities

The Committee shall: (i) advise the Board on the size and composition of the Board; (ii) review
possible candidates for Board membership consistent with the Board’s criteria for selecting new
directors; and (iii) annually recommend a slate of nominees to the Board with respect to
nominations for the Board at the annual meeting of the Company’s stockholders.




The Committee shall also advise the Board on (i) committee member qualifications, including
meeting independence requirements, (i) committee member appointments and removals, (iii)
committee structure and operations (including authority to delegate to subcommittees), and (iv)
reporting to the Board by other committees. ’

The Committee will anmiélly ‘.revie\iv and reasséss the adequaéy of this charter and recommend
any proposed changes to the Board for approval.

The Committee shall perform any other activities consistent with this charter, the Company’s
bylaws and governing law and regulations as the Committee or the Board deems appropriate.

V. _I};_erfyvorm'ahé‘ebEyqlljé'tibn‘
The Comittee shall conduct an annual self-evaluation of its performance.
. PR . i 2 A h :
VL.~ Committee Resources
The Committee shall have the authority to obtain advice and seek assistance from internal or
external legal, accounting or other advisors. The Committee shall have the sole authority to
retain and terminate any search firm to be used to identify director candidates, including sole
authority to approve such search firm’s fees and other retention terms.

[ “

Adopted August 10, 2004
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Appendix E
AUDIT COMMITTEE
CHARTER

The Board of Directors-of'Frankfort First Bancorp, Inc. (the “Company”) has constituted and
established an audit committee (the “Committee”) with authority, responsibility, and specific duties as
described in this Audit Committee Charter. r ’

Committee Mission: The primary responsibility of the Committee is to oversee the Company’s
fmancra] reportmg process on behalf of the Board of Directors and report the results of these activities to
the Board Management of the Company is responsrble for preparing the Company’s financial statements,
and the independent auditors retained by the Committee are responsible for auditing those financial
statements. The Committee in carrying out its responsibilities believes its policies and procedures should
remain flexible, in order to best react to overall changing conditions and-circumstances. The Committee
should take the appropriate actions to set the overall corporate policy for quality financial reporting, sound
business risk management policies and ethical behavior.

A. COMPOSITION

. The Committee shall consist of three or more directors, each of whom is *“independent” as such
term is defined in Section 10A(m)(3) of the Securities Exchange Act of 1934, as amended (the “Act”) and
regulations promulgated thereunder by the Securities and Exchange Commission (the “SEC”), the (“SEC
Regulations "), or whose failure to be “independent” shall fall within one of the exemptions set forth in the
Act and SEC Regulations, and is independent under the rules of The Nasdaq Stock Market (“Nasdag™) as
set forth in the Nati_onal Association of Securities Dealers’ Manual (the “Manua]”).

Each director shall be free from any relationship that, in the opmion ‘of the Board of Directors, as
evidenced by its annual selectron of such Committee members, would mterfere with the exercise of
independent ]udgment asa Committee member Each Committee member shall be able to read and
understand financial statements (mc]udmg the Company s balance sheet, income statement and cash flow
statement). So long as the Company qualifies as a small business issuer under the Act and SEC
Regulations, it shall not be subject to the following Nasdaq requirement that at least one Committee
member shall have past-employment experiénice-in' finance or accounting, requisite professional
certification in‘accounting, or other comparable experience or background fesulting in the individual’s
financial sophistication, including having been a chief executive officer, chief financial officer or other
senior officer with financial oversight responsibilities, such that he or she would fulfill such requirement in
the Manual applicable tq. Nasdaq listed companies who are not small business issuers. However, the
Commrttee shall use its best efforts to ensure that one of its_ members is an. audrt committee, ﬁnancral
expen” as defined by SEC Regulations.

| These requirements are intended to satisfy the Act and the Nasdaq listing requirements relating to
the composrtron of audrt commrttees and shall be construed accordmgly

B. MISSION STATEMENT AND PRINCIPAL FUNCTIONS

" The Commrttee shall have access to all records of the Company and shall have and may exercise
such powers as are appropriate 1o 1ts purpose. The Committee shall perform the fol]owmg functions:

n - Unders_tand the accounting policies used by the Company for ﬁnancial reporting and tax purposes
j and approve their application; it shall also consider any significant changes in accounting policies
that are proposed by management or required by regulatory or professional authorities.




(2) . Review the Company’s audited financial statements and related footnotes and the “Management’s
Discussion and Analysis” portion of the annual report on Form 10-KSB prior to the filing of such
report with the SEC. c b

(3) . Review the Company’s unaudited financial statements and related footnotes and the “Management
Discussion and Analysis” portion of the Company’s Form 10-QSB for each interim quarter and
instruct management of the Company to ensure that the independent auditors also reviews the
Company’s interim financial statements before the Company ﬁles its quarterly reports on
Form 10-QSB with the SEC.

(4) -! Study the format and timeliness of financial reports presentéd to the public or used internally and,
' when indicated, recommend changes for appropriate consideration by management.

e

) Meet and discuss with the Company’s legal counsel, as appropriate, legal matters that may have a
significant impact on the Company or its financial reports.

(6) . Ensure that management has been diligent and prudent in establishing accounting provisions for
probable losses or doubtful values and in making appropriate disclosures of srgmﬁcant financial
conditions or events.

(7) . Review and reassess the adequacy of this-Charter annually.
®. Discuss generally with management the Company’s earning's press releases.

(9) - Be directly responsible for the appointment, compensation, retention and oversight of the work of
" the independent auditors employed for the purpose.of preparing or issuing an audit report with
" respect to the Company or'preparing other audit, review or attest services for the Company; such
independent auditors shall'be duly reglstcred with the Public: Accountmg Oversight Board
© following its estabhshment and such mdependent auditors’ shall be instructed to report directly to
the Commrttee

(10) Approve in: advance any non: audlt servrce perrmtted by the Act mcludmg tax semces that its
.-independent audrtors renders to the Company, unless such-prior approval may:be waived because
of perm\tted exceptsons under the»Act mcludmg but not hmrted to.the 5% de minimis. exceptron

(1 1) To the’ extent requ1red by appllcagle regulatrons drsclose in penodrc reports filed by the Company
“witli the'SEC, ipproval by the Conimittee of aliswable'riohi: audlt servrces to ‘be performed for thc
Company by its independent auditors.

( 2) Delegate to one or more members of the Commrttee the authorrty to grant pre- approvals for
 auditing and allowable non-auditing services, which detision shall be presented to the full
- Committee at its next scheduled meeting for ratification.

a3y Recerve a timely report from its independent auditors performmg the audit of the Company, which
 details: (1) all “critical accounting policies and practrces” to be used in the audlt (2) all alternate
presentation and disclosure of financial information within' generally accepted accounting
principles that have been discussed with management officials of the Company, ramifications of
 the use of such alternative disclosure and the treatment preferred by the independent auditors; and
** (3) other material written communications between the independent auditors and the management




(14)

(15)

(16)

17)

(18)

(19)

L ) (a) methods used to account for sngmﬁcant unusual transactlons

'of the Company, mcludmg, but not limited to, any management letter or scheduled or unadjusted
differences. ‘

Meet with management and independent auditors to (a) discuss the scope of the annual audit, (b)

-discuss, the annual audited financial statements including disclosures made in “Management’s

Discussion and Analysis” portion of the Company’s.annual report on Form 10-K, (c) discuss any
51gmﬁcant matter arising from the audit or report as-disclosed-to the Committee by management or
the independent auditors, (d) review the form of opinion the mdependent auditors propose to
render with respect to the audited annual financial statements, (e) discuss significant changes to the
'Company’s auditing and accounting principles, policies, or procedures proposed by management

or the mdependent auditors, (f) inquire of the independent auditors of 51gmﬁcant nsks or

‘exposures, if any, that havé come to the attention of the independent auditors and any difficulties
iencountered in conducting the audit, including any restrictions on the scope of activities or access
ito requested information and any significant disagreement. with management: -

Ensure that the independent auditors submit to the Committee written disclosures and the letter
from the independent auditors required by Independence Standards Board Standard No. 1
Independence Dtscussmns with Audit Committees, and discuss with the mdependent auditors their
t mdependence

‘ : . A c . : E a7

DISCUSS with the mdependent auditors the mattérs required to be discussed by SAS 61

Commumcatlon with Audtt Commxttees and SAS 90 Audlt Commtttee Commumcanons whlch‘

‘mclude ' N

" (b) the effect of significant accounting policies in controversial or emergmg areas for
which there is a lack of authoritative guidance or consensus;

(c) the process used by management in formulating particularly sensitive accounting

" estimates'and the basis for the audltor s conclusmns regardmg the reasonableness of
‘those estimates; C : e

(d) disagréénients with management over the appllcatlon of- accountmg prmc:ples the -
basis for management’s accounting estimates, and the disclosures in the financial -
statements; and

(e) information regarding the auditor’s judgment about quality; not just acceptability, of,
the Company’s auditing principles.

‘:‘Engage independent counsel and other advisers, as the Committee may determine in its sole
.discretion to be necessary and appropriate, to carry out the Committee’s duties.

Be provided with appropriate funding by the Company, as determined by the Committee, for
payment of:
(a) compensation to any independent auditors engaged for the purpose of preparing or
issuing an audit report or performing other audit, review or attest services for the
Company;
(b) compensation to any advisers employed by the audit committee under Section 17
above; and '
(c) ordinary administrative expenses of the audit committee that are necessary or
appropriate in carrying out its duties.

}Obtain from the independent auditors, at least annually, a formal written statement delineating all
'relationships between the independent auditors and the Company, and at least annually discuss
with the independent auditors any relationship or services which may impact the independent
-auditors’ objectivity or independence, and take appropriate actions to ensure such independence.




20) ~ Establish procedures for the receipt, retention and treatment of complaints received by the
Company regarding accounting, internal accounting controls or auditing matters.

21 " Review management’s assessment of the effectiveness of internal control over financial reporting
* and the attestation report submitted by the independent auditors to ensure that appropriaté
suggestions for improvement are promptly considered with respect to the Company s internal
control over financial reportmg Sk

(22) Establish procedures for the conﬁdcnnal anonymous submission by employees of the Company of
concerns regardmg questlonable accounting or auditing matters. !

(23) . Have the authority to investigate allegations-of managerial misconduct by its executives or any
other matters related to the financial operations of the Company.

C. MEETINGS

Meetings of the Committee will be held at least quarterly and such other times as shall be required
by the Chairman of the Board, or by a majority of the members of the Committee. All meetings of the
Committee shall be held pursuant to the Bylaws of the Company with regard to notice and waiver thereof.
The Chairman of the Audit Committee shall be responsible for meeting with or desngnatmg another
Committee member to meet with the Company s independent auditors either in person or by telephone at
their request to discuss their interim financial statements. Written minutes pertaining to each meeting shall
be filed with the Company’s Secretary and an oral report shall be presented by the Committee at each
Board meeting. ‘

». At the invitation of the Chairman of the Committee, the meetings shall be attended by the
President and Chief Executive Officer, the Chief Financial and Accounting Officer, the representatives of
the independent auditors, and such other persons whose attendance is appropnate to.the matters under
consideration. - ‘ :

Approved by Committee and the Board of the Company as of September 9, 2003.-




PROSPECTUS

ok

Kentucky First Federal Bancorp

First Federal Savmgs and Loan Association of Hazard is. reorganizing into the mutual holding company form of organization and acquiring
Frankfort First Bancorp, Inc. In connection with the reorganization, ‘we are offering shares of Kentucky First Federal Bancorp common stock, in
descending order of priority, to persons with $50 or more on deposit af Flrst Federal. of Hazard as of June 30, 2003, our employee stock ownershlp
plan, persons with 850 or more on deposit at First Federal of Hazard asiof. December 31,:2004, First Federal of Hazard’s depositors as of
December 31, 2004 and borrowers of First Federal of Hazard as of Scptcmber 23,2004 who continue to be borrowers as of December 31, 2004. To
the extent that shares remain available for purchase after satisfaction”of: all subscnpt]ons réceived in the subscription offering, we may oﬂ”er shares to
the general public in a community offering, and xf necessary, | ina syndlcated commumty offermg All shares are offered for sale in the reorganization
offering at a price of $10.00 per share.

We will form Kentucky First to own First Federal of Hazard as part of the reorganization. Immediately after completion of the
reorganization, Kentucky First intends to acquire by merger Frankfort First Bancorp, Inc., the holding company for First Federal Savings Bank of
Frankfort, and we will use up to $18.6 million of the net proceeds of the reorganization offering to acquire First Federal of Frankfort. Completion of
the reorganization offering is conditioned on the approval of the merger by Frankfort First shareholders.

In addition to the shares we are selling in the reorganization offering, we will issue shares to shareholders of Frankfort First in the merger. -
Frankfort First shareholders may elect to. exchange their Frankfort First shares for either $23.50 in cash or 2.35 Kentucky First shares. First Federal
MHC, the federally chartered mutual holding company-parent to be formed by First Federal of Hazard, will own 55% of the common stock of
Kentucky First outstanding following the reorganization and the merger, at the midpoint, maximum and maximum, as adjusted of the offering range
and approximately 53.9% of Kentucky First common stock at the minimum of the offering range.

Kentucky First will issue an aggregate of between 2,546,051 shares and 3,363,750 shares, which we may increase to 3,868,312 shares, in the
reorganization and thefmerger offerings. The exact number of shares to be issued in each offering will depend on regulatory considerations, demand
for the shares and changes in market conditions, as well as the extent.to which Frankfort First shareholders elect to receive Kentucky First shares in
the merger. Certain constraints govern the numbers of shares that will be issued in the reorganization offering and in the merger. Under a formula
contained in the merger agreement, at least 40%.of the total value of the consideration paid to Frankfort First shareholders in the merger will be in
the form of Kentucky First common stock. In addition, under this formula, Frankfort. First sharcholders will receive no more than 45% of the
Kentucky First shares issued to persons other than First Federal MHC although if.the-offering is completed between the minimum and the
midpoint of the offering range this percentage gradually increases.to as high as 49% the ¢loser the number.of shares issued is to the minimum of the
offering Tange. To the extent Frankfort First shareholders do not elect to receive the maximum number of shares that may be issued in the merger,
we will increase the number of shares we sell in the reorganization offering so that the total number of shares sold in' the reorganization offering and
the merger offering is within the offering range.

Capital Resources, Inc. will use its best efforts to assist us in our selhng efforts, but is not required to purchase any of the common stock
being offered for sale. Purchasers w111 not pay a commlssmn to_purchase shares of common stock in the reorganization offering or in the merger.

The reorgamzatlon offering i éxpected to terminate at 12:00 fioor; Eastern time,on February 14, 2005. We may extend this expiration date
without notice to you unul March’31, 2005, unless the Office ‘of Thrift Superv151on approves a later date which will not be.beyond Fcbruary 22,
2007.

The minimum purchasc in the reorganization offering is 25 shares. Once submitted, orders are irrevocable unless the offering is terminated or
extended beyond March 31; 2005, If the reorganization offering is extended beyond March 31, 2005, subscribers will have the right to modify or
rescind their purchase ordcrs Funds received before. completion-of-the reorganization offering ‘will 'be held'in an- ‘¢scrow account at First Federal of
Hazard and will earn interest at our passbook rate. If we terminate the reorganization offering, or if we extend the reorganization offering. beyond
March 31, 2005 and you rescind your order, we will promptly return your funds with interest at our passbook rate.

We expect our directors and executive officers, together with their associates, to subscribe for 115,000 shares in the reorganization offering,
which equals 3.9% of the shares to be issued to persons other than First Federal MHC at the midpoint of the offcrmg range. We have applied to
have our company stock listed for tradmg on-the Nasdaq National Market under the symbol “KFFB Yoo

REORGANIZATION OFFERING SUMMARY
Price Per Share: $10.00

* ' o Maximum, as
Minimum Maximum Adjusted

1298486 1,850,063 2,127,572
$12,984.860  $18,500,630  $21,275,720

Estimated offering expenses .. . .. e : $ 1,148,000 $ 1,268,000 $ 1,337,000
Estimated net cash proceeds . .0 ... o.uuu it e ~$11,836,860  $17,232,630  $19,938,720
Estimated net cash proceeds pershare ... e $ 912 3§ 931 § 9.37

(1) Assumes that Frankfort First shareholders elect to receive the maximum number of shares that may be issued in the merger.

ThlS mvestment mvolves a’ degree of risk, mcludmg the possnble loss of pnnclpal

These securzttes gre not deposzls or: savmgs accounts and are not insured or. guaranteed by. the Federal Deposzt nsurance Corporatzon or any
other government agency:: s

Capital Resources, Inc. '

Neither the Securities and Exchange Commission, the Office of Thrift Supervision nor any state securities regulator has approved or
disapproved of these securities or determined if this prospectus is accurate or complete. Any representation to the contrary is a criminal offense.

For assistance, please contact the Stock Center at (606) 435-0052.
The date of this prospectus is January 10, 2005
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“Summary

This summary highlights selected information from this document and may not contain all the information that
is important to you. To understand the reorganization offering and the merger fully, you should read this entire
document carefully. In certain instances where appropriate, the terms “we,” “us” and “our” refer collectively to First
Federal MHC, Kentucky.First and First Federal of Hazard or any of these entities, depending on the context. Unless
otherwise rioted, the terms “we,” “us” and “our” also refer to First Federal of Frankfort when discussing matters to
occur following consummation of the reorganization and the merger. For assistance, please contact our Stock center

at (606) 435 0052

Descrlptlon of the Reorganization . Currently, we are a federally chartered mutual savings and loan
(pag_e 128) . association with no stockholders. Our depositors and certain
' ‘ borrowers currently have the right to vote on certain matters such
as the election of directors and this reorganization.

" The mutual holding company reorganization process that we are
. now undertaking involves a series of transactions by which we
i : will convert our organization from the mutual form of
- organization 1o the federally chartered mutual holding company

_form of organization. In the mutual holding company structure,
First Federal of Hazard will be a federally chartered stock savings
‘ ~ oo s and- loan {association, and all of its stock will be owned by
! ‘ ‘ ‘ -~ Kentucky First. In addition, 45% of Kentucky First’s stock will
¢ - * ‘be’'owned by the public and our employee stock ownership plan
‘ . and 55%:of Kentucky First’s stock will be owned by First Federal
MHC at-the midpoint, maximum and maximum, as adjusted, of
the offering range. At the minimum of the offering range, 46.1%
_of Kentucky First’s common stock will be owned by the public
f : and our employee stock ownership plan and 53.9% of Kentucky
' - First’s common stock will be owned by First Federal MHC. Our
: - " depositor'and borrower members on the closing date of the
réorganization will become members of First Federal MHC and
will have similar voting rights in First cheral MHC as members

i . ) currently have in First Federal of Hazard. . s ;

! : ‘ .. Our normal business operations will continue w1thout mterruptlon
during the reorganization. Our deposit accounts; .the balances of
individual - accounts and existing federal deposit insurance

- coverageé.will not be affected by the reorganization offering.

Overwew of the Merger _ .~ Immediately following the reorganization, we intend to acquire
(page 146) . , Frankfort:First in a merger, whereby Frankfort First’s wholly
’ o ‘ . owned 'subsidiary, First Federal of Frankfort, will become a
S ) * ‘wholly ‘owned subsidiary of Kentucky First. First Federal of
- L R - " Hazard also will be a wholly owned subsidiary of Kentucky First
et e e R Gt after itS Teorganization to the mutual holding company structure
o e T and the merger with Frankfort First. Currently, we have no plans
‘ o " to merge First Federal of Hazard and First Federal of Frankfort.
; Therefore, the two banks will remain separate entities whose

! management teams will remain intact.




After the reorganization and the merger, our ownership structure
initially will be as follows:

o o ' : - [~ Pablic stockholders
k ’ : | (consisting of former- Frankfort
. “First shareholders:who-elect to
First Federal MHC "receive stock in the merger and

25

Firsf Federal MHC ’

Main & Lovern Streets
Hazard, Kentucky 41701
(606) 436-3860

e L . -purchasers of stock in the, -

e S N . reorganization) o
55% (53.9% at 45% (46 l% at
minimum of minimum of
offering range) of - © . 7 loffering rangg) of
common stock common: sj_og:k

Kentucky First

100% of 100% of

common stock common stock

First Federal of

First Federal of Hazard Frankfort

This ownership structure is subject to the limitation that First

Federal MHC will own 55% of Kentucky First common stock at

the midpoint, maximum, and maximum, as adjusted, of the

offering range and approximately 53.9% of Kentucky First
common stock at the minimum of the offering range.

The public stockholders initially will consist of subscribers for
Kentucky First common stock in the reorganization offering,
including the First Federal of Hazard employee stock ownership

. plan, and former Frankfort First shareholders who receive

Kentucky First common stock in the merger.

First Federal MHC-will be formed upon completion of the
reorganization. After completion of the reorganization, First
Federal MHC will become our federally chartered mutual

‘holding company parent and will own 55% of Kentucky First’s

common stock at the midpoint, maximum and maximum, as

:adjusted, of the offering range and approximately 53.9% of

Kentucky First common stock at the minimum of the offering

- range.. So long as First Federal MHC exists, it will .own a

majority of the voting stock of Kentucky First. First, Federalf

-MHC s not currently an operating company. First Federal MHC-
-will have no stockholders, and depositors and certain borrowers
_of First Federal of Hazard will become members of First Federal
.MHC. Wedo not expect that First Federal MHC will engage in

any business activity other than owning a majority of the
common stock of Kentucky First.




Kentucky First Federal Bancorp

216 W. Main Street

P.O. Box 535

Frankfort, Kentucky 40602-0535
(502) 223:1638

First Federal Savings and
Loan Association of Hazard
Main & Lovern Streets '
Hazard, Kentucky 41701

(606) 436- 3860

Frankfort First Bancorp, Inc.
First Federal Savings Bank of
Frankfort

216 W. Main Street

P.O. Box 535

Frankfort, Kentucky 40602-0535
(502) 223-1638

Reasoné for the Reorganization
(page 129)

This offering is made by Kentucky First. Kentucky First will be
formed upon completion of the reorganization. After completion
of the reorganization, Kentucky First will become our federally
chartered mid-tier stock holding company. Kentucky First is not
currently an operating company. After the reorganization,
Kentucky First will own all of First Federal of Hazard’s capital
stock and after the merger will own all of First Federal of
Frankfort’s capital stock and will direct, plan and coordinate
First Federal of Hazard’s and First Federal of Frankfort’s
business activities. In the future, Kentucky First might also
acquire or organize other operating subsidiaries, including other
financial institutions or financial services companies, although
it currently has no specific plans or agreements to do so

First Federal of Hazard is a community-oriented savings and
loan association dedicated to serving consumers in Perry and

surrounding counties in eastern Kentucky. We engage primarily

inthe business of attracting deposits from the general public and
using such funds to originate, when available, loans secured by
first mortgages on owner-occupied, residential real estate. To
the extent there is insufficient loan demand in our market area,
and where appropriate under our investment policies, we invest
inmortgage-backed and investment securities. During the recent
low interest rate environment, we have chosen to invest in

- shorter term liquid mortgage-backed and investment securities

pending a rise in interest rates. We currently operate from a
single office in Hazard, Kentucky. At September 30, 2004, we
had total assets of $140.4 million, loans receivable, net of $32.6
million, total mortgage-backed and investment securities of
$86.1 million, deposits of $99.1 million and total capital of

$31.6 million.

Frankfort First is a Delaware corporation and a registered

. savings and loan holding company. It was incorporated in
- August 1994 at the direction of the Board of Directors of First

Federal of Frankfort for the purpose of serving as a savings
institution holding company of First Federal of Frankfort upon
its conversion from mutual to stock form. The conversion was
completed on July 7, 1995. Frankfort First’s principal business
is First Federal of Frankfort, a federally chartered savings bank.

First Federal of Frankfort operates out of three banking offices
in Frankfort, Kentucky and engages primarily in the business of

.attracting deposits from the general public and using such funds

to originate loans secured by first mortgages on owner-occupied,

. residential real estate. First Federal of Frankfort also originates,

to a lesser extent, church loans, home equity loans and other
loans. At September 30, 2004, Frankfort First had total assets of
$136.6 million, deposits of $73.8 million and total capital of

. $17.4 million.

" 'Our primary reasons for the reorganization are to:

. provide us with the capital to acquire Frankfort First
and its subsidiary, First Federal of Frankfort;

. structure ourbusiness-in‘a form thit w1ll enable us to
" access capital markets; .

. permit us to control the amount of capital being raised
to enable us to prudently deploy the proceeds of the
offering;




Our Post Merger Operating Strategy
(page 76)

Management.and. Operations After
the Merger (page 115)

. support future lending and growth, including access to
additional markets within Kentucky;

. enhance our ability to attract and retain qualified
directors, management and other employees through
stock-based compensation plans; and

* . . support possible future branching activities and/or the
acquisition of other financial institutions or financial
services companies or their assets.

Our mission is to operate and grow profitable, community-
oriented financial institutions serving primarily retail customers
in our market areas. After the reorgamzauon and merger, we
plan to pursue a strategy of: »

. operating two mdependent commumty orlented savmgs
institutions, First Federal of Hazard, which will serve
customers in Perry and surrounding counties in eastern
Kentucky, and First Federal of Frankfort, which will serve
customers primarily in Franklin County, as well as
Anderson, Woodford, Scott and Shelby Counties, in
central Kentucky. Each bank intends to operate
substantially in the same manner as it has operated in the
past, emphasizing traditional thrift activities of accepting
deposits and originating residential mortgage loans for
portfolio;

. broadening and diversifying First Federal of Hazard’s
lending activities by providing access to First Federal of
Frankfort’s expertise in certain lending products, such as
adjustable-rate mortgage loans and home equity loans;

"« - increasing the yield onFirst Federal of Hazard’s assets by

decreasing its reliance on low ‘yielding ..government
securities and reinvesting these assets into whole loans
originated by First Federal of Frankfort, with First Federal
of Frankfort retaining servicing on any loans sold; .

- continuing our historic heavy reliance on our low-costing

" deposit base to fund our lending and investment activities.

" We expect our projected deposit mix to generally retain its

“existing composition of passbook and certificate of deposit
accounts;

» ' Tteducing First Federal of Frankfort’s reliance on third party

borrowings through loan sales to First Federal of Hazard;

Pe gradually pursuing opportunities to increase and diversify

lending in our market areas;

..+ applying conservative underwriting practices to mamtam

the high quality of our loan portfolios; and

+  managing our net interest margin and interest rate risk.

The existing board of directors and management team of First
Federal of Hazard will continue as the board of directors and
management team of First Federal of Hazard after the merger.
The existing board of directors and management team of First
Federal of Frankfort will continue as the board of directors and
management team of First Federal of Frankfort after the merger.
The board of directors of Kentucky First will be comprised of four




Number of Shares to be Sold

(page 138)

members of First Federal of Hazard’s current board (Tony D.

“ Whitaker, Stephen G. Barker, William D. Gorman and Walter G.

Ecton, Jr.), two members of Frankfort First’s current board (David
R. Harrod and Herman D. Regan, Jr.) and Don D. Jennings
(current President and Chief Executive Officer of Frankfort First).
The officers of Kentucky First will be as follows: (1) Chairman
and Chief Executive Officer: Tony D. Whitaker {(current
President and Chief Executive Officer of First Federal of Hazard);
(2) President and Chief Operating Officer: Don D. Jennings
(current President and Chief Executive Officer of Frankfort First);
(3) Chief Financial Officer: R. Clay Hulette, CPA (current Chief
Financial Officer of Frankfort First; and (4) Vice President and
Secretary: Roy L. Pulliam, Jr. (current Vice President and
Secretary of First Federal of Hazard).

“The board of directors of First Federal MHC will be comprised of

the current members of First Federal of Hazard’s board.

We are offering an aggregate of between 2,546,051 and 3,363,750
shares of common stock in the reorganization offering and the
merger offering. With regulatory approval, we may increase the
number of shares to be issued to 3,868,312 shares without giving
you further notice or the opportunity to change or cancel your
order. The Office of Thrift Supervision will consider the level of

_subscriptions, our financial condition, our results of operations

and changes in market conditions in connection with a request to
increase the offering size.

The exact number of shares to be issued in each offering will
depend on regulatory considerations, demand for the shares and
changes in market conditions, as well as the extent to which

" Frankfort First shareholders elect to receive Kentucky First shares

in'the merger. Certain.constraints govern the numbers of shares
that will be issiied in the reorganization offering and in the merger.
Under a formula containéd in the merger agreerient, at-least 40%
of the total value of the consideration paid to Frankfort First

" shareholders in the merger will be in the form of Kentucky First

common stock. In addition, under. this formula, Frankfort First
shareholders will receive no more than 45% of the Kentucky First
shares issued to persons other than First Federal MHC, although
if the offering is completed between.thé ‘minimum and _the
midpoint of the offering range this pcrcentage gradua]ly increases
to as high as 49% the closer the nimber of shares issued'is to. thc
minimum of the offering range. However, undér no circumstances
will Frankfort First shareholders receive more than, 4_9% of the
Kentucky First shares issued to persons other than First Federal
MHC. All other shares will be sold at $10. 00 per share to
subscribers in the reorganization offermg To the éxtent Frankfort
First shareholders do not elect to receive the maximum number of
shares that may be issued in the merger, we will increase the
number of shares we sell in the reorganization offering so that the
total number of shares sold in the reorganization offering and in
the merger is within the offering range. At the midpoint,
maximum and maximum, as adjusted, of the offering range, 45%

of the shares of Kentucky First common stock issued will be

issued in the reorganization offering and the merger, and the
remaining 55% of the outstanding shares of Kentucky First
common stock will be issued to First Federal MHC. However, if
the offering is completed at or near the minimum of the offering
range, it will be necessary to increase the percentage of Kentucky
First’s common stock that will be issued in the reorganization
offering and in the merger to as high as 46.1% of Kentucky First’s
outstanding common stock in order to satisfy the requirements
described above. We will determine the exact numbers of
Kentucky First shares that will be issued in the reorganization
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offering and in the merger and to First Federal MHC, as well as
the percentage of the outstanding shares of Kentucky First
common stock to be owned by First Federal MHC, following the
closing of the reorganization offering period and after the date by
which Frankfort First shareholders must submit elections to

. receive cash or Kentucky First common stock in the merger.

The following table sets forth as of September 30, 2004 the
number of shares to be issued in the reorganization offering, the
number of shares to be issued in the merger and the number of
shares to be issued to First Federal MHC, as well as the
percentages of the shares of Kentucky First common stock that
will be outstanding following the reorganization and the merger,
at the minimum, midpoint, maximum, and maximum, as adjusted
of the offering range. At the midpoint, maximum and maximurn,
as adjusted, of the offering range, the number of shares to be
issued is shown under two alternative assumptions. One
assumpuon is that the number of shares issued in the merger will
be the minimum possible number that may- be. issued while
complying with the constraints on sharé ‘issuances’ deséribed
above. The second assumption is that the number of shares issued

‘in the merger will be the maximum possible number that may be
issued while complying with the constraints on share issuances

described above. If the offering closes at the minimum of the
offering range, the exact number of shares to be issued in the
reorganization offering, in the merger and to First Federal MHC
can be determined with no possibility for a range of share
issuances, so only one scenario is presented.

Kentucky First

N Kentucky Flrst Kentucky First T
‘ ’ " Shares Issued " Shares Sold in the Shares Issued to K otal
in the Meljger Reorgamzanon Offering _ __ First Federal MHC en;tl:)zl:yaF\rst

Assumplion: ‘ ,Number B Percent . Number Percent Number Percent Outstanding
Minimum of,offering range: 1,247,565(1) 226% 1,208,486 23.5% 2,978,949 53.9% 5,525,000
Midpoint of offering range/minimum 1,247,565 (1)  19.2° 1,677,435 25.8 3,575,000 55.0 6,500,000
number of shares issued in the mefger ! : o
Midpoint of offering range/maximum " 1,316,250 20.2. 1,608,750 24.8 3,575,000 55.0 6,500,000
number of shares lssued in the merger : SRR e
Maximum'of ffering range/m:mmum 1,247,565 (1) -167 2,116,185 283 4,111,250 550 7,475,000
number of shares lssued in the 1 ‘merger ! R , ' o
Maximum of offering _ 1,513,687 20.2 1,850,063 24.8 4,111,250 55.0 7,475,000
r‘a'xi‘gelmaxxmum number of shares 7 o
lssuecl in t_he merger 1 t A
Maximum, asadjusted ofoffermg 1,247,565(1) 145 | 2,620,747 30.5 4,727,938 55.0 8,596,250
rangelrmmmum number 6f shares o i : )
|ssued in the merger =~ ¥ Sl
Maximum, a$ adjusted, Of offering = 1,740,740 20.2° 2,127,572 248 4,727,938 55.0 8,596,250

range/maxrmum number ‘of shares
rssued in the | merger

) Based on 1,266,613 shares and options to acquire 147,230 shares of Frankfort First common stock outstanding on September 30, 2004.
Subsequeént to September 30, 2004, an ]nle‘ldual advised Frankfort First of such person’s intent to exercise 12,368 options by tendering 5,000
shares of Frankfort First common stock plus cash for the balance of the exercise price. This transaction will reduce the minimum number of

shares issuable in the merger to 1 ,245,947.
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Possible: Change in Offerlng Range
‘(page 140)

Purchase Price (page 138)

P
i

How We Determlned the Offerlng
Range (page 1 38)

Keller & Company’s independent appraisal will be updated before
the reorganization is completed. If the pro forma market value of

- the-common stock being offered at that time is either below

$25,460,510 or above $38,683,125, we will notify subscribers and
Frankfort First shareholders, who will have the opportunity to
confirm, modify or cancel their orders or their elections. Each
subscriber would be required to affirmatively confirm or modify
his or her order within a specified resolicitation period or else it
would be cancelled. If we are unable to sell at least the number of

- shares-at the minimum of the offering range, as the range may be

amended, the reorganization would be terminated and all
subscriptions would be cancelled and funds returned promptly
with interest.

The purchase price in the reorganization offering is $10.00 per
share. We determined this per share price in order to achieve as
wide a distribution of stock as possible. You will not pay a
commission to buy any shares in the offering.

. " The :6ffering range is based on an independent appraisal of the
. estimated market value of First Federal of Hazard by Keller &

Company, Inc., an appraisal firm experienced in appraisals of

" savings institutions. Keller & Company’s estimate of our market

value was based in part upon our financial condition and results of
operations, the financial condition and results of operations of
Frankfort First and the effect of the capital raised in this offering
considering the pro forma effect of the acquisition of Frankfort
First.  Keller & Company’s appraisal, dated as of August 27,
2004, estimated our pro forma market value on a fully converted
basis and assuming completion of the merger, to be between

$55,250,000 and $74,750,000, with a midpoint of $65,000,000.
..The term “fully converted” means that Keller & Company
-assumed that 100% of our common stock had been sold to the
“public, rather than the 45% that will be issued in the offering.

Subject to regulatory approval, we may increase the pro forma

“market value on a fully converted basis to $85,962,500 without
“ notice to you. Based on the sale of 45% of our common stock in

the offering, Keller & Company estimated the pro forma market
value of our common stock being offered to be between

. $25,460,510 and $33,637,500, with a midpoint of $29,250,000.

Subject to regulatory approval, we may increase the pro forma
market value of our common stock being offered to $38,683,125
without notice to you.

.The independent appraisal does not indicate anticipated market
:-rprice for the Kentucky First common stock. We cannot guarantee

thatanyone who purchases shares in the reorganization offering or

:who, receives shares in exchange for shares of Frankfort First
.+ .common-stock will be able to sell their shares at or above the
- $10.00 purchase price.

We will update the appraisal prior to completion of the
reorganization offering. Any changes in the appraisal are subject
to Office of Thrift Supervision approval.

Two measures that some investors use to analyze whether a stock
might be a good investment are the ratio of the stock price to the
issuer’s annual net earnings and the ratio of the stock price to the
issuer’s “book value.” Book value is the same as total equity and
represents the difference between the issuer’s assets and liabilities.
The acquisition of First Federal of Frankfort will result in
goodwill, an intangible asset, in the approximate amount of $16.5
million on the consolidated balance sheet of Kentucky First
following the acquisition, relating to the amount by which the
purchase price exceeds the net tangible assets of First Federal of
Frankfort. The goodwill will be recorded on the books of First

Federal of Frankfort via “push-down” accounting. Tangible book
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value represents total book value less such goodwill. Keller &
Company, in preparing its appraisal, considered these ratios,
primarily our price to tangible book value ratio, among other
factors. Keller & Company’s appraisal also incorporates an
analysis of a peer group of publicly traded thrift institutions that
Keller & Company considered comparable to us.

The following table presents a summary of selected pricing ratios
as of August 27, 2004 for all mutual holding companies and the
pricing ratios for us, assuming completion of the merger, without
the ratios adjusted to the hypothetical case of being fully
converted. See “Pro Forma Data” for a description of the
assumptions we used in making these calculations.

ProForma .. ProForma:
Price To Price To
Core Earnings  Tangible Book

Per Share

—Yalue Per Share

National mutual holding
company trading multiples
“Average (1) ............
Median (1)

Kentucky First
~ uponrissuance of 45% of its
‘stock in the reorganization
and the merger for the year
ended June 30, 2004
Minimum
Maximum . ............

209.24%
188.70%

46.25x"
42.87x

29.43x
39.85x

158.73%
176.68%

(1) The information for national mutual holding companies may not be
meaningful for investors because it presents average and median
information for mutual holding companies that may have issued a
different percentage of their stock in their offerings than the 45% that
we are offering. In addition, stock repurchases also affect the ratios
1o a greater or lesser degree depending upon repurchase activity.
Additionally, many factors that historically have affected pricing for
mutual holding companies may not impact our trading price. See
“Summary—After-Market Performance Information Provided By
Independent Appraiser” and “Risk Factors—Afier the offering and
merger, our return on equity will be low compared to other
companies. This could negatively affect the price of our stock.”

The following table presents a surmmary of selected pricing ratios
as of August 27, 2004 utilized by Keller & Company for the peer
group -companies and the pricing ratios for us, assuming
.- completion of the merger, with the ratios adjusted to the

~hypothetical case of being fully converted. See “Pro Forma

" .Data” for.a description of the assumptions we used in making

" these calculations.

Fully Converted
Equivalent Pro Forma

) Price To
Price To Tangible
CoreEarnings Book Value
Per Share Per Share
Peer group company trading
multiples ‘
Average ............ . ... ... 16.56x 127.85%
Median ....................... 16.12x 117.17%
Kentucky First upon
issuance of 100% of its stock and
completion of the merger, for the twelve
months ended June 30, 2004
Minimum ...................... 24 42x 84.70%
Maximum ...................... 31.78x 89.56




Compared to the average pricing ratios for the peer group, at the

maximum of the offering range our stock would be priced at a

premium of 140.71% to the peer group on a price-to-earnings

basis and a discount of 29.95% to the peer group on a price-to-

tangible book basis. This means that, at the maximum of the

offering range, a share of our common stock would be more

- expensive than the peer group based on a core earnings per share

basis and less expensive than the peer group on a tangible book

~ value per share basis. The key items that resulted in downward

: : valuation adjustments of Kentucky First relative to the peer group

i e were Kentucky First’s lower earnings, more limited asset, loan and

: : deposit growth, Kentucky First’s more distressed market area and

lower future liquidity for Kentucky First common stock. The

reason for the discount for Kentucky First common stock relative

to its peer group is based on a combination of these downward

: adjustments reduced by an upward adjustment for Kentucky
T First’s higher dividend yield.

After-Market Performance Information Keller & Company provided the following information to the

Provided by Independent Appraiser ‘board of directors and to the Office of Thrift Supervision as part
of its appraisal. The following table presents for all mutual

L . . holding company reorganizations with a minority stock issuance
_ and all stock conversions, including second step transactions, for
i ) which data is available, from January 1, 2003 to December 13,
2004, the average and median percentage stock price appreciation
from the initial trading date of the reorganization or conversion to

the dates presented in the table.

'

This table is not intended to be indicative of how our stock price
‘ may perform. Many factors affect stock price appreciation,
Lo —_ . including, but not limited to, the factors set forth below. Before
you make an investment decision, we urge you to carefully read
this prospectus, including, but not limited to, the Risk Factors

beginning on page 19.
+
) . Average Percentage Sfock Median Percentage Stock
Yearof ©  Number Price Appreciation from ITPO Price Price Appreciation from 1PO Price
Initial - of Asof As of
Trading Trans- - After One After One After One December 13, After One After One After One December 13,
Date . actions -Day Week Month . 2004 Day Week Month 2004
[ \ ’
2004 ‘ ‘21 - 1601%  1642% 1249% .  10.66% 15.00% 12.65% 11.00% 10.55%
20031) "HLS, ' 33.84 34_.‘76 35,91’ 18.40 21.38 24.05 26.60 8.66
S [ E “ i " While stock prices of other institutions that have engaged in

Gt ST geent oot e R Ugimilar - ‘transactions have, on average, increased for the
B Lot ‘ * “periods presented, we cannot assure you that our stock price
R R - willappreciate the same amount, if at all. In particular, our
: Co ‘transaction differs from most or all of the other minority stock
"issuances and mutual to stock conversions in that our
transaction contemplates an acquisition immediately following
: : : " the issuance or reorganization. We also cannot assure you
; that our stock price will not trade below $10.00 per share, as
‘ : ‘ ‘ has been the case for some reorganized and converted thrift
" institutions. In addition, the transactjons underlying the:data
" occurred primarily dunng afalling interest rate environment,
during which market prices for financial institutions typically
increase. If interest rates rise, our net interest income and the
-value of our assets could be reduced, negatively affecting our
stock price. See “Risk Factors—Rising interest rates may hurt

t ) ' our profits and asset values.”




Persons Who Can Order Stock in the
Offering (page 132)

"The increase in a company’s stock price is subject to various
factors, including the amount of proceeds a company raises and
our ability to successfully integrate the operations of First Federal
of Frankfort following the merger (see “Risk Factors—Kentucky
First’s success depends in part on the success of the merger” and
“Risk Factors—After the offering and merger, our return on
equity will be low compared to other companies. This could

> wnegatively affect the price of our stock.”), the quality of

management and management’s ability to deploy proceeds suchas
through investments, the acquisition of other financial institutions

. or other businesses, the payment of dividends and common stock

repurchases. See “Risk Factors—We may not be able to achieve
sufficient growth in our retail franchise to allow us to achieve the
anticipated benefits of the merger.” In addition, stock prices may
be affected by general market conditions, the interest rate
environment, the market for financial institutions and merger or
acquisition transactions, the presence of professional and other
investors who purchase stock on speculation, regulatory
developments, as well as other unforeseeable évents not
necessarily in the control of management..

Finally, you should be aware that regulatory restrictions generally
prohibit a holding company regulated by the Office of Thrift
Supervision, like us, from being acquired within three years
following its formation in connection with a reorganization into
the mutual holding form of organization, which may also have a
negative impact on stock price performance.

The board of directors carefully reviewed the information
provided to it by Keller & Company through the appraisal
process, but did not make any determinations regarding how the
historical data reflected above may impact Kentucky First’s
appraisal. Instead, the board hired Keller & Company to help it
understand the regulatory process and to advise the Board as to
how much capital Kentucky First would likely be required to raise
under the Office of Thrift Supervision’s appraisal guidelines. The
board’s ability to control the amount of capital Kentucky First will
raise in the stock offering is limited by the regulatory framework
established by the Office of Thrift Supervision, which requires
that First Federal of Hazard hire -an independent appraiser and
permit the independent appraiser to arrive. at a value without
undue influence from outside parties, including First Federal of
Hazard. The board fully complied with.the Office of Thrift
Supervision’s guidelines and permitted Keller & Company to
arrive.at the appraised value of Kentucky First independently,
_which the.board also understood would be subject to Office of
Thrift Supervision review and approval. Keller & Company, an
independent appraisal firm expert in the appraisal guidelines of
the Office of Thrift Supervision, considered all factors that may
appropriately be considered under the Office of Thrift
Supervision’s appraisal guidelines when arriving at the appraised
value of Kentucky First.

In the reorganization offering, we have granted rights to subscribe
for our shares of common stock in a “subscription offering” to the
following persons in the following order of priority:

1. Persons with $50 or more on deposit at First Federal of Hazard
as of June 30, 2003.

2. Our employee stock ownership plan, which provides
retirement benefits to our employees.

3. Persons with $50 or more on deposit at First Federal of Hazard
as of December 31, 2004.
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Deadhne for Ordermg Stock
(page 137)

‘Purchasé’ Limitations (page._1 41 )f_-

-4. First Federal of Hazard’s depositors as of December 31, 2004

and borrowers of First Federal of Hazard as of September 23,
- 2004 who continue to be borrowers as of December 31,2004.

‘ We may offer shares not sold in the subscription offering to the

general public in acommunity offering. Persons who are residents

- of Perry County, Kentucky, will have first preference to purchase

shares in‘a community offering. The community offering, if held,
may begin concurrently, during or as soon as practicable after the
end of the subscription offering. The plan of stock issuance

“ -‘provides that, if necessary, all shares of common stock not

purchased in the subscription offering and community offering

‘may be offered for sale to the general public in a syndicated

community offering through a syndicate of registered broker-
dealers to be formed and managed by Capital Resources, Inc.

- actingas our agent.

If we receive subscriptions for more shares than are to be sold