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Letter from the Chairman and President

As we realized the benefits of rising interest rates, we
also effectively managed the challenges of rising rates.
We achieved loan growth of approximately 10%,
continuing to diversify our loan portfolio. At June 30,
2006, residential loans comprised 51.3% of total loans,
commercial real estate were 33.1%, commercial loans
were 11.4%, and consumer and other loans were 4.1%.
As we have grown, our credit quality has remained
strong. Non-performing assets (which consisted solely
of non-accruing loans) were .32% of average assets at
June 30, 2006, significantly below the recent average
and median ratios for publicly-traded Ohio banks and
thrifts.
assets were .11%, slightly above recent average and
median ratios for publicly-traded Ohio thrifts but
significantly below the average for publicly-traded

Net charge-offs as a percentage of average

Ohio banks. Qur overall loan delinquency ratio was
under one percent at .95% of total loans.

Deposit growth of over $10 million or 9.3% has kept
pace with our loan portfolio growth. During fiscal 2006,
as customers moved funds into higher yielding time

deposits, we pursued a disciplined pricing approach
and were able to maintain our core deposits at 49% of
total deposits. This fiscal year represented the first full
year of operations at the Coshocton and Sugarcreek
lending centers and we have been pleased with their
progress. We received regulatory approval to take
deposits at these locations, providing a new source of
funding to enable us to continue to grow and to
manage our cost of funds. These two offices have been
accepting non-cash deposits since January as we
evaluate the prospects for full-service expansion

in these new markets.

We continue to carefully monitor general and
administrative expenses, which increased 10.2% during
the 2006 fiscal year, generally reflecting our growth rate
for the year. Most of this increase was expected due to
our investment in the Coshocton and Sugarcreek
offices and additional staffing to support our
continuing growth. Despite the expense increase,
we are operating more efficiently than we were two
years ago. Our efficiency ratio, the industry standard

which generally measures non-interest expense as a
percent of net interest income plus non-interest income,
has declined in the last three fiscal years to 65.4% in
fiscal 2006 from 76.3% in fiscal 2004. For the twelve
months ended June 30, 2006, the median efficiency ratio
for publicly-traded Ohio thrifts and banks was 68.7%
and 65.3%, respectively, as reported by SNL Financial.

We remain committed to fulfilling our responsibilities as
a public company. The Securities and Exchange
Commission has delayed the implementation of the
internal control requirements of Section 404 of the
Sarbanes-Oxley Act for companies our size, and revision
of the requirements for smaller companies is under
consideration. We expect that the cost of complying
with Section 404 will be less than anticipated when the
law was first enacted, and we are much more
comfortable that the regulation will be applied
appropriately to smaller-cap companies. We currently
anticipate that our compliance due under Section 404
will be the June 30, 2008 fiscal year.

2 —First Federal 2006 Annual Report
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Business of FFD Financial Corporation

[nvesting in our community.

Our community focus is part
of the reason why deposits,
including CDs, grew by more
than $10 million for the
2006 fiscal year.

FFD Financial ("FFD" or the
“Corporation”) is the holding company for First

Corporation

Federal Community Bank (“First Federal” or the
“Bank"), a federal savings bank. Since its formation
in 1996, FFD’s activities have been limited primarily to
holding the common shares of First Federal.

First Federal’s business involves attracting deposits
from individual and business customers and using
such deposits to originate loans in its market area,
consisting of Tuscarawas and contiguous counties in
Ohio.

products including checking, savings, money market,

The Bank provides a full array of deposit

and individual retirement accounts, and certificates
of deposit. First Federal originates residential and
home equity loans, construction loans, commercial
real estate loans, business loans and consumer loans.
The Bank also invests in securities consisting
primarily of United States government and
and

government agency obligations

mortgage-backed securities.

Funds for lending and investing activities are
obtained primarily from deposits, which are insured
up to applicable limits by the Federal Deposit
Insurance Corporation (“FDIC"), from Federal Home
Loan Bank ("FHLB”) advances, loan sales and
principal repayments on loans and mortgage-backed
securities. First Federal conducts business from its
main office in Dover, Ohio, branches in Dover and
New Philadelphia, Ohio, and lending offices in
Sugarcreek and Coshocton, Ohio. Additionally, the
Bank provides access to its products and services via

the Internet at www.onlinefirstfed.com.

FFD is subject to regulation, supervision and
examination by the Office of Thrift Supervision of the
United States Department of the Treasury (the
"OTS").
supervision and examination by the OTS and the
FDIC. First Federal is also a member of the FHLB
of Cincinnati.

First Federal is subject to regulation,

4 —First Federal 2006 Annual Report
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Selected Consolidated Financial Information and Other Data

The foliowing table sets forth certain information concerning the consolidated financial condition,
earnings and other data regarding FFD at the dates and for the periods indicated.

Selected consolidated financial At June 30
condition data: (n thousands) 2006 2005 2004 2003 2002
Total amount of:
Assets $161,233 $148,595 $135,892 $136,408 $130,303
Interest-bearing deposits 6,288 5,672 8,821 10,398 11,726
Investment securities available for sale —
at market 3,353 3,485 4,402 1,502 2,047
Mortgage-backed securities available
for sale - at market 431 500 630 832 1,551
Mortgage-backed securities held to
maturity - at cost 130 220 395 651 1,606
Loans receivable - net 144,556 131,493 114,505 115,966 107,055
Deposits 121,919 111,495 105,446 104,351 95,542
Advances from the FHLB 18,428 17,880 12,669 13,891 17,553
Shareholders’ equity, restricted 18,363 17,438 16,738 16,918 16,541
Summary of earnings For the year ending June 30 |
{In thousands, except per share data) 2006 2005 2004 2003 Noo&~
Interest income $9,475 $7.073 $6,360 $6,758 $8,005
Interest expense 3,649 2,521 2,487 2,966 3,893
Net interest income 5,826 4,552 3,873 3,792 4112
Provision for losses on loans 160 11 25 131 150
Net interest income after provision
for losses on loans 5,666 4,541 3,848 3,661 3,962
Other income 599 917 616 1,038 536
General, administrative and other
expense 4,203 3,813 3,423 3,133 2,812
Earnings before income taxes 2,062 1,645 1,041 1,566 1,686
Federal income taxes 710 559 354 534 573
Net earnings $1,352 $1,086 $ 687 $1,032 $1.113
Earnings per share - - - - -
Basic $1.15 $.94 $.59 $.88 $.94
Diluted $1.13 $.92 $.58 $.86 $.92

6 —First Federatl 2006 Annual Report
(1) Includes loans held for sale.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

I[nvesting in our community.

In the 2006 fiscal year, we helped

get a lot of people settled in. Loan

originations, including mortgages,
- were up over 15%.

General

FFD's principal business is owning all of the stock
issued in First Federal's 1996 conversion from mutual
to stock form. As a result, the discussion that follows

focuses on First Federals financial condition and

results of operations. The following discussion and
analysis of the financial condition and results of
operations of FFD and First Federal should be read in
and with the
consolidated financial statements, and the notes

conjunction with, reference to,

thereto, included in this Annual Report.

Forward-Looking Statements

Certain statements contained in this Annual Report
that are not historical facts are forward looking
statements that are subject to certain risks and

uncertainties.  When used herein, the terms

i

“anticipates,” “plans,” “expects,” “believes,” and
similar expressions as they relate to FFD or its
management are intended to identify such forward
looking statements. FFD's actual results, perform-
ance or achievements may materially differ from
those expressed or implied in the forward-looking
statements. Risks and uncertainties that could cause
or contribute to such material differences include,

but are not limited to, general economic conditions,

interest rate environment, competitive conditions in
the financial services industry, changes in law,
governmental policies and regulations, and rapidly

changing technology affecting financial services.

Critical Accounting Policies

The preparation of consolidated financial statements
in conformity with accounting principles generally
accepted in the United States of America requires
management to use judgments in making estimates
and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses. The
following critical accounting policy is based upon
judgments and assumptions by management that
includes inherent risks and uncertainties.

The allowance for loan losses is an accounting
estimate of probable, but unconfirmed, asset
impairment that has occurred in the Corporation's
loan portfolio as of the date of the consolidated
financial statements, but before losses have been
confirmed via a recorded charge-off or write-down.
It is the Corporation’s policy to provide valuation
allowances for estimated losses on loans based upon
past loss experience, adjusted for changes in trends
and conditions of certain items, including:

8 —First Federal 2006 Annual Report
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Management’'s Discussion and Analysis of Financial Condition and Results of Operations

Mortgage-backed securities totaled $561,000 at June
30, 2006, a $159,000, or 22.1%, decrease from
the total at June 30, 2005, due primarily to
principal repayments.

Loans receivable, including loans held for sale,
totaled $144.6 million at June 30, 2006, an increase of
$13.1 million, or 9.9%, from the June 30, 2005 total.
Loan disbursements during fiscal 2006 totaled $76.9
million, which were partially offset by principal
repayments of $49.2 million and loans sold in the
secondary market totaling $11.0 million. Loan
origination volume during the year ended June 30,
2006, increased by $10.3 million, or 15.5%, compared
to fiscal 2005.

continued to meet consumer preference for fixed-

During fiscal 2006, management

rate loans in the prevailing low interest rate environ-
ment by selling lower-yielding fixed-rate mortgage
loans in the secondary market. The volume of loans
sold during fiscal 2006 increased by approximately
$535,000, or 5.1%, from fiscal 2005. The portfolio of
loans secured by one- to four-family residential real
estate increased by $3.6 million to $64.8 million at
June 30, 2006. Loans secured by nonresidential real
estate and land totaled $48.3 million at June 30,
2006, compared to $42.8 million at June 30, 2005.
Commercial loans totaled $16.7 million at June 30,
2006, unchanged from the June 30, 2005 total.

The allowance for loan losses totaled $752,000 and
$766,000 at June 30, 2006 and 2005, respectively,
which represented .51% and .57% of total loans and
59.2% and 63.0% of nonperforming and impaired
loans at those respective dates. Nonperforming and
impaired loans amounted to $1.3 million and $1.2
million at June 30, 2006 and 2005, respectively.
Management believes that the Bank’s nonperforming
and impaired loans at June 30, 2006 are adequately
collateralized and no unreserved loss is anticipated
on such loans. Although management believes that
the allowance for loan losses at June 30, 2006, was
adequate based upon the available facts and
circumstances, there can be no assurance that
additions to the allowance will not be necessary in
future periods, which could adversely affect the

Corporation’s net earnings.

Deposits totaled $121.9 million at June 30, 2006, a
$10.4 million, or 9.3%, increase over total deposits at
June 30, 2005. This increase resulted primarily from
management’s efforts to generate deposit growth
through advertising and pricing strategies. Proceeds
from deposit growth were used primarily to fund new
loan originations.

FHLB advances totaled $18.4 million at June 30, 2006,
a $548,000, or 3.1%, increase from June 30, 2005.

The increase in FHLB advances was primarily used

to fund loan growth.

Shareholders’ equity totaled $18.4 million at June 30,
2006, an increase of $925,000, or 5.3% from June 30,
2005 levels. This increase was due primarily to net
earnings of $1.4 million, $220,000 of amortization of
shares acquired by benefit plans, and $64,000 in
proceeds from the exercise of stock options, which
were partially offset by dividends paid totaling
$561,000 and purchases
totaling $64,000.

of treasury shares

COMPARISON OF OPERATING RESULTS FOR
THE YEARS ENDED JUNE 30, 2006 AND 2005
FFD’s consolidated net earnings depend primarily on
its level of net interest income, which is the
difference between interest earned on FFD’s
interest-earning assets and the interest paid on inter-
est-bearing liabilities. Net interest income is sub-
stantially affected by FFD's interest rate spread,
which is the difference between the average yield
earned on interest-earning assets and the average
rate paid on interest-bearing liabilities, as well as by
the average balance of interest-earning assets

compared to interest-bearing liabilities.

10 —First Federal 2006 Annual Report
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

Other Income

Other income totaled $599,000 for the fiscal year
ended June 30, 2006, a decrease of $318,000 or
34.7% from fiscal 2005.
primarily from the absence of a $329,000 pre-tax gain

This decrease resulted

recorded in 2005 from the redemption of stock of
Intrieve, Incorporated in conjunction with the
acquisition of Intrieve by Harland Financial Solutions,
Inc., which was partially offset by a $35,000 addition-
al pre-tax gain in fiscal 2006 from hold back payments
from the same transaction and a decrease in gain
on sale of loans of $37,000, or 16.4%, which were
partially offset by a $13,000, or 3.6%, increase in other

operating income.

General, Administrative and Other Expense
General, administrative and other expense totaled
$4.2 million for the fiscal year ended June 30, 2006,
an increase of $390,000, or 10.2%, compared to fiscal
2005.
$143,000, or 8.1%, in employee compensation and
benefits, $192,000, or 16.3%, in other operating
expense, $26,000, or 6.8%, in occupancy and
equipment, $22,000, or 7.6%, in data processing and
$7,000, or 3.3%, in franchise tax.

The increase resulted from increases of

The increase in employee compensation and
benefits included increases of $168,000 in wages,

bonus and related benefit expenses and $3,000 in
employee stock ownership and stock option plan
expense, which were partially offset by a $31,000
increase in deferred loan origination costs and a
decrease of $2,000 in the cost of the recognition and
retention plan. The increase in wages and related
expenses was due to increases in staff, salaries, and
benefit plans. The increase in employee stock own-
ership and stock option expense was the result of
higher average stock trading prices and the adoption
of SFAS No. 123(R) in the fourth quarter of fiscal 2006.
The increase in deferred loan origination costs was
related to the increase in the number of loans origi-
nated. The decrease in the cost of recognition and
retention plan occurred because benefits have fully
vested. The increase in other operating expenses
was primarily attributable to costs related to the
Corporation’s growth year to year, as well as discre-
tionary increases in advertising, increased legal costs
associated with the termination of the going private
transaction, and increased ATM transactions.

Federal Income Taxes

The provision for federal income taxes totaled
$710,000 for the fiscal year ended June 30, 2006, an
increase of $151,000, or 27.0%, compared to fiscal
2005. The increase resuited primarily from a $417,000,
or 25.3%, increase in earnings before taxes. FFD's

effective tax rates were 34.4% and 34.0% for both of
the fiscal years ended June 30, 2006 and 2005.

COMPARISON OF OPERATING RESULTS FOR
THE YEARS ENDED JUNE 30, 2005 AND 2004
General

FFD’s net earnings totaled $1.1 million for the fiscal
year ended June 30, 2005, an increase of $399,000, or
58.1%, compared to fiscal 2004. The increase in net
earnings resulted primarily from a $679,000 increase
in net interest income, a $329,000 gain on
redemption of securities, and a $93,000 increase in
other operating income, which were partially offset
by a $390,000 increase in general, administrative and
other expense, a $128,000 decrease in gain on sale
of loans, and a $205,000 increase in the provision for
federal income tax.

Net Interest Income

Total interest income increased by $713,000, or
11.2%, to a total of $7.1 million for the year ended
June 30, 2005, compared to $6.4 million for the fiscal
year ended June 30, 2004. Interest income on loans
increased by $640,000, or 10.6%, due primarily to a
24 basis point increase in the average yield, to 5.51%
in fiscal 2005, and a $6.7 million, or 5.9%, increase in

the average loan portfolio balance outstanding year

12 —First Federal 2006 Annual Report




ri0doy fenuuy 9007 {er1apad 1s414— €L

‘01,6 1970 Maib sueo| ssauisng Jno ‘1eak |edsy
9002 @Y1 ul 12y Hodau 03 pnoid a1,9M\

"AJPIUNTIRTIOD JNO UL SULISDALL

asealdap e 'GO0Z ‘0F duUNr papua Jesk oyl 104 000’1 1
pa|e30] SURO| UO $3ssO| 1o} uoisinoid ey -oljojuod
ueo| s,|e4opPa4 1sli4 Jo AYIgnOe|j0d Byl 01 palejal
$1010B} JOYIO PUE ‘B8R 123IEW §|eIaPa] 1Sil4 O} je|l
SuUOIIPUOD Yons se Ajdeindijed ‘sUoipuUOd DILIOU0DD
|eiousb  ‘siuswAed 1seisiul pue jedipuud enp
15ed 4o sniels a1 ‘|esspad 1sit4 AG peronpuod Buipus)
jo odA1 pue awnjon sy} ‘eouduRdxe SSO| [BILOISIY
uo paseq juswaebeuew Ag sieudoidde paispisuod
|oAS| B O} $9S50| UBO| 10} BDUBMO||E B30} BY) Bulq 0}
sBuiutes 0} pabieyd s SUBO| U0 $8550] 10} UOISIAOId

SUBOT U0 S3SSOT] 10} UOISTAOJ ]

P00 |B9SH Ul 9%/6'C 03 paiedwiod 'GO0¢ [eosy
Ul %1€ sem uiblew 1s8181Ul 18U By} B|Iym 'p0Z |22
-S1} 10} %44/°Z O} Pasedwod ‘GO0z 0 SUNnl papus Jeak
|BOSIl} Y} 10} %z’ 01 paiunowe peads a1el 1sai8iul
ayl "v00C |BasY 01 paiedwod ‘GO0z ‘OF SUN( papus

1eok [edsly ay) 10} ‘%G /1 10 '000'6L9$ Ad paseanul
SWOOU 152J91Ul 18U ‘asuadxe 1salalul puE 3WOodUl

ysesoul Ul sebueyd Bulobaio) ayi jo ynsal e sy

-Bulpuesino seoueApe Jo sdue|eq abelaae ayy
U1 958109P ‘%8 10 ‘000'90.$ © Aq19syo Alened 500z
[B9Sl Ul %GEp O} ‘sBuimoliog yons jo 150> sbesone
a3 ul eseanur yuiod siseq gg e 01 Ajuewind anp 9,/ ¢ 4o
‘000'914 Aq paseanul sBUIMOLIO U0 9sUdXa 15919)U|

"G00Z (8981} 40} %9/'| 01 swutod
siseq G Jo susodap jo 150> sbeuane sy} ul asealdsp
e Ag 19syo Ajjensed ‘Jesk o1 tedk Buipueisino
aouejeq oljojuod usodep ebesore By ul asEAIOUI
‘%8°€ 10 ‘uolfjiw ¢'¢$ e 01 Ajuewd anp "yO0g |e2sl O
paledwod ‘GOOZ '0F dUN papud Jeak 8y} 104 ‘%40 10
'000'81$ Aq pasesiul sysodsp uO ssuadxs 1salo1y|

‘Alouods ay}
Ul sojel 1s8J9lUl asealdul |edarc eyl o1 Aewud
onp ouom syasse Bulules-1saisiul uo sploik sbesane
ay1 ul Jesk 0} Jeak Buipuelsino souejeq
abeiane 8y} Ul 8SRAIAP ‘9| 'GE 4O ‘UOI||W g B A
19540 A[jeued sem yoiym ‘plaik sbelsne sy} ut asesioul
wiod siseq 9¢ | e 01 Ajuewd anp ‘%4 v 10 ‘000" /5% A9
pasealou) susodep Bulieag-1s91a3ul U0 SWOdUI 15811y

sasealnu]

‘Buipueisino soueleq abessae sy Ul asealdul 000'SZ/$
B puB ‘9/|'y O} 'SBIIINDSS YONS U0 pauied paik
sbeiane ayr ul eseanul juiod siseq ¢z e 01 Ajuewud
anp (00'gE$ AQ peseasoul S9UNDSS JUSWISBAUL
UO BUIODUI 3S493U| "GOO 8IS Ul %62 1 O3 'saitinoss
yons uo pauwies paiA sbesone syl ul Bseasdsp
wiod siseq pE e pue ‘Buipuelisino eduejeq obesane
ayr ur oseaIdspP '%K'Ze 10 ‘000'S0r$ & o3 Ajuewnd

anNp ‘%4 ’/E 10 '000'22$ AQ peseasosp sanlIndes
paxyoeg-ebebuiow uo awodul iseusiu|  Uedk o1

suorjerad( Jo s3[nsay pue UOI}IpuO]) [EIdURUL JO SIsA[euy pue uoISSnNOSI(] s judwaseuUBy




Management’'s Discussion and Analysis of Financial Condition and Results of Operations

of $14,000, or 56.0%, compared to fiscal 2004. First
Federal’s fiscal 2005 provision was predicated
primarily on industry loss ratio analysis applied to the
loan portfolio in accordance with SFAS No. 5 and
SFAS No. 114. There can be no assurance that First
Federal's loan loss allowance will be adequate to
cover losses on nonperforming assets in the future.

Other Income

Other income totaled $917,000 for the fiscal year
ended June 30, 2005, an increase of $301,000 or
48.9% from fiscal 2004. This increase resulted from
the gain on redemption of securities and an increase
in other operating income, which were partially offset
by a $128,000, or 36.2%, decrease in gain on sale of
loans. The gain on redemption of securities resulted
from a $329,000 pre-tax gain on the sale of Intrieve,
Incorporated shares to Harland Financial Solutions.
The increase in other operating income of $93,000
consisted primarily of a decrease in the amortization
of mortgage servicing rights and increases in
miscellaneous operating income.

General, Administrative and Other Expense
General, administrative and other expense totaled
$3.8 million for the fiscal year ended June 30, 2005,

an increase of $390,000, or 11.4%, compared to fiscal
2004.
$218,000, or 14.2%, in employee compensation and
benefits and $177,000, or 17.7%, in other operating
expense, which were slightly offset by a $7,000
decrease in occupancy and equipment.

The increase in employee compensation and benefits
included increases of $90,000 in wages and related
benefit expenses, $50,000 in employee stock
ownership and stock option plans, and an $82,000
decrease in deferred loan origination costs, which
were slightly offset by a decrease of $4,000 in the cost
of the reward and recognition plan. The increase in
wages and related expenses was due to increases in
staff, salaries, and benefit plans. The increase in
employee stock ownership and stock option expense
was the result of higher average stock trading prices
and increased administrative expense. The reduction
in deferred loan origination costs was related to the
reduction in the number of loans originated. The
decrease in the cost of reward, recognition, and
stock option plans occurred because benefits have
fully vested or have been forfeited. The remaining
$177,000 increase in other operating expenses
was comprised primarily of pro-rata increases

related to the Corporation's overall growth year to

The increase resulted from increases of year, including the opening of two new loan

production offices.

Federal Income Taxes

The provision for federal income taxes totaled
$559,000 for the fiscal year ended June 30, 2005, an
increase of $205,000, or 57.9%, compared to fiscal
2004. The increase resulted primarily from a
$604,000, or 58.0%, increase in earnings before taxes.
The effective tax rates were 34.0% for both of the
fiscal years ended June 30, 2005 and 2004.

14 -—~First Federal 2006 Annual Report
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Management’'s Discussion and Analysis of Financial Condition and Results of Operations

m@é@@ﬁﬁgm wg OUr Co Qﬁ.mgc The table below describes the extent to which () changes in volume {changes in volume multiplied

changes in interest rates and changes in volume of by prior year rate), (i) changes in rate (changes in rate
interest-earning assets and interest-bearing liabilities  multiplied by prior year volume) and {jii} total changes
have affected FFD' interest income and expense during  in rate and volume. The combined effects of changes
the years indicated. For each category of interest- in both volume and rate, which cannot be separately
earning assets and interest-bearing liabilities, identified, have been allocated proportionately to the
information is provided on changes attributable to change due to volume and the change due to rate.

The strategy makes sense for everyone,
including our shareholders, with 2006 fiscal
year dividends increasing by 8%.

Year ended June 30,
2006 vs. 2005 2005 vs. 2004
Increase (decrease) due to Increase (decrease) due to
(in thousands) Volume Rate Total Volume Rate Total
Interest income attributable to:
Loans receivable $929 $1,337 $2,266 $360 $280 $640
Mortgage-backed securities ] 8 m (18) (4} (22)
Investment securities (27) 8 19 30 8 38
Interest-bearing deposits and other (15) 171 156 (57) 114 57
Total interest income 878 1,524 2,402 315 398 713
Interest expense attributable to:
Deposits 185 742 927 71 (53) 18
Borrowings 173 28 201 (29) 45 16
Total interest expense 358 770 1,128 42 (8) 34
Increase in net interest income $520 $ 754 $1.274 $273 $406 $679
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Management’s Discussion and Analysis of Financial Condition and Results of Operations

June 30, 2005 Net Interest Income Net Portfolio Value
Projected Change Percent Change Percent
interest rate Estimated from change Estimated from change
scenario NI base from base value base from base
+300 $6,218 $1,168 23.13% $22,827 $3,125 15.86%
+200 5,917 867 17.17 22,107 2,406 12.21
+100 5,508 458 9.08 21,102 1,401 7.11
Base 5,050 - - 19,702 - -
-100 4,575 (475) (9.41) 18,003 (1,699) (8.62)
-200 3,911 (1,139) (22.55) 16,008 (3,694) (18.75)
-300 3,239 (1,811) (35.86) 14,003 (5,699) (28.93)

As with any method of measuring interest rate risk,
certain shortcomings are inherent in the NIl and NPV
approaches. For example, although certain assets
and liabilities may have similar maturities or periods
of repricing, they may react in different degrees to

changes in market interest rates. Also, the interest
rates on certain types of assets and liabilities may
fluctuate in advance of changes in market interest
rates, while interest rates on other types may lag

behind changes in market rates. Further, in the event

of a change in interest rates, expected rates of
prepayment on loans and mortgage-backed securities
and early withdrawal levels from certificates of deposit
would likely deviate significantly from those assumed
in making the risk calculations.
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Management's Discussion and Analysis of Financial Condition and Results of Operations

The following table sets forth information regarding the Bank’s obligations and commitments including undisbursed loans
in process, to make future payments under contract as of June 30, 2006:

Payments due by period (in thousands)

Less than 1-2 2-3 3-4  More than
1 year years years years 4 years Total
Contractual obligations:
Advances from the Federal Home Loan Bank $ 7,500 $ 5,315 $ 1,176 $2,500 $1,937 $ 18,428
Certificates of deposit 33,183 17,347 9,904 1,391 447 62,272
Amount of commitments expiring per period
Commitments to originate loans:
Overdraft lines of credit 901 - - - - 901
Home equity lines of credit 14,205 - - - - 14,205
Commercial lines of credit 10,917 - - - - 10,917
One- to four-family and multi-family loans 2,402 - - - - 2,402
Non-residential real estate and land loans 2974 - - - - 2,974
Non-mortgage loans 130 - - - - 130
Standby letters of credit 852 - - - - 852
Total contractual obligations $73,064 $22,662 $11,080 $3,891 $2,384  $113.081
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FFD Financial Corporation—Consolidated Statements of Financial Condition

June 30, 2006 and 2005

(In thousands, except share data)

The Accompanying Notes
Are An Intregal Part of These Statements

2006 2005
Assets |
Cash and due from banks $ 1,404 $ 2,113
Interest-bearing deposits in other financial institutions 6,288 5,672

Cash and cash equivalents 7,692 7,785
Investment securities designated as available for sale - at market 3,353 3,485
Mortgage-backed securities designated as available for sale - at market 431 500
Mortgage-backed securities held to maturity - at amortized cost,

approximate market value of $131 and $225 as of June 30,

2006 and 2005, respectively 130 220
Loans receivable - net 143,642 131,168
Loans held for sale - at lower of cost or market 914 325
Office premises and equipment - at depreciated cost 1,970 2,031
Stock in Federal Home Loan Bank - at cost 2,260 2,140
Accrued interest receivable 571 450
Prepaid expenses and other assets 270 239
Prepaid federal income taxes - 252
Total assets $161,233 $148,595
Liabilities and Shareholders’ Equity !
Deposits $121,919 $111,495
Advances from the Federal Home Loan Bank 18,428 17,880
Accrued interest payable 173 155
Other liabilities 1,551 1,385
Accrued federal income taxes 537 -
Deferred federal income taxes 262 242

Total liabilities 142,870 131,157
Commitments - -
Shareholders’ equity

Preferred stock - authorized 1,000,000 shares without par

value; no shares issued - -
Common stock - authorized 5,000,000 shares without par or
stated value; 1,454,750 shares issued - -

Additional paid-in capital 8,108 7,987

Retained earnings - restricted 13,745 12,954

Accumulated comprehensive loss; unrealized losses on

securities designated as available for sale, net of related tax effects (?5) )
Shares acquired by stock benefit plans (225) (334)
Less 262,497 and 264,773 treasury shares at June 30, 2006 and 2005,

respectively - at cost (3,170) (3.160)
Total shareholders’ equity 18,363 17,438
Total liabilities and shareholders’ equity $161,233 $148,595
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FFD Financial Corporation—Consolidated Statements of Comprehensive Income

Year ended June 30, 2006, 2005 and 2004 2006 2005 2004
(In thousands) Net earnings $1,352 $1,086 $687
The Accompanying Notes Other comprehensive income, net of tax:
Are An Intregal Part of These Statements Unrealized holding gains (losses) on securities during
the period, net of taxes (benefits) of $(44), $29 and $(38)
in 2006, 2005 and 2004, respectively (86) 57 74)
Comprehensive income $1,266 $1,143 $613
Accumulated comprehensive loss $ (95 $ 9 $(66)
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FFD Financial Corporation—Consolidated Statements of Cash Flows

Years ended June 30, 2006, 2005 and 2004 (in thousands)

The Accompanying Notes Are An Intregal Part of These Statements

2006 2005 2004

Cash flows from operating activities: .

Net earnings for the year $ 1,352 $ 1,086 $ 687

Adjustments to reconcile net earnings to net cash provided by
operating activities:

Amortization of premiums and discounts on investments and

mortgage-backed securities - net 1 - 5
Amortization of deferred loan origination costs 51 48 39
Depreciation and amortization 159 175 187
Gain on redemption of investment securities (35) (329)

Provision for losses on loans 160 M 25
Gain on sale of loans (69) (65) (62)
Loans originated for sale (11,542) (10,530) (28,202)
Proceeds from sale of mortgage loans in the secondary market 11,022 10,487 29,814
Proceeds from sale of loans to other financial institutions : 3,469 2,921

Loss on sale of real estate acquired through foreclosure - - 7
Amortization expense of stock benefit plans 220 182 166
Federal Home Loan Bank stock dividends (120) @3) (80)
Increase (decrease) in cash due to changes in:

Accrued interest receivable (121) 69 5

Prepaid expenses and other assets 31 21 24

Other liabilities 166 666 (216)

Accrued interest payable 18 58 1

Federal income taxes

Current 786 . 157 . (87)
Deferred _____66 — (10 43
Net cash provided by operating activities 5,552 4,716 2,308
Cash flows used in investing activities:

Purchase of investment securities designated as available for sale - - (5,500)
Proceeds from maturity of investment securities - 1,000 2,500
Proceeds from redemption of investment securities 35 344 -
Principal repayments on mortgage-backed wmoc::mm 158 308 442
Loan principal repayments 49,200 36,188 41,633
Loan disbursements (65,354) (56,048) (41,639)
Purchase of office premises and equipment (98) (178) 81)
Net cash used in investing activities (16,059 (18,386) (2,645)

Net cash used in operating and investing
activities (subtotal carried forward) (10,507) (13,670) (337)

30 —First Federatl 2006 Annual Report
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Summary of Significant Accounting Policies

FFD Financial Corporation (the “Corporation”) is a
savings and loan holding company whose activities
are primarily limited to holding the stock of its wholly-
owned subsidiary, First Federal Community Bank (the
“Bank").

business in north central Ohio which consists primarily

The Bank conducts a general banking

of attracting deposits from the general public and
applying those funds to the origination of loans for
residential, consumer and nonresidential purposes.
The Bank's profitability is significantly dependent on
net interest income, which is the difference between
interest income generated from interest-earning
assets (i.e. loans and investments) and the interest
expense paid on interest-bearing liabilities (i.e.
customer deposits and borrowed funds). Net interest
income is affected by the relative amount of interest-
earning assets and interest-bearing liabilities and the
interest received or paid on these balances. The level
of interest rates paid or received by the Bank can be
significantly influenced by a number of environmental
factors, such as governmental monetary policy, that
are outside of management's control.

The consolidated financial information presented
herein has been prepared in accordance with accounting
principles generally accepted in the United States of
America ("U. S. GAAP") and general accounting

Note A

practices within the financial services industry. In
preparing consolidated financial statements in
accordance with U. S. GAAP, management is
required to make estimates and assumptions that
affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities
at the date of the financial statements and revenues
and expenses during the reporting period. Actual
results could differ from such estimates.

A summary of significant accounting policies which,
with the exception of the policy described in Note
A-11,

preparation of the accompanying consolidated

have been consistently applied in the
financial statements follows:

1. Principles of Consolidation

The consolidated financial statements include the
accounts of the Corporation, the Bank, and Dover
Service Corporation ("Dover Service”), the Bank’s
wholly-owned subsidiary. All significant intercompany
balances and transactions have been eliminated.

2. Investment Securities and Mortgage-backed Securities
The Corporation accounts for investment and
mortgage-backed securities in accordance with

Statement of Financial Accounting Standards

Certain
SFAS
No. 115 requires that investments be categorized as

(“SFAS") No. 115
Investments in Debt and Equity Securities.”

"Accounting for

held-to-maturity, trading, or available for sale.
Securities classified as held-to-maturity are carried at
cost only if the Corporation has the positive intent
and ability to hold these securities to maturity.
Trading securities and securities designated as
available for sale are carried at fair value with
resulting unrealized gains or losses recorded to
operations or shareholders’ equity, respectively.

Realized gains and losses on sales of securities are
recognized using the specific identification method.

In addition to investment securities, Dover Service
was incorporated for the primary purpose of holding
shares in the Bank's data processing provider,
Intrieve Incorporated (“Intrieve”). In fiscal 2005,
Intrieve was acquired by Harland Financial Solutions.
As a result, Dover received cash consideration of
approximately $344,000 for its shares of Intrieve, Inc.
resulting in a pretax gain on redemption totaling
$329,000. In fiscal 2006, the Corporation received an
additional $35,000 of contingent consideration
related to the sale transaction.
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Summary of Significant Accounting Policies

foan commitments that are expected to be drawn
upon, based on the Bank’s experience with similar
commitments, are deferred and amortized over the life
of the loan using the level-yield method. Fees for other
loan commitments are deferred and amortized over

the loan commitment period on a straight-line basis.

5. Allowance for Loan Losses

It is the Bank's policy to provide valuation allowances
for estimated losses on loans based on past loan loss
experience, changes in the composition of the loan
portfolio, trends in the level of delinquent and
problem loans, adverse situations that may affect the
borrower’s ability to repay, the estimated value of any
underlying collateral and current and anticipated
economic conditions in the primary lending area.
When the collection of a loan becomes doubtful, or
otherwise troubled, the Bank records a charge-off
equal to the difference between the fair value of the
property securing the loan and the loan’s carrying
value. Major loans and major lending areas are
reviewed periodically to determine potential
problems at an early date. The allowance for loan
losses is increased by charges to earnings and
decreased by charge-offs (net of recoveries).

Note A

The Bank accounts for impaired loans in accordance
with SFAS No. 114, “Accounting by Creditors for

1

Impairment of a Loan,” which requires that impaired
loans be measured based upon the present value of
expected future cash flows discounted at the loan’s
effective interest rate or, as an alternative, at the
loan’s observable market price or fair value of the

collateral if the loan is collateral dependent.

A loan is defined under SFAS No. 114 as impaired
when, based on current information and events, it is
probable that a creditor will be unable to collect all
amounts due according to the contractual terms of
the loan agreement. In applying the provisions of
SFAS No. 114, the Bank considers its investment in
one- to four-family residential loans and consumer

installment loans to be homogeneous and therefore
excluded from separate identification for evaluation
With to the Bank’s
in nonresidential, and
multi-family residential real estate loans, and its

of impairment. respect

investment commercial
evaluation of impairment thereof, such loans are
generally collateral-dependent and, as a result, are
carried as a practical expedient at the lower of cost

or fair value.

Collateral-dependent loans which are more than
ninety days delinquent are considered to constitute
more than a minimum delay in repayment and are
evaluated for impairment under SFAS No. 114 at
that time.

The Bank's impaired loan information is as follows at June 30: (in thousands)
2006 | 2005
Impaired loans with related allowance $692 $266
Impaired loans with no related allowance 196 707
Total impaired loans $888 $973
34 —First Federal 2006 Annual Report
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Summary of Significant Accounting Policies

Corporation accounts for the ESOP in accordance
with Statement of Position (“SOP”) 93-6, “Employers’
Accounting for Employee Stock Ownership Plans.”
SOP 93-6 requires the measure of compensation
expense recorded by employers to equal the fair
value of ESOP shares allocated to participants during
a fiscal year. Expense related to the ESOP totaled
approximately $244,000, $202,000 and $191,000 for
the fiscal years ended June 30, 2006, 2005 and
2004, respectively.

Additionally, the Bank has adopted a Recognition
and Retention Plan (“RRP"). The Bank funded the
RRP through the purchase of 40,600 shares of the
Corporation’s common stock in the open market.
The Bank had previously awarded 30,871 shares
under the RRP which vested over a five year period.
RRP expense totaled $1,000, $3,000 and $7,000 for
the fiscal years ended June 30, 2006, 2005 and 2004,

respectively.

Note A

10. Earnings Per Share

Basic earnings per share is computed based upon
weighted-average common shares outstanding less
shares in the ESOP which are unallocated and not
committed to be released. Weighted-average shares
outstanding gives effect to a reduction for 13,183,
26,339 and 39,513 unallocated shares held by the
ESOP for the fiscal years ended June 30, 2006, 2005
and 2004, respectively. Diluted earnings per share is
computed taking into consideration common shares
outstanding and dilutive potential common shares to
be issued under the Corporation’s stock option plan.

The computations are as follows:

2006 2005 2004
Weighted-average common shares
outstanding (basic) 1,172,109 1,153,561 1,162,085
Dilutive effect of assumed exercise
of stock options 24,859 20,464 29,016
Weighted-average common shares
outstanding {diluted) 1,196,968 1,174,025 1,191,101

36 —~First Federal
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Summary of Significant Accounting Policies

Excess tax benefits, as defined by SFAS No. 123(R),
will be recognized as an addition to additional paid-
in capital. Cash retained as a result of those excess
tax benefits will be presented in the statement of
cash flows as financing cash inflows. The write-off of
deferred tax assets relating to unrealized tax benefits
associated with recognized compensation cost will
be recognized as income tax expense unless there
are excess tax benefits from previous awards

remaining in additional paid-in capital to which it
can be offset.

The fair value of each option grant is estimated on
the date of grant using the modified Black-Scholes
options-pricing model. The fair value of modification
grants in fiscal 2006 is based on the fair value of the
original grant which exceeded the fair value at
modification. No options were granted in fiscal 2005.

The following weighted-average assumptions were
used for grants in fiscal 2004: dividend yield of 3.0%;
expected volatility of 38.2% ; a risk-free interest rate of
4.3%, and life of

ten years.

respectively, an expected

A summary of the status of the Plan as of June 30,
2006, 2005 and 2004, and changes during the years
then ended are presented below:

2006 2005 2004
Weighted-average exercise Weighted-average exercise Weighted-average exercise

Shares Price Shares Price Shares Price

Outstanding at beginning of year 60,618 $10.17 89,998 $ 984 115,183  $ 9.47

Granted 8,958 10.11 - - 4,500 14.87

Exercised (5,997) 10.71 (29,305) 9.15 (28,365) 9.15

Forfeited (8,958) (10.11) (75) 12.48 (1,320) 9.54

Outstanding at end of year 54,621 $10.11 60,618 $10.17 89,998 $ 9.84

Options exercisable at year-end 54,621 $10.11 46,831 $ 9.66 68,755 $ 9.33
Weighted-average fair value of

options granted during the year $4.04 N/A $ 4.36

The following information applies to options outstanding at June 30, 2006:

Number outstanding

Range of exercise prices
Number outstanding

Range of exercise prices
Weighted-average exercise price

Weighted-average remaining contractual life in years

Note A

43,621
$8.38 - $10.10
11,000

$12.00 - $14.88

$10.11
3.7 years

38 —First Federal 2006 Annual
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Swmnimary of Significant Accounting Policies

Based on the foregoing methods and assumptions, 14. Advertising 15. Investments in Federal Home Loan Bank Stock

the carrying value and fair value of the Corporation’s  Advertising costs are expensed when incurred. The The Bank is required as a condition of membership in
financial instruments at June 30, 2006 and 2005 were  Corporation’s advertising expense for the fiscal years the Federal Home Loan Bank of Cincinnati ("FHLB")

as follows: ended June 30, 2006, 2005 and 2004 was $166,000, to maintain an investment in FHLB common stock.
$122,000 and $99,000, respectively. The stock is redeemable at par and, therefore, its
cost is equivalent to its redemption value. The Bank's
i chm i i No.om i ability to redeem FHLB shares is dependent on the
(in thousands) Ou&wﬁm mmﬁamﬁmh/_\MWM Owﬂwwﬁm mmﬁamﬁm@mﬂﬂﬁ redemption practices of the FHLB. At June 30, 2006,
the FHLB placed no restrictions on redemption of
Financial assets ) , . .
Cash and cash equivalents $ 7692 $ 7692 $ 7785 $ 7785 shares in excess of a member's required investment
Investment securities 3,353 3,353 3,485 3,485 in the stock.
Mortgage-backed securities 561 562 720 725
Loans receivable 144,556 142,468 131,493 129,109
Federal Home Loan Bank stock 2,260 2,260 2,140 2,140
$158,442 $156,335 $145,623 $143,244
Financial liabilities
Deposits $121,919 $115,911 $111,495 $106,605
Advances from the
Federal Home Loan Bank 18,428 18,100 17,880 18,003
$140,347 $134,011 $129.375 $124,608

40 —First Federal 2006 Annual Report
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Investments and Mortgage-Backed Securities

Note B

The amortized cost, gross unrealized gains, gross unrealized losses and estimated fair values of investment securities
at June 30, 2006 and 2005, are as follows:

Amortized Cost Unrealized Gains Unrealized Losses  Fair Value

Available for sale:

Fune 30, 2006: (n thousands) Gross Gross  Estimated v

U.S. Government agency obligations $3,500 $ - $147 $3,353
June 30, 2005: (in thousands) Gross Gross  Estimated
| Amortized Cost Unrealized Gains Unrealized Losses  Fair Value
Available for sale:

U.S. Government agency obligations $3,500 $ - $ 15 $3,485

The U. S. Government agency obligations designated as available for sale at June 30, 2006 and 2005,
are scheduled to mature in fiscal 2014 and thereafter.

The amortized cost, gross unrealized gains, gross unrealized losses and estimated fair value
of mortgage-backed securities at June 30, 2006 and 2005, are shown below:

2006: (n thousands) Gross Gross Estimated
[ Amortized Cost Unrealized Gains Unrealized Losses  Fair Value

Held to maturity:
Federal Home Loan Mortgage

Corporation participation certificates $113 $ 1 $ - $114
Government National Mortgage
Association participation certificates 17 - - 17

Total mortgage-backed securities
held to maturity 130 1 - 131

Available for sale:
Federal National Mortgage

Association participation certificates 341 2 - 343
Government National Mortgage
Association participation certificates 88 - - 88
Total mortgage-backed securities
available for sale 429 2 - 431
Total mortgage-backed securities $559 $ 3 $ - $562

42 —First Federal 2006 Annual Report




110day |BnUUY G00Z [BIOPOL 1SI1d— EV

7 2 5%
% - -
QNl_wll - -
08¢ - -

52z - g

8¢ - Z
81§ -3 € $

g 20N

0¢/% sauNdas paypeg-abeblow |e10]
00S 9|es 10} 9|qe|IBAR SBNLINDSS payoeq-sbeblow |e1o]
0zl $81e01411192 uoneddiled UONRIDOSSY
abeBb1iojA [PUOIIEN JUSWUIDAOL)
08¢ s@1e011482 uoieddiled uonenossy

abebloy |euone |eiepa4
-oJes J10J a[qejieAy

0zz  Aumew o} pjay sanunoes payoeg-abebpow |ejo]

oo sa1edi114a2 uonedpiued uonenossy
abelbuoA [pUONEN 1USWULIBACD)
8L $ sa1e01)11192 uonedidiued uoneiodio)

abebiioj UeO SWOH [elops4
:Qjumewt 0y pPRPYH

SN[EA die]  SOSS0T pozZi[esil)”  SUIBD) POZjedin[)
patewyisy  ssoin) $50.10)

150D paziIowry
(spuesnoyy uj) umOOL

¥00Z PYe S00Z ‘900¢ ‘0€ dunf
SIUSWDIEIG [BIDUBUI] PIIBPI[OSU0]) 0) sd)oN—Uonerodio) [BIdUBUL] (4




Investments and Mortgage-backed Securities

The tables below indicate the length of time individual securities had been in a continuous unrealized loss position at June 30, 2006 and 2005.

June 30, 2006
Less Than 12 Months 12 — 24 Months Total
Description of Securities (Dollars in thousands) Fair Unrealized Fair Unrealized Fair  Unrealized
Value Losses Value Losses Value Losses
U.S. Government agency obligations $- $ - $3,353 $147 $3,353 § 147

June 30, 2005
Less Than 12 Months 12 — 24 Months Total
Description of Securities (Dollars in thousands) Fair Unrealized Fair Unrealized Fair  Unrealized
Value Losses Value Losses Value Losses
U.S. Government agency obligations $3,485 $15 $ - $ - $3,485 $15

Management has the intent to hold these securities for the foreseeable future and the declines in the fair value are primarily due to continuing increases

in market interest rates. The fair values are expected to recover as securities approach the maturity date.

44 —First Federal 2006 Annuatl Report
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Allowance for Loan Losses

Note D

The activity in the allowance for loan losses is summarized as follows for the years ended
June 30, 2006, 2005 and 2004:

{In thousands) 2006 2005 2004
Beginning balance $766 $779 $818
Provision for losses on loans 160 11 25
Loan charge-offs (174) (24) (64)
Ending balance $752 $766 $779

As of June 30, 2006, the Bank’s allowance for loan losses was primarily comprised of a general loan loss

allowance which is includible as a component of regulatory risk-based capital.

Nonperforming and impaired loans totaled $1.3 million, $1.2 million, and $1.1 million, respectively at June
30, 2006, 2005 and 2004. Interest income that would have been recognized had nonaccrual loans performed
pursuant to contractual terms totaled approximately $46,000, $37,000 and $49,000 for the fiscal years ended
June 30, 2006, 2005 and 2004, respectively.

Office Premises and Equipment

Note E

Office premises and equipment at June 30, 2006 and 2005 is comprised of the following:

(in thousands) 2006 2005
Land $ 488 $ 488
Buildings and improvements 1,533 1,518
Furniture and equipment 1,139 1,148
3,160 3,154

Less accumulated depreciation and
amortization 1,190 1,123
$1,970 $2,031

46 —First Federal 2006 Annual Report
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Deposits

Note F

Interest expense on deposits for the years ended June 30, 2006, 2005 and 2004 is summarized as follows:

(In thousands) 2006 2005 2004
Passbook $ 592 $ 316 $ 300
NOW accounts 79 33 20
Certificates of deposit 2173 1,568 1,579

$2,844 $1,917 $1,899

Maturities of outstanding certificates of deposit at June 30, 2006 and 2005 are summarized as follows:

(In thousands) 2006 2005
Less than one year $33,183 $27,831
One year to two years 17,347 14,711
Two years to three years 9,904 9,889
Three years to four years 1,391 2,262
More than four years 447 1,165

$62,272 $55,858

At June 30, 2006 and 2005, FFD had $16.4 million and $13.7 million, respectively, in certificates of

deposit with balances greater than $100,000.

Advances from the Federal Home Loan Bank
Advances from the Federal Home Loan Bank, collateralized at June 30, 2006 and 2005, by a pledge of
certain residential mortgage loans totaling $23.1 million and $22.4 million, respectively, and the Bank's

Note G

investment in Federal Home Loan Bank stock, are summarized as follows:

Maturing in Year

(Dollars in thousands) Ending June 30, 2006 2005
Interest Rate
3.53% 2006 $ - $ 2,000
3.35%-5.43% 2007 ) 7,500 1,500
5.06%-5.65% 2009 5,315 5424
3.23%-4.89% 2010 1,176 1,285
3.26%-4.75% 201 2,500 5,500
4.43%-6.1% 2014 704 775
4.06%-4.63% After 2014 1,233 1,396
$18,428 $17,880
Weighted-average interest rate 5.22% 4.32%
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Federal Income Taxes

Prior to fiscal 1997, the Bank was allowed a special
bad debt deduction generally limited to 8% of
otherwise taxable income and subject to certain
limitations based on aggregate loans and deposit
account balances at the end of the year. If the
amounts that qualified as deductions for federal
income taxes are later used for purposes other than
bad debt losses, including distributions in liquidation,
such distributions will be subject to federal income

Note 1

taxes at the then current corporate income tax rate.
Retained earnings at June 30, 2006, include
approximately $1.7 million for which federal income
taxes have not been provided. The amount of
unrecognized deferred tax liability relating to the
cumulative bad debt deduction was approximately

$550,000 at June 30, 2006.

Commitments

The Bank is a party to financial instruments with
off-balance-sheet risk in the normal course of business
to meet the financing needs of its customers, including
commitments to extend credit. Such commitments
involve, to varying degrees, elements of credit and
interest-rate risk in excess of the amount recognized in
the consolidated statement of financial condition. The
contract or notional amounts of the commitments
reflect the extent of the Bank’s involvement in such

financial instruments.

The Bank's exposure to credit loss in the event of non-
performance by the other party to the financial
instrument for commitments to extend credit is
represented by the contractual notional amount of
those instruments. The Bank uses the same credit
requirements in  issuing

policiesand  collateral

Note J

commitments and conditional obligations as those
utilized for on-balance-sheet instruments.

At June 30, 2006, the Bank had outstanding
commitments to originate loans, including loans-in-
process, of approximately $5.5 million. Additionally, the
Bank was obligated under unused lines of credit under
home equity loans totaling $14.2 million, unused lines
of credit under commercial loans of $10.9 million and
overdraft lines of credit totaling $901,000. In addition,
the Bank has $852,000 in outstanding standby letters of
credit which are fully collateralized. In the opinion of
management, all loan commitments equaled or exceeded
prevailing market interest rates as of June 30, 2006, such
commitments were underwritten in accordance with
normal underwriting policies, and will be funded from

normal cash flow from operations and excess liquidity.

At June 30, 2006, the Bank had no outstanding
commitments to purchase loans and outstanding
commitments to sell $914,000 of loans.

The Corporation has entered into lease agreements
during the current fiscal year for office premises under
operating leases which expire at various dates through
the fiscal year ended June 30, 2008. The following table
summarizes minimum annual payments due under

lease agreements by year:

T\mmn ending June 30, {in thousands) *

2006 $20

2007 18

2008 13

51
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Regulatory Capital

As of June 30, 2006 and 2005, management believes that the Bank met all capital adequacy requirements to which it was subject.

As of June 30, 2006 (Dollars in thousands)

For Capital

To Be “Well-Capitalized” Under

Actual Adequacy Purposes Prompt Corrective Action Provisions
Amount Ratio Amount Ratio Amount Ratio
Tangible capital $17,677 10.9% > $2,423 >15% > $8,077 > 5.0%
Core capital $17,677 10.9% > $6,462 >4.0% > $9,693 > 6.0%
Risk-based capital $18,429 14.6% > $10,098 >8.0% > $12,623 > 10.0%

As of June 30, 2005 (Dollars in thousands)

For Capital

To Be “Well-Capitalized” Under

Actual Adequacy Purposes Prompt Corrective Action Provisions
Amount Ratio Amount Ratio Amount Ratio
Tangible capital $16,471 1.1% > $2,225 > 1.5% > $7,418 > 50%
Core capital $16,471 M1.1% > $5,934 > 4.0% > $8,901 > 6.0%
Risk-based capital $17,036 14.8% > $9,222 > 8.0% > $11,527 > 10.0%

The Bank’s management believes that, under the current regulatory capital regulations, the Bank will continue to meet its minimum capital
requirements in the foreseeable future. However, events beyond the control of the Bank, such as increased interest rates or a downturn in

the economy in the Bank’s market area, could adversely affect future earnings and, consequently, the ability to meet future minimum

regulatory capital requirements.

Note K
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Condensed Financial Statements of FFD Financial Corporation

FFD FINANCIAL CORPORATION CONDENSED STATEMENTS OF CASH FLOWS

Years ended June 30, 2006, 2005 and 2004
(In thousands)

2006 2005 2004
Cash provided by (used in) operating activities:
Net earnings for the year $1,352 $1,086 $687
Adjustments to reconcile net earnings to net
cash provided by (used in) operating activities:
Undistributed earnings of subsidiary (985) (466) (86)
Increase (decrease) in cash due to changes in:
Prepaid expenses and other assets 6 52 32
Prepaid federal income taxes 86 (73) (97)
Net cash provided by operating activities 459 599 536
Cash flows provided by investing activities:
Proceeds from repayment of loan to ESOP 135 126 19
Cash flows used in financing activities:
Proceeds from exercise of stock options 64 267 - 314
Treasury shares (64) 411) (769)
Cash dividends paid on common stock 561 (517} (504)
Net cash used in financing activities 561 661 959
Net increase (decrease) in cash and cash equivalents 33 64 (304)
Cash and cash equivalents at beginning of year 167 103 407
Cash and cash equivalents at end of year $ 200 $ 167 $103

OTS regulations impose limitations on the payment of dividends and other capital distributions by savings associations.
Generally, the Bank’s payment of dividends is limited, without prior OTS approval, to net earnings for the current calendar
year plus the two preceding calendar years, less capital distributions paid over the comparable time period. The Bank is
required to submit a notice of dividends payable with the OTS prior to payment. Insured institutions are required to file an
application with the OTS for capital distributions in excess of this limitation. At June 30, 2006, the Bank was able to
dividend approximately $1.5 million to the Corporation without prior OTS approval.
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FFD Financial Corporation and First Federal Community Bank Directors and Executive Officers

Executive Officers of First Federal Community Bank

Trent B. Troyer
President and Chief Executive Officer

Scott C. Finnell
Executive Vice President

Robert R. Gerber
Vice President
Treasurer and Chief Financial Officer

Sally K. O'Donnell
Senior Vice President and Corporate Secretary

Other Officers of First Federal Community Bank

Michele L. Larkin
Vice President

Mary M. Mitchell
Banking Officer

Shareholder Services

Registrar and Transfer Company serves as transfer
agent and dividend distributing agent for FFD's
shares. Communications regarding change of
address, transfer of shares, lost certificates and
dividends should be sent to:

Registrar and Transfer Company
10 Commerce Drive
Cranford, New Jersey 07016-3572
(800) 368-5948

Annual Meeting

The Annual Meeting of Shareholders of FFD
Financial Corporation will be held on October 17,
2006, at 1:00 p.m., local time, at the McDonald
Marlite Conference Center, 143 McDonald Drive
SW., New Philadelphia, Ohio 44663. Shareholders

are cordially invited to attend.

Annual Report on Form 10-KSB

A copy of FFD's Annual Report on Form 10-KSB will
be available at no charge to shareholders upon

request to:

FFD Financial Corporation
321 North Wooster Avenue
Dover, Chio 44622

Attention: Secretary
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FFD FINANCIAL CORPORATION
First Federal Community Bank

321 N. Wooster Ave
P.O. Box 38
Dover, Ohio 44622

Phone: 330.364.7777
Toll Free: 866.849.3560
www.onlinefirstfed.com

NASDAQ SmallCap Symbol: FFDF




