
SOUND STABLE AND SUPPORTING OUR COMMUNITIES AND LOCAL ECONOMY

SERVING FRANKLIN CUMBERLAND FUTON AND HUNTINGDON CO NTIES
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Investment Securities ndudes restrkted stock

Loans net

Deposds and customer repurchase agreements

Shareholders equity

Safety and Soundness

Leverage ratio Tier

Riskbased capital ratio Tier

Common equity ratio

Tangible common equity raho4

Nonperforming assets/gross loans

Nonperforming assets/total assets

Allowance for loan losses as percentage of loans

Net chargeoffs/average lodOs

Average equdy to average asset raho

doHais housands cxcept pei star 2011 2010

increase

decrease

Baance Sheet Hghkqhts

rotal assets $990248

30323

756687

841089

87182

$951889

123775

139841

785495

82639

8.40%

12.14%

880%

782%

294%

260%

27%

086%

63%

8.16%

11.73%

8.68%

761%

3.68%

2.96%

1.18%

045%

36%

Excludes goodwill intai gibbs and intangible amortization expense nct of tax

Noniiiterest expense tax equivalent net steiest inrome plus noninte est income ess set securities Ha flS

Total sf arholders equity less goodwill and intarqitlss shars outstanding

Total shareholders equity
less goodwill ar iritangiblss

total ssets less goodwil and intangibles
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Dear Sha eholder

Franklin Financial reported earnings of $6569000 in 2011 representing 137% decline

om our 2010 earnings of $7612000 Diluted earnings per share decreased to $166 per

share in 011 from $196 per share in 2010

As shareholder you received cash dividends of $1 08 per share matching the regular

cash dividends paid in 2010 Our current annual dividend payout represents an 874%

return based upon the osing price of Franklin Financial stock at December 31 2011

The market value of share of Franklin Financial stock de reased from closing price

of $1825 at December 31 2010 to $12 35 at December 31 2011 Following brief

downturi in December the market value of share of Fra iklin Fiaancial stock

rebounded back to the $14 to $15 range

The key actor mpactiny our performance in 2011 was $4289000 increase in the

Provision for Loan Losses from $3235000 to $7524000 This dramatic increase reflects

higher evels loan delinquency and lower real estate va nations resulting from thc

prolonged recession We are routinely experiencing appraisal values 40 60% lower

than 18 36 months ago and are immediately allocating through the Provision Expense

or charging off to the lowance for Loan and Lease Losses for any collateral shortfalls

Our Net Chargeoffs in 2011 totaled $6602000 with 42% related to lower valuations

on five real estate projects

NonAccruing Loans totaled $17756000 at year end Approximately 59% of this

amount related to three customer relat or ships while 74% of our Other Real Estate

Owned is related to fourth relationship We are workin diligently to exit

these credits

ranklin Finar cials tota assets at December 31 2011 were $990248000 as compared

to $951889000 one year earlier an increase of 4%

Net loans grew by 3% on yearoveryear basis while average loan outstandings

ncreased by $i107000 or 15% Commercial loan demand remained relatively

strong with average lo outstandings in this portfolio in reasinq $35921000 or 2%

Average consumer loan outstandings decreased 173% to $91969 000 as consumers

continued to focus on reducing debt and creasing savings Average residential
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In last years Shareholder Letter discussed significant amendments to the
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Franklin Financial Services Corporation Dividend Reinvestment and Stock Purchase

Plan the Plan designed to enhance oui capital adequacy by providi sg our

shareholdeis with converuent and economical way to purchase additional shares

of Franklin Financial common stod by reinvesti ig cash dividends paid on their

shares or though optional cash payments These amendments ncluded

authorizing the issuance of an additional 000000 shares of common

stock on the terms and conditions of the Plan

modifying the minimum and maximum amounts that may be invested

pursuant to the voluntary cash payment option under the Plan

providing for the investment of voluntary cash payments via ACH transfer

modifying the formula for determining the purchase price with respect

to shares purchased under the Plan directly from Franklir Financial rather

than on the open market

We are delighted with the response by our shareholders During the five quarte since

the September 30 2010 effectivc date of these amendments in excess of $2000 000

has been invested through the Plan

On July 1st Trust celebrated the fifth anniversary of the acquisition of Fultoi

County National Bank and Trust Each of our offices in Ifon and Huntingdon Counties

served light refreshments as we recapped our community involvement and impact

since the merger At the end of September we held similar celebration markir the

fifth ann versary of the opening of our Greencastle Community Office

In early July we completed conversion to new core processing system Ove

thirty employees from all functional areas partic pated in the selection process whkh

involved demonstrations site visits reference calls as well as detailed financial

analysis would like to take this opportunity to thank them for their hard work and

dedication in this process Along with increased efficiency and usability this new

system will enable us to offer additional services such as online account statemc nts

which were introduced shortly after conversion and online ac unt openings

which will be introduced during 2012

We made two significant additions to strengthen our Management Group durino

the year as we prepare for continued growth in challer ging regulatory and

economic environment

In July Denr is Ginder joined us as Senior Vice President and Risk Managemen



fficer Denni his an extensive backg ound in cred mar agementas well as

omme cial so vices anc lending during hfr thirty years in ankinq As Risk

Slanagernent Officer at FM Trust Gind responsible for ensunng that tte bank

naintains adequate polides to control credit operational cornphdnce and other risks

in addition his duties im ude developing the bdnks enterprise risk mdnageme

orogram ensuring the overall quality of the banks loan pa tfolio and acting as

haisor to the banks in err al audit and loan review firms

August Lise Shehan ncd FM Trust as Senior Vice President and Investment Trust

Service Manager With over twenty years experience in wealth management with

CoreStaxs Hamilton Bank ulfon Bank and Hershey Trust Company Use brings to us

broad supervisory lega fiduciary compliance and relationship management expertise

Among her priorities will be focusing on the expansion of our Investment Trust

Services business in Cur iberland County and the general iowth of the department

to over billion dollars assets under iianagement over ie next few years

In February of this year we initiated checking account acquisition strategy

aimed at increasing our market share This campaign targets customers of other

nancial nstitutions wh are being impacted by disruptions relating to merger

or regulatory issues

Using predictive statis ical model prospects are selected based upon those most

likely to respond in targeted markets that we serve he program will be complimented

by our successful OnBo rd ng program which discussed in last years Annual

Shareholder Letter to effectively expand relationships and crossselling of banking

services Customer service and sales training telhadriend ieferrals mystery shopping

and performance monitnring will support the effectiveness of this program

Our sm ill business lend ng initiative continues to produce measurable results

FM Trust continues to partner with the Small Business Development Centers SBDC5

at Shippensburg Univer ity and St Francis University to prasent educational programs

and workshops for aspinng as well as ox sting small busiaess owners throughout

our ma ketplace We continue to be the exclusive sponso of the First Step and

Business Planning workshops conducted by the SBDC5 CM Ti usFs Small Business

Relationship Managers participate in each workshop presenting segment focusing

on financial options The workshops provide entrepreneurs with education information

and tools to build and sustain business which will directly benefit our economy

addit on partnering with these SBDCs has provided FM Trust with an opportunity

to increase our penetration of the small business market Our Small Business Contact
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Program initiated ri 2010 features customized calendar high iqhting FM Trust

ability to provide customized solutions as well an impact mevie higHijhting our

Small Business services and staff This program cont nues to generate new prospe ts

for us and will continue to be focus for our small business activities in 2012

FM Trust was recently approved by the U.S Small Business Adriinistration for its

SBA Express and Patriot Express programs SBA Exp ess and Patnot Express delegate

the underwriting of loan application to the participatir bank we utilize our forms

loan policy approval process and documentation SBA Express and Patriot Express are

also the on Small Business Administration programs iat perm us to extend true

revolving lire of credit with an SBA guarantee atnot Express piovides for hiqhei

maximum loan size of $500000 as well as higher guarantee percen age for jalifying

military veterans We are excited about the potential of these two programs

With the core processing conversion now behind us we are focusing on numli er of

product and service enhancements that will be oIled out in 2012 In May we II unveil

new look our bank website The redesign of fmtrustonline com will update the

appearance of the web design for both conventional and mobik applications

This upgraded website will be more intuitive and easy to navigate with new

functionality as well Website users will now find searchable data tools and

campaignbased messaging Business customers will be able to complete ba

preapplicat on and well be adding resources including online newsletters

library with video presentations and photo directory of officers

Customers who are on the go will be able to access account bal nces and other

information whenever and wherever they want with our mobile banking platform

rolbout of rhis new service is scheduled for the fourth quarter

FM Trust will also be implementing new Debit Card ksuance program These

cards wi be produced locally instead of being produced and mailed from Tennessee

This means that turn around time will be cut in half and expedited card orders

be accommodated easily

Additionally we are planning to offer our customers the ability to create their own

customized freedom Cards MasterCard Debit Caid You will be able to select

an image from your PC Facebook Twitter Flickr or Picasa customize the image

and create the card

Our ATM network expanded again in 2011 In Ja uary we open an ATM on



tt campos of Ouiny Vi age and September we opened drivemp AIM

9966 lvolly Pifthor Hiohway in Shippensburg The Shippensburg West End

ATM is the thirty4ifth mchine in our network and is located on 101acre site

that will accorr modate fulfrservice banking office should we decide to construct

commuiity banking office at this ocation in the future

We also completed prcjetto increase security in several operational areas housed

our Memorial Square Headquarters With the implementation of card access

system areas such as ta Operations Deposit Operations and Loan Operations

have limited aess keet ing confidential nformation more secure

We will make an additio ial investment in upgrading our community office network

2012 Ci the early second quarter we will relocate ur eostinq community

banking oftice in Newvil from West Big Spring Avenue to 51 South High Street

This new office althoug occupying less square footage than the current facility will

offer fulkervice banking including driveup teller and ATM service safety deposit

coxes as well as lobby ervice The news Ic is part of rcvitalization project

undertaken by 3T nvestois LP portion of the property will be set aside for town

clock as well as Christmas tree Our curient West Big Saring Avenue location will

cc utilized in another phase of this project as well providing additional parking

green space courtyard and building with commercial space on the first floor

with apirtments on the second and third floors

In the fourth quarter of 012 we plan to open our twenty ixth office in Mechanicsburg

at Silver Creek Plaza on he Pike This site currently being developed by Smith Land

and Improvement Corporation is located on the Carlisle Pike in Hampden Township

Cumbeiland County and will feature 50000 square foot toys Us/Babies Us

anchor us restaurant and 13400 square feet of additional retail space

Our site in Silver Creek Plaza on the Pike will be highly visile and is located

adjacent to Silver Sprino Square which ncludes Wegmans Target OfficeMax

and Bed Bath Beyond The average daily traffic count this loration is in excess

of 35000 veh des per day In addition to lobby with teller stations and customer

service offices as well driveup tellei and drive through ATM services this

new facility will provide otf Cs and conference rooms for additional Commercial

and Sma Bus ness Services staff as well as Residential Mortgage Originators

and Invetment Trust Services staff

Before concluding woald like to take th opportunity to ecognize and thank
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Chuck Sioberg who retired at the end of 2011 as Chairman of the Frank Financ al nd

FM Trust Boards for his twenty nine years of srvice Chuck was elected to the Board

of Franklin Financial and FM Trust in 1982 During his tenure Chuck served on nany

of our Board commi tees including most recently Audit Nomir ating Personne

Credit Risk Oversight and our Executive Committees He was elected Vice Cl airman

of the Board in 2002 and served as Chairman from January 2003 through 2011

His insight wisdom and support will be missed

Our perspective is that 2012 will be yet another challenging year tor financial ins itutions

with continuation of low interest rates aid high levels of unemployment and loan

delinquencies The outcome of the forthcommnc election may significantly impact the

regulatoi environment for all financial institutions as well as th economic outlook

Your interest and support as Franklin Financial shareholders is certainly apprecia ed

Sincerely

William Snell Jr

President CEO
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McConno lsburg

/1/485 3144

Orbisonia

18810 Saidy Ridge Station

Orbisoni

814 44/ i104

Penns Ilage

182 Buctanan Trail

McConnnllsburg

71/ 485 3167

Warfordcburg

560 Great Cove Road

Warford burg

/17 294 288



ChFnbe org iathe ii bc snd Eul or Hant gd

Ar urty Cunty

Downtown Drive4Jp Greencasfie Boiling Spdngs Ayr Town Center

150 Linoln Way East 518 North Anirim Way East First Street 368 South nd Street

Ch mbersburg Greencastle Boihng Sanngs McConnetsurg

FayetteviHe Madon Camp Hi Hustontown

405 Lincoln Way East 5293 Main Street 3907 Ma ket Street /781 Waterfall Road

Fayetteville Manon Camp Hill Hustontown

Lincoln Way East Mont Alto Carlisle Crossing McConnellsaurg

171 Lincoln Way East Park Street 214A Westm nster Dnve 100 Lincoln Way East

Chambersburg Mont Al Carlisle Mctonnellsurg

Menno ViHage Penn National Clubhouse Carlisle Plaza DriveUp Orbisonia

20/5 Scotland Avenue 3/20 Clubhouse Drive 700 East Hig reet 18810 Sands Ridge Station

Chambersburg Fayetteville Carlisle Orbisonia

West Side Quincy Vdlage Hanover Street Penns Village

1100 Lincoln Way West 6596 Orphanage Road 14 North Hanover Street 182 Buchanan Trail

Chambersburg Quincy Carlislc McConnellsburg

Norland Avenue Waynesboro Newville Rvervew Eusiness Center

870 Norland Avenue 200 East Main Street West Spring Avenue 1734 Lenape Drive

Chambersburg Waynesboro Newville Mount Unio

Northgate Commons Waynesboro Market Place Ritner Highway Warfordsburg

1500 Northfield Drive 11123 Buchanan Trail East 1901 Ritner ghway 560 Great Cave Road

Chambersburg Waynesboro Carlisle Warfordsbu

Orchard Park Zullinger Shppensburg

841 Wayne Avenue 4884 Buchanan trail East 13 Shippc nsburg

Chambersburg Zullingei Shopping Centei

Penn HaH Shippensburg West End

1425 Philadelp iia Avenue 9966 Mo ly Pitcher Highway

Chambersburp Shippensburg

Philadelphia Avenue

2405 Philadelphia Avenue

Chambersburg

St Thomas

6962 Lincoln Way West

St thomas



Stock nformahonDividend Reinvestment Man

Franklin Financial Services Corporation offers divid nd

reinvestment program whereby shaieholders with

stock registered in their own names may reinvest

their dividends in additional shares of the Corporation

Information concerning this optional program is available

by contacting the Corporate Secretary at 20 South Ma

Street P0 Box 6010 Chambersburg PA 17201-6010

telephone 717-264-6116

D1vdend Dwed Deposit Program

Franklin Financial Services Corporation offers dividend

direct deposit program whereby shareholde with stock

registered in their own names may choose to have ieir

dividends deposited directly into th bank account of

their choice on the dividend paymer date nformation

concerning this optional program is available by con cting

the Corporate Secretary at 20 South Main Sticot

P0 Box 6010 Chambersburg PA 17201 6010

telephone 717-264-6116

Annua Meetmo

The Annual Shareholders Meeting will be held

Tuesday April 24 2012 at the Orchards Restaurant

in Chambersburg The Business Meeting will egin

at 10.30 am and will be followed by luncheon

If interested in attending please corr plete and

return the reservation form reply card by April 10th

The Corporations common sto is not actively raded in the

over-the-counter market The Corporations stoc is listed under

the symbol FRAF on the 0.T.C Electronic Bulletin Board an

automated quotation service Current price information

available from account executives at most brokrage firms

as well as the registered market makers of Fran1din Fina ii al

2011 Per Share

The ollowing brokers are registered as market makers of

Franklin Financial Services Corporation common stock

Boenning Scatt rgood In

Tower Bridge

200 Bar Harbor Drive Suite 300

West Conshohocken PA 19428

800-883-1212

Mcrgan Keegan Co Inc

3050 Peachtree Road NW Suite 104

Atlanta GA 30305

866 353-7522

RB Wealth çjcment

2101 Oregon Pike

Lar caster PA 17601

800-604 1471

Stifel Niclaus Co

20 Ash Street Su te 400

Conshohoc ken PA 19428

800-223-6807

Rcgstar and Tr fr Aen
he reg strar and transfer agent for Frar din Financial

Service Corporation is Fulton Financial Advisors

One Penn Square P0 Box 4887 Lancater PA 17602

telepho /17 291-2546

We Site www franklinfin.com

Services Corporation common stock as listed above under

Sh ireholders Information There were 2011 shareholders

of ecord as of December 31 2011 The range of high and low

bid pri es as reported by local sources shown below for

thc years 2011 and 2010 Also shown are the reqular quarterly

cash dividends paid for the same years

Dv dends

High Low Paid Hig Low Paid

First quarter $1700 $15 19 $0 27 First quarter $1/.00 $15 19 $0 27

Secord quarter 1825 1710 027 -econd quarter 18.75 1675 0.2/

Third quarter 1730 1510 027 third quarter 11.50 16.50 027

Fourth quarter 1535 1230 027 Fourth quarter 18.40 1650 021

Dividends

$108 $1.08



SJ Frankhn Frnancia

EIILI Services Corporation

P.O BOX 6010 CHAMBERSBURG PA 17201 888264.6116 WWW.FRANKUNHN.COM


