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dollars in thousants except per share

Summary of Operations

Interest income

Interest expense

Net interest income

Provision for loan losses

Net interest income after

provision for loan losses

Noninterest income

Noninterest expense

Income before income taxes

Income tax

Net income

Summary of Selected Financial Data

For the year ended December 3t

trust assets under management market value 520434 $481536 $490420 $460233 $497215

Excludes goodwill intangibles and intangibk amortization expense net of tax

Noninterest expense tax equivalent net interest income plus noninterest income less net securities gains

Total shareholders equity less goodwill and
intangibles shares outstanding

Total shareholders equity less goodwill and intangibles total assets less
goodwill and ntangiblec

2012 2010 2009 2008

39142 41791 43284 43757 46156

6890 9154 12443 14674 16037

32252 32637 30841 29083 30119

5225 7524 3235 3438 1193

27027 25113 27606 25645 28926
9451 10200 9366 8880 6538

30601 28333 26423 25929 23189

5877 6980 10549 8596 12215

512 411 2937 2011 3680
5365 6569 7612 6585 8595

Shrehodcrs Vaue per common share

Performance Measurements

Return on average assets 051% 066% 0.78% 069% 01%
Return on averageequity 6.00% 768% 934% 869% 1099%
Return on average tangible assets1 055% 070% 0.82% 0./4% 105%
Return on average tangible equity1 7.14% 930% 1.27% 10.79% 13.19%

Efficiency ratio2 7044% 63.46% 6343% 65 35% 125%
Net interest margin 3500/c 73% 53% 3.44% 03%
Current dividend yield 486% 8.74% 92% 6.61% 592%
Dividend payout ratio 59.09% 65.05% 55 10% 62.95% 4/ 66%

Diluted earnings per share 1.32 166 96 1.71 24

Basic earnings per share 132 166 1.96 /1 224
Regular cash dividends paid 078 1.08 1.08 1.08 1.07

Book value 2231 21.67 21 09 20.39 1910

Tangible book value 1984 19.04 18.28 /.38 1594

Market value 1400 1235 18.25 16.33 1825

Marketvalue/bookvalueratio 6275% 56.99% 86.53% 80.09% 95.55%

Price/earnings multiple 10.61 /.44 931 9.55 15

Balance Sheet Highlights

Total assets $1027363 $990248 $951889 $979373 $902460
Investment securities includes restricted stock 136889 130323 123775 149770 154.041

Loans net 743200 756687 739841 730626 668860
Depositsandcustomerrepurchaseagreements 916649 841089 785495 794220 691653
Shareholders equity 91634 87182 82639 78/66 73059

Safety and Soundness

Leverage ratio Tier

Riskbased capital ratio Tier

Common equity ratio

Tangible common equity ratio4

Nnnperforming loans/gross loans

Nonperforming assets/total assets

Allowance for loan losses as of loans

Net chargeoffs/average loans

Average equity to average asset ratio

Trust Assets

829% 8.40% 16% 50% 84%
1260% 12.14% 11.73% 10.89% 11.02%

892% 8.80% 68% 8.04% 10%

8.01% 7.82% 7.61% 694% 6.85%

4.90% 294% 68% 2.47% 0.59%

410% 260% 2.96% 93% 0.44%

138% 1.27% 18% 1.21% 09%
0.60% 0.86% 045% 0.26% 0.19%

860% 8.63% 36% 98% 9.18%
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However that was not the case in 2012 as both individuals and businesses in South Central

Pennsylvania were hesitant to borrow and cautious in their outlook for the overall economic

recovery As result of slower growth on our balance sheet and narrowing margin

Net Interest Income declined by 12% from year earlier

Although most components of NonInterest Income increased during 2012 Total Noninterest

Income declined by $749000 or 73% to $9451000 This decrease resulted from writedowns

in the amount of $582000 on two properties held in Other Real Estate Owned OREO as well

as lower Securities Gains NonInterest expense increased by $2268000 or 80% during 2012

reflecting increased Salary and Benefits Expense as well as one1ime penalty in the amount

of $439000 to prepay $33138000 in higher interest rate borrowings at the Federal Home Loan

Bank of Pittsburgh This action will benefit Net Interest Income in future years

Our Provision for Loan Losses declined from $7524000 to $5225000 In 2012 our net loans

charged off ratio improved to 060% from 0.86% in 2011 as net chargeoffs declined from

$6602000 in 2011 to $4569000 in 2012

NonAccruing Loans totaled $36394000 at yearend representing 105% increase over the

$17756000 at yearend 2011 We have been able to exit some problem credits however the impact





of the continuing sluggish economy created chaHenges for several additional customer relationships As

result our nonperforming ratios rose to 490% of gross loans and 410% of total assets at year end

Franklin Financials total assets at December 31 2012 topped the $1 billion mark reaching

$1027363000 as compared to $990248000 one year earlier an increase of 3.7% Net loans

outstandings declined by 1.8% on yearoveryear basis while average loan out standings

decreased by 04%

Commercial loan demand softened with average loan outstandings in this portfolio increasing

$9501000 or only 1.6% Average consumer loan oulstandings decreased 14.0% to $79053000 as

consumers continued to be hesitant to look for credit and focused on flight to safety with increased

savings Average residential mortgage loan outstandings were relatively unchanged although

mortgage activity was brisk throughout the year from ref inancings During 2012 our mortgage

originators settled $52110000 in mortgage loans the highest volume in many years

The consumer flight to safety was apparent in our deposit balances Total deposits and repurchase

agreements as measured at December 31 2012 increased by 9.0% to $916649000 while average

Financia Highlights
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deposits and repurchase agreements increased 7.4% to $900175000 Average core deposits

i.e checking savings and interest bearing checking increased by $20675000 or 7% Average

balances in our Money Management Account increased by $56987000 or 18.4% as the competitive

yield and liquidity offered by this product continued to be attractive to customers

Our Net Interest Margin dropped from 3.73% in 2011 to 3.50% on fully tax equivalized basis at

yearend as we faced intense pricing competition to retain and grow quality loans as well as loan

assets repricing at lower rates Accordingly fully tax equivalized Net Interest Income decreased

by 12% from $34367OOO in 2011 to $33935OO0 in 2012

The market value of assets under management by our Investment and Trust Services Department

grew by 8.1% to $520434OO0 at December 31 2012 reflecting the addition of new client relationships

and higher market valuations Assets under management as reported do not include approximately

$116413OOO in assets held at third party brokers at December 31 2012 compared to $114600000 at

yearend 2011 Investment and Trust Services fee income including revenue generated through the

Personal Investment Centers increased 3.4% from $3953000 in 2011 to $4087000 in 2012

Our financial condition remains strong as evidenced by Total RiskBased Capital Patio of 12.60%

and Leverage Capital Patio of 8.29% These ratios remain above the levels that federal regulators

require for an institution to be considered well capitalized
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In 1988 Mark and Connie Meflott purchased their Needmore umber products Left to right

business from Marks father starting an impressive 3rd generation of family

ownership Today MC Lumber Co Inc continues to provide quality wood Assistant Vee

Small

products to businesses thwughout their multistate service region Relationship Mar

fM
With service minded employees on staff the Mellolts know the financial

challenges that small business owners face every day operational

expenses payroll benefits and more Thats why Mark and Connie prefer

working with FM Trust their 100% local community banking partner

FM Trust has all the advanced financial tools and services they need Lumber

to manage successful small business Gerri Fischer and Don Trego

Tru work gether to provide customized banking solutions that

ything with ease

bu requi ing additional attention

ok with Tru Th bank enjoys supporting

own With flexible thinking

Tru lo II businesses take
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Last year we engaged in checking account acquisition strategy aimed at increastng our market share

This campaign targeted customers of other financial institutions who are being impacted by disruptions

relating to merger or regulatory issues using predictive statistical model to identify the best prospects

in targeted markets The program was supported by customer service and sales traning tella4riend

referrals mystery shopping and performance monitoring We are pleased to report that the program

was effective in growing consumer checking accounts by 58% and new consumer checking balances

by over 90% Supported by our successful OnBoarding program to effectively expand relationships and

crosssell banking services the acquisition program served to enhance customer retenhon as well

Throughout the year we worked tirelessly to ensure that all of our ATM machines were compliant

with the Americans with Disabilities Act ADA Upgrades were made to enable ATM users without

sight to use the machines through audio commands The cost for us to comply with this regulation

at our 35 ATMs totaled more than $550000

During the spring the FM Trust Newville Office relocated from West Big Spring Avenue to

51 South High Street on May 29 The new office although occupying less square footage than the

previous facility offers fullservice banking including driveup teller service driveup ATM access

safe deposit boxes and lobby service Our participation was integral Newvilles revitalizalion

project undertaken by 3T Investors LP portion of the property was set aside for town clock

and community Christmas tree to enhance the town center

13
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Since its start in 2005 Radle Electric has been working hard to provide

excellent customer service and quality workmanship for installation and repair

clients throughout South Central PA Clients have noticed

Thats why coowners Joe RadJe and his wife Laura Lee Lukunich not pictured

have been repeat winners of Harrisburg Magazines Simply the Best and also

received the Super Service Award from Angies List national consumer

ratings service

The owners are very dedicated to the community too As an Air Force veteran

Joe invites clients to participate in Facebook promotions where customers can

win donations to local military charities The company also supports Passion

for Mothers Flowers Memorial Garden in Hampden Township honoring loved

ones lost to cancer including Lauras mother

aura were searching for banking partner to help them grow

Trust It was Lindsay Reisingerws serviceminded

cused reputation that provided the

Left to tight

Joe Radle

CoOwner

Radle Electric

Lindsay Reisinger

Assistant Vice President

Small Business

Relationship Manager

FM Trust

usiness relationship
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Our Investment and Trust Services Division is currently evaluating several candidates for our

broker dealer business We anticipate that our selection will provide higher level of support

resulting in enhanced customer service

We recently embarked on comprehensive study of our current community office network as well

as self-service delivery channels including AIMs Mobile Banking and Internet Banking with the

objective of increasing market penetration and profitability This initiative will result in five-year plan
for the development of new or transformed community offices more fully integrated with our

self-service delivery channels
incorporating measurable financial objectives

Our perspective is that 2013 will be yet another challenging year for financial institutions with

this prolonged period of low interest rates and high levels of unemployment and loan

delinquencies continuing In addition we see additional regulations for all financial institutions

continuing to have an impact on our industry Your interest and support as Franklin Financial

shareholders is very much appreciated

Sincerely

William Snell Jr

/tf
President CEO
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FM OfficersTRUST

Management Relationship

Management Division
William Snell Jr

Lincoln Way East OfficePresident and Chief Executive Officer

Commercia Services
Lisa Hogue

Mark Hollar

Danne Cornman CTP Financial Services Officer and ManagerSenior Vice President
Vice President

Tina Bncker
Chief Financial Officer

Cash Management Specialist
and Treasurer

Assistant Financial Services omcer
Michae Metz and Assistant ManagerKaren Carmadç SPHR
Vice President

Senior Vice President

Memorial Square OfficeHuman Resources Manager
Phiip Pantano

Summer FranzoniAffirmative Action and HIPAA
Vice President

Assistant Vice President and Manager
Privacy Officer

Barbara Peltzer
Kim McKenridRonald Cekovich

Vice President
Assistant Vice President and Assistant

Senior Vice President

Financial Services Officer
Technology Services Manager

David Zimmerman

Vice President
Pamela KolsunKenneth Ditxler

Assistant Financial Services Officer
Senior Vice President

Kathleen Bloss

Marketing and Corporate
Assistant Vice President

Orchard Park Office

Communications Manager
Credit Department Manager

Antonia DiffenderferDennis Ginder Ma CordeD
Assistant Vice President and Manager

Senior Vice President

Assistant Vice President
Risk Management Officer

Commercial Services

Penn Hall and Menno Village OfficesRelationship ManagerPatricia Hanks

Barbara SeylarSenior Vice President

Jeramy Culler

Financial Services Officer and Manager
Retail Services Market Manager

Credit Analyst

Use Shehan
Eric Fleming Philadelphia Avenue Office

Senior Vice President
Small Business Credit Analyst

Eric AllemanInvestment Trust Services

Financial Services Officm and ManagerManager
Maria Seabra

Credit Analyst

Norland Avenue Office

Jennifer Kaiser

Shaun YoungCommercial Services

Financial Services Officer and ManagerSupport Specialist

St Thomas OfficeRetaI Servces

Dana Kaiser
Kay Estep

Financial Services Officer and ManagerAssistant Vice President

GO Club Coordinator

West Side Office

Joy Weller

Vice President and Manager
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Officers
continued

Andrew Otto Human Resources Mary Cramer

Investment Trust Services Bank Secrecy Act and OFAC Analyst

Relationship Manager
Levi Crouse

Human Resources Officer Sheryl Snider

Heather Hershey
Assistant Compliance Officer

Estate Administration Officer
Christina Yoder

Training and Development Officer
Credit Administration

Robin Murray

Trust Operations Manager Corporate
William Pryor

Vice President

Matthew Brennan
Catherine Angle

Credit Recovery Manager

Assistant Investment
Corporate Secretary

Trust Services Officer
Robert Day

Personal Investment Counselor Joyce Riley
Commercial Credit Recovery Officer

Assistant Corporate Secretary

Avis Graham cre cAsi
Steven Gormont

Assistant Investment
Risk Management

Credit Recovery Officer

Trust Services Officer

Dvson
Technobgy ServicesPersonal Investment Counselor

Olaf Hasse
DlvfSlofl

Roderick Salter rss CTFA

Vice President
Assistant Investment

Loan Porffolio Risk
Matthew Clark

Trust Services Officer

Management Officer
Assistant Vice President

Personal Investment Counselor
Assistant Technology

Eric Follin Services Officer

Marketing Documentation Review Officer

Patricia Ganoe

Samantha Burke
Matthew Shank Assistant Vice President

Marketing Officer
Assistant Documentation Deposit Operations Manager

Review Officer

Melissa Miller Pamela Johns

Marketing Officer Janet Stamper Assistant Vice President

Assistant Documentation Loan Servicing Manager

Facilities Review Officer

Joshua Davis

Barry Shetter

Compliance
Assistant Technology Services Manager

Assistant Vice President

Facilities Manager Lone Heckman cRcM Carol Morris

Vice President Assistant Loan Servicing Manager

Finance Contro Bank Secrecy Act Compliance

and Security Officer
Stacey Stenger

Kim Brant Data Operations Manager

Asset-Liability Analyst

Amy Herrold

Controller

General Contact nformahon

FFSC FM Trust Headquarters Freedom Access Center 24Hour Online Access

Local 717 264 6116 telephone banking service wwwfmtrustonline com

Toll Free 888-264-6116 Local 717-261-3662

Toll Free 888-261 3662
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STAR/Cirrus ATM Locations

Chambersburg Southern Franklin urnberIa Fufton Huntmgdon

Area County County Counhes

Downtown Drive-Up Greencastle Boiling Springs Ayr Town Canter

150 Lincoln Way East 518 North Antrim Way East First Street 368 South 2nd Street

Chambersburg Greencastle Boikng Springs McConnellsburg

Fayetteville Marion Camp Hill Hustontown

4025 Lincoln Way East 5293 Main Street 3907 Market Street 7181 Waterfall Road

Fayetteville Manon Camp Hill Hustontown

Lincoln Way East Mont Alto Carlisle Crossing McConnellshurg

1712 Lincoln Way East Park Street 214A Westminster Dnve 100 Lincoln Way East

Chambersburg Mont Alto Carlisle McConnellsburg

Menno Village Penn National Clubhouse Carlisle Plaza Drive-Up Orbisonia

2075 Scotland Avenue 3720 Clubhouse Drive 700 East Hgh Street 18810 Sandy Ridge Station

Chambersburg Fayetteville Carlisle Orbisona

Norland Avenue Quincy Village Hanover Street Penns Village

870 Norland Avenue 6596 Orphanage Road 14 North Hanover Street 182 Buchanan Trail

Chambersburg Quincy Carlisle McConnellsburg

Northgate Commons Waynesboro Mechanicsburg Riverview Business Center

1500 Northfield Drive 200 East Main Street 6375 Carlisle Pike 11734 Lenape Drive

Chambersburg Waynesboro Mechanicsburg Mount Union

Orchard Park Waynesboro Market Place Newvifle Warordsburg

841 Wayne Avenue 11123 Buchanan Trail East 51 South High Street 560 Great Cove Road

Chambersburg Waynesboro Newville Warfordsburg

Penn Hall Zullinger Ritner Highway

1425 Philadelphia Avenue 4884 Buchanan Trail East 1901 Ritner Highway

Chambersburg Zullinger Carlisle

Philadelphia Avenue Shippensburg

2405 Philadelphia Avenue 13 Shippensburg

Chambersburg Shopping Center

St Thomas Shippensburg West End

6962 Lincoln Way West 9966 Molly P4cher Highway

St Thomas Shippensburg

West Side

1100 Lincoln Way West

Chambersburg

Indicates drive-up access
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