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The aggregate market value of the 3,571,040 shares of the Registrant�s common stock held by nonaffiliates of the
Registrant as of June 30, 2010 based on the price of such shares was $63,207,408.

There were 3,931,930 outstanding shares of the Registrant�s common stock as of February 28, 2011.

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the definitive annual proxy statement to be filed, pursuant to Reg. 14A within 120 days after December 31,

2010, are incorporated into Part III.
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Part I

Item 1. Business

General

Franklin Financial Services Corporation (the �Corporation�) was organized as a Pennsylvania business corporation on
June 1, 1983 and is a registered bank holding company under the Bank Holding Company Act of 1956, as amended

(the �BHCA�). On January 16, 1984, pursuant to a plan of reorganization approved by the shareholders of Farmers and
Merchants Trust Company of Chambersburg (�F&M Trust� or �the Bank�) and the appropriate regulatory agencies, the
Corporation acquired all the shares of F&M Trust and issued its own shares to former F&M Trust shareholders on a

share-for-share basis.

The Corporation�s common stock is not actively traded in the over-the-counter market. The Corporation�s stock is listed
under the symbol �FRAF� on the OTC Bulletin Board, an automated quotation service. The Corporation�s Internet
address is www.franklinfin.com. Electronic copies of the Corporation�s 2010 Annual Report on Form 10-K are

available free of charge by visiting the �Investor Information� section of www.franklinfin.com. Electronic copies of
quarterly reports on Form 10-Q and current reports on Form 8-K are also available at this Internet address. These

reports are posted as soon as reasonably practicable after they are electronically filed with the Securities and Exchange
Commission (SEC).

The Corporation conducts substantially all of its business through its direct banking subsidiary, F&M Trust (the
Bank), which is wholly owned. Other direct subsidiaries of the Corporation include Franklin Financial Properties

Corp. and Franklin Future Fund Inc. F&M Trust, established in 1906, is a full-service, Pennsylvania-chartered
commercial bank and trust company, which is not a member of the Federal Reserve System. F&M Trust operates

twenty-five community banking offices in Franklin, Cumberland, Fulton and Huntingdon Counties, Pennsylvania, and
engages in general commercial, retail banking and trust services normally associated with community banks and its
deposits are insured (up to applicable limits) by the Federal Deposit Insurance Corporation (the �FDIC�). F&M Trust

offers a wide variety of banking services to businesses, individuals, and governmental entities. These services include,
but are not necessarily limited to, accepting and maintaining checking, savings, and time deposit accounts, providing
investment and trust services, making loans and providing safe deposit facilities. Franklin Financial Properties Corp.
is a �qualified real estate subsidiary� established to hold real estate assets used by F&M Trust in its banking operations.

Franklin Future Fund Inc. is a non-bank investment company that makes venture capital investments within the
Corporation�s primary market area.

The Corporation�s banking subsidiary is not dependent upon a single customer or a few customers for a material part of
its business. Thus, the loss of any customer or identifiable group of customers would not materially affect the business
of the Corporation or the Bank in an adverse manner. Also, none of the Corporation�s business is seasonal. The Bank�s

lending activities consist primarily of commercial real estate, construction and land development, agricultural,
commercial and industrial loans, installment and revolving loans to consumers and residential mortgage loans.

Secured and unsecured commercial and industrial loans, including accounts receivable and inventory financing, and
commercial equipment financing, are made to small and medium-sized businesses, individuals, governmental entities,
and non-profit organizations. F&M Trust also participates in Pennsylvania Higher Education Assistance Act student
loan programs, Pennsylvania Housing Finance Agency programs and is a Small Business Administration approved

lender.
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Consumer loans are comprised of direct, indirect (primarily automobile) and unsecured personal lines of credit.
However, the Bank discontinued its indirect lending activities in 2010. The Bank�s mortgage loans include long-term
loans to individuals and to businesses secured by mortgages on the borrower�s real property. Construction loans are
made to finance the purchase of land and the construction of residential and commercial buildings thereon, and are

secured by mortgages on real estate. Commercial loans are made to businesses of various sizes for a variety of
purposes including construction, property, plant and equipment, and working capital. Commercial loans also include
loans to government municipalities. Commercial lending is concentrated the Bank�s primary market but also includes

purchased loan participations originated primarily in south-central Pennsylvania. In certain situations, the Bank
acquires properties through foreclosure on delinquent mortgage loans. The Bank holds these properties at their fair

value at the date of foreclosure until such time as they are sold.

1
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F&M Trust�s Investment and Trust Services Department offers all of the personal and corporate trust services normally
associated with trust departments of area banks including: estate planning and administration, corporate and personal
trust fund management, pension, profit sharing and other employee benefit funds management, and custodial services.

F&M Trust�s Personal Investment Center sells mutual funds, annuities and selected insurance products.

The Corporation�s primary market area continues to be affected by the recession, as has most of the country. Despite
the negative affects of the recession on the economy, the Corporation has continued to provide community-banking
services as it has for over 100 years. Commercial lending activity was steady in 2010, but consumer lending activity

has slowed as consumer customers have reduced their borrowing. However, the Bank continues to lend money to
credit worthy customers. Consumer lending and mortgage lending is expected to be down in 2011. The Bank stopped
making indirect consumer loans in 2010 and this action is expected to substantially decrease the balance of consumer

loans by year-end 2011. Likewise, it is expected that the number of commercial loan participations available for
purchase will be lower in 2011. However, the Bank does expect lending activity to continue, but at a slower rate until
consumer confidence increases. For more economic information about the Corporation�s market area, see the Economy

discussion in Item 7, Management�s Discussion and Analysis.

With short-term interest rates at very low levels during 2010 and the financial uncertainty of the recession, consumers
have moved deposits to short-term liquid deposit products. As a result, the Bank has experienced a reduction in

longer-term certificates of deposit and an increase in money management accounts. Until short-term rates increase and
the economy begins to recover, the Bank expects that customers will continue to prefer shorter, liquid deposits and

certificates of deposit will decline.

The recession has resulted in a growing amount of nonperforming loans. Commercial nonperforming loans have
increased as businesses have seen their sales reduced during the recession and real estate developers have become
delinquent as a result of little or no sales during the past two years. In turn, workers have seen job layoffs or pay

reductions and consequently more consumer loan delinquencies. Until business activity starts to recover and
consumers feel confident in their employment situation, it is expected that nonperforming loans, both commercial and

consumer, will continue to increase.

Acquisition

On November 29, 2008, Franklin Financial Services Corporation completed its acquisition of Community Financial,
Inc. (Community). Community was the holding company of Community Trust Company, a Pennsylvania trust

company headquartered in Camp Hill, Pennsylvania. In connection with the Community merger, Community Trust
Company merged with and into Farmers and Merchants Trust Company. The acquisition increased the Bank�s trust

assets under management by approximately $62 million. The acquisition provided the Bank quick entry into an
attractive market for asset management services and presents the opportunity for the expansion of retail and

commercial banking services via an established office.

Competition

The Corporation and its banking subsidiary operate in a highly competitive environment. The principal market of
F&M Trust is in south central Pennsylvania, primarily the counties of Franklin, Cumberland, Fulton and Huntingdon.
There are approximately 26 competing commercial banks that have offices within the Corporation�s primary market

area. These banks range from large regional banks to independent community banks. In addition, credit unions,
savings and loan associations, mortgage banks, brokerage firms and other competitors with only an Internet site are
present in the market. The Bank has 25 community offices and approximately 10% of the total deposits, ranking it
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third in its market region. The majority of the Bank�s loan and deposit customers are in Franklin County. There are 7
commercial bank competitors in Franklin County and the Bank has approximately 26% of the deposit market share.

Because of increasing competition, profit margins in the traditional banking business of lending and gathering
deposits have declined and many nonbanking institutions offer services similar to those offered by the Bank. Some

competitors have access to resources (e.g., financial and technological) that are unavailable to the Bank, thereby
creating a competitive disadvantage for the Bank in terms of product and service pricing and delivery. The Bank

utilizes various strategies including its long history of local customer service and convenience as part of a relationship
management culture, a wide variety of products and services and, to a lesser extent, the pricing of loans and deposits,

to compete. F&M Trust is the largest financial institution headquartered in Franklin County and had total assets of
approximately $951.9 million on December 31, 2010.

2
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Staff

As of December 31, 2010, the Corporation and its banking subsidiary had 263 full-time equivalent employees. The
officers of the Corporation are employees of the Bank. Most employees participate in pension, incentive compensation

plans, 401(k) plan and employee stock purchase plans and are provided with group life and health insurance.
Management considers employee relations to be excellent.

Supervision and Regulation

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

General

The Corporation is registered as a bank holding company and is subject to supervision and regulation by the Board of
Governors of the Federal Reserve System under the Bank Holding Act of 1956, as amended. The Corporation has also
made an effective election to be treated as a �financial holding company.� Financial holding companies are bank holding

companies that meet certain minimum capital and other standards and are therefore entitled to engage in financially
related activities on an expedited basis; see further discussion below. Bank holding companies are required to file

periodic reports with and are subject to examination by the Federal Reserve Board. The Federal Reserve Board has
issued regulations under the Bank Holding Company Act that require a bank holding company to serve as a source of

financial and managerial strength to its subsidiary banks. As a result, the Federal Reserve Board, pursuant to such
regulations, may require the Corporation to stand ready to use its resources to provide adequate capital funds to its

Bank subsidiary during periods of financial stress or adversity.

The Bank Holding Company Act prohibits the Corporation from acquiring direct or indirect control of more than 5%
of the outstanding shares of any class of voting stock, or substantially all of the assets of any bank, or from merging or
consolidating with another bank holding company, without prior approval of the Federal Reserve Board. Additionally,
the Bank Holding Company Act prohibits the Corporation from engaging in or from acquiring ownership or control of

more than 5% of the outstanding shares of any class of voting stock of any company engaged in a non-banking
business, unless such business is determined by the Federal Reserve Board to be so closely related to banking as to be
a proper incident thereto. Federal law and Pennsylvania law also require persons or entities desiring to acquire certain

levels of share ownership (generally, 10% or more, or 5% or more for another bank holding company) of the
Corporation to first obtain prior approval from the Federal Reserve and the Pennsylvania Department of Banking.

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

The Bank is a state chartered bank that is not a member of the Federal Reserve System, and its deposits are insured
(up to applicable limits) by the Federal Deposit Insurance Corporation (FDIC). Accordingly, the Bank�s primary

federal regulator is the FDIC, and the Bank is subject to extensive regulation and examination by the FDIC and the
Pennsylvania Department of Banking. The Bank is also subject to requirements and restrictions under federal and state
law, including requirements to maintain reserves against deposits, restrictions on the types and amounts of loans that
may be granted and the interest that may be charged thereon, and limitations on the types of investments that may be

made and the types of services that may be offered. The Bank is subject to extensive regulation and reporting
requirements in a variety of areas, including helping to prevent money laundering, to preserve financial privacy, and
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to properly report late payments, defaults, and denials of loan applications. The Community Reinvestment Act
requires the Bank to help meet the credit needs of the entire community where the Bank operates, including low and
moderate-income neighborhoods. The Bank�s rating under the Community Reinvestment Act, assigned by the FDIC
pursuant to an examination of the Bank, is important in determining whether the bank may receive approval for, or
utilize certain streamlined procedures in, applications to engage in new activities. The Bank�s present CRA rating is

�satisfactory.� Various consumer laws and regulations also affect the operations of the Bank. In addition to the impact of
regulation, commercial banks are affected significantly by the actions of the Federal Reserve Board as it attempts to

control the money supply and credit availability in order to influence the economy.

3
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Capital Adequacy Guidelines

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

and a limited amount of the general loan loss allowance and deferred tax accounts. The risk-based capital guidelines
are required to take adequate account of interest rate risk, concentration of credit risk, and risks of nontraditional

activities.

In addition to the risk-based capital guidelines, the Federal Reserve Board requires a bank holding company to
maintain a leverage ratio of a minimum level of Tier 1 capital (as determined under the risk-based capital guidelines)
equal to 3% of average total consolidated assets for those bank holding companies which have the highest regulatory

examination ratings and are not contemplating or experiencing significant growth or expansion. All other bank
holding companies are required to maintain a ratio of at least 1% to 2% above the stated minimum. The Bank is

subject to almost identical capital requirements adopted by the FDIC. In addition to FDIC capital requirements, the
Pennsylvania Department of Banking also requires state chartered banks to maintain a 6% leverage capital level and

10% risk based capital, defined substantially the same as the federal regulations.

Prompt Corrective Action Rules

The federal banking agencies have regulations defining the levels at which an insured institution would be considered
�well capitalized,� �adequately capitalized,� �undercapitalized,� �significantly undercapitalized� and �critically

undercapitalized.� The applicable federal bank regulator for a depository institution could, under certain circumstances,
reclassify a �well-capitalized� institution as �adequately capitalized� or require an �adequately capitalized� or

�undercapitalized� institution to comply with supervisory actions as if it were in the next lower category. Such a
reclassification could be made if the regulatory agency determines that the institution is in an unsafe or unsound

condition (which could include unsatisfactory examination ratings). At December 31, 2010, the Corporation and the
Bank each satisfied the criteria to be classified as �well capitalized� within the meaning of applicable regulations.

Regulatory Restrictions on Dividends

Dividend payments by the Bank to the Corporation are subject to the Pennsylvania Banking Code, the Federal Deposit
Insurance Act, and the regulations of the FDIC. Under the Banking Code, no dividends may be paid except from

�accumulated net earnings� (generally, retained earnings). The Federal Reserve Board and the FDIC have formal and
informal policies which provide that insured banks and bank holding companies should generally pay dividends only

out of current operating earnings, with some exceptions. The Prompt Corrective Action Rules, described above,
further limit the ability of banks to pay dividends, because banks that are not classified as well capitalized or

adequately capitalized may not pay dividends.

Dodd-Frank Wall Street Reform and Consumer Protection Act

On July 21, 2010, the President signed the Dodd-Frank Wall Street Reform and Consumer Protection Act
(Dodd-Frank). This legislation is one of the most comprehensive reform bills ever introduced to the financial services
industry. Financial service providers from small community banks to the largest Wall Street firms will be affected by
this legislation. Many of aspects of this Act will take effect over several years and the Corporation is still reviewing
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the details of the Act. At this time, it is difficult to predict the extent to which each component of Dodd-Frank will
affect the Corporation. However, it is likely that the Act will impose a greater regulatory burden on the Corporation
and increase its cost of compliance. Some of the key provisions included in Dodd-Frank that are likely to affect the

Corporation are:

Consumer Financial Protection Bureau (CFPB).  The CFPB has been created to set rules and regulations regarding
consumer lending activities. Banks with less than $10 billion in assets are exempt from examination by the CFPB, but
the CFPB can require community banks to submit any information it requests for review. The CFPB will also require

new disclosure requirements for all banks.

4
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FDIC Insurance. Changes include permanently increasing the insurance limit to $250,000, changing the assessment
base from a deposit-based calculation to an asset-based calculation, and extending unlimited FDIC insurance on

certain non-interest bearing depository accounts through December 31, 2012.

Corporate Checking.  The prohibition against paying interest on corporate checking accounts has been lifted effective
July 21, 2011. The Bank is currently researching the best way to take advantage of this change. The Bank currently

has $51 million in a sweep Repo that currently it uses, for all intents and purposes, to pay interest on corporate
checking accounts. The net effect on interest expense cannot currently be determined, but will be dependent on the

type of product developed and customers� response to it. Any reduction in the Repo product balance will improve the
Bank�s liquidity by freeing up securities used as collateral.

Debit Card Fees.  The Durbin Amendment to Dodd-Frank requires that the amount of any interchange fee charged by
a debit card issuer must be reasonable and proportional to the cost incurred by the issuer. The Federal Reserve is

charged with establishing standards for reasonable and proportional fees. This price regulation applies only to banks
with assets greater than $10 billion; however, the Bank expects market forces to push the regulated prices down to all

banks, potentially reducing the Bank�s fee income substantially.

Mortgage Licensing.  Residential mortgage loan originators must register with the Nationwide Mortgage Licensing
System and Registry. This registry is a database created by the states to support the licensing of mortgage originators.

Employees of agency-related institutions must register prior to originating residential mortgage loans. This
requirement will increase compliance costs for the Corporation.

Appraisals.  New appraisal guidance sets forth the minimum regulatory standard for appraisals. It requires institutions
to utilize strong internal controls to ensure reliable appraisals and evaluations to monitor and periodically update

valuations of collateral for existing real estate loans. This is expected to increase compliance costs for the Corporation.

Compensation.  At least once every three years, companies must conduct a non-binding shareholder vote (say-on-pay)
to approve the compensation of the CEO and the company�s �named executive officers�. At least once every 6 years,

shareholders must also vote on whether to hold the non-binding vote on executive compensation every 1,2, or 3 years.
Additionally, banking regulators have established guidance that prohibits incentive-based compensation arrangements
that encourage inappropriate risks that could lead to material financial loss to the institution. Bank compensation plans

will be required to be submitted to the appropriate regulator for review and monitoring of compliance. This is
expected to increase compliance costs for the Corporation.

FDIC Insurance

The Bank is a member of the Deposit Insurance Fund (DIF), which is administered by the FDIC. The FDIC insures
deposit accounts at the Bank, generally up to a maximum of $250,000 for each separately insured depositor. In
addition, The Dodd-Frank Act, signed July 21, 2010, extends unlimited FDIC insurance to non-interest bearing

transaction accounts through December 31, 2012. Prior to Dodd-Frank, certain transaction accounts were provided
unlimited insurance until December 31, 2010 through the FDIC�s Transaction Account Guarantee Program (TAGP).
Under TAGP, Banks paid an additional fee to provide unlimited coverage. Under Dodd-Frank, the assessment for

unlimited coverage will be included as part of the Bank�s regular assessment rate.

The FDIC charges a premium to depository institutions for deposit insurance. This rate is based on the risk category of
the institution and the total premium is calculated based on total deposits. As of December 31, 2010, the Bank�s

assessment rate was approximately 15 basis points. The Dodd-Frank Act requires the assessment base to be changed
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from total deposits to an assessment method based on average total assets less average tangible equity. The change to
the new assessment base will take affect for the quarter beginning April 1, 2011. The Bank does not expect its 2011

FDIC premium to change substantially as a result of the new calculation methodology.

5
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In May 2009, the FDIC implemented a special assessment on insured depository institutions. The Bank accrued $450
thousand for the assessment as of June 30, 2009 and it was collected on September 30, 2009.

On September 29, 2009, the FDIC adopted an Amended Restoration Plan to allow the DIF to return to its statutorily
mandated minimum reserve ratio of 1.15 % within 8 years. At the same time, the FDIC adopted higher risk-based
assessment rates effective beginning January 1, 2011. It also imposed a prepaid assessment on insured institutions

payable December 30, 2009 that required insured institutions to prepay their estimated quarterly risk-based assessment
for the fourth quarter of 2009 and for all of 2010, 2011 and 2012. The Bank paid an assessment of approximately $4.0
million on December 30, 2009 and it was recorded as a pre-paid asset that will be recognized through 2012 or until it

is depleted, whichever is earlier.

Despite these actions in 2009 to recapitalize the DIF, Dodd-Frank established a new minimum DIF ratio set at 1.35%
of estimated insured deposits. The FDIC is required to attain this ratio by September 30, 2020 and its efforts to

achieve this ratio could greatly influence future premium rates.

Insurance of deposits may be terminated by the FDIC upon a finding that an institution has engaged in unsafe or
unsound practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law,
regulation, rule, order or condition imposed by the FDIC. We do not currently know of any practice, condition or

violation that might lead to termination of our deposit insurance.

In addition to the FDIC assessments, the Financing Corporation (�FICO�) is authorized to impose and collect, with the
approval of the Federal Deposit Insurance Corporation, assessments for anticipated payments, issuance costs and

custodial fees on bonds issued by the FICO in the 1980s to recapitalize the former Federal Savings and Loan
Insurance Corporation. The bonds issued by the FICO are due to mature from 2017 to 2019. At December 31, 2010,

the Bank�s annualized FICO assessment was approximately 1 basis point of total deposits.

New Legislation

Congress is often considering new financial industry legislation, and the federal banking agencies routinely propose
new regulations. The Corporation cannot predict how any new legislation, or new rules adopted by the federal banking

agencies, may affect its business in the future.

Selected Statistical Information

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

Item 1A. Risk Factors

The following is a summary of the primary risks associated with the Corporation�s business, financial condition and
results of operations, and common stock.

Risk Factors Relating to the Corporation
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A focus on real estate related loans may increase the risk of
substantial credit losses.

The Bank offers a variety of loan products, including residential mortgage, consumer, construction and commercial
loans. The Bank requires real estate as collateral for many of its loans. At December 31, 2010, approximately 79% of
its loans were secured by real estate. Loans to fund residential real estate construction are 11% of total loans; loans

secured by residential real estate are 27% of the total, and commercial, industrial and agricultural real estate loans total
41% of the total loan portfolio. These real estate loans are located primarily in the Bank�s market area of south central

Pennsylvania. Real estate values tend to follow changes in general economic cycles. As a result, if a loan becomes
delinquent as the result of an economic downturn and the Bank becomes dependent on the real estate collateral as a
source of repayment, it is likely that the value of the real estate collateral has also declined. A decline in real estate
values means it is possible that the real estate collateral may be insufficient to cover the outstanding balance of a

delinquent or foreclosed loan, resulting in a loss to the Bank. In addition, the real estate collateral is concentrated in a
small market area of south central Pennsylvania. As a result, localized events that affect real estate prices and
collateral values could have a more negative affect on the Bank as compared to other competitors with a more

geographically

6

Edgar Filing: FRANKLIN FINANCIAL SERVICES CORP /PA/ - Form 10-K

A focus on real estate related loans may increase the risk of substantial credit losses. 17



TABLE OF CONTENTS

diverse portfolio. As the Bank grows, it is expected that the percentage of real estate loans, specifically commercial
real estate, will grow. Risk of loan default is unavoidable in the banking industry, and Management tries to limit
exposure to this risk by carefully monitoring the amount of loans in specific industries and by exercising prudent

lending practices and securing appropriate collateral. However, this risk cannot be eliminated and substantial credit
losses could result in reduced earnings or losses.

The allowance for loan losses may prove to be insufficient to
absorb inherent losses in our loan portfolio.

The Bank maintains an allowance for loan losses that Management believes is appropriate to provide for any inherent
losses in the loan portfolio. The amount of the allowance is determined through a periodic review and consideration of

several factors, including an ongoing review of the quality, size and diversity of our loan portfolio; evaluation of
nonperforming loans; historical loan loss experience; and the amount and quality of collateral, including guarantees,

securing the loan.

Although Management believes the loan loss allowance is adequate to absorb inherent losses in the loan portfolio,
such losses cannot be predicted and the allowance may not be adequate. Excess loan losses could have a material

adverse effect on the Bank�s financial condition and results of operations.

The Bank�s lending limit is smaller than many of our
competitors, which affects the size of the loans it can offer

customers.

The Bank�s lending limit is approximately $12.2 million. Accordingly, the size of the loans that can be offered to
potential customers is less than the size of loans that many of our competitors with larger lending limits can offer. This
limit affects the Bank�s ability to seek relationships with larger businesses in its market area. Loan amounts in excess
of the lending limits can be accommodated through the sale of participations in such loans to other banks. However,
there can be no assurance that the Bank will be successful in attracting or maintaining customers seeking larger loans

or that it will be able to engage in participation of such loans or on terms favorable to the Bank.

There is strong competition in the Bank�s primary market areas.

The Bank encounters strong competition from other financial institutions in its primary market area, which consists of
Franklin, Cumberland, Fulton and Huntingdon County, Pennsylvania. In addition, established financial institutions not

already operating in the Bank�s primary market area may open branches there at future dates or can compete in the
market via the internet. In the conduct of certain aspects of banking business, the Bank also competes with savings

institutions, credit unions, mortgage banking companies, consumer finance companies, insurance companies and other
institutions, some of which are not subject to the same degree of regulation or restrictions as are imposed upon the

Bank. Many of these competitors have substantially greater resources and lending limits and can offer services that the
Bank does not provide. In addition, many of these competitors have numerous branch offices located throughout their

extended market areas that provide them with a competitive advantage. No assurance can be given that such
competition will not have an adverse effect on the Bank�s financial condition and results of operations.
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Changes in interest rates could have an adverse impact upon
our results of operations.

The Bank�s profitability is in part a function of the spread between interest rates earned on investments, loans and other
interest-earning assets and the interest rates paid on deposits and other interest-bearing liabilities. Recently, interest
rate spreads have generally narrowed due to changing market conditions and competitive pricing pressure. Interest
rates are highly sensitive to many factors that are beyond the Bank�s control, including general economic conditions

and policies of various governmental and regulatory agencies and, in particular, the Board of Governors of the Federal
Reserve System. Changes in monetary policy, including changes in interest rates, will influence not only the interest
received on loans and investment securities and the amount of interest we pay on deposits and borrowings, but will

also affect the Bank�s ability to originate loans and obtain deposits and the value of our investment portfolio. If the rate
of interest paid on deposits and other borrowings increases more than the rate of interest earned on loans and other

investments, the Bank�s net interest income, and therefore earnings, could be adversely affected. Earnings could also
be adversely affected if the rates on loans and other investments fall more quickly than those on deposits and other

borrowings. While Management takes measures to guard against interest rate risk, there can be no assurance that such
measures will be effective in minimizing the exposure to interest rate risk.

7
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Risk Factors Relating to the Common Stock

There is a limited trading market for the Corporation�s common
stock.

There is currently only a limited public market for the Corporation�s common stock. It is listed on the OTC Bulletin
Board, an automated quotation service, under the symbol �FRAF.� Because it is thinly traded, you may not be able to

resell your shares of common stock for a price that is equal to the price that you paid for your shares. The Corporation
has no plans to apply to have its common stock listed for trading on any stock exchange or the NASDAQ market.

The Bank�s ability to pay dividends to the Corporation is subject
to regulatory limitations that may affect the Corporation�s ability

to pay dividends to its shareholders.

As a holding company, the Corporation is a separate legal entity from the Bank and does not have significant
operations of its own. It currently depends upon the Bank�s cash and liquidity to pay dividends to its shareholders. The
Corporation cannot assure you that in the future the Bank will have the capacity to pay dividends to the Corporation.
Various statutes and regulations limit the availability of dividends from the Bank. It is possible; depending upon the
Bank�s financial condition and other factors, that the Bank�s regulators could assert that payment of dividends by the
Bank to the Corporation would constitute an unsafe or unsound practice. In the event that the Bank is unable to pay

dividends to the Corporation, the Corporation may not be able to pay dividends to its shareholders.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties

The Corporation�s headquarters is located in the main office of F&M Trust at 20 South Main Street, Chambersburg,
Pennsylvania. This location also houses a community banking office as well as operational support services for the

Bank. The Corporation owns or leases thirty-six properties in Franklin, Cumberland, Fulton and Huntingdon Counties,
Pennsylvania as described below:

Property Owned Leased
Community Banking Offices 18 7
Remote ATM Sites 2 5
Other Properties 3 1

Item 3. Legal Proceedings

The nature of our business generates a certain amount of litigation involving matters arising in the ordinary course of
business. However, in management�s opinion, there are no proceedings pending to which the Corporation is a party or
to which our property is subject, which, if determined adversely to the Corporation, would be material in relation to
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our shareholders� equity or financial condition. In addition, no material proceedings are pending nor are known to be
threatened or contemplated against us by governmental authorities or other parties.

Item 4. (Removed and Reserved)

8
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Part II

Item 5. Market for Registrant�s Common Equity, Related
Shareholder Matters and Issuer Purchases of Equity Securities

Market and Dividend Information

The Corporation�s common stock is not actively traded in the over-the-counter market. The Corporation�s common
stock is listed under the symbol �FRAF� on the OTC Bulletin Board, an automated quotation service. Current price

information is available from account executives at most brokerage firms as well as the registered market makers of
Franklin Financial Services Corporation common stock as listed below under Shareholders� Information.

The range of high and low bid prices is shown in the following table for the years 2010 and 2009, as well as cash
dividends declared for those periods. The bids reflect interdealer quotations, do not include retail mark-ups,

markdowns or commissions, and may not necessarily represent actual transactions. The closing price of Franklin
Financial Services Corporation common stock recorded from an actual transaction on December 31, 2010 was $18.25.

The Corporation had 2,095 shareholders of record as of December 31, 2010.

Market and Dividend Information
Bid Price Range Per Share
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