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Part | FINANCIAL INFORMATION
Iltem 1 Financial Statements

C onsolidated Balance Sheet s

(Dollars in thousands, except share and per shate)

Assets
Cash and due from ban
Interes-bearing deposits in other bar
Total cash and cash equivale
Investment securities available for sale, at falue
Restricted stoc
Loans held for sal
Loans
Allowance for loan losse
Net Loans
Premises and equipment, |
Bank owned life insuranc
Goodwill
Other intangible asse
Other real estate ownt
Deferred tax asset, n
Other asset
Total assets

Liabilities
Deposits
Noninteres-bearing checkini
Money management, savings and interest chec
Time
Total Deposits
Securities sold under agreements to repurc
Other liabilities
Total liabilities

Shareholders' equity
Common stock$1 par value per shar15,000,00(shares authorized wi
4,616,224shares issued a4,228,195shares outstanding at March 31, 2015
4,606,564shares issued a4,218,33(shares outstanding at December 31, Z
Capital stock without par valu5,000,00Cshares authorized with t
sharesissuecandoutstanding
Additional paic-in capital
Retained earning
Accumulated other comprehensive i
Treasury stock388,029shares at March 31, 2015 e388,234shares a
December 31, 2014, at cc
Total shareholders' equity
Total liabilities and shareholders' equity

The accompanying notes are an integral part oféHfagncial statement

(unaudited)

March 31 December 3.
2015 2014

$ 21,277 $ 14,258

44,050 34,335

65,327 48,593

176,74C 171,751

438 438

155 389

722,95€ 726,531

(9,210 (9,111

713,74€ 717,420

14,843 15,046

22,237 22,098

9,016 9,016

90 181

4,018 3,666

4,659 4,328

8,066 8,522

$ 1,019,337 $ 1,001,44¢

$ 147,87€¢ $ 136,910

662,661 645,672

94,858 98,599

905,39E 881,181

- 9,079

7,980 7,667

913,37E 897,927

4,616 4,607

37,707 37,504

73,618 71,452

(3,041 (3,100

(6,938 (6,942

105,962 103,521

$ 1,019,337 $ 1,001,44¢




ConsolidatedStatements of Income

(Dollars in thousands, except per share data) (fitzal)

Interest income

Loans, including fee

Interest and dividends on investmel
Taxable interes
Tax exempt intere
Dividend income

Deposits and obligations of other bai
Total interest income

Interest expense
Deposits

Securities sold under agreements to repurc

Long-term debr
Total interest expense
Net interest income
Provision for loan losse

Net interest income after provision for loan los

Noninterest income
Investment and trust services f
Loan service charge
Mortgage banking activitie
Deposit service charges and fi
Other service charges and fe
Debit card incomi

Increase in cash surrender value of life insur:

Other real estate owned (losses) gains
Other
Net OTTI losses recognized in earnir
Gain on conversio

Total noninterest income

Noninterest expense
Salaries and employee bene
Net occupancy expen
Furniture and equipment exper
Advertising
Legal and professional fe
Data processin
Pennsylvania bank shares -
Intangible amortizatiol
FDIC insurance
ATM/debit card processin
Other

Total noninterest expense

Income before federal income tax expe
Federal income tax expen

Net income

Per share
Basic earnings per she
Diluted earnings per sha
Cash dividends declare

The accompanying notes are an integral part oféehe@saudited financial statements.

For the Three Months Endi

March 31
2015 2014
$ 7,376 $ 7,511
636 641
408 358
51 25
55 39
8,526 8,574
641 702
- 7
- 121
641 830
7,885 7,744
325 198
7,560 7,546
1,263 1,091
174 167
8 12
490 464
296 267
318 306
139 143
32 (122
224 52
(20) -
728 -
3,652 2,380
4,083 4,251
615 675
231 254
188 316
296 265
467 391
196 173
90 104
148 232
187 179
988 848
7,489 7,688
3,723 2,238
839 412
$ 2,884 $ 1,826
$ 0.68 $ 0.44
$ 0.68 $ 0.44
$ 017 $ 0.17






C onsolidated Statements of Comprehensive Income

(Dollars in thousands) (unaudite
Net Income

Securities:

Unrealized gains arising during the per

Reclassification adjustment for gains includedehincome (1
Net unrealized (losses) gai

Tax effect

Net of tax amoun

Derivatives:

Unrealized losses arising during the pel

Reclassification adjustment for losses includeddhincome (2
Net unrealized gair

Tax effect

Net of tax amoun

Total other comprehensive incot
Total Comprehensive Income

Reclassification adjustment / Statement line iter

For the Three Months Endi

March 31
2015 2014

2,884 $ 1,826
723 1,420
(728 -
(5) 1,420
2 (483
(3) 937
1) (8)
96 95
95 87
(33 (30)
62 57
59 994
2,943 $ 2,820

Tax expense (benefi

(1) Securities / gain on conversio
(2) Derivatives / interest expense on depos

248 $

(33)

(32)

The accompanying notes are an integral part oféHfasncial statement



Consolidated Statements of Changes in ShareholdeStuity
For the Three months March 31,201 5 and 204L:

Accumulatec

Additional Other
Common  Paic-in Retainec Comprehensiv ~ Treasury

(Dollars in thousands, except per share data) (uliteal) Stock Capital  Earnings Loss Stock Total

Balance at December 31, 2C $ 4561% 36,636% 65,897 $ (4,696 $ (7,010 $ 95,388
Net income - - 1,826 - - 1,826
Other comprehensive incor - - - 994 - 994
Cash dividends declare$.17per share - - (709; - - (709,
Treasury shares issued under stock option p223shares - - - - 4 4
Common stock issued under dividend reinvestmemt, 9,795shares 10 160 - - - 170
Balance at March 31, 20: $ 4571% 36,796% 67,014% (3,702 % (7,006 $ 97,673
Balance at December 31, 2C $ 4,607% 37,504% 71,452 % (3,100 $ (6,942 $ 103,521
Net income - - 2,884 - - 2,884
Other comprehensive incor - - - 59 - 59
Cash dividends declare$.17per share - - (718 - - (718
Treasury shares issued under stock option p205shares - - - - 4 4
Common stock issued under dividend reinvestmemt, 9,660shares 9 203 - - - 212
Balance at March 31, 201! $ 4616% 37,707% 73,618% (3,041 % (6,938 $ 105,962

The accompanying notes are an integral part ofeéHegncial statement



Consolidated Statements of Cash Flows

(Dollars in thousands) (unaudite
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortizatic
Net amortization of loans and investment secur
Amortization and net change in mortgage servicights valuatior
Amortization of intangible
Provision for loan losse
Gain on conversio
Impairment writedown on securities recognized imeas
Loans originated for sa
Proceeds from sale of loa
Writedown of other real estate own
Net (gain) loss on sale or disposal of other retdte/other repossessed as
Increase in cash surrender value of life insur:
Decrease in other ass:
Increase in other liabilitie
Net cash provided by operating activities

Cash flows from investing activities
Proceeds from maturities and paydowns of secuatiegiable for sal
Purchase of investment securities available far
Net decrease (increase) in loi
Capital expenditure
Proceeds from sale of other real estate/other segesd asse
Net cash used in investing activitie

Cash flows from financing activities
Net increase in demand deposits, NOW, and savicgsuats
Net decrease in time depos
Net decrease in repurchase agreen
Long-term debt paymen
Dividends paic
Treasury stock issued under stock option p
Common stock issued under dividend reinvestmenmt
Net cash provided by financing activities

Increase in cash and cash equivalen
Cash and cash equivalents as of January
Cash and cash equivalents as of March &

Supplemental Disclosures of Cash Flow Informatiol
Cash paid during the year for:

Interest on deposits and other borrowed ft

Income taxe:

Noncash Activities
Loans transferred to Other Real Esi

The accompanying notes are an integral part oféHesmncial statement

Three Months Ended March .

2015 2014
2,884 $ 1,826
339 372
377 428
11 8
90 104
325 198
(728 -
20 -
(882 (1,443
1,116 1,636
- 120
(32) 2
(139 (143
198 91
278 440
3,857 3,639
6,399 5,844
(11,146 (6,816
2,982 (2,787
(120 (218
129 279
(1,756 (3,698
27,955 50,762
(3,741 (3,601
(9,079 (7,929
- (2
(718 (709
4 4
212 170
14,633 38,695
16,734 38,636
48,593 40,745
65327 $ 79,381
611 $ 786
262 $ 20
449 $ -



FRANKLIN FINANCIAL SERVICES CORPORATION and SUBSIDI ARIES
UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENS

Note 1 - Basis of Presentation

The consolidated financial statements include tteoants of Franklin Financial Services Corporat{tre
Corporation), and its wholly-owned subsidiariesrnk@rs and Merchants Trust Company of Chambershibey (
Bank) and Franklin Future Fund Inc. Farmers andckiEnts Trust Company of Chambersburg is a comalerci
bank that has one wholly-owned subsidiary, Frankiimancial Properties Corp. Franklin Financiabgtrt ies
Corp. holds real estate assets that are leasetiebBank. Franklin Future Fund Inc. is a non-bankegtment
company. The activities of non-bank entities ard significant to the consolidated totals. All siggant
intercompany transactions and account balancesheereeliminated.

In the opinion of management, all adjustments (Whnclude only normal recurring adjustments) neassto
present fairly the consolidated financial positicesults of operations, and cash flows as of M&th201 5, and
for all other periods presented have been made.

Certain information and footnote disclosures nolyniicluded in consolidated financial statementspared
in accordance with accounting principles generatigepted in the United States of America (“GAAPdyé been
condensed or omitted. It is suggested that thessatidated financial statements be read in comijpmavith the
audited consolidated financial statements and nbereto included in the Corporation’s 201 4 AnniBaport on
Form 10-K. The consolidated results of operatitmisthe period ended March 3 1 , 201 5 are not ssandy
indicative of the operating results for the fullaye Management has evaluated subsequent evenpotiential
recognition and/or disclosure through the dateglwemsolidated financial statements were issued.

The consolidated balance sheet at December 314 B@% been derived from the audited consolidatezhéial
statements at that date, but does not includef dieoinformation and footnotes required by GAAR éomplete
consolidated financial statements.

For purposes of reporting cash flows, cash and eastivalents include cash and due from banks, éster
bearing deposits in other banks and federal fualtk <Generally, federal funds are purchased alwlfso one-day
periods.

Earnings per share are computed based on the wdiglierage number of shares outstanding during each
period end. A reconciliation of the weighted agerahares outstanding used to calculate basiagarper share
and diluted earnings per share follows:

For the Three Months End:

March 31

(Dollars and shares in thousands, except per sdata) 2015 2014

Weighted average shares outstanding (bi 4,223 4,172
Impact of common stock equivalel 6 5
Weighted average shares outstanding (dilu 4,229 4,177
Anti-dilutive options excluded from calculatit 29 40
Net income $ 2,884 $ 1,826
Basic earnings per she $ 068 $ 0.44
Diluted earnings per sha $ 068 $ 0.44

Note 2. Recent Accounting Pronouncements

Receivables (Topic 310): Reclassification of Resiidd Real Estate Collateralized Consumer Mortdaogns
Upon ForeclosureASU 2014-04 “Reclassification of Residential Real Estate Cotldteed Consumer Mortgage
Loans Upon Foreclosuretlarifies that a creditor is considered to havegital possession of residential real
estate that is collateral for a residential moregglgn when it obtains legal title to the collatenaa deed in lieu of
foreclosure or similar legal agreement is complet€dnsequently, it should reclassify the loantteeoreal estate
owned at that time. ASU 2014-04 applies to allditogs who obtain physical possession resultingnfran in
substance repossession or foreclosure of resitiesgieestate property collateralizing a consumertgage loan in
satisfaction of a receivable. The ASU does notyafipcommercial real estate loans, as the forec®grocess
and applicable laws for those assets are significdifferent from residential real estate. ThelAB effective for
public business entities for annual periods, aiteriim







periods within those annual periods, beginningraitecember 15, 2014. ASU 2014-04 did not have temnah
effect on the Corporation’ s financial statements.

Revenue from Contracts with Customers (Topic 60d)e amendments in this Update (ASU 2014-09)
establish a comprehensive revenue recognition atdnfibr virtually all industries under U.S. GAARcluding
those that previously followed industry-specificidance such as the real estate, construction aftdase
industries. The revenue standard’s core princgleuilt on the contract between a vendor and aomest for the
provision of goods and services. It attempts taaehe exchange of rights and obligations betwibenparties in
the pattern of revenue recognition based on thsideration to which the vendor is entitled. To anptish this
objective, the standard requires five basic stépddentify the contract with the customer, (ii)eiatify the
performance obligations in the contract, (iii) detge the transaction price, (iv) allocate the s@otion price to
the performance obligations in the contract, anfl recognize revenue when (or as) the entity safisk
performance obligation. The ASU is effective fobpa entities for annual periods beginning aftercBaber 15,
2016, including interim periods therein. Three basiansition methods are available — full retrosipec
retrospective with certain practical expedients] ancumulative effect approach. Under the thirdraktive, an
entity would apply the new revenue standard onlgdwotracts that are incomplete under legacy U.SABALt the
date of initial application (e.g. January 1, 20ARd recognize the cumulative effect of the newddesh as an
adjustment to the opening balance of retained egsniThat is, prior years would not be restated aditional
disclosures would be required to enable userseofitfancial statements to understand the impaeopting the
new standard in the current year compared to prears that are presented under legacy U.S. GAAHRy Ea
adoption is prohibited under U.S. GAAP. The Corfioradoes not believe ASU 2014-09 will have a mater
effect on its financial statements.

Note 3. Accumulated Other Comprehensive Loss
The components of accumulated other comprehens$geihcluded in shareholders' equity are as follows

March 31, December 31
2015 2014

(Dollars in thousands

Net unrealized gains on securit $ 2,347 $ 2,352
Tax effect (798 (800°
Net of tax amoun 1,549 1,552
Net unrealized losses on derivatiy (96) (291
Tax effect 32 65
Net of tax amoun (64) (126
Accumulated pension adjustme (6,858 (6,858
Tax effect 2,332 2,332
Net of tax amoun (4,526 (4,526
Total accumulated other comprehensive $ (3,041 $ (3,100

Note 4. Guarantees

The Corporation does not issue any guaranteesvihat require liability recognition or disclosur@her than
its standby letters of credit. Standby lettergrefit are conditional commitments issued by thelBa guarantee
the performance of a customer to a third partynesaly, all letters of credit, when issued, haxpigtion dates
within one year. The credit risk involved in igsgiletters of credit is essentially the same asedhihat are
involved in extending loan facilities to customerbe Bank generally holds collateral and/or persgonarantees
supporting these commitments. The Bank had $ Q #illion and $ 2 2 . 7 million of standby lettevEcredit as
of March 3 1, 201 5 and December 31, 201 4 ,eesgely. Management believes that the proceedairudd
through a liquidation of collateral and the enfonemt of guarantees would be sufficient to cover fbtential
amount of future payments required under the cparding guarantees. The amount of the liabilityyfMarch
31, 2015 and December 31, 201 4 for guarantees sitaledby letters of credit issued was not material
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Note 5 . Investments

The amortized cost and estimated fair value of stment securities available for sale as of March2815
and December 31, 201 4 is as follows

(Dollars in thousands Gross Gross
Amortized unrealized unrealized Fair

March 31, 2015 cost gains losses value
Equity securitie: $ 1,002 $ 55 § (14) $ 1,043
U.S. Government and Agency securil 16,435 228 (35) 16,628
Municipal securitiet 71,333 1,972 (241) 73,064
Trust preferred securitie 5,946 - (756) 5,190
Agency mortgac-backed securitie 78,051 1,218 (121) 79,148
Private-label mortgag-backed securitie 1,583 44 - 1,627
Asse-backed securitie 43 - (3) 40
$ 174,393 $ 3,517 $ (1,170 $ 176,740

(Dollars in thousands Gross Gross

Amortized unrealizec unrealizec Fair

December 31, 201 cost gains losses value
Equity securitie: $ 274 $ 779 $ -$ 1,053
U.S. Government and Agency securil 15,854 173 (64) 15,963
Municipal securitiet 66,832 1,826 (292) 68,366
Trust preferred securitie 5,940 - (803) 5,137
Agency mortgac-backed securitie 78,779 932 (217) 79,494
Private-label mortgag-backed securitie 1,675 35 (15) 1,695
Asse-backed securitie 45 - (2) 43
$ 169,399 $ 3,745 $ (1,393 $ 171,751

At March 31, 2015 and December 31, 201 4 , theMaline of investment securities pledged to secul®i@
funds, trust balances, repurchase agreements, id@posother obligations totaled $ 75 . 6 millionda$ 9 1.6
million , respectively.

The amortized cost and estimated fair value of debtirities at March 31, 2015 , by contractual migtare
shown below. Actual maturities may differ fromnt@ctual maturities because of prepayment or aatiions

embedded in the securities.

(Dollars in thousands Amortized cost Fair value
Due in one year or le: 5885 $ 5,950
Due after one year through five ye 10,828 11,091
Due after five years through ten ye 30,857 31,751
Due after ten yeai 46,187 46,130
93,757 94,922
Mortgage-backed securitie 79,634 80,775
173,391 §$ 175,697




The following table provides additional detail abtust preferred securities as of March 31, 2015 :
Trust Preferred Securities

(Dollars in thousands

Lowest
Single Credit
Issuer or Gross Unrealized Rating
Deal Name Maturity Pooled Class Amortized Cost Fair Value Gain (Loss) Assigned
BankAmerica Cap I 1/15/202° Single Preferred Stock  $ 963 $ 821 % 142 BB
Wachovia Cap Trust Il 1/15/202°  Single Preferred Stock 277 258 (19) BBB
Huntington Cap Trust 2/1/202° Single Preferred Stock 940 802 (138 BB
Corestates Captl Tr |l 2/15/202°  Single Preferred Stock 937 870 (67) BBB+
Huntington Cap Trust Il 6/15/202¢ Single Preferred Stock 891 771 (120 BB
Chase Cap VI JPM 8/1/202¢ Single Preferred Stock 963 850 (113, BBB-
Fleet Cap TrV 12/18/202¢  Single Preferred Stock 975 818 (157 BB

$ 5,946 $ 5,190 $ (756

The following table provides additional detail abpuivate label mortgage-backed securities as ofch&1,
2015:

Private Label Mortgage Backed Securities

(Dollars in thousands Gross Cumulative
Origination Amortized Fair Unrealized Collateral Lowest Credit Credit OTTI
Description Date Cost Value Gain (Loss) Type Rating Assigned Support % Charges
RALI 2004-QS4 A7 3/1/2004 $ 64 $ 66 $ 2 ALTA BBB+ 12.21% -
MALT 2004-6 7A1 6/1/2004 396 405 9 ALTA CCcC 13.87 -
RALI 2005-QS2 A1 2/1/2005 250 265 15 ALTA cC 5.16 10
RALI 2006-QS4 A2 4/1/2006 521 524 3 ALTA D - 313
GSR 200t-5F 2A1 5/1/2006 79 86 7  Prime D - 15
RALI 2006-QS8 Al 7/28/200€ 273 281 8 ALTA D - 217
$ 1,583% 1,627% 44 $ 555




Impairment

The investment portfolio contained 68 securitie41.8 million of temporarily impaired fair valaad $1.2
million in unrealized losses at March 31, 2015. Tttal unrealized loss position has improved sligiiom $1.4
million since year-end 2014.

For securities with an unrealized loss, Managenappties a systematic methodology in order to perfan
assessment of the potential for other-than-tempomapairment. In the case of debt securities, $tivents
considered for other-than-temporary impairment:Hdd a specified maturity or repricing date; (2yavgenerally
expected to be redeemed at par, and (3) were epaxtachieve a recovery in market value withieasonable
period of time. In addition, the Bank considers thie it intends to sell these securities or wheithwill be forced
to sell these securities before the earlier of déimex cost recovery or maturity. Equity securittege assessed for
other-than-temporary impairment based on the lenftime of impairment, dollar amount of the impa@nt and
general market and financial conditions relatingpecific issues. The impairment identified ontdafd equity
securities and subject to assessment at March (Bl15, 2vas deemed to be temporary and required ribefur
adjustments to the financial statements, unlessraibe noted.

The following table reflects temporary impairmemthe investment portfolio (excluding restrictedcst),
aggregated by investment category, length of timag individual securities have been in a continuougalized
loss position and the number of securities in eatbgory as of March 31, 2015 and December 314201

March 31, 2015

Less than 12 month: 12 months or more Total
Fair Unrealized Fair  Unrealized Fair Unrealized
(Dollars in thousands Value Losses Count Value Losses Count _ Value Losses Count
Equity securitie: $ 824% 14) 1% -$ - -$ 824 $ (14) 1
U.S. Government and Agency securil 1,806 (6) 3 5,248 (29) 12 7,054 (35) 15
Municipal securitie: 9,196 (111, 15 4,875 (130 7 14,071 (241, 22
Trust preferred securitie - - - 5,190 (756, 7 5,190 (756, 7
Agency mortgac-backed securitie 8,832 (31 14 5,807 (90) 8 14,639 (121, 22
Asse-backed securitie - - 4 (3) 1 4 (3) 1

Total temporarily impaired securiti  $__20,658% (162, 33 $21,124¢ (1,008 35 ¢ 41782¢ (1,170 _ 68

December 31, 201

Less than 12 montt 12 months or mor Total
Fair Unrealized Fair  Unrealizec Fair Unrealizec

(Dollars in thousands Value Losses Coun Value Losses  Coun Value Losses Coun
U.S. Government and Agency securil 4 -1 7,207 64) 14 7,211 (64) 15
Municipal securitie: 5,651 (33 9 9,441 (259, 14 15,092 (2920 23
Trust preferred securitie - - - 5,137 (803 7 5,137 (803 7
Agency mortgac-backed securitie 9,304 (60) 13 8,199 (157, 10 17,503 (17, 23
Private-label mortgag-backed securitie - - - 540 (15) 1 540 (15) 1
Asse-backed securitie - - - 5 (2) 1 5 (2) 1

Total temporarily impaired securiti $ 14,959% (93) 23 $ 30,529% (1,300 47 $ 45488 $% (1,393 70

The municipal bond portfolio has an unrealized loE$241 thousand at quarter end which is approteiya
$50 thousand less than at year-end 2014. The lis@@doss in this portfolio is deemed to be noedit related
and no other-than-temporary impairment charges haee recorded.

The trust preferred portfolio contains seven séiesrivith a fair value of $5.2 million and an urieed loss of
$756 thousand. The trust-preferred securities hglthe Bank are single entity issues, not pooladttpreferred
securities. Therefore, the impairment review @fsth securities is based only on the issuer angeitigrity cannot
be impaired by the performance of other issueri§ iasvas a pooled trust-preferred bond. All of tBank’s trust
preferred securities are single issue, variable mates with long maturities (2027 — 2028). Noh¢hese bonds
have suspended or missed a
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dividend payment. At March 31, 2015, the Bank headgit will be able to collect all interest andnmipal due on
these bondsand no other-than-temporary-impairment charges vesrerded.

The PLMBS sector shows a net unrealized gain $ httisand with all bonds showing an unrealized
gain. Even though there is no unrealized loss,tdube nature of these bonds, they are evaludtselg. These
bonds were all rated AAA at time of purchase, laehsince experienced rating declines. Some hgweriexced
increased delinquencies and defaults, while othav® seen the credit support increase as the hpaidsiown.
The Bank monitors the performance of the PLMBS #&tweents on a regular basis and reviews delinqugncie
default rates, credit support levels and variowsh dbow stress test scenarios. In determining thditrelated loss,
Management considers all principal past due 60 daysore as a loss. If additional principal moveydnd 60
days past due, it will also be considered a lossaAesult of the analysis on PLMBS it was deteeahithat a $20
thousand impairment charge was required at quartér It is primarily a result of the cumulative QTdharges
that these bonds are showing an unrealized gaiguatter end. The Bank has recorded $555 thousénd o
cumulative impairment charges on this portfolio. fdgement continues to monitor these securities iaigl
possible that additional write-downs may occurufrent loss trends continue. The Bank is currepditicipating
in a class-action lawsuit against one PLMBS senticat centers on defective warranties and reptaBens made
as part of the underwriting process.

(Dollars in thousands Three Months Ende

2015 2014
Balance of cumulative cre-related OTTI at January $ 535 $ 515
Additions for credi-related OTTI not previously recogniz 20

Additional increases for cre-related OTTI previously recognized when there isment to sel
and no requirement to sell before recovery obréired cost basi
Decreases for previously recognized crrelated OTTI because there was an intent tc
Reduction for increases in cash flows expectedetodiectec - -
Balance of cred-related OTTI at March 3 $ 555 $ 515

The Bank held $438 thousand of restricted stodWath 31, 2015. Except for $30 thousand, this stment
represents stock in FHLB Pittsburgh. The Bank guied to hold this stock to be a member of FHLHB &nis
carried at cost of $100 per share. FHLB stock &lweated for impairment primarily based on an assess of the
ultimate recoverability of its cost. As a governmgponsored entity, FHLB has the ability to raigeding through
the U.S. Treasury that can be used to supporpesations. There is not a public market for FHIt&k and the
benefits of FHLB membership (e.g., liquidity anavicost funding) add value to the stock beyond pufieancial
measures. Management intends to remain a memlike &fHLB and believes that it will be able to fullscover
the cost basis of this investment.

11



Note 6. Loans

The Bank reports i t s loan portfolio based onghmary collateral of the loan. It further clasedithese loans
by the primary purpose, either consumer or comrakrche Bank's residential real estate loans inellahg-term
loans to individuals and businesses secured bygages on the borrower’s real property and incluslednequity
loans . Construction loans are made to financepilrehase of land and the construction of residerand
commercial buildings thereon, and are secured bstgages on real estate. Commercial real estates lmelude
construction, owner and non-owner occupied properind farm real estate. Commercial loans are rtade
businesses of various sizes for a variety of puapascluding property, plant and equipment, workiagital and
loans to government municipalities . Commercialdiag is concentrated in the Bank’s primary markeit, also
includes purchased loan participations. Consurnardare comprised of installment loans and unsdqeesonal
lines of credit.

A summary of loans outstanding, by primary collakeat the end of the reporting periods is as Wadlo

Change
(Dollars in thousands March 31, 2015 December 31, 20. Amount %
Residential Real Estate-4 Family
Consumer first lien $ 104,949 $ 105,014 $ (65) (0.1)
Consumer junior liens and lines of cre 37,699 38,132 (433 (1.1)
Total consume 142,648 143,146 (498 (0.3
Commercial first lier 56,345 56,300 45 0.1
Commercial junior liens and lines of cre 5,556 5,663 (107, (1.9
Total commercia 61,901 61,963 (62) (0.1)
Total residential real estat-4 family 204,549 205,109 (560, (0.3)
Residential real esta- constructior
Consume 1,312 1,627 (315, (19.4
Commercia 8,371 8,088 283 3.5
Total residential real estate construct 9,683 9,715 (32) (0.3
Commercial real esta 323,675 326,482 (2,807 (0.9)
Commercia 179,408 179,071 337 0.2
Total commercie 503,083 505,553 (2,470  (0.5)
Consume 5,643 6,154 (511 (8.3)
722,958 726,531 (3,573 (0.5
Less: Allowance for loan loss (9,210 (9,111 (99) 1.1
Net Loans $ 713,748 $ 717,42C $ (3,672 (0.5)

Included in the loan balances are the follow
Net unamortized deferred loan costs (fe $ 42 % (76)

Loans pledged as collateral for borrowings and caments from:

FHLB $ 604,784 $ 602,633
Federal Reserve Bai 55,657 56,367
$ 660,441 $ 659,00C
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Note 7. Loan Quality

The following table presents, by c | ass , thevégtin the Allowance for Loan Losses (ALL) for thperiods
ended:

Residential Real Estate -4 Family

Junior Liens
& Commercial
First Lines of
(Dollars in thousands Liens Credit Construction Real Estate Commercial Consumel Total
Allowance at December 31,201 $ 1,225$% 334 $ 226 $ 5,417 $ 1,773 $ 136 $9,111
Charge-offs - - - - (201 (52) (253
Recoveries 2 - - - 6 19 27
Provision 33 - 37 183 50 22 325
Allowance at March 31, 201¢ $ 1,260 % 334 $ 263 $ 5,600 $ 1,628 $ 125 $9,210
Allowance at December 31, 20 $ 1,108 % 278 $ 291 $ 5571 % 2,306 $ 148 $9,702
Chargeoffs (16) - 27 (114 @ (43) (201
Recoveries 3 - - - 20 23 46
Provision 38 (2) 110 52 (16) 16 198
Allowance at March 31, 201 $ 1,133 % 276 $ 374 $ 5,509 $ 2,309 $ 144 $9,745
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The following table presents, by ¢ la ss , loarst there evaluated for the ALL under the specifiserge
(individually) and those that were evaluated urtther general reserve (collectively) and the amotirthe ALL
established in each class as of March 31, 201®Paedmber 31, 201 4 :

Residential Real Estate -4 Family

Junior Liens
& Commercial
First Lines of
(Dollars in thousands Liens Credit ___ Construction Real EstateCommercial Consumel _ Total
March 31, 2015

Loans evaluated for allowance

Individually $ 1,254% 51 $ 930 $ 21,927% 1,073 $ -$ 25,235

Collectively 160,040 43,204 8,753 301,748 178,335 5,643 697,723

Total $161,294% 43,255 $ 9,683 $ 323,675% 179,408 % 5,643% 722,958

Allowance established for loan:
evaluated:

Individually $ 23 % -$ 21 % 39% 9% -$ 92

Collectively 1,237 334 242 5,561 1,619 125 9,118
Allowance at March 31, 201t $ 1,260% 334 $ 263 $ 5,600 % 1,628 $ 125% 9,210

March 31, 201«

Loans evaluated for allowanc

Individually $ 2,310% 51 $ 530 $ 25,029% 1,953 $ -$ 29,873

Collectively 162,799 39,893 11,223 297,421 177,033 7,816 696,185

Total $ 165,109% 39,944 $ 11,753$ 322,450$% 178,986 % 7,816% 726,058

Allowance established for loans evaluat

Individually $ -$ -9 -$ 247 $ 968 $ -$ 1,215

Collectively 1,133 276 374 5,262 1,341 144 8,530
Allowance at March 31, 201 $ 1,133% 276 $ 374 $ 5,509 % 2,309 $ 144 % 9,745
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The following table shows additional informationoab those loans considered to be impaired at M3fch
2015 and December 31, 201 4 :

Impaired Loans

With No Allowance With Allowance
(Dollars in thousands Unpaid Unpaid
Recorded Principal Recorded Principal Related
March 31, 2015 Investment Balance Investment Balance Allowance
Residential Real Estate 1-4 Family
First liens $ 1,674 $ 1,846 $ 146 $ 146 $ 23
Junior liens and lines of credit 145 172 - - -
Total 1,819 2,018 146 146 23
Residential real estate- construction 519 553 410 424 21
Commercial real estate 21,738 25,649 232 2,589 39
Commercial 1,125 2,048 9 10 9
Total $ 25,201 $ 30,268 $ 797 $ 3,169 $ 92
December 31, 201
Residential Real Estat-4 Family
First liens $ 1,804 $ 2,002 $ - $ - $ -
Junior liens and lines of crec 169 195 - - -
Total 1,973 2,197 - - -
Residential real esta- constructior 931 977 - - -
Commercial real esta 21,487 25,744 862 1,001 60
Commercia 78 80 1,274 1,990 171
Total $ 24,469 $ 28,998 $ 2,136 $ 2,991 $ 231
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The following table shows the average of impairea@ns and related interest income for the th reetison

ended March 31, 2015 and 2014 :

(Dollars in thousands

Residential Real Estat-4 Family
First liens
Junior liens and lines of cre(
Total

Residential real esta- constructior
Commercial real esta
Commercia

Total

(Dollars in thousands

Residential Real Estat-4 Family
First liens
Junior liens and lines of crec
Total

Residential real esta- constructior
Commercial real esta
Commercia

Total

Three Months Ended
March 31, 2015

Average Interest
Recorded Income
Investment Recognized

$ 1,829 $ 8

145 -

1,974 8

931 84

22,187 69

1,325 -

$ 26,417 $ 161

Three Months Ende
March 31, 201«

Average Interest
Recordec Income
Investmen Recognizet

$ 3,218 $ 10

126 -

3,344 10

532 -

25,665 93

2,092 1

$ 31,633 $ 104
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The following table presents the aging of paymefithe loan portfolia

(Dollars in thousands

March 31, 2015

Residential Real Estate -4 Family

First liens

Junior liens and lines of credit

Total
Residential real estate- construction
Commercial real estate
Commercial
Consumer
Total

December 31, 201

Residential Real Estat«-4 Family

First liens

Junior liens and lines of crec

Total
Residential real esta- constructior
Commercial real esta
Commercia
Consume
Total

Loans Past Due and Still Accruing Total
Current  3C-59 Days 6C-89 Days 90 Days+ Total Non-Accrual Loans

158,647% 939 % 427 % 103 % 1,469% 1,178% 161,294
42,777 333 - 28 361 117 43,255
201,424 1,272 427 131 1,830 1,295 204,548
8,754 - - - - 929 9,683
314,930 956 - - 956 7,789 323,675
177,874 156 - - 156 1,378 179,408
5,628 15 - - 15 - 5,643
708,610% 2,399% 427 $ 131 % 2,957% 11,391 722,958
158,197% 1,531$% 297 $ 165 % 1,993% 1,124$ 161,314
43,424 174 28 - 202 169 43,795
201,621 1,705 325 165 2,195 1,293 205,108
8,784 - - - - 931 9,715
317,576 336 - 140 476 8,430 326,482
177,407 12 15 - 27 1,637 179,071
6,056 59 22 17 98 - 6,154
711,444% 2,112% 362% 322% 2,796 % 12,291$ 726,531
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The following table reports the internal crediimgtfor the loan portfolio. Consumer purpose lo@nsrtgage,
home equity and installment) are assigned a ratirgjther pass or substandard. Substandard comdoams are
comprised of loans 90 days or more past due athdatiruing and nonaccrual loans. Commercial loaayg be
assigned any rating in accordance with the Bamitexmal risk rating system.

Special
(Dollars in thousands Pass Mention Substandard Doubtful Total
March 31, 2015
Residential Real Estate -4 Family
First liens $ 155,311 $ 2,296 $ 3,687 $ - $ 161,294
Junior liens and lines of credit 42,949 29 277 - 43,255
Total 198,260 2,325 3,964 - 204,549
Residential real estate- construction 8,754 - 929 - 9,683
Commercial real estate 300,656 10,316 12,703 - 323,675
Commercial 169,544 7,466 2,398 - 179,408
Consumer 5,643 - - - 5,643
Total $ 682,857 $ 20,107 $ 19,994 $ - $ 722,958
December 31, 201
Residential Real Estate-4 Family
First liens $ 155,676 $ 1,919 $ 3,719 $ - $ 161,314
Junior liens and lines of crec 43,559 29 207 - 43,795
Total 199,235 1,948 3,926 - 205,109
Residential real esta- constructior 8,784 - 931 - 9,715
Commercial real esta 301,149 10,578 14,755 - 326,482
Commercia 170,774 5,413 2,884 - 179,071
Consume 6,137 - 17 - 6,154
Total $ 686,079 $ 17,939 $ 22,513 $ - $ 726,531
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The following table presents information on the BarTroubled Debt Restructuring (TDR) loans:
Troubled Debt
Restructurings
That Have Defaulted on
(Dollars in thousands Troubled Debt Restructurings Modified Terms YTD

Number of Recorded Number of Recorded

Contracts __Investment Performing* Nonperforming* Contracts Investment

March 31, 2015

Residential real esta- constructior 1% 524% -$ 524 -$ -
Residential real esta 5 598 598 - - -
Commercial real esta 12 15,398 14,459 939 - -

Total 18% 16,520% 15,057% 1,463 -$ -

December 31, 201.

Residential real esta- constructior 1% 521% -$ 521 -$ -
Residential real esta 5 699 673 26 - -
Commercial real esta 12 15,748 14,283 1,465 - -

Total 183 16,968% 14,956% 2,012 -$ -

*The performing status is determined by the loa@spliance with the modified terms

There were no new TDR loans made in the firsttguaf 201 5 or 2014 .

Note 8. Pension
The ¢ omponents of pension expense for the pepaetgented are as follows:

Three Months Ended March .

(Dollars in thousands 2015 2014
Components of net periodic co

Service cos $ 100 $ 86
Interest cos 178 197
Expected return on plan ass (296, (290
Recognized net actuarial Ic 131 82
Net period cos $ 113 75

The Bank expects its pension expense to in creaapproximately $ 387 thousand in 201 5 compéoesl
276 thousand in 201 4 .

In October, 2014, the Society of Actuaries releasaa mortality tables for pension plans. The newes are
expected to raise the assumed life of plan paditdp due to refinements in age and gender disiitbuaf
participants. This change is expected to resuttigher pension contribution requirements, lowerabaé sheet
funded status, pricier lump-sum payouts, and higtBGC variable rate premiums. The Bank has not taedojhe
new mortality tables . If the tables had been astpit year-end 2014, it is estimated that the radle$ would
reduce the funded status by $1.6 million and irsgehe 2015 pension expense by $272 thousand feveutrent
2015 estimate. The Bank is still in the processegfewing the effect of the new tables and is asaching the
IRS for its decision on adoption of the new tafileerefore an adoption date for the new tables lwaseen
determined.

Note 9. Fair Value Measurements and Fair Values dfinancial Instruments

Management uses its best judgment in estimatingfainevalue of the Corporation’s financial instrums;
however, there are inherent weaknesses in any a&stimtechnique. Therefore, for substantially falancial
instruments, the fair value estimates herein atenecessarily indicative of the amounts the Corpamacould
have realized in a sales transaction on the datlsaited. The estimated fair value amounts haee beeasured as
of their respective period -
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ends and have not been re-evaluated or updatepufposes of these financial statements subseqaethibse
respective dates. As such, the estimated fairegabf these financial instruments subsequent tardbpective
reporting dates maybe different than the amoumtsrted at each year-end.

FASB ASC Topic 820, “Financial Instruments”, reausirdisclosure of the fair value of financial asseid
liabilities, including those financial assets amabilities that are not measured and reported iatvidlue on a
recurring and nonrecurring basis. The Corporatimeschot report any nonfinancial assets at faire/eiASB ASC
Topic 820 establishes a fair value hierarchy thairpizes the inputs to valuation methods usedaneasure fair
value. The hierarchy gives the highest priorityit@mdjusted quoted prices in active markets fantidel assets or
liabilities (Level 1 measurements) and the loweasbrity to unobservable inputs (Level 3 measuremenThe
three levels of the fair value hierarchy under FASBC Topic 820 are as follows:

Level 1: Valuation is based on unadjusted, quoted pricegfive markets that are accessible at the
measurement date for identical, unrestricted assdizbilities.

Level 2: Valuation is based upon quoted prices for simitstruments in active markets, quoted prices for
identical or similar instruments in markets that aot active, and model-based valuation technifpreshich
all significant assumptions are observable in tlagket. There may be substantial differences in the
assumptions used for securities within the same.leivor example, prices for U.S. Agency securitiage
fewer assumptions and are closer to level 1 vanatihan the private label mortgage backed seesititiat
require more assumptions and are closer to levaligations.

Level 3: Valuation is generated from model-based techsidat use significant assumptions not observable
in the market. These unobservable assumptiongtefie Corporation’s assumptions regarding whaketar
participants would assume when pricing a financistrument.

An asset’s or liability’s level within the fair va¢ hierarchy is based on the lowest level of inpat is
significant to the fair value measurement.

The following methods and assumptions were usesstionate the fair values of the Corporation’s fitiah
instruments at March 31, 2015 and December 314201

Cash and Cash Equivalents:For these short-term instruments, the carrying arthisua reasonable estimate of
fair value.

Investment securities: The fair value of investment securities is daieed in accordance with the methods
described under FASB ASC Topic 820 as discussanhbel

Restricted stock: The carrying value of restricted stock approximaitss fair value based on redemption
provisions for the restricted stock.

Loans held for sale: The fair value of loans held for sale is detemulitoy the price set between the Bank and the
purchaser prior to origination. These loans aralligsold at par.

Net loans: The fair value of fixed-rate loans is estimateddach major type of loan (e.g. real estate, comiaderc
industrial and agricultural and consumer) by distimg the future cash flows associated with suemsousing
rates currently offered for loans with similar terto borrowers of comparable credit quality. Treded considers
scheduled principal maturities, repricing charasties, prepayment assumptions and interest caglsfl The
discount rates used are estimated based upon easisich of a number of factors including the trepsueld
curve, expense and service charge factors. Fablarrate loans that reprice frequently and havsignaficant
change in credit quality, carrying values approxarthe fair value.

Accrued Interest Receivable: T he carrying amount is a reasonable estimateitoédtue.

Mortgage servicing rights: The fair value of mortgage servicing rights is lthe®m observable market prices
when available or the present value of expecteardutash flows when not available. Assumption$iaagloan
default rates, costs to service, and prepaymergdspsignificantly affect the estimate of future rcdbws.
Mortgage servicing rights are carried at the loaferost or fair value.

Deposits, Securities sold under agreements to reptivase and Long-term debt: The fair value of demand
deposits, savings accounts, and money market deg®she amount payable on demand at the repattitey The

fair value of fixed-rate certificates of deposiddong-term debt is estimated by discounting thariicash flows
using rates approximating those currently offei@dcertificates of deposit and borrowings with $anremaining

maturities. For securities sold under agreememtsepurchase, the carrying value approximates sonzdole

estimate of the fair value.
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Accrued interest payable: The carrying amount is a reasonable estimate of/&ile.

Derivatives: The fair value of the interest rate swaps is basedther similar financial instruments and is
classified as Level 2.

The following information regarding the fair valoé the Corporation’s financial instruments shoutat be
interpreted as an estimate of the fair value ofethire Corporation since a fair value calculai®nly provided
for a limited portion of the Corporation’s assatsl diabilities. Due to a wide range of valuati@chniques and the
degree of subjectivity used in making the estimatemparisons between the Corporation’s disclosangisthose
of other companies may not be meaningful.

The fair value of the Corporation's financial instrents are as follows:

March 31, 2015

Carrying Fair
(Dollars in thousands Amount Value Level 1 Level 2 Level 3
Financial asset:
Cash and cash equivalel $ 65,327 $ 65,327 $ 65,327 $ -$ -
Investment securities available for s 176,74C 176,74C 1,043 175,697 -
Restricted stoc 438 438 - 438 -
Loans held for sal 155 155 - 155 -
Net loans 713,748 723,427 - - 723,427
Accrued interest receivab 3,036 3,036 - 3,036 -
Mortgage servicing right 133 133 - - 133
Financial liabilities:
Deposits $ 905,395 $ 905,61C $ -$ 905,61C $ -
Accrued interest payab 199 199 - 199 -
Interest rate sway 96 96 - 96 -
December 31, 201
Carrying Fair
(Dollars in thousands Amount Value Level 1 Level 2 Level 3
Financial asset:
Cash and cash equivale! $ 48,593 $ 48,593 $ 48,593 $ -$ -
Investment securities available for s 171,751 171,751 1,053 170,698 -
Restricted stoc 438 438 - 438 -
Loans held for sal 389 389 - 389 -
Net loans 717,42C 721,68C - - 721,680
Accrued interest receivab 3,038 3,038 - 3,038 -
Mortgage servicing right 143 143 - - 143
Financial liabilities:
Deposits $ 881,181 $ 881,28¢ $ -$ 881,28¢ $ -
Securities sold under agreements to repurc 9,079 9,079 - 9,079 -
Accrued interest payab 169 169 - 169 -
Interest rate sway 191 191 - 191 -
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Recurring Fair Value Measurements

For financial assets measured at fair value orcarreg basis, the fair value measurements by lexithiin the
fair value hierarchy used at March 31, 2015 andeDexer 31, 201 4 are as follows:

(Dollars in Thousands Fair Value at March 31, 2015
Asset Description Level 1 Level 2 Level 3 Total
Equity securitie: $ 1,043 $ -9 -$ 1,043
U.S. Government and Agency securil - 16,628 - 16,628
Municipal securitie: - 73,064 - 73,064
Trust Preferred Securitit - 5,190 - 5,190
Agency mortgac-backed securitie - 79,148 - 79,148
Private-label mortgag-backed securitie - 1,627 - 1,627
Asse-backed securitie - 40 - 40
Total asset $ 1,043 $ 175,697 $ -$ 176,740

Liability Description

Interest rate swag $ -$ 96 $ -$ 96
Total liabilities $ -3 9% $ -3 96
(Dollars in Thousands Fair Value at December 31, 20
Asset Descriptiol Level 1 Level 2 Level 3 Total
Equity securitie: $ 1,053 $ -9 -$ 1,053
U.S. Government and Agency securil - 15,963 - 15,963
Municipal securitie: - 68,366 - 68,366
Trust Preferred Securiti¢ - 5,137 - 5,137
Agency mortgac-backed securitie - 79,494 - 79,494
Private-label mortgag-backed securitie - 1,695 - 1,695
Asse-backed securitie - 43 - 43
Total asset $ 1,053 $ 170,698 $ -$ 171,751

Liability Description
Interest rate swag $ -$ 191 $ -$ 191
Total liabilities $ -3 191 $ -$ 191

The Corporation used the following methods and iiggmt assumptions to estimate the fair values for
financial assets measured at fair value on a recubasis.

Investment securities Level 1 securities represent equity securitiesg are valued using quoted market prices
from nationally recognized markets. Level 2 se@sitrepresent debt securities that are valued uaing
mathematical model based upon the specific charsitts of a security in relationship to quotedcps for similar
securities.

Interest rate swapsThe interest rate swaps are valued using a diedwcash flow model that uses verifiable
market environment inputs to calculate the faiuealThis method is not dependent on the input pfsagmificant
judgments or assumptions by Management.
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Nonrecurring Fair Value Measurements

For financial assets measured at fair value onnaeaoirring basis, the fair value measurements s/ leithin
the fair value hierarchy used at March 31, 2015@edember 31, 201 4 are as follows:

(Dollars in Thousands
Fair Value at March 31, 2015

Asset Description Level 1 Level 2 Level 3 Total

Impaired loans (1 $ -$ -9 2,520 $ 2,520

Other real estate owned ( 449 449

Mortgage servicing right - - 133 133
Total asset $ -$ -$ 3,102 $ 3,102

(Dollars in Thousands Fair Value at December 31, 20

Asset Descriptiol Level 1 Level 2 Level 3 Total

Impaired loans (1 $ -$ -9 3,469 $ 3,469

Other real estate owned ( - - 760 760

Mortgage servicing right - - 143 143
Total asset $ -$ -$ 4372 $ 4,372

(1) Includes assets directly charc-down to fair value during the ye-to-date period
The Corporation used the following methods and iBggmt assumptions to estimate the fair values for
financial assets measured at fair value on a namiag basis.

Impaired loans Impaired loans are reported at the fair valughaf underlying collateral if repayment is
expected solely from the collateral. Collateraluea are estimated using Level 3 inputs based storuzed
discounting criteria.

Other real estateThe fair value of other real estate, upon initedognition, is estimated using Level 2 inputs
within the fair value hierarchy based on observamiarket data and Level 3 inputs based on customized
discounting criteria. In connection with the measoent and initial recognition of the foregoing etss the
Corporation recognizes charge-offs through thenallace for loan losses. Subsequent charge-offseaognized
as an expense.

Mortgage servicing rights The fair value of mortgage servicing rights, upoitial recognition, is estimated
using a valuation model that calculates the presehte of estimated future net servicing incomée Todel
incorporates Level 3 assumptions such as cost riacee discount rate, prepayment speeds, defatdsrand
losses.

The Corporation did not record any liabilities airfvalue for which measurement of the fair valueswnade
on a nonrecurring basis at March 3 1, 201 5 . fir@ncial assets and liabilities measured at ¥alue on a
recurring basis, there were no transfers of firelnassets or liabilities between Level 1 and Le¥@luring the
period ending March 31, 2015 .
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The following table presents additional quantitatieformation about Level 3 assets measured av&ire on
a nonrecurring basis:

Quantitative Information about Level 3 Fair Value Measurements

(Dollars in Thousands at March 31, 2015
Range
Asset Description Fair Value Valuation Technique Unobservable Input (Weighted Average)

Impaired loans (1 $ 2,520 Appraisal Appraisal Adjustments (. 0%- 100% (26%)

Cost to sel 0%-10% (4%)
Mortgage servicing right 133 Discounted Cash Flow (:

at December 31, 201

Impaired loans (1 $ 3,469 Appraisal Appraisal Adjustments (. 0%- 100% (26%)

Cost to sel 0%-10% (5%)
Other real estate owned |( 760 Appraisal Appraisal Adjustments (:

Cost to sel 8% (8%)
Mortgage servicing right 143 Discounted Cash Flow (:

(1) Includes assets directly charcdown to fair value during the ye-to-date period
(2) Qualitative adjustments are discounts spetifieach asset and are made as nee
(3) Valuation and inputs are determined by a t-party pricing service without adjustme

Note 1 0. Financial Derivatives

The Board of Directors has given Management awhtian to enter into additional derivative activity
including interest rate swaps, caps and floorsydod-rate agreements, options and futures contmatsder to
hedge interest rate risk. The Bank is exposedrédlitcrisk equal to the positive fair value of aridative
instrument, if any, as a positive fair value indésathat the counterparty to the agreement is ¢iadlp liable to the
Bank. To limit this risk, counterparties must haae investment grade long-term debt rating andviddal
counterparty credit exposure is limited by Boargraped parameters. Management anticipates congrtoi use
derivatives, as permitted by its Board-approvedcgoto manage interest rate risk.

Information regarding the interest rate swaps adanch 31, 2015 follows:

(Dollars in thousands Amount Expected t
be Expensed int
Notional Maturity Interest Ratt Earnings within the
Amount Date Fixed Variable next 12 Month:
$ 10,000 5/30/201! 3.87% 0.02% $ 64

Fair Value of Derivative Instruments in the Condated Balance Sheets were as follows as of MarcAGI5
and December 31, 201 4 :

Fair Value of Derivative Instrumen

(Dollars in thousands Balance Shee

Date Type Location Fair Value
March 31, 2015 Interest rate contracts Other liabilities $ 96
December 31, 201 Interest rate contrac Other liabilities $ 191
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The Effect of Derivative Instruments on the Statetwd Income for the Three Months E nded MarchZ11,5
and 20 1 4 follows:

Derivatives in ASC Topic 815 Cash Flow Hedging Relsships

(Dollars in thousands Amount of Gain
Location of or (Loss)
Gain or (Loss Recognized ir
Recognized i Income or
Location of Amount of Gain Income or Derivatives
Amount of Gain Gain or (Loss or (Loss) Derivative (Ineffective (Ineffective Portiot
or (Loss) Reclassified fron Reclassified fron Portion and Amoun and Amouni
Recognized in OC Accumulated OC Accumulated OC Excluded frorr Excluded frorr
net of tax on Derivativ  into Income into Income Effectivenes: Effectivenes:
Date / Type (Effective Portion’  (Effective Portion’ (Effective Portion’ Testing) Testing)

Interest rate contracts

Three months ended:
March 31, 2015 $ 64 Interest Expense $ (96) Other income (expense $ -
March 31, 201« $ 120 Interest Expens $ (180 Other income (expens $ -

Interest Rate Swap Agreements (“Swap Agreements”)

The Bank has entered into interest rate swap agnasmas part of its asset/liability management qanog The
swap agreements are free-standing derivatives emdeaorded at fair value in the Corporation’s atidated
statements of condition. The Bank is party to erastetting arrangements with its financial insidot
counterparties; however, the Bank does not offsseeta and liabilities under these arrangementdiriancial
statement presentation purposes. The master gnettiangements provide for a single net settleroéall swap
agreements, as well as collateral, in the evenlefdult on, or termination of, any one contracull&eral, in the
form of marketable securities, is posted by thenteparty with net liability positions in accord@with contract
thresholds.

Securities Sold Under Agreements to Repurchasep(iRbase Agreements”)

The Bank enters into agreements under which i$ selturities subject to an obligation to repurchlihsesame
or similar securities. Under these arrangemeh&spank may transfer legal control over the adsetstill retain
effective control through an agreement that botitles and obligates the Bank to repurchase theesgents. As a
result, these repurchase agreements are accounteaks fcollateralized financing arrangements (isegured
borrowings) and not as a sale and subsequent reggBe®f securities. The obligation to repurchheesecurities
is reflected as a liability in the Corporation’snsolidated statements of condition, while the séesrunderlying
the repurchase agreements remain in the respécti@stment securities asset accounts. In othedsydinere is no
offsetting or netting of the investment securitissets with the repurchase agreement liabilitiesddition, as the
Bank does not enter into reverse repurchase agrggntbere is no such offsetting to be done witiurehase
agreements.

The following table presents the liabilities sulbjezan enforceable master netting arrangementurrchase
agreements as of March 31, 2015 and December 314 20As of these dates, all of the Bank’s swagamgent
with an institutional counterpart y w as in a ild position. Therefore, there were no assetba¢aecognized in
the consolidated statements of condition. The Bhak no swap agreements with our commercial banking
customers .

Net Amounts Gross Amounts Not Offset in tt
Gross Gross Amount: of Liabilities Statements of Conditic
Amounts of Offset in the Presented in th
Recognizec Statements ¢ Statements ¢ Financial Cash Collater: Net
(Dollars in thousands Liabilities Condition Condition Instruments Pledgec Amount
Interest Rate Swap Agreeme
March 31, 2015 $ 96$ -3 9% $ 9% $ -$ -

December 31, 201 $ 191% -3 191 $ 191 $ -$ -
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Note 11. Capital Ratios

Capital adequacy is currently defined by regulataggencies through the use of several minimum reduir
ratios. In July 2013, Federal Banking regulatgrpraved the final rules from the Basel CommitteeBamking
Supervision for the regulation of capital requirensefor U.S. Banks, generally referred to as “Badél Base |
Il imposes significantly higher capital requirenteand more restrictive leverage and liquidityastihan those in
place at the end of 2014. The capital ratios todresidered “well capitalized” under Basel 11l acemmon equity
tier 1 of 6.5% , Tier 1 leverage of 5% , Tier krtsased capital of 8% , and Total Risk-Based chpftda0% . The
common equity tier 1 ratio is a new capital ratimder Basel 1ll . Common equity consists of comnstock,
additional paid-in capital and retained earningjdie Tier 1 risk-based capital ratio of 8% has hieereased from
6% . The new rule also includes a provision fonksato make a one-time irrevocable choice to exxlud
accumulated other comprehensive income (AOCI) fimcommon equity Tier 1 capital. The Bank elected
exclude AOCI from the capital calculation with ikdarch 31, 2015 regulatory filing. In addition, apital
conservation buffer will be required to be maingginabove the minimum capital ratios to avoid anpitah
distribution restrictions. The capital conservatlmuffer will be phased in from 0% in 2015 to 2.5%2019. The
Basel IIl capital rules took effect for the Corpiima and the Bank on January 1, 2015. At March2815, the
Corporation and the Bank were both well capitaliasdiefined by the banking regulatory agencies.

The following table summarizes regulatory capitdbrmation as of March 31, 2015 and December 31420
on a consolidated basis and for the Bank, as defiRegulatory capital ratios for March 31, 2015evealculated
in accordance with the Basel Il rules, whereas Erezember 31, 2015 regulatory ratios were calcdlate
accordance with Basel | rules. The minimum reguatatios shown below define capital levels unBasel Ill
rules.

Regulatory Ratios

Adequately Well
Capitalized Capitalized
December 31
(Dollars in thousands March 31, 2015 2014 Minimum Minimum
Common Equity Tier 1 Ri-based Capital Ratio (.
Franklin Financial Services Corporati 14.19% N/A 4.50% N/A
Farmers & Merchants Trust Compa 14.03% N/A 4.50% 6.50%
Tier 1 Risl-based Capital Ratio (.
Franklin Financial Services Corporati 14.19% 14.19% 6.00% N/A
Farmers & Merchants Trust Compa 14.03% 13.96% 6.00% 8.00%
Total Risl-based Capital Ratio (.
Franklin Financial Services Corporati 15.45% 15.49% 8.00% N/A
Farmers & Merchants Trust Compa 15.28% 15.26% 8.00% 10.00%
Tier 1 Leverage Ratio («
Franklin Financial Services Corporati 10.12% 9.69% 4.00% N/A
Farmers & Merchants Trust Compa 9.94% 9.55% 4.00% 5.00%

(1) Common equity Tier 1 capital/ total r-weighted assets (2) Tier 1 capital / total -weighted asse!
(3) Total ris-based capital / total ri-weighted assets, (4) Tier 1 capital / average qugrasset:

Note 1 2 . Reclassification

Certain prior period amounts may have been rediedsio conform to the current year presentatiSach
reclassifications did not affect the Corporaticirsincial position or results of operations
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Managemen’s Discussion and Analysis oResults of Operations and Financial Conditior
For the Three Months EndedMarch 31, 2015 and 201 4

Forward Looking Statements

Certain statements appearing herein which are istirital in nature are forward-looking statememntthin
the meaning of the Private Securities LitigatiorfdR@ Act of 1995. Such forward-looking statemergfer to a
future period or periods, reflecting managementisant views as to likely future developments, aisé words
such as “may,” “will,” “expect,” “believe,” “estinta,” “anticipate,” or similar terms. Because foraddooking
statements involve certain risks, uncertainties @iher factors over which the Corporation has nmeaticontrol,
actual results could differ materially from thosentemplated in such statements. These factoradadfbut are
not limited to) the following: general economic ddions, changes in interest rates, changes irCtirporation’s
cost of funds, changes in government monetary ypoticanges in government regulation and taxatiofinahcial
institutions, changes in the rate of inflation, mh@s in technology, the intensification of competitwithin the
Corporation’s market area, and other similar fector

Critical Accounting Policies

Management has identified critical accounting pe$cfor the Corporation to include Allowance fordm
Losses, Mortgage Servicing Rights, Financial Ddies, Temporary Investment Impairment and Stockeda
Compensation. There were no changes to the ¢r@tcmunting policies disclosed in the 201 4 Anrfiraport on
Form 10-K in regards to application or related jmeémts and estimates used. Please refer to Iterhtfieo
Corporation’s 201 4 Annual Report on Form 10-Kdanore detailed disclosure of the critical accaoymtiolicies.

Results of Operations

Year-to-Date Summary

At March 31, 201 5, total assets were $1.0ill@, an increase of $ 17.9 million from Decemi&dr, 201
4 . Net loans de creased to $7 13.7 million andl tdeposits increased to $ 905.4 million. The ©oapon
reported net income for the first three months @f 3 of $ 2.9 million. This is a 57.9 % increassus net
income of $ 1.8 million for the same period in 201 First quarter 2015 earnings were enhancedwoy
nonrecurring events that increased noninterestniecby $899 thousand. These events included a debi®l
thousand from the liquidation of an off-shore irswe company in which the Bank held an ownershgrast and
a $728 thousand gain on the conversion of equityrétees held by the Bank as the result of an agitjon.
Without these events, net income for the quartarladvbave been $2.3 million, a 25% increase ovelptie year
quarter. Total revenue (interest income and nenést income) in creased $ 1.2 million year-ovearyénterest
income decreased $ 48 thousand , while intergmrese decrease d by $ 189 thousand , resittiags 141
thousand in crease in net interest income. Theigiosvfor loan losses was $ 325 thousand for theoge$ 127
thousand more than in 201 4. Noninterest incomeeased $1.3 million, while n oninterest expensertased
$199 thousand. Income tax expense increas ed frdt2&housand in 201 4 to $ 839 thousand in 201 be.
effective tax rate increased from 1 8 . 4 % in 2Q 22 . 5 % in 201 5 due to tax exempt incomeprising a less
significant amount of income before federal incdaees. Diluted earnings per share increasedt6&in 201 5
from $ 0.44in 201 4.
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Key performance ratios as of, or for the three merinded March 31, 2015 and 201 4 are listed below:

Performance measurement:

Return on average asse

Return on average equit

Return on average tangible assets
Return on average tangible equity (
Efficiency ratio (1)

Net interest margin

Current dividend yield

Dividend payout ratic

Shareholders' Value (per common share
Diluted earnings per sha

Basic earnings per she

Regular cash dividends pe

Book value

Tangible book value (1

Market value

Market value/book value rat
Price/earnings multiple

Safety and Soundnes

Common equity tier 1 rati

Risk-based capital ratio (Tote
Common equity ratit

Tangible common equity ratio (
Nonperforming loans/gross loa
Nonperforming assets/total ass
Allowance for loan losses as a % of loi
Net charg-offs/average loans

Trust assets under management (fair value

* Annualized

(1) See GAAP versus N-GAAP disclosures that follo

March 31,
2015 2014

1.17% 0.74%
11.21% 7.72%
1.19% 0.76%
12.37% 8.78%
66.09% 72.64%
3.66% 3.57%
2.91% 3.70%
24.90% 38.83%

0.68 $ 0.44

0.68 0.44

0.17 0.17

25.06 23.37

2291 21.07

23.40 18.38
93.38% 78.65%

8.60 10.44
14.19% N/A
15.45% 14.53%
10.40% 9.52%
9.59% 8.66%
1.59% 3.39%
1.52% 2.82%
1.27% 1.34%
0.13% 0.09%
598,085 $ 569,81C



GAAP versus Nor-GAAP Disclosure— The Corporation supplements its traditional GAAPasmwements
with Non-GAAP measurements. The Non-GAAP measurégnarciude Return on Average Tangible Assets,
Return on Average Tangible Equity, Tangible Boodué¢aand Tangible Common Equity ratio. As a restilt o
merger transactions, intangible assets (primaolydyvill, core deposit intangibles and customej ligtre created.
The Non-GAAP disclosures are intended to elimirthie effects of the intangible assets and allow etter
comparisons to periods when such assets did net. edowever, not all companies use the same edioal
methods for the same non-GAAP measurements anefdhermay not be comparable. The following tablevsh
the adjustments made between the GAAP and NON-GhARsurements:

GAAP Measurement Calculation
Return on Average Asse Net Income / Average Asse
Return on Average Equii Net Income / Average Equi
Book Value Total Shareholde’ Equity / Shares Outstandit
Common Equity Ratis Total Shareholde’ Equity / Total Asset
Non- GAAP Measurement Calculation
Return on Average Tangible Assets Net Income pitegible Amortization (net of
tax) / Average Assets less Average Intangible Ax
Return on Average Tangible Equity Net Income phiangible Amortization (net of
tax) / Average Equity less Average Intangible As
Tangible Book Value Total Shareholders’ Equitysléstangible Assets /
Shares outstandir
Tangible Common Equity Ratio Total Shareholders’ Equity less Intangible Assets /

Total Assets less Intangible Assets

Effici Rati Noninterest expense /tax equivalent net interest
Iciency Ratio income plus noninterest income less net securities
gains or losse

Comparison of the three months ended March 31, 2015 to the three months ended March 31, 201 4 :

Net Interest Income

The most important source of the Corporation’s @@ is net interest income, which is defined as th
difference between income on interest-earning asset the expense of interest-bearing liabilitiggpsrting those
assets. Principal categories of interest-earngsgta are loans and securities, while depositayises sold under
agreements to repurchase (Repos), short-term bimgewand long-term debt are the principal categoodé
interest-bearing liabilities. Demand deposits @mckeanet interest income because they are nonitieeasing
deposits. For the purpose of this discussion, lselameet items refer to the average balance foyeheand net
interest income is adjusted to a fully taxable-eglgnt basis. This tax-equivalent adjustment itatds
performance comparisons between taxable and taxdssets by increasing the tax-free income by amuam
equivalent to the Federal income taxes that woaltebeen paid if this income were taxable at theo@ation’s
34% Federal statutory rate.

Tax equivalent net interest income for the firsager of 201 5 in creased $ 185 thousand quaster
quarter. Average interest-earning assets de adeh®99 thousand from 201 4 , but the yield cgs¢hassets
remained the same at 3.93% . The average balémreestment securities increased $ 13.5 millionlevhverage
loans de creased $ 1.2 million quarter over quakeerage commercial loans decreased $2.4 midiwh average
mortgage loans de creased $ 1.4 million . Theseedses were partially offset with an increaseha dverage
balance of consumer loans, including home equépdowhich in creas ed by $ 2.6 million.

Interest expense was $ 641 thousand for the firsttgr, a decrease of $ 189 thousand from the 20takof $
830 thousand . Average interest-bearing liabdlitie creased $ 34.7 million to $ 748.7 million 20 5 from an
average balance of $ 783.4 million in 201 4 . @kerage cost of these liabilities decreased frd® % in 201 4
to . 35 % in 201 5 . Average interest-bearing dépade creased $ 4.1 million and t he cost ofehdEposits
decreased from . 38 % to . 35 %. The securibésnder agreements to repurchase (Repo) accaenésbeing
closed out in 2014 and transferred to other pradu€he final Repo account closed in January 2@ther
borrowings reflect a short-term borrowing in 2045 all long-term debt was paid off in 2014.

The changes in the balance sheet and interest negakted in a n in crease in tax equivalentinttrest
income of $ 185 thousand to $8. 4 million in 20doBnpared to $8. 2 million in 201 4 . The incregseet interest
income was due to a $169 thousand increase frohrehigplume and a $16 thousand increase due to ekang
rates.
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The following table presents average balancesetmivalent (T/E) interest income, and yields earoerthtes
paid on the assets or liabilities. All nontaxaioieerest income has been adjusted to a tax-equivhksis using a
tax rate of 34%.

For the Three Months Ended March 31,

2015 2014
Average Income or Average Average Income or Average
(Dollars in thousands balance expense yield/rate balance expenst yield/rate
Interes-earning asset:
Interes-bearing obligations of oth¢
banks and federal funds sc $ 32,933 $ 55 0.68% $ 46,183 $ 39 0.34%
Investment securitie:
Taxable 120,587 687 2.31% 120,526 666 2.24%
Nontaxable 54,550 613 4.49% 41,084 537 5.23%
Investmen 175,137 1,300 3.01% 161,610 1,203 3.02%
Loans:
Commercial, industrial and agricultul 570,817 6,013 4.21% 573,238 5,994 4.18%
Residential mortgag 81,335 824 4.05% 82,727 860 4.22%
Home equity loans and lin« 63,908 750 4.76% 59,376 786 5.37%
Consume! 6,465 87 5.46% 8,370 151 7.32%
Loans 722,525 7,674 4.26% 723,711 7,791 4.31%
Total interes-earning asse! 930,595 9,029 3.93% 931,504 9,033 3.93%
Other asset 66,805 71,207
Total asset $ 997,40C $ 1,002,711
Interes-bearing liabilities
Deposits:
Interes-bearing checkini $ 204,554 54 0.11% $ 188,008 49 0.11%
Money Managemer 384,115 415 0.44% 391,350 422 0.44%
Savings 63,222 12 0.08% 60,930 12 0.08%
Time 96,686 160 0.67% 112,385 219 0.79%
Total interes-bearing deposit 748,577 641 0.35% 752,673 702 0.38%
Securities sold under agreement:
repurchas: 101 - 0.15% 18,303 7 0.15%
Other borrowing: 24 - 0.30% 12,401 121 3.91%
Total interes-bearing liabilities 748,702 641 0.35% 783,377 830 0.43%
Noninteres-bearing deposit 136,141 116,076
Other liabilities 8,220 7,272
Shareholders' equit 104,337 95,986
Total liabilities and shareholders' equ ~ $ 997,400 $ 1,002,711
T/E net interest income/Net interest mar 8,388 3.66% 8,203 3.57%
Tax equivalent adjustme 503 (459,
Net interest incom $ 7,885 $ 7,744
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Provision for Loan Losses

For the first quarter of 201 5, the Bank recordeticharge-offs of $ 226 thousand compared to $ 155
thousand in 201 4 . P rovision expense for tfet uarter was $ 325 thousand and as a resuldltveance for
loan losses (ALL) in creased $ 99 thousand dutiegiuarter . For more information refer to the h.Quality and
Allowance for Loan Losses discussion in the FinalnCondition section.

Noninterest Income

For the first quarter of 201 5 , noninterest incomecreased $ 1.3 million from the same period @1 2
4 . Investment and trust service fees in creasedta higher re curring trust fees. Loan servicargbs remained
flat.  Mortgage banking fees de creased, as®@dcorded an impairment charge compared to aniimeat
reversal in the prior year . Deposit service charng creased due to higher account analysis fegigher retail
and commercial overdraft fees. Other service dwmend fees in creased primarily due to in cre@sa3M fees,
while debit card income also increased. The éh ¢n other real estate owned was from the gaira gale,
compared to write downs in 2014 . Other incommdased from an investment the Corporation owneanin
offshore insurance company that liquidated and paidthe investors. O ther than temporary impaitoéarges
were recorded on one bond in 2015. The gain onarsion occurred in the equity portfolio and was riegult of
the Bank receiving shares of S&T Bancorp followitsgacquisition of Integrity Bancshares.

The following table presents a comparison of naragt income for the three months ended March G&1l5 2
and 2014.

For the Three Months Ends

March 31 Change

(Dollars in thousands 2015 2014 Amount %
Noninterest Income
Investment and trust services ft $ 1,263 $ 1,091 $ 172 15.8
Loan service charge 174 167 7 4.2
Mortgage banking activitie 8 12 4) (33.3
Deposit service charges and fi 490 464 26 5.6
Other service charges and ft 296 267 29 10.9
Debit card incom 318 306 12 3.9
Increase in cash surrender value of life insure 139 143 4) (2.8)
Other real estate ownt 32 (122 154 126.2
Other 224 52 172 330.8
OTTI losses recognized in incor (20) - (20) N/A
Gain on conversio 728 - 728 N/A

Total noninterest income $ 3,652 $ 2,380 $ 1,272 53.4

Noninterest Expense

Noninterest expense for the first quarter of 201d8 creased $ 199 thousand compared to the saiod pe
201 4 . The de crease in salaries and benefitspwmarily due to a decrease in incentive pay egpef$ 108
thousand) , as the 2014 expense included a finasimdent for the 2013 payout, and lower salary azpg$ 31
thousand), but these de creases were partiallgtofffig a $ 38 thousand increase in pension expertea &38
increase in health insurance expense . Net occypapenses decreased compared to prior year desstatility
and snow removal expense in 2015. Advertising espe decreased over prior year, due to the timinguous
marketing campaigns . Legal and professional fegeased due to consulting expenses for the mmgeation of
strategic initiatives. FDIC insurance expense e@sed over prior year due to a reduction in thesassent rate
used to calculate the premium .  Other expeimsereased due to a one-time expense the Bankttofkfill the
funding requirement of a deferred director’s beng@hin established thirty years ago.
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The following table presents a comparison of namiggt expense for the three months ended March ZD1
5and 2014 :

For the Three Months Ends

(Dollars in thousands March 31 Change
Noninterest Expense 2015 2014 Amount %
Salaries and benefi $ 4,083 $ 4,251 $ (168; (4.0)
Net occupancy expen 615 675 (60) (8.9)
Furniture and equipment exper 231 254 (23) (9.1)
Advertising 188 316 (128 (40.5
Legal and professional fe 296 265 31 11.7
Data processin 467 391 76 194
Pennsylvania bank shares - 196 173 23 13.3
Intangible amortizatiol 90 104 (14) (13.5
FDIC insurance 148 232 (84) (36.2
ATM/debit card processin 187 179 8 45
Other 988 848 140 16.5
Total noninterest expense $ 7,489 $ 7,688 $ (199, (2.6)

Provision for Income Taxes

For the first quarter of 201 5, the Corporationorded a Federal income tax expense of $ 839 thdusan
compared to $ 412 thousand for the same quart@0in4 . The increase was due to tax exempt income
comprising a less significant amount of income beefiederal income taxes . As a result, t he affediax rate
increased to 22 . 5 % for the first quarter of Z0compared to 1 8 . 4 % for 201 4 . All taxainleome for the
Corporation is taxed at a rate of 34%.

Financial Condition

Summary :

At March 31,2015, assets totaled $1.0 19lidm, an increase of $ 17 . 9 million from the128 year-end
balance of $ 1.001 b illion. Investment securitregeased $ 5.0 million, while net loans de cregs&d7 million.
Deposits were up $ 24.2 million for the first thre@nths of 201 5 due to increases in every depaségory
except time deposits and money management acco&ftareholders’ equity increased $ 2.4 million dgrihe
first three months as retained earnings increagptbaimately $ 2.2 million , other comprehendivss improved
$ 59 thousand and the Corporation’s Dividend Reitment Plan (DRIP) added an additional $ 212 thudisa
new capital.

Cash and Cash Equivalents:

Cash and cash equivalents totaled $ 65.3 millioMatch 31 , 201 5, an increase of $ 16.7 milliconfrthe
prior year-end balance of $ 48 . 6 million. Int#rbearing deposits are held primarily at the Faldeeserve and
in short-term bank owned certificates of deposit .

I nvestment Securities:

The investment portfolio has grown approximately Miilion on a cost basis, since year-end 2014. The
composition of the portfolio is essentially unchadgvith municipal securities and U.S. Agency magtbacked
securities comprising the greatest portion of thefplio at approximately 41% and 45% of the pditfdair value,
respectively. The Bank invested $11.1 million dgrthe first quarter of 2015 with the purchases apigetween,
U.S. Agency mortgage-backed securities and murlisgizurities.

The investment portfolio had a net unrealized @di$i2.3 million at March 31, unchanged from theaatized
gain at the prior year-end. Every investment catggexcept the trust preferred sector, had an limezbgain.

The portfolio averaged $175.1 million with a yieltl3.01% for the first quarter of 2015. This congzato an
average of $161.6 million and a yield of 3.02%tfe same period in 2014.

During 2014, the equity portfolio was reduced digaintly as the Corporation took advantage of price
increases and sold selected holdings with gaing. Bank currently holds only two equity securitiesth in
Pennsylvania banks. The increase in the cost basie equity portfolio is the result of one bargirly acquired
during the first quarter for a
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significant premium. The Bank received shares efritew bank in the transaction and as a resultaseckits cost
basis and recorded a gain on the conversion. Theicipal bond portfolio is well diversified geogréapally
(issuers from within 29 states) and is comprisdchgrily of general obligation bonds (69%). Most muipal
bonds have credit enhancements in the form of fi@nd insurance or other credit support. Theelstrg
geographic municipal bond exposure is to twentyieseers in the state of Texas with a fair valu81i.5 million
and twelve issuers in the state of Pennsylvani& witfair value of $7.8 million. The average ratiofjthe
municipal portfolio is A2. It contains $71.2 millicof bonds rated A or higher and $1.9 million theg not rated
by Moody’s rating agency. No municipal bonds ated below investment grade.

The holdings of trust preferred investments andgbe-label mortgage-backed securities are unchasigeéd
year-end and are detailed in separate tables.

The amortized cost and estimated fair value of stment securities available for sale as of March2815
and December 31, 2014 is as follows

(Dollars in thousands Gross Gross
Amortized unrealized unrealized Fair

March 31, 2015 cost gains losses value
Equity securitie: $ 1,002 $ 55 § (14) $ 1,043
U.S. Government and Agency securil 16,435 228 (35) 16,628
Municipal securitie: 71,333 1,972 (241) 73,064
Trust preferred securitie 5,946 - (756) 5,190
Agency mortgac-backed securitie 78,051 1,218 (121) 79,148
Private-label mortgag-backed securitie 1,583 44 - 1,627
Asse-backed securitie 43 - (3) 40
$ 174,393 $ 3,517 $ (1,170 $ 176,740

(Dollars in thousands Gross Gross

Amortized unrealizec unrealizec Fair

December 31, 201 cost gains losses value
Equity securitie: $ 274 $ 779 $ -$ 1,053
U.S. Government and Agency securil 15,854 173 (64) 15,963
Municipal securitie: 66,832 1,826 (292) 68,366
Trust preferred securitie 5,940 - (803) 5,137
Agency mortgac-backed securitie 78,779 932 (217, 79,494
Private-label mortgag-backed securitie 1,675 35 (15) 1,695
Asse-backed securitie 45 - (2) 43
$ 169,399 $ 3,745 $ (1,393 $ 171,751
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The following table provides additional detail abdabie Bank’s trust preferred securities as of MaBdh
2015:

(Dollars in thousands

Lowest
Single Credit
Issuer or Gross Unrealized Rating
Deal Name Maturity Pooled Class Amortized Cost Fair Value Gain (Loss) Assigned
BankAmerica Cap Il 1/15/202° Single Preferred Stock  $ 963 $ 821 % 142 BB
Wachovia Cap Trust Il 1/15/202°  Single Preferred Stock 277 258 (19) BBB
Huntington Cap Trust 2/1/202° Single Preferred Stock 940 802 (138 BB
Corestates Captl Tr Il 2/15/202"  Single Preferred Stock 937 870 (67) BBB+
Huntington Cap Trust Il 6/15/202¢ Single Preferred Stock 891 771 (120 BB
Chase Cap VI JPM 8/1/202¢ Single Preferred Stock 963 850 (113, BBB-
Fleet Cap Tr V 12/18/202:  Single Preferred Stock 975 818 (157, BB

$ 5,946 $ 5,190 $ (756

The following table provides additional detail abpuvate label mortgage-backed securities as atchi81,
2015:

(Dollars in thousands Gross Cumulative
Origination Amortized Fair Unrealized Collateral Lowest Credit Credit OTTI
Description Date Cost Value Gain (Loss) Type Rating Assigned Support % Charges
RALI 2004-QS4 A7 3/1/2004 $ 64 $ 66 $ 2 ALTA BBB+ 12.21% -
MALT 2004-6 7A1 6/1/2004 396 405 9 ALTA CCC 13.87 -
RALI 2005-QS2 Al 2/1/2005 250 265 15 ALTA CcC 5.16 10
RALI 2006-QS4 A2 4/1/2006 521 524 3 ALTA D - 313
GSR 200+-5F 2A1 5/1/2006 79 86 7  Prime D - 15
RALI 2006-QS8 Al 7/28/200€ 273 281 8 ALTA D - 217
$ 1,583% 1,627 % 44 $ 555

The investment portfolio contained 68 securitieg41.8 million of temporarily impaired fair valaad $1.2
million in unrealized losses at March 31, 2015. Tt¢tal unrealized loss position has improved sligiiom $1.4
million since year-end 2014.

For securities with an unrealized loss, Managenappties a systematic methodology in order to perfan
assessment of the potential for other-than-tempgoimpairment. In the case of debt securities, $tivents
considered for other-than-temporary impairment:Hdd a specified maturity or repricing date; (2yavgenerally
expected to be redeemed at par, and (3) were expaxtachieve a recovery in market value withirasonable
period of time. In addition, the Bank considers thie it intends to sell these securities or wheithwill be forced
to sell these securities before the earlier of siment cost recovery or maturity. Equity securitiee assessed for
other-than-temporary impairment based on the lenftime of impairment, dollar amount of the impa@nt and
general market and financial conditions relatingpecific issues. The impairment identified ontdafd equity
securities and subject to assessment at March (Bl15, 2vas deemed to be temporary and required ribefur
adjustments to the financial statements, unlessraibe noted.
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The following table reflects temporary impairmemthe investment portfolio (excluding restrictedcst),
aggregated by investment category, length of timag individual securities have been in a continuougalized
loss position and the number of securities in eatbgory as of March 31, 2015 and December 31,:2014

March 31, 2015

Less than 12 month: 12 months or more Total
Fair Unrealized Fair  Unrealized Fair Unrealized
(Dollars in thousands Value Losses Count Value Losses Count  Value Losses Count
Equity securitie: $ 824% 14) 1% -$ - -$ 824 $ (14) 1
U.S. Government and Agency securil 1,806 (6) 3 5,248 (29) 12 7,054 (35) 15
Municipal securitie! 9,196 (111, 15 4,875 (130, 7 14,071 (241, 22
Trust preferred securitie - - - 5,190 (756, 7 5,190 (756, 7
Agency mortgac-backed securitie 8,832 (31 14 5,807 (90) 8 14,639 (121, 22
Asse-backed securitie - 4 (3) 1 4 (3) 1

Total temporarily impaired securitic $__20,658% (162, 33 $21,124$ (1,008 _ 35 $ 41,782$% (1,170 _ 68

December 31, 201

Less than 12 montt 12 months or mor Total
Fair Unrealized Fair  Unrealizec Fair Unrealizec

(Dollars in thousands Value Losses Coun Value Losses  Coun Value Losses Coun
U.S. Government and Agency securil 4 -1 7,207 64) 14 7,211 (64) 15
Municipal securitiet 5,651 (33 9 9,441 (259, 14 15,092 (2920 23
Trust preferred securitie - - - 5,137 (803; 7 5,137 (803 7
Agency mortgac-backed securitie 9,304 (60) 13 8,199 (157, 10 17,503 (217, 23
Private-label mortgag-backed securitie - - - 540 (15) 1 540 (15) 1
Asse-backed securitie - - - 5 (2) 1 5 (2) 1

Total temporarily impaired securiti $ 14,959% (93) 23 $ 30,529% (1,300 47 $ 45488 $ (1,393 70

The municipal bond portfolio has an unrealized loE$241 thousand at quarter end which is approtdéima
$50 thousand less than at year-end 2014. The lir@@doss in this portfolio is deemed to be noedit related
and no other-than-temporary impairment charges haee recorded.

The trust preferred portfolio contains seven séiesrivith a fair value of $5.2 million and an urieed loss of
$756 thousand. The trust-preferred securities hglthe Bank are single entity issues, not pooladttpreferred
securities. Therefore, the impairment review @s#hsecurities is based only on the issuer ansettgrity cannot
be impaired by the performance of other issueri§ iasvas a pooled trust-preferred bond. All of tBank’s trust
preferred securities are single issue, variablke mates with long maturities (2027 — 2028). Noh¢hese bonds
have suspended or missed a dividend payment. AtiMat, 2015, the Bank believes it will be able atiect all
interest and principal due on these boratsd no other-than-temporary-impairment charges wesrerded.

The PLMBS sector shows a net unrealized gain $ddsidnd with all bonds showing an unrealized g&wen
though there is no unrealized loss, due to thereaifithese bonds, they are evaluated closely.eTheads were
all rated AAA at time of purchase, but have singpegienced rating declines. Some have experienozréased
delinquencies and defaults, while others have #eerredit support increase as the bonds paid-ddva.Bank
monitors the performance of the PLMBS investmemtsaagegular basis and reviews delinquencies, defatds,
credit support levels and various cash flow sttessscenarios. In determining the credit relatsd,| Management
considers all principal past due 60 days or mora lass. If additional principal moves beyond 69spast due, it
will also be considered a loss. As a result of @nalysis on PLMBS it was determined that a $20 ¢hod
impairment charge was required at quarter end primarily a result of the cumulative OTTI chardgkat these
bonds are showing an unrealized gain at quarter &hd Bank has recorded $555 thousand of cumelativ
impairment charges on this portfolio. Managementtiooes to monitor these securities and it is fesihat
additional write-downs may occur if current lossnis continue. The Bank is currently participatimg class-
action lawsuit against one PLMBS servicer thateenon defective warranties and representation raaghart of
the underwriting process. The following table rejgrgts the cumulative credit losses on securitiesgrazed in
earnings as of March 31, 2015 and 2014 .
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The Bank held $438 thousand of restricted stodWath 31, 2015. Except for $30 thousand, this stment
represents stock in FHLB Pittsburgh. The Bank guired to hold this stock to be a member of FHLHB &nis
carried at cost of $100 per share. FHLB stock &lweated for impairment primarily based on an assess of the
ultimate recoverability of its cost. As a governmgponsored entity, FHLB has the ability to raigeding through
the U.S. Treasury that can be used to supporpesations. There is not a public market for FHIt&k and the
benefits of FHLB membership (e.g., liquidity anavicost funding) add value to the stock beyond gufieancial
measures. Management intends to remain a memlike &fHLB and believes that it will be able to fullscover
the cost basis of this investment.

Loans:

Residential real estatelhis category is comprised of consumer purposesicacured by residential real estate
and to a lesser extent, commercial purpose loanges by residential real estate. The consumergser category
represents traditional residential mortgage loam$ mome equity products (primarily junior liens alimes of
credit). Commercial purpose loans in this categepresent loans made for various business neetlardosecured
with residential real estate. In addition to thal restate collateral, it is possible that additiaeurity is provided
by personal guarantees or UCC filings. These laaesinderwritten as commercial loans and are nginated to
be sold.

Total residential real estate loans de creased $b60sand over 201 4, primarily in the consumer and
commercial junior liens and lines of credit catéger. For the first three months of 201 5, Baak originated $
3.0 million in mortgages, including approximately882 thousand for a fee through a third partykérage
agreement. The Bank does not originate or holdlaawys that would be considered sub-prime or AleAgd does
not generally originate mortgages outside of itsypry market area.

Residential real estate constructiofhe largest component of this category repredeatss to residential real
estate developers ($ 8.4 million), while loansifatividuals to construct personal residences tdtélé . 3 million
at March 31,2015 . The Bank's exposure tadeggial construction loans is concentrated prityan south
central Pennsylvania.

Real estate construction loans, including residéngial estate and land development loans, fretyupravide
an interest reserve in order to assist the develdpeng the development stage when minimal caetv fis
generated. All real estate construction loans adewwvritten in the same manner, regardless of e af an
interest reserve. Real estate construction loansmanitored on a regular basis by either an indagrthird party
inspector or the assigned loan officer dependindoan amount or complexity of the project. This rtomrng
process includes at a minimum, the submissionadices and AIA documents of costs incurred by tberdwer,
on-site inspections, and a signature by the asdidpen officer for disbursement of funds. The Bdrds no
residential real estate construction loans witinéarest reserve.

Commercial loans and commercial real esthtgns in this category include commercial, indatriarm,
agricultural, land development and municipal goweent loans. Collateral for these loans may inceml@mercial
real estate, farm real estate, equipment or othginbss assets. Total commercial real estate awseased to $
323.7 million from $ 326.5 million at the end of128 . The Bank booked $21.5 million of new comecrarioans,
but had unexpected pay-offs of $16.5 million fronotlarge commercial loans. At March 3 1, 201tbe, Bank
had $9. 3 million in land development real estaiastruction loans funded with an interest resefve largest
sectors (by collateral ) in the commercial reab&stcategory are: land development ($ 41 . 1 milioffice
buildings ($ 40 . 5 million), hotels and motels &3 6 million), farm land ($3 4 . 2 million), aradito dealerships
($1 7 . 5 million). Commercial loans remained ftampared to year end. The largest sectors (hysing) in the
commercial loan category are: retail trade ($54iBiam), construction ($52.4 million), food servieg $40.8
million), agriculture ($39.2 million) and manufadng ($ 36.6 million). The Ba nk is very activeils market in
pursuing commercial lending opportunities, but depnts in-market growth with purchased loan piditons.
The Bank purchases commercial loan participatioremi effort to increase its commercial lending diversify its
loan mix, both geographically and by industry secturchased loans are originated primarily witthia south
central Pennsylvania market and are purchased fyoly a few select counter parties. These loans llysua
represent an opportunity to participate in largedits that are not available in market, with tlemdfit of lower
origination and servicing costs . For the firgethmonths of 201 5 , the Bank purchased $ 765stmliof loan
participations and commitments. At March 3 1 129, the Bank held $117.6 million in purchasednloa
participations in its portfolio.

Consumer loans decreased $ 511 thousand due pyinb@arregular payments and maturities. The Bank
believes the consumer portfolio will continue ta4down, as consumers are u nwilling to increase thebt and
nearly all consumer auto financing has shiftedealer financing.
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The following table presents a summary of loanstantding, by primary collateral as of:

(Dollars in thousands
Residential Real Estate-4 Family
Consumer first lien
Consumer junior liens and lines of cre
Total consume

Commercial first lier
Commercial junior liens and lines of cre
Total commercia
Total residential real estat-4 family

Residential real esta- constructior
Consume
Commercia
Total residential real estate construct

Commercial real esta
Commercia
Total commercie

Consume

Less: Allowance for loan loss
Net Loans

Included in the loan balances are the follow

Net unamortized deferred loan costs (fe

Loans pledged as collateral for borrowings and caments from:

FHLB
Federal Reserve Bal

Change
March 31, 2015 December 31, 20 Amouni %
104,949 $ 105014 $  (65) (0.1)
37,699 38,132 (433 (1.1)
142,648 143,14€ (498 (0.3)
56,345 56,300 45 0.1
5,556 5,663 (107, (1.9
61,901 61,963 62) (0.1)
204,549 205,10¢ (560, (0.3)
1,312 1,627 (315 (19.4
8,371 8,088 283 3.5
9,683 9,715 (32) (0.3
323,675 326,482 (2,807 (0.9)
179,408 179,071 337 0.2
503,083 505,553 (2,470  (0.5)
5,643 6,154 (511 (8.3
722,958 726,531 (3,573 (0.5)
(9,210 (9,111 (99) 1.1
713,748 $ 717,42C $ (3,672  (0.5)
42 % (76)
604,784 $ 602,633
55,657 56,367
660,441 $ 659,000




Loan Quality :

Management utilizes a risk rating scale rangingnfrb (Prime) to 9 (Loss) to evaluate loan qualitiisTrisk
rating scale is used primarily for commercial pugdoans. Consumer purpose loans are identifiedtlzer a pass
or substandard rating. Substandard consumer loemndoans that are 90 days or more past due and stil
accruing. Loans rated 1 — 4 are considered pa&shter Loans that are rated 5 are pass creditshdug been
identified as credits that are likely to warrantigidnal attention and monitoring. Loans rated fg8al Mention)
or worse begin to receive enhanced monitoring ambrting by the Bank. Loans rated 7 (Substandard} o
(Doubtful) exhibit the greatest financial weaknessl present the greatest possible risk of losshéoBRank.
Nonaccrual loans are rated no better than 7. folewing factors represent some of the factorsduse
determining the risk rating of a borrower: cashwflalebt coverage, liquidity, management, and ceiédt Risk
ratings, for pass credits, are generally reviewaaually for term debt and at renewal for revolvimgrenewing
debt. The Bank monitors loan quality by reviewimgif measurements: (1) loans rated 6 or worse (tivédy
“watch list”), (2) delinquent loans, (3) other rezdtate owned (OREOQO), and (4) net-charge-offs. gjamant
compares trends in these measurements with the'8em&rnally established targets, as well as @samal peer
group.

Watch list loans exhibit financial weaknesses ihatease the potential risk of default or losstte Bank.
However, inclusion on the watch list, does not tself, mean a loss is certain. The watch list ideki both
performing and nonperforming loans. Watch list laotaled $40.1 million at quarter-end essentiafighanged
from $40.5 million at the prior year-end. The watish is comprised of $20.1 million rated 6 and $2illion
rated 7. The Bank has no loans rated 8-doubtfif-tmss. The credit composition of the portfolig; primary
collateral is shown in Note 7 of the accompanyimgricial statement. Included in the substandard total is
$11.4 million of nonaccrual loans. The Bank’s Lddanagement Committee reviews these loans and at#hgs
on a quarterly basis in order to proactively idgnéind manage problem loans. In addition, a conemitheets
monthly to discuss possible workout strategiesJBREO and all credits rated 7 or worse. Managemisotteacks
other commercial loan risk measurements includiigdy hoan to value loans, concentrations, partiogret and
policy exceptions and reports these to the Crek Rversight Committee of the Board of Directdfbe Bank
also uses a third-party consultant to assist witarhal loan review with a goal of reviewing 60%coimmercial
loans each year. The FDIC defines certain supawviean-to-value lending limits. The Bank’s intatdoan—to-
value limits are all equal to, or have a lower ldatvalue limit, than the supervisory limits. Atavth 31, 2015,
the Bank had loans of $23.7 million that exceedhedsupervisory limit.

Delinquent loans are a result of borrowers’ caskvfand/or alternative sources of cash being insefit to
repay loans. The Bank’s likelihood of collateriglidation to repay the loans becomes more prolihleldurther
behind a borrower falls, particularly when loansale 90 days or more past due. Management monibers t
performance status of loans by the use of an agipgrt. The aging report can provide an early iatic of loans
that may become severely delinquent and possilslyitrn a loss to the Bank. See Note 7 in the mamying
financial statements for a note that presents givegaof payments in the loan portfolio.

Nonaccruing loans generally represent Managemeéetsrmination that the borrower will be unable épay
the loan in accordance with its contractual termd @at collateral liquidation may or may not fuligpay both
interest and principal. It is the Bank’s policy @égaluate the probable collectability of principaldainterest due
under terms of loan contracts for all loans 90-darysnore, nonaccrual loans, or impaired loans.Heurtit is the
Bank’s policy to discontinue accruing interest aarls that are not adequately secured and in theegsoof
collection. Upon determination of nonaccrual statthe Bank subtracts any current year accrued uzpaid
interest from its income, and any prior year acdrwend unpaid interest from the allowance for loan
losses. Management continually monitors the stafusonperforming loans, the value of any colldteaad
potential of risk of loss. Nonaccrual loans atedano better than 7 (Substandard).
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Loan quality, as measured by the balance of noapenig loans, is virtually unchanged from year-end.
However, the performance ratios related to nonpeiifty loans have improved since December 31, 20hé.
following table presents a summary of nonperfornasgets:

December 31
(Dollars in thousands March 31, 2015 2014

Nonaccrual loan
Residential Real Estate-4 Family

First liens $ 1,178 $ 1,124
Junior liens and lines of crec 117 169
Total 1,295 1,293
Residential real esta- constructior 929 931
Commercial real esta 7,789 8,430
Commercia 1,378 1,637
Total nonaccrual loar 11,391 12,291

Loans past due 90 days or more and not includedes
Residential Real Estate-4 Family

First liens 103 165
Junior liens and lines of crec 28 -
Total 131 165
Commercial real esta - -
Commercia - 140
Consume - 17
Total loans past due 90 days or more and stillLéicg! 131 322
Total nonperforming loar 11,522 12,613
Other real estate ownt 4,018 3,666
Total nonperforming asse $ 15,540 $ 16,279
Nonperforming loans to total gross lo¢ 1.59% 1.74%
Nonperforming assets to total ass 1.52% 1.63%
Allowance for loan losses to nonperforming lo. 79.93% 72.23%
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The following table identifies the most significalaans in nonaccrual status. These six nonaccnaisl
account for 86% of the total nonaccrual balance tHble also indicates those significant nonacdoaals that are
classified as troubled debt restructurings (TDR)J'2R loan is maintained on nonaccrual status ansiatisfactory
repayment history is established. All loans onilatch list that are not on nonaccrual or past @lielays more
are considered potential problem loans. Potent@lpm loans at March 31, 2015 totaled $28.6 nmlk@mpared
to $27.8 million at year-end 2014.

ALL  Nonaccrual TDR Last
(Dollars in thousands Balance Reserve  Date Status Collateral Location Appraisal(1)
Credit 1 - Commercial real estate ~ $ 3,039% - Dec10 N  1stlien on 92 acres undevelog PA Nov-14 $ 5,855

commercial real estate

Credit 2 - Residential real estate ant 739 - Aug-11 N  1stlien on commercial ar PA Nov-14 $ 1,140
commercial real estate residential properties and 70 acres of

farmland
Credit 3 - Residential real estate 1,971 - Mar-12 Y 1stand 2nd liens on commercialr  PA Oc-14 $ 3,895

estate, residential real estate and
business assets

Credit 4 - Commercial real estate 1,702 - Dec-14 N  Hotel and entertainment compl PA Fet-15 $ 4,000
Credit 5 - Commercial / commercial 1,631 - Mar-13 N Liens on land, commercial ai PA Ser-14 $ 2,630
real estate residential real estate and business
assets
Credit 6 - Commercial real estate 710 - Mar-14 N  1stlien on commercial real esti PA Jur-13 $ 1,550
$ 9,792% -

(1) Appraisal value, as reported, does not reftbet pay-off of any senior liens or the cost toiligte the
collateral, but does reflect only the Bank’s shaf¢he collateral if it is a participated loan.

Credit 1 has been charged down by $3.5 millionesineing placed on nonaccrual due to declining aggdra
values. This credit is part of a participated @ the lead bank has begun foreclosure actiadiC2 is in the
process of foreclosure and the real estate islligtesale. One piece of real estate was sold atittd during the
first quarter of 2015 and the outstanding balanae meduced. This credit is being reviewed for a TRedit 3 is
a TDR that is not performing in accordance withiedified terms. Credit 4 is a hotel and entert@nhtomplex
being operated as part of an estate liquidatiordi€6 borrower and guarantor have filed bankruplcis in the
process of selling assets that will result in dedtuction. This credit was written down by $749 uband,
including a $200 thousand write down in the firsiager of 2015. Credit 6 is operating under @darance
agreement with the Bank and a foreclosure compleaiatbeen filed.

In addition to monitoring nonaccrual loans, the Baiso closely monitors impaired loans and trouldett
restructurings (TDR). A loan is considered to bmpaired when, based on current information and tsyenis
probable that the Bank will be unable to collettirsierest and principal payments due accordinthéooriginally
contracted terms of the loan agreement. Nonacdoaals and TDR loans are always considered impaked
impaired commercial loans with balances less thaB0%thousand and all consumer purpose loans, dfispec
reserve analysis is not performed and these loems@ded to the general allocation pool. In acamedawith
financial accounting standards, TDR loans are abn@ynsidered impaired until they are paid off. ldger, an
impaired TDR loan can be a performing loan. Immhil@ans totaled $25.9 million at quarter-end coragao
$26.6 million at year-end 2014. Included in the &ined loan total is $16.5 million of TDR loans. Kot of the
accompanying financial statements provides additionformation on the composition of the impairexans,
including the allowance for loan loss that has bestablished for impaired loans.

A loan is considered a troubled debt restructu(iidR) if the creditor (the Bank), for economic @ghl
reasons related to the debtor’s financial diffiedt grants a concession to the debtor that it dvook otherwise
consider. These concessions may include loweriagate, extending the maturity, reamortizationhef payment,
or a combination of multiple concessions. ThelBaaviews all loans rated 6 or worse when it isviitimg a loan
restructure, modification or new credit facility tetermine if the action is a TDR. If a TDR loanplaced on
nonaccrual status, it remains on
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nonaccrual status for at least six months to engerrmance. All TDR loans except one, Credit 3ha table of
significant nonaccrual loans, are in compliancehwthieir modified terms. See Note 7 in the accompany
financial statements for a note that identifies TiD&ns in the portfolio.

The Bank holds $4.0 million of other real estatsned/ (OREQO), comprised of six properties comparebBt@
million and five properties at December 31, 20T4e most significant OREO holdings are listed ie thble
below. The appraised value for Property 2 refléhts commercial and industrial development poterdfathe
property, which is the most likely use for the pgdy. Prior to this period, the Bank reported as i& valuation.
During 2015, the Bank has incurred a net gain & $®usand on OREO and an expense of $11 thousamad
and maintain OREO.

The following table provides additional information significant other real estate owned properties:

March 31, 2015

(Dollars in thousands Date
Acquired Balance Collateral Location Last Appraisal
Property 1 2011 $ 488 unimproved real estate for residential development PA Jan-14%$ 585
Property 2 2012 2,758 1st, 2nd, and 3rd liens residential developmerd lan PA Apr-14$ 6,586
four tracts with 196 acres
$ 3,246

At March 3 1, 201 5, the Bank had $ 28 thousahdesidential properties in the process of foreates
compared to $ 763 thousand at the end of 201 4 .

Allowance for Loan Losses:

Management performs a quarterly evaluation of thejaacy of the allowance for loan losses (ALL). Fhd
is determined by segmenting the loan portfolio Hase the loan’s collateral. The Bank further classithe
portfolio based on the primary purpose of the lagither consumer or commercial. When calculathmgy ALL,
consideration is given to a variety of factors stablishing this estimate including, but not limlitt, current
economic conditions, diversification of the loarrtfmlio, delinquency statistics, results of intdri@an reviews,
historical charge-offs, the adequacy of the undeaglyollateral (if collateral dependent) and otredevant factors.
The Bank begins enhanced monitoring of all loatsd®& (OAEM) or worse, and obtains a new appraisalsset
valuation for any loan rated 7 (substandard) ors@oManagement, at its discretion, may determiatatiditional
adjustments to the appraisal or valuation are reduiValuation adjustments will be made as necgdsased on
factors, including, but not limited to: the econgrdgferred maintenance, industry, type of propedyipment, age
of the appraisal, etc. and the knowledge Managehehtbout a particular situation. In addition, ¢bst to sell or
liquidate the collateral is also estimated and destlifrom the valuation in order to determine tle¢ nealizable
value to the Bank.When determining the allowance for loan lossedagefactors involved in the evaluation are
inherently subjective and require material estimatat may be susceptible to significant changduding the
amounts and timing of future cash flows expectethe¢oreceived on impaired loans. Management montters
adequacy of the allowance for loan losses on aningdiasis and reports its adequacy quarterlyddCiedit Risk
Oversight Committee of the Board of Directors. Mggraent believes that the allowance for loan loasédarch
31, 2015 is adequate.

The analysis for determining the ALL is consistaith guidance set forth in generally accepted anting
principles (GAAP) and the Interagency Policy Stagatmon the Allowance for Loan and Lease Losses. The
analysis has two components, specific and genoab#ions. The specific component addresses speegerves
established for impaired loans. A loan is considécebe impaired when, based on current informadiot events,
it is probable that the Bank will be unable to eotl all interest and principal payments due acogrdo the
originally contracted terms of the loan agreeme2ullateral values discounted for market conditiansl selling
costs are used to establish specific allocationgripaired loans. It is possible that as a redulhe credit analysis,
a specific reserve is not required for an impalozh. For impaired commercial loans with balaness than $250
thousand and all consumer purpose loans, a speeffarve analysis is not performed and these lasnadded to
the general allocation pool. At March 31, 2015, &ngd loans totaled $25.9 million compared to $26ikion at
year-end 2014. Included in the March impaired ltzdal are loans of $797 thousand with a specifseree of $92
thousand. The specific reserve has decreased thb83and since year-end as a result of a chargefd200
thousand on Credit 5 on the significant nonacdalale that eliminated the specific reserve on¢heslit. Note 7 in
the accompanying financial statements providestiatdi information about the ALL established forpawred
loans.
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The general allocation component addresses thevessestablished for pools of homogenous loans. The
general component includes a quantitative and tgtiak analysis. When calculating the general alion, the
Bank segregates its loan portfolio into the follogi sectors based primarily on the type of suppgrtin
collateral: residential real estate, commercradustrial or agricultural real estate; commercrad andustrial (C&l
non-real estate), and consumer. The residentélastate sector is further segregated by first loans, junior
liens and home equity products, and residentidlest@te construction. The quantitative analysesubke Bank’s
twenty quarter rolling historical loan loss expade adjusted for factors derived from current eagicoand
market conditions that have been determined to haveffect on the probability and magnitude of ssldPrior to
March 31, 2015, the Bank was using an eight quaoléng history for the quantitative analysis. Ttieange to a
longer historical period is based upon improvingarge-offs and a more stable and slowly improving
economy. The historical loss experience facts 4% of gross loans at March 31, 2015 compar&dd0% at
December 31, 2014. The qualitative analysis @slia risk matrix that incorporates qualitative anglironmental
factors such as: loan volume, management, loaeweprocess, credit concentrations, competition, lagdl and
regulatory issues. These factors are each risHdl feden minimal to high risk and in total can addtopa maximum
gualitative factor of 37.5 basis points. At quaktead, this factor was 21.5 basis points unchanged fear-end
2014. These factors are determined on the basitnagement’s observation, judgment and experience.

Real estate appraisals and collateral valuatioasaarimportant part of the Bank’s process for aeitging
potential loss on collateral dependent loans aatetly have a direct effect on the determinatiolvaf reserves,
charge-offs and the calculation of the allowanaddan losses. As long as the loan remains a penig loan, no
further updates to appraisals are required. If an lor relationship migrates to risk rating of 7 worse, an
evaluation for impairment status is made basedherttirrent information available at the time of dgwade and a
new appraisal or collateral valuation is obtained.

In determining the allowance for loan losses, Ma&magnt, at its discretion, may determine that aoiuli
adjustments to the fair value obtained from an aigpf or collateral valuation are required. Adjusirs will be
made as necessary based on factors, includinghdiuimited to the economy, deferred maintenancdustry,
type of property or equipment etc., and the knogdelllanagement has about a particular situatioaddition, the
cost to sell or liquidate the collateral is alsbreated and deducted from the valuation in ordetetermine the net
realizable value to the Bank. If an appraisal is anmilable, Management may make its best estiwiatee real
value of the collateral or use last known markéteand apply appropriate discounts. If an adjestnis made to
the collateral valuation, this will be documentedhwappropriate support and reported to the Loamadement
Committee.
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The following table shows the loans that were eat#ld for the allowance for loan losses under aispec
reserve (individually) and those that were evaldateder a general reserve (collectively), and theunt of the
allowance established in each loan class as ofiM2t¢2015 and 2014 :

Residential Real Estate -4 Family

Junior Liens
& Commercial
First Lines of
(Dollars in thousands Liens Credit Construction Real EstateCommercial Consumel  Total
March 31, 2015

Loans evaluated for allowance

Individually $ 1,254% 51 % 930 $ 21,927% 1,073 $ -$ 25,235

Collectively 160,040 43,204 8,753 301,748 178,335 5,643 697,723

Total $161,294% 43,255 $ 9,683 % 323,675% 179,408 % 5,643% 722,958

Allowance established for loans
evaluated:

Individually $ 23 % -$ 21 $ 39% 9% -$ 92

Collectively 1,237 334 242 5,561 1,619 125 9,118
Allowance at March 31, 201¢ $ 1260% 334 $ 263 $ 5,600$ 1,628 $ 125% 9,210

March 31, 201«

Loans evaluated for allowanc

Individually $ 2310% 51 % 530 $ 25,029% 1,953 $ -$ 29,873

Collectively 162,799 39,893 11,223 297,421 177,033 7,816 696,185

Total $165,109% 39,944 $ 11,753$ 322,450% 178,986 % 7,816% 726,058

Allowance established for loans evaluat

Individually $ -$ -$ -$ 247 $ 968 $ -$ 1,215

Collectively 1,133 276 374 5,262 1,341 144 8,530
Allowance at March 31, 201 $ 1,133% 276 $ 374 $ 5,509% 2,309 $ 144 $ 9,745

During the first quarter of 2015, the Bank recoré325 thousand for the loan loss provision expemke.
quarterly expense was $127 thousand more thanrthaéspn expense of $198 thousand recorded forfitee
guarter of 2014.

Charged-off loans usually result from: (1) a boreoweing legally relieved of loan repayment respuolity
through bankruptcy,(2) insufficient collateral sale proceeds to repayamjor (3) the borrower and/or guarantor
does not own other assets that, if sold, would gaeesufficient sale proceeds to repay a loan.Bdrek recorded
net loan charge-offs of $226 thousand for the finsarter of 2015. The largest charge-off during geeod was
$200 thousand related to Credit 5 on the significemmaccrual table.
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The following table presents an analysis of thevadince for loan losses for the periods ended:
Residential Real Estate -4 Family

Junior Liens
& Commercial
First Lines of

(Dollars in thousands Liens Credit Construction Real Estate Commercial Consume! Total
Allowance at December 31,201 $ 1,225% 334 % 226 $ 5,417 $ 1,773 $ 136 $9,111
Charge-offs - - - - (201 (52) (253
Recoveries 2 - - - 6 19 27
Provision 33 - 37 183 50 22 325
Allowance at March 31, 201¢ $ 1,260% 334 $ 263 $ 5,600 $ 1,628 $ 125 $9,210
Allowance at December 31, 20 $ 1,108 $ 278 $ 291 $ 5571 % 2,306 $ 148 $9,702
Chargeoffs (16) - 27) (114, Q) (43) (201
Recoveries 3 - - - 20 23 46
Provision 38 (2) 110 52 (16) 16 198
Allowance at March 31, 201 $ 1,133% 276 $ 374 $ 5,509 $ 2,309 $ 144 $9,745
March 31, 2015 December 31, 201 March 31, 201«
Net loans charg¢off as a percentage of average gross It 0.13% 0.19% 0.09%
Net loans charge-off as a percentage of the provision for loan ls: 69.54% 177.36% 78.28%
Allowance as a percentage of loz 1.27% 1.25% 1.34%
Net charg-offs $ 226 $ 1,355 $ 155
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Deposits:

Total deposits increased $ 24.2 million during fing three months of 201 5 to $ 905.4 million. Nioterest
bearing deposits in creased $ 11 . 0 million, whdgings and interest-bearing checking increased $0 million
and time deposits de creased $ 3.7 million . Ther@ase in non-inte rest bearing checking accooecdsirred
primarily in retail checking accounts ($7.1 natl), municipal checking accounts ($ 2.6 milliondaommercial
checking accounts ($ 2.0 million). Interest beaghgcking increased by $15.9 million, primarilyrfrcommercial
deposits. The Bank’s Money Management product ieedeflat at $387.6 million . Retail time deposgitscreased
since year-end, as customers moved funds to nprillaccounts. As of March 31,2015, the Baad $ 3.6
million in CDARS reciprocal time deposits includiedorokered time deposits.

Change
(Dollars in thousands March 31, 2015 December 31, 201 Amount %
Noninteres-bearing checkin $ 147,876  $ 136,910 $ 10,966 8.0
Interes-bearing checkin 210,852 194,992 15,860 8.1
Money managemel 387,643 388,043 (400 (0.1)
Savings 64,166 62,637 1,529 2.4
Total interes-bearing checking and savin 662,661 645,672 16,989 2.6
Retail time deposit 91,246 92,973 a,727 (1.9
Brokered time deposi 3,612 5,626 (2,014 (35.8
Total time deposit 94,858 98,599 (3,741 (3.8)
Total deposit: $ 905,395 $ 881,181 $ 24,214 27
Overdrawn deposit accounts reclassified as I $ 138§ 138
Borrowings:

The Corporation had no short-term or long-term daeings at March 31, 2015 .
Shareholders’ Equity:

Total shareholders’ equity increased $ 2 . 4 millio $ 106.0 million at March 3 1, 201 5, conguhto $
103.5 million at the end of 201 4 . The increaseetained earnings from the Corporation’s netine®f $ 2 . 9
million was partially offset by the cash dividenid$o718 thousand . The Corporation’s dividend payatio is 24 .

9 % for the first three months of 201 5 compared@8o 8% in 201 4 .

As part of its quarterly dividend decision, the @anation considers current and future income ptmas,
dividend yield, payout ratio, and current and fatwapital ratios. In February 201 5 , the BoardDokctors
declared a $.17 per share regular quarterly didden the first quarter of 201 5 . This comparesatregular
quarterly cash dividend of $. 1 7 paid in the fouguarter of 201 4 . On April 23, 201 5 the Boafdaectors
declared a $0.19 per share regular quarterly didder the second quarter of 201 5, which willgaéd on May 2
7,2015.

In addition, the Corporation considers how dividetetisions may affect the Dividend ReinvestmennPla
(DRIP), which has raised $ 212 thousand in newtahpis year with 9 , 660 new shares purchasdwe T
Corporation continually explores other sourcesapfital as part of its capital management planHerGorporation
and the Bank. The Corporation did not repurchasesaares of the Corporation’s common stock dutivegfirst
three months of 201 5.
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Capital adequacy is currently defined by regulataygncies through the use of several minimum reduir
ratios. In July 2013, Federal Banking regulatgpraved the final rules from the Basel CommitteeBamking
Supervision for the regulation of capital requirensefor U.S. Banks, generally referred to as “Badél Base |
[l imposes significantly higher capital requirent®and more restrictive leverage and liquidityastihan those in
place at the end of 2014. The capital ratios todresidered “well capitalized” under Basel 11l acemmon equity
tier 1 of 6.5%, Tier 1 leverage of 5%, Tier 1 risksed capital of 8%, and Total Risk-Based capitdlo8c. The
common equity tier 1 ratio is a new capital ratimder Basel 1l . Common equity consists of comnstock,
additional paid-in capital and retained earnin§ishe Tier 1 risk-based capital ratio of 8% has hieereased from
6%. The new rule also includes a provision for Ksamo make a one-time irrevocable choice to exclude
accumulated other comprehensive income (AOCI) fitlmcommon equity Tier 1 capital. The Bank elected
exclude AOCI from the capital calculation with ikdarch 31, 2015 regulatory filing. In addition, apdal
conservation buffer will be required to be maingginabove the minimum capital ratios to avoid anpitea
distribution restrictions. The capital conservathuffer will be phased in from 0% in 2015 to 2.592019. The
Basel Ill capital rules took effect for the Corpiima and the Bank on January 1, 2015. At March2g1,5, the
Corporation and the Bank were both well capitaliasdiefined by the banking regulatory agencies.

The following table summarizes regulatory capitdbrmation as of March 31, 2015 and December 31420
on a consolidated basis and for the Bank, as defilegulatory capital ratios for March 31, 2015evealculated
in accordance with the Basel Il rules, whereas Erezember 31, 2015 regulatory ratios were calcdlate
accordance with Basel | rules. The minimum reguatatios shown below define capital levels unBasel 11|
rules.

Regulatory Ratios

Adequately Well
Capitalized Capitalized
December 31
(Dollars in thousands March 31, 2015 2014 Minimum Minimum
Common Equity Tier 1 Ris-based Capital Ratio (:
Franklin Financial Services Corporati 14.19% N/A 4.50% N/A
Farmers & Merchants Trust Compa 14.03% N/A 4.50% 6.50%
Tier 1 Risl-based Capital Ratio (.
Franklin Financial Services Corporati 14.19% 14.19% 6.00% N/A
Farmers & Merchants Trust Compa 14.03% 13.96% 6.00% 8.00%
Total Risl-based Capital Ratio (.
Franklin Financial Services Corporati 15.45% 15.49% 8.00% N/A
Farmers & Merchants Trust Compa 15.28% 15.26% 8.00% 10.00%
Tier 1 Leverage Ratio (¢
Franklin Financial Services Corporati 10.12% 9.69% 4.00% N/A
Farmers & Merchants Trust Compa 9.94% 9.55% 4.00% 5.00%

(1) Common equity Tier 1 capital/ total r-weighted assets (2) Tier 1 capital / total -weighted asset
(3) Total ris-based capital / total ri-weighted assets, (4) Tier 1 capital / average qugrasset:

Economy

The Corporation’s primary market area includes Kian Fulton, Cumberland and Huntingdon County,
PA. This area is diverse in demographic and ecoanamakeup. County populations range from a low of
approximately 1 4 ,000 in Fulton County to over@® Q00 in Cumberland County. Unemployment in thelBa
market area has remained virtually unchanged dwepast year and ranges from a low of 4 . 4 % imi&rland
County to high of 9 . 0 % in Huntingdon County. elinarket area has a diverse economic base andrdcatries
include, warehousing, truck & rail shipping centdight and heavy manufacturers, health-care, higlgeication
institutions, farming and agriculture, and a varsedvice sector. The Corporation’s primary magkes is located
in south central Pennsylvania and provides easgsacto the major metropolitan markets on the ezastovia
trucking and rail transportation. Because of thiarehousing and distribution companies continuiéngb the area
attractive. The local economy is not overly depemd® any one industry or business and Managenwi@vis
that the Bank’s primary market area continues tavélk suited for growth as the recession eases.
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The following provides selected economic data lier Bank’s primary market:
Economic Data

March 31, 2015 December 31, 201

Unemployment Rate (seasonally adjus

Market area range (: 4.4% - 9.0% 3.6%- 5.8%

Pennsylvani: 5.2% 5.1%

United State: 5.5% 5.8%
Housing Price Inde- year over year chang

PA, nonmetropolitan statistical ar 1.0% 0.5%

United State: 5.5% 5.7%
Franklin County Building Permil- year over year chang

Residential, estimate 27.0% 32.7%

Multifamily, estimatec -18.2% 157.8%

(1) Franklin, Cumberland, Fulton and Huntingdon Gtes

Unlike many companies, the assets and liabilitiethe Corporation are financial in nature. As suoterest
rates and changes in interest rates may have aswmécant effect on the Corporation’s finanaiasults than on
other types of industries . Because of this, thgp@@tion watches the actions of the Federal ResBpen Market
Committee (FOMC) as it makes decisions about ister@te changes . The FOMC continues to hold gbaont-
rates at historic lows. It continues to monitorpéogyment and inflation data as it considers theirigmof an
increase in the Fed Funds rate. Many analysteveethat the FOMC will begin to increase ratesiangecond half
2015.

Liquidity

The Corporation must meet the financial needs efdiistomers that it serves, while providing a ftiery
return on the shareholders’ investment. In ordela¢complish this, the Corporation must maintaiffigant
liquidity in order to respond quickly to the chamgilevel of funds required for both loan and depasiivity. The
goal of liquidity management is to meet the ongaiagh flow requirements of depositors who want ithdvaw
funds and of borrowers who request loan disburs&snérhe Bank regularly reviews it liquidity positidoy
measuring its projected net cash flows (in and ait)a 30 and 90-day interval. The Bank stresses th
measurement by assuming a level of deposit outsflthat have not historically been realized. In addito this
forecast, other funding sources are reviewed asthad to provide emergency funding if necessatye dbjective
of this measurement is to identify the amount afhcthat could be raised quickly without the needigoidate
assets. The Bank also stresses its liquidity josittilizing different longer-term scenarios. Tharying degrees
of stress create pressure on deposit flows iodallmarket, reduce access to wholesale fundindiidaccess of
funds available through brokered deposit chanrlelsaddition to stressing cash flow, specific ligtidrisk
indicators are monitored to help identify risk ared his analysis will help identify and quantifyetpotential cash
surplus/deficit over a variety of time horizonsewosure the Bank has adequate funding resourcesimfions
used for liquidity stress testing are subjecti®ould an evolving liquidity situation or businesgle present new
data, potential assumption changes will be consitleThe Bank believes it can meet all anticipdigdidity
demands.

Historically, the Corporation has satisfied itulidity needs from earnings, repayment of loansamadrtizing
investment securities, maturing investment seegitioan” sales, deposit growth and its abilitadoess existing
lines of credit. All investment securities aresslified as available for sale; therefore, securitigat are not
pledged as collateral for borrowings are an addticsource of readily available liquidity, eithey belling the
security or, more preferably, to provide collatdial additional borrowing. At March 3 1 , 201 5hetBank had
approximately $ 75.6 million (fair value) in itsviestment portfolio pledged as collateral for defsosind
Repos. Another source of available liquidity fbetBank is a line of credit with the FHLB. At Marc3 1, 201
5, the Bank had approximately $35 million avaiéabh this line of credit and $16 .0 million of uoseed lines of
credit at correspondent banks. At March 3 D1 3, the Bank had an excess borrowing capacity 284.5
million, which includes the amount available on time of credit. The Bank has established cretdtha Federal
Reserve Discount Window and as of quarter-end hadbility to borrow approximately $ 28 million.
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Off Balance Sheet Commitments

The Corporation’s financial statements do not iflarious commitments that are made in the nocoatse
of business, which may involve some liquidity riskhese commitments consist mainly of unfunded doand
letters of credit made under the same standards-&slance sheet instruments. Because theserirestts have
fixed maturity dates, and because many of them e&xpire without being drawn upon, they do not galher
present any significant liquidity risk to the Corption. Unused commitments and standby lettexgeadit totaled
$270.1 million and $248.3 million, respectively March 31, 2015 and December 31, 2014.

The Corporation has entered into various contraatbbgations to make future payments. These aliliops
include time deposits, long-term debt, operatingsés, deferred compensation and pension paynénése
amounts have not changed materially from thosertegan the Corporation’s 201 4 Annual Report onnrd0-K.

ltem 3. Quantitative and Qualitative Disclosures aboutMarket Risk

There were no material changes in the Corporatiexg®sure to market risk during the three  moastided
March 31, 201 5 . For more information on markek refer to the Corporation’s 201 4 Annual Reporform
10-K.

Item 4. Controls and Procedures

Evaluation of Controls and Procedures

The Corporation carried out an evaluation, undex #upervision and with the participation of the
Corporation’s management, including the Corporasid@hief Executive Officer and Chief Financial @#r, of
the effectiveness of its disclosure controls aratedures, as defined in Exchange Act Rules 13a-a5@ 15d-15
(e). Based upon the evaluation, the CorporatiotieiCExecutive Officer and Chief Financial Officeoncluded
that as of March 3 1, 201 5, the Corporatioriscldsure controls and procedures are effectiveclbsure
controls and procedures are controls and procedbe¢sare designed to ensure that information requio be
disclosed in the Corporation’s reports filed or mutted under the Exchange Act is recorded, procksse
summarized and reported within the time periodgifipd in the Securities and Exchange Commissiom'ss and
forms.

The management of the Corporation is responsibledtablishing and maintaining adequate internatrob
over financial reporting. The Corporation’s intdrgantrol system is designed to provide reasonalSkurance
regarding the reliability of financial reportingdthe preparation of financial statements for exdepurposes in
accordance with generally accepted accounting ipfis:

Because of its inherent limitations, internal cohtover financial reporting may not prevent or déte
misstatements. Also, projections of any evaluatbreffectiveness to future periods are subjecth® risk that
controls may become inadequate because of changesnditions, or that the degree of compliance \tfith
policies or procedures may deteriorate.
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Part Il - OTHER INFORMATION
Item 1. Legal Proceedings

The nature of the Corporation’s business genesmtastain amount of litigation involving matterssarg
in the ordinary course of business. However, imaggment’s opinion, there are no proceedings pgridiwhich
the Corporation is a party or to which our propestygubject, which, if determined adversely to @eporation,
would be material in relation to our shareholdeesjuity or financial condition. In addition, no ressl
proceedings are pending or are known to be thredten contemplated against us by governmental &tigésoor
other parties.

Item 1A. Risk Factors

There were no material changes in the Corporatiosksfactors during the three months ended Marth 3
2015 . For more information, refer to the Corpanas 201 4 Annual Report on Form 10-K.

Item 2. Unreqgistered Sales of Equitsecurities and Use of Proceeds
None

Item 3. Defaults by the Company orits Senior Securities
None

Item 4. Mine SafetyDisclosures

Not Applicable

Item 5. Other In formation
None

Item 6. Exhibits
Exhibits
3.1 Articles of Incorporation of the CorporatiofFiled as Exhibit 3.1 to Annual Report on
Form 10-K for the year ended December 31, 20 1l4irmsatporated herein by reference.)

3.2 Bylaws of the Corporation. (Filed as ExhBfitto Current Report on Form 8-K filed on
December 20, 20 14 and incorporated herein byeeéer)

31.1 Rule 13a — 14(a)/15d-14(a) Certifications in¢ipal Executive Officer
31.2 Rule 13a — 14(a)/15d-14(a) Certifications indhpal Financial Officer
32.1 Section 1350 Certifications — Principal ExaauOfficer
32.2 Section 1350 Certifications — Principal Finah©fficer

101 Interactive Data File (XBRL)
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FRANKLIN FINANCIAL SERVICES CORPORATION
and SUBSIDIARIES

SIGNATURES

Pursuant to the requirements of the Securities &xgph Act of 1934, the registrant has duly causisd th
report to be signed on its behalf by the undergsighereunto duly authorized.

Franklin Financial Services Corporation

May 11,2015 /sl William E. Snell, Jr
William E. Snell, Jr
President and Chief Executive Offic
( Principal ExecutiveOfficer)

May 11,2015 /s/ Mark R. Hollar
Mark R. Hollar
Treasurer and Chief Financial Offic

(Principal Financial and Accounting
Officer)
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Exhibit 31.1
Rule 13a-14(a)/15d-14(a) Certifications

[, William E. Snell, Jr., certify that:
1. | have reviewed this quarterly report on Forn-Q of Franklin Financial Services Corporati

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fac
omit to state a material fact necessary to make statements made, in light of
circumstances under which such statements were ,nmmdemisleading with respect to
period covered by this repo

3. Based on my knowledge, the financial statementd,adher financial information included
this report, fairly present in all material respgettie financial condition, results of operati
and cash flows of the registrant as of, and fa,glriods presented in this rept

4. The registrar's other certifying officer and | are responsible égtablishing and maintaini
disclosure controls and procedures (as definecah&nge Act Rules 13a-15(e) and 1Es(e)
and internal control over financial reporting (afided in Exchange Act Rules 13&{f) anc
15¢-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresaused such disclosure controls
procedures to be designed under our supervisiorengure that material informati
relating to the registrant, including its consoteth subsidiaries, is made known to u:
others within those entities, particularly durirfgetperiod in which this report is be
prepared

b) Designed such internal control over financial reipgr, or caused such internal con
over financial reporting to be designed under oupesvision, to provide reasona
assurance regarding the reliability of financigbading and the preparation of finan
statements for external purposes in accordance wéherally accepted account
principles;

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures
presented in this report our conclusions abouteffectiveness of the disclosure cont
and procedures, as of the end of the period cougyélis report based on such evalua
and

d) Disclosed in this report any change in the regmtsainternal control over financ
reporting that occurred during the registrantiost recent fiscal quarter that has mate
affected, or is reasonably likely to materiallyeaft, the registrarnt’ internal control ov
financial reporting an

5. The registrars other certifying officer and | have disclosedsdrh on our most rece
evaluation of internal control over financial refiog, to the registramd’ auditors and the au
committee of the registre’s board of directors

a) All significant deficiencies and material weakses in the design or operation of internal
controls over financial reporting which are readwpalikely to adversely affect the
registrant’s ability to record, process, summaaad report financial information; and

b)  Any fraud, whether or not material, that invadwmanagement or other employees who
have a significant role in the registrant’s intém@ntrol over financial reporting
Date: May 11,2015
[s/ William E. Snell, Jr.

William E. Snell, Jr.
President and Chief Executive Officer




Exhibit 31.2
Rule 13a-14(a)/15d-14(a) Certifications

I, Mark R. Hollar, certify that:

1. I have reviewed this quarterly report on Forn-Q of Franklin Financial Services Corporati

2. Based on my knowledge, this report does not corgajnuntrue statement of a material fac
omit to state a material fact necessary to make statements made, in light of
circumstances under which such statements were ,nmedemisleading with respect to
period covered by this repo

3. Based on my knowledge, the financial statements,aiher financial information included
this report, fairly present in all material respgettie financial condition, results of operati
and cash flows of the registrant as of, and far,glriods presented in this repi

4. The registrar's other certifying officer and | are responsible éstablishing and maintaini
disclosure controls and procedures (as definecah&nge Act Rules 13a-15(e) and 1Es(e)
and internal control over financial reporting (afided in Exchange Act Rules 13&{f) anc
15¢-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresaused such disclosure controls
procedures to be designed under our supervisiorengure that material informati
relating to the registrant, including its consoteth subsidiaries, is made known to u:
others within those entities, particularly durirfgetperiod in which this report is be
prepared

b) Designed such internal control over financial réipgr or caused such internal con
over financial reporting to be designed under oupesvision, to provide reasona
assurance regarding the reliability of financigbading and the preparation of finan
statements for external purposes in accordance wéherally accepted account
principles;

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures
presented in this report our conclusions abouteffectiveness of the disclosure cont
and procedures, as of the end of the period cougyélis report based on such evalua
and

d) Disclosed in this report any change in the regitsainternal control over financ
reporting that occurred during the registrantiost recent fiscal quarter that has mate!
affected, or is reasonably likely to materiallyeaft, the registrard’ internal control ov
financial reporting an

5. The registrars other certifying officer and | have disclosedsdh on our most rece
evaluation of internal control over financial refiog, to the registramd’ auditors and the au
committee of the registre’s board of directors

a) All significant deficiencies and material weagses in the design or operation of internal
controls over financial reporting which are readwpalikely to adversely affect the
registrant’s ability to record, process, summaard report financial information; and

b)  Any fraud, whether or not material, that invadwmanagement or other employees who
have a significant role in the registrant’s intém@ntrol over financial reporting
Date: May 11,2015
[s/ Mark R. Hollar

Mark R. Hollar
Treasurer and Chief Financial Officer




Exhibit 32.1
Certification Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarbadsy Act of 2002

In connection with the Quarterly Report of Franklfinancial Services Corporation (the
“Corporation”) on Form 10-Q, for the period endiki@rch 31, 2014, as filed with the Securities
and Exchange Commission on the date hereof (th@dR®, |, William E. Snell, Jr., Chief

Executive Officer of the Corporation, certify, puasit to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes—Oxley A2002 that:

(1) The report fully complies with the requirementsS#ction 13(a) or 15(d) of t
Securities and Exchange Act of 1934; :

(2) The information contained in the Report fairly mets, in all material respec
the financial condition and result of operationshaf Company

/s/ William E. Snell, Jr.
William E. Snell, Jr.
Chief Executive Officer
May 11,2015




Exhibit 32.2
Certification Pursuant to 18 U.S.C. Sections 1350,
As Adopted Pursuant to Section 906 of the Sarbadsy Act of 2002

In connection with the Quarterly Report of Frankfimancial Services Corporation (the
“Corporation”) on Form 10-Q for the period endin@idh 31, 2014 as filed with the Securities
and Exchange Commission on the date hereof (thpdR®, |, Mark R. Hollar, Chief Financial
Officer of the Corporation, certify, pursuant to W8.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes—Oxley Act of 2002 that:

(1) The report fully complies with the requirementsS#ction 13(a) or 15(d) of t
Securities and Exchange Act of 1934; :

(2) The information contained in the Report fairly mets, in all material respec
the financial condition and result of operationshaf Company

[s/ Mark R.
Hollar

Mark R. Hollar
Chief Financial Officer
May 11,2015



