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Gene Miles

Gene Miles

President and Chief Executive Officer

The theme of this year’s Annual Report to Shareholders is GROWTH, STABILITY,
and BALANCE. After completing our 125th year of operation and reflecting on
the history of our organization, our stance remains that our continued success
is tied to the sustainability of these three important characteristics at First Farmers
Financial Corporation (FFFC). Simply put, our ability to embody these attributes,
during a prolonged period of economic uncertainty, has allowed us to more than
overcome a challenging industry landscape and continue our outstanding record
of achievement.

There are several ways that we can discuss the GROWTH realized at FFFC as
the organization continues to grow in a number of areas that differentiate it from
others in the state and in the industry itself. Many of our competitors and peers are



Focused Growth

retracting their support of specific industries and in certain communities
further restructuring the manner in which they serve customers. It is wit'11
this environment that First Farmers Financial Corporation continues to 3 »and
its focus and geographical reach. As we review our financial year and pre e

to build on our successes, it is important to recognize how we continue t -
evolve as an organization.
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Growth in Capital and Dividends

[ am pleased that we again have demonstrated the ability to be very succe:s! 1l
and profitable while retaining stable capital and providing a managed retu 1
on investment to our shareholders. We have achieved another year of recc «
growth, and the combination of our continued strength of capital and
consistent dividends returned to shareholders reflects a sound and envied
record of performance. The doubling of overall capital in less than six yea: s
is a testament to our consistent performance and has allowed us to remair
increasingly active in meeting the funding needs of a growing client base.
While still retaining significant earnings to provide for this capital strengtl ,
a continued return on investment to shareholders remains of utmost
importance to our leadership and we remain confident in our ability to
provide consistent dividends. After assessments of our performance, we ar
pleased to announce a 4.3% increase in dividends over the previous year,
our 20th consecutive year of increased dividends.

Growth in Market

Sustained GROWTH of market share within and around our marketplace 1 s
allowed our organization to become one of the preeminent community ba\ s
in the Midwest as well as remaining the largest designated Ag Bank east of t/ ¢
Mississippi River. Our business model of managed growth has remained st ly
and continues to be the template for the future of our organization. This



stability has allowed us to continue our focus of further developing our businesses, building new facilities,
increasing market share, and taking advantage of opportunities for expansion that will strengthen FFFC

for years to come. Efforts in our core areas have resulted in First Farmers Bank & Trust becoming the
largest depository and mortgage/agricultural lender in Miami and Howard Counties. Our position in the

financial marketplace has placed us in a
leadership role of facilitating economic
development in our markets.

Internal Growth

Our leadership continues to reflect talent-
ed representation from our respective
markets, as Jeff Stout from Russiaville
joined our corporate board of directors
in January. His valued insight is welcome,

as he brings a wealth of experience of directorship in community banking.

Our internal growth continues to focus on an exceptional staff of conscientious
employees that maintains outstanding operational efficiency. We continue to foster an
atmosphere that provides us an advantage in recruiting and in further developing our
employee talent as we consider our collective staft to be our most important asset.

Our commitment to further facility
development has resulted in the completion
of a 7,700-square-foot expansion of our
corporate headquarters to accommodate
our central bookkeeping and information
technology departments, a complete
renovation of our recently acquired
Russiaville branch, and construction
of a full-service office in Huntington.

Our growth has also brought us local
and national recognition as we have again
been awarded 5-Star Bank designations
by both the Indiana Bankers Association

and BauerFinancial, Inc. ratings. Our growth has also allowed us to support

charitable and philanthropic efforts in our communities, as our employees

volunteered thousands of hours of service and facilitated Bank contributions

of over $265,000 to various efforts.

As we continue to look forward to new growth possibilities, we remain ever
diligent to ensure that we retain the values, standards, and ambitions that have
defined our Bank for over 125 years, and that we strive to continue to grow as

individuals, as a team, and as an organization for many years to come.

e V.






FINANCIAL PERFORMANCE

Managed Stability

Keith Hill
Keith Hill Chief Financial Officer

eved record results, including;

Record Earnings

Net income improved 10.1% to $8.7 million as improved revenues and lower credit
and tax provisions in 2010 partially offset a 12.2% increase in operating expenses.
This marked the 18th consecutive year the Company realized a return on assets over
1% and a return on equity over 13%, a record of consistently superior performance
that very few banking organizations can claim.
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9.3% Asset Growth

The Company’s balance sheet rose to a record $847.9 million while average assets
rose 18.1% as a result of the acquisition of C.B. Bancshares, Inc. in late 2009.

$1 Billion Loan Portfolio

For the first time, the Company’s total serviced loans and leases,
both on- and off-balance-sheet, exceeded $1 billion, ending the
year at a record $1.092 billion.

7.2% Revenue Growth

Despite the imposition of significant regulatory limitations in

2010, less favorable residential mortgage market conditions and
a $0.6 million decline in securities gains, a 14.8% increase in net
interest income pushed total revenues to a record $38.4 million.

Capital Strength

Record earnings supported both higher dividends of $1.20 per
share and improved capitalization. During the past 20 years
our dividend has increased each year, by a compound annual
average rate of 14.1%. Tangible common equity increased
0.3% to 6.9% by December 31, 2010 without any dilutive
capital-raising activities.

Many banks dealt with a weakened operating earnings base and higher costs during
2010 by assuming increased interest rate risk and funding longer-term, fixed-rate assets
with cheap, shorter-term funding courtesy of the accommodative stance of the Federal
Reserve. First Farmers pursued a more defensive position by directing much of its longer-
term, fixed-rate lending volume to off-balance-sheet channels or swapping it to floating
rates and by locking in historically low medium-term funding costs when possible. The
Company also sought to reduce its loan-to-asset ratio and improve liquidity throughout
2010, as the local and national economies
had yet to emerge solidly from the recession.
The combination of these actions resulted in a
0.12% decline in our tax-equivalent net interest
margin. While achieved at a cost to the current
year's financial returns, these actions better
positioned First Farmers for the prospect of
rising rates or a resumption of economic
weakness in coming years.




A iged Stability

Non-interest income declined $1.3 million during 2010
as residential mortgage origination revenue fell by $0.8
million as overall volumes fell following substantial activity
in 2009, driven by fiscal and monetary policy. Securities
gains fell back to minimal amounts following 2009 atypical
$0.6 million gains. In addition, the Company incurred $0.3
million in losses on repossessed real estate and recorded
$0.3 million in pass-through losses for tax-advantaged real
estate partnership investments during 2010. The slowdown
in refinancing activity brought about an improvement in
mortgage servicing revenues of $0.4 million as impairment charges and write-downs
were lower during 2010. Also helping offset revenue declines was a $0.4 million
increase in gains on the sale of guaranteed commercial and agricultural loans.

Non-interest expenses increased $2.8 million, or 14.2%, including $1.4
million in increased personnel costs. At 13.4%, the increase in personnel costs
was lower than the growth rate in average loans and deposits and consistent
with our increase in facility count between years. Other operating expenses
were generally unchanged between periods with the exception of increases in
the costs of collecting and managing delinquent and foreclosed loans and in
legal and professional costs, each of which increased by $0.5 million.

By the conclusion of 2010, improvements in the general economic environ-
ment and within our primary service area provided the backdrop for the $0.3
million improvement in provision for loan and lease losses over 2009. Also
benefitting the Company’s bottom line was a decline of $0.7 million in income
tax provision as a result of the previously mentioned housing investments.
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Summary Financial Highlights

{Dollar amounts in thousands except per share data)

2010 2009 2008 2007 2006
Results of Operations
Net Interest Income $ 30291 $ 26375 $ 23713 $ 21,854 § 20,002
Provision for Loan Losses 4,500 4,810 2,845 2,450 2,045
Non-Interest Income 8,147 9,470 7,135 7,008 5,483
Non-Interest Expense 22,287 19,517 17,504 17,401 14,035
Income Taxes 2,977 3,643 3,221 2,503 2,796
Net Income 8,674 7,876 7,278 6,508 6,609
Financial Ratios
Return on Average Assets 1.07% 1.15% 1.18% 1.13% 1.30%
Return on Average Equity 13.52 13.57 14.30 13.90 15.83
Net Interest Margin 413 425 428 427 442
Efficiency Ratio @ 54.31 50.95 56.60 55.46 51.58
Balance Sheet Data
Average Total Assets $ 810,350 $ 686,231 $ 618,831 $ 575,807 $ 507,543
Average Loans @ 604,790 528,103 468,479 438,821 383,478
Average Deposits 646,652 536,153 481,128 464,810 413,460
Per Share Data
Basic Earnings Per Share $ 489 $ 445 $ 411 $ 368 $ 372
Diluted Earnings Per Share 4.89 4.45 4.11 3.68 372
Cash Dividends Declared 1.20 1.15 1.11 1.04 0.93
Book Value 37.66 34.00 3091 27.71 24.89
Capital
Leverage Ratio 9.1% 9.6% 9.8% 9.8% 8.7%
Tier I Capital to Risk-Weighted Assets 10.8 10.8 11.7 1.7 10.6
Total Capital to Risk-Weighted Assets 120 120 130 129 11.7
Asset Quality
Allowance to Total Portfolio Loans 1.29% 1.27% 1.28% 1.21% 1.20%
Non-Performing Loans / Total Portfolio Loans @  1.42 1.53 1.04 1.27 0.81
Net Charge Offs / Average Portfolio Loans 0.63 0.71 0.39 043 0.33

(1) Fully tax equivalent

(2) Fully tax equivalent, excludes gain on sales of bonds, amortization of intangibles, and for 2009 and 2007 charges
on early retirement of debt

(3) Including loans held for sale, net of allowance for loan and lease losses

(4) Excludes loans held for sale

2010 Annual Report
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Condensed Consolidated Balance Sheets

Years ended December 31, 2010 and 2009
(Dollar amounts in thousands except per share data)

2010 2004

ASSETS T
Cash and due from financial institutions $ 17,637 $ 21,833
Money market funds 5,439 11,229

Cash and cash equivalents 23,076 35112
Securities available for sale 92,697 6,72
Securities held to maturity (fair value $36,462

in 2010 and $43,556 in 2009) 35,640 431624
Restricted stock, at cost 5,224 027
Loans held-for-sale 13,034 11
Loans, net of allowance of $8,288 and $7,618 634,424 587319
Premises and equipment, net 13,877 122947
Goodwill 5,891 H818
Core deposit and other intangibles 2,761 3513
Bank-owned life insurance 1,100 S 008
Accrued interest receivable and other assets 20,152 14125

$ 847876 § 77056

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits
Non-interest-bearing deposits $ 126613 § 11229
Interest-bearing deposits 524,466 49: 509
Total deposits 651,079 607 7¢8
Federal funds purchased 11,300 11675
Repurchase agreements 19,416 2.999
Federal Home Loan Bank advances 71,300 65.2(0
Subordinated debentures 18,000 18,20
Accrued interest payable and other liabilities 9,995 571
Total liabilities 781,090 71533
Stockholders’ equity

Common stock, $1 stated value, 2,000,000 shares
authorized, 1,786,138 issued and 1,773,359 outstanding in 2010;

and 1,786,138 issued and 1,770,789 outstanding in 2009 1,786 1756
Additional paid-in capital 3,459 3505
Retained earnings 61,893 55 318
Treasury Stock (12,779 shares in 2010 and 15,349 shares in 2009) (605) 1389)
Accumulated other comprehensive income 253 53

Total stockholders’ equity 66,786 60 03

$ 847876 § 77525

Complete audited financial statements are available upon request from the Company’s corporate offices.
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Condensed Consolidated Statements of Income

Years ended December 31, 2010 and 2009
(Dollar amounts in thousands except per share data)

2010 2009
Interest and dividend income
Loans, including fees $ 37246 § 33,354
Securities
Taxable 1,161 1,415
Non-taxable 2,017 2,172
Federal funds sold and money market funds 64 35
40,488 36,976
Interest expense
Deposits 7,061 7,137
Short-term borrowings 16 34
Note payable and FHLB advances 1,995 2,246
Subordinated debentures 1,125 1,184
10,197 10,601
Net interest income 30,291 26,375
Provision for loan losses 4,500 4,810
Net interest income after provision for loan losses 25,791 21,565
Other income
Trust fees 184 144
Service charges on deposit accounts 2,072 2,255
Net gain on sale and redemption of securities 13 610
Net gain on sale of loans 3,011 3,479
Net loss on sale and valuation of other real estate owned (316) (20)
Other income 3,183 3,002
8,147 9,470
Other expenses
Salaries and employee benefits 11,785 10,390
Occupancy and equipment expense 3,092 2,804
Amortization of intangible assets 822 720
Early redemption of FHLB advances - 268
FDIC insurance 960 1,091
Other operating expenses 5,628 4,243
22,287 19,516
Income before income taxes 11,651 11,519
Provision for income taxes 2,977 3,643
Net income $ 8674 $ 7,876
Basic and diluted earnings per share $ 489 § 445
Basic and diluted weighted average common shares outstanding 1,774,396 1,769,854

Complete audited financial statements are available upon request from the Company’s corporate offices.
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Condensed Consolidated Statements
of Changes in Stockholders Equity

Years ended December 31, 2010 and 2009
(Dollar amounts in thousands except per share data)

Accumulated Toal
Additional Other e k-
Common Paid-in Retained Treasury  Comprehensive told ars’
Stock Capital Earings Stock Income (Loss) ti ity
Balance at January 1, 2009 $ 1,786 $ 3563 $ 49507 $ (852) $ 601 $ 5.605
Comprehensive income:
Net income 7,876 1875
Change in unrealized gain/loss on
securities available for sale, net (348) L _(34 ?1)
Total comprehensive income 7,528
Purchase of treasury stock, 436 shares (18) (18)
Sale of treasury stock, 2,200 shares 4) 92 88
Restricted stock awards from treasury, 2,475 shares (89) 89 - -
Stock-based compensation 35 5
Dividends declared ($1.15 per share) (2,035) (202 i)
Balance at December 31, 2009 1,786 3,505 55,348 (689) 253 €0,2(3
Comprehensive income:
Net income 8,674 8,6:4
Change in unrealized gain/loss on securities
available for sale, net 124 14
Reclassification adjustment on
cash flow hedges, net of tax (124) (1:4)
Total comprehensive income T 864
Purchase of treasury stock, 1,950 shares (100) (100)
Sale of treasury stock, 1,520 shares 9 58 67
Restricted stock awards from treasury, 3,000 shares (126) 126 - -
Stock-based compensation 71 71
Dividends declared ($1.20 per share) (2,129) 2,129)
Balance at December 31, 2010 $ 1,786 $ 3459 $ 61893 $ (605 $ 253 $ 46,736

Complete audited financial statements are available upon request from the Company’s corporate offices.
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Condensed Consolidated Statements of Cash Flows

Years ended December 31, 2010 and 2009
{Dollar amounts in thousands)

2010 2009
Cash flows from operating activities
Net income $ 8674 $ 7876
Adjustments to reconcile net income to net cash from operating activities:
Depreciation 1,203 1,153
Amortization of intangible assets 822 720
Net securities amortization (accretion) 919 403
Servicing rights amortization and impairment 691 1,022
Stock-based compensation 71 35
Provision for loan losses 4,500 4810
Net gain on sale of loans (3,011) (3,479)
Net gain on sale and redemption of securities (13) (610)
Net loss on sale and disposal of premises & equipment 4 9
Net loss on sale & impairment of other real estate 316 20
Increase on Bank-owned life insurance (32) 3)
Loans originated for resale (84,554) (97,639)
Proceeds from sale of loans 79,781 95,622
Changes in assets and liabilities
Interest receivable and other assets (1,004) (3,157)
Interest payable and other liabilities 1,276 186
Net cash from operating activities 9,643 6,968
Cash flows from investing activities
Securities available-for-sale
Proceeds from sales - 21,298
Purchases (77,247) (35,851)
Proceeds from principal payments, calls and maturities 46,569 19,645
Securities held-to-maturity
Purchases (450) (5,959)
Proceeds from principal payments, calls and maturities 7,397 6,175
Loans made to customers net of payments received (53,049) (64,167)
Purchase of loans (818) -
Premises and equipment expenditures (2,087) (1,356)
Purchase of interests in unconsolidated subsidiaries (1,730) -
Net cash received in acquisition - 2,817
Proceeds from the sale of other real estate owned 2,565 579
Proceeds from redemption of restricted stock 92 54
Purchase of restricted stock (289) (380)
Net cash from investing activities (79,047) (57,145)
Cash flows from financing activities
Net change in deposit accounts 43,311 60,120
Net change in short-term borrowings 16,082 (5,624)
Payments on FHLB advances (37,900) (12,000)
Proceeds from FHLB advances 40,000 17,000
Purchase of treasury stock (100) (18)
Sale of treasury stock 67 88
Dividends paid (2,092) (2,016)
Net cash from financing activities 59,368 57,550
Net change in cash and cash equivalents (10,036) 7,373
Cash and cash equivalents at beginning of year 33,112 25,739
Cash and cash equivalents at end of year $ 23076 $ 33112
Supplemental disclosures of cash flow information
Cash paid during the year for:
Interest $ 10246 $ 10718
Income taxes 3,687 2,787
Supplemental non-cash disclosures
Real estate acquired in satisfaction of debts previously contracted 2,253 2,176

Complete audited financial statements are available upon request from the Company’s corporate offices.
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PERSONNEL AND TECHNOLOGY
Achieving Balance

David Eikenberry

Senior Vice President, Chief Operating Officer

One of the most important attributes of a successtul operation during periods of
significant growth is maintaining a healthy BALANCE between the use of accepted
practices that have helped shape the organization and the need to further develop
personnel, products and services to meet the needs of a dynamic industry. As fortunate
as we have been in recent years in achieving significant goals and milestones, we must
always be re-evaluating the way we do business and the way we serve our customers.
By the same token, we must also always be mindful of retaining the business
personality and methods that those clients have come to know and respect.

Personnel
At First Farmers Financial Corporation, we strive to provide a working environment
that encourages personal growth, individual achievement and life balance. This
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Acnteving balance

emphasis on a progressive work experience has resulted in an exception
employee team of self-motivated and conscientious employees working
the common goals of customer care and Bank success.

In addition to encouraging employees to take advantage of educatic

J
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opportunities that lead to job proficiency and self-confidence, we provi e
ongoing training in the areas of products, procedures and compliance. "

ensures that our staff has both an understanding of their specific respor

Through specific emphasis on employee mentoring and pi
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While our philosophy of individual responsibility, teai
and sincere motivation may seem simplistic, we have been
with employees who feel a personal sense of responsibility
success. Our efforts have also dramatically increased our a
recruit and retain quality employees, leading to a stable “w
family” As we have achieved an enviable role in efficiency
profitability, our reputation as an exceptional place to work has given u
significant advantage in maintaining and adding to our team.
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innovative communication methods and maximize operational efficienc y. we are
always striving to retain the personalized service that has differentiated < from

our competition.



Achiceving Balance

As a result of enhancements introduced in 2010:

Mainframe and network interactions now provide real-time account
access through all of our delivery channels, while linking our central
bookkeeping department with all other service areas.

Digital signature authorization at account opening provides a stream-
lined method of account security.

Web-linked video conferencing and training modules allow effective
communication between offices and departments long separated by
geographical distance.

Remote capture deposit hardware allows business customers to deposit
checks directly into their account from remote locations

Video merchandising on ATM screens provides captivating account,
industry, and security information in an effective visual format.

e ‘_"’?ﬁ,"
Ll

While we continue to offer customers their choice of a wide array of automated and
personalized services, we rely on the balance provided by interactions with our staff and
personal communication to ensure the highest-level attention to detail and customer service.

In 2011 we will continue to be guided by the principle of balance. Whether facilitating
a customer’s debit card purchase at a restaurant on the other side of the globe, or advising
on specific account management needs on a personal trust account, our goal will remain
balancing cutting-edge technology with the areas best customer service.

2010 Annual Report
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123 North Jefferson 10077 N. State Road 37 244 Hauenstein Road 3910 East Market Street 160 West |l n Street
Converse, IN 46919 Elwood, IN 46036 Huntington, IN 46750 Logansport, IN 46947 Russiaville " 46479
AMBOY GALVESTON KNOX MARION SHERIDZA {
115 South Main Street 112 S. California Street 1402 S. Heaton Street 830 North Baldwin Avenue 2400 W. St te Road 38
Amboy, IN 46911 Galveston, IN 46932 Knox, IN 46534 Marion, IN 46952 Sheridan, | N 16069
CULVER GREENTOWN KOKOMO CENTRAL NORTH JUDSON TIPTON
101 Main Street 603 W. Main 501 West Lincoln Road 310 Lane Street 825 E. Jeftc sin
Culver, IN 46511 Greentown, IN 46936 Kokomo, IN 46902 North Judson, IN 46366 Tipton, IN 16)72
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2041 N. Reed Road 120 S, Broadway 1004 North Css Street

FIRST Kokome, IN 46901 Peru, IN 46970 Wabash, I}, 4992 ~—~
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