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lefter to our

shareholders

Put ring customers first has always been part of our culturs It is one

of the traits thai we believe distinguish us with the banking industiy

Scott Dueso Choirman Preside ano CEO

The more things change the more Fftst Financial

stays the same While we must always adjust

our strategies and technologies to keep pace

with an everevolving world the one thing we

wll never change is our commitment to putting

our shareholders and customers first That

commitmenta tradition we have upheld

throughout our 122-year historyis what

enables us to consistently produce solid

financial results and outperform our peers

Last year was no different

We continued perfecting our Customer Service

First initiative to ensure that our customers receive

the most outstanding service and products We

look through our customers eyes to see how they

want to bank rather than focusing on how we

want them to bank So we give our customers

the choice of using phone center banking mobile

banking online banking or Deposit taking ATMs

Our business customers have complete menu of

treasury management products including Remote

Deposit and bill pay Or our customers may come

into one of our inviting facilities to enjoy cup

of coffee and receive firsluclass service from

professional who is delighted to help them

Our new mobile banking product was major

success in 2012 It includes Remote Deposit and

Picture Pay which are free services that allow

customers to take picture of check and make

deposit or take picture of bill and pay the

vendor We are proud to say that we are the first

bank in the country to offer Picture Pay

Yet with all this technology we are still the bank

that you can call your banker directly without

getting voice mail or an automated telephone

prompt that leaves you frustrated When our

customers call they reach member of our

friendly team who is ready and prepared to meet

their financial needs

Our goal is to WOW our customers You can

go to our website and read about the WOWs
that happen every day We are proud of our

outstanding employees who eat sleep and

breathe Customer Service First

Last year was the 26th consecutive year our

company produced higher earnmgs proving once

again that doing what is right for our customers

and communities is the right formula for serving

our shareholders Throughout the year we

received many different awards but the one

that makes us most proud was our selection by

Bank 0/rector magazine as the topperforming

publicly traded bank in the nation in the $1 billion

to $5 billion asset category We accepteo this

honor with great humility and are extremely

gratified to have been placed in either the or

position for the past four consecutive years
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rising stars assume additional responsibilities with

our company With Ron moving up to the holding

company Bruce Hildebrand and will have more

time to focus on acquisitions

Last year we opened new branches in Grapevine

Abllene and Waxahachie which took our

companys total locations up to 55 We are

pleased with our new locations and the additional

business that these expansions have brought

During 2013 we will open new branch In the

H-E-B grocery store In San Angelo as well as

new branch on 1-20 in Weatherford

New Director

We are pleased to announce that Tim Lancaster

President and ChIef Executive Officer of Hendrick

Health System has accepted nomination for

election as director of the Company at our

Annual Shareholders Meeting in April Tim very

capably manages 525-bed hospital that employs

2800 people and serves 29-county area of

central and west Texas He is 1976 graduate

of Texas Tech University with degree in finance

and 1992 graduate of Texas Womans University

with an M.S degree In health care administration

Tim Is an outstanding civic and professional leader

and has been Chairman of the Board of the Texas

Hospital Association the Abllene Chamber of

Commerce and the Texas Association of Voluntary

Hospitals He is on the board of Boy Scouts of

AmerIca Abliene Industrial Foundation and First

FInancial Bank Abilene Tim and his wife Regina

are active members of First Baptist Church and

live In Abllene

Looking Ahead

Despite the near-term challenges of stagnant

national economy an inept federal government

low interest rates that hurt our customers and

reduce our net interest margin and costly

additional compliance burdens from new federal

banking regulations we do have bright future

and believe we can steer the Company through

these challenges If there is silver lining it

is that many community banks are seriously

considering selling because they have doubts

about the ability of smaller banks like themselves

to overcome such challenges We do think there

will be considerable consolidation in the industry

and we foresee many opportunities to grow our

company by acquIrIng well-managed banks that

have grown weary of the meaningless regulatory

burdens created by our federal government

am very encouraged by the resiliency of our

people who face these challenges with positive

attitude and seek ways to make our company

better am also encouraged by the large number

of young professionals in the company who are

shining stars moving into Important positions and

who will be able to take the Company to the next

level in the years to come am honored to work

with the outstanding professionals who comprise

this fine company and who embrace Customer

Service First on daily basis

thank you our shareholders for your continued

loyalty and support As the world continues to

change you can remember that we stay the same

by putting You First

Scott Dueser

Chairman President and CEO
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Marc 2a 201

Dear SF areholue

In 20 we do solid performance in an operating environment that remains challenging

While domestic grevv by about 2% last year we increased sales by more than 3% on comparable basis and

aiod cecti uee scipi re on expenses enhanced our operating margins and other key profitability measures Each

our bus ness sugments grew in 2012 as national and local customers continued to value the opportunity that we

provide ea Ia ge audiences with effective affordable advertising

We positioned oc eves in 2012 for further success with acquisitions that introduced us to three new markets including

Phoe Sx and viff her steps to strengthen the balance sheet Since 2008 we have utilized surplus cash to lower our

outsta idir debt nore han $800 million In 2012 we fixed the cost of nearly half of our remaining debt in place For tne

next decade ar ically low interest rates providing valuable predictability to our management team and share iolders

VJ rio cash go ration exceeding our reinvestment needs the board began in 2012 to consider returning excess

cap tal to arcr oioers In Augusi 2012 we announced that we were exploring whether electing Real Estate Investment

Tr st PhI sta for tax purposes would be the most efficient structure for capital distribution

vvriting we are awaiting further clarification from the nternal Revenue Service on which of our assets

calify fo REIT status If we proceed with PElT election we would likely make the election for the

ing January 2014 subject to the approval of our board of directors

Becofti ig RE not decision to be taken lightly and you can be assured that the directors and will chart path

that is the bes iq-term nterest of our shareholders employees and other constituents

Whateve nec is made on the REIT it wili not affect our focus cmi sustaining our pos ton as the best operator in

Ou of Hon ae cdv sing In 7013 we intend to control expenses whi continuing to expand our digital platform which

iovv in eludes ior than 700 units and generates more than 14% of our revenue We will also invest in improving our

eustorl or serv cc nd anticipate dedicating surplus cash to further debt reduction

year gives me occasion to reflect on how fortunate am to work with our fine employees he

our 200 offices around the US Puerto Rico and Canada would like to thank all of them fur their

amar ir 2012
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