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Forward-L ooking Statements

Citizens First Corporation (the “Company”) may from time to time make written or oral statements, including statements contained in
this report, which may constitute forward-1ooking statements within the meaning of Section 21E of the Securities Exchange Act of
1934 (the “Exchange Act”). The words “may”, “expect”, “anticipate”, “intend”, “consider”, “plan”, “believe’, “seek”, “should”,
“estimate’, and similar expressions are intended to identify such forward-looking statements, but other statements may constitute
forward-looking statements. These statements should be considered subject to various risks and uncertainties. Such forward-looking
statements are made based upon management’ s belief as well as assumptions made by, and information currently available to,

management pursuant to “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995.

Our ability to predict results or the actual effect of future plans or strategies isinherently uncertain. Although we believe that the
expectations reflected in such forward-1ooking statements are based on reasonable assumptions, our actual results and performance
could differ materially from those set forth in the forward-looking statements. Factors that could cause actual results and performance
to differ from those expressed in our forward-looking statements we make or incorporate by reference in this Annual Report on

Form 10-K include, but are not limited to:

o theeffects of current and future economic and business conditions, including, without limitation, the recent deterioration of
real estate values, the subprime mortgage, credit and liquidity markets, as well as the Federal Reserve's actions with respect
to interest rates, may lead to a deterioration in credit quality, thereby requiring increases in our provision for credit losses, or
areduced demand for credit, which would reduce earning assets,

e possible changesin trade, monetary and fiscal policies, as well aslegidative and regulatory changes, including changesin
accounting standards and banking, securities and tax laws and regulations, as well as changes affecting financial institutions’
ability to lend and otherwise do business with consumers;

e our ability to effectively manage interest rate risk and other market risk, credit risk and operational risk;

e changesin the quality or composition of our loan or investment portfolios, including adverse developmentsin the real estate
markets, the borrowers’ industries or in the repayment ability of individual borrowers or issuers;

e increasesin our honperforming assets, or our inability to recover or absorb losses created by such nonperforming assets;
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e our ability to manage fluctuationsin the value of assets and liabilities and off-balance sheet exposure so as to maintain
sufficient capital and liquidity to support our business;

e thefailure of our assumptions underlying the establishment of allowances for loan losses and other estimates, or dramatic
changes in those underlying assumptions or judgments in future periods, that, in either case, render the allowance for loan
losses inadequate or require that further provisions for loan losses be made;

e thecost and other effects of material contingencies,
e our ability to keep pace with technological changes;

e our ability to develop competitive new products and services in atimely manner and the acceptance of such products and
services by our customers and potential customers;

e thethreat or occurrence of war or acts of terrorism and the existence or exacerbation of general geopolitical instability and
uncertainty;

e management’s ability to develop and execute plans to effectively respond to unexpected changes; and

e other factors and information contained in this Annual Report on Form 10-K and other reports that we file with the
Securities and Exchange Commission (SEC) under the Exchange Act.

The cautionary statements in this Annual Report on Form 10-K also identify important factors and possible events that involve risk
and uncertainties that could cause our actual results to differ materially from those contained in the forward-looking statements. These
forward-looking statements speak only as of the date on which the statements were made. We do not intend, and undertake no
obligation, to update or revise any forward-looking statements contained in this Annual Report on Form 10-K, whether as aresult of
differencesin actua results, changes in assumptions or changesin other factors affecting such statements, except as required by law.
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Part |
Item 1. Business
Overview

Citizens First Corporation was incorporated in Kentucky in 1975 for the purpose of conducting business as an investment club, and is
headquartered in Bowling Green, Kentucky. Inlate 1998 and early 1999, the Company received regul atory approval to become a
bank holding company under the Bank Holding Company Act of 1956, as amended (the “Bank Holding Company Act”), through its
organization and ownership of its subsidiary, Citizens First Bank, Inc. (the “Bank”), a Kentucky state chartered bank that commenced
operations on February 19, 1999. The Bank currently conducts full-service community banking operations from nine locations in the
Kentucky counties of Barren, Hart, Simpson and Warren.

In November 2006, we acquired Kentucky Banking Centers, Inc. (“KBC"), aKentucky state chartered bank headquartered in
Glasgow, Kentucky, for a cash purchase price of $18.7 million. We funded the purchase price through a combination of the sale of
common stock and trust preferred securities. Following the closing of the acquisition, we merged KBC into the Bank and the former
offices of KBC became branch offices of the Bank.

We primarily market our products and services to small and medium-sized businesses and to retail consumers. Our strategy isto
provide outstanding service through our employees, who are rel ationship-oriented and committed to customer service. Through this
strategy, we intend to grow our business, expand our customer base and improve our profitability.

Employees

At December 31, 2009, we had 88 full-time equivalent employees. Management considers its relations with its employees to be good.
Neither we nor the Bank are a party to any collective bargaining agreement

Lending Activities

General. We offer avariety of loans, including real estate, construction, commercial and consumer loans to individuals and small to
mid-size businesses that are located in or conduct a substantial portion of their businessin our market area. Our underwriting
standards vary for each type of loan, as described below. At December 31, 2009, we had total 1oans of $263.9 million, representing
76.7% of our total assets.

Commercial Loans. We make commercial loans primarily to small and medium-sized businesses. At December 31, 2009, our
commercial loans had an average size of $85,000 and the largest loan was $2.6 million. These loans are secured and unsecured and are
made available for general operating inventory and accounts receivables, as
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well as any other purposes considered appropriate. We will generally look to a borrower’ s business operations as the principal source
of repayment, but will also require, when appropriate, security interestsin personal property and personal guarantees. In addition, the
majority of commercial loans that are not mortgage |oans are secured by alien on equipment, inventory and other assets of the
commercial borrower. At December 31, 2009, commercia |oans amounted to $74.9 million, or 28.4%, of our total loan portfolio,
excluding for these purposes commercial |oans secured by real estate which are included in the commercial real estate category.

Commercial Real Estate Loans. We originate and maintain a significant amount of commercial real estate loans. At December 31,
2009, our commercial real estate |oans had an average size of $204,000 and the largest 1oan was $4.1 million. Thislending involves
loans secured by multi-family residentia units, income-producing properties and owner-occupied commercial properties. Loan
amounts generally conform to the regulatory |oan-to-value guidelines and amortizations match the economic life of the collateral, with
amaximum amortization schedule of 20 years. Loans secured by commercial real estate are generally subject to a maximum term of
20 years. At December 31, 2009, total commercial real estate |oans amounted to $104.8 million, or 39.7% of our loan portfolio.

Residential Real Estate Loans. We originate residential mortgage loans with either fixed or variable interest rates to borrowers to
purchase and refinance one-to-four family properties. At December 31, 2009, our residential real estate |oans had an average size of
$54,000 and the largest loan was $2.7 million. We also offer home equity loans which are secured by prior liens on the subject
residence. Except for home equity loans and lines of credit, substantially all of our residential real estate loans are secured by afirst
lien on the real estate. Loans secured by residential real estate with variable interest rates will have a maximum term and amortization
schedule of 30 years. Except for five-year fixed rate residential mortgage loans, we sell to the secondary market all of our residential
fixed-rate mortgage loans, thereby reducing our interest rate risk and credit risk. Loans secured by vacant land are generally subject to
amaximum term of five years and a maximum amortization schedule of five years. At December 31, 2009, total residential real estate
loans amounted to $73.2 million, or 27.7% of our loan portfalio.

We provide customers access to long-term conventional real estate |oans through our mortgage loan division, which underwrites loans
that are purchased by unaffiliated third party brokers in the secondary market. We receive fees in connection with the sale of mortgage
loans, with these fees aggregating $317,000 and $278,000 for the years ending December 31, 2009 and 2008, respectively. We do not
retain servicing rights with respect to the secondary market residential mortgage loans that we originate.

Consumer. We make personal loans and lines of credit available to consumers for various purposes, such as the purchase of
automobiles, boats and other recreational vehicles, and the making of home improvements and personal investments. At December 31,
2009, our consumer loans had an average size of $6,000, and the largest loan was $315,000. Consumer |oans generally have shorter
terms and higher interest rates than residential mortgage loans and usually involve more credit risk than mortgage |oans because of the
type and nature of the collateral. Consumer lending
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collections are dependent on a borrower’ s continuing financial stability and are thus likely to be adversely affected by job loss, illness
or personal bankruptcy. In many cases, repossessed collateral for a defaulted consumer loan will not provide an adequate source of
repayment of the outstanding loan bal ance because of depreciation of the underlying collateral. We emphasize the amount of the down
payment, credit quality and history, employment stability and monthly income. These |oans are expected generally to be repaid on a
monthly repayment schedule with the payment amount tied to the borrower’ s periodic income. We believe that the generally higher
yields earned on consumer loans help compensate for the increased credit risk associated with such loans and that consumer loans are
important to our effortsto serve the credit needs of our customer base. At December 31, 2009, total consumer |oans amounted to
$11.0 million, or 4.2% of our loan portfalio.

Loan Underwriting and Approval. We seek to make sound, high quality loans while recognizing that lending money involves a
degree of business risk. Our loan policies are designed to assist usin managing this business risk. These policies provide a general
framework for our loan operations while recognizing that not all risk activities and procedures can be anticipated. Our loan policies
instruct lending personnel to use care and prudent decision making and to seek the guidance of our Vice President, Credit
Administration or our President and Chief Executive Officer where appropriate.

Deposit Services

Our principal source of fundsis core deposits. We offer arange of deposit products and services consistent with the goal of attracting
awide variety of customers, including small- to medium-sized businesses. We actively pursue business checking accounts by offering
competitive rates and other convenient services to our business customers. In some cases, we require business customers to maintain
minimum balances. We offer a deposit pick-up service to our commercial customers that enable these customers to make daily cash
deposits through one of our couriers.

We offer avariety of deposit accounts, including checking accounts, savings accounts, NOW accounts, money market accounts,
sweep accounts, fixed and variable rate IRA accounts, Christmas Club accounts and certificate of deposit accounts.

Other Banking Services

Our retail banking strategy isto offer basic banking products and services that are attractively priced and easily understood by the
customer. We focus on making our products and services convenient and readily accessible to the customer. In addition to banking
during normal business hours, we offer extended drive-through hours, ATMs, and banking by telephone, mail and personal
appointment. We have fifteen ATMs, two of which are located in restricted work-place environments, located within our markets.
We also provide debit cards, credit cards, safekeeping and safe deposit boxes, ACH and other direct deposit services, savings bond
redemptions, cashiers checks, travelers’ checks and letters of credit. We have al so established relationships with correspondent banks
and other independent financial institutions to provide other services requested by customers, including cash management services,
wire transfer services, and loan
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participations where the requested 1oan amount exceeds the lending limits imposed by law or by our policies. We maintain an internet
banking website at www.citizensfirstbank.com, which allows customers to obtain account balances and transfer funds among
accounts. The website also provides online bill payment and electronic delivery of customer statements.

We provide title insurance services to mortgage loan customers for afee and, through third party providers, we offer other insurance
services and trust services and receive afee for referrals. We offer non-deposit investment services and products through an
agreement with a broker-dealer. We earn advisory fees and commissions from the sale of these services and products. The objective
of offering these products and services is to generate fee income and strengthen relationships with our customers.

Competition

The banking business is highly competitive, and we experience competition in our market from many other financial institutions. Our
profitability depends upon our ability to compete in the market areain which our bank offices are located. We compete for deposits,
loans and other banking services generally on the basis of convenient office locations, interest rates, fees and the range of services
offered. We compete with existing area financial institutions other than commercial banks and savings banks, including commercia
bank loan production offices, mortgage companies, insurance companies, consumer finance companies, securities brokerage firms,
credit unions, money market funds and other business entities which have recently entered traditional banking markets.

Our most competitive market areaisin Warren County. As of February 28, 2010, there were 19 financial institutions operating a total
of 57 officesin Warren County. In addition, there are six financial institutions operating atotal of 10 offices in Simpson County, four
institutions operating atotal of six officesin Hart County and seven financial institutions operating 20 officesin Barren County.

Supervision and Regulation

We are subject to extensive state and federal banking laws and regulations that impose restrictions on and provide for general
regulatory oversight of our operations. These laws and regulations are generally intended to protect customers and depositors of the
Bank and not for the protection of the Company or its shareholders. The following summary briefly describes some material
provisions of the regulatory framework which apply to us. It isqualified by reference to the statutory and regulatory provisions
discussed, and is not intended to be a complete list of al the activities regulated by the banking laws or of the impact of such laws and
regulations on our operations.
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We are abank holding company under the Bank Holding Company Act of 1956. As such, we are subject to the supervision,
examination and reporting requirements of the Bank Holding Company Act and the regulations of the Federal Reserve, and we are
required to file periodic reports of our operations and any additional information the Federal Reserve may require.

Acquisitions. A bank holding company must obtain Federal Reserve Board approval before acquiring, directly or indirectly,
ownership or control of more than 5% of the voting stock or al or substantially all of the assets of a bank, merging or consolidating
with any other bank holding company and before engaging, or acquiring a company that is not a bank but is engaged in certain non-
banking activities. Federal law also prohibits a person or group of persons from acquiring “control” of a bank holding company
without notifying the Federal Reserve Board in advance and then only if the Federal Reserve Board does not object to the proposed
transaction. The Federal Reserve Board has established a rebuttable presumptive standard that the acquisition of 10% or more of the
voting stock of a bank holding company with a class of securities registered under the Securities Exchange Act of 1934 would
constitute an acquisition of control of the bank holding company. In addition, any company is required to obtain the approval of the
Federal Reserve Board before acquiring 25% (5% in the case of an acquirer that is a bank holding company) or more of any class of a
bank holding company’ s voting securities, or otherwise obtaining control or a“controlling influence” over a bank holding company.

Permissible Activities. A bank holding company is generally permitted under the Bank Holding Company Act to engage in or acquire
direct or indirect control of more than 5% of the voting shares of any bank, bank holding company or company engaged in any activity
that the Federal Reserve Board determines to be so closely related to banking as to be a proper incident to the business of banking.

Under current federal 1aw, a bank holding company may elect to become afinancial holding company, which enables the holding
company to conduct activities that are “financial in nature.” Activitiesthat are “financial in nature” include securities underwriting,
dealing and market making; sponsoring mutual funds and investment companies; insurance underwriting and agency; merchant
banking activities, and activities that the Federal Reserve Board has determined to be closely related to banking. No regulatory
approva will be required for afinancial holding company to acquire a company, other than a bank or savings association, engaged in
activities that are financial in nature or incidental to activities that are financial in nature, as determined by the Federal Reserve Board.
We have not filed an election to become a financia holding company.

Participation in Capital Purchase Program. In response to the financial crises affecting the banking system and financial markets and
going concern threats to investment banks and other financial institutions, on October 3, 2008, the Emergency Economic
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Stabilization Act of 2008 (the “EESA”) became law. Pursuant to the EESA, the U.S. Treasury was given the authority to, among other
things, purchase up to $700 billion of mortgages, mortgage-backed securities and certain other financia instruments from financia
institutions for the purpose of stabilizing and providing liquidity to the U.S. financial markets.

On October 14, 2008, the Secretary of the Department of the Treasury announced that the Department of the Treasury would purchase
equity stakesin awide variety of banks and thrifts. Under the program, known as the Troubled Asset Relief Program Capital Purchase
Program (the “Capital Purchase Program”), from the $700 billion authorized by the EESA, the Treasury made $250 billion of capital
availableto U.S. financia institutionsin the form of preferred stock. In conjunction with the purchase of preferred stock, the Treasury
received, from participating financial institutions, warrants to purchase common stock with an aggregate market price equal to 15% of
the preferred investment. Participating financial institutions were required to adopt the Treasury’s standards for executive
compensation and corporate governance for the period during which the Treasury holds equity issued under the Capital Purchase
Program.

On December 19, 2008, we sold to the U.S. Treasury 250 shares of Fixed Rate Cumulative Perpetual Preferred Stock, Series A,
having aliquidation amount per share of $35,116, and a warrant to purchase 254,218 shares of our common stock, at an initial per
share exercise price of $5.18, for an aggregate purchase price of $8,779,000. The Series A Preferred Stock pays cumulative dividends
at arate of 5% per year for the first five years and 9% per year thereafter. Pursuant to the terms of the American Recovery and
Reinvestment Act of 2009 (“ARRA”) we may, upon prior consultation with Citizen First’s and the Bank’ s appropriate regulatory
agency redeem the Series A preferred stock at any time. Upon full redemption of the Series A preferred stock, the Treasury
Department will also liquidate the associated warrant. The Series A preferred stock is generally non-voting.

Asaresult of our participation in the Capital Purchase Program, we agreed to various requirements and restrictions imposed on al
participants in the Capital Purchase Program. Among the terms of participation was a provision that the Treasury Department could
change the terms of participation at any time.

The current terms of participation in the Capital Purchase Program include the following:

e Wefiled with the SEC aregistration statement under the Securities Act of 1933 registering for resale the Warrant and any
shares of common stock issuable from time to time upon exercise of the Warrant.

e Aslong asthe Series A preferred stock remains outstanding, unless all accrued and unpaid dividends for al past dividend
periods on the Series A preferred stock are fully paid, we will not be permitted to declare or pay dividends on any common
stock, any junior preferred shares or, generally, any preferred shares ranking pari passu with the Series A preferred stock
(other than in the case of pari passu preferred shares, dividends on a pro rata basis with the Series A
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preferred stock), nor will we be permitted to repurchase or redeem any common stock or preferred shares other than the
Series A preferred stock.

e Unlessthe Series A preferred stock has been transferred to unaffiliated third parties or redeemed in whole, until
December 19, 2011, the Treasury Department’ s approval is required for any increase in common stock dividends or any
share repurchases other than repurchases of the Series A preferred stock, repurchases of junior preferred shares or common
stock in connection with the administration of any employee benefit plan in the ordinary course of business and consistent
with past practice and purchases under certain other limited circumstances.

As arecipient of government funding under the Capital Purchase Program, we must also comply with the executive
compensation and corporate governance standards imposed by the ARRA for so long as the Treasury Department holds any
securities acquired from us. The Treasury Department adopted rules for these standards in June 2009. The standards imposed by
the ARRA include, without limitation, the following:

ensuring that incentive compensation for senior executive officers does not encourage unnecessary and excessive
risks that threaten the value of the financial institution;

any bonus, retention award or incentive compensation paid (or under alegally binding obligation to be paid) to a
senior executive officer based on statements of earnings, revenues, gains or other criteriathat are later proven to be
materially inaccurate must be subject to recovery or “clawback” by us;

we are prohibited from paying or accruing any bonus, retention award or incentive compensation with respect to our
most highly compensated officer, except for certain grants of restricted stock;

severance payments to the senior executive officers or next five most highly-compensated employees, generally
referred to as “ golden parachute” payments, are prohibited, except for payments for services performed or benefits
accrued;

compensation plans that encourage manipulation of reported earnings are prohibited;

the Treasury Department may retroactively review bonuses, retention awards and other compensation previously
paid to a senior executive officer or any of our 20 next most highly-compensated employees that the Treasury
Department finds to be inconsistent with the purposes of the Capital Purchase Program or otherwise contrary to the
public interest;
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e our Board of Directors must establish a company-wide policy regarding excessive or luxury expenditures;

e our proxy statements for annual shareholder meetings must permit a non-binding “say on pay” shareholder vote on
the compensation of executives;

e compensation in excess of $500,000 for each senior executive officer must not be deducted for federal income tax
purposes; and

e we must comply with the executive compensation reporting and recordkeeping requirements established by the
Treasury Department.

The Treasury Department has certain supervisory and oversight duties and responsibilities under the EESA, the Capital Purchase
Program and the ARRA.. Also, the Specia Inspector General for TARP has the duty, among other things, to conduct, supervise and
coordinate audits and investigations of the purchase, management and sale of assets by the Treasury Department under the Capital
Purchase Program, including the Series A preferred stock purchased from us.

Capital Adequacy. We are required to comply with the capital adequacy standards established by the Federal Reserve at the holding
company level, and the FDIC at the bank level. The Federal Reserve has established a risk-based and a leverage measure of capital
adequacy for bank holding companies. The risk-based capital standards are designed to make regulatory capital requirements more
sensitive to differencesin risk profiles among depository institutions and bank holding companies, to account for off-balance sheet
exposure and to minimize disincentives for holding liquid assets. Under the guidelines, specific categories of assets are assigned
different risk weights, based generally on the perceived credit risk of the asset. These risk weights are multiplied by corresponding
asset balances to determine a “risk-weighted” asset base.

The guidelines require a minimum total risk-based capital ratio of 8.0%. At least half of the total capital must be composed of
common equity, retained earnings, senior perpetual preferred stock issued to the U. S. Treasury under the CPP and qualifying
perpetual preferred stock and certain hybrid capital instruments, less certain intangible assets (“Tier 1 capital”). The remainder may
consist of certain subordinated debt, certain hybrid capital instruments, qualifying preferred stock and alimited amount of the
allowance for loan losses (“Tier 2 capital”). Total capital isthe sum of Tier 1 and Tier 2 capital. To be considered well-capitalized
under the risk-based capital guidelines, an institution must maintain a total capital to total risk-weighted assetsratio of at least 10%
and aTier 1 capital to total risk-weighted assets ratio of 6% or greater. As of December 31, 2009, our ratio of total capital to total risk-
weighted assets was 13.79% and our ratio of Tier 1 capital to total risk-weighted assets was 12.54%.

In addition, the Federal Reserve Board has established minimum leverage ratio guidelines for bank holding companies. These
guidelines have adual structure for (i) bank holding companies that meet specified criteria, including having the highest regulatory
rating and implementing the Federal Reserve’s risk-based capital measure for market risk, and (ii) al other bank holding companies,
which are typically smaller.
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We are subject to the latter, under which we are required to maintain aleverageratio of at least 4%. Asof December 31, 2009, our
leverage ratio was 10.52%.

Dividends. We are alegal entity separate and distinct from Citizens First Bank. The mgjority of our revenueis from dividends paid to
us by Citizens First Bank. Statutory and regulatory limitations apply to the Bank’ s ability to pay dividends to us as well asto our
ability to pay dividends to our shareholders. Citizens First Corporation did not pay any dividends to its common shareholdersin 2009.

Under Kentucky law, dividends by Kentucky banks may be paid only from current or retained net profits. The Kentucky Department
of Financial Institutions must approve the declaration of dividendsiif the total dividends to be declared by a bank for any calendar year
would exceed the bank’ s total net profits for such year combined with its retained net profits for the preceding two years, less any
required transfers to surplus or afund for the retirement of preferred stock or debt. We and the Bank are also subject to the Kentucky
Business Corporation Act, which generally prohibits dividends to the extent they result in the insolvency of the corporation from a
balance sheet perspective or in the corporation becoming unable to pay debts as they come due. Citizens First Bank did not pay any
dividends in 2009 and cannot pay dividends without prior approval of the Kentucky Department of Financial Institutions.

In addition to the limitations on our ability to pay dividends under Kentucky law, our ability to pay dividends on our common stock is
also limited by our participation in the Capital Purchase Program. Prior to December 18, 2011, unless we have redeemed the Series A
preferred stock issued to the U.S. Treasury in the Capital Purchase Program, or the U.S. Treasury has transferred the Series A
preferred stock to athird party, the consent of the U.S. Treasury must be received before we can declare or pay any dividend or make
any distribution on our common stock above the amount of our last cash dividend of $0.05 per share. Furthermore, if we are not
current in the payment of quarterly dividends on the Series A preferred stock, we cannot pay dividends on our common stock.
Additionally, the Federal Reserve Bank of St. Louis under certain circumstances may preclude us from paying dividends on our
Series A preferred stock or trust preferred securities. Recent supervisory guidance from the Federal Reserve indicates that Capital
Purchase Program participants that are experiencing financial difficulties generally should eliminate, reduce or defer dividends on Tier
1 capital instruments, including trust preferred, preferred stock or common stock, if the holding company needs to conserve capital for
safe and sound operation and to serve as a source of strength to its subsidiaries.

The payment of dividends by us and the Bank may also be affected by other factors, such as the requirement to maintain adequate
capital above regulatory guidelines. Under the Federal Deposit Insurance Corporation Improvement Act of 1991, a depository
institution may not pay any dividend if payment would cause it to become undercapitalized or if it already is undercapitalized. If,in
the opinion of the FDIC, the Bank was engaged in or is about to engage in an unsafe or unsound practice, the FDIC could require,
after notice and hearing, that the Bank refrain from engaging in the
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practice. The federal banking agencies have indicated that paying dividends that deplete a depository institution’s capital base to an
inadequate level would be an unsafe and unsound banking practice. The federal agencies have issued policy statements that provide
that bank holding companies and insured banks should generally only pay dividends out of current operating earnings.

Restrictions on Transactions with Affiliates. Both the Company and the Bank are subject to the provisions of Section 23A and
Section 23B of the Federal Reserve Act. Section 23A places limits on the amount of a bank’ s loans or extensions of credit to
affiliates, abank’sinvestment in an affiliate, assets a bank may purchase from affiliates, except for real and personal property
exempted by the obligations of affiliates, and a bank’ s guarantee, acceptance or letter of credit issued on behalf of an affiliate.

Section 23B prohibits an institution from engaging in the above transactions with affiliates unless the transactions are on terms
substantially the same, or at least as favorable to the institution or its subsidiaries, as those prevailing at the time for comparable
transactions with nonaffiliated companies.

Support of Subsidiary Institutions. Holding companies must also act as a source of financial strength for and to commit resources to
support their subsidiary banks. This support may be required at times when, absent such Federal Reserve policy, the Company may
not be inclined to provideit. In addition, any capital loans by a bank holding company to any of its banking subsidiaries are
subordinate in right of payment to deposits and to other indebtedness of such banks. In the event of a bank holding company’s
bankruptcy, any commitment by the bank holding company to afederal bank regulatory agency to maintain the capital of a banking
subsidiary will be assumed by the bankruptcy trustee and entitled to a priority of payment.

Citizens First Bank

The Bank is a state bank chartered under the banking laws of the Commonwealth of Kentucky. Asaresult, we are subject to the
supervision, examination and reporting requirements of both the Kentucky Department of Financial Institutions (KDFI) and the FDIC.

We also are subject to numerous state and federal statutes and regulations that affect our business activities and operations, including
restrictions on loan limits, interest rates, “insider” loans to officers, directors, and principal shareholders, tie-in arrangements and
transactions with affiliates, among other things.

Federal and state regulators also have authority to impose substantial sanctions on the Bank and its directors and its directors and
officersif we engage in unsafe or unsound practices, or otherwise fail to comply with regulatory standards. Supervisory agreements,
such as memoranda of understanding entered into with federal and state bank regulators, may also impose requirements and reporting
obligations.
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Branching. With prior regulatory approval and/or notices, as applicable, Kentucky law permits banks based in the state to either
establish new or acquire existing branch offices throughout Kentucky. Our Bank and any other national or state-chartered bank
generally may branch across state lines by merging with banks in other states if allowed by the applicable state’ s laws. Kentucky law
(with limited exceptions) currently permits branching across state lines either through interstate merger or branch acquisition.
Kentucky law does not currently permit an out-of-state bank to branch into Kentucky short of an interstate merger.

FDIC Insurance. The deposits of the Bank are currently insured to the maximum amount allowabl e per depositor through the Deposit
Insurance Fund (DIF) administered by the FDIC. The FDIC implemented a new risk-based insurance premium system effective
January 1, 2007, under which banks are assessed insurance premiums based on how much risk they present to the DIF. Banks with
higher levels of capital and alower degree of supervisory risk are assessed lower premium rates than banks with lower levels of
capital and/or a higher degree of supervisory risk. These premium rates are applied to the average balance of depositsin the prior
quarter. The FDIC may increase or decrease the assessment rate schedule in order to manage the DIF to prescribed statutory target
levels. Anincreasein the assessment rate could have an adverse effect on the Bank’ s earnings, depending on the amount of the
increase.

The Bank opted-in to the FDIC Temporary Liquidity guarantee program effective October 14, 2008. The guarantee program provides
atemporary unlimited guarantee of funds in noninterest bearing transaction accounts. The Bank will be assessed an additional fee for
noninterest bearing account balances greater than $250,000. Normal premium assessment rates were increased by the FDIC in 2009
and were effective based on the March 31, 2009 balances. In addition, a one-time specia assessment of 5 basis points was
implemented in the second quarter of 2009. While not announced, additional FDIC specia assessments may be necessary in future
periods. The FDIC has aso amended 12 CFR Part 327 to require institutions to prepay their estimated quarterly risk-based
assessments for the fourth quarter of 2009, and for all of 2010, 2011, and 2012. The prepaid assessments for these periods were
collected on December 30, 2009. Effective September 30, 2009 the annual assessment for 2011 was increased 3 basis points. The
FDIC may terminate deposit insurance if it determines the institution involved has engaged in or is engaging in unsafe or unsound
banking practices, isin an unsafe or unsound condition or has violated applicable laws, regulations or orders.

Capital Adequacy. Similar to the Federal Reserve Board' s requirements for bank holding companies, the FDIC has adopted risk-
based capital requirements for assessing state non-member banks' capital adequacy. The FDIC’ s risk-based capital guidelines require
that all banks maintain aminimum ratio of total capital to total risk-weighted assets of 8.0% and a minimum ratio of Tier 1 capital to
total risk-weighted assets of 4.0%. To be well-capitalized, a bank must have aratio of total capital to total risk-weighted assets of at
least 10.0% and aratio of Tier 1 capital to total risk-weighted assets of 6.0%. As of December 31, 2009, Citizens First Bank’s ratio of
total capital to total risk-weighted assets was 12.37% and its ratio of Tier 1 capital to total risk-weighted assets was 11.12%. The
FDIC also requires aminimum leverage ratio of 3.0% of Tier 1
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capital to total assets for the highest rated banks and an additional cushion of approximately 100-200 basis points for all other banks,
which will effectively increase the minimum leverage ratio for other banks to 4.0% or 5.0% of Tier 1 capital or more. As of
December 31, 2009, Citizens First Bank’s leverage ratio was 9.38%.

Prompt Corrective Action. The Federal Deposit Insurance Corporation Improvement Act of 1991 (“FDICIA™) established a system of
prompt corrective action to resolve the problems of undercapitalized institutions. Under this system, the federal banking regulators
established five capital categories (well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized, and
critically undercapitalized), into one of which each institution is placed. With respect to ingtitutions in the three undercapitalized
categories, the regulators must take prescribed supervisory actions and are authorized to take other discretionary actions. The severity
of the action depends upon the capital category into which the institution is placed. Generally, subject to a narrow exception, the
banking regulator must appoint areceiver or conservator for an institution that is critically undercapitalized. The federal banking
agencies have specified by regulation the relevant capital level for each category.

Aningtitution that is categorized as undercapitalized, significantly undercapitalized, or critically undercapitalized is required to submit
an acceptable capital restoration plan to its appropriate federal banking agency. A bank holding company must guarantee that a
subsidiary depository institution meets its capital restoration plan, subject to limitations. The controlling bank holding company’s
obligation to fund a capital restoration plan is limited to the lesser of 5% of an undercapitalized subsidiary’ s assets or the amount
required to meet regulatory capital requirements. An undercapitalized institution is also generally prohibited from increasing its
average total assets, making acquisitions, establishing any branches or engaging in any new line of business, except in accordance
with an accepted capital restoration plan or with FDIC approval. The regulations also establish procedures for downgrading an
institution and alower capital category based on supervisory factors other than capital. We believe that the Bank would be considered
“well capitalized” as of December 31, 2009.

Community Reinvestment. The Community Reinvestment Act (“CRA”) requires that the FDIC shall evaluate the record of each
financial institution in meeting the credit needs of itslocal community, including low and moderate-income neighborhoods. These
facts are aso considered in evaluating mergers, acquisitions and applications to open abranch or facility. Failureto adequately meet
these criteria could impose additional requirements and limitations on the Bank. At our last regulatory examination, the Bank
received a“ satisfactory” CRA rating.

Consumer Protection Laws. Citizens First Bank is subject to consumer laws and regulations that are designed to protect consumersin
transactions with banks. While the list set forth herein is not exhaustive, these laws and regulations include the Truth in Lending Act,
the Truth in Savings Act, the Electronic Funds Transfer Act, the Expedited Funds Availability Act, the Equal Credit Opportunity Act,
the Fair Housing Act, the Real Estate Settlement and Procedures Act, the Fair Credit Reporting Act, and the Federal Trade
Commission Act, among others. These laws and regulations mandate certain
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disclosure requirements and regul ate the manner in which financial institutions must deal with customers when taking deposits or
making loans to such customers.

Privacy. Federal law currently contains extensive customer privacy protections provisions. Under these provisions, afinancia
institution must provide to its customers, at the inception of the customer relationship and annually thereafter, the institution’s policies
and procedures regarding the handling of customers' nonpublic personal financial information. These provisions also provide that,
except for certain limited exceptions, an institution may not provide such personal information to unaffiliated third parties unless the
institution discloses to the customer that such information may be so provided and the customer is given the opportunity to opt out of
such disclosure. Federal law makes it a criminal offense, except in limited circumstances, to obtain or attempt to obtain customer
information of afinancial nature by fraudulent or deceptive means.

USA Patriot Act. The USA PATRIOT Act of 2001 (the “Patriot Act”) contains anti-money laundering measures affecting insured
depository institutions, broker-dealers and certain other financial institutions. Under the Patriot Act, financial institutions are subject to
prohibitions against specified financia transactions and account relationships as well as enhanced due diligence and “know your
customer” standards in their dealings with foreign financial institutions and foreign customers. In addition, the Patriot Act authorizes
the Secretary of the Treasury to adopt rules increasing the cooperation and information sharing between financial institutions,
regulators, and law enforcement authorities regarding individuals, entities and organizations engaged in, or reasonably suspected
based on credible evidence of engaging in, terrorist acts or money laundering activities. The Bank currently has policies and
procedures in place designed to comply with the Patriot Act.

Proposed L egislation and Regulatory Action

New regulations and statutes are regularly proposed that contain wide-ranging proposals for altering the structures, regulations and
competitive relationships of the nation’ s financial institutions. We cannot predict whether or in what form any proposed regulation or
statute will be adopted or the extent to which our business may be affected by any new regulation or statute. With the enactments of
EESA and AARA and the significant amount of legislation currently proposed in Congress that will affect financial institutions, the
nature and extent of the future legidative and regulatory changes affecting financial institutionsis very unpredictable at this time.

Effects of Governmental Policies and Economic Conditions

Our earnings are affected by domestic economic conditions and the monetary and fiscal policies of the United States government, and
itsagencies. The Federal Reserve’ s monetary policies have had, and are likely to continue to have, an important impact on the
operating results of commercia banks through the Federal Reserve’ s statutory power to implement national monetary policy in order,
among other things, to curb inflation or combat arecession. The Federal Reserve, through its monetary and fiscal
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policies, affects the levels of bank loans, investments and deposits through its control over the issuance of United States government
securities, its regulation of the discount rate applicable to member banks and its influence over reserve regquirements to which member
banks are subject. We cannot predict the nature and impact of future changesin monetary or fiscal policies.

Available Information

We file reports with the SEC including our annual report on Form 10-K, quarterly reports on Form 10-Q, current event reports on
Form 8-K and proxy statements, as well as any amendments to those reports. The public may read and copy any materials the
Registrant files with the SEC at the SEC’ s Public Reference Room at 100 F Street, NE, Washington, DC 20549. The public may
obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an
internet site that contains reports, proxy and information statements and other information regarding issuers that file electronically
with the SEC at http://www.sec.gov . Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and amendments to those reports filed or furnished pursuant to section 13(a) or 15(d) of the Exchange Act are accessible at no cost on
our web site at http://www.citizensfirstbank.com, under the Investors Relations section, once they are electronically filed with or
furnished to the SEC. A shareholder may also request a copy of our Annual Report or Form 10-K free of charge upon written request
to: Chief Financial Officer, Citizens First Corporation, 1065 Ashley Street, Bowling Green, Kentucky 42103.

Item 1A. Risk Factors

There are factors, many beyond our control, which may significantly change the results or expectations of our Company. Some of
these factors are described below.

Current market devel opments could continue to adversely affect our industry, business, and results of operations.

We are operating in a challenging and uncertain economic environment, including generally uncertain conditions nationally and
locally in our markets. Financial institutions continue to be affected by declinesin the real estate market that have negatively impacted
the credit performance of mortgage, construction and commercial rea estate loans and resulted in significant write-downs of assets by
many financial institutions. Concerns over the stability of the financial markets and the economy have resulted in decreased lending by
financial ingtitutions to their customers and to each other. We retain direct exposure to the residential and commercia real estate
markets, and we are affected by these events. Continued declines in real estate values, home sales volumes and financial stresson
borrowers as aresult of the uncertain economic environment, including job losses, could have an adverse affect on our borrowers
and/or their customers, which could adversely affect our business, financial condition and results of operations.
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In particular, we face the following risks in connection with these events:

e Further declinesin the housing market and the increased volatility of the stock market may adversely affect consumer
confidence and may cause adverse changes in loan payment patterns, causing increases in delinquencies and default rates.

e The processes we use to estimate probable losses and impai rment of assets, including investment securities, may no longer
be reliable because they rely on complex judgments, including forecasts of economic conditions, which may no longer be
capable of accurate estimation.

e Declinesin consumer confidence could aso result in withdrawal of deposit funds by consumers, negatively impacting our
liquidity.

e Wemay be required to pay increasingly higher FDIC premiums because of the increased deposit coverage and the closure of
other financial institutions could deplete the insurance fund of the FDIC.

As each of the above conditions continues to exist or worsen, we could experience continuing or increased adverse effects on our
financial condition.

Current levels of market volatility are unprecedented.

The capital and credit markets have been experiencing volatility and disruption for more than ayear. In recent months, the volatility
and disruption has reached unprecedented levels. 1n some cases, the markets have produced downward pressure on stock prices and
credit availability for certain issuers without regard to those issuers’ underlying financial strength. If current levels of market
disruption and volatility continue or worsen, there can be no assurance that we will not experience further adverse effects, which may
be material, on our ahility to access capital and on our business, financial condition and results of operations.

Since our businessis primarily concentrated in the southcentral Kentucky area, a downturn in the local economy may adversely
affect our business,

Our lending and deposit gathering activities have been historically concentrated primarily in the southcentral Kentucky area and our
success depends on the general economic condition of the area. Adverse changes in the regional and general economic conditions
could reduce our growth rate, impair our ability to collect loans, increase loan delinquencies, increase problem assets and foreclosure,
increase claims and lawsuits, decrease the demand for the Bank’ s products and services, and decrease the value of collateral for loans,
especialy real estate, thereby having amaterial adverse effect on our financial condition and results of operations.
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Our allowance for loan losses may prove to be insufficient to absorb potential lossesin our loan portfolio.

Lending money is asubstantial part of our business. However, every loan we make carries a certain risk of non-payment. Thisrisk is
affected by, among other things:

e cash flow of the borrower and/or the project being financed;

e inthecase of acollateralized loan, the changes and uncertainties as to the future value of the collateral;
e thecredit history of aparticular borrower;

e changesin economic and industry conditions; and

e theduration of the loan.

We maintain an allowance for loan losses that we believe is a reasonabl e estimate of known and inherent losses within the loan
portfolio. We make various assumptions and judgments about the collectability of our loan portfolio. Through a periodic review and
consideration of the loan portfolio, management determines the amount of the allowance for loan losses by considering general market
conditions, credit quality of the loan portfolio, the collateral supporting the loans and performance of customers relative to their
financial obligations with us. The amount of future losses is susceptible to changes in economic, operating and other conditions,
including changes in interest rates, which may be beyond our control, and these |osses may exceed current estimates. Growing loan
portfolios are, by their nature, unseasoned. As a result, estimating loan loss allowances for growing portfolios is more difficult, and
may be more susceptible to changesin estimates, and to losses exceeding estimates, than more seasoned portfolios. We cannot fully
predict the amount or timing of losses or whether the loss allowance will be adequate in the future. Excessive loan losses and
significant additions to our allowance for loan losses could have a material adverse impact on our financial condition and results of
operations.

In addition, bank regulators periodically review our alowance for loan losses and may require us to increase our provision for loan
losses or recognize further loan charge-offs. Any increase in our allowance for loan losses or loan charge-offs as required by these
regulatory authorities might have a material adverse effect on our financial condition and results of operations.

Our loan portfolio possessesincreased risk due to our relatively high concentration of loans collateralized by real estate.

Approximately 67.4% of our loan portfolio as of December 31, 2009 was comprised of loans collateralized by real estate. Further
adverse changes in the economy affecting values of real estate generally or in our primary market specifically could significantly
impair the value of our collateral and our ability to sell the collateral upon foreclosure. Thereal estate collateral provides an dternate
source of repayment in the event of default by the borrower and may deteriorate in value during the time the credit is extended. If real
estate values decline, it is also more likely that we would be required to
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increase our allowance for loan losses. If during a period of reduced real estate values we are required to liquidate the collateral
securing aloan to satisfy the debt or to increase our allowance for loan losses, it could materially reduce our profitability and
adversely affect our financial condition.

Our operations depend upon our continued ability to access Federal Home Loan Bank advances.

Due to the high level of competition for depositsin our market, we utilize advances from the Federal Home L oan Bank of Cincinnati
to help fund our asset base. Federal Home Loan Bank advances may generally be more sensitive to changesin interest rates and
volatility in the capital markets than retail deposits attracted through our branch network, and our reliance on these sources of funds
increases the sensitivity of our portfolio to these external factors. At December 31, 2009, we had $11.5 million in Federal Home Loan
Bank advances.

Federal Home Loan Bank advances are only available to borrowers that meet certain conditions. If the Bank were to cease meeting
these conditions, our access to Federal Home Loan Bank advances could be significantly reduced or eliminated.

We rely on these sources of funds because we believe that generating funds through Federal Home Loan Bank advances in many
instances decreases our cost of funds, relative to the cost of generating and retaining retail deposits through our branch network. If our
access to Federal Home Loan Bank advances were reduced or eliminated for whatever reason, the resulting decrease in our net interest
income or limitation on our ability to fund additional loans would adversely affect our business, financial condition and results of
operations.

Certain Federal Home Loan Banks have experienced lower earnings from time to time and paid out lower dividends to its members.
Future problems at the Federal Home L oan Banks may impact the collateral necessary to secure borrowings and limit the borrowings
extended to its member banks, as well as require additional capital contributions by its member banks. Should this occur, our short
term liquidity needs could be negatively impacted. Should we be restricted from using Federal Home Loan Bank advances due to
weakness in the system or with the Federal Home Loan Bank, we may be forced to find aternative funding sources. These alternative
funding sources may include seeking lines of credit with third party banks or the Federal Reserve Bank, borrowing under repurchase
agreement lines, increasing deposit rates to attract additional funds, accessing brokered deposits, or selling certain investment
securities categorized as available-for-sale in order to maintain adequate levels of liquidity.

I mpairment of goodwill and/or intangible assets could require charges to earnings, which could result in a negative impact on our
results of operations.

Goodwill arises when abusinessis purchased for an amount greater than the net fair value of its assets. We recognized goodwill as an
asset on our balance sheet in connection with our acquisition of KBC (see Note 5 “Goodwill and Intangible Assets’ of the Notes to the
Consolidated Financial Statementsin Item 8 hereof). When an
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intangible asset is determined to have an indefinite useful life, it is not amortized, and instead is evaluated for impairment. We
evaluate goodwill and intangibles for impairment at least annually by comparing fair value to carrying amount. We recorded a
goodwill impairment during 2008 but determined that goodwill was not further impaired during 2009. However, a significant and
sustained decline in our stock price and market capitalization, a significant decline in our expected future cash flows, a significant
adverse change in the business climate, slower growth rates or other factors could result in future impairment of goodwill or other
intangible assets. If we were to conclude that a future write-down of our goodwill or intangible assets is necessary, then we would
record the appropriate charge to earnings, which could be materially adverse to our results of operations and financial position.

The Company’s securities portfolio performancein difficult market conditions could have adverse effects on the Company’'s
results of operations.

Under U.S. generally accepted accounting principles, we are required to review our investment portfolio periodically for the presence
of other-than-temporary impairment of its securities, taking into consideration current market conditions, the extent and nature of
change in fair value, issuer rating changes and trends, volatility of earnings, current analysts’ evaluations, our intent to sell or
determination that we will not be required to sell investments until arecovery of fair value, aswell as other factors. Adverse
developments with respect to one or more of the foregoing factors may require us to deem particular securities to be other-than-
temporarily impaired, with the credit loss recognized as a charge to earnings. Recent market volatility has made it extremely difficult
to value certain of our securities. Subsequent valuations, in light of factors prevailing at that time, may result in significant changesin
the values of these securitiesin future periods. Any of these factors could require us to recognize further impairmentsin the value of
our securities portfolio, which may have an adverse effect on our results of operationsin future periods.

Our future success is dependent on our ability to compete effectively in the highly competitive banking industry.

We face substantial competition in all phases of our operations from a variety of different competitors. Our future growth and success
will depend on our ability to compete effectively in this highly competitive environment. To date, we have grown our business by
focusing on our geographic market and emphasizing the high level of service and responsiveness desired by our customers. We
compete for loans, deposits and other financial services with other commercial banks, thrifts, credit unions, consumer finance
companies, insurance companies and brokerage firms. Many of our competitors offer products and services which we do not offer, and
many have substantially greater resources, name recognition and market presence that benefit them in attracting business. In addition,
larger competitors may be able to price loans and deposits more aggressively than we do, and smaller and newer competitors may also
be more aggressive in terms of pricing loan and deposit products than usin order to obtain alarger share of the market. Some of the
financial institutions and financial services organizations with which we compete are not subject to the same degree of regulation asis
imposed on bank holding companies, federally insured state-chartered
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banks and national banks and federal savings banks. As aresult, these non-bank competitors have certain advantages over usin
accessing funding and in providing various services.

We also experience competition from avariety of institutions outside of our market area. Some of these institutions conduct business
primarily over the Internet and may thus be able to realize certain cost savings and offer products and services at more favorable rates
and with greater convenience to the customer.

Our business may be adversely affected by the highly regulated environment in which we operate, including the various capital
adequacy guidelines we are required to meet.

We are subject to extensive federal and state legislation, regulation, examination and supervision. Recently enacted, proposed and
future legidlation and regulations have had, will continue to have, or may have a material adverse effect on our business and
operations. Our success depends on our continued ability to maintain compliance with these regulations. Some of these regulations
may increase our costs and thus place other financial institutions in stronger, more favorable competitive positions. We cannot predict
what restrictions may be imposed upon us with future legislation.

We and the Bank are required to meet certain regulatory capital adequacy guidelines and other regulatory requirements imposed by
the FRB, the FDIC and the Kentucky Department of Financia Institutions. If we or the Bank fail to meet these minimum capital
guidelines and other regulatory requirements, our financial condition and results of operations could be materially and adversely
affected.

If we are unable to redeem the Series A preferred stock after five years, the cost of this capital to uswill increase substantially.

If we do not redeem the Series A preferred stock prior to December 19, 2013, the cost of this capital to uswill increase substantially
on that date, from 5.0% per annum to 9.0% per annum. Depending on our financial condition at the time, this increase in the annual
dividend rate on the Series A preferred stock could have a material negative effect on our liquidity.

We may be adversely affected by further increasesin FDIC insurance or special assessments.

Our earnings, liquidity, and capital may be affected by FDIC assessments. In February 2009, the FDIC adopted an interim

rule increasing insurance assessments and al so proposed a special 20 basis point one-time emergency specia assessment. The
proposed 20 basis point assessment was changed to 5 basis points and was based on total assets rather than deposits. This special
assessment was paid September 30, 2009. The FDIC has the ability to require additional special assessments if determined necessary.
In November 2009, the FDIC issued afinal rule requiring banks to prepay their estimated quarterly risk-based assessments for the
fourth quarter of 2009 and for all of 2010, 2011 and 2012. These prepayments were collected on December 30, 2009
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along with the regular assessment for the third quarter of 2009. Along with this prepayment, insurance rates were increased three
basis points beginning with 2011. These steps were taken as an aternative to requiring additional special assessments during 2009.
Should the condition of the banking industry continue to decline, it is possible that the FDIC could increase rates further or assess
additional emergency assessments and those increases or assessments could materially affect our reported earnings, liquidity or
capital.

There can be no assurance that recent legidative and regulatory initiatives to address difficult market and economic conditions
will stabilize the United States banking system and the enactment of these initiatives may significantly affect our financial
condition, results of operations, liquidity or stock price.

In 2008 and continuing into 2009, governments, regulators and central banks in the United States and worldwide have taken numerous
stepsto increase liquidity and to restore investor confidence, but asset values have continued to decline and access to liquidity
continues to be very limited.

The EESA authorized the Treasury Department to, among other things, purchase up to $700 million of mortgages, mortgage-backed
securities and certain other financial instruments from financia institutions and their holding companies. The purpose of EESA isto
restore confidence and stability to the United States banking system and to encourage financial institutions to increase their lending to
customers and to each other. Under the Capital Purchase Program, the Treasury Department is purchasing equity securities from
participating institutions. For more information regarding our participation in the Capital Purchase Program, see the discussion under
the caption “Participation in Capital Purchase Program” in “Item 1—Business’ of thisreport. The EESA a so increased federal deposit
insurance on most deposit accounts from $100,000 to $250,000 until the end of 2013. The ARRA, which was signed into law on
February 17, 2009, includes awide array of programs intended to stimulate the economy and provide for extensive infrastructure,
energy, health and education needs. The failure of these significant legidlative measures to help stabilize the financial markets and a
continuation or worsening of current financial market conditions could materially and adversely affect our business, financial
condition, results of operations, access to credit or the trading price of our common stock.

The EESA and the ARRA followed, and have been followed by, numerous actions by the Federal Reserve, the United States
Congress, the Treasury Department, the FDIC, the SEC and others to address the current liquidity and credit crisis that has followed
the sub-prime mortgage market meltdown that began in 2007. These measures include homeowner relief that encourages loan
restructuring and modification; the establishment of significant liquidity and credit facilities for financial institutions and investment
banks; the lowering of the federal funds rate; emergency action against short selling practices; atemporary guaranty program for
money market funds; the establishment of a commercia paper funding facility to provide back-stop liquidity to commercial paper
issuers; and coordinated international efforts to address illiquidity and other weaknesses in the banking sector. The purpose of these
legidative and regulatory actionsis to stabilize the United States banking system. The EESA, the ARRA and the
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other regulatory initiatives described above may not have their desired effects. If the volatility in the markets continues and economic
conditions fail to improve or worsen, our business, financial condition and results of operations could be materially and adversely
affected.

We may be adversely affected by interest rate changes.

Our earnings are largely dependent upon our net interest income. Net interest income is the difference between interest income earned
on interest-earning assets such as loans and securities and interest expense paid on interest-bearing liabilities such as deposits and
borrowed funds. Interest rates are highly sensitive to many factors that are beyond our control, including general economic conditions
and policies of various governmental and regulatory agencies, in particular, the Federal Reserve. Changes in monetary policy,
including changesin interest rates, could influence not only the interest we receive on loans and securities and the amount of interest
we pay on deposits and borrowings, but such changes could also affect (i) our ability to originate |loans and obtain deposits, (ii) the fair
value of our financial assets and liabilities, and (iii) the average duration of our loan and mortgage-backed securities portfolios. If the
interest rates paid on deposits and other borrowings increase at a faster rate than the interest rates received on loans and other
investments, our net interest income, and therefore earnings, could be adversely affected. Earnings could also be adversely affected if
the interest rates received on loans and other investments fall more quickly than the interest rates paid on deposits and other
borrowings.

We generally seek to maintain aneutral position in terms of the volume of assets and liabilities that mature or re-price during any
period. As such, we have adopted asset and liability management strategies to attempt to minimize the potential adverse effects of
changes in interest rates on net interest income, primarily by atering the mix and maturity of loans, investments and funding sources,
so that it may reasonably maintain its net interest income and net interest margin. However, interest rate fluctuations, the level and
shape of the interest rate yield curve, loan prepayments, loan production and deposit flows are constantly changing and influence the
ability to maintain a neutral position. Accordingly, we may not be successful in maintaining a neutral position and, as aresult, our net
interest margin may be adversely impacted.

We may elect or be compelled to seek additional capital in the future, but that capital may not be available when it is needed.

We are required by federal and state regulatory authorities to maintain adequate levels of capital to support our operations. In
addition, we may elect to raise additional capital to support our business or to finance acquisitions, if any, or we may otherwise elect
or be required to raise additional capital. In that regard, a number of financial institutions have recently raised considerable amounts
of capital in response to deterioration in their results of operations and financial condition arising from the turmail in the mortgage
loan market, deteriorating economic conditions, declinesin real estate values and other factors. Our ability to raise additional capital,
if needed, will depend on conditions in the capital markets, economic conditions and a number of other factors, many of which are
outside our control, and on our financial performance. Accordingly, we cannot assure
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you of our ability to raise additional capital if needed or on terms acceptable to us. If we cannot raise additional capital when needed,
it may have amaterial adverse effect on our financial condition, results of operations and prospects.

Our exposure to operational risks may adversely affect us.

Similar to other financial institutions, we are exposed to many types of operational risk, including reputational risk, legal and
compliancerisk, the risk of fraud or theft by employees or outsiders, the risk that sensitive customer or company data is compromised,
unauthorized transactions by employees or operational errors, including clerical or record-keeping errors. If any of these risks occur, it
could result in material adverse consequences for us.

We continually encounter technological change, and we may have fewer resources than many of our competitorsto continueto
invest in technological improvements.

The financial servicesindustry is undergoing rapid technological changes, with frequent introductions of new technology-driven
products and services. In addition to better serving customers, the effective use of technology will increase efficiency and will enable
financial institutions to reduce costs. Our future success will depend, in part, upon our ability to address the needs of our clients by
using technology to provide products and services that will satisfy client demands for convenience, as well as to create additional
efficienciesin our operations. Many of our competitors have substantially greater resources to invest in technological improvements.
We may not be able to effectively implement new technol ogy-driven products and services or be successful in marketing these
products and services to our clients.

Asaservice to our clients, we currently offer an Internet PC banking product. Use of this service involves the transmission of
confidential information over public networks. We cannot be sure that advances in computer capabilities, new discoveriesin the field
of cryptography or other developments will not result in acompromise or breach in the commercially available encryption and
authentication technology that we use to protect our clients' transaction data. If we were to experience such a breach or compromise,
we could suffer losses and our operations could be adversely affected.

Our accounting policies and methods impact how we report our financial condition and results of operations. Application of these
policies and methods may require management to make estimates about mattersthat are uncertain.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results of operations.
Our management must exercise judgment in selecting and applying many of these accounting policies and methods so they comply
with U.S. generally accepted accounting principles and reflect management’ s judgment of the most appropriate manner to report our
financial condition and results of operations. In some cases, management must select the accounting policy or method to apply from
two or more aternatives, any of which might be reasonable under the circumstances yet might result in our reporting materially
different amounts than would
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have been reported under a different alternative. For a description of our significant accounting policies, see Note 1 of the Notesto
Consolidated Financial Statements. These accounting policies are critical to presenting our financia condition and results of
operations. They may require management to make difficult, subjective or complex judgments about matters that are uncertain.
Materialy different amounts could be reported under different conditions or using different assumptions.

Changes in accounting standards could materially impact our consolidated financial statements.

The accounting standard setters, including the Financial Accounting Standards Board, SEC and other regulatory bodies, from time to
time may change the financial accounting and reporting standards that govern the preparation of our consolidated financial statements.
These changes can be hard to predict and can materially impact how we record and report our financial condition and results of
operations. In some cases, we could be required to apply anew or revised standard retroactively, resulting in changes to previously
reported financial results, or a cumulative charge to retained earnings.

Our internal controls may be ineffective.

Weregularly review and update our internal controls, disclosure controls and procedures and corporate governance policies and
procedures. As aresult, we may incur increased costs to maintain and improve our controls and procedures. Any system of controls,
however well designed and operated, is based in part on certain assumptions and can provide only reasonable, not absolute, assurances
that the objectives of the system are met. Any failure or circumvention of our controls or procedures or failure to comply with
regulations related to controls and procedures could have a material adverse effect on our business, results of operations or financial
condition.

Werely on dividends from the Bank for substantially all of our revenue.

Citizens First Corporation receives substantially all of its revenue as dividends from the Bank. Federal and state regulations limit the
amount of dividends that the Bank may pay to Citizens First. In the event the Bank becomes unable to pay dividendsto Citizens First,
Citizens First may not be able to service its debt, pay its other obligations or pay dividends on our preferred stock or our common
stock. Accordingly, our inability to receive dividends from the Bank could also have a material adverse effect on our business,
financial condition and results of operations. Because of losses incurred, the Bank may not pay dividends to the Company without
first obtaining regulatory approval.

A small number of customers account for a large percentage of our total deposits.

At December 31, 2009, our ten largest deposit customers accounted for approximately $28.5 million, or 9.9%, of total deposits. If one
or more of these customers move their deposits, our net income may be adversely impacted as aresult of decreased levels of
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liquidity with which to fund growth in our interest earning assets.
Werely on certificates of deposit in excess of $100,000 for a significant portion of our deposit funding.

At December 31, 2009, $78.7 million, or 27.3% of total deposits, consisted of certificates of deposit in excess of $100,000. These
depositors tend to be more active in shopping for better interest rates and therefore are either likely to move their deposits or require
active repricing to market. In either event, our net income may be adversely impacted as aresult of decreased levels of liquidity with
which to fund growth in our interest earning assets or increased interest expense.

Efforts to comply with the Sarbanes-Oxley Act will involve significant expenditures, and non-compliance with the Sarbanes-Oxley
Act may adversely affect us.

The Sarbanes-Oxley Act of 2002, and the related rules and regulations promulgated by the Securities and Exchange Commission that
are now applicable to us, have increased the scope, complexity and cost of corporate governance, reporting and disclosure practices.
We have experienced, and we expect to continue to experience, greater compliance costs, including costs related to internal controls,
as aresult of the Sarbanes-Oxley Act. Although our external auditors are not required to attest on our internal controls over financial
reporting until 2010 (extended during 2009), we expect these new rules and regulations to continue to increase our accounting, legal
and other costs, and to make some activities more difficult, time consuming and costly. Inthe event that we are unable to maintain or
achieve compliance with the Sarbanes-Oxley Act and related rules, we may be adversely affected.

If we identify significant deficiencies or material weaknessesin our internal control over financia reporting that we cannot remediate
in atimely manner, or if we are unable to receive a positive attestation from our independent registered public accounting firm with
respect to our internal control over financia reporting, the trading price of our common stock could decline, our ability to obtain any
necessary equity or debt financing could suffer, and, our common stock could ultimately be delisted from the NASDAQ Global
Market. In thisevent, theliquidity of our common stock would be severely limited and the market price of our common stock would
likely decline significantly.

The declinein fair value of our stock could adversely affect our ability to raise capital, dilute current shareholders' ownership or
make it more expensive to raise capital.

The decline in the market prices of financial stocksin general, and our stock in particular, could make it more expensive for usto raise
capita in the public or private markets. In many situations, our Board of Directors has the authority, without any vote of our
shareholders, to issue shares of our authorized but unissued securities. In the future, we may issue additional securities, through public
or private offerings, in order to raise additional capital. Any such issuance of common stock at current trading prices would
significantly dilute the ownership of our current shareholders because we would
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have to issue more shares than if we had raised the same amount of capital when our share price was higher. A declinein our
performance could adversely impact our stock price and the level of interest in an equity offering making it more difficult or
expensive to attract investors' interest. In the case of a debt offering, it could also result in a higher cost of funds, which could
negatively impact our future earnings.

Because of our participation in the Capital Purchase Program, we are subject to several restrictions including restrictions on our
ability to declare or pay dividends and repurchase our shares aswell as restrictions on compensation paid to our executive officers.

Our ability to declare or pay dividends on any of our sharesis limited. Specifically, we are unable to declare or pay dividends on our
common stock or pari passu preferred shares if we are in arrears on the payment of dividends on the Series A preferred stock. Further,
we are not permitted to increase dividends on our common stock above the amount of our last cash dividend of $0.05 per share
without the Treasury Department’ s approval until December 19, 2011, unless all of the Series A preferred stock has been redeemed or
transferred by the Treasury Department to unaffiliated third parties. In addition, our ability to repurchase shares of our common stock
isrestricted. The consent of the Treasury Department generally is required for us to make any stock repurchase (other than purchases
of Series A preferred stock or purchases of junior preferred shares or common stock in connection with the administration of any
employee benefit plan in the ordinary course of business and consistent with past practice) until December 19, 2011, unless all of the
Series A preferred stock has been redeemed or transferred by the Treasury Department to unaffiliated third parties. Further, our
common stock or pari passu preferred shares may not be repurchased if we are in arrears on the payment of Series A preferred stock
dividends.

As arecipient of government funding under the Capital Purchase Program, we must comply with the executive compensation and
corporate governance standards imposed by the ARRA for so long as the Treasury Department holds any securities acquired from us
excluding any period during which the Treasury Department holds only the Warrant. These standards include (but are not limited to)
(i) ensuring that incentive compensation plans and arrangements for senior executive officers do not encourage unnecessary and
excessive risks that threaten our value; (i) required clawback of any bonus, retention award or incentive compensation paid (or under
alegally binding obligation to be paid) to a senior executive officer based on materially inaccurate financial statements or other
materially inaccurate performance metric criterig; (iii) prohibitions on making golden parachute payments to senior executive officers,
except for payments for services performed or benefits accrued; (iv) prohibitions on paying or accruing any bonus, retention award or
incentive compensation with respect to our President, except for certain grants of restricted stock; (v) prohibitions on compensation
plans that encourage manipulation of reported earnings; (vi) retroactive review of bonuses, retention awards or other compensation
that the Treasury Department finds to be inconsistent with the purposes of the Capital Purchase Program or otherwise contrary to the
public interest; (vii) required establishment of a company-wide policy regarding “excessive or luxury expenditures’; (viii) inclusionin
our proxy statements for annual shareholder meetings of a non-binding “say on pay” shareholder vote on the
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compensation of executives; and (ix) agreement not to claim a deduction, for federal income tax purposes, for compensation paid to
any of the senior executive officers in excess of $500,000 per year.

The Series A preferred stock impacts net income available to holders of our common stock and earnings per share of our common
stock, and the Warrant we issued to the Treasury Department may be dilutive to holders of our common stock.

While the additional capital we raised through our participation in the Capital Purchase Program provided further funding to our
business, it has increased our equity aswell as our preferred dividend requirements. Warrants issued could potentially dilute earnings
for shares of common stock currently outstanding. The dividends declared and the accretion of discount on the Series A preferred
stock reduces the net income available to holders of our common stock and our earnings per share. The Series A preferred stock also
receives preferential treatment in the event of our liquidation, dissolution or winding up. Additionally, the ownership interest of the
existing holders of our common stock will be diluted to the extent the Warrant we issued to the Treasury Department is exercised.

The common stock underlying the Warrant represents approximately 11.4% of the shares of our common stock outstanding as of
December 31, 2009. Although the Treasury Department has agreed not to vote any of the common stock it receives upon exercise of
the Warrant, a transferee of any portion of the Warrant or of any common stock acquired upon exercise of the Warrant is not bound by
thisrestriction.

Item 1B. Unresolved Staff Comments. None.
Item 2. Properties

We currently operate from a nine office network in Warren, Simpson, Barren and Hart Counties, Kentucky.

Type of Office L ocation L eased or Owned

Corporate Office 1065 Ashley Street Owned
Bowling Green, Kentucky

Main Office 1805 Campbell Lane Leased (1)
Bowling Green, Kentucky

Branch 987 Lehman Avenue Owned
Bowling Green, Kentucky

Branch 1200 S. Main Street Owned
Franklin, Kentucky

Branch 2451 Fitzgerald-Industrial Drive Owned
Bowling Green, Kentucky
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Type of Office

L ocation

L eased or Owned

Branch

Branch

Branch

Branch

Branch

Branch

705 N. Main Street
Franklin, Kentucky

204 East Main Street
Horse Cave, Kentucky

760 West Cherry
Glasgow, Kentucky

607 SL Rogers Well Blvd
Glasgow, KY

656 North Main Street
Munfordville, Kentucky

113 West Public Square
Glasgow, Kentucky

(1) We sold this branch in the fourth quarter of 2006 to an unrelated party and leased it back.

(2) We closed this office at the end of January 2010.

Owned(2)

Owned

Owned

Leased

Leased

Leased(2)

We also own properties located at 2900 Louisville Road, Bowling Green and on Gator Drive in Bowling Green which may be used for

future branch expansion.

Item 3. Legal Proceedings

In the opinion of management, there is no proceeding pending or, to the knowledge of management, threatened, in which an adverse
decision could result in amaterial adverse change in the consolidated financial condition or results of operations of the Company.

Item 4. Submission of Mattersto a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of the fiscal year ended December 31, 2009.
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Part 11
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Equity Securities
The common stock of the Company istraded in the NASDAQ Global Market under the symbol “CZFC.” Trading volumein the
Company’s common stock islight. Asof March 24, 2010, there were approximately 850 shareholders, including 152 shareholders

and approximately 698 beneficial owners whose shares are held in “street” name by securities brokers-dealers or other nominees.

The following table shows the reported high and low sales price for the periods:

2009 High Low

Fourth Quarter $ 872 $ 3.75
Third Quarter 5.50 4.00
Second Quarter 5.85 351
First Quarter 4.44 371
2008 High Low

Fourth Quarter $ 650 $ 355
Third Quarter 8.15 5.96
Second Quarter 10.00 7.80
First Quarter 10.40 8.25

No cash dividends were paid on common stock during 2009. We paid a cash dividend of $0.05 per share on our common stock in
June and December of 2008. Dividends on common stock will be payable in the future at the discretion of the Board of Directors,
subject to certain restrictions discussed below and in our financial statements. Quarterly dividends are payable on our cumulative
perpetua preferred stock, prior and in preference to the payment of dividends on our common stock, at an annual fixed rate of 6.5%.
Quarterly dividends are payable on our Series A preferred stock, prior and in preference to the payment of dividends on our common
stock , and pari passu with the
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payment of dividends on our cumulative perpetual preferred stock, at an annual fixed rate of 5.0% through December 18, 2013 and at
the rate of 9% thereafter.

Our ahility to pay dividends depends on the ability of our subsidiary, Citizens First Bank, to pay dividendsto us. The Bank is subject
to certain restrictions on the amount of dividends that it may declare without prior regulatory approval. Under Kentucky law, the
Bank may pay dividends only from current or retained net profits. Prior regulatory approval is required to pay dividends which
exceed the Bank’ s net profits for the current year plusits retained net profits for the preceding two calendar years. State and federal
regulatory authorities also have authority to prohibit the Bank from paying dividendsif they deem such payment to be an unsafe or
unsound practice. See “Business-Supervision and Regulation.”

The Company’ s 401(K) plan offers employees the opportunity to invest contributionsin a fund consisting primarily of the Company’s
common stock. As of December 31, 2009, the common stock fund held 17,905 shares of Company common stock.

The following table sets forth certain information as of December 31, 2009, regarding Company compensation plans under which
equity securities of the Company are authorized for issuance.

Equity Compensation Plan I nfor mation

Number of Securities

Number of Remaining Available
Securities for
Tobelssued Upon Weighted-aver age Futur e I ssuance under
Exer cise of Exercise Price of equity compensation
Outstanding Outstanding plans
Options, Options, Warrants (excluding securities
Warrantsand Rights and Rights reflected in Column a)
Plan Category (a) (b) (©
Equity compensation plans approved by security holders 91,260 $ 15.22 83,486
Equity compensation plans not approved by security holders 0 0.00 0
E— 91,260 $ 15.22 83,486

Item 6. Selected Financial Data. Not Applicable.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysisidentifies significant factors that have affected our financial position and operating results
during the periods included in the accompanying financial statements. We encourage you to read this discussion and analysisin
conjunction with Item 8 “Financial Statements’ as well as other information included in this Form 10-K.

Overview of 2009

For the year ended December 31, 2009, we reported a net |oss of $(1.6) million compared to a net loss of $(5.6) million for the year
ended December 31, 2008. Basic and diluted loss per common share were $(1.34) for the year ended December 31, 2009, compared to
$(3.14) for 2008.

Significant developments for the year ended December 31, 2009 were:

Deposits grew 5.7% to $288.5 million compared to $273.0 million at December 31, 2008.

Total assets decreased $10.9 million, or 3.1% to $344.2 million since the 2008 year-end, led by a decline in loans of $7.8
million.

Net interest margin increased to 3.63% for 2009 compared to 3.52% for 2008 as our rates paid on deposits and borrowings
declined faster than rates we earned on loans.

Provision for loan losses increased $2.8 million, or 146.3%, in comparison to 2008 as the result of increased net loan charge-
offs of $4.6 million, or 1.72% of average loans for 2009, compared with $1.3 million, or 0.48% of average loans for 2008.

During the fourth quarter, we announced a plan designed to streamline branch delivery and significantly reduce operating
expenses. We scheduled two branches to close in January 2010, reduced our workforce by 20% and reorganized our
administrative services division.

We received notice in October 2009 of a hostile tender offer of our Company by Porter Bancorp, Inc., which was ultimately
withdrawn by Porter prior to its expiration date. We incurred expenses of approximately $350,000 defending against this
unsolicited tender offer.
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Application of Critical Accounting Policies

Our consolidated financia statements are prepared in accordance with United States generally accepted accounting principles and
follow general practices within the financial servicesindustry. The most significant accounting policies followed by the Company are
presented in Note 1 to the Consolidated Financial Statements. These policies, along with the disclosures presented in the other
financial statement notes and in this financial review, provide information on how significant assets and liabilities are valued in the
financial statements and how those values are determined. Based on the valuation techniques used and the sensitivity of financial
statement amounts to the methods, assumptions, and estimates underlying those amounts, management has identified the
determination of the allowance for loan losses and the evaluation of our goodwill and other intangible assets to be the accounting areas
that require the most subjective or complex judgments, and as such could be most subject to revision as new information becomes
available.

Allowance for Loan Losses

The allowance for |oan losses represents management’ s estimate of probable credit losses incurred in the loan portfolio. Determining
the amount of the allowance for loan lossesis considered a critical accounting estimate because it requires significant judgment and
the use of estimates related to the amount and timing of expected future cash flows or underlying collateral values on impaired loans,
estimated losses on loans based on historical |oss experience, and consideration of current economic trends and conditions, all of
which may be susceptible to significant change. The loan portfolio also represents the largest asset type on the consolidated balance
sheet. Note 1 to the Consolidated Financial Statements describes the methodology used to determine the allowance for loan losses, and
adiscussion of the factors driving changesin the amount of the allowance for loan lossesis included under “ Asset Quality and the
Allowance for Loan Losses” below.

Goodwill and Other Intangibles

Management is required to assess goodwill and other intangible assets annually for impairment or more often if certain factors are
identified which could imply potential impairment. This assessment involves preparing analyses of market multiples for similar
operations, and estimating the fair value of the reporting unit to which the goodwill is allocated. If the analysis resultsin an estimate of
fair value materially less than the carrying value we would be required to take a charge against earnings to write down the asset to the
lower fair value. Based on its assessment completed with the help of an outside valuation firm, we believe our goodwill of $2.6
million and other identifiable intangibles of $1.3 million are not impaired and are properly recorded in the consolidated financial
statements as of December 31, 2009.
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Valuation of Deferred Tax Asset

We evaluate deferred tax assets quarterly. We will realize this asset to the extent we are profitable or able to carry back tax lossesto
periods in which we paid income taxes. Our determination of the realization of the deferred tax asset will be based upon

management’ s judgment of various future events and uncertainties, including the timing and amount of future income we will earn and
the implementation of various tax planning strategies to maximize realization of the deferred tax assets. Management believes we will
generate sufficient operating earnings to realize the deferred tax asset. Examinations of our income tax returns or changes in tax law
may impact the tax liabilities and resulting provisions for income taxes.

Results of Operations
Net I nterest Income

Net interest income, our principal source of earnings, isthe difference between the interest income generated by earning assets, such
as loans and securities, and the total interest cost of the deposits and borrowings obtained to fund these assets. Factors that influence
the level of net interest income include the volume of earning assets and interest bearing liabilities, yields earned and rates paid, the
level of non-performing loans and non-earning assets, and the amount of non-interest bearing deposits supporting earning assets.

For the year ended December 31, 2009, net interest income was $11.0 million, an increase of $80,000, or 0.7%, over net interest
income of $10.9 million in 2008. The net interest margin in 2009 was 3.63%, compared to 3.52% in 2008. Thisincrease of 11 basis
points resulted primarily from areduction in interest expense which exceeded the reduction in interest income. The prime rate
remained stable throughout 2009 at 3.25%, and both loans and deposits renewed at lower rates throughout the year. Interest rates were
more volatile in 2008, with reductions in the federal funds target rate and seven prime rate cuts that totaled 400 basis points.

Net Interest Analysis Summary

2009 2008
Averageyield on interest earning assets 5.68% 6.50%
Average rate on interest bearing liabilities 2.37% 3.27%
Net interest spread 3.31% 3.23%
Net interest margin 3.63% 3.52%

Our average interest-earning assets were $313.9 million for 2009, compared with $321.5 million for 2008, a 2.4% decrease primarily
attributable to a decrease in outstanding loans. Average loans were $265.4 million for 2009, compared with $274.0
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million for 2008, a 3.1% decrease. Our total interest income decreased 14.8% to $17.8 million for 2009, compared with $20.9 million
for 2008. The change was due primarily to lower loan yields, although reduced volume also contributed to decline.

Our average interest-bearing liabilities decreased by 7.8% to $270.7 million for 2009, compared with $293.7 million for 2008. Our
total interest expense decreased 33.1% to $6.4 million for 2009, compared with $9.6 million during 2008. The change was due
primarily to adecrease in the rates of time deposits. Our average volume of time deposits decreased 11.2% to $169.0 million for 2009,
compared with $190.3 million for 2008. The average interest rate paid on time deposits decreased to 3.07% for 2009, compared with
4.09% for 2008. The cost of fundsin total decreased from 3.27% in 2008 to 2.37% in 2009. The decrease in cost of funds was the
result of the continued repricing of certificates of deposit at maturity at lower interest rates, and decreased rates on FHLB advances.

The following table sets forth for the years ended December 31, 2009 and 2008 information regarding average balances of assets and
liabilities as well as the amounts of interest income from average interest-earning assets and interest expense on average interest-
bearing liabilities and average yields and costs. We have calculated the yields and costs for the periods indicated by dividing income
or expense by the average balances of assets or liabilities, respectively, for the periods presented.

(Dollarsin Thousands)
Average Consolidated Balance Sheetsand Net Interest Analysis
Year Ended December 31,

2009 2008
Average Income/ Average Average Income/ Average
Balance Expense Rate Balance Expense Rate
Interest-earning assets:
Federal funds sold and other $ 5182 $ 9 017%$ 3913 $ 93 2.37%
Available-for-sale securities:
Taxable 22,097 748 3.39% 22,602 1,164 5.15%
Nontaxable(1) 19,222 1,136 5.91% 18,989 1,116 5.88%
FHLB stock 2,025 94 4.64% 1,984 104 5.25%
Loans, net (2) 265,355 15,831 597% 274,012 18,434 6.73%
Total interest-earning assets 313,881 17,818 5.68% 321,500 20,911 6.50%
Non-interest earning assets 33,181 40,436
Total assets $ 347,062 $ 361,936
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(Dallarsin Thousands)
Average Consolidated Balance Sheets and Net Interest Analysis
Year Ended December 31,

2009 2008
Average Income/ Average Average Income/ Average
Balance Expense Rate Balance Expense Rate
Interest-bearing liabilities:
I nterest-bearing transaction accounts $ 48,301 238 49% $ 51,174 $ 317 0.62%
Savings accounts 22,073 158 12% 21,095 266 1.26%
Time deposits 168,961 5,191 3.07% 190,299 7,789 4.09%
Total interest-bearing deposits 239,335 5,587 2.33% 262,568 8,372 3.19%
Federal funds purchased 13 0 0.00% 344 9 2.64%
Securities sold under repurchase agreements 3,665 99 2.70% 6,661 180 2.71%
FHLB borrowings 22,644 599 2.65% 19,173 768 4.01%
Subordinated debentures 5,000 128 2.56% 5,000 263 5.26%
Total interest-bearing liabilities 270,657 6,413 2.37% 293,746 9,592 3.27%
Non-interest bearing liabilities:
Non-interest bearing deposits 35,324 27,532
Other liabilities 1,893 2,582
Total liabilities 307,874 323,860
Shareholders’ equity 39,188 38,076
Total liabilitiesand shareholders
equity $ 347,062 $ 361,936
Net interest income $ 11,405 $ 11,319
Net interest spread (1) 3.31% 3.23%
Net interest margin (1) (3) 3.63% 3.52%
Return on average assets ratio (.46)% (1.56)%
Return on average equity ratio (4.05)% (14.82)%
Equity to assetsratio 11.29% 10.52%

(1) Income and yield stated at atax equivalent basis for nontaxable securities using the marginal corporate Federal tax rate of 34.0%.

(2) Average loansinclude nonperforming loans. Interest income includes interest and fees on loans, but does not include interest on
loans 90 days or more past due.

(3) Net interest income as a percentage of average interest-earning assets.
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Rate/Volume Analysis

Net interest income can be analyzed in terms of the impact of changing interest rates and changing volumes. The following table sets
forth the effect which the varying levels of interest earning assets and interest bearing liabilities and the applicable rates have had on
changesin net interest income for the periods presented. Changes in rate-volume are proportionately allocated between rate and
volume variances.

(Dallarsin Thousands)
Twelve Months Ended December 31,
2009 Vs. 2008
Increase (Decrease) Dueto

Rate Volume Net
I nter est-ear ning assets:
Federal funds sold $ (114) $ 30 $ (84)
Available-for-sale-securities:

Taxable (389) (27) (416)

Nontaxable (1) 6 14 20
FHLB stock (12) 2 (10)
Loans, net (2,021) (582) (2,603)
Total net change in income on inter est-ear ning assets (2,530) (563) (3,093)

Interest-bearing liabilities:

Interest-bearing transaction accounts (61) (18) (79)
Savings accounts (120) 12 (108)
Time deposits (1,725) (873) (2,598)
Securities sold under repurchase agreements — (81) (8D
Federal funds purchased — 9 9
FHLB borrowings (308) 139 (169)

Notes payable — — —
Subordinated debentures (135) — (135)
Total net change in expense on inter est-bearing liabilities (2,349) (830) (3,179)

Net changein net interest income $ (181) $ 267 $ 86

Per centage change (210.46)% 310.46% (100.0)%

(1) Income stated at afully tax equivalent basis using the marginal corporate Federal tax rate of 34.0%.

Provision for Loan Losses

The provision for loan losses for 2009 was $4.7 million or 1.79% of average loans, compared to a provision of $1.9 million or 0.70%
of average loans during 2008. We had net charge-offs totaling $4.6 million during 2009, compared to $1.3 million during 2008. The
increase in the provision for loan losses during 2009 was due to the increase in charge offs and adverse economic factors.
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Non-interest |ncome

Non-interest income totaled $3.0 million in 2009, compared to $2.8 million in 2008, an increase of $163,000 or 5.7%. The primary
increases in non-interest income was a $361,000 gain recognized on securities sold during the second quarter of 2009, partially offset
by a $243,000 decline in deposit service charges as aresult of the decreasein deposits. Other service charges and fees increased
$135,000, $118,000 of which isrelated to ATM network and surcharge income. Other non-interest income decreased $66,000 in 2009
from 2008. Other non-interest income in 2008 included a $54,000 gain on the sale of a Glasgow facility. The following table shows
the detailed components of non-interest income:

(Dollarsin Thousands)

Increase
2009 2008 (Decr ease)

Service charges on deposit accounts $ 1351 $ 1594 $ (243)
Other service charges and fees 377 242 135
Gain on the sale of mortgage loans held for sale 317 278 39
BOLI income 302 301 1
Title premium fees 48 54 (6)
Private banking income 60 46 14
Gain (loss) on the sale of available-for-sale securities 361 — 361
Lease income 157 229 (72
Other 29 95 (66)

$ 3,002 $ 2839 $ 163

Non-interest Expense

Non-interest expense decreased 38.4%, or $7.7 million, from $20.1 million in 2008 to $12.4 million in 2009. The largest expense
incurred in 2008 was a goodwill impairment charge of $8.7 million. No goodwill impairment charge was necessary in 2009. Salaries
and employee benefits increased $134,000 in 2009 as compared to 2008, due primarily to severance payments which included a
former executive officer. Net occupancy expense increased $236,000 due to the addition of a branch in Barren County during 2009,
aswell as expenses related to the closing of other branches in the fourth quarter of 2009. Professional and legal expenses increased
$477,000 in 2009 primarily due to expenses incurred in defending the tender offer by Porter Bancorp, Inc. in the fourth quarter of
2009. FDIC insurance expense increased $295,000 in 2009 due to the specia additional assessment paid in the third quarter as well as
increased FDIC insurance premiumsin 2009.
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Theincreases and decreases in expense in 2009 by major categories are as follows:

(Dollarsin Thousands)

Increase
2009 2008 (Decr ease)

Salaries and employee benefits $ 5377 $ 5243 $ 134

Net occupancy expense 1,499 1,263 236
Equipment expense 762 791 (29)
Advertising and public relations 511 560 (49)

Professional and legal 885 408 477
Data processing services 669 734 (65)

FDIC insurance 605 310 295
Franchise shares and deposit tax 448 462 (14

Postage and office supplies 210 200 10
Telephone and other communications 199 255 (56)
Other real estate owned expenses 173 202 (29
Core deposit amortization 276 290 (14)

Other 733 642 91

Subtotals before goodwill impairment charge 12,347 11,360 987
Goodwill impairment charge — 8,698 (8,698)
Total $ 12347 $ 20,058 $ (7,71112)

Income Taxes

Income tax expense was calculated using the Company’ s expected effective rate for 2009 and 2008. We have recognized deferred tax
liahilities and assets to show the tax effects of differences between the financial statement and tax bases of assets and liabilities. Our
statutory federal tax rate was 34.0% in both 2009 and 2008. The effective tax rate for 2009 was (47.4%), compared to (31.3%) for
2008. The difference between the statutory and effective rates are impacted by such factors asincome from tax-exempt loans, tax-
exempt income on state and municipal securities, and income on bank owned life insurance.

Balance Sheet Review

Our assets at year end 2009 totaled $344.2 million, compared with $355.1 million at December 31, 2008, a decrease of $10.9 million
or 3.1%. Average interest earning assets decreased $7.6 million from 2008 to 2009, from $321.5 million to $313.9 million.

Loans
Total loans averaged $265.4 million in 2009, compared to $274.0 million in 2008. At year-end 2009, loans totaled $263.9 million,
compared to $271.7 million at year-end 2008, a decrease of $7.8 million or 2.9%. We experienced a small declinein all segments of

our loan portfolio except commercial real estate loans. The following table presents a summary of the loan portfolio by category:
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(Dallarsin Thousands)

December 31, 2009

December 31, 2008

% of

% of

Total Loans Total Loans
Commercial and agricultural $ 74,944 28.40% $ 79,248 29.16%
Commercial rea estate 104,768 39.70% 104,043 38.29%
Residential real estate 73,166 27.72% 74,027 27.24%
Consumer 11,044 4.18% 14,427 5.31%
$ 263,922 100.00% $ 271,745 100.00%

Our commercia real estate loans include financing for industrial devel opments, residential developments, retail shopping centers,
industrial buildings, restaurants, and hotels. The primary source of repayment cannot be traced to any specific industry group. The
percentage distribution of our loans by industry as of December 31, 2009 and 2008 is shown in the following table:

Agriculture, forestry, and fishing
Mining
Construction
Manufacturing
Transportation, communication, electric, gas, and sanitary services
Wholesde trade
Retail trade
Finance, insurance, and real estate
Services
Public administration
Total commercial and commercial rea estate
Residential real estate loans
Other consumer loans

Total loans

2009 2008

13.93% 11.88%
0.07% 0.00%
5.25% 6.07%
4.81% 5.94%
3.70% 3.10%
1.02% 1.38%
10.28% 11.10%
11.82% 12.15%
16.44% 14.67%
0.78% 1.16%
68.10% 67.45%
27.72% 27.24%
4.18% 5.31%
100.00% 100.00%

The majority of our loans are to customers located in the Kentucky counties of Barren, Hart, Simpson and Warren. As of
December 31, 2009, the Company’s 20 largest credit relationships consisted of 1oans and loan commitments ranging from $2.6 million
to $5.2 million. The aggregate amount of these credit relationships was $68.1 million with total commitments of $74.9 million.

Our lending activities are subject to avariety of lending limitsimposed by state and federal law. Citizens First Bank’s secured legal

lending limit to a single borrower was approximately $10.6 million at December 31