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This annual report contains forward-looking statements that are based on assumptions and may describe future plans,
strategies and expectations of First Savings Financial Group, Inc. These forward-looking statements are generally
identified by use of the words “believe,” “expect,” “intend,” “anticipate,” “estimate,” “project” or similar
expressions. First Savings Financial Group’s ability to predict results or the actual effect of future plans or strategies
is inherently uncertain. Factors which could have a material adverse effect on the operations of First Savings
Financial Group and its subsidiary include, but are not limited to, changes in interest rates, national and regional
economic conditions, legislative and regulatory changes, monetary and fiscal policies of the U.S. government,
including policies of the U.S. Treasury and the Federal Reserve Board, the quality and composition of the loan or
investment portfolios, demand for loan products, deposit flows, competition, demand for financial services in First
Savings Financial Group’s market area, changes in real estate market values in First Savings Financial Group’s
market area, changes in relevant accounting principles and guidelines and inability of third party service providers to
perform. Additional factors that may affect our results are discussed in Item 1A to this Annual Report on Form 10-K
titled “Risk Factors” below.

€

These risks and uncertainties should be considered in evaluating forward-looking statements and undue reliance
should not be placed on such statements. Except as required by applicable law or regulation, First Savings Financial
Group does not undertake, and specifically disclaims any obligation, to release publicly the result of any revisions that
may be made to any forward-looking statements to reflect events or circumstances after the date of the statements or
to reflect the occurrence of anticipated or unanticipated events.

Unless the context indicates otherwise, all references in this annual report to “First Savings Financial Group,”

<« €

“Company,” “we,” “us” and “our” refer to First Savings Financial Group and its subsidiaries.

PART 1

Item 1. BUSINESS

General

First Savings Financial Group, Inc., an Indiana corporation, was incorporated in May 2008 to serve as the holding
company for First Savings Bank (the “Bank” or “First Savings Bank”). On October 6, 2008, in accordance with a Plan of
Conversion adopted by its Board of Directors and approved by its members, the Bank converted from a mutual

savings bank to a stock savings bank and became the wholly-owned subsidiary of First Savings Financial Group. In
connection with the conversion, the Company issued an aggregate of 2,542,042 shares of common stock at an offering
price of $10.00 per share. In addition, in connection with the conversion, First Savings Charitable Foundation was
formed, to which the Company contributed 110,000 shares of common stock and $100,000 in cash. The Company’s
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common stock began trading on the NASDAQ Capital Market on October 7, 2008 under the symbol “FSFG”.

In accordance with a Plan of Charter Conversion adopted by the Board of Directors of First Savings Bank on May 21,
2014, First Savings Bank converted from a federally-chartered savings bank to an Indiana-chartered commercial bank
and became a member the Federal Reserve System effective December 19, 2014. As a result of the Bank’s charter
conversion, First Savings Financial Group converted to a bank holding company and simultaneously elected financial
holding company status effective December 19, 2014. See Note 27 of the Notes to Consolidated Financial Statements
beginning of page F-1 of this annual report for additional information regarding the charter conversions.

First Savings Financial Group’s principal business activity is the ownership of the outstanding common stock of First
Savings Bank. First Savings Financial Group does not own or lease any property but instead uses the premises,
equipment and other property of First Savings Bank with the payment of appropriate rental fees, as required by
applicable law and regulations, under the terms of an expense allocation agreement. Accordingly, the information set
forth in this annual report including the consolidated financial statements and related financial data contained herein,
relates primarily to the Bank.
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First Savings Bank operates as a community-oriented financial institution offering traditional financial services to
consumers and businesses in its primary market area. We attract deposits from the general public and use those funds
to originate primarily residential and commercial mortgage loans. We also originate commercial business loans,
residential and commercial construction loans, multi-family loans, land and land development loans, and consumer
loans. We conduct our lending and deposit activities primarily with individuals and small businesses in our primary
market area, except as otherwise discussed herein.

On July 6, 2012, First Savings Bank acquired the four Indiana branches of First Federal Savings Bank of
Elizabethtown, Inc. (“First Federal”), a Kentucky-chartered commercial bank, two of which were consolidated into the
existing operations of First Savings Bank immediately subsequent to the acquisition. The acquisition enhanced First
Savings Bank’s presence in Harrison and Floyd Counties in Indiana.

Our website address is www.fsbbank.net. Information on our website should not be considered a part of this annual
report.

Market Area

We are located in South Central Indiana along the axis of Interstate 65 and Interstate 64, directly across the Ohio
River from Louisville, Kentucky. We consider Clark, Floyd, Harrison, Crawford and Washington counties, Indiana, in
which all of our offices are located, and the surrounding areas to be our primary market area. The current top
employment sectors in these counties are the private retail, service and manufacturing industries, which are likely to
continue to be supported by the projected growth in population and median household income. These counties are
well-served by barge transportation, rail service, and commercial and general aviation services, including the United
Parcel Service’s major hub, which are located in our primary market area.

Competition

We face significant competition for the attraction of deposits and origination of loans. Our most direct competition for
deposits has historically come from the several financial institutions operating in our primary market area and from
other financial service companies such as securities and mortgage brokerage firms, credit unions and insurance
companies. We also face competition for investors’ funds from money market funds, mutual funds and other corporate
and government securities. At June 30, 2016, which is the most recent date for which data is available from the

Federal Deposit Insurance Corporation (“FDIC”), we held approximately 12.17%, 2.78%, 34.48%, 81.84% and 10.86%
of the FDIC-insured deposits in Clark, Floyd, Harrison, Crawford and Washington Counties, Indiana, respectively.
This data does not reflect deposits held by credit unions with which we also compete. In addition, banks owned by
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large national and regional holding companies and other community-based banks also operate in our primary market
area. Some of these institutions are larger than us and, therefore, may have greater resources.

Our competition for loans comes primarily from financial institutions in our primary market area and from other
financial service providers, such as mortgage companies, mortgage brokers and credit unions. Competition for loans
also comes from non-depository financial service companies entering the mortgage market, such as insurance
companies, securities companies, and specialty and captive finance companies.

We expect competition to increase in the future as a result of legislative, regulatory and technological changes and the
continuing trend of consolidation in the financial services industry. Technological advances, for example, have
lowered barriers to entry, allowing banks to expand their geographic reach by providing services over the Internet, and
made it possible for non-depository institutions to offer products and services that traditionally have been provided by
banks. Changes in federal law now permit affiliation among banks, securities firms and insurance companies, which
promotes a competitive environment in the financial services industry. Competition for deposits and the origination of
loans could limit our growth in the future.
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Lending Activities

Consistent with the Bank’s conversion to an Indiana-chartered commercial bank in December 2014, the Bank is
continuing the process of transforming the composition of its balance sheet from that of a traditional thrift institution
to that of a commercial bank. We intend to continue to emphasize residential lending, primarily secured by
owner-occupied properties, but also to continue concentrating on ways to expand our consumer/retail banking
capabilities and our commercial banking services with a focus on serving small businesses and emphasizing
relationship banking in our primary market area.

The largest segments of our loan portfolio are commercial real estate loans and residential real estate mortgage loans,
which are primarily one- to four-family residential loans, and, to a lesser extent, multi-family real estate and
commercial business loans. We also originate residential and commercial construction loans, land and land
development loans, and consumer loans. We generally originate loans for investment purposes, although, depending

on the interest rate environment and our asset/liability management goals, we may sell into the secondary market the
25-year and 30-year fixed-rate residential mortgage loans that we originate, as well as the portion of loans guaranteed
by the U.S. Small Business Administration (“SBA”) that we originate under its 7(a) program. We do not offer, have not
offered and have not purchased or acquired Alt-A, sub-prime or no-documentation loans.

One- to Four-Family Residential Loans. Our origination of residential mortgage loans enables borrowers to purchase
or refinance existing homes located in Clark, Floyd, Harrison, Crawford and Washington Counties, Indiana, and the
surrounding areas. A significant portion of the residential mortgage loans that we had originated before 2005 are
secured by non-owner occupied properties. Loans secured by non-owner occupied properties generally carry a greater
risk of loss than loans secured by owner-occupied properties. See “Item 1A. Risk Factors — Risks Related to Our
Business — Our concentration in non-owner occupied real estate loans may expose us to increased credit risk” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk Management —
Analysis of Nonperforming and Classified Assets.” Since 2005, we have de-emphasized non-owner occupied
residential mortgage lending and have focused, and intend to continue to focus, our residential mortgage lending
primarily on originating residential mortgage loans secured by owner-occupied properties.

Our residential lending policies and procedures conform to the secondary market guidelines. We generally offer a mix
of adjustable-rate mortgage loans and fixed-rate mortgage loans with terms of 10 to 30 years. Borrower demand for
adjustable-rate loans compared to fixed-rate loans is a function of the level of interest rates, the expectations of
changes in the level of interest rates, and the difference between the interest rates and loan fees offered for fixed-rate
mortgage loans as compared to an initially discounted interest rate and loan fees for multi-year adjustable-rate
mortgages. The relative amount of fixed-rate mortgage loans and adjustable-rate mortgage loans that can be originated
at any time is largely determined by the demand for each in a competitive environment. The loan fees, interest rates
and other provisions of mortgage loans are determined by us based on our own pricing criteria and competitive market
conditions.

10
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Interest rates and payments on our adjustable-rate mortgage loans generally adjust annually after an initial fixed
period that typically ranges from one to five years. Interest rates and payments on our adjustable-rate loans generally
are adjusted to a rate typically equal to a margin above the one year U.S. Treasury index. The maximum amount by
which the interest rate may be increased or decreased is generally one percentage point per adjustment period and the
lifetime interest rate cap is generally six percentage points over the initial interest rate of the loan. However, a portion
of the adjustable-rate mortgage loan portfolio has a maximum amount by which the interest rate may be increased or
decreased of two percentage points per adjustment period and a lifetime interest rate cap generally of six percentage
points over the initial interest rate of the loan.

While one- to four-family residential real estate loans are normally originated with up to 30-year terms, such loans
typically remain outstanding for substantially shorter periods because borrowers often prepay their loans in full either
upon sale of the property pledged as security or upon refinancing the original loan. Therefore, average loan maturity is
a function of, among other factors, the level of purchase and sale activity in the real estate market, prevailing interest
rates and the interest rates payable on outstanding loans on a regular basis. We do not offer loans with negative
amortization and generally do not offer interest-only loans.

11
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We generally do not make conventional loans with loan-to-value ratios exceeding 80%, including that for non-owner
occupied residential real estate loans whose loan-to-value ratios generally may not exceed 75%, or 65% where the
borrower has more than five non-owner occupied loans outstanding. Non-owner occupied loans originated before
2005, however, were generally originated with loan-to-value ratios up to 80%. Loans with loan-to-value ratios in
excess of 80% generally require private mortgage insurance. However, the total balance of residential mortgage loans
secured by one-to-four family residential properties with loan-to-value ratios exceeding 90% amounted to $13.7
million, of which some do not have private mortgage insurance or government guaranty. We generally require all
properties securing mortgage loans to be appraised by a board-approved independent appraiser. We also generally
require title insurance on all first mortgage loans with principal balances of $250,000 or more. Borrowers must obtain
hazard insurance, and flood insurance is required for all loans located in flood hazard areas.

At September 30, 2016, our largest one- to four-family residential loan had an outstanding balance of $1.5 million.
This loan, which was originated in September 2016 and is secured by 12 duplexes containing 24 living units, was
performing in accordance with its original terms at September 30, 2016.

Commercial Real Estate Loans. We offer fixed- and adjustable-rate mortgage loans secured by commercial real
estate. Our commercial real estate loans are generally secured by small to moderately-sized office, retail and industrial
properties located in our primary market area and are typically made to small business owners and professionals such
as attorneys and accountants.

We originate fixed-rate commercial real estate loans, generally with terms up to five years and payments based on an
amortization schedule of 15 to 20 years, resulting in “balloon” balances at maturity. We also offer adjustable-rate
commercial real estate loans, generally with terms up to five years and with interest rates typically equal to a margin
above the prime lending rate or the London Interbank Offered Rate (LIBOR). Loans are secured by first mortgages,
generally are originated with a maximum loan-to-value ratio of 80% and often require specified debt service coverage
ratios depending on the characteristics of the project. Rates and other terms on such loans generally depend on our
assessment of credit risk after considering such factors as the borrower’s financial condition and credit history,
loan-to-value ratio, debt service coverage ratio and other factors.

During 2013, we began a commercial real estate lending program that is focused on loans to high net worth
individuals that are secured by low loan-to-value, single-tenant commercial properties that are generally leased to
investment grade national-brand retailers, the borrowers and collateral properties for which are outside of our primary
market area. This program is designed to diversify the Company’s geographic and credit risk profile given the
geographic dispersion of the loans and collateral, and the investment grade credit of the national-brand lessees. The
terms of the loans are generally consistent with the aforementioned terms of in-market commercial real estate loans;
however, these cannot exceed 70% loan-to-value and loan maturities cannot exceed the expiration of the underlying
leases. In addition, the Company has established guidelines with respect to concentrations by state, lessee and industry
of lessees as a percent of the overall loan portfolio, and as a percent of capital. The average size of these loans
originated was $1.1 million and the portfolio balance was $93.3 million at September 30, 2016. Our largest such loan,

12
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which was originated in May 2016 and secured by a single-tenant commercial retail building, had an outstanding

balance of $3.8 million at September 30, 2016 and was performing in accordance with its original terms at September
30, 2016.

At September 30, 2016, our largest commercial real estate loan had an outstanding balance of $9.0 million. This loan,
which was originated in September 2016, is secured by a commercial real estate development formerly owned by the
Company that includes one multi-tenant, two single-tenant, and two two-tenant retail buildings. It was performing in
accordance with its original terms at September 30, 2016. See Notes 5, 7 and 31 of the Notes to Consolidated
Financial Statements beginning on page F-1 of this annual report for additional information.

13
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Construction Loans. We originate construction loans for one-to four-family homes and commercial properties such as
small industrial buildings, warehouses, retail shops and office units. Construction loans are typically for a term of 12
months with monthly interest only payments. Except for speculative loans, discussed below, repayment of
construction loans typically comes from the proceeds of a permanent mortgage loan for which a commitment is
typically in place when the construction loan is originated. We originate construction loans to a limited group of
well-established builders in our primary market area and we limit the number of projects with each builder. Interest
rates on these loans are generally tied to the prime lending rate. Construction loans, other than land development
loans, generally will not exceed the lesser of 80% of the appraised value or 90% of the direct costs, excluding items
such as developer fees, operating deficits or other items that do not relate to the direct development of the project.
Generally, commercial construction loans require the personal guarantee of the owners of the business. We also offer
construction loans for the financing of pre-sold homes, which convert into permanent loans at the end of the
construction period. Such loans generally have a six-month construction period with interest only payments due
monthly, followed by an automatic conversion to a 15-year to 30-year permanent loan with monthly payments of
principal and interest. Occasionally, a construction loan to a builder of a speculative home will be converted to a
permanent loan if the builder has not secured a buyer within a limited period of time after the completion of the home.
We generally disburse funds on a percentage-of-completion basis following an inspection by a third party inspector.

We also originate speculative construction loans to builders who have not identified a buyer or lessee for the
completed property at the time of origination. At September 30, 2016, we had approved commitments for speculative
construction loans of $10.6 million, of which $4.9 million was outstanding. We require a maximum loan-to-value
ratio of 80% for speculative construction loans. At September 30, 2016, our largest construction loan relationship was
for a commitment of $11.3 million, of which $1.1 million was outstanding but 80% of this loan is participated to other
financial institutions. This loan, which was originated in June 2016 and is secured by a national brand hotel, was
performing in accordance with its original terms at September 30, 2016.

Land and Land Development Loans. On a limited basis, we originate loans to developers for the purpose of
developing vacant land in our primary market area, typically for residential subdivisions. Land development loans are
generally interest-only loans for a term of 18 to 24 months. We generally require a maximum loan-to-value ratio of
75% of the appraisal market value upon completion of the project. We generally do not require any cash equity from
the borrower if there is sufficient indicated equity in the collateral property. Development plats and cost verification
documents are required from borrowers before approving and closing the loan. Our loan officers are required to
personally visit the proposed development site and the sites of competing developments. We also originate loans to
individuals secured by undeveloped land held for investment purposes. At September 30, 2016, our largest land
development loan had an outstanding balance of $2.0 million. This loan, which was originated in April 2016, was
performing in accordance with its original terms at September 30, 2016.

Multi-Family Real Estate Loans. We offer multi-family mortgage loans that are generally secured by properties in
our primary market area. Multi-family loans are secured by first mortgages and generally are originated with a

maximum loan-to-value ratio of 80% and generally require specified debt service coverage ratios depending on the
characteristics of the project. Rates and other terms on such loans generally depend on our assessment of the credit
risk after considering such factors as the borrower’s financial condition and credit history, loan-to-value ratio, debt

14
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service coverage ratio and other factors. At September 30, 2016, our largest multi-family mortgage loan had an
outstanding balance of $1.9 million. This loan, which was originated in August 2010, was performing in accordance
with its original terms at September 30, 2016.

Consumer Loans. Although we offer a variety of consumer loans, our consumer loan portfolio consists primarily of
home equity loans, both fixed-rate amortizing term loans with terms up to 15 years and adjustable rate lines of credit
with interest rates equal to a margin above the prime lending rate. We also offer auto and truck loans, personal loans
and small boat loans. Consumer loans typically have shorter maturities and higher interest rates than traditional one-to
four-family lending. We typically do not make home equity loans with loan-to-value ratios exceeding 90%, including
any first mortgage loan balance. The procedures for underwriting consumer loans include an assessment of the
applicant’s payment history on other debts and ability to meet existing obligations and payments on the proposed loan.
Although the applicant’s creditworthiness is a primary consideration, the underwriting process also includes a
comparison of the value of the collateral, if any, to the proposed loan amount. At September 30, 2016, our largest
consumer loan was a home equity line of credit with a commitment of $350,000, of which $291,000 was outstanding.
This loan, which was originated in May 2014 and is secured by a first mortgage on a personal residence, was
performing in accordance with its original terms at September 30, 2016.

15
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Commercial Business Loans. We typically offer commercial business loans to small businesses located in our
primary market area. Commercial business loans are generally secured by equipment and general business assets. Key
loan terms and covenants vary depending on the collateral, the borrower’s financial condition, credit history and other
relevant factors, and personal guarantees are typically required as part of the loan commitment. At September 30,
2016, our largest commercial business loan was for a commitment of $7.5 million, of which $7.5 million was
outstanding but $2.5 million had been participated to other financial institutions. This loan, which was originated in
September 2016 is made to a local hospital, was performing in accordance with its original terms at September 30,
2016.

Loan Underwriting Risks

Adjustable-Rate Loans. While we anticipate that adjustable-rate loans will better offset the adverse effects of an
increase in interest rates as compared to fixed-rate mortgages, an increased monthly mortgage payment required of
adjustable-rate loan borrowers in a rising interest rate environment could cause an increase in delinquencies and
defaults. The marketability of the underlying property also may be adversely affected in a high interest rate
environment. In addition, although adjustable-rate mortgage loans make our asset base more responsive to changes in
interest rates, the extent of this interest sensitivity is limited by the annual and lifetime interest rate adjustment limits.

Non-Owner Occupied Residential Real Estate Loans. Loans secured by rental properties represent a unique credit
risk to us and, as a result, we adhere to special underwriting guidelines. Of primary concern in non-owner occupied
real estate lending is the consistency of rental income of the property. Payments on loans secured by rental properties
often depend on the maintenance of the property and the payment of rent by its tenants. Payments on loans secured by
rental properties often depend on successful operation and management of the properties. As a result, repayment of
such loans may be subject to adverse conditions in the real estate market or the economy. To monitor cash flows on
rental properties, we require borrowers and loan guarantors, if any, to provide annual financial statements and we
consider and review a rental income cash flow analysis of the borrower and consider the net operating income of the
property, the borrower’s expertise, credit history and profitability, and the value of the underlying property. We
generally require collateral on these loans to be a first mortgage along with an assignment of rents and leases. Until
recently, if the borrower had multiple loans for rental properties with us, the loans were not cross-collateralized. If the
borrower holds loans on more than four rental properties, a loan officer or collection officer is generally required to
inspect these properties annually to determine if they are being properly maintained and rented. We have generally
limited these loan relationships to an aggregate total of $500,000.

Multi-Family and Commercial Real Estate Loans. Loans secured by multi-family and commercial real estate
generally have larger balances and involve a greater degree of risk than one- to four-family residential mortgage loans.
Of primary concern in multi-family and commercial real estate lending is the borrower’s creditworthiness and the
feasibility and cash flow potential of the project. Payments on loans secured by income properties often depend on
successful operation and management of the properties. As a result, repayment of such loans may be subject to
adverse conditions in the real estate market or the economy. To monitor cash flows on income properties, we require

16
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borrowers and loan guarantors, if any, to provide annual financial statements on multi-family and commercial real
estate loans. In addition, some loans may contain covenants regarding ongoing cash flow coverage requirements. In
reaching a decision on whether to make a multi-family or commercial real estate loan, we consider and review a
global cash flow analysis of the borrower and consider the net operating income of the property, the borrower’s
expertise, credit history and profitability, and the value of the underlying property. An environmental survey or
environmental risk insurance is obtained when the possibility exists that hazardous materials may have existed on the
site, or the site may have been impacted by adjoining properties that handled hazardous materials.

17
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Construction and Land and Land Development Loans. Construction financing is generally considered to involve a
higher degree of risk of loss than long-term financing on improved, occupied real estate. Risk of loss on a construction
loan depends largely upon the accuracy of the initial estimate of the property’s value at completion of construction and
the estimated cost of construction. During the construction phase, a number of factors could result in delays and cost
overruns. If the estimate of construction costs proves to be inaccurate, we may be required to advance funds beyond
the amount originally committed to permit completion of the building. If the estimate of value proves to be inaccurate,
we may be confronted, at or before the maturity of the loan, with a building having a value which is insufficient to
assure full repayment if liquidation is required. If we are forced to foreclose on a building before or at completion due
to a default, we may be unable to recover all of the unpaid balance of, and accrued interest on, the loan as well as
related foreclosure and holding costs. In addition, speculative construction loans, which are loans made to home
builders who, at the time of loan origination, have not yet secured an end buyer for the home under construction,
typically carry higher risks than those associated with traditional construction loans. These increased risks arise
because of the risk that there will be inadequate demand to ensure the sale of the property within an acceptable time.
As a result, in addition to the risks associated with traditional construction loans, speculative construction loans carry
the added risk that the builder will have to pay the property taxes and other carrying costs of the property until an end
buyer is found. Land and land development loans have substantially similar risks to speculative construction loans.

Consumer Loans. Consumer loans may entail greater risk than do residential mortgage loans, particularly in the case
of consumer loans that are secured by assets that depreciate rapidly, such as motor vehicles and boats. In such cases,
repossessed collateral for a defaulted consumer loan may not provide an adequate source of repayment for the
outstanding loan and a small remaining deficiency often does not warrant further substantial collection efforts against
the borrower. In the case of home equity loans, real estate values may be reduced to a level that is insufficient to cover
the outstanding loan balance after accounting for the first mortgage loan balance. Consumer loan collections depend
on the borrower’s continuing financial stability, and therefore are likely to be adversely affected by various factors,
including job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and state
laws, including federal and state bankruptcy and insolvency laws, may limit the amount that can be recovered on such
loans.

Commercial Business Loans. Unlike residential mortgage loans, which generally are made on the basis of the
borrower’s ability to make repayment from his or her employment income or other income, and which are secured by
real property whose value tends to be more easily ascertainable, commercial business loans are of higher risk and
typically are made on the basis of the borrower’s ability to make repayment from the cash flow of the borrower’s
business. As a result, the availability of funds for the repayment of commercial business loans may depend
substantially on the success of the business itself. Further, any collateral securing such loans may depreciate over
time, may be difficult to appraise and may fluctuate in value.

Loan Originations, Sales and Purchases. Loan originations come from a number of sources. The primary sources of
loan originations are existing customers, walk-in traffic, advertising, and referrals from customers and centers of
influence, such as real estate agents, attorneys, accountants and other professionals.
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We have not historically sold whole loans, other than long-term fixed-rate residential mortgage loans that we
originate, which we generally sell in the secondary market. We have not historically purchased whole loans; however,
we acquired four brokered whole loans during the year ended September 30, 2012. The loans were purchased at an
average of 90% of their principal balance and are secured by multi-family and retail shopping centers located in
Indiana. At September 30, 2016, three of these loans remained outstanding with a total principal balance of $4.1
million and were performing in accordance with their original terms.

While we generally do not sell participation interests in loans originated by us or purchase participation interests in
loans originated by other financial institutions in order to supplement our lending portfolio, we may sell or purchase
participation interests in loans from time to time depending on various factors. At September 30, 2016, $27.0 million
of loans included sold participation interests of $12.8 million, for a net position of $14.2 million outstanding in our
portfolio. At September 30, 2016, acquired participation interests of loans from two lending relationships totaled $1.0
million and our largest purchased participation interest with a single borrower was $837,000. This loan, which was
originated in January 2014 and is secured by a first mortgage on an industrial building, was performing in accordance
with its original terms at September 30, 2016.
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Beginning in April 2015, the Bank hired a management team, business development officers (loan officers),
underwriters and supporting staff that are seasoned and experienced in SBA lending in order to enhance the
Company’s proficiency in SBA 7(a) program loan originations and sales. The Bank intends to continue hiring
additional business development officers and appropriate supporting staff in order to grow this program, the borrowers
and collateral for which are outside of our primary market area. The primary purpose of the program is to originate
SBA 7(a) program loans and sell the amounts guaranteed by the SBA in the secondary market. The program is also
designed to diversify the Company’s geographic and interest rate risk profile with respect to the retained unguaranteed
amounts given the geographic dispersion of the loans and collateral, and their floating rate structure. The Company
originated SBA loans with a total commitment of $27.0 million during the year end September 30, 2016. At
September 30, 2016, $23.5 million of SBA loans included sold guaranteed portions of $13.6 million, for a net position
of $10.0 million outstanding in our portfolio. The amount outstanding in the Bank’s portfolio at September 30, 2016
included $5.1 million in SBA loans held for sale, $1.3 million in the unguaranteed portion of SBA loans not yet sold
and $3.6 million in the unguaranteed portion of SBA loans sold. See Note 22 of the Notes to Consolidated Financial
Statements beginning of page F-1 of this annual report for additional information regarding the fair value election for
SBA loans held for sale at September 30, 2015. All SBA loans held for sale were carried at the lower of cost or market
value at September 30, 2016.

Our decision to sell or purchase loans is based on prevailing market interest rate conditions, interest rate management,
regulatory lending restrictions and liquidity needs.

Loan Approval Procedures and Authority. Our conventional lending activities follow written, non-discriminatory
underwriting standards and loan origination procedures established by our Board of Directors and management.
Certain of our employees have been granted individual lending limits, which vary depending on the individual, the
type of loan and whether the loan is secured or unsecured. Generally, all loan requests for non-SBA 7(a) program
lending relationships that exceed the individual officer lending limits, which is generally $250,000 secured or $50,000
unsecured, require committee or Board of Directors approval. Loans resulting in aggregated lending relationships in
excess of individual office lending limits but less than $1.5 million require approval by the Officer Loan Committee
and loans resulting in aggregated lending relationships in excess of $1.5 million but less than $3.0 million require
approval of the Executive Loan Committee. The Executive Loan Committee consists of the President, Area President,
Chief Lending Officer, Chief of Credit Administration and two senior commercial lending officers, and the Officer
Loan Committee consists of the same but also includes certain other officers designated by the Board of Directors.
Loans resulting in aggregated lending relationships in excess of $3.0 million require approval by both the Executive
Loan Committee and the Board of Directors.

Our SBA 7(a) program lending activities also follow written, non-discriminatory underwriting standards and loan
origination procedures established by our Board of Directors and management. Certain of our employees have been
granted individual lending limits, which is $2.0 million for the aggregate loan balance, of which 75% or greater is
guaranteed by the SBA. Generally, all SBA 7(a) program loan requests for lending relationships that exceed the
individual officer lending limits require approval by the SBA Officer Loan Committee. The SBA Officer Loan
Committee consists of the President, Chief Lending Officer, Chief of Credit Administration, Chief of SBA Lending,
Senior SBA Lending Officer and a senior commercial lending officer. The aggregated lending relationships for the
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SBA 7(a) program may not exceed $5.0 million according to SBA guidelines and therefore no loan requests require
approval by the Board of Directors given that the portion of SBA 7(a) program loans that are not guaranteed by the
SBA may not exceed $1.25 million.

Loans to One Borrower. The maximum amount that we may lend to one borrower and the borrower’s related entities
is limited, by regulation, to generally 15% of our stated capital and reserves. At September 30, 2016, our regulatory
limit on loans to one borrower was $10.4 million. At that date, our largest lending relationship was for a commitment
of $9.7 million, of which $9.5 million was outstanding, and was performing according to its original terms at that date.
This loan relationship is secured by various commercial real estate properties and land intended for future
development.

Loan Commitments. We issue commitments for residential and commercial mortgage loans conditioned upon the
occurrence of certain events. Commitments to originate mortgage loans are legally binding agreements to lend to our
customers. Generally, our loan commitments expire after 30 days. See Note 19 of the Notes to Consolidated Financial
Statements beginning on page F-1 of this annual report.
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Investment Activities

We have legal authority to invest in various types of liquid assets, including U.S. Treasury obligations, securities of
various U.S. government agencies and sponsored enterprises, securities of various state and municipal governments,
mortgage-backed securities, collateralized mortgage obligations and certificates of deposit of federally insured
institutions. Within certain regulatory limits, we also may invest a portion of our assets in other permissible securities.
As a member of the Federal Reserve System and Federal Home Loan Bank System, in particular a member of the
Federal Home Loan Bank of Indianapolis (“FHLB”), First Savings Bank is also required to acquire and hold shares of
capital stock in the Federal Reserve Bank and FHLB.

At September 30, 2016, our investment portfolio consisted primarily of U.S. government agency and sponsored
enterprises securities, mortgage backed securities and collateralized mortgage obligations issued by U.S. government
agencies and sponsored enterprises, municipal bonds, privately-issued collateralized mortgage obligations and
asset-backed securities, and a pass-through asset-backed security guaranteed by the SBA. We have invested $10.0
million in a managed brokerage account that invests in small and medium lot, investment grade municipal bonds and
these securities are classified as trading account securities. The brokerage account is managed by an investment
advisory firm registered with the U.S. Securities and Exchange Commission. At September 30, 2016, trading account
securities recorded at fair value totaled $9.3 million.

Our investment objectives are to provide and maintain liquidity, to establish an acceptable level of interest rate and
credit risk, and to provide an alternate source of low-risk investments at a favorable return when loan demand is weak.
Our Board of Directors has the overall responsibility for the investment portfolio, including approval of the
investment policy. Messrs. Myers, our President and Chief Executive Officer, and Schoen, our Chief Financial
Officer, are responsible for implementation of the investment policy and monitoring our investment performance. Our
Board of Directors reviews the status of our investment portfolio on a quarterly basis, or more frequently if warranted.

Deposit Activities and Other Sources of Funds

General. Deposits, borrowings, and loan and investment security repayments are the major sources of our funds for
lending and other investment purposes. Scheduled loan repayments are a relatively stable source of funds, while
deposit inflows and outflows, loan prepayments and investment security calls are significantly influenced by general
interest rates and money market conditions.

Deposit Accounts. Deposits are attracted from within our primary market area through the offering of a broad
selection of deposit instruments, including non-interest-bearing demand deposits (such as checking accounts),
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interest-bearing demand accounts (such as NOW and money market accounts), regular savings accounts and time
deposits. Deposit account terms vary according to the minimum balance required, the time periods the funds must
remain on deposit and the interest rate, among other factors. In determining the terms of our deposit accounts, we
consider the rates offered by our competition, our liquidity needs, profitability to us, matching deposit and loan
products and customer preferences and concerns. We generally review our deposit mix and pricing weekly. Our
deposit pricing strategy has typically been to offer competitive rates on all types of deposit products, and to
periodically offer special rates in order to attract deposits of a specific type or term.

Borrowings. We use advances from the FHLB to supplement our investable funds. First Savings Bank is a member of
the Federal Home Loan Bank System, which consists of 12 regional Federal Home Loan Banks. The Federal Home
Loan Bank System functions as a central reserve bank providing credit for member financial institutions. First Savings
Bank, as a member of the FHLB, is required to acquire and hold shares of capital stock in the FHLB and is authorized
to apply for advances on the security of such stock and certain of our mortgage loans and other assets (principally
securities which are obligations of the U.S., U.S. government agencies or U.S. government-sponsored enterprises),
provided certain standards related to creditworthiness have been met. Advances are made under several different
programs, each having its own interest rate and range of maturities. Depending on the program, limitations on the
amount of advances are based either on a fixed percentage of an institution’s net worth or on the FHLB’s assessment of
the institution’s creditworthiness. We have two federal funds purchased line of credit facilities with other financial
institutions that are subject to continued borrower eligibility and are intended to support short-term liquidity needs.
We also utilize brokered certificates of deposit and retail repurchase agreements as sources of borrowings and may use
broker repurchase agreements and internet certificates of deposit from time to time, depending on our liquidity needs
and pricing of these facilities versus other funding alternatives.
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Personnel

As of September 30, 2016, we had 161 full-time employees and 17 part-time employees, none of whom is represented
by a collective bargaining unit. We believe our relationship with our employees is good.

Subsidiaries

The Company has two wholly-owned subsidiaries, First Savings Bank and First Savings Insurance Risk Management,
Inc (the “Captive”). The Bank has three subsidiaries, Southern Indiana Financial Corporation and FFCC, Inc. (“FFCC”),
both of which are organized as Indiana corporations, and First Savings Investments, Inc., a Nevada corporation.
Southern Indiana Financial Corporation is an independent insurance agency, offering various types of annuities and

life insurance policies, but is currently inactive. FFCC participated in the development and leasing of commercial real
estate. First Savings Investments, Inc. holds and manages an investment securities portfolio. The Captive, an

insurance subsidiary of the Company formed during the fourth fiscal quarter of 2014, is a Nevada corporation that
provides property and casualty insurance to the Company, the Bank and the Bank’s active subsidiaries. In addition, the
Captive provides reinsurance to eight other third-party insurance captives for which insurance may not be currently
available or economically feasible in the insurance marketplace.

In accordance with the Plan of Complete Liquidation adopted by FFCC’s board of directors and approval by the Bank
as its sole shareholder on December 21, 2016, FFCC will voluntarily dissolve and completely liquidate effective
December 31, 2016. As a result of the liquidation, FFCC will distribute its net assets to the Bank on December 31,
2016.

REGULATION AND SUPERVISION

General

First Savings Bank converted its charter from a federal savings bank to an Indiana commercial bank on December 19,
2014. First Savings Bank, as an Indiana commercial bank, is subject to extensive regulation, examination and
supervision by the Indiana Department of Financial Institutions (“INDFI”’). As a member bank of the Federal Reserve
System, First Savings Bank’s primary federal regulator is the Federal Reserve Board (“FRB”). First Savings Bank is also
a member of the Federal Home Loan Bank System and its deposit accounts are insured up to applicable limits by the
Deposit Insurance Fund of the FDIC. First Savings Bank must file reports with its regulatory agencies concerning its
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activities and financial condition in addition to obtaining regulatory approvals before entering into certain transactions
such as mergers with, or acquisitions of, other financial institutions. There are periodic examinations by the INDFI
and FRB to evaluate First Savings Bank’s safety and soundness and compliance with various regulatory requirements.
This regulatory structure is intended primarily for the protection of the Deposit Insurance Fund and depositors. The
regulatory structure also gives the regulatory authorities extensive discretion in connection with their supervisory and
enforcement activities and examination policies, including policies with respect to the classification of assets and the
establishment of an adequate allowance for loan losses for regulatory purposes. Any change in such policies, whether
by the INDFI, FRB, or Congress, could have a material adverse impact on First Savings Financial Group and First
Savings Bank and their operations.

Certain of the regulatory requirements that are or will be applicable to First Savings Bank and First Savings Financial
Group are described below. This description of statutes and regulations is not intended to be a complete explanation of
such statutes and regulations and their effects on First Savings Bank and First Savings Financial Group.

Regulation of First Savings Bank

Business Activities. The activities of Indiana banks, such as First Savings Bank, are governed by Indiana and federal
laws and regulations. Those laws and regulations delineate the nature and extent of the business activities in which
banks may engage. As an Indiana commercial bank, First Savings Bank is not constrained by percentage of assets or
capital limits on specific types of lending, as was the case with the previous federal savings bank charter.

11

25



Edgar Filing: First Savings Financial Group Inc - Form 10-K

Federal law generally limits the activities as principal and equity investments of FDIC insured state banks to those
permitted for national banks. Activities as principal of state bank subsidiaries are also limited to those permitted for
subsidiaries of national banks, absent regulatory approval for a particular subsidiary activity. In addition, federal law
limits the authority of Federal Reserve System member banks, such as First Savings Bank, to purchase investment
securities. Generally, such authority is limited to investment securities permissible for national banks, which includes
investment grade, marketable debt obligations. Certain activities, such as the establishment of new branches and
mergers and acquisitions, require the prior approval of both the INDFI and the FRB.

Loans to One Borrower. Indiana law establishes limits on a bank’s loans to one borrower. Generally, subject to certain
exceptions, an Indiana bank may not make a loan or extend credit to a single or related group of borrowers in excess
of 15% of its unimpaired capital and surplus. An additional amount may be lent, equal to 10% of unimpaired capital
and surplus, if secured by specified readily-marketable collateral. These limits are similar to those applicable to First
Savings Bank under its previous federal savings bank charter.

Capital Requirements. Federal regulations require FDIC insured depository institutions, including state chartered
Federal Reserve System member banks, to meet several minimum capital standards: a common equity Tier 1 capital to
risk-based assets ratio of 4.5%, a Tier 1 capital to risk-based assets ratio of 6.0%, a total capital to risk-based assets of
8% and a 4% Tier 1 capital to total assets leverage ratio. The existing capital requirements were effective January 1,
2015 and are the result of a final rule implementing regulatory amendments based on recommendations of the Basel
Committee on Banking Supervision and certain requirements of the Dodd-Frank Act.

As noted, the capital standards require the maintenance of common equity Tier 1 capital, Tier 1 capital and total
capital to risk-weighted assets of at least 4.5%, 6% and 8%, respectively, and a leverage ratio of at least 4% Tier 1
capital. Common equity Tier 1 capital is generally defined as common stockholders’ equity and retained earnings. Tier
1 capital is generally defined as common equity Tier 1 and Additional Tier 1 capital. Additional Tier 1 capital
generally includes certain noncumulative perpetual preferred stock and related surplus and minority interests in equity
accounts of consolidated subsidiaries. Total capital includes Tier 1 capital (common equity Tier 1 capital plus
Additional Tier 1 capital) and Tier 2 capital. Tier 2 capital is comprised of capital instruments and related surplus
meeting specified requirements, and may include cumulative preferred stock and long-term perpetual preferred stock,
mandatory convertible securities, intermediate preferred stock and subordinated debt. Also included in Tier 2 capital is
the allowance for loan and lease losses limited to a maximum of 1.25% of risk-weighted assets and, for institutions
that have exercised an opt-out election regarding the treatment of Accumulated Other Comprehensive Income
(“AOCT”), up to 45% of net unrealized gains on available-for-sale equity securities with readily determinable fair market
values. Institutions that have not exercised the AOCI opt-out have AOCI incorporated into common equity Tier 1
capital (including unrealized gains and losses on available-for-sale-securities). Calculation of all types of regulatory
capital is subject to deductions and adjustments specified in the regulations.

In determining the amount of risk-weighted assets for purposes of calculating risk-based capital ratios, assets,
including certain off-balance sheet assets (e.g., recourse obligations, direct credit substitutes, residual interests) are
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multiplied by a risk weight factor assigned by the regulations based on the risks believed inherent in the type of asset.
Higher levels of capital are required for asset categories believed to present greater risk. For example, a risk weight of
0% 1is assigned to cash and U.S. government securities, a risk weight of 50% is generally assigned to prudently
underwritten first lien one to four- family residential mortgages, a risk weight of 100% is assigned to commercial and
consumer loans, a risk weight of 150% is assigned to certain past due loans and a risk weight of between 0% to 600%
is assigned to permissible equity interests, depending on certain specified factors.

In addition to establishing the minimum regulatory capital requirements, the regulations limit capital distributions by
the institution and certain discretionary bonus payments to management if an institution does not hold a “capital
conservation buffer” consisting of 2.5% of common equity Tier 1 capital to risk-weighted assets above the amount
necessary to meet its minimum risk-based capital requirements. The capital conservation buffer requirement was
phased in beginning January 1, 2016 at 0.625% of risk-weighted assets and is increasing each year until fully
implemented at 2.5% on January 1, 2019.
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The FRB has authority to establish individual minimum capital requirements in appropriate cases upon a
determination that an institution’s capital level is or may become inadequate in light of the particular risks or
circumstances.

As of September 30, 2016, First Savings Bank met all applicable capital adequacy requirements.

Prompt Corrective Regulatory Action. Federal law establishes a system of prompt corrective action to resolve the
problems of undercapitalized institutions. The law requires that certain supervisory actions be taken against
undercapitalized institutions, the severity of which depends on the degree of undercapitalization. The FRB has

adopted regulations to implement the prompt corrective action legislation as to state member banks. The regulations
were amended to incorporate the previously mentioned increased regulatory capital standards that were effective
January 1, 2015. An institution is deemed to be “well capitalized” if it has a total risk-based capital ratio of 10.0% or
greater, a Tier 1 risk-based capital ratio of 8.0% or greater, a leverage ratio of 5.0% or greater and a common equity
Tier 1 ratio of 6.5% or greater. An institution is “adequately capitalized” if it has a total risk-based capital ratio of 8.0%
or greater, a Tier 1 risk-based capital ratio of 6.0% or greater, a leverage ratio of 4.0% or greater and a common equity
Tier 1 ratio of 4.5% or greater. An institution is “undercapitalized” if it has a total risk-based capital ratio of less than
8.0%, a Tier 1 risk-based capital ratio of less than 6.0%, a leverage ratio of less than 4.0% or a common equity Tier 1
ratio of less than 4.5%. An institution is deemed to be “significantly undercapitalized” if it has a total risk-based capital
ratio of less than 6.0%, a Tier 1 risk-based capital ratio of less than 4.0%, a leverage ratio of less than 3.0% or a
common equity Tier 1 ratio of less than 3.0%. An institution is considered to be “critically undercapitalized” if it has a
ratio of tangible equity (as defined in the regulations) to total assets that is equal to or less than 2.0%.

Subject to a narrow exception, a receiver or conservator is required to be appointed for an institution that is “critically
undercapitalized” within specified time frames. The regulations also provide that a capital restoration plan must be filed
with the FRB within 45 days of the date an institution is deemed to have received notice that it is “undercapitalized,”
“significantly undercapitalized” or “critically undercapitalized.” Compliance with the plan must be guaranteed by any
parent holding company up to the lesser of 5% of the institution’s total assets when it was deemed to be
undercapitalized or the amount necessary to achieve compliance with applicable capital requirements. In addition,
numerous mandatory supervisory actions become immediately applicable to an undercapitalized institution including,
but not limited to, increased monitoring by regulators and restrictions on growth, capital distributions and expansion.
The FRB could also take any one of a number of discretionary supervisory actions, including the issuance of a capital
directive and the replacement of senior executive officers and directors. Significantly and critically undercapitalized
institutions are subject to additional mandatory and discretionary measures.

Insurance of Deposit Accounts. First Savings Bank’s deposits are insured up to applicable limits by the Deposit
Insurance Fund of the FDIC. Under the FDIC’s existing risk-based assessment system, insured institutions are assigned
to one of four risk categories based on supervisory evaluations, regulatory capital levels and certain other factors, with
less risky institutions paying lower assessments. An institution’s assessment rate depends upon the category to which it
is assigned and certain specified adjustments. On February 7, 2011, the FDIC issued final rules, effective April 1,
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2011, implementing changes to the assessment process. The changes resulted from the Dodd-Frank Act’s directive to

base assessments on an institution’s total assets less tangible capital instead of deposits, as had been the FDIC’s
practice. The assessment rates (inclusive of adjustments) currently range from two and one half to 45 basis points of
total capital less tangible assets, depending upon the particular institution’s risk category. The rate schedules will

automatically adjust in the future when the Deposit Insurance Fund reaches certain milestones. No institution may pay

a dividend if in default of the federal deposit insurance assessment.

Due to difficult economic conditions in 2008 and 2009, deposit insurance per account owner was raised to $250,000.

That change was made permanent by the Dodd-Frank Act.

The Dodd-Frank Act increased the minimum target Deposit Insurance Fund ratio from 1.15% of estimated insured
deposits to 1.35% of estimated insured deposits. The FDIC must seek to achieve the 1.35% ratio by September 30,
2020. Insured institutions with assets of $10 billion or more are supposed to fund the increase. The Dodd-Frank Act
eliminated the 1.5% maximum fund ratio, instead leaving it to the discretion of the FDIC. The FDIC has exercised
that discretion by establishing a target fund ratio of 2%, which it has established as a long term goal.
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The FDIC has authority to increase insurance assessments. A significant increase in insurance premiums would likely
have an adverse effect on the operating expenses and results of operations of First Savings Bank. Management cannot
predict what insurance assessment rates will be in the future.

Insurance of deposits may be terminated by the FDIC upon a finding that the institution has engaged in unsafe or
unsound practices, is in an unsafe or unsound condition to continue operations or has violated any applicable law,
regulation, rule, order or condition imposed by the FRB or FDIC. The management of First Savings Bank does not
know of any practice, condition or violation that might lead to termination of deposit insurance.

Limitation on Dividends. Indiana law authorizes a bank’s board of directors to declare dividends out of profits as
deemed expedient. However, application to and the prior approval of the INDFI and FRB is required before payment
of a dividend if total dividends for the calendar year exceed net income for the year to date plus the amount of retained
net income for the preceding two years. Federal law specifies that a bank may not pay a dividend if it fails to satisfy
any applicable federal capital requirement after the dividend.

If First Savings Bank’s capital ever fell below its regulatory requirements or the FRB notified it that it was in need of
increased supervision, its ability to pay dividends or otherwise make capital distributions could be restricted. In
addition, the INDFI and/or FRB could prohibit a proposed capital distribution, which would otherwise be permitted by
the regulation, if the regulator determined that such distribution would constitute an unsafe or unsound practice.

Standards for Safety and Soundness. The federal banking agencies have adopted Interagency Guidelines prescribing
Standards for Safety and Soundness in various areas such as internal controls and information systems, internal audit,
loan documentation and credit underwriting, interest rate exposure, asset growth and quality, earnings and
compensation, fees and benefits. The guidelines set forth the safety and soundness standards that the federal banking
agencies use to identify and address problems at insured depository institutions before capital becomes impaired. If
the FRB determines that a state member bank fails to meet any standard prescribed by the guidelines, the FRB may
require the institution to submit an acceptable plan to achieve compliance with the standard.

Community Reinvestment Act. All federally-insured banks have a responsibility under the Community Reinvestment
Act and related regulations to help meet the credit needs of their communities, including low- and moderate-income
neighborhoods. An institution’s failure to satisfactorily comply with the provisions of the Community Reinvestment
Act could result in denials of regulatory applications. First Savings Bank received a “satisfactory” Community
Reinvestment Act rating in its most recently completed examination.
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Transactions with Related Parties. Federal law limits First Savings Bank’s authority to engage in transactions with
“affiliates” (e.g., any entity that controls or is under common control with First Savings Bank, including First Savings
Financial Group and its other subsidiaries). The aggregate amount of covered transactions with any individual affiliate
is limited to 10% of the capital and surplus of a bank. The aggregate amount of covered transactions with all affiliates
is limited to 20% of a bank’s capital and surplus. Certain transactions with affiliates are required to be secured by
collateral in an amount and of a type specified by federal law. The purchase of low quality assets from affiliates is
generally prohibited. Transactions with affiliates must generally be on terms and under circumstances that are at least
as favorable to the institution as those prevailing at the time for comparable transactions with non-affiliated
companies.

The Sarbanes-Oxley Act of 2002 generally prohibits loans by First Savings Financial Group to its executive officers
and directors. However, the law contains a specific exception for loans by a depository institution to its executive
officers and directors in compliance with federal banking laws. Under such laws, First Savings Bank’s authority to
extend credit to executive officers, directors and 10% shareholders (“insiders”), as well as entities such persons control,
is limited. The laws limit both the individual and aggregate amount of loans that First Savings Bank may make to
insiders based, in part, on First Savings Bank’s capital level and requires that certain board approval procedures be
followed. Such loans are required to be made on terms substantially the same as those offered to unaffiliated
individuals and not involve more than the normal risk of repayment. There is an exception for loans made pursuant to
a benefit or compensation program that is widely available to all employees of the institution and does not give
preference to insiders over other employees. Loans to executive officers are subject to additional limitations based on
the type of loan involved.
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Enforcement. The INDFI maintains enforcement authority over First Savings Bank, including the power to issue
cease and desist orders and civil money penalties and remove directors, officers or employees. The INDFI also has the
power to appoint a conservator or receiver for a bank upon insolvency, imminent insolvency, unsafe or unsound
condition or certain other situations. The FRB has primary federal enforcement responsibility over Federal Reserve
System member state banks and has authority to bring actions against the institution and all institution-affiliated
parties, including shareholders, and any attorneys, appraisers and accountants who knowingly or recklessly participate
in wrongful actions likely to have an adverse effect on the bank. Formal enforcement action may range from the
issuance of a capital directive or cease and desist order to removal of officers and/or directors. Civil penalties cover a
wide range of violations and can amount to $25,000 per day, or even $1 million per day in especially egregious cases.
The FDIC, as deposit insurer, has the authority to recommend to the FRB that enforcement action be taken with
respect to a member bank. If action is not taken by the FRB, the FDIC has authority to take such action under certain
circumstances. In general, regulatory enforcement actions occur with respect to situations involving unsafe or unsound
practices or conditions, violations of law or regulation or breaches of fiduciary duty. Federal and Indiana law also
establish criminal penalties for certain violations.

Assessments. Indiana banks are required to pay assessments to the INDFI to fund the agency’s operations. The
assessments paid to the INDFI by First Savings Bank for the fiscal year ended September 30, 2016 totaled $60,000.

Federal Home Loan Bank System. First Savings Bank is a member of the Federal Home Loan Bank System, which
consists of 12 regional Federal Home Loan Banks. The Federal Home Loan Bank System provides a central credit
facility primarily for member institutions. First Savings Bank, as a member of the FHLB, is required to acquire and
hold shares of capital stock in the FHLB. First Savings Bank was in compliance with this requirement with an
investment in FHLB capital stock at September 30, 2016 of $6.0 million.

Federal Reserve Board System. The FRB regulations require banks to maintain reserves against their transaction
accounts (primarily Negotiable Order of Withdrawal (NOW) and regular checking accounts). The regulations
generally provide that reserves be maintained against aggregate transaction accounts as follows for 2016: a 3% reserve
ratio is assessed on net transaction accounts up to and including $110.2 million; a 10% reserve ratio is applied above
$110.2 million. The first $15.2 million of otherwise reservable balances (subject to adjustments by the FRB) are
exempted from the reserve requirements. First Savings Bank complies with the foregoing requirements. The amounts
are adjusted annually and, for 2017, establish a 3% reserve ratio for aggregate transaction accounts up to $115.1
million, a 10% ratio above $115.1 million, and an exemption of $15.5 million. In October 2008, the FRB began
paying interest on certain reserve balances.

Other Regulations

First Savings Bank’s operations are also subject to federal laws applicable to credit transactions, including the:
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. Truth-In-Lending Act, governing disclosures of credit terms to consumer borrowers;
Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to enable the public
and public officials to determine whether a financial institution is fulfilling its obligation to help meet the housing
needs of the community it serves;
Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other prohibited factors in
extending credit;

* Fair Credit Reporting Act of 1978, governing the use and provision of information to credit reporting agencies;
Fair Debt Collection Act, governing the manner in which consumer debts may be collected by collection
agencies; and
rules and regulations of the various federal agencies charged with the responsibility of implementing such federal
laws.
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The operations of First Savings Bank also are subject to laws such as the:

Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records and
prescribes procedures for complying with administrative subpoenas of financial records;

Electronic Funds Transfer Act and Regulation E promulgated thereunder, which govern automatic deposits to and
withdrawals from deposit accounts and customers’ rights and liabilities arising from the use of automated teller
machines and other electronic banking services; and

Check Clearing for the 21st Century Act (also known as “Check 217), which gives “substitute checks,” such as digital
check images and copies made from that image, the same legal standing as the original paper check.

Holding Company Regulation

General. Upon the charter conversion of First Savings Bank from a federal savings bank to an Indiana commercial
bank, First Savings Financial Group became a bank holding company rather than a savings and loan holding company,
and simultaneously elected financial holding company status. As a bank holding company, First Savings Financial
Group is subject to FRB regulation, examination, supervision and reporting requirements. In addition, the FRB has
enforcement authority over First Savings Financial Group and its non-savings institution subsidiaries. Among other
things, this authority permits the FRB to restrict or prohibit activities that are determined to be a serious risk to First
Savings Bank. The INDFI also has examination and enforcement authority since First Savings Financial Group
controls an Indiana bank.

As a bank holding company, First Savings Financial Group is required to obtain the prior approval of the FRB to
acquire all, or substantially all, of the assets of any other bank or bank holding company. Prior FRB approval is
required for any bank holding company to acquire direct or indirect ownership or control of any voting securities of
any bank or bank holding company if, after such acquisition, the acquiring bank holding company would, directly or
indirectly, own or control more than 5% of any class of voting shares of the bank or bank holding company. In
addition to the approval of the FRB, prior approval may for such acquisitions also be necessary from other agencies
including the INDFI and agencies that regulate the target.

A bank holding company is generally prohibited from engaging in nonbanking activities, or acquiring direct or
indirect control of more than 5% of the voting securities of any company engaged in non-banking activities. One of
the principal exceptions to this prohibition is for activities found by the FRB to be so closely related to banking or
managing or controlling banks as to be a proper incident thereto. Some of the principal activities that the FRB has
determined by regulation to be so closely related to banking are: (i) making or servicing loans; (ii) performing certain
data processing services; (iii) providing discount brokerage services; (iv) acting as fiduciary, investment or financial
advisor; (v) leasing personal or real property; (vi) making investments in corporations or projects designed primarily
to promote community welfare; and (vii) acquiring a savings and loan association whose direct and indirect activities
are limited to those permitted for bank holding companies.
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The Gramm-Leach-Bliley Act of 1999 authorized a bank holding company that meets specified conditions, including
being “well capitalized” and “well managed,” to opt to become a “financial holding company” and thereby engage in a
broader array of financial activities than previously permitted. First Savings Financial Group has elected to become a
financial holding company because of the activities of the Captive.

Bank holding companies are generally subject to consolidated capital requirements established by the FRB. The
Dodd-Frank Act required the FRB to amend its consolidated minimum capital requirements for bank holding
companies to make them no less stringent than those applicable to insured depository institutions themselves. The
previously discussed final rule concerning regulatory capital accomplished this directive, effective January 1, 2015.
However, legislation was enacted in December 2014 which required the FRB to amend its “Small Bank Holding
Company” exemption from consolidated bank holding company capital requirements to generally extend the
applicability of the exemption from $500 million to $1 billion in assets. Regulations doing so were effective May 15,
2015. Consequently, bank holding companies of under $1 billion in consolidated assets, such as First Savings
Financial Group, are exempt from consolidated regulatory capital requirements, unless the FRB determines otherwise
in particular cases.
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The FRB’s policies also require that a bank holding company serve as a source of financial strength to its subsidiary
banks by standing ready to use available resources to provide adequate capital funds to those banks during periods of
financial stress or adversity and by maintaining the financial flexibility and capital-raising capacity to obtain
additional resources for assisting its subsidiary banks where necessary. The Dodd-Frank Act codified the source of
strength doctrine.

A bank holding company is generally required to give the FRB prior written notice of any purchase or redemption of
then outstanding equity securities if the gross consideration for the purchase or redemption, when combined with the
net consideration paid for all such purchases or redemptions during the preceding 12 months, is equal to 10% or more
of the company’s consolidated net worth. The FRB may disapprove such a purchase or redemption if it determines that
the proposal would constitute an unsafe and unsound practice, or violate any law, regulation, FRB order or directive,
or any condition imposed by, or written agreement with, the FRB. There is an exception to this approval requirement
for well-capitalized bank holding companies that meet certain other conditions.

The FRB has issued a policy statement regarding the payment of dividends and the repurchase of shares of common
stock by bank holding companies. In general, the policy provides that dividends should be paid only out of current
earnings and only if the prospective rate of earnings retention by the holding company appears consistent with the
organization’s capital needs, asset quality and overall financial condition. Regulatory guidance provides for prior
regulatory consultation with respect to dividends in certain circumstances such as where the company’s net income for
the past four quarters, net of dividends’ previously paid over that period, is insufficient to fully fund the dividend or the
company’s overall rate of earnings retention is inconsistent with the company’s capital needs and overall financial
condition. The ability of a holding company to pay dividends may be limited if a subsidiary bank becomes
undercapitalized. The guidance also provides for regulatory consultation prior to a bank holding company redeeming
or repurchasing regulatory capital instruments when the holding company is experiencing financial weaknesses or
where the redemption or repurchase of common or preferred stock cause a net reduction in the amount of such equity
instruments outstanding at the end of a quarter compared to the beginning of the quarter in which the redemption or
repurchase occurs. These regulatory policies could affect the ability of First Savings Financial Group to pay

dividends, repurchase shares of its stock or otherwise engage in capital distributions.

The status of First Savings Financial Group as a registered bank holding company under the Bank Holding Company
Act does not exempt it from certain federal and state laws and regulations applicable to corporations generally
including, without limitation, certain provisions of the federal securities laws.

Acquisition of Control. Under the federal Change in Bank Control Act, no person may acquire control of a bank
holding company such as First Savings Financial Group unless the FRB has been given 60 days’ prior written notice
and has not issued a notice disapproving the proposed acquisition, taking into consideration certain factors, including
the financial and managerial resources of the acquirer and the competitive effects of the acquisition. Control, as
defined under federal law, means ownership, control of or holding irrevocable proxies representing more than 25% of
any class of voting stock, control in any manner of the election of a majority of the company’s directors, or a
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determination by the regulator that the acquirer has the power to direct, or directly or indirectly to exercise a
controlling influence over, the management or policies of the institution. Acquisition of more than 10% of any class
of a bank holding company’s voting stock constitutes a rebuttable presumption of control under the regulations under
certain circumstances including where, is the case with First Savings Financial Group, the issuer has registered
securities under Section 12 of the Securities Exchange Act of 1934. Indiana law requires INDFI approval for changes
in control of companies controlling Indiana banks, with “control” defined to mean power to direct the management or
policies of the holding company or power to vote at least 25% of the company’s voting securities.

Federal Securities Laws

First Savings Financial Group’s common stock is registered with the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as amended. First Savings Financial Group is subject to the information, proxy
solicitation, insider trading restrictions and other requirements under the Securities Exchange Act of 1934, as
amended.
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INCOME TAXATION

Federal Taxation

General. We report our income on a fiscal year basis using the accrual method of accounting. The federal income tax
laws apply to us in the same manner as to other corporations with some exceptions, including particularly our reserve
for bad debts discussed below. The following discussion of tax matters is intended only as a summary and does not
purport to be a comprehensive description of the tax rules applicable to us. For its 2016 fiscal year, the Company’s
maximum federal income tax rate was 34%.

First Savings Financial Group and First Savings Bank have entered into a tax allocation agreement. Because First
Savings Financial Group owns 100% of the issued and outstanding capital stock of First Savings Bank, First Savings
Financial Group and First Savings Bank are members of an affiliated group within the meaning of Section 1504(a) of
the Internal Revenue Code, of which group First Savings Financial Group is the common parent corporation. As a
result of this affiliation, First Savings Bank may be included in the filing of a consolidated federal income tax return
with First Savings Financial Group and, if a decision to file a consolidated tax return is made, the parties agree to
compensate each other for their individual share of the consolidated tax liability and/or any tax benefits provided by
them in the filing of the consolidated federal income tax return.

Our Federal income tax returns have not been audited during the last five years.

Bad Debt Reserves. For fiscal years beginning before June 30, 1996, thrift institutions that qualified under certain
definitional tests and other conditions of the Internal Revenue Code, as the Bank did prior to its conversion to a
commercial bank in December 2014, were permitted to use certain favorable provisions to calculate their deductions
from taxable income for annual additions to their bad debt reserve. A reserve could be established for bad debts on
qualifying real property loans, generally secured by interests in real property improved or to be improved, under the
percentage of taxable income method or the experience method. The reserve for nonqualifying loans was computed
using the experience method. Federal legislation enacted in 1996 repealed the reserve method of accounting for bad
debts and the percentage of taxable income method for tax years beginning after 1995 and required savings
institutions to recapture or take into income certain portions of their accumulated bad debt reserves. Approximately
$4.6 million of our accumulated bad debt reserves would not be recaptured into taxable income unless First Savings
Bank makes a “non-dividend distribution” to First Savings Financial Group as described below.

Distributions. If First Savings Bank makes “non-dividend distributions” to First Savings Financial Group, the
distributions will be considered to have been made from First Savings Bank’s unrecaptured tax bad debt reserves,
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including the balance of its reserves as of September 30, 1988, to the extent of the “non-dividend distributions,” and
then from First Savings Bank’s supplemental reserve for losses on loans, to the extent of those reserves, and an amount
based on the amount distributed, but not more than the amount of those reserves, will be included in First Savings
Bank’s taxable income. Non-dividend distributions include distributions in excess of First Savings Bank’s current and
accumulated earnings and profits, as calculated for federal income tax purposes, distributions in redemption of stock,
and distributions in partial or complete liquidation. Dividends paid out of First Savings Bank’s current or accumulated
earnings and profits will not be so included in First Savings Bank’s taxable income.

The amount of additional taxable income triggered by a non-dividend distribution is an amount that, when reduced by
the tax attributable to the income, is equal to the amount of the distribution. Therefore, if First Savings Bank makes a
non-dividend distribution to First Savings Financial Group, approximately one and one-half times the amount of the
distribution not in excess of the amount of the reserves would be includable in income for federal income tax
purposes, assuming a 34% federal corporate income tax rate. First Savings Bank does not intend to pay dividends that
would result in a recapture of any portion of its bad debt reserves.
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State Taxation

Indiana. Effective July 1, 2013, Indiana amended its tax code to provide for reductions in the franchise tax rate. For
the Company’s tax year ended September 30, 2016, Indiana imposed a 7.5% franchise tax based on a financial
institution’s adjusted gross income as defined by statute. The Indiana franchise tax rate will be reduced to 7.0%, 6.5%,
6.5%, 6.25%, 6.0%, 5.5%, 5.0% and 4.9% for the Company’s tax years ending September 30, 2017, 2018, 2019, 2020,
2021, 2022, 2023, and 2024 and years thereafter, respectively. In computing adjusted gross income, deductions for
municipal interest, U.S. Government interest, the bad debt deduction computed using the reserve method and pre-1990
net operating losses are disallowed.

Our state income tax returns have not been audited during the last five years.

Item 1A. RISK FACTORS

Our concentration in non-owner occupied residential real estate loans may expose us to increased credit risk.

At September 30, 2016, $32.0 million, or 17.9% of our residential mortgage loan portfolio and 5.9% of our total loan
portfolio, consisted of loans secured by non-owner occupied residential properties. Loans secured by non-owner
occupied properties generally expose a lender to greater risk of non-payment and loss than loans secured by owner
occupied properties because repayment of such loans depend primarily on the tenant’s continuing ability to pay rent to
the property owner, who is our borrower, or, if the property owner is unable to find a tenant, the property owner’s
ability to repay the loan without the benefit of a rental income stream. In addition, the physical condition of
non-owner occupied properties is often below that of owner occupied properties due to lax property maintenance
standards, which has a negative impact on the value of the collateral properties. Furthermore, some of our non-owner
occupied residential loan borrowers have more than one loan outstanding with us. At September 30, 2016, we had
nine non-owner occupied residential loan relationships, each having an outstanding balance over $500,000, with
aggregate outstanding balances of $9.2 million. Consequently, an adverse development with respect to one credit
relationship may expose us to a greater risk of loss compared to an adverse development with respect to an owner
occupied residential mortgage loan. At September 30, 2016, nonperforming non-owner occupied residential loans
amounted to $274,000. Non-owner occupied residential properties held as real estate owned amounted to $57,000 at
September 30, 2016. For more information about the credit risk we face, see “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Risk Management.”

Our emphasis on commercial real estate lending and commercial business lending may expose us to increased
lending risks.
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At September 30, 2016, $259.3 million, or 46.9%, of our loan portfolio consisted of commercial real estate loans and
commercial business loans. Subject to market conditions, we intend to increase our origination of these loans.
Commercial real estate loans generally expose a lender to greater risk of non-payment and loss than one- to
four-family residential mortgage loans because repayment of the loans often depends on the successful operation of
the property and the income stream of the borrowers. Commercial real estate loans also typically involve larger loan
balances to single borrowers or groups of related borrowers both at origination and at maturity because many of our
commercial real estate loans are not fully-amortizing, but result in “balloon” balances at maturity. Commercial business
loans expose us to additional risks since they typically are made on the basis of the borrower’s ability to make
repayments from the cash flow of the borrower’s business and are secured by non-real estate collateral that may
depreciate over time. In addition, some of our commercial borrowers have more than one loan outstanding with us.
Consequently, an adverse development with respect to one loan or one credit relationship may expose us to a greater
risk of loss compared to an adverse development with respect to a one- to four-family residential mortgage loan. At
September 30, 2016, nonperforming commercial business loans and nonperforming commercial real estate loans
totaled $136,000 and $1.6 million, respectively. For more information about the credit risk we face, see “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk Management.”
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Our construction loan and land and land development loan portfolios may expose us to increased credit risk.

At September 30, 2016, $69.1 million, or 12.5% of our loan portfolio consisted of construction loans, and land and
land development loans, and $10.6 million, or 18.3% of the construction loan portfolio (excluding portions
participated to other financial institutions), consisted of speculative construction loans at that date. Speculative
construction loans are loans made to builders who have not identified a buyer for the completed property at the time of
loan origination. Subject to market conditions, we intend to continue to emphasize the origination of construction
loans and land and land development loans. These loan types generally expose a lender to greater risk of nonpayment
and loss than residential mortgage loans because the repayment of such loans often depends on the successful
operation or sale of the property and the income stream of the borrowers and such loans typically involve larger
balances to a single borrower or groups of related borrowers. In addition, many borrowers of these types of loans have
more than one loan outstanding with us so an adverse development with respect to one loan or credit relationship can
expose us to significantly greater risk of non-payment and loss. Furthermore, we may need to increase our allowance
for loan losses through future charges to income as the portfolio of these types of loans grows, which would adversely
affect our earnings. For more information about the credit risk we face, see “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Risk Management.”

We may suffer losses in our loan portfolio despite our underwriting practices.

Our results of operations are significantly affected by the ability of borrowers to repay their loans. Lending money is
an essential part of the banking business. However, borrowers do not always repay their loans. The risk of
non-payment is historically small, but if nonpayment levels are greater than anticipated, our earnings and overall
financial condition, as well as the value of our common stock, could be adversely affected. No assurance can be given
that our underwriting practices or monitoring procedures and policies will reduce certain lending risks. Loan losses
can cause insolvency and failure of a financial institution and, in such an event, our stockholders could lose their
entire investment. In addition, future provisions for loan losses could materially and adversely affect our earnings and
financial condition. Furthermore, the application of various federal and state laws, including bankruptcy and
insolvency laws, may limit the amount that can be recovered on these loans. For more information about the credit
risk we face, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Risk Management.”

Our allowance for loan losses may not be adequate to cover actual losses.

Like all financial institutions, we maintain an allowance for loan losses to provide for probable incurred losses due to
loan defaults, non-performance, and other qualitative factors. Our allowance for loan losses is based on our historical
loss experience as well as an evaluation of the risks associated with our loan portfolio, including the size and
composition of the loan portfolio, loan portfolio performance, fair value of collateral securing the loans, current
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economic conditions and geographic concentrations within the portfolio. Our allowance for loan losses may not be
adequate to cover actual loan losses, and future provisions for loan losses could materially and adversely affect our
earnings and financial condition. For more information about our analysis and determination of allowance for loan
losses, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations — Risk
Management.”

Our SBA lending program is dependent upon the federal government and we face specific risks associated with
originating SBA loans.

Our SBA lending program is dependent upon the federal government. As an SBA Preferred Lender, we enable our
clients to obtain SBA loans without being subject to the potentially lengthy SBA approval process necessary for
lenders that are not SBA Preferred Lenders. The SBA periodically reviews the lending operations of participating
lenders to assess, among other things, whether the lender exhibits prudent risk management. When weaknesses are
identified, the SBA may request corrective actions or impose enforcement actions, including revocation of the lender’s
Preferred Lender status. If we lose our status as a Preferred Lender, we may lose some or all of our customers to
lenders who are SBA Preferred Lenders. Also, any changes to the SBA program, including changes to the level of
guarantee provided by the federal government on SBA loans, could adversely affect our business and earnings.
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We generally sell the guaranteed portion of our SBA 7(a) program loans in the secondary market. These sales have
resulted in premium income for us at the time of sale and created a stream of future servicing income. We may not be
able to continue originating these loans or selling them in the secondary market. Furthermore, even if we are able to
continue originating and selling SBA 7(a) program loans in the secondary market, we might not continue to realize
premiums upon the sale of the guaranteed portion of these loans. When we sell the guaranteed portion of our SBA 7(a)
program loans, we incur credit risk on the non-guaranteed portion of the loans, and if a customer defaults on the
non-guaranteed portion of a loan, we share any loss and recovery related to the loan pro-rata with the SBA. If the SBA
establishes that a loss on an SBA guaranteed loan is attributable to significant technical deficiencies in the manner in
which the loan was originated, funded or serviced by us, the SBA may seek recovery of the principal loss related to
the deficiency from us, which could adversely affect our business and earnings.

The laws, regulations and standard operating procedures that are applicable to SBA loan products may change in the
future. We cannot predict the effects of these changes on our business and profitability. Because government
regulation greatly affects the business and financial results of all commercial banks and bank holding companies,
changes in the laws, regulations and procedures applicable to SBA loans could adversely affect our business and
earnings.

If an other-than-temporary-impairment is recorded in connection with our investment portfolio it could have a
negative impact on our profitability.

Our investment portfolio consists primarily of U.S. government agency and sponsored enterprises securities, mortgage
backed securities and collateralized mortgage obligations issued by U.S. government agencies and sponsored
enterprises, municipal bonds, and privately-issued collateralized mortgage obligations and asset-backed securities. We
must evaluate these securities for other-than-temporary impairment loss (“OTTI”) on a periodic basis. The
privately-issued collateralized mortgage obligations and asset-backed securities exhibit signs of weakness, which may
necessitate an OTTI charge in the future should the financial condition of the pools deteriorate further. Also, given the
current economic environment and possible further deterioration in economic conditions, we may need to record an
OTTI charge for our other investments should the issuers of those securities experience financial difficulties. Any
future OTTI charges could adversely affect our earnings.

A return of recessionary conditions could result in increases in our level of nonperforming loans and/or reduce
demand for our products and services, which would lead to lower revenue, higher loan losses and lower
earnings.

A return of recessionary conditions and/or continued negative developments in the domestic and international credit
markets may significantly affect the markets in which we do business, the value of our loans and investments, and our
ongoing operations, costs and profitability. Declines in real estate values and sales volumes and increased
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unemployment levels may result in higher than expected loan delinquencies, increases in our levels of nonperforming
and classified assets and a decline in demand for our products and services. These negative events may cause us to
incur losses and may adversely affect our capital, liquidity, and financial condition.

Changing interest rates may hurt our earnings and asset value.

Our net interest income is the interest we earn on loans and investments less the interest we pay on our deposits and
borrowings. Our net interest margin is the difference between the yield we earn on our assets and the interest rate we
pay for deposits and our other sources of funding. Changes in interest rates—up or down—could adversely affect our net
interest margin and, as a result, our net interest income. Although the yield we earn on our assets and our funding

costs tend to move in the same direction in response to changes in interest rates, one can rise or fall faster than the
other, causing our net interest margin to expand or contract. Our liabilities tend to be shorter in duration than our
assets, so they may adjust faster in response to changes in interest rates. As a result, when interest rates rise, our
funding costs may rise faster than the yield we earn on our assets, causing our net interest margin to contract until the
yield catches up. Changes in the slope of the “yield curve”—or the spread between short-term and long-term interest
rates—could also reduce our net interest margin. Normally, the yield curve is upward sloping, meaning short-term rates
are lower than long-term rates. Because our liabilities tend to be shorter in duration than our assets, when the yield
curve flattens or even inverts, we could experience pressure on our net interest margin as our cost of funds increases
relative to the yield we can earn on our assets. Also, interest rate decreases can lead to increased prepayments of loans
and mortgage-backed securities as borrowers refinance their loans to reduce borrowing costs. Under these
circumstances, we are subject to reinvestment risk as we may have to redeploy such repayment proceeds into lower
yielding investments, which would likely hurt our income. At September 30, 2016, approximately $220.5 million, or
40.4% of the total loan portfolio, consisted of fixed-rate mortgage loans. This investment in fixed-rate mortgage loans
exposes the Company to increased levels of interest rate risk.
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Changes in interest rates also affect the value of our interest-earning assets, and in particular our securities portfolio.
Generally, the value of fixed-rate securities fluctuates inversely with changes in interest rates. Unrealized gains and

losses on securities available for sale are reported as a separate component of equity, net of tax. Decreases in the fair
value of securities available for sale resulting from increases in interest rates could have an adverse effect on
stockholders’ equity. For further discussion of how changes in interest rates could impact us, see “Item 7.

Management’s Discussion and Analysis of Financial Condition and Results of Operations —Risk Management — Interest
Rate Risk Management.”

Liquidity risk could impair our ability to fund operations and jeopardize our financial condition.

Liquidity is essential to our business. An inability to raise funds through deposits, borrowings, the sale of loans and
other sources could have a material adverse effect on our liquidity. Our access to funding sources in amounts adequate
to finance our activities could be impaired by factors that affect us specifically or the financial services industry in
general. Factors that could detrimentally impact our access to liquidity sources include a decrease in the level of our
business activity due to a market downturn or adverse regulatory action against us. Our ability to acquire deposits or
borrow could also be impaired by factors that are not specific to us, such as a severe disruption of the financial
markets or negative views and expectations about the prospects for the financial services industry as a whole.

If the goodwill that we recorded in connection with a business acquisition becomes impaired, it could have a
negative impact on our profitability.

Goodwill represents the amount of acquisition cost over the fair value of net assets we acquired in the purchase of
another financial institution. We review goodwill for impairment at least annually, or more frequently if events or
changes in circumstances indicate the carrying value of the asset might be impaired. We determine impairment by
comparing the implied fair value of the reporting unit goodwill with the carrying amount of that goodwill. If the
carrying amount of the reporting unit goodwill exceeds the implied fair value of that goodwill, an impairment loss is
recognized in an amount equal to that excess. Any such adjustments are reflected in our results of operations in the
periods in which they become known. At September 30, 2016, our goodwill totaled $7.9 million. While we have
recorded no such impairment charges since we initially recorded the goodwill, there can be no assurance that our
future evaluations of goodwill will not result in findings of impairment and related write-downs, which may have a
material adverse effect on our financial condition and results of operations.

Regulation of the financial services industry is undergoing major changes and future legislation could increase
our cost of doing business or harm our competitive position.
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In 2010 and 2011, in response to the financial crisis and recession that began in 2008, significant regulatory and
legislative changes resulted in broad reform and increased regulation impacting financial institutions. The Dodd-Frank
Act has created a significant shift in the way financial institutions operate. The Dodd-Frank Act also creates a new
federal agency to administer consumer protection and fair lending laws, a function that was formerly performed by the
depository institution regulators. The Dodd-Frank Act contains various other provisions designed to enhance the
regulation of depository institutions. The full impact of the Dodd-Frank Act on our business and operations will not be
known for years until regulations implementing the statute are written and adopted. The Dodd-Frank Act may have a
material impact on our operations, particularly through increased regulatory burden and compliance costs. Any future
legislative changes could have a material impact on our profitability, the value of assets held for investment or
collateral for loans. Future legislative changes could require changes to business practices or force us to discontinue
businesses and potentially expose us to additional costs, liabilities, enforcement action and reputational risk.
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In addition to the enactment of the Dodd-Frank Act, the federal regulatory agencies have taken stronger supervisory
actions against financial institutions that have experienced increased loan losses and other weaknesses as a result of
the recent economic crisis. The actions include entering into written agreements and cease and desist orders that place
certain limitations on operations. Federal bank regulators have also been using with more frequency their ability to
impose individual minimum capital requirements on banks, which requirements may be higher than those required
under the Dodd-Frank Act or that would otherwise qualify a bank as being “well capitalized” under applicable prompt
corrective action regulations. If we were to become subject to a regulatory agreement or higher individual minimum
capital requirements, such action may have a negative impact on our ability to execute our business plan, as well as
our ability to grow, pay dividends or engage in mergers and acquisitions and may result in restrictions in our
operations.

Additionally, in early July 2013, the Federal Reserve approved revisions to their capital adequacy guidelines and
prompt corrective action rules that implement the revised standards of Basel III, and address relevant provisions of the
Dodd-Frank Act. Basel III and the regulations of the federal banking agencies require bank holding companies and
banks to undertake significant activities to demonstrate compliance with the new and higher capital standards.
Compliance with these rules will impose additional costs on the Company and the Bank.

Strong competition within our primary market area could hurt our profits and slow growth.

We face intense competition both in making loans and attracting deposits. This competition has made it more difficult
for us to make new loans and attract deposits. Price competition for loans and deposits might result in us earning less
on our loans and paying more on our deposits, which would reduce net interest income. Competition also makes it
more difficult to grow loans and deposits. At June 30, 2016, which is the most recent date for which data is available
from the FDIC, we held approximately 12.17%, 2.78%, 34.48%, 81.84% and 10.86% of the FDIC-insured deposits in
Clark, Floyd, Harrison, Crawford and Washington Counties, Indiana, respectively. Some of the institutions with
which we compete have substantially greater resources and lending limits than we have and may offer services that we
do not provide. We expect competition to increase in the future as a result of legislative, regulatory and technological
changes and the continuing trend of consolidation in the financial services industry. Our profitability depends upon
our continued ability to compete successfully in our primary market area. See “Item 1. Business — Market Area” and
“Item 1. Business — Competition” for more information about our primary market area and the competition we face.

Because the nature of the financial services business involves a high volume of transactions, we face significant
operational risks.

Operational risk is the risk of loss resulting from our operations, including, but not limited to, the risk of fraud by
employees or persons outside of the Company and Bank, the execution of unauthorized transactions by employees,
errors relating to transaction processing and technology, breaches of the internal control system and compliance
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requirements and business continuation and disaster recovery. This risk of loss also includes the potential legal actions
that could arise as a result of an operational deficiency or as a result of noncompliance with applicable regulatory
standards, adverse business decisions or their implementation, and customer attrition due to potential negative
publicity. In the event of a breakdown in the internal control system, improper operation of systems or improper
employee actions, we could suffer financial loss, face regulatory action and suffer damage to our reputation.

A disruption, failure in or breach, including cyber-attacks, of our operational, communications, information or
security systems, or those of our third party vendors and other service providers, could disrupt our businesses,
result in the disclosure or misuse of confidential or proprietary information, damage our reputation, increase
our costs and cause losses.

We rely heavily on communications and information systems to conduct our business and face the risk of operational
disruption, failure, termination or capacity constraints of any of the third parties that facilitate our business activities,
including exchanges, clearing agents, clearing houses or other financial intermediaries. Any failure or interruption of
these systems could result in failures or disruptions in our customer relationship management, general ledger, deposit,
loan and other systems. While we have policies and procedures designed to prevent or limit the effect of the failure or
interruption of these information systems, there can be no assurance that any such failures or interruptions will not
occur or, if they do occur, that they will be adequately addressed. The occurrence of any failures or interruptions of
these information systems could damage our reputation, result in a loss of customer business, subject us to additional
regulatory scrutiny, or expose us to civil litigation and possible financial liability, any of which could have a material
adverse effect on our financial condition and results of operations.
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We rely on the secure processing, storage and transmission of confidential and other information on our computer
systems and networks. Although we take numerous protective measures to maintain the confidentiality, integrity and
availability of our and our clients’ information across all geographic and product lines, and endeavor to modify these
protective measures as circumstances warrant, the nature of the threats continues to evolve. As a result, our computer
systems, software and networks and those of our customers may be vulnerable to unauthorized access, loss or
destruction of data (including confidential client information), account takeovers, unavailability of service, computer
viruses or other malicious code, cyber-attacks and other events that could have an adverse security impact and result
in significant losses by us and/or our customers. Despite the defensive measures we take to manage our internal
technological and operational infrastructure, these threats may originate externally from third parties, such as foreign
governments, organized crime and other hackers, and outsource or infrastructure-support providers and application
developers, or the threats may originate from within our organization. Given the increasingly high volume of our
transactions, certain errors may be repeated or compounded before they can be discovered and rectified.

We are inherently exposed to risks caused by the use of computer, internet and telecommunications systems, and
susceptible to fraudulent activity that may be committed against us or our clients, which may result in financial losses
to us or our clients, privacy breaches against our clients or damage to our reputation. These risks include fraud by
employees, customers and other outside entities targeting us and/or our customers, and such fraudulent activity may
take many forms, including internet fraud, check fraud, electronic fraud, wire fraud, phishing, and other dishonest
acts. In recent periods, there has been a rise in electronic fraudulent activity within the financial services industry,
especially in the commercial banking sector, due to cyber criminals targeting commercial bank accounts. Consistent
with industry trends, we have also experienced an increase in attempted electronic fraudulent activity in recent
periods. Given such increase in electronic fraudulent activity and the growing level of use of electronic, internet-based
and networked systems to conduct business directly or indirectly with our clients, certain fraud losses may not be
avoidable regardless of the preventative and detection systems in place.

Although, to date, we have not experienced any material losses relating to cyber-attacks or other information security
breaches, there can be no assurance that we will not suffer such losses in the future. Our risk and exposure to these
matters remains heightened because of, among other things, the evolving nature of these threats, the outsourcing of
some of our business operations and the continued uncertain global economic environment. As cyber threats continue
to evolve, we may be required to expend significant additional resources to continue to modify or enhance our
protective measures or to investigate and remediate any information security vulnerabilities.

We maintain an insurance policy which we believe provides sufficient coverage at a manageable expense for an
institution of our size and scope with similar technological systems. However, we cannot assure that this policy will
afford coverage for all possible losses or would be sufficient to cover all financial losses, damages, penalties,
including lost revenues, should we experience any one or more of our or a third party’s systems failing or experiencing
attack.
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We operate in a highly regulated environment and we may be adversely affected by changes in laws and
regulations.

The Bank is subject to extensive regulation, supervision and examination by the INDFI, its chartering authority, the
FRB, its primary federal regulator, and the FDIC, as insurer of its deposits. The Company is also subject to regulation
and supervision by the Federal Reserve Bank of St. Louis. Such regulation and supervision governs the activities in
which an institution and its holding company may engage, and are intended primarily for the protection of the
insurance fund and the depositors and borrowers of the Bank rather than for holders of the Company’s common stock.
Regulatory authorities have extensive discretion in their supervisory and enforcement activities, including the
imposition of restrictions on our operations, the classification of our assets and determination of the level of our
allowance for loan losses. If our regulators require us to charge-off loans or increase our allowance for loan losses, our
earnings would suffer. Any change in such regulation and oversight, whether in the form of regulatory policy,
regulations, legislation or supervisory action, may have a material impact on our operations. For a further discussion,
see “Item 1. Business — Regulation and Supervision.”
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We rely heavily on our management team and the unexpected loss of any of those personnel could adversely
affect our operations, and we depend on our ability to attract and retain key personnel.

We are a customer-focused and relationship-driven organization. We expect our future growth to be driven in a large
part by the relationships maintained with our customers by our executive and other senior officers. Although we are
party to non-compete and non-solicitation agreements with certain executive, senior and other officers, the unexpected
loss of any of our key employees could have an adverse effect on our business, results of operations and financial
condition.

The implementation of our business strategy will also require us to continue to attract, hire, motivate and retain skilled
personnel to develop new customer relationships as well as new financial products and services. The market for
qualified employees in the businesses in which we operate is competitive and we may not be successful in attracting,
hiring or retaining key personnel. Our inability to attract, hire or retain key personnel could have a material adverse
effect on our business, results of operations and financial condition.

Our ability to pay dividends is subject to certain limitations and restrictions, and there is no guarantee that we
will be able to continue paying the same level of dividends in the future that we paid in 2016 or that we will be
able to pay future dividends at all.

Our ability to declare and pay dividends is subject to the guidelines of the FRB regarding capital adequacy and
dividends, other regulatory restrictions, and the need to maintain sufficient consolidated capital. The ability of the
Bank to pay dividends to the Company is subject to regulation by the INDFI, applicable Indiana law and the FRB, and
is limited by the Bank’s obligations to maintain sufficient capital and liquidity. In addition, banking regulators may
propose guidelines seeking greater liquidity and regulations requiring greater capital requirements. If such new
regulatory requirements were not met, the Bank would not be able to pay dividends to the Company, and consequently
we may be unable to pay dividends on our common stock.

There is a limited trading market for our stock and you may not be able to resell your shares at or above the
price you paid for them.

The price of the common stock purchased may decrease significantly. Although our common stock is quoted on the
NASDAQ Capital Market under the symbol "FSFG", trading activity in the stock historically has been sporadic. A
public trading market having the desired characteristics of liquidity and order depends on the presence in the market
of willing buyers and sellers at any given time. The presence of willing buyers and sellers depends on the individual
decisions of investors and general economic conditions, all of which are beyond our control.
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Insiders have substantial control over us, and this control may limit our shareholders’ ability to influence
corporate matters and may delay or prevent a third party from acquiring control over us.

As of December 16, 2016, our directors, executive officers, and their related entities and persons currently beneficially
own, in the aggregate, approximately 20.4% of our outstanding common stock. The significant concentration of stock
ownership may adversely affect the trading price of our common stock due to investors’ perception that conflicts of
interest may exist or arise. In addition, these shareholders will be able to exercise influence over all matters requiring
shareholder approval, including the election of directors and approval of corporate transactions, such as a merger or
other sale of our company or its assets. This concentration of ownership could limit your ability to influence corporate
matters and may have the effect of delaying or preventing a change in control, including a merger, consolidation or
other business combination involving us, or discouraging a potential acquirer from making a tender offer or otherwise
attempting to obtain control, even if that change in control would benefit our other shareholders. For information
regarding the ownership of our outstanding stock by our directors, executive officers, and their related entities and
persons, see “Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters” in
this Report.
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Item 1B. UNRESOLVED STAFF COMMENTS

None.

Item 2. PROPERTIES

We conduct our business through our main office and branch offices. The following table sets forth certain
information relating to these facilities as of September 30, 2016.

Year Owned/
Opened Leased

Location
Main Office:
Clarksville Main Office
1968
501 East Lewis & Clark Parkway Owned
Clarksville, Indiana
Branch Offices:
Jeffersonville - Allison Lane Office
2213 Allison Lane 1975 Owned
Jeffersonville, Indiana
Charlestown Office
1100 Market Street 1993 Owned
Charlestown, Indiana
Georgetown Office
1000 Copperfield Drive 2003 Owned

Georgetown, Indiana

Jeffersonville - Court Avenue Office 1986 Owned



202 East Court Avenue
Jeffersonville, Indiana
Sellersburg Office

125 Hunter Station Way
Sellersburg, Indiana
Corydon Office

900 Hwy 62 NW
Corydon, Indiana
Salem Office

1336 S Jackson Street
Salem, Indiana

English Office

200 Indiana Avenue
English, Indiana
Marengo Office

125 W Old Short Street
Marengo, Indiana
Leavenworth Office
510 Hwy 62
Leavenworth, Indiana
Lanesville Office

7340 Main Street NE
Lanesville, Indiana
Elizabeth Office

8160 Beech Street SE

Elizabeth, Indiana

1995

1996

1995

1925

1984

1969

1948

1975
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Owned

Owned

Owned

Owned

Owned

Owned

Owned

Owned
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New Albany Office
2218 State Street

New Albany, Indiana
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Leased
2013
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The Bank owns two former branch office locations that have been closed and the operations of which were
consolidated into existing branch office operations. The property located in Floyds Knobs, Indiana is utilized by the
Bank as an operation center and the property located in Milltown, Indiana, is valued at $85,500 and was included in
“other real estate owned, held for sale” at September 30, 2016 on the balance sheet of the Consolidated Financial
Statements beginning on page F-1 of this annual report.

The Company owned a 4.077 acre parcel of land in New Albany, Indiana, which was developed by FFCC. The retail
development included over 36,000 square feet of leasable class-A retail space and included the Bank’s New Albany
branch office location. The retail development was sold September 29, 2016, at which time a 10-year lease with
several renewal options was executed between the Bank and the new buyer for the branch office location. See Notes 5
and 7 of the Notes to Consolidated Financial Statements beginning on page F-1 of this annual report for additional
information regarding the sale of this property.

The Company purchased an 8.097 acre parcel of land in Jeffersonville, Indiana, in July 2013 upon which it may locate
a new main office and subsequently divest of additional unused acreage in future years. However, there were no
formal plans as of September 30, 2016 to proceed with a new main office location or divestiture of the additional
acreage. This land, with a carrying value of approximately $1.73 million, was included in “premises and equipment” at
September 30, 2016 on the balance sheet of the Consolidated Financial Statements beginning on page F-1 of this
annual report.

Item 3. LEGAL PROCEEDINGS

Periodically, there have been various claims and lawsuits against us, such as claims to enforce liens, condemnation
proceedings on properties in which we hold security interests, claims involving the making and servicing of real
property loans and other issues incident to our business. We are not a party to any pending legal proceedings that we
believe would have a material adverse effect on our financial condition, results of operations or cash flows.

Item 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART II

Item MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
S. ISSUER PURCHASES OF EQUITY SECURITIES

Market for Common Equity and Related Stockholder Matters

The Company’s common stock is listed on the NASDAQ Capital Market (“NASDAQ”) under the trading symbol “FSFG.”
As of December 16, 2016, the Company had approximately 247 holders of record and 2,206,787 shares of common

stock outstanding. The figure of shareholders of record does not reflect the number of persons whose shares are in
nominee or “street” name accounts through brokers. See Item 1, “Business—Regulation and Supervision—Limitation on
Capital Distributions” and Note 26 of the Notes to Consolidated Financial Statements beginning on page F-1 of this
annual report for information regarding dividend restrictions applicable to the Company.

The following table provides quarterly market price and dividend information per common share for the fiscal years
ended September 30, 2016 and 2015 as reported by NASDAQ.

High Low Market price
Sale Sale Dividends end of period
2016:

Fourth Quarter $36.20 $34.54 $ 0.13 $ 36.16

Third Quarter 36.30 32.80 0.13 34.54
Second Quarter 36.00 32.50 0.13 33.98
First Quarter 36.98 33.89 0.12 36.43
2015:

Fourth Quarter $36.39 $29.25 $ 0.12 $ 34.00

Third Quarter 30.00 28.05 0.12 29.75
Second Quarter 29.57  25.55 0.12 28.95
First Quarter 26.45 24.50 0.11 26.25

On November 16, 2016, the Company declared a quarterly cash dividend of $0.13 per share on its outstanding
common stock, payable on or about December 30, 2016 to stockholders of record as of the close of business on
December 2, 2016. The Company currently intends to maintain a policy of paying regular quarterly cash dividends;
however, the Company cannot guarantee that it will pay dividends or that if paid, it will not reduce or eliminate
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Purchases of Equity Securities

The following table presents information regarding the Company’s stock repurchase activity during the quarter ended
September 30, 2016:

(©

(d)
(a) (b) Total number of Maximum number of

Period Total number of  Average price shares purchased as shares that may yet be

shares purchased paid per share part of publicly purchased under the plans
announced plans or
or programs
programs (1)
July 1, 2016 through
July 31, 2016 — — — 73,657
August 1, 2016 through
August 31, 2016 — - — 73,657
September 1, 2016 through
September 30, 2016 — - — 73,657
Total — — — 73,657

On November 16, 2012, the Company announced that its Board of Directors authorized a stock repurchase
program to acquire up to 230,217 shares, or 10.0% of the Company’s outstanding common stock. Under the
program, which has no expiration date, repurchases are to be conducted through open market purchases or
privately negotiated transactions, and are to be made from time to time depending on market conditions and other
factors. There is no guarantee as to the exact number of shares to be repurchased by the Company. Repurchased
shares will be held in treasury.

ey

Equity Compensation Plan Information

The following table sets forth information as of September 30, 2016 about Company common stock that may be
issued under the Company’s equity compensation plans. All plans were approved by the Company’s stockholders.

Plan category Number of securities Weighted-average Number of securities remaining
to be issued upon  exercise price of available for future issuance under
exercise of outstanding@itstanding optiongquity compensation plans
options, warrants andwarrants and rights(excluding securities reflected in
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rights (b) column (a))
(a) (c)
Equity compensation plans approved by
security holders 187,050 $ 1325 88,000
Equity compensation plans not approved by N/A N/A N/A
security holders
Total 187,050 $ 1325 88,000

In December 2015 the Company adopted the 2016 Equity Incentive Plan (“2016 Plan”), which the Company’s

shareholders approved in February 2016. The 2016 Plan provides for the award of stock options and restricted stock.
The aggregate number of shares of the Company’s common stock available for issuance under the Plan may not exceed
88,000 shares, consisting of 66,000 stock options and 22,000 shares of restricted stock. As of September 30, 2016, no
restricted shares and no stock options had been granted under the 2016 Plan. In November 2016, the Company granted

17,265 restricted shares, 42,895 incentive stock options and 8,400 non-statutory stock options to directors, officers

and key employees. The restricted shares and stock options granted will vest ratably over five years and, once vested,
the stock options are exercisable in whole or in part for a period up to ten years from the date of the award. See Note

17 of the Notes to Consolidated Financial Statements beginning on page F-1 of this annual report for additional

information.
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Item 6. SELECTED FINANCIAL DATA

The following tables contain certain information concerning our consolidated financial position and results of
operations, which is derived in part from our audited consolidated financial statements. The following is only a
summary and should be read in conjunction with the audited consolidated financial statements and notes thereto
beginning on page F-1 of this annual report.

At September 30,
(In thousands) 2016 2015 2014 2013 2012
Financial Condition Data:
Total assets $796,516 $749,946 $713,129 $660,455 $638,913

Cash and cash equivalents 29,342 24,994 20,330 20,815 38,791
Trading account securities 9,255 9,044 5,319 3,210 3,562
Securities available-for-sale 174,493 178,328 184,697 164,167 152,543
Securities held-to-maturity 3,166 4,620 5,419 6,417 7,848

Loans, net 518,611 457,112 433,876 408,375 389,067
Deposits 579,467 533,297 533,194 477,726 494,234
Borrowings from FHLB 121,633 104,867 79,548 89,348 53,062
Other borrowings 1,345 5,974 6,150 6,308 3,461
Stockholders’ equity 86,580 94,357 87,080 82,253 82,926

For the Year Ended September 30,

(In thousands) 2016 2015 2014 2013 2012
Operating Data:

Interest income $29,456 $27,987 $27,494 $27,175 $25,994
Interest expense 4,167 3,778 3,555 3,936 4,675
Net interest income 25,289 24,209 23,939 23,239 21,319
Provision for loan losses 637 859 1,246 1,858 1,532
Net interest income after provision for loan losses 24,652 23,350 22,693 21,381 19,787
Noninterest income 3,372 5,976 5,046 4,258 3,422
Noninterest expense 22435 20,999 20,272 19,132 17,464
Income before income taxes 5,589 8,327 7,467 6,507 5,745
Income tax expense (benefit) (2,322) 1,576 2,077 1,811 1,458
Net income 7911 6,751 5,390 4,696 4,287
Less: Preferred stock dividends declared 62 171 171 171 171
Net income available to common shareholders $7,849 $6,580 $5,219 $4,525 $4,116

For the Year Ended September 30,
2016 2015 2014 2013 2012
Per Share Data:
Net income per common share, basic $3.57 $3.07 $2.46 $2.09 $1.90
Net income per common share, diluted 341 293 234 199 1.85
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At or For the Year Ended September 30,
2016 2015 2014 2013 2012
Performance Ratios:

Return on average assets 1.03 % 093 % 078 % 072 % 075 %
Return on average equity 9.04 7.43 6.38 5.63 5.42
Return on average common stockholders’ equity 9.73 9.16 8.01 7.09 6.92
Interest rate spread (1) 3.71 3.74 3.86 3.98 4.07

Net interest margin (2) 3.81 3.84 3.93 4.09 4.22
Other expenses to average assets 2.93 2.88 292 2.94 3.05
Efficiency ratio (3) 68.20 69.57 69.94 69.58 70.59

Average interest-earning assets to average interest-bearing 117.86 11690 11466 11527 116.16

liabilities
Dividend payout ratio 14.03 14.74 16.96 33.48 -
Average equity to average assets 11.45 12.47 12.17 12.81 13.81

Capital Ratios (4):

Total capital (to risk-weighted assets):

Consolidated 11.82 % 16.21 % N/A N/A N/A
Bank 11.33 13.13 14.87 % 17.04 % 17.07 %

Tier 1 capital (to risk-weighted assets):
Consolidated 10.66 14.96 N/A N/A N/A
Bank 10.16 11.88 13.62 15.78 15.82

Common equity Tier 1 capital (to risk-weighted assets):
Consolidated 10.66 14.96 N/A N/A N/A
Bank 10.16 11.88 N/A N/A N/A

Tier 1 capital (to average adjusted total assets):
Consolidated 8.43 11.01 N/A N/A N/A
Bank 8.09 8.67 9.14 10.36 10.12

Represents the difference between the weighted average yield on average interest-earning assets and the weighted
(1)average cost on average interest-bearing liabilities. Tax exempt income is reported on a tax equivalent basis using a
federal marginal tax rate of 34%.

Represents net interest income as a percent of average interest-earning assets. Tax exempt income is reported on a
tax equivalent basis using a federal marginal tax rate of 34%.

2)
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3) Represents other expenses divided by the sum of net interest income and other income.
First Savings Financial Group was not subject to the regulatory capital requirements until its conversion from a
(4)savings and loan holding company to a bank holding company in December 2014. Therefore, the capital amounts
and ratios presented for the years ended September 30, 2014, 2013, and 2012 are for the Bank only.
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At or For the Year Ended September 30,

2016 2015 2014 2013 2012
Asset Quality Ratios:
Allowance for loan losses as a percent of total loans 130 % 137 % 140 % 132 % 123 %

Allowance for loan losses as a percent of nonperforming

182.76 150.37 145.96 61.15 84.12
loans

Net charge-offs to average outstanding loans during the

. 0.03 0.11 0.12 0.30 0.35
period
Nonperforming loans as a percent of total loans 0.71 0.91 0.96 2.17 1.46
Nonperforming assets as a percent of total assets 1.49 1.75 1.79 2.39 2.21
Other Data:
Number of offices 14 14 15 15 14
Number of deposit accounts 33,407 33,430 34,049 34,788 36,259
Number of loans 5,409 5,373 5,482 5,663 6,072
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Item MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
7. OF OPERATION

Overview

Income. Our primary source of pre-tax income is net interest income. Net interest income is the difference between
interest income, which is the income that we earn on our loans and investments, and interest expense, which is the
interest that we pay on our deposits and borrowings. Other significant sources of pre-tax income are service charges
(mostly from service charges on deposit accounts and loan servicing fees), increases in the cash surrender value of life
insurance, fees from sale of residential mortgage and SBA loans originated for sale in the secondary market,
commissions on sales of securities and insurance products, rents from real estate leasing, and net realized and
unrealized gains on trading account securities. We also recognize income from the sale of investment securities.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for probable losses inherent in the
loan portfolio. We evaluate the need to establish allowances against losses on loans on a quarterly basis. When
additional allowances are necessary, a provision for loan losses is charged to earnings.

Expenses. The noninterest expenses we incur in operating our business consist of salaries and employee benefits
expenses, occupancy expenses, data processing expenses, professional service fees, federal deposit insurance
premiums, advertising, net losses on foreclosed real estate and other miscellaneous expenses. Our noninterest
expenses increased for the year ended September 30, 2016 when compared to 2015 primarily as a result of increased
compensation and benefits and data processing.

Salaries and employee benefits consist primarily of: salaries and wages paid to our employees; payroll taxes; and
expenses for health insurance, retirement plans and other employee benefits. We also recognize annual employee
compensation expenses related to the equity incentive plan as the equity incentive awards vest. See Note 17 of the
Notes to Consolidated Financial Statements beginning on page F-1 of this annual report for additional information
regarding the stock based compensation plans.

Occupancy expenses, which are the fixed and variable costs of buildings and equipment, consist primarily of
depreciation charges, furniture and equipment expenses, maintenance, real estate taxes and costs of utilities.
Depreciation of premises and equipment is computed using the straight-line method based on the useful lives of the
related assets, which range from three to 50 years.
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Data processing expenses are the fees we pay to third parties for processing customer information, deposits and loans.
Our data processing expenses increased in the year ended September 30, 2016 when compared to 2015 primarily as a
result of the replacement of customer magnetic strip debit cards with EMV chip cards in 2016.

Professional fees expense represents the fees we pay to third parties for legal, accounting, investment advisory and
other consulting services. Our professional fees increased in the year ended September 30, 2016 when compared to
2015 primarily as a result of the Bank’s enhancement of the SBA lending program.

Federal deposit insurance premiums are payments we make to the FDIC to insure of our deposit accounts.

Other expenses include expenses for office supplies, postage, telephone, insurance, regulatory assessments and other
miscellaneous operating expenses.
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Critical Accounting Policies

The accounting and reporting policies of the Company comply with accounting principles generally accepted in the
United States of America (“U.S. GAAP”) and conform to general practices within the banking industry. The preparation
of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions. The
financial position and results of operations can be affected by these estimates and assumptions, which are integral to
understanding reported results. Critical accounting policies are those policies that require management to make
assumptions about matters that are highly uncertain at the time an accounting estimate is made; and different estimates
that the Company reasonably could have used in the current period, or changes in the accounting estimate that are
reasonably likely to occur from period to period, would have a material impact on the Company’s financial condition,
changes in financial condition or results of operations. Most accounting policies are not considered by management to
be critical accounting policies. Several factors are considered in determining whether or not a policy is critical in the
preparation of financial statements. These factors include, among other things, whether the estimates are significant to
the financial statements, the nature of the estimates, the ability to readily validate the estimates with other information
including third parties or available prices, and sensitivity of the estimates to changes in economic conditions and
whether alternative accounting methods may be utilized under generally accepted accounting principles. Significant
accounting policies, including the impact of recent accounting pronouncements, are discussed in Note 1 of the Notes
to Consolidated Financial Statements. The policies considered to be the critical accounting policies are described
below.

Allowance for Loan Losses. The allowance for loan losses is the amount estimated by management as necessary to
cover losses inherent in the loan portfolio at the balance sheet date. The allowance is established through the provision
for loan losses, which is charged to income. Determining the amount of the allowance for loan losses necessarily
involves a high degree of judgment. Among the material estimates required to establish the allowance are: loss
exposure at default; the amount and timing of future cash flows on impacted loans; value of collateral; and
determination of loss factors to be applied to the various elements of the portfolio. All of these estimates are
susceptible to significant change. Management reviews the level of the allowance at least quarterly and establishes the
provision for loan losses based upon an evaluation of the portfolio, past loss experience, current economic conditions
and other factors related to the collectability of the loan portfolio. Although we believe that we use the best
information available to establish the allowance for loan losses, future adjustments to the allowance may be necessary
if economic or other conditions differ substantially from the assumptions used in making the evaluation. In addition,
the banking regulators, as an integral part of their examination process, periodically review our allowance for loan
losses and may require us to recognize adjustments to the allowance based on their judgments about information
available to them at the time of their examination. A large loss could deplete the allowance and require increased
provisions to replenish the allowance, which would adversely affect earnings. Note 1 of the Notes to Consolidated
Financial Statements beginning on page F-1 of this annual report describes the methodology used to determine the
allowance for loan losses. The Company has not made any substantive changes to its methodology for determining the
allowance for loan losses during the fiscal year ended September 30, 2016, and there have been no material changes in
the assumptions or estimation techniques compared to prior years.
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Valuation Methodologies. In the ordinary course of business, management applies various valuation methodologies to
assets and liabilities that often involve a significant degree of judgment, particularly when active markets do not exist
for the items being valued. Generally, in evaluating various assets for potential impairment, management compares
the fair value to the carrying value. Quoted market prices are referred to when estimating fair values for certain assets,
such as investment securities. However, for those items for which market-based prices do not exist, management
utilizes significant estimates and assumptions to value such items. Examples of these items include loans held for sale,
loan servicing rights, goodwill and other intangible assets, foreclosed and other repossessed assets, estimated present
value of impaired loans, value ascribed to stock-based compensation and certain other financial investments. The use
of different assumptions could produce significantly different results, which could have material positive or negative
effects on the Company’s results of operations. See Notes 22 and 23 of the Notes to Consolidated Financial Statements
beginning on page F-1 of this annual report for additional information.
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Deferred Tax Assets. Income tax expense involves estimates related to the valuation allowance on deferred tax assets.
A valuation allowance reduces deferred tax assets to the amount management believes is more likely than not to be
realized. In evaluating the realization of deferred tax assets, management considers the likelihood that sufficient
taxable income of appropriate character will be generated within carryback and carryforward periods, including
consideration of available tax planning strategies. See Note 18 of the Notes to Consolidated Financial Statements
beginning on page F-1 of this annual report for additional information.

Operating Strategy

Our mission is to operate and grow a profitable community-oriented financial institution. We plan to achieve this by
executing our strategy of:

continuing our historical focus on residential mortgage lending but de-emphasizing residential mortgage lending
secured by non-owner occupied properties;

pursuing opportunities to increase commercial real estate lending and commercial business lending, including SBA
7(a) program lending;

improving customer service and product offerings by leveraging the Bank’s investment in the core operating system
and in new technology;

providing exceptional customer service to attract and retain customers;

promoting our presence, brand image and product offerings in our primary market area;

continuing to monitor asset quality and credit risk in the loan and investment portfolios;

recognizing improvements in noninterest income with respect to service charges on deposits as a result of
restructuring deposit account types and fees, interchange income as a result of promoting increased debit card usage,
"commission income related to non-deposit investment products, and gains on sales of mortgage loans and portions of
loans guaranteed by the SBA in the secondary market;

expanding our market share and market area by opening new branch offices and pursuing opportunities to acquire
other financial institutions or branches; and
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increasing shareholder value through stock repurchase programs and dividends.

Continuing our historical focus on residential mortgage lending but de-emphasizing residential mortgage lending
secured by non-owner occupied properties.

Historically, our predominant lending activity has been residential mortgage lending in our primary market area. A
significant portion of the residential mortgage loans that we had originated before 2005 are secured by non-owner
occupied properties, which generally carry a greater risk of loss than loans secured by owner-occupied properties.
However, since 2005, we have de-emphasized non-owner occupied residential mortgage lending and have focused,
and intend to continue to focus, our residential mortgage lending primarily on originating residential mortgage loans
secured by owner-occupied properties. At September 30, 2016, 32.2% of our total loans were residential mortgage
loans and 17.9% of our residential mortgage loans were secured by non-owner occupied properties. We intend to
continue our emphasis on residential mortgage lending because this type of lending generally carries lower credit risk
and has contributed to our historically favorable asset quality.
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Pursuing opportunities to increase commercial real estate lending and commercial business lending.

Commercial real estate loans and commercial business loans provide us the opportunity to earn more income because
these loans generally have higher interest rates than residential mortgage loans in order to compensate for the
increased credit risk. In recent periods, we have focused more heavily on commercial real estate and commercial
business lending and intend to continue pursuing these lending opportunities. At September 30, 2016, commercial real
estate loans and commercial business loans represented 39.3% and 7.6%, respectively, of our total loans.

During 2013, we began a commercial real estate lending program that is focused on loans to high net worth
individuals that are secured by low loan-to-value, single-tenant commercial properties that are generally leased to
investment grade national-brand retailers, the borrowers and collateral properties for which are outside of our primary
market area. This program is designed to diversify the Company’s geographic and credit risk profile given the
geographic dispersion of the loans and collateral, and the investment grade credit of the national-brand lessees. The
Company originated $38.5 million of these loans during the year ended September 30, 2016 and the portfolio balance
was $93.3 million at September 30, 2016.

Beginning in April 2015, the Bank hired a management team, business development officers (loan officers),
underwriters and supporting staff that are seasoned and experienced in U.S. Small Business Administration (“SBA”)
lending in order to enhance the Company’s proficiency in SBA 7(a) and other program loan originations and sales. The
Bank intends to continue hiring additional business development officers and appropriate supporting staff in order to
grow this program, the borrowers and collateral for which are outside of our primary market area. The primary
purpose of the program is to originate SBA 7(a) program loans and sell the amounts guaranteed by the SBA in the
secondary market. The program is also designed to diversify the Company’s geographic and interest rate risk profile
with respect to the retained unguaranteed amounts given the geographic dispersion of the loans and collateral, and
their floating rate structure. The Company originated SBA loans with a total commitment of $27.0 million during the
year end September 30, 2016. At September 30, 2016, $23.5 million of SBA loans included sold guaranteed portions
of $13.6 million, for a net position of $10.0 million outstanding in our portfolio.

Improving customer service and product offerings with new technology.

We continue to enhance our proficiencies and refine the processes for the core operating system in order to enhance
the customer experience. In addition, we continue to improve product offerings and services to our customers with
core-related and ancillary technologies, including mobile banking, mobile check capture, person-to-person and
business-to-business payment capabilities, and automated teller machines with check imaging for self-service deposit
transactions.
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Providing exceptional customer service to attract and retain customers.

As a community-oriented financial institution, we emphasize providing exceptional customer service as a means to
attract and retain customers. We deliver personalized service and respond with flexibility to customer needs. We
believe that our community orientation is attractive to our customers and distinguishes us from the larger banks that
operate in our primary market area.

Continuing to monitor asset quality and credit risk.

Our strategy for credit risk management focuses on having well-defined credit policies and uniform underwriting
criteria and providing prompt attention to potential problem loans. During the years 2012 through 2015, we placed
special emphasis on the improvement of asset quality and reductions in the levels of classified and criticized assets,
which has resulted in significant improvements. We will continue to place emphasis on maintaining a robust credit
culture, improving asset quality, and reducing classified and criticized assets. For more information about our
monitoring of credit risk and improvement in levels of classified and criticized assets, see “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Risk Management.”
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Recognizing improvements in noninterest income.

The Company underperforms compared to its peers with respect to service charges on deposit fee income. Therefore,
the Company continues to focus on enhancing service charges on deposit fee income as the Bank continues to
transition its deposit base to that more consistent with a commercial bank, and seek alternative sources of noninterest
income. In addition, the Company expects to generate additional noninterest income as a result of gains on sales of
loan amounts guaranteed by the SBA sold in the secondary market.

Expanding our market share and market area.

We intend to continue to pursue opportunities to expand our market share and market area by seeking to open
additional branch offices and pursuing opportunities to acquire other financial institutions or branches of other
financial institutions in our primary market area and surrounding areas.

Increasing shareholder value through stock repurchase programs and dividends.

The Company has been active in the repurchase of its common shares and has purchased and committed a net of
337,255 shares to treasury as of September 30, 2016, which represents 13.3% of the 2,542,042 common shares issued
in its public offering in October 2008. In addition, the Company has 73,657 common shares remaining for repurchase
under the stock repurchase program approved by its Board of Directors on November 16, 2012. Under the program,
repurchases are to be conducted through open market purchases or privately negotiated transactions, and are to be
made from time to time depending on market conditions and other factors. There is no guarantee as to the exact
number of shares to be repurchased by the Company. For more information about our stock repurchases, see “Item 5.
Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.”

The Company paid a cash dividend of $0.12 per common share during the quarter ended December 31, 2015 and
increased the quarterly cash dividend plan to $0.13 per common share beginning with the quarter ended March 31,
2016, under which it paid $0.13 per common share for the quarters ended March 31, June 30 and September 30, 2016,
for a total of $0.51 per common share paid during the fiscal year ended September 30, 2016. The Company currently
intends to maintain a policy of paying regular quarterly cash dividends; however, the Company cannot guarantee that
it will pay dividends or that if paid, it will not reduce or eliminate dividends in the future. For more information about
our dividends, see “Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities.”
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Balance Sheet Analysis

Cash and Cash Equivalents. At September 30, 2016 and 2015, cash and cash equivalents totaled $29.3 million and
$25.0 million, respectively. The Bank is required to maintain reserve balances on hand and with the Federal Reserve
Bank, which are unavailable for investment but interest-bearing. The average amount of those reserve balances for the
year ended September 30, 2016 was approximately $10.3 million.

Loans. Our primary lending activity is the origination of loans secured by real estate. We originate one- to four-family
mortgage loans, multifamily loans, commercial real estate loans, commercial business loans and construction loans.
To a lesser extent, we originate various consumer loans including home equity lines of credit.

At September 30, 2016, residential mortgage loans totaled $178.4 million, or 32.2% of total loans, compared to
$181.9 million, or 37.2% of total loans at September 30, 2015. Total residential mortgage loan balances decreased in
2016 primarily due to repayments and refinancings that were sold in the secondary market. We generally originate
loans for investment purposes, although, depending on the interest rate environment, we typically sell 25-year and
30-year fixed-rate residential mortgage loans that we originate into the secondary market in order to limit exposure to
interest rate risk and to earn noninterest income. Management intends to continue offering short-term adjustable rate
residential mortgage loans and generally sell long-term fixed rate mortgage loans in the secondary market with
servicing released.
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Commercial real estate loans totaled $217.4 million, or 39.3% of total loans at September 30, 2016, compared to
$173.0 million, or 35.9% of total loans at September 30, 2015. The balance of commercial real estate loans has
increased primarily due to the previously discussed lending program that is focused on loans secured by low
loan-to-value, single-tenant commercial properties that are generally leased to investment grade national-brand
retailers, the borrowers and collateral properties for which are outside of our primary market area. Management
continues to focus on pursuing nonresidential loan opportunities in order to further diversify the loan portfolio.

Multi-family real estate loans totaled $18.4 million, or 3.3% of total loans at September 30, 2016, compared to $21.6
million, or 4.5% of total loans at September 30, 2015. These loans are primarily secured by apartment buildings and
other multi-tenant developments in our primary market area.

Residential construction loans totaled $24.3 million, or 4.4% of total loans, at September 30, 2016 of which $10.6
million were speculative construction loans. At September 30, 2015, residential construction loans totaled $19.7
million, or 4.1% of total loans, of which $8.9 million were speculative loans. The increase in residential construction
loans is due primarily to the continuing recovery of the housing market.

Commercial construction loans totaled $33.7 million, or 6.1% of total loans, at September 30, 2016 compared to $15.5
million, or 3.2% of total loans at September 30, 2015. The increase is due primarily to the increase of commercial
construction in our primary market area.

Land and land development loans totaled $11.1 million, or 2.0% of total loans at September 30, 2016, compared to
$11.1 million, or 2.3% of total loans at September 30, 2015. These loans are primarily secured by vacant lots to be
improved for residential and nonresidential development, and farmland.

Commercial business loans totaled $42.0 million, or 7.6% of total loans, at September 30, 2016 compared to $32.6
million, or 6.8% of total loans, at September 30, 2015. The increase is due primarily to the increase of commercial
business lending opportunities in our primary market area. Management continues to focus on pursuing commercial
business loan opportunities in order to further diversify the loan portfolio.

Consumer loans totaled $28.3 million, or 5.1% of total loans, at September 30, 2016 compared to $27.0 million, or
5.6% of total loans, at September 30, 2015. In general, organic consumer loans including automobile loans, home
equity lines of credit, unsecured loans and loans secured by deposits, has only slightly increased due to pay-downs,
payoffs, charge-offs and management’s decision to focus on other lending opportunities with less inherent credit risk.
Home equity lines of credit increased $1.9 million, or 10.0%, while automobile loans decreased $594,000, or 10.9%,
and other consumer loans decreased $57,000, or 2.6%, from September 30, 2015 to September 30, 2016.
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The following table sets forth the composition of our loan portfolio at the dates indicated.

At September 30,

2016 2015 2014 2013 2012
(Dollars in thousands) Amount Percent Amount Percent Amount Percent Amount Percent Amount Percer
Real estate mortgage:

Residential $178.364 32.22% $181.873 37.70% $182.743 40.94% $184.390 44.10% $190.958 47.72
Commercial 217,378 3927 172995 3586 153,896 3448 117782 28.17 90290  22.5¢€
Multi-family 18431 332 21647 449 21286 477 26,759  6.40 23879  5.97
Residential 24275 439 19723 4.08 14528 325 12,537 3.00 10,748 2.69
construction

Commercial 33,685  6.09 15,548 322 8354 187 6,730  1.61 5182 1.29
construction

Land and land 11,137 201 11,061 229 11290 2.53 11396 273 12,320 3.08
development

Total 483270 8730  422.847 87.64 392,097 87.84 359594 8601 333377 83.3]

Commercial business 41,967  7.58 32,574  6.75 28,448  6.37 31,627  7.56 36,189  9.04

Consumer:

E‘;gf equity lines of ) 370 386 19423 4.03 17.903  4.01 17133 4.10 18294 457
Auto loans 4858 0.8 5452 1.13 5619 126 6519 156 8219  2.05
Other 2102 038 2159 045 2320 052 3266  0.77 4114 1.03
Total 28330  5.12 27.034  5.61 25842 5.79
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