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FIRST FINANCIAL CORPORATION
2016 ANNUAL REPORT ON FORM 10-K

PART I 

ITEM 1. BUSINESS

FORWARD-LOOKING STATEMENTS

A cautionary note about forward-looking statements: In its oral and written communication, First Financial
Corporation from time to time includes forward-looking statements, within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements can include statements about estimated cost savings,
plans and objectives for future operations and expectations about performance, as well as economic and market
conditions and trends. They often can be identified by the use of words such as "expect," "may," "could," "intend,"
"project," "estimate," "believe" or "anticipate" or words of similar import. By their nature, forward-looking statements
are based on assumptions and are subject to risks, uncertainties and other factors. Actual results may differ materially
from those contained in the forward-looking statement. First Financial Corporation may include forward-looking
statements in filings with the Securities and Exchange Commission, in other written materials such as this Annual
Report and in oral statements made by senior management to analysts, investors, representatives of the media and
others. It is intended that these forward-looking statements speak only as of the date they are made, and First Financial
Corporation undertakes no obligation to update any forward-looking statement to reflect events or circumstances after
the date on which the forward-looking statement is made or to reflect the occurrence of unanticipated events.

The discussion in Item 1A (Risk Factors) and Item 7 (Management's Discussion and Analysis of Results of Operations
and Financial Condition) of this Annual Report on Form 10-K, lists some of the factors which could cause actual
results to vary materially from those in any forward-looking statements. Other uncertainties which could affect First
Financial Corporation's future performance include the effects of competition, technological changes and regulatory
developments; changes in fiscal, monetary and tax policies; market, economic, operational, liquidity, credit and
interest rate risks associated with First Financial Corporation's business; inflation; competition in the financial services
industry; changes in general economic conditions, either nationally or regionally, resulting in, among other things,
credit quality deterioration; and changes in securities markets. Investors should consider these risks, uncertainties and
other factors in addition to those mentioned by First Financial Corporation in its other filings from time to time when
considering any forward-looking statement.

GENERAL

First Financial Corporation (the “Corporation”) is a financial holding company. The Corporation was originally
organized as an Indiana corporation in 1984 to operate as a bank holding company.

The Corporation, which is headquartered in Terre Haute, Indiana, offers a wide variety of financial services including
commercial, mortgage and consumer lending, lease financing, trust account services, depositor services and insurance
services through its four subsidiaries. At the close of business in 2016 the Corporation and its subsidiaries had 846
full-time equivalent employees.

The risk characteristics of each loan portfolio segment are as follows:
Commercial 
Commercial loans are predominately loans to expand a business or finance asset purchases. The underlying risk in the
Commercial loan segment is primarily a function of the reliability and sustainability of the cash flows of the borrower
and secondarily on the underlying collateral securing the transaction. From time to time, the cash flows of borrowers
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may be less than historical or as planned. In addition, the underlying collateral securing these loans may fluctuate in
value. Most commercial loans are secured by the assets financed or other business assets and most commercial loans
are further supported by a personal guarantee. However, in some instances, short term loans are made on an unsecured
basis. Agriculture production loans are typically secured by growing crops and generally secured by other assets such
as farm equipment. Production loans are subject to weather and market pricing risks. The Corporation has established
underwriting standards and guidelines for all commercial loan types.
The Corporation strives to maintain a geographically diverse commercial real estate portfolio. Commercial real estate
loans are primarily underwritten based upon the cash flows of the underlying real estate or from the cash flows of the
business conducted at the real estate. Generally, these types of loans will be fully guaranteed by the principal owners
of the real estate and loan amounts must be supported by adequate collateral value. Commercial real estate loans may
be adversely affected by factors in the local market, the regional economy, or industry specific factors. In addition,
Commercial Construction loans are a specific type of commercial real estate loan which inherently carry more risk
than loans for completed projects. Since these types of loans are
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underwritten utilizing estimated costs, feasibility studies, and estimated absorption rates, the underlying value of the
project may change based upon the inaccuracy of these projections. Commercial construction loans are closely
monitored, subject to industry standards, and disbursements are controlled during the construction process.
Residential
Retail real estate mortgages that are secured by 1-4 family residences are generally owner occupied and include
residential real estate and residential real estate construction loans. The Corporation typically establishes a maximum
loan-to-value ratio and generally requires private mortgage insurance if the ratio is exceeded. The Corporation sells
substantially all of its long-term fixed mortgages to secondary market purchasers. Mortgages sold to secondary market
purchasers are underwritten to specific guidelines. The Corporation originates some mortgages that are maintained in
the bank’s loan portfolio. Portfolio loans are generally adjustable rate mortgages and are underwritten to conform to
Qualified Mortgage standards. Several factors are considered in underwriting all Mortgages including the value of the
underlying real estate, debt-to-income ratio and credit history of the borrower. Repayment is primarily dependent
upon the personal income of the borrower and can be impacted by changes in borrower’s circumstances such as
changes in employment status and changes in real estate property values. Risk is mitigated by the sale of substantially
all long-term fixed rate mortgages, the underwriting of portfolio loans to Qualified Mortgage standards and the fact
that mortgages are generally smaller individual amounts spread over a large number of borrowers.
Consumer
The consumer portfolio primarily consists of home equity loans and lines (typically secured by a subordinate lien on a
1-4 family residence), secured loans (typically secured by automobiles, boats, recreational vehicles, or motorcycles),
cash/CD secured, and unsecured loans. Pricing, loan terms, and loan to value guidelines vary by product line. The
underlying value of collateral dependent loans may vary based on a number of economic conditions, including
fluctuations in home prices and unemployment levels. Underwriting of consumer loans is based on the individual
credit profile and analysis of the debt repayment capacity for each borrower. Payments for consumer loans is typically
set-up on equal monthly installments, however, future repayment may be impacted by a change in economic
conditions or a change in the personal income levels of individual customers. Overall risks within the consumer
portfolio are mitigated by the mix of various loan products, lending in various markets and the overall make-up of the
portfolio (small loan sizes and a large number of individual borrowers).

COMPANY PROFILE

First Financial Bank, N.A. (the “Bank”) is the largest bank in Vigo County, Ind. It operates 11 full-service banking
branches within the county; three in Clay County, Ind.; one in Daviess County, Ind.; one in Gibson County, Ind.; one
in Greene County, Ind.; three in Knox County, Ind.; four in Parke County, Ind.; one in Putnam County, Ind., four in
Sullivan County, Ind.; one in Vanderburgh, County.; four in Vermillion County, Ind.; five in Champaign County,
Illinois; one in Clark County, Ill.; three in Coles County, Ill.; two in Crawford County, Ill.; two in Franklin County,
Ill.; one in Jasper County, Ill.; two in Jefferson County, Ill.; one in Lawrence County, Ill.; two in Livingston County,
Illinois; two in Marion County, Ill.; one in Montgomery County, Ill.; three in McLean County, Illinois; two in
Richland County, Ill.; six in Vermilion County, Ill.; and one in Wayne County, Ill. In addition to its branches, it has a
main office in downtown Terre Haute and a 50,000-square-foot commercial building on South Third Street in Terre
Haute, which serves as the Corporation's operations center and provides additional office space. The Morris Plan
Company of Terre Haute, Inc. (“Morris Plan”) has one office and is located in Vigo County. First Chanticleer
Corporation has two buildings located in Terre Haute, Indiana. FFB Risk Management Co., Inc. located in Las Vegas,
Nevada is a captive insurance subsidiary which insures various liability and property damage policies for First
Financial Corporation subsidiaries.

COMPETITION

First Financial Bank and Morris Plan face competition from other financial institutions. These competitors consist of
commercial banks, a mutual savings bank and other financial institutions, including consumer finance companies,
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insurance companies, brokerage firms and credit unions.

The Corporation's business activities are centered in west-central Indiana and east-central Illinois. The Corporation
has no foreign activities other than periodically investing available funds in time deposits held in foreign branches of
domestic banks.
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REGULATION AND SUPERVISION

The Corporation and its subsidiaries operate in highly regulated environments and are subject to supervision and
regulation by several governmental regulatory agencies, including the Board of Governors of the Federal Reserve
System (the “Federal Reserve”), the Office of the Comptroller of the Currency (the “OCC”), the Federal Deposit Insurance
Corporation (the “FDIC”), and the Indiana Department of Financial Institutions (the “DFI”). The laws and regulations
established by these agencies are generally intended to protect depositors, not shareholders. Changes in applicable
laws, regulations, governmental policies, income tax laws and accounting principles may have a material effect on the
Corporation’s business and prospects. The following summary is qualified by reference to the statutory and regulatory
provisions discussed.

The Dodd-Frank Act 

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act” or “Dodd-Frank”), which was
enacted in July 2010, significantly restructured the financial regulatory regime in the United States. Although the
Dodd-Frank Act’s provisions that have received the most public attention generally have been those applying to or
more likely to affect larger institutions such as bank holding companies with total consolidated assets of $50 billion or
more, it contains numerous other provisions that affect all bank holding companies and banks, including the
Corporation, the Bank, and Morris Plan, some of which are described in more detail below.

Because full implementation of the Dodd-Frank Act will occur over several years, it is difficult to anticipate the
overall financial impact on the Corporation, its customers or the financial industry generally. However, the impact is
expected to be substantial and may have an adverse impact on the Corporation’s financial performance and growth
opportunities.

The Volcker Rule

The Dodd-Frank Act requires the federal financial regulatory agencies to adopt rules that prohibit banks and their
affiliates from engaging in proprietary trading and investing in and sponsoring certain unregistered investment
companies (defined as hedge funds and private equity funds). The statutory provision is commonly called the “Volcker
Rule”. Although the Corporation is continuing to evaluate the impact of the Volcker Rule and the final rules adopted
thereunder, the Corporation does not currently anticipate that the Volcker Rule will have a material effect on the
operations of the Bank, Morris Plan, or their respective subsidiaries, as the Corporation does not engage in the
businesses prohibited by the Volcker Rule. The Corporation may incur costs to adopt additional policies and systems
to ensure compliance with the Volcker Rule, but any such costs are not expected to be material.

Consumer Financial Protection Bureau

The Consumer Financial Protection Bureau (the “CFPB”), created by the Dodd-Frank Act, is responsible for
administering federal consumer financial protection laws. The CFPB, which began operations on July 21, 2011, is an
independent bureau within the Federal Reserve and has broad rule-making, supervisory and examination authority to
set and enforce rules in the consumer protection area over financial institutions that have assets of $10 billion or more.
The CFPB also has data collecting powers for fair lending purposes for both small business and mortgage loans, as
well as authority to prevent unfair, deceptive and abusive practices. Abusive acts or practices are defined as those that:

(1)materially interfere with a consumer’s ability to understand a term or condition of a consumer financial product or
service, or

(2)take unreasonable advantage of a consumer’s:
•lack of financial savvy,
•inability to protect himself in the selection or use of consumer financial products or services,
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        or
•reasonable reliance on a covered entity to act in the consumer’s interests.

The CFPB has the authority to investigate possible violations of federal consumer financial law, hold hearings and
commence civil litigation. The CFPB can issue cease-and-desist orders against banks and other entities that violate
consumer financial laws. The CFPB may also institute a civil action against an entity in violation of federal consumer
financial law in order to impose a civil penalty or an injunction.
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BASEL III

In July 2013, the federal banking agencies published the Basel III Capital Rules establishing a new comprehensive
capital framework for U.S. banking organizations. The rules implement the Basel Committee’s December 2010
framework known as “Basel III” for strengthening international capital standards as well as certain provisions of the
Dodd-Frank Act.

The Basel III Capital Rules became effective on January 1, 2015 (subject to a phase-in period) and, among other
things, introduced a new capital measure known as “Common Equity Tier 1” (“CET1”), which generally consists of
common equity Tier 1 capital instruments and related surplus, retained earnings, and common equity Tier 1 minority
interests, minus certain adjustments and deductions.

The Basel III Capital Rules provide for a number of deductions from and adjustments to CET1. These include, for
example, the requirement that mortgage servicing rights, deferred tax assets arising from temporary differences that
could not be realized through net operating loss carrybacks and significant investments in non-consolidated financial
entities be deducted from CET1 to the extent that any one such category exceeds 10% of CET1 or all such categories
in the aggregate exceed 15% of CET1. Under the former capital standards, the effects of accumulated other
comprehensive income items included in capital were excluded for the purposes of determining regulatory capital
ratios. Under the Basel III Capital Rules, the effects of certain accumulated other comprehensive items are not
excluded; however, non-advanced approaches banking organizations, including the Corporation, may make a one-time
permanent election to continue to exclude these items. The Corporation, the Bank and Morris Plan all made this
election in order to avoid significant variations in the level of capital depending upon the impact of interest rate
fluctuations on the fair value of the Corporation’s available-for-sale securities portfolio. The Basel III Capital Rules
also preclude certain hybrid securities, such as trust preferred securities, as Tier 1 capital of bank holding companies,
subject to phase-out. The Corporation has no trust preferred securities. Implementation of the deductions and other
adjustments to CET1 began on January 1, 2015 and will be phased-in over a four-year period (beginning at 40% on
January 1, 2015 and an additional 20% per year thereafter).

The Basel III Capital Rules prescribe a standardized approach for risk weightings that expand the risk-weighting
categories from the current four Basel I-derived categories (0%, 20%, 50% and 100%) to a much larger and more
risk-sensitive number of categories, depending on the nature of the assets, generally ranging from 0% for U.S.
government and agency securities, to 600% for certain equity exposures, and resulting in higher risk weights for a
variety of asset categories. Specifics changes from former capital rules impacting the Corporation’s determination of
risk-weighted assets include, among other things:

•Applying a 150% risk weight instead of a 100% risk weight for certain high volatility commercial real estate
acquisition, development and construction loans;

•Assigning a 150% risk weight to exposures (other than residential mortgage exposures) that are 90 days past due;

•Providing for a 20% credit conversion factor for the unused portion of a commitment with an original maturity of one
year or less that is not unconditionally cancellable (currently set at 0%); and

• Providing for a risk weight, generally not less than 20% with certain exceptions, for securities lending
transactions based on the risk weight category of the underlying collateral securing the transaction.

When fully phased in on January 1, 2019, the Basel III Capital Rules will require the Corporation and its banking
subsidiaries to maintain:
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•
a minimum ratio of CET1 to risk-weighted assets of at least 4.5%, plus a 2.5% “capital conservation buffer” (which is
added to the 4.5% CET1 ratio as that buffer is phased in, effectively resulting in a minimum ratio of CET1 to
risk-weighted assets of at least 7% upon full implementation);

•
a minimum ratio of Tier 1 capital to risk-weighted assets of at least 6.0%, plus the capital conservation buffer (which
is added to the 6.0% Tier 1 capital ratio as that buffer is phased in, effectively resulting in a minimum Tier 1 capital
ratio of 8.5% upon full implementation);

•
a minimum ratio of Total capital (that is, Tier 1 plus Tier 2) to risk-weighted assets of at least 8.0%, plus the capital
conservation buffer (which is added to the 8.0% total capital ratio as that buffer is phased in, effectively resulting in a
minimum total capital ratio of 10.5% upon full implementation), and
•a minimum leverage ratio of 4%, calculated as the ratio of Tier 1 capital to average assets.
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The capital conservation buffer is designed to absorb losses during periods of economic stress. Banking institutions
with a ratio of CET1 to risk-weighted assets above the minimum but below the conservation buffer (or below the
combined capital conservation buffer and countercyclical capital buffer, when the latter is applied) will face
constraints on dividends, equity repurchases and compensation based on the amount of the shortfall. The
implementation of the capital conservation buffer began on January 1, 2016 at the 0.625% level and will be phased in
over a four-year period (increasing by that amount on each subsequent January 1, until it reaches 2.5% on January 1,
2019).

Under the Basel III Capital Rules, the minimum capital ratios as of January 1, 2016 are as follows:

•5.125% CET1 to risk-weighted assets;
•6.625% Tier 1 capital to risk-weighted assets; and
•8.625% Total capital to risk-weighted assets.

Certain regulatory capital ratios for the Corporation as of December 31, 2016, are shown below:

•17.43% CET1 to risk-weighted assets;
•17.43% Tier 1 capital to risk-weighted assets;
•18.26% Total capital to risk-weighted assets; and
•13.39% leverage ratio.

Certain regulatory capital ratios for the Bank as of December 31, 2016, are shown below:

•16.92% CET1 to risk-weighted assets;
•16.92% Tier 1 capital to risk-weighted assets;
•17.64% Total capital to risk-weighted assets; and
•12.82% leverage ratio.

Certain regulatory capital ratios for Morris Plan as of December 31, 2016, are shown below:

•30.53% CET1 to risk-weighted assets;
•30.53% Tier 1 capital to risk-weighted assets;
•31.82% Total capital to risk-weighted assets; and
•28.18% leverage ratio.

The Corporation

The Bank Holding Company Act. Because the Corporation owns all of the outstanding capital stock of the Bank, it is
registered as a bank holding company under the Federal Bank Holding Company Act of 1956 (“Act”) and is subject to
periodic examination by the Federal Reserve and required to file periodic reports of its operations and any additional
information that the Federal Reserve may require.

In general, the Act limits the business of bank holding companies to banking, managing or controlling banks and other
activities that the Federal Reserve has determined to be so closely related to banking as to be a proper incident thereto.
In addition, bank holding companies that qualify and elect to be financial holding companies such as the Corporation,
may engage in any activity, or acquire and retain the shares of a company engaged in any activity, that is either (i)
financial in nature or incidental to such financial activity (as determined by the Federal Reserve in consultation with
the Secretary of the Treasury) or (ii) complementary to a financial activity and does not pose a substantial risk to the
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safety and soundness of depository institutions or the financial system generally (as solely determined by the Federal
Reserve), without prior approval of the Federal Reserve.

Investments, Control, and Activities. With some limited exceptions, the Bank Holding Company Act requires every
bank holding company to obtain the prior approval of the Federal Reserve before acquiring another bank holding
company or acquiring more than five percent of the voting shares of a bank (unless it already owns or controls the
majority of such shares).

Bank holding companies are prohibited, with certain limited exceptions, from engaging in activities other than those
of banking or of managing or controlling banks. They are also prohibited from acquiring or retaining direct or indirect
ownership or control of voting shares or assets of any company which is not a bank or bank holding company, other
than subsidiary companies furnishing services to or performing services for their subsidiaries, and other subsidiaries
engaged in activities which the Federal Reserve
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determines to be so closely related to banking or managing or controlling banks as to be incidental to these operations.
The Bank Holding Company Act does not place territorial restrictions on the activities of such nonbanking-related
activities.

Bank holding companies which meet certain management, capital, and Community Reinvestment Act of 1977 (“CRA”)
standards may elect to become a financial holding company, which would allow them to engage in a substantially
broader range of nonbanking activities than is permitted for a bank holding company, including insurance
underwriting and making merchant banking investments in commercial and financial companies.

The Corporation is a financial holding company (“FHC”) within the meaning of the Gramm-Leach-Bliley Financial
Modernization Act of 1999 (“GLB Act”). The GLB Act restricts the business of FHC’s to financial and related activities,
and provides the following:

· it allows bank holding companies that qualify as “financial holding companies” to engage in a broad range of
financial and related activities;

· it allows insurers and other financial services companies to acquire banks;

· it removes various restrictions that applied to bank holding company ownership of securities firms and mutual fund
advisory companies; and

· it establishes the overall regulatory structure applicable to bank holding companies that also engage in insurance
and securities operations.

As a qualified FHC, the Corporation is eligible to engage in, or acquire companies engaged in, the broader range of
activities that are permitted by the GLB Act. These activities include those that are determined to be “financial in
nature,” including insurance underwriting, securities underwriting and dealing, and making merchant banking
investments in commercial and financial companies. If any of the Corporation’s banking subsidiaries ceases to be “well
capitalized” or “well managed” under applicable regulatory standards, the Federal Reserve Board may, among other
things, place limitations on the Corporation’s ability to conduct these broader financial activities or, if the deficiencies
persist, require the divestiture of the banking subsidiary. In addition, if any of the Corporation’s banking subsidiaries
receives a rating of less than satisfactory under the CRA, the Corporation would be prohibited from engaging in any
additional activities other than those permissible for bank holding companies that are not financial holding companies.
The Corporation’s banking subsidiaries currently meet these capital, management and CRA requirements.

Dividends. The Federal Reserve's policy is that a bank holding company experiencing earnings weakness should not
pay cash dividends exceeding its net income or which could only be funded in ways that weaken the bank holding
company's financial health, such as by borrowing. Additionally, the Federal Reserve possesses enforcement powers
over bank holding companies and their non-bank subsidiaries to prevent or remedy actions that represent unsafe or
unsound practices or violations of applicable statutes and regulations. Among these powers is the ability to proscribe
the payment of dividends by banks and bank holding companies.

Source of Strength. In accordance with Federal Reserve policy, the Corporation is expected to act as a source of
financial strength to the Bank and Morris Plan and to commit resources to support the Bank and Morris Plan in
circumstances in which the Corporation might not otherwise do so.

Sarbanes-Oxley Act of 2002. The Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”) represents a comprehensive
revision of laws affecting corporate governance, accounting obligations and corporate reporting. Among other
requirements, the Sarbanes-Oxley Act established: (i) requirements for audit committees of public companies,
including independence and expertise standards; (ii) additional responsibilities regarding financial statements for the
chief executive officers and chief financial officers of reporting companies; (iii) standards for auditors and regulation

Edgar Filing: FIRST FINANCIAL CORP /IN/ - Form 10-K

15



of audits; (iv) increased disclosure and reporting obligations for reporting companies regarding various matters
relating to corporate governance, and (v) new and increased civil and criminal penalties for violation of the securities
laws.

The Bank and Morris Plan

General Regulatory Supervision. The Bank is a national bank organized under the laws of the United States of
America and is subject to the supervision of the OCC, whose examiners conduct periodic examinations of the Bank.
The Bank must undergo regular on-site examinations by the OCC and must submit quarterly and annual reports to the
OCC concerning its activities and financial condition.
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Morris Plan is an Indiana-chartered institution and is subject to the supervision of the FDIC and the DFI, whose
examiners conduct periodic examinations of Morris Plan. Morris Plan must undergo regular on-site examinations by
the FDIC and the DFI and must submit quarterly and annual reports to the FDIC and the DFI concerning its activities
and financial condition.

The deposits of the Bank and Morris Plan are insured by the FDIC and are subject to the FDIC's rules and regulations
respecting the insurance of deposits. See “Deposit Insurance”.

Lending Limits. The total loans and extensions of credit to a borrower outstanding at one time and not fully secured
may not exceed 15 percent of the bank's capital and unimpaired surplus. In addition, the total amount of outstanding
loans and extensions of credit to any borrower outstanding at one time and fully secured by readily marketable
collateral may not exceed 10 percent of the unimpaired capital and unimpaired surplus of the bank (this limitation is
separate from and in addition to the above limitation). If a loan is secured by United States obligations, such as
treasury bills, it is not subject to this legal lending limit.

Deposit Insurance. The Dodd-Frank Act has permanently increased the maximum amount of deposit insurance for
financial institutions per insured depositor to $250,000.

The deposits of the Bank and Morris Plan are insured up to the applicable limits under the Deposit Insurance Fund
(“DIF”). The FDIC maintains the DIF by assessing depository institutions an insurance premium. Pursuant to the
Dodd-Frank Act, the FDIC is required to set a DIF reserve ratio of 1.35% of estimated insured deposits and is required
to achieve this ratio by September 30, 2020.

In connection with the Dodd-Frank Act’s requirement that insurance assessments be based on assets, the FDIC bases
assessments on an institution’s average consolidated assets (less average tangible equity) as opposed to its deposit
level. This may shift the burden of deposit premiums toward larger depository institutions which rely on funding
sources other than U.S. deposits.

Under the FDIC’s risk-based assessment system, insured institutions are required to pay deposit insurance premiums
based on the risk that each institution poses to the DIF. An institution’s risk to the DIF is measured by its regulatory
capital levels, supervisory evaluations, and certain other factors. An institution’s assessment rate depends upon the risk
category to which it is assigned. As noted above, pursuant to the Dodd-Frank Act, the FDIC will calculate an
institution’s assessment level based on its total average consolidated assets during the assessment period less average
tangible equity (i.e., Tier 1 capital) as opposed to an institution’s deposit level which was the previous basis for
calculating insurance assessments. Pursuant to the Dodd-Frank Act, institutions will be placed into one of four risk
categories for purposes of determining the institution’s actual assessment rate. The FDIC will determine the risk
category based on the institution’s capital position (well capitalized, adequately capitalized, or undercapitalized) and
supervisory condition (based on exam reports and related information provided by the institution’s primary federal
regulator). The Bank paid a total FDIC assessment of $1.3 million and Morris Plan paid a total FDIC assessment of
$24 thousand in 2016.

In addition to the FDIC insurance premiums, the Bank and the Morris Plan are required to make quarterly payments
on bonds issued by the Financing Corporation (“FICO”), an agency of the Federal government established to
recapitalize a predecessor deposit insurance fund. These assessments will continue until the FICO bonds are repaid.

Transactions with Affiliates and Insiders. Pursuant to Sections 23A and 23B of the Federal Reserve Act and
Regulation W, the Bank and Morris Plan are subject to limitations on the amount of loans or extensions of credit to, or
investments in, or certain other transactions with, affiliates (including the Corporation) and insiders and on the amount
of advances to third parties collateralized by the securities or obligations of affiliates. Furthermore, within the

Edgar Filing: FIRST FINANCIAL CORP /IN/ - Form 10-K

17



foregoing limitations as to amount, each covered transaction must meet specified collateral requirements. Compliance
is also required with certain provisions designed to avoid the taking of low quality assets. The Bank and Morris Plan
are also prohibited from engaging in certain transactions with certain affiliates and insiders unless the transactions are
on terms substantially the same, or at least as favorable to such institution or its subsidiaries, as those prevailing at the
time for comparable transactions with nonaffiliated companies.

Extensions of credit by the Bank or Morris Plan to their executive officers, directors, certain principal shareholders,
and their related interests must:

•be made on substantially the same terms, including interest rates and collateral, as those prevailing at the time for
comparable transactions with third parties; and
•not involve more than the normal risk of repayment or present other unfavorable features.

The Dodd-Frank Act also included specific changes to the law related to the definition of a “covered transaction” in
Sections 23A and 23B and limitations on asset purchases from insiders. With respect to the definition of a “covered
transaction,” the Dodd-Frank Act now defines that term to include the acceptance of debt obligations issued by an
affiliate as collateral for an institution’s

9
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loan or extension of credit to another person or company. In addition, a “derivative transaction” with an affiliate is now
deemed to be a “covered transaction” to the extent that such a transaction causes an institution or its subsidiary to have a
credit exposure to the affiliate. A separate provision of the Dodd-Frank Act states that an insured depository
institution may not “purchase an asset from, or sell an asset to” a bank insider (or their related interests) unless (1) the
transaction is conducted on market terms between the parties and (2) if the proposed transaction represents more than
10 percent of the capital stock and surplus of the insured institution, it has been approved in advance by a majority of
the institution’s non-interested directors.

Dividends. Applicable law provides that a financial institution, such as the Bank or Morris Plan, may pay dividends
from its undivided profits in an amount declared by its Board of Directors, subject to prior regulatory approval if the
proposed dividend, when added to all prior dividends declared during the current calendar year, would be greater than
the current year's net income and retained earnings for the previous two calendar years.

Federal law generally prohibits the Bank or Morris Plan from paying a dividend to the Corporation if it would
thereafter be undercapitalized. The FDIC may prevent a financial institution from paying dividends if it is in default of
payment of any assessment due to the FDIC. In addition, payment of dividends by a bank may be prevented by the
applicable federal regulatory authority if such payment is determined, by reason of the financial condition of such
bank, to be an unsafe and unsound banking practice.

Community Reinvestment Act. The CRA requires that the federal banking regulators evaluate the records of a
financial institution in meeting the credit needs of its local community, including low and moderate income
neighborhoods. These factors are also considered in evaluating mergers, acquisitions, and applications to open a
branch or facility. Failure to adequately meet these criteria could result in the imposition of additional requirements
and limitations on the Bank or on Morris Plan.

Interest Rate and Market Risk. The federal bank regulators also have issued a joint policy statement to provide
guidance on sound practices for managing interest rate risk. The statement sets forth the factors the federal regulatory
examiners will use to determine the adequacy of a bank's capital for interest rate risk. These qualitative factors include
the adequacy and effectiveness of the bank's internal interest rate risk management process and the level of interest
rate exposure. Other qualitative factors that will be considered include the size of the bank, the nature and complexity
of its activities, the adequacy of its capital and earnings in relation to the bank's overall risk profile, and its earning
exposure to interest rate movements. The interagency supervisory policy statement describes the responsibilities of a
bank's board of directors in implementing a risk management process and the requirements of the bank's senior
management in ensuring the effective management of interest rate risk. Further, the statement specifies the elements
that a risk management process must contain.

The federal banking regulators have also issued regulations revising the risk-based capital standards to include a
supervisory framework for measuring market risk. The effect of these regulations is that any bank holding company or
bank which has significant exposure to market risk must measure such risk using its own internal model, subject to the
requirements contained in the regulations, and must maintain adequate capital to support that exposure. These
regulations apply to any bank holding company or bank whose trading activity equals 10% or more of its total assets,
or whose trading activity equals $1 billion or more. Examiners may require a bank holding company or bank that does
not meet the applicability criteria to comply with the capital requirements if necessary for safety and soundness
purposes. These regulations contain supplemental rules to determine qualifying and excess capital, calculate
risk-weighted assets, calculate market risk-equivalent assets and calculate risk-based capital ratios adjusted for market
risk.

Prompt Corrective Action. The Federal Deposit Insurance Act, as amended (“FDIA”), requires among other things, the
federal banking agencies to take “prompt corrective action” in respect of depository institutions that do not meet
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minimum capital requirements. The FDIA includes the following five capital tiers: “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly undercapitalized” and “critically undercapitalized.” A depository institution’s
capital tier will depend upon how its capital levels compare with various relevant capital measures and certain other
factors, as established by regulation. The relevant capital measures are the total risk-based capital ratio, the Tier 1
risk-based capital ratio, the common equity Tier 1 risk-based capital ratio and the leverage ratio.

A bank will be (i) “well capitalized” if the institution 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 common equity tier 1 risk-based capital ratio of 6.5% or greater and a
leverage ratio of 5.0% or greater, and is not subject to any order or written directive by any such regulatory authority
to meet and maintain a specific capital level for any capital measure; (ii) “adequately capitalized” if the institution 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 common equity
Tier 1 risk-based capital ratio of 4.5% or greater and a leverage ratio of 4.0% or greater and is not “well capitalized”;
(iii) “undercapitalized” if the institution has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based
capital ratio of less than 6.0%, a common equity Tier 1 risk-based capital ratio of 4.5%, or a leverage ratio of less than
4.0%; (iv) “significantly undercapitalized” if the institution 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 common equity Tier 1 risk-based capital ratio of less than
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3.0%, or a leverage ratio of less than 3.0%; and (v) “critically undercapitalized” if the institution’s tangible equity is
equal to or less than 2.0% of average quarterly tangible assets. An institution may be downgraded to, or deemed to be
in, a capital category that is lower than indicated by its capital ratios if it is determined to be in an unsafe or unsound
condition or if it receives an unsatisfactory examination rating with respect to certain matters. A bank’s capital
category is determined solely for the purpose of applying prompt corrective action regulations, and the capital
category may not constitute an accurate representation of the bank’s overall financial condition or prospects for other
purposes.

The FDIA generally prohibits a depository institution from making any capital distributions (including payment of a
dividend) or paying any management fee to its parent holding company if the depository institution would thereafter
be “undercapitalized.” “Undercapitalized” institutions are subject to growth limitations and are required to submit a capital
restoration plan. The agencies may not accept such a plan without determining, among other things, that the plan is
based on realistic assumptions and is likely to succeed in restoring the depository institution’s capital. In addition, for a
capital restoration plan to be acceptable, the depository institution’s parent holding company must guarantee that the
institution will comply with such capital restoration plan. The bank holding company must also provide appropriate
assurances of performance. The aggregate liability of the parent holding company is limited to the lesser of (i) an
amount equal to 5.0% of the depository institution’s total assets at the time it became undercapitalized and (ii) the
amount which is necessary (or would have been necessary) to bring the institution into compliance with all capital
standards applicable with respect to such institution as of the time it fails to comply with the plan. If a depository
institution fails to submit an acceptable plan, it is treated as if it is “significantly undercapitalized.”

“Significantly undercapitalized” depository institutions may be subject to a number of requirements and restrictions,
including orders to sell sufficient voting stock to become “adequately capitalized,” requirements to reduce total assets,
and cessation of receipt of deposits from correspondent banks. “Critically undercapitalized” institutions are subject to
the appointment of a receiver or conservator.

The appropriate federal banking agency may, under certain circumstances, reclassify a well-capitalized insured
depository institution as adequately capitalized. The FDIA provides that an institution may be reclassified if the
appropriate federal banking agency determines (after notice and opportunity for hearing) that the institution is in an
unsafe or unsound condition or deems the institution to be engaging in an unsafe or unsound practice.

The appropriate agency is also permitted to require an adequately capitalized or undercapitalized institution to comply
with the supervisory provisions as if the institution were in the next lower category (but not treat a significantly
undercapitalized institution as critically undercapitalized) based on supervisory information other than the capital
levels of the institution.

The Corporation believes that, as of December 31, 2016, the Bank and Morris Plan were each “well capitalized” based
on the aforementioned ratios.

Incentive Compensation. The Dodd-Frank Act requires the federal bank regulatory agencies and the SEC to establish
joint regulations or guidelines prohibiting incentive-based payment arrangements at specified regulated entities, such
as the Corporation and the Bank, having at least $1 billion in total assets that encourage inappropriate risks by
providing an executive officer, employee, director or principal shareholder with excessive compensation, fees, or
benefits or that could lead to material financial loss to the entity. In addition, these regulators must establish
regulations or guidelines requiring enhanced disclosure to regulators of incentive-based compensation arrangements.
The agencies proposed such regulations in April 2011, but the regulations have not been finalized. If the regulations
are adopted in the form initially proposed, they will impose limitations on the manner in which the Corporation may
structure compensation for its executives.
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The Federal Reserve Board, OCC and FDIC have issued a comprehensive final guidance on incentive compensation
policies intended to ensure that the incentive compensation policies of banking organizations do not undermine the
safety and soundness of such organizations by encouraging excessive risk-taking. The guidance, which covers all
employees that have the ability to materially affect the risk profile of an organization, either individually or as part of
a group, is based upon the key principles that a banking organization’s incentive compensation arrangements should (i)
provide incentives that do not encourage risk-taking beyond the organization’s ability to effectively identify and
manage risks, (ii) be compatible with effective internal controls and risk management, and (iii) be supported by strong
corporate governance, including active and effective oversight by the organization’s board of directors. These three
principles are incorporated into the proposed joint compensation regulations under the Dodd-Frank Act, discussed
above.

The Federal Reserve Board will review, as part of the regular, risk-focused examination process, the incentive
compensation arrangements of banking organizations, such as the Corporation, that are not “large, complex banking
organizations.” These reviews will be tailored to each organization based on the scope and complexity of the
organization’s activities and the prevalence of
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incentive compensation arrangements. The findings of the supervisory initiatives will be included in reports of
examination. Deficiencies will be incorporated into the organization’s supervisory ratings, which can affect the
organization’s ability to make acquisitions and take other actions. Enforcement actions may be taken against a banking
organization if its incentive compensation arrangements, or related risk-management control or governance processes,
pose a risk to the organization’s safety and soundness and the organization is not taking prompt and effective measures
to correct the deficiencies.

Ability-to-Repay Requirement and Qualified Mortgage Rule. The Dodd-Frank Act contains additional provisions that
affect consumer mortgage lending. First, it significantly expands underwriting requirements applicable to loans
secured by 1-4 family residential real property and augments federal law combating predatory lending practices. In
addition to numerous new disclosure requirements, the Dodd-Frank Act imposes new standards for mortgage loan
originations on all lenders, including banks and savings associations, in an effort to encourage lenders to verify a
borrower’s ability to repay, while also establishing a presumption of compliance for certain “qualified mortgages.” Most
significantly, the new standards limit the total points and fees that the Bank and/or a broker may charge on
conforming and jumbo loans to 3% of the total loan amount.

The CFPB has issued a final rule that implements the Dodd-Frank Act’s ability-to-repay requirements, and clarifies the
presumption of compliance for “qualified mortgages.”  Further, the final rule also clarifies that qualified mortgages do
not include “no-doc” loans and loans with negative amortization, interest-only payments, balloon payments, terms in
excess of 30 years, or points and fees paid by the borrower that exceed 3% of the loan amount, subject to certain
exceptions. In addition, for qualified mortgages, the monthly payment must be calculated on the highest payment that
will occur in the first five years of the loan, and the borrower’s total debt-to-income ratio generally may not be more
than 43%. The final rule also provides that certain mortgages that satisfy the general product feature requirements for
qualified mortgages and that also satisfy the underwriting requirements of Fannie Mae and Freddie Mac (while they
operate under federal conservatorship or receivership) or the U.S. Department of Housing and Urban Development,
Department of Veterans Affairs, or Department of Agriculture or Rural Housing Service are also considered to be
qualified mortgages. This second category of qualified mortgages will phase out as the aforementioned federal
agencies issue their own rules regarding qualified mortgages, the conservatorship of Fannie Mae and Freddie Mac
ends, and, in any event, after seven years.

As set forth in the Dodd-Frank Act, subprime (or higher-priced) mortgage loans are subject to the ability-to-repay
requirement, and the final rule provides for a rebuttable presumption of lender compliance for those loans. The final
rule also applies the ability-to-repay requirement to prime loans, while also providing a conclusive presumption of
compliance (i.e., a safe harbor) for prime loans that are also qualified mortgages. Additionally, the final rule generally
prohibits prepayment penalties (subject to certain exceptions) and sets forth a 3-year record retention period with
respect to documenting and demonstrating the ability-to-repay requirement and other provisions.

USA Patriot Act. The Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and
Obstruct Terrorism Act of 2001 (the “USA Patriot Act”) is intended to strengthen the ability of U.S. Law Enforcement
to combat terrorism on a variety of fronts. The potential impact of the USA Patriot Act on financial institutions is
significant and wide-ranging. The USA Patriot Act contains sweeping anti-money laundering and financial
transparency laws and requires financial institutions to implement additional policies and procedures with respect to,
or additional measures designed to address, any or all of the following matters, among others: money laundering and
currency crimes, customer identification verification, cooperation among financial institutions, suspicious activities
and currency transaction reporting.

S.A.F.E. Act Requirements. Regulations issued under the Secure and Fair Enforcement for Mortgage Licensing Act of
2008 ( the “S.A.F.E. Act” ) require residential mortgage loan originators who are employees of institutions regulated by
the foregoing agencies, including national banks, to meet the registration requirements of the S.A.F.E. Act. The
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S.A.F.E. Act requires residential mortgage loan originators who are employees of regulated financial institutions to be
registered with the Nationwide Mortgage Licensing System and Registry, a database created by the Conference of
State Bank Supervisors and the American Association of Residential Mortgage Regulators to support the licensing of
mortgage loan originators by the states. Employees of regulated financial institutions are generally prohibited from
originating residential mortgage loans unless they are registered.

Other Regulations

Federal law extensively regulates other various aspects of the banking business such as reserve requirements. Current
federal law also requires banks, among other things to make deposited funds available within specified time periods.
In addition, with certain exceptions, a bank and a subsidiary may not extend credit, lease or sell property or furnish
any services or fix or vary the consideration for the foregoing on the condition that (i) the customer must obtain or
provide some additional credit, property or services from, or to, any of them, or (ii) the customer may not obtain some
other credit, property or service from a competitor, except to the extent reasonable conditions are imposed to assure
the soundness of credit extended.
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Interest and other charges collected or contracted by the Bank or Morris Plan are subject to state usury laws and
federal laws concerning interest rates. The loan operations are also subject to federal and state laws applicable to
credit transactions, such as the:

•Truth-In-Lending Act and state consumer protection laws governing disclosures of credit terms and prohibiting
certain practices with regard 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 and other fair lending laws, prohibiting discrimination on the basis of race, creed or
other prohibited factors in extending credit;

• Fair Credit Reporting Act of 1978 and Fair and Accurate Credit Transactions Act of 2003, governing the use
and provision of information to credit reporting agencies;

•
Fair Debt Collection Practices 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.

The deposit operations also are subject to the:

•

Customer Information Security Guidelines. The federal bank regulatory agencies have adopted final guidelines (the
“Guidelines”) for safeguarding confidential customer information. The Guidelines require each financial institution,
under the supervision and ongoing oversight of its Board of Directors, to create a comprehensive written information
security program designed to ensure the security and confidentiality of customer information, protect against any
anticipated threats or hazards to the security or integrity of such information; protect against unauthorized access to or
use of such information that could result in substantial harm or inconvenience to any customer; and implement
response programs for security breaches.

•
Electronic Funds Transfer Act and Regulation E. The Electronic Funds Transfer Act, which is implemented by
Regulation E, governs 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 service.

•
Gramm-Leach-Bliley Act, Fair and Accurate Credit Transactions Act. The Gramm-Leach-Bliley Act, the Fair and
Accurate Credit Transactions Act, and the implementing regulations govern consumer financial privacy, provide
disclosure requirements and restrict the sharing of certain consumer financial information with other parties.

The federal banking agencies have established guidelines which prescribe standards for depository institutions relating
to internal controls, information systems, internal audit systems, loan documentation, credit underwriting, interest rate
exposure, asset growth, asset quality, earnings, compensation fees and benefits, and management compensation. The
agencies may require an institution which fails to meet the standards set forth in the guidelines to submit a compliance
plan. Failure to submit an acceptable plan or adhere to an accepted plan may be grounds for further enforcement
action.

As noted above, the new Bureau of Consumer Financial Protection has authority for amending existing consumer
compliance regulations and implementing new such regulations. In addition, the Bureau has the power to examine the
compliance of financial institutions with an excess of $10 billion in assets with these consumer protection rules. The
Bank’s and Morris Plan’s compliance with consumer protection rules will be examined by the OCC and the FDIC,
respectively, since neither the Bank nor Morris Plan meet this $10 billion asset level threshold.

Enforcement Powers. Federal regulatory agencies may assess civil and criminal penalties against depository
institutions and certain “institution-affiliated parties”, including management, employees, and agents of a financial
institution, as well as independent contractors and consultants such as attorneys and accountants and others who
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participate in the conduct of the financial institution's affairs.

In addition, regulators may commence enforcement actions against institutions and institution-affiliated parties.
Possible enforcement actions include the termination of deposit insurance. Furthermore, regulators may issue
cease-and-desist orders to, among other things, require affirmative action to correct any harm resulting from a
violation or practice, including restitution, reimbursement, indemnifications or guarantees against loss. A financial
institution may also be ordered to restrict its growth, dispose of certain assets, rescind agreements or contracts, or take
other actions as determined by the regulator to be appropriate.

Effect of Governmental Monetary Policies. The Corporation's earnings are affected by domestic economic conditions
and the monetary and fiscal policies of the United States government and its agencies. The Federal Reserve Bank's
monetary policies have had, and are likely to continue to have, an important impact on the operating results of
commercial banks through its power
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to implement national monetary policy in order, among other things, to curb inflation or combat a recession. The
monetary policies of the Federal Reserve have major effects upon the levels of bank loans, investments and deposits
through its open market operations in United States government securities and through its regulation of the discount
rate on borrowings of member banks and the reserve requirements against member bank deposits. It is not possible to
predict the nature or impact of future changes in monetary and fiscal policies.

Available Information

The Corporation files annual reports on Form 10-K, quarterly reports on Form 10-Q, proxy statements and other
information with the Securities and Exchange Commission. Such reports, proxy statements and other information can
be read and copied at the public reference facilities maintained by the Securities and Exchange Commission at the
Public Reference Room, 100 F Street, NE, Washington, D.C. 20549. Information regarding the operation of the Public
Reference Room may be obtained by calling the Securities and Exchange Commission at 1-800-SEC-0330. The
Securities and Exchange Commission maintains a web site (http://www.sec.gov) that contains reports, proxy
statements, and other information. The Corporation’s filings are also accessible at no cost on the Corporation's website
at www.first-online.com.

ITEM 1A. RISK FACTORS

 An investment in the Corporation’s common stock is subject to risks inherent to the Corporation’s business. The
material risks and uncertainties that management believes affect the Corporation are described below. Before making
an investment decision, you should carefully consider the risks and uncertainties described below together with all of
the other information included or incorporated by reference in this report. The risks and uncertainties described below
are not the only ones facing the Corporation. Additional risks and uncertainties that management is not aware of or
focused on or that management currently deems immaterial may also impair the Corporation’s business operations.
This report is qualified in its entirety by these risk factors.

If any of the following risks actually occur, the Corporation’s business, financial condition and results of operations
could be materially and adversely affected. If this were to happen, the market price of the Corporation’s common stock
could decline significantly, and you could lose all or part of your investment.

Risks Related to the Corporation’s Business

Difficult conditions in the capital markets and the economy generally may materially adversely affect the
Corporation’s business and results of operations

In recent years, the U.S. economy has faced a severe economic crisis including a major recession. Although the
economy has been in the recovery phase since 2009, the recovery is weak and there can be no assurance that the
economy will not enter into another recession, whether in the near term or long term. The Corporation’s financial
performance generally, and in particular the ability of borrowers to pay interest on and repay principal of outstanding
loans and the value of collateral securing those loans, as well as demand for loans and other products and services that
the Corporation offers, is highly dependent upon the business environment in the markets where the Corporation
operates and in the United States as a whole.

Capital rules that were recently issued generally require insured depository institutions and their holding companies to
hold more capital. The impact of the new rules on our financial condition and operations is uncertain but could be
materially adverse.
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The Federal Reserve, the FDIC and the OCC have adopted final rules for the Basel III capital framework which
became effective on January 1, 2015. These rules substantially amended the regulatory risk-based capital rules
formerly applicable to the Corporation and its banking subsidiaries. The rules phase in over time beginning in 2015
and will become fully effective in 2019. The rules provide for minimum capital ratios of (i) common equity Tier 1
risk-weighted capital ratio of 4.5%, (ii) Tier 1 risk-based capital ratio (common Tier 1 capital plus Additional Tier 1
capital) of 6%, and (iii) total risk-based capital ratio of 8% (the current requirement). Beginning in 2016, a capital
conservation buffer will phase in over three years, ultimately resulting in a requirement of 2.5% on top of the common
Tier 1, Tier 1 and total capital requirements, resulting in a required common equity Tier 1 risk-based ratio of 7%, a
Tier 1 risk-based ratio of 8.5%, and a total risk-based capital ratio of 10.5%. Failure to satisfy any of these three
capital requirements will result in limits on paying dividends, engaging in share repurchases and paying discretionary
bonuses. These limitations will establish a maximum percentage of eligible retained income that could be utilized for
such actions.
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The geographic concentration of the Corporation’s markets makes the Corporation’s business highly susceptible to local
economic conditions
Unlike larger banking organizations that are more geographically diversified, the Corporation’s operations are
currently concentrated in west central Indiana and east central Illinois. As a result of this geographic concentration, the
Corporation’s financial results depend largely upon economic conditions in these market areas. Deterioration in
economic conditions in the Corporation’s market could result in one or more of the following:

•an increase in loan delinquencies;
•an increase in problem assets and foreclosures;
•a decrease in the demand for the Corporation’s products and services; and

•a decrease in the value of collateral for loans, especially real estate, in turn reducing customers’ borrowing power, the
value of assets associated with problem loans and collateral coverage.

The Corporation operates in a highly competitive industry and market area

The Corporation faces substantial competition in all areas of its operations from a variety of different competitors,
many of which are larger and may have more financial resources. Such competitors include banks and many other
types of financial institutions, including, without limitation, savings and loans, credit unions, finance companies,
brokerage firms, insurance companies, factoring companies and other financial intermediaries. The financial services
industry could become even more competitive as a result of legislative, regulatory and technological changes and
continued consolidation. Banks, securities firms and insurance companies can merge under the umbrella of a financial
holding company, which can offer virtually any type of financial service, including banking, securities underwriting,
insurance (both agency and underwriting) and merchant banking. Also, technology has lowered barriers to entry and
made it possible for non-banks to offer products and services traditionally provided by banks, such as automatic
transfer and automatic payment systems. Many of the Corporation's competitors have fewer regulatory constraints and
may have lower cost structures. Additionally, due to their size, many competitors may be able to achieve economies of
scale and, as a result, may offer a broader range of products and services as well as better pricing for those products
and services than the Corporation can.

The Corporation's ability to compete successfully depends on a number of factors, including, among other things:

•the ability to develop, maintain and build upon long-term customer relationships based on top quality service, and
safe, sound assets;
•the ability to expand the Corporation's market position;
•the scope, relevance and pricing of products and services offered to meet customer needs and demands;
•the rate at which the Corporation introduces new products and services relative to its competitors;
•customer satisfaction with the Corporation's level of service; and
•industry and general economic trends.

Failure to perform in any of these areas could significantly weaken the Corporation's competitive position, which
could adversely affect the Corporation's growth and profitability, which, in turn, could have a material adverse effect
on the Corporation's financial condition and results of operations.

The Corporation’s success depends on our ability to respond to the threats and opportunities of financial technology
innovation.

Financial technology (“FinTech”), a broad category referring to technological innovation in the design and delivery of
financial services and products, has the potential to disrupt the financial industry and change the way banks do
business. Investment in new technology to stay competitive may result in significant costs and increased risks of cyber
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security attacks. Our success depends on our ability to adapt to the pace of the rapidly changing technological
environment, which is crucial to retention and acquisition of customers. On December 2, 2016 the Office of the
Comptroller of the Currency announced that it will consider applications from FinTech companies to become special
purpose national banks. The federal charter would largely allow FinTech companies to operate nationwide under a
single set of national standards, without needing to seek state-by-state licenses or joining with brick-and-mortar banks,
and may therefore allow FinTech companies to more easily compete with us for financial products and services in the
communities we serve.
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The Corporation is dependent on certain key management and staff

The Corporation relies on key personnel to manage and operate its business. The loss of key staff may adversely affect
the Corporation’s ability to maintain and manage these portfolios effectively, which could negatively affect the
Corporation’s revenues. In addition, loss of key personnel could result in increased recruiting and hiring expenses,
which could cause a decrease in the Corporation's net income.

Recently enacted and potential further financial regulatory reforms could have a significant impact on our business,
financial condition and results of operations

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), enacted in July 2010,
instituted major changes to the banking and financial institutions regulatory regimes in light of the recent performance
of and government intervention in the financial services sector. Many aspects of the Dodd-Frank Act are subject to
rulemaking and will take effect over several years, making it difficult to anticipate the overall financial impact on the
Corporation. The changes resulting from the Dodd-Frank Act will impose more stringent capital, liquidity and
leverage requirements and may impact the profitability of business activities, require changes to certain business
practices, or otherwise adversely affect the Corporation’s business.

Further, the Corporation may be required to invest significant management attention and resources to evaluate and
make any changes necessary to comply with new statutory and regulatory requirements under the Dodd-Frank Act,
which may negatively impact results of operations and financial condition. Congress and federal regulatory agencies
continually review banking laws, regulations and policies for possible changes. Changes to statutes, regulations or
regulatory policies, including changes in interpretation or implementation of statutes, regulations or policies, could
affect the Corporation in substantial and unpredictable ways. Such changes could subject the Corporation to additional
costs, limit the types of financial services and products the Corporation may offer and/or increase the ability of non-
banks to offer competing financial services and products, among other things.

The Corporation cannot predict whether there will be additional proposed laws or reforms that would affect the U.S.
financial system or financial institutions, whether or when such changes may be adopted, how such changes may be
interpreted and enforced or how such changes may impact the Corporation’s financial condition and results of
operations. However, the costs of complying with any additional laws or regulations could have a material adverse
effect on the Corporation’s financial condition and results of operations.

The Corporation is subject to extensive government regulation and supervision

The Corporation, primarily through the Bank and Morris Plan, is subject to extensive federal regulation and
supervision. Banking regulations are primarily intended to protect depositors' funds, federal deposit insurance funds
and the banking system as a whole, not shareholders. These regulations affect the Corporation's lending practices,
capital structure, investment practices, and growth, among other things. Failure to comply with laws, regulations or
policies could result in sanctions by regulatory agencies, civil money penalties and/or reputation damage, which could
have a material adverse effect on the Corporation's business, financial condition and results of operations. While the
Corporation has policies and procedures designed to prevent any such violations, there can be no assurance that such
violations will not occur.

The Corporation is subject to lending risk

There are inherent risks associated with the Corporation's lending activities. These risks include, among other things,
the impact of changes in interest rates and changes in the economic conditions in the markets where the Corporation
operates as well as those across Indiana, Illinois and the United States. Increases in interest rates and/or weakening
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economic conditions could adversely impact the ability of borrowers to repay outstanding loans or the value of the
collateral securing these loans.

The Corporation originates commercial real estate loans, commercial loans, consumer loans and residential real estate
loans primarily within its market areas. Commercial real estate, commercial, and consumer loans may expose a lender
to greater credit risk than loans secured by residential real estate because the collateral securing these loans may not be
sold as easily as residential real estate. The Corporation is also subject to various laws and regulations that affect its
lending activities. Failure to comply with applicable laws and regulations could subject the Corporation to regulatory
enforcement action that could result in the assessment of significant civil money penalties against the Corporation.
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The Corporation's allowance for loan losses may be insufficient

The Corporation maintains an allowance for loan losses, which is a reserve established through a provision for loan
losses charged to expense, that represents management's best estimate of probable incurred losses that are inherent
within the existing portfolio of loans. The level of the allowance reflects management's continuing evaluation of
industry concentrations; specific credit risks; loan loss experience; current loan portfolio quality; present economic,
political and regulatory conditions and unidentified losses inherent in the current loan portfolio. The determination of
the appropriate level of the allowance for loan losses inherently involves a high degree of subjectivity and requires the
Corporation to make significant estimates of current credit risks and future trends, all of which may undergo material
changes. Changes in economic conditions affecting borrowers, new information regarding existing loans,
identification of additional problem loans and other factors, both within and outside of the Corporation's control, may
require an increase in the allowance for loan losses. In addition, bank regulatory agencies periodically review the
Corporation's allowance for loan losses and may require an increase in the provision for loan losses or the recognition
of further loan charge- offs, based on judgments different than those of management. If charge-offs in future periods
exceed the allowance for loan losses, the Corporation will need additional provisions to increase the allowance for
loan losses. Any increases in the allowance for loan losses will result in a decrease in net income and, possibly,
capital, and may have a material adverse effect on the Corporation's financial condition and results of operations.

The Corporation may foreclose on collateral property and would be subject to the increased costs associated with
ownership of real property, resulting in reduced revenues and earnings

The Corporation forecloses on collateral property from time to time to protect its investment and thereafter owns and
operates such property, in which case it is exposed to the risks inherent in the ownership of real estate. The amount
that the Corporation, as a mortgagee, may realize after a default is dependent upon factors outside of its control,
including, but not limited to: (i) general or local economic conditions; (ii) neighborhood values; (iii) interest rates; (iv)
real estate tax rates; (v) operating expenses of the mortgaged properties; (vi) environmental remediation liabilities;
(vii) ability to obtain and maintain adequate occupancy of the properties; (viii) zoning laws; (ix) governmental rules,
regulations and fiscal policies; and (x) natural disasters. Certain expenditures associated with the ownership of real
estate, principally real estate taxes, insurance, and maintenance costs, may adversely affect the income from the real
estate. Therefore, the cost of operating real property may exceed the income earned from such property, and the
Corporation may have to advance funds in order to protect its investment, or it may be required to dispose of the real
property at a loss. These expenditures and costs could adversely affect the Corporation’s ability to generate revenues,
resulting in reduced levels of profitability.

The Corporation is subject to environmental liability risk associated with lending activities

A significant portion of the Corporation’s loan portfolio is secured by real property. During the ordinary course of
business, the Corporation may foreclose on and take title to properties securing certain loans. In doing so, there is a
risk that hazardous or toxic substances could be found on these properties. If hazardous or toxic substances are found,
the Corporation may be liable for remediation costs, as well as for personal injury and property damage.
Environmental laws may require the Corporation to incur substantial expenses and may materially reduce the affected
property’s value or limit the Corporation’s ability to use or sell the affected property. In addition, future laws or more
stringent interpretations or enforcement policies with respect to existing laws may increase the Corporation’s exposure
to environmental liability. Environmental reviews of real property before initiating foreclosure actions may not be
sufficient to detect all potential environmental hazards. The remediation costs and any other financial liabilities
associated with an environmental hazard could have a material adverse effect on the Corporation’s business, financial
condition and results of operations.

The Corporation is subject to interest rate risk
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The Corporation’s earnings and cash flows are largely dependent upon the Corporation’s net interest income. Net
interest income is the difference between interest income earned on interest earning assets such as loans and securities
and interest expense paid on interest bearing liabilities such as deposits and borrowed funds. Interest rates are highly
sensitive to many factors that are beyond the Corporation’s control, including general economic conditions and policies
of various governmental and regulatory agencies. Changes in monetary policy, including changes in interest rates,
could influence not only the interest that is received on loans and securities and the interest that is paid on deposits and
borrowings, but such changes could also affect (i) the Corporation’s ability to originate loans and obtain deposits, and
(ii) the fair value of the Corporation’s financial assets and liabilities. Currently, the Corporation is in an asset-sensitive
position. In a rising interest rate environment, the Corporation may be unable to sell its lower-yielding mortgage
loans, thus impacting its ability to generate higher yielding loans which could adversely impact earnings.
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The Corporation’s accounting estimates and risk management processes rely on analytical and forecasting models

The processes the Corporation uses to estimate its probable loan losses and to measure the fair value of financial
instruments, as well as the processes used to estimate the effects of changing interest rates and other market measures
on the Corporation’s financial condition and results of operations, depends upon the use of analytical and forecasting
models. These models reflect assumptions that may not be accurate, particularly in times of market stress or other
unforeseen circumstances. Even if these assumptions are adequate, the models may prove to be inadequate or
inaccurate because of other flaws in their design or their implementation. If the models the Corporation uses for
interest rate risk and asset-liability management are inadequate, the Corporation may incur increased or unexpected
losses upon changes in market interest rates or other market measures. If the models the Corporation uses for
determining its probable loan losses are inadequate, the allowance for loan losses may not be sufficient to support
future charge-offs. If the models the Corporation uses to measure the fair value financial instruments are inadequate,
the fair value of such financial instruments may fluctuate unexpectedly or may not accurately reflect what the
Corporation could realize upon sale or settlement of such financial instruments. Any such failure in the Corporation’s
analytical or forecasting models could have a material adverse effect on the Corporation’s business, financial condition
and results of operations.

The Corporation’s earnings could be adversely impacted by incidences of fraud and compliance failure

The Corporation’s internal operations are subject to certain risks, including but not limited to, data processing system
failures and errors, customer or employee fraud and catastrophic failures resulting from terrorist acts or natural
disasters. Operational risk resulting from inadequate or failed internal processes, people, and systems includes the risk
of fraud by employees or persons outside of our company, the execution of unauthorized transactions by employees,
errors relating to transaction processing and systems, and breaches of the internal control system and compliance
requirements. This risk of loss also includes potential legal actions that could arise as a result of the operational
deficiency or as a result of noncompliance with applicable regulatory standards. The Corporation’s internal controls,
disclosure controls and procedures, and corporate governance policies and procedures are based in part on certain
assumptions and can provide only reasonable, not absolute, assurances that the objectives of the system are met. Any
failure or circumvention of the Corporation’s controls and procedures or failure to comply with regulations related to
controls and procedures could have a material adverse effect on the Corporation’s business, financial condition and
results of operations.

Risks associated with cyber-security could negatively affect our earnings

The financial services industry has experienced an increase in both the number and severity of reported cyber attacks
aimed at gaining unauthorized access to bank systems as a way to misappropriate assets and sensitive information,
corrupt and destroy data, or cause operational disruptions. We have established policies and procedures to prevent or
limit the impact of security breaches, but such events may still occur or may not be adequately addressed if they do
occur. Although we rely on security safeguards to secure our data, these safeguards may not fully protect our systems
from compromises or breaches.

We also rely on the integrity and security of a variety of third party processors, payment, clearing and settlement
systems, as well as the various participants involved in these systems, many of which have no direct relationship with
us. Failure by these participants or their systems to protect our customers' transaction data may put us at risk for
possible losses due to fraud or operational disruption.

Our customers are also the target of cyber attacks and identity theft. Large scale identity theft could result in
customers' accounts being compromised and fraudulent activities being performed in their name. We have
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implemented certain safeguards against these types of activities but they may not fully protect us from fraudulent
financial losses.

The occurrence of a breach of security involving our customers' information, regardless of its origin, could damage
our reputation and result in a loss of customers and business and subject us to additional regulatory scrutiny, and could
expose us to litigation and possible financial liability. Any of these events could have a material adverse effect on our
financial condition and results of operations.
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The Corporation has opened new offices that may not be profitable

The Corporation has placed a strategic emphasis on expanding its banking office network. Executing this strategy
carries risks of slower than anticipated growth in the new offices, which require a significant investment of both
financial and personnel resources. Lower than expected loan and deposit growth in new offices can decrease
anticipated revenues and net income generated by those offices, and opening new offices could result in more
additional expenses than anticipated and divert resources from current core operations.

Potential acquisitions may disrupt the Corporation’s business and dilute stockholder value

The Corporation generally seeks merger or acquisition partners that are culturally similar and have experienced
management and possess either significant market presence or have potential for improved profitability through
financial management, economies of scale or expanded services. Acquiring other banks, businesses, or branches
involves various risks commonly associated with acquisitions, including, among other things:

• potential exposure to unknown or contingent liabilities of the target
company;

•exposure to potential asset quality issues of the target company;
•potential disruption to the Corporation’s business;
•potential diversion of the Corporation’s management’s time and attention;
•the possible loss of key employees and customers of the target company;
•difficulty in estimating the value of the target company; and
•potential changes in banking or tax laws or regulations that may affect the target company.
Acquisitions typically involve the payment of a premium over book and market values, and, therefore, some dilution
of the Corporation’s tangible book value and net income per common share may occur in connection with any future
transaction. Furthermore, failure to realize the expected revenue increases, cost savings, increases in geographic or
product presence, and/or other projected benefits from an acquisition could have a material adverse effect on the
Corporation’s business, financial condition and results of operations.

New lines of business or new products and services may subject the Corporation to additional risks

From time to time, the Corporation may implement new lines of business or offer new products and services within
existing lines of business. There are substantial risks and uncertainties associated with these efforts, particularly in
instances where the markets are not fully developed. In developing and marketing new lines of business and/or new
products and services the Corporation may invest significant time and resources. Initial timetables for the introduction
and development of new lines of business and/or new products or services may not be achieved and price and
profitability targets may not prove feasible. External factors, such as compliance with regulations, competitive
alternatives, and shifting market preferences, may also impact the successful implementation of a new line of business
or a new product or service. Furthermore, any new line of business and/or new product or service could have a
significant impact on the effectiveness of the Corporation’s system of internal controls. Failure to successfully manage
these risks in the development and implementation of new lines of business or new products or services could have a
material adverse effect on the Corporation’s business, financial condition and results of operations.

Future growth or operating results may require the Corporation to raise additional capital but that capital may not be
available or it may be dilutive

The Corporation is required by federal and state regulatory authorities to maintain adequate levels of capital to support
its operations. To the extent the Corporation’s future operating results erode capital or the Corporation elects to expand
through loan growth or acquisition it may be required to raise capital. The Corporation’s ability to raise capital will
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depend on conditions in the capital markets, which are outside of its control, and on the Corporation’s financial
performance. Accordingly, the Corporation cannot be assured of its ability to raise capital when needed or on
favorable terms. If the Corporation cannot raise additional capital when needed, it will be subject to increased
regulatory supervision and the imposition of restrictions on its growth and business. These could negatively impact the
Corporation’s ability to operate or further expand its operations through acquisitions or the establishment of additional
branches and may result in increases in operating expenses and reductions in revenues that could have a material
adverse effect on its financial condition and results of operations.
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The Corporation is subject to claims and litigation pertaining to Intellectual Property

Banking and other financial services companies, such as the Corporation, rely on technology companies to provide
information technology products and services necessary to support the Corporations’ day-to-day operations.
Technology companies frequently enter into litigation based on allegations of patent infringement or other violations
of intellectual property rights. In addition, patent holding companies seek to monetize patents they have purchased or
otherwise obtained. Competitors of the Corporation’s vendors, or other individuals or companies, have from time to
time claimed to hold intellectual property sold to the Corporation by its vendors. Such claims may increase in the
future as the financial services sector becomes more reliant on information technology vendors. The plaintiffs in these
actions frequently seek injunctions and substantial damages.

Regardless of the scope or validity of such patents or other intellectual property rights, or the merits of any claims by
potential or actual litigants, the Corporation may have to engage in protracted litigation. Such litigation is often
expensive, time-consuming, disruptive to the Corporation’s operations, and distracting to management. If the
Corporation is found to infringe upon one or more patents or other intellectual property rights, it may be required to
pay substantial damages or royalties to a third-party. In certain cases, the Corporation may consider entering into
licensing agreements for disputed intellectual property, although no assurance can be given that such licenses can be
obtained on acceptable terms or that litigation will not occur. These licenses may also significantly increase the
Corporation’s operating expenses. If legal matters related to intellectual property claims were resolved against the
Corporation or settled, the Corporation could be required to make payments in amounts that could have a material
adverse effect on its business, financial condition and results of operations.

The value of the Corporation’s goodwill and other intangible assets may decline in the future

As of December 31, 2016, the Corporation had $36.5 million of goodwill and other intangible assets. A significant
decline in the Corporation’s expected future cash flows, a significant adverse change in the business climate, slower
growth rates or a significant and sustained decline in the price of the Corporation’s common stock may necessitate
taking charges in the future related to the impairment of the Corporation’s goodwill and other intangible assets. If the
Corporation were to conclude that a future write-down of goodwill and other intangible assets is necessary, the
Corporation would record the appropriate charge, which could have a material adverse effect on the Corporation’s
business, financial condition and results of operations.

The Corporation’s operations rely on certain external vendors

The Corporation relies on certain external vendors to provide products and services necessary to maintain day-to-day
operations of the Corporation. Accordingly, the Corporation’s operations are exposed to risk that these vendors will not
perform in accordance with the contracted arrangements under service level agreements. The failure of an external
vendor to perform in accordance with the contracted arrangements under service level agreements, because of changes
in the vendor’s organizational structure, financial condition, support for existing products and services or strategic
focus or for any other reason, could be disruptive to the Corporation’s operations, which could have a material adverse
impact on the Corporation’s business and, in turn, the Corporation’s financial condition and results of operations.

The Corporation may be adversely affected by the soundness of other financial institutions

Financial services institutions are interrelated as a result of trading, clearing, counterparty, or other relationships. The
Corporation has exposure to many different industries and counterparties, and routinely executes transactions with
counterparties in the financial services industry, including commercial banks, brokers and dealers, investment banks,
and other institutional clients. Many of these transactions expose the Corporation to credit risk in the event of a default
by a counterparty or client. In addition, the Corporation’s credit risk may be exacerbated when the collateral held by
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the Corporation cannot be realized upon or is liquidated at prices not sufficient to recover the full amount of the credit
or derivative exposure due to the Corporation. Any such losses could have a material adverse effect on the
Corporation’s business, financial condition and results of operations.

The Corporation relies on dividends from its subsidiaries for most of its revenue

The Corporation is a separate and distinct legal entity from its subsidiaries. It receives substantially all of its revenue
from dividends from its subsidiaries. These dividends are the principal source of funds to pay dividends on the
Corporation’s common stock and interest and principal on the Corporation’s debt. Various federal and state laws and
regulations limit the amount of dividends that the Bank and Morris Plan may pay to the Corporation. Also, the
Corporation’s right to participate in a distribution of assets upon a subsidiary’s liquidation or reorganization is subject to
the prior claims of the subsidiary’s creditors. In the event the Bank is unable to pay dividends to the Corporation, the
Corporation may not be able to service debt, pay obligations
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or pay dividends on the Corporation’s common stock. The inability to receive dividends from the Bank could have a
material adverse effect on the Corporation’s business, financial condition and results of operations.

Risks Related to the Corporation’s Common Stock

The Corporation may not be able to pay dividends in the future in accordance with past practice

The Corporation has historically paid a semi-annual dividend to common stockholders. The payment of dividends is
subject to legal and regulatory restrictions. Any payment of dividends in the future will depend, in large part, on the
Corporation’s earnings, capital requirements, financial condition and other factors considered relevant by the
Corporation’s Board of Directors.

The price of the Corporation’s common stock may be volatile, which may result in losses for investors

General market price declines or market volatility in the future could adversely affect the price of the Corporation’s
common stock. In addition, the following factors may cause the market price for shares of the Corporation’s common
stock to fluctuate:

•announcements of developments related to the Corporation’s business;
•fluctuations in the Corporation’s results of operations;
•sales or purchases of substantial amounts of the Corporation’s securities in the marketplace;

• general conditions in the Corporation’s banking niche or the worldwide
economy;

•a shortfall or excess in revenues or earnings compared to securities analysts’ expectations;
•changes in analysts’ recommendations or projections; and
•the Corporation’s announcement of new acquisitions or other projects.

An investment in the Corporation’s common stock is not an insured deposit

The Corporation’s common stock is not a bank deposit and, therefore, is not insured against loss by the Federal Deposit
Insurance Corporation (FDIC), any other deposit insurance fund or by any other public or private entity. Investment in
the Corporation’s common stock is inherently risky for the reasons described in this “Risk Factors” section and elsewhere
in this report and is subject to the same market forces that affect the price of common stock in any company. As a
result, if you acquire the Corporation’s common stock, you could lose some or all of your investment.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The Corporation is located in a four-story office building in downtown Terre Haute, Indiana that was first occupied in
June 1988. It is leased to the Bank. The Bank also owns two other facilities in downtown Terre Haute. One is
available for lease and the other is a 50,000-square-foot building housing operations and administrative staff and
equipment. In addition, the Bank holds in fee six other branch buildings. One of the branch buildings is a single-story
36,000-square-foot building which is located in a Terre Haute suburban area. Four other branch bank buildings are
leased by the Bank. The expiration dates on the leases are May 31, 2018, February 14, 2021, May 31, 2017, and
December 31, 2019.
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Facilities of the Corporation’s banking center in Daviess County include an office in Washington, Indiana. This
building is held in fee.

Facilities of the Corporation’s banking centers in Clay County include two offices in Brazil, Indiana and an office in
Clay City, Indiana. All three buildings are held in fee.

Facilities of the Corporation’s banking centers in Vermillion County include two offices in Clinton, Indiana and offices
in Cayuga and Newport, Indiana. All four buildings are held in fee.

Facilities of the Corporation’s banking centers in Sullivan County include offices in Sullivan, Dugger, Farmersburg
and Hymera, Indiana. All four buildings are held in fee.
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Facilities of the Corporation’s banking center in Gibson County include an office in Princeton, Indiana. This building
is held in fee.

Facilities of the Corporation’s banking center in Greene County include an office in Worthington, Indiana. This
building is held in fee.

Facilities of the Corporation’s banking centers in Knox County include offices in Sandborn and two in Vincennes,
Indiana. All three buildings are held in fee.

Facilities of the Corporation’s banking centers in Parke County include two offices in Rockville, Indiana and offices in
Marshall and Montezuma, Indiana. All four buildings are held in fee.

Facilities of the Corporation’s banking center in Putnam County include an office in Greencastle, Indiana. This
building is held in fee.

Facilities of the Corporation’s banking center in Vanderburgh County include an office in Evansville, Indiana. This
building is held in fee.

Facilities of the Corporation’s banking centers in Crawford County include its main office and a drive-up facility in
Robinson, Illinois. Both buildings are held in fee.

Facilities of the Corporation’s banking centers in Franklin County include an office in Benton, Illinois and an office in
West Frankfort, Illinois. Both buildings are held in fee.

Facilities of the Corporation’s banking centers in Jefferson County include an office and a drive-up facility in Mt.
Vernon, Illinois. Both buildings are held in fee.

Facilities of the Corporation’s banking center in Lawrence County include an office in Lawrenceville, Illinois. This
building is held in fee.

Facilities of the Corporation’s banking centers in Livingston include two offices in Pontiac, Illinois. Both buildings are
held in fee.

Facilities of the Corporation’s banking centers in Marion County include an office and a drive-up facility in Salem,
Illinois. Both buildings are held in fee.

Facilities of the Corporation’s banking center in McLean County include two offices in Bloomington, Illinois, and an
office in Gridley, Illinois. A banking center in Bloomington is leased and the lease expires on June 30, 2021. The
other buildings are held in fee.

Facilities of the Corporation’s banking center in Wayne County include an office in Fairfield, Illinois. This building is
held in fee.

Facilities of the Corporation’s banking center in Jasper County include an office in Newton, Illinois. This building is
held in fee.

Facilities of the Corporation’s banking centers in Coles County include two offices in Charleston, Illinois and an office
in Mattoon, Illinois. These buildings are held in fee.
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Facilities of the Corporation’s banking center in Clark County include an office in Marshall, Illinois. This building is
held in fee.

Facilities of the Corporation’s banking center in Champaign County include two offices in Champaign, Illinois, an
office in Mahomet, Illinois, and two offices in Urbana, Illinois. One of the banking centers in Champaign is held in
fee while the land is leased. The land lease expires September 6, 2036. One of the banking centers in Champaign is
leased and the lease expires on December 31, 2017. The banking center in Mahomet is leased and the lease expires on
June 4, 2019. One of the banking centers in Urbana is held in fee while the other banking center in Urbana is held in
fee while the land is leased and the lease expires on November 30, 2017.
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Facilities of the Corporation’s banking center in Vermilion County include four offices in Danville, Illinois, an office
in Westville, Illinois, and an office in Ridge Farm, Illinois. One of the buildings in Danville is leased and the lease
expires on December 31, 2018 and the other five buildings are held in fee.

Facilities of the Corporation’s banking centers in Richland County include two offices in Olney, Illinois. One building
is held in fee and the other building is leased. The expiration date on the lease is April 30, 2020.

The facility of the Corporation’s subsidiary, The Morris Plan Company, includes an office facility in Terre Haute,
Indiana. The building is leased by The Morris Plan Company. The expiration date on the lease is October 31, 2020.

Facilities of the Corporation’s subsidiary, First Chanticleer Corporation, include two office buildings in Terre Haute,
Indiana. The buildings are held in fee by First Chanticleer Corporation.

Facilities of the Corporation’s subsidiary, FFB Risk Management Co., Inc., include an office facility in Las Vegas,
Nevada. This office facility is leased.

ITEM 3. LEGAL PROCEEDINGS

(a) There are no material pending legal proceedings to which the Corporation or its subsidiaries is a party or of which
any of their property is the subject, other than ordinary routine litigation incidental to its business.
(b) Not applicable.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable

PART II

ITEM
5.

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

MARKET AND DIVIDEND INFORMATION

(a) As of March 1, 2017 shareholders owned 12,223,750 shares of the Corporation's common stock. The stock is
traded on the NASDAQ Global Select Market under the symbol “THFF”. On March 1, 2017, approximately 5,674
shareholders of record held our common stock.

Historically, the Corporation has paid cash dividends semi-annually and currently expects that comparable cash
dividends will continue to be paid in the future. The following table gives quarterly high and low trade prices and
dividends per share during each quarter for 2016 and 2015.

2016 2015
Cash Cash

Trade Price Dividends Trade Price Dividends
Quarter ended High Low Declared High Low Declared
March 31 $34.54 $31.30 $35.99 $32.41
June 30 $37.62 $31.98 $ 0.50 $36.39 $33.38 $ 0.49
September 30 $41.32 $36.07 $35.83 $32.00
December 31 $52.90 $39.40 $ 0.50 $37.49 $32.19 $ 0.49
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The graph below represents the five-year total return of the Corporation’s stock. The five year total return for our stock
during this time was 81.43%. During this same period, the return on The Russell 2000 Index was 96.45% and the SNL
Index of Banks $1 - $5 Billion had a return of 201.92%.

Period Ending
Index 12/31/2011 12/31/2012 12/31/2013 12/31/2014 12/31/2015 12/31/2016
First Financial Corporation 100.00 93.92 115.36 115.65 113.48 181.43
Russell 2000 100.00 116.35 161.52 169.43 161.95 196.45
SNL Bank $1B-$5B 100.00 123.31 179.31 187.48 209.86 301.92

(b) Not applicable.

(c) The Corporation periodically acquires shares of its common stock directly from shareholders in individually
negotiated transactions. On August 25, 2014 First Financial Corporation issued a press release announcing that it's
Board of Directors has authorized a stock repurchase program pursuant to which up to 5% of the Corporation's
outstanding shares of common stock, or 667,700 shares may be repurchased. There were 257,989 purchases of
common stock by the Corporation during the year ended December 31, 2015. On February 3, 2016 First Financial
Corporation issued a press release announcing that it's Board of Directors has authorized a stock repurchase program
pursuant to which up to 5% of the Corporation's outstanding shares of common stock, or 637,500 shares may be
repurchased. There were 565,618 purchases of common stock by the Corporation during the year ended December 31,
2016.The Corporation contributed 30,975 shares of treasury stock to the ESOP in November of 2016. There were no
shares of common stock purchased by the Corporation during the fourth quarter of the fiscal year covered by this
report.
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ITEM 6. SELECTED FINANCIAL DATA

FIVE YEAR COMPARISON OF SELECTED FINANCIAL DATA
(Dollar amounts in thousands, except per share amounts) 2016 2015 2014 2013 2012
BALANCE SHEET DATA
Total assets $2,988,527 $2,979,585 $3,002,485 $3,018,718 $2,895,408
Securities 853,725 891,082 897,053 914,560 691,000
Loans 1,839,180 1,763,808 1,781,428 1,791,428 1,851,936
Deposits 2,428,526 2,442,369 2,457,197 2,458,791 2,276,134
Borrowings 81,121 46,508 60,901 117,880 160,256
Shareholders’ equity 414,395 410,316 394,214 386,195 372,122
INCOME STATEMENT DATA
Interest income 109,380 108,676 113,358 116,221 122,305
Interest expense 4,407 4,169 5,526 8,961 13,393
Net interest income 104,973 104,507 107,832 107,260 108,912
Provision for loan losses 3,300 4,700 5,072 7,860 8,773
Other income 46,931 39,179 40,785 40,455 39,547
Other expenses 90,308 98,398 95,584 94,554 93,056
Net income 38,413 30,196 33,772 31,534 32,812
PER SHARE DATA:
Net Income 3.12 2.35 2.55 2.37 2.48
Cash dividends 1.00 0.98 0.98 0.96 0.95
PERFORMANCE RATIOS:
Net income to average assets 1.30 % 1.01 % 1.12 % 1.06 % 1.13 %
Net income to average shareholders’ equity 9.26 7.46 8.37 8.35 9.02
Average total capital to average assets 14.67 14.26 13.99 13.45 13.25
Average shareholders’ equity to average assets 14.01 13.60 13.36 12.69 12.55
Dividend payout 31.81 41.51 38.16 40.58 38.40

ITEM 7.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The Management's Discussion and Analysis of Financial Condition and Results of Operations, as well as disclosures
found elsewhere in this report are based upon First Financial Corporation's consolidated financial statements, which
have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires the Corporation to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues, and expenses. Material estimates that are particularly susceptible to
significant change in the near term relate to the determination of the allowance for loan losses, securities valuation and
goodwill. Actual results could differ from those estimates.

Allowance for loan losses. The allowance for loan losses represents management's estimate of probable incurred
losses in the existing loan portfolio. The allowance for loan losses is increased by the provision for loan losses
charged to expense and reduced by loans charged off, net of recoveries. The allowance for loan losses is determined
based on management's assessment of several factors: reviews and evaluations of specific loans, changes in the nature
and volume of the loan portfolio, current economic and nonperforming loans. Loans are considered impaired if, based
on current information and events, it is probable that the Corporation will be unable to collect the scheduled payments
of principal or interest according to the contractual terms of the loan agreement. When a loan is deemed impaired,
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impairment is measured by using the fair value of underlying collateral, for loans deemed to be collateral dependent,
the present value of the future cash flows discounted at the effective interest rate stipulated in the loan agreement, or
the estimated market value of the loan. In measuring the fair value of the collateral, management uses assumptions
(e.g., discount rate) and methodologies (e.g., comparison to the recent selling price of similar assets) consistent with
those that would be utilized by unrelated third parties.

Changes in the financial condition of individual borrowers, economic conditions, historical loss experience, or the
condition of the various markets in which collateral may be sold may affect the required level of the allowance for
loan losses and the associated provision for loan losses. Should cash flow assumptions or market conditions change, a
different amount may be recorded for the allowance for loan losses and the associated provision for loan losses.
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Securities valuation and potential impairment. Securities available-for-sale are carried at fair value, with unrealized
holding gains and losses reported separately in accumulated other comprehensive income (loss), net of tax. The
Corporation obtains market values from a third party on a monthly basis in order to adjust the securities to fair value.
Equity securities that do not have readily determinable fair values are carried at cost. Additionally, all securities are
required to be evaluated for other than temporary impairment (OTTI). In determining whether a fair value decline is
other than temporary, management considers the reason for the decline, the extent of the decline, the duration of the
decline and whether the Corporation intends to sell a security or is more likely than not to be required to sell a security
before recovery of its amortized cost. If an entity intends to sell or it is more likely than not it will be required to sell
the security before recovery of its amortized cost basis, the OTTI shall be recognized in earnings equal to the entire
difference between the investment's amortized cost basis and its fair value at the balance sheet date. If an entity does
not intend to sell the security and it is not more likely than not that the entity will be required to sell the security
before recovery of its amortized cost basis less any current-period loss, the OTTI shall be separated into the amount
representing the credit loss and the amount related to all other factors. The amount of the total OTTI related to the
credit loss is determined based on the present value of cash flows expected to be collected and is recognized in
earnings.

Changes in credit ratings, financial condition of underlying debtors, default experience and market liquidity affect the
conclusions on whether securities are other-than-temporarily impaired. Additional losses may be recorded through
earnings for other than temporary impairment, should there be an adverse change in the expected cash flows for these
investments.

Goodwill. The carrying value of goodwill requires management to use estimates and assumptions about the fair value
of the reporting unit compared to its book value. An impairment analysis is prepared on an annual basis. Fair values of
the reporting units are determined by an analysis which considers cash flows streams, profitability and estimated
market values of the reporting unit. The majority of the Corporation's goodwill is recorded at First Financial Bank, N.
A.

Management believes the accounting estimates related to the allowance for loan losses, valuation of investment
securities and the valuation of goodwill are "critical accounting estimates" because: (1) the estimates are highly
susceptible to change from period to period because they require management to make assumptions concerning,
among other factors, the changes in the types and volumes of the portfolios, valuation assumptions, and economic
conditions, and (2) the impact of recognizing an impairment or loan loss could have a material effect on the
Corporation's assets reported on the balance sheet as well as net income.

RESULTS OF OPERATIONS - SUMMARY FOR 2016 

COMPARISON OF 2016 TO 2015 

Net income for 2016 was $38.4 million, or $3.12 per share. This represents a 27.2% increase in net income and a
32.8% increase in earnings per share, compared to 2015. Return on average assets at December 31, 2016 increased
28.7% to 1.30% compared to 1.01% at December 31, 2015.

The primary components of income and expense affecting net income are discussed in the following analysis.

NET INTEREST INCOME

The principal source of the Corporation's earnings is net interest income, which represents the difference between
interest earned on loans and investments and the interest cost associated with deposits and other sources of funding.
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Net interest income increased in 2016 to $105.0 million compared to $104.5 million in 2015. Total average interest
earning assets increased to $2.75 billion in 2016 from $2.74 billion in 2015. The tax-equivalent yield on these assets
increased to 4.21% in 2016 from 4.19% in 2015. Total average interest-bearing liabilities decreased to $1.922 billion
in 2016 from $1.949 billion in 2015. The average cost of these interest-bearing liabilities increased to 0.23% in 2016
from 0.21% in 2015.

The net interest margin remained the same at 4.04% in 2015 and 4.04% in 2016. Earning asset yields increased 2 basis
points while the rate on interest-bearing liabilities increased by 2 basis points.
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CONSOLIDATED BALANCE SHEET - AVERAGE BALANCES AND INTEREST RATES
December 31,
2016 2015 2014

(Dollar amounts in thousands) Average
Balance InterestYield/

Rate
Average
Balance InterestYield/

Rate
Average
Balance InterestYield/

Rate
ASSETS
Interest-earning assets:
Loans (1) (2) $1,792,609 87,6364.89% $1,761,888 85,5294.85% $1,795,235 89,0114.96%
Taxable investment securities 672,641 14,5062.16% 705,118 15,8142.24% 737,566 17,0152.31%
Tax-exempt investments (2) 267,849 13,3584.99% 259,191 13,5185.22% 249,040 13,5065.42%
Federal funds sold 15,066 63 0.42% 18,272 52 0.28% 11,583 34 0.29%
Total interest-earning assets 2,748,165 115,5634.21% 2,744,469 114,9134.19% 2,793,424 119,5664.28%
Non-interest earning assets:
Cash and due from banks 62,694 73,066 69,522
Premises and equipment, net 49,721 50,877 51,929
Other assets 122,450 128,177 124,402
Less allowance for loan losses (19,650 ) (19,658 ) (19,209 )
TOTALS $2,963,380 $2,976,931 $3,020,068
LIABILITIES AND
SHAREHOLDERS' EQUITY
Interest-bearing liabilities:
Transaction accounts $1,482,046 1,9860.13% $1,463,662 1,4290.10% $1,415,431 1,3400.09%
Time deposits 393,180 2,1730.55%
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