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About STAR
STAR Financial Group is the parent company of STAR  
Financial Bank, an Indiana-based community bank known 
for its quality service culture, personalized banking  
solutions, and innovative use of technology. Additionally, 
STAR Private Advisory and STAR Insurance Agency offer 
licensed professional services in financial planning, trust 
and asset management, and insurance. STAR Financial 
Group has grown to $1.75 billion in assets with 50  
locations in central and northeast Indiana.
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Chairman’s Message

Looking back at the tremendous strides our 
organization has made in the past year, I am 
immensely proud of the commitment and 
talents of the men and women who make up 
STAR Financial Group. It is my pleasure to 
provide you with our year in review.

2014 was a very good year for STAR. We continued our focus on 
maintaining soundness, profitability, and growth opportunities 
across all of our business lines. The economic climate of the past 
year solidified the adage; good things come to those who wait. 

2014 ECONOMIC REVIEW

Overall, Indiana’s economy was stable, with housing prices 
making modest gains and unemployment gradually declining. 
Consumers spent the year continuing to deleverage their 
personal balance sheets by paying down debts and increasing 
savings balances. Local businesses showed confidence in the 
future and the desire to expand, and as a result, demand for 
business loans was strong throughout the year. STAR customers 
continued to show the desire for convenient, personalized service 
which provided us with opportunities to support the constantly 
changing needs of the marketplace.

THOMAS M. MARCUCCILLI
Chairman, STAR Financial Group, Inc.

About STAR
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As an organization, STAR enjoyed steady, sustainable growth throughout 2014. Financial 
strength and stability is critical to our long-term success in an ever changing financial services 
industry. We saw our clients recover from the difficult economic climate of the last few years, 
and with it an increase in loan demand. In addition,

• Demand Deposits grew by $83 million or 7.4%
• Commercial Loans grew by $45 million or 5.7%, and
• We experienced a 20% increase in earnings per share, well above market standards.

We enjoyed continued improvement in Loan Quality with a 28.6% reduction in past due loans 
with an overall past due percentage of total loans of .8%.

For the first time in our history, STAR Insurance Agency achieved 
$1 million in net income, and we continue to be encouraged by 
the collaboration and dedication of our sales force to cross sell 
our products across business lines and deepen relationships.

The Private Advisory team produced excellent results in 2014. Net income for this business unit 
increased 67%, contributing significantly to STAR’s bottom line. Assets under management 
increased to the highest level in the unit’s history at over $365 million.

The STAR Wealth Management team expanded to the Indianapolis market, and trust and 
brokerage revenue increased nearly 7% year over year, driven by a 16% increase in STAR 
Investment Services revenues.

The Private Banking team posted very impressive results by exceeding expectations across 
numerous lines. Mortgage loans to our private banking clients finished 106% of plan with 
deposit expectations surpassed by 229%. Consumer loan goals were exceeded by 131%. 

STRATEGIC PLANNING

In 2014, STAR senior management embarked on a detailed and in-depth discovery of the state 
of our organization. Our goal was to come up with a vision and strategy that would position 
STAR to capitalize on our strengths, address our weaknesses and grow profitably over the next 
three years.  

All senior leaders currently serve on one of five strategic committees and continue to work 
toward important objectives of our long-term strategy. This is a major organizational initiative 
which requires the collaboration and teamwork of all employees. We are well on our way to 
achieving some key benchmarks, and will look forward to sharing our progress.
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A COMMITMENT TO CUSTOMER SERVICE

Operationally, in 2014 we continued our restructuring to the Universal Banker model. Driven 
by customer experience, and the newest industry standards, this model positions us to reduce 
specialized roles within our branches, increase efficiency and provide added opportunities for 
the cross selling of our products. Most importantly, it allows us to deliver the highest level of 
customer service to our shareholders and customers without compromising the attention to 
detail you expect from STAR. 

As an organization, we continue to deliver outstanding customer 
service in ways that are most convenient to our customers, which 
includes the revision and addition of digital assets.

Development of the STAR Mobile Banking app began during 2014 and was launched in the first 
quarter of 2015. We have no doubt our customers will make full use of this exciting product 
that will make interacting with their STAR accounts more convenient. Mobile check deposit, a 
key feature, along with easy navigation, bill payment, enhanced security alerts, and access to a 
redesigned online banking interface are highlights.

Our personal budgeting tool, Touch, also saw a redesign. Touch has a new icon in the app store, 
separate from the mobile banking app, which makes it easier than ever for our customers to 
manage their personal finances and stay in touch with their money. 
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CAPITAL INVESTMENT

During 2014, we made two significant capital investments in our facilities.

First, the Fort Wayne Service Center, the central hub of STAR operations, received a 
comprehensive, one million dollar renovation. This was not only an investment in our people, 
but also a critical step in developing new and innovative ways to improve our work flow and 
processes. The entire Service Center team should be commended for how well they worked 
through the challenges of a major reconstruction and provided seamless and uninterrupted 
service to our branch network and customers throughout the process. 

Second, our Columbia City office saw an extensive redesign, and was celebrated by local and 
state government leaders with a grand reopening in October. It boldly matches our core values 
of being progressive, doing what’s right and most importantly – exhibiting community 
leadership in all that we do. This state of the art facility also serves as the headquarters of 
STAR Insurance Agency. It provides our customers with a fresh new banking and insurance 
resource and we will look forward to growing through economic and community investment.

LEARN. UNLEARN. RELEARN.

Our corporate Annual Theme remained Learn. Unlearn. Relearn. in 2014. STAR employees 
continue to do an extraordinary job of responding to new regulatory requirements, an ever 
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changing market, and new technology demands. As we implement aggressive strategies for 
growth and communication, the direction of this theme is more relevant than ever. 

We have come out of the uncertainty of the last few years and are 
now positioned to learn, unlearn and relearn the skills needed to 
move our organization forward in positive and profitable ways.

2015 ECONOMIC FORECAST

Indiana continues to perform better than national economic indexes, particularly in the areas of 
manufacturing, unemployment, commercial real estate, and housing.  As an organization, we will 
continue to promote soundness through steady growth and strong affiliate partnerships.  
By cross promoting our services, we can fully engage our customers and deliver a new standard 
in customer service. In 2015, STAR will continue to look for sound and profitable business 
opportunities, and innovative ways to serve each one of our customers. We have aggressive, yet 
attainable goals.

We invite you to attend our Annual Meeting of Shareholders to be held at 10:00AM on Wednesday, 
May 27, 2015 in the 2nd floor board room of our downtown Fort Wayne headquarters at 127 West 
Berry Street, Fort Wayne, Indiana 46802.

On behalf of the STAR family, thank you for the commitment and faith you place in our 
organization. We look forward to a successful and collaborative 2015.

Thomas Marcuccilli
Chairman, STAR Financial Group
March 19, 2015
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2014 Financial Highlights

DECEMBER 31, 2014, 2013, AND 2012
(Table Dollars in Thousands Except Share Data)

2014 2013 2012

For the Year
Net income $ 14,025 $ 11,722 $ 12,957
Dividends declared 3,457 — 6,045
Weighted average shares 3,865,833 3,871,927 3,880,538
Per Basic Common Share

Net income $ 3.63 $ 3.03 $ 3.34
Dividends declared 0.90 — 1.56
Book value at December 31 46.53 42.92 40.28

At December 31
Total assets $ 1,765,336 $ 1,680,761 $ 1,675,085
Earning assets 1,483,828 1,440,837 1,382,757
Loans and leases 1,201,360 1,198,160 1,156,560
Deposits 1,462,759 1,410,896 1,413,560
Stockholder’s equity 181,206 167,307 155,962

Capital Ratios
Risk-based capital ratios

Tier I 13.27% 12.72% 12.29%
Total (Tier I plus Tier II) 14.52 13.97 13.54

Leverage ratio 10.66 10.62 10.04



STAR Financial 2014 Annual Report   9

Independent Auditor’s Report 

Board of Directors and Stockholders 
STAR Financial Group, Inc. 
Fort Wayne, Indiana 

Report on Financial Statements 

We have audited the accompanying consolidated financial statements of STAR Financial Group, Inc. 
(Company) and subsidiaries, which comprise the consolidated balance sheets as of December 31, 
2014 and 2013, and the related consolidated statements of income, comprehensive income, changes in 
stockholders’ equity and cash flows for the years then ended, and the related notes to the financial 
statements. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of 
America; this includes the design, implementation and maintenance of internal control relevant to the 
preparation and fair presentation of consolidated financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our 
audits.  We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America.  Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the consolidated financial statements are free from material 
misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the consolidated financial statements.  The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error.  In making those risk assessments, the auditor considers 
internal control relevant to the Company’s preparation and fair presentation of the consolidated 
financial statements in order to design audit procedures that are appropriate in the circumstances.  An 
audit also includes evaluating the appropriateness of accounting policies used and the reasonableness 
of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the consolidated financial statements.   

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Independent Auditor’s Report

Board of Directors and Stockholders
STAR Financial Group, Inc.
Fort Wayne, Indiana

Report on Financial Statements

We have audited the accompanying consolidated financial statements of STAR Financial Group, Inc. (Company) and subsidiaries, which 
comprise the consolidated balance sheets as of December 31, 2014 and 2013, and the related consolidated statements of income, compre-
hensive income, changes in stockholders’ equity and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with  
accounting principles generally accepted in the United States of America; this includes the design, implementation and maintenance of  
internal control relevant to the preparation and fair presentation of consolidated financial statements that are free from material  
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We conducted our audits in 
accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform 
the audit to obtain reasonable assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial  
statements.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of 
the consolidated financial statements, whether due to fraud or error.  In making those risk assessments, the auditor considers internal  
control relevant to the Company’s preparation and fair presentation of the consolidated financial statements in order to design audit  
procedures that are appropriate in the circumstances.  An audit also includes evaluating the appropriateness of accounting policies used  
and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the  
consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of STAR 
Financial Group, Inc. and subsidiaries as of December 31, 2014 and 2013, and the results of their operations and their cash flows for the 
years then ended in accordance with accounting principles generally accepted in the United States of America.

Report on Other Legal and Regulatory Requirements

We also have examined, in accordance with attestation standards established by the American Institute of Certified Public Accountants, 
STAR Financial Group, Inc.’s internal control over financial reporting as of December 31, 2014, based on criteria established in Internal 
Control – Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and 
our report dated March 9, 2015, expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial 
reporting.

Fort Wayne, Indiana 
March 9, 2015
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STAR Financial Group, Inc. 
Consolidated Balance Sheets 
December 31, 2014 and 2013 

(In Thousands Except Share Data) 
 
 

See Notes to Consolidated Financial Statements 3 

 

 2014 2013 
Assets   

Cash and cash equivalents   
Cash and due from banks  $ 27,718  $ 44,112 
Interest-bearing demand deposits    130,738   71,725 

Total cash and cash equivalents   158,456   115,837 

Investment securities available-for-sale   302,579   262,346 

Loans held for sale   580   1,022 

Loans and leases   1,201,360   1,198,160 
Less   

Allowance for loan and lease losses   (20,691)   (20,691) 

Net loans and leases   1,180,669   1,177,469 

Bank owned life insurance   43,940   42,973 
Premises and equipment, net   35,440   35,457 
Interest receivable   5,755   5,410 
Goodwill   5,567   5,567 
Intangible assets   267   564 
Other assets   32,083   34,116 

Total assets  $ 1,765,336  $ 1,680,761 

Liabilities and Stockholders’ Equity   
Liabilities   

Deposits   
Demand, noninterest bearing  $ 494,805  $ 449,727 
Interest bearing       

Demand   709,474   671,739 
Certificates of deposit of $100,000 or more   72,867   73,834 
Other time deposits   185,613   215,596 

Total deposits   1,462,759   1,410,896 
Short-term borrowings   34,909   38,730 
Long-term borrowings   57,122   37,941 
Subordinated debt   10,310   10,310 
Other liabilities   19,030   15,577 

Total liabilities   1,584,130   1,513,454 

Stockholders’ Equity   
Common stock   

No par value, 5,000,000 shares authorized, 4,854,380 shares issued   7,359   7,359 
Capital surplus   6,712   6,712 
Retained earnings   205,738   195,170 
Accumulated other comprehensive loss   (2,519)   (6,326) 
Class A treasury stock at cost, 997,511 and 983,204 shares   (36,084)   (35,608) 

Total stockholders’ equity   181,206   167,307 

Total liabilities and stockholders’ equity  $ 1,765,336  $ 1,680,761 
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STAR Financial Group, Inc. 
Consolidated Statements of Income 

Years Ended December 31, 2014 and 2013 
(In Thousands Except Share Data) 

 

See Notes to Consolidated Financial Statements 4 

 

 2014 2013 
Interest Income    

Interest on loans  $ 50,791  $ 50,926 
Interest on investment securities   

Taxable   4,680   3,751 
Tax exempt   1,175   971 

Total interest income   56,646   55,648 

Interest Expense   
Interest on deposits   2,042   3,182 
Interest on short-term borrowings   51   67 
Interest on long-term borrowings   1,951   1,791 

Total interest expense   4,044   5,040 

Net Interest Income   52,602   50,608 

Provision for Loan and Lease Losses   331   3,750 

Net Interest Income After Provision for Loan and Lease Losses   52,271   46,858 

Noninterest Income   
Service charges and fees   9,070   9,194 
Bank card processing   5,551   5,213 
Mortgage sales and servicing fees   3,315   5,436 
Insurance commissions   6,324   5,876 
Trust and brokerage fee income   2,669   2,472 
Other fees and commissions   2,157   2,194 
Other   2,918   3,869 

Total noninterest income   32,004   34,254 

Noninterest Expense   
Salaries and employee benefits   36,018   36,402 
Occupancy expense   6,121   6,305 
Equipment expense   8,494   6,666 
Bank card processing fees   1,592   1,407 
Loan and collection expense   3,166   4,398 
Deposit insurance premiums    1,083   1,149 
Advertising and promotional   1,589   1,783 
Professional services   1,236   1,391 
Other   5,417   4,823 

Total noninterest expense   64,716   64,324 

Income Before Income Taxes   19,559   16,788 

Provision for Income Taxes   5,534   5,066 

Net Income  $ 14,025  $ 11,722 

Basic Earnings Per Share  $ 3.63  $ 3.03 

Weighted-Average Shares Outstanding   3,865,833   3,871,927 
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STAR Financial Group, Inc. 
Consolidated Statements of Comprehensive Income 

Years Ended December 31, 2014 and 2013 
(In Thousands) 

 
 

See Notes to Consolidated Financial Statements 5 

 2014 2013 
   
Net Income  $ 14,025  $ 11,722 

Other Comprehensive Income (Loss)   
Change in fair value of cash flow hedges, net of taxes of 

$(148) and $288, for 2014 and 2013, respectively   (287)   558 
Unrealized appreciation (depreciation) on available-for-sale 

securities, net of taxes of $2,466 and $(963), for 2014 and 
2013, respectively   4,177   (825) 

Unrealized depreciation on available-for-sale securities for 
which a portion of an other-than-temporary impairment 
has been recognized in income, net of taxes of $(43) for 
2014 and 2013   (83)   (82) 

   3,807   (349) 

Comprehensive Income  $ 17,832  $ 11,373 

   



STAR Financial 2014 Annual Report   13See Notes to Consolidated Financial Statements

STAR Financial Group, Inc. 
Consolidated Statements of Changes in Stockholders’ Equity 

Years Ended December 31, 2014 and 2013 
(In Thousands Except Share Data) 

 
 

See Notes to Consolidated Financial Statements 6 

 

     Accumulated   
      Other   
          Common Capital Retained Comprehensive Treasury  
  Stock Surplus Earnings Loss Stock Total 

Balance, January 1, 2013   $ 7,359  $ 6,712   $ 183,448   (5,977)  $ (35,580)  $ 155,962 

Net income       11,722     11,722 
Other comprehensive 

loss       (349)    (349) 
Purchase of treasury 

stock (1,000)                (28)   (28) 

Balance, December 31, 
2013    7,359   6,712   195,170   (6,326)   (35,608)   167,307 

Net income       14,025       14,025 
Other comprehensive 

income       3,807    3,807 
Cash dividends ($0.90 

per share)    
 
      (3,457)       (3,457) 

Purchase of treasury 
stock (14,307)                (476)   (476) 

Balance, December 31, 
2014   $ 7,359  $ 6,712   $ 205,738  $ (2,519)  $ (36,084)  $ 181,206 
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STAR Financial Group, Inc. 
Consolidated Statements of Cash Flows 

Years Ended December 31, 2014 and 2013 
(In Thousands) 

 
 

See Notes to Consolidated Financial Statements  7 

 

 2014 2013 

Operating Activities   
Net income   $ 14,025  $ 11,722 
Items not requiring (providing) cash   

Provision for loan and lease losses   331   3,750 
Net gain from sale of loans   (1,536)   (3,720) 
Origination of loans for sale   (38,882)   (131,120) 
Proceeds from sale of loans   40,860   137,524 
Increase in value of bank owned life insurance   (967)   (1,658) 
Depreciation and amortization   5,652   4,425 
Provision for deferred taxes   1,378   533 
(Gain) loss on sale of premises and equipment   (122)   17 
Change in interest receivable   (345)   (104) 
Change in other assets   (2,528)   7,548 
Change in other liabilities   3,453   (1,604) 

Net cash provided by operating activities   21,319   27,313 

Investing Activities   
Proceeds from maturities and calls of investment securities available-

for-sale   51,011   66,924 
Proceeds from disposal of premises and equipment   920   523 
Proceeds from redemption of Federal Home Loan Bank stock   621   2,000 
Purchase of premises and equipment   (4,778)   (4,652) 
Purchase of investment securities available-for-sale   (86,233)   (87,598) 
Net change in loans   (3,531)   (45,750) 

Net cash used in investing activities   (41,990)   (68,553) 

Financing Activities   
Net change in deposits   51,863   (2,664) 
Net change in short-term borrowings   (3,821)   732 
Proceeds from long-term borrowings   20,000   10,000 
Repayment of long-term borrowings   (819)   (12,133) 
Cash dividends   (3,457)   — 
Purchase of treasury stock   (476)   (28) 

Net cash provided by (used in) financing activities   63,290   (4,093) 

Net Change in Cash and Cash Equivalents   42,619   (45,333) 

Cash and Cash Equivalents, Beginning of Year   115,837   161,170 

Cash and Cash Equivalents, End of Year  $ 158,456  $ 115,837 

Supplemental Cash Flows Information   
Interest paid  $ 4,084  $ 5,201 
Income taxes paid    5,718   2,700 
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Notes to Consolidated Financial Statements 
STAR Financial Group, Inc. 
December 31, 2014 and 2013 
(Table Dollars in Thousands Except Share Data) 

 
 

 8 

Note 1: Nature of Operations and Summary of Significant Accounting Policies 

Nature of Operations 

STAR Financial Group, Inc. (STAR or the Company) is a bank holding company whose principal activity is the ownership and management of its 
wholly owned subsidiaries, STAR Financial Bank (Bank), STAR Insurance Agency (Insurance Agency), and STAR Captive Insurance (Captive).  
In 2013, the Company formed STAR Captive Insurance as a wholly owned subsidiary to insure members of the consolidated group for potential 
losses in excess of existing insurance policies.  The Bank owned 100% of STAR Insurance Agency (Insurance Agency) until August 2012 when it 
transferred said investment to STAR Financial Group as a dividend.  After this transfer, the  Bank has one wholly owned subsidiary, Titan, Inc. 
(Titan).  The Bank is primarily engaged in providing a full range of banking and financial services to individual and corporate customers throughout 
Central and Northeastern Indiana.  The Bank is subject to the regulation of certain federal and state agencies and undergoes periodic examinations 
by those regulatory authorities.  The Bank also provides trust and investment advisory services through a separate division titled STAR Wealth 
Management (Wealth).  STAR Insurance Agency provides various insurance products and services to individuals and corporate customers.  Titan is 
primarily engaged in managing the Bank’s investment securities. 

Use of Estimates 

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires 
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period.  Actual results could 
differ from those estimates. 

Material estimates that are particularly susceptible to significant change relate to the determination of the allowance for loan losses, valuation of 
real estate acquired in connection with foreclosures or in satisfaction of loans, loan servicing rights, valuation of deferred tax assets, other-than-
temporary impairments (OTTI) and fair values of financial instruments. 

Principles of Consolidation 

The consolidated financial statements include the accounts of the Company and its subsidiaries.  All significant intercompany balances and 
transactions have been eliminated in consolidation. 

Cash and Cash Equivalents 

All highly liquid investments with original maturities of three months or less are considered to be cash equivalents.  Cash and cash equivalents are 
defined to include the Company’s cash on hand and demand deposits with other institutions (including money market mutual funds). 

At December 31, 2014, the Company’s cash accounts exceeded federally insured limits by approximately $12,827,000. 

Investment Securities 

Available-for-sale securities, which include any security for which the Company has no immediate plan to sell but which may be sold in the future, 
are carried at fair value.  Unrealized gains and losses are recorded, net of related income tax effects, in other comprehensive income.  Amortization 
of premiums and accretion of discounts are recorded as interest income from securities.  Realized gains and losses are recorded as net security gains 
(losses).  Gains and losses on sales of securities are determined on the specific-identification method. 

For debt securities with fair value below amortized cost when the Company does not intend to sell a debt security, and it is more likely than not, the 
Company will not have to sell the security before recovery of its cost basis, it recognizes the credit component of an other-than-temporary 
impairment of a debt security in earnings and the remaining portion in other comprehensive income. 

The Company’s consolidated statement of income at December 31, 2014, reflects the full impairment (that is, the difference between the security’s 
amortized cost basis and fair value) on debt securities that the Company intends to sell or would more likely than not be required to sell before the 
expected recovery of the amortized cost basis.  For available-for-sale debt securities that management has no intent to sell and believes that it more 
likely than not will not be required to sell prior to recovery, only the credit loss component of the impairment is recognized in earnings, while the 
noncredit loss is recognized in accumulated other comprehensive income.  The credit loss component recognized in earnings is identified as the 
amount of principal cash flows not expected to be received over the remaining term of the security as projected based on cash flow projections.   

Loans Held for Sale 

Mortgage loans originated and intended for sale in the secondary market are carried at the lower of cost or fair value in the aggregate.  Net 
unrealized losses, if any, are recognized through a valuation allowance by charges to noninterest income.  Gains and losses on loan sales are 
recorded in noninterest income, and direct loan origination costs and fees are deferred at origination of the loan and are recognized in noninterest 
income upon sale of the loan. 

Loans 

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are reported at their outstanding 
principal balances adjusted for unearned income, charge-offs, the allowance for loan losses, any unamortized deferred fees or costs on originated 
loans and unamortized premiums or discounts on purchased loans. 

For loans amortized at cost, interest income is accrued based on the unpaid principal balance.  Loan origination fees, net of certain direct origination 
costs, as well as premiums and discounts, are deferred and amortized as a level yield adjustment over the respective term of the loan. 

For all loan classes, the accrual of interest is discontinued at the time the loan is 90 days past due unless the credit is well-secured and in process of 
collection.  Past due status is based on contractual terms of the loan.  For all loan classes, the entire balance of the loan is considered past due if the 
minimum payment contractually required to be paid is not received by the contractual due date.  For all loan classes, loans are placed on nonaccrual 
or charged off at an earlier date if collection of principal or interest is considered doubtful. 
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Notes to Consolidated Financial Statements 
STAR Financial Group, Inc. 
December 31, 2014 and 2013 
(Table Dollars in Thousands Except Share Data) 

 
 

 9 

Management’s general practice is to proactively charge down loans individually evaluated for impairment to the fair value of the underlying 
collateral.  Consistent with regulatory guidance, charge-offs on all loan segments are taken when specific loans, or portions thereof, are considered 
uncollectible.  The Company’s policy is to promptly charge these loans off in the period the uncollectible loss is reasonably determined. 

For all loan portfolio segments except residential and consumer loans, the Company promptly charges-off loans, or portions thereof, when available 
information confirms that specific loans are uncollectible based on information that includes, but is not limited to, (1) the deteriorating financial 
condition of the borrower, (2) declining collateral values, and/or (3) legal action, including bankruptcy, that impairs the borrower’s ability to 
adequately meet its obligations.  For impaired loans that are considered to be solely collateral dependent, a partial charge-off is recorded when a 
loss has been confirmed by an updated appraisal or other appropriate valuation of the collateral. 

The Company charges-off residential and consumer loans, or portions thereof, when the Company reasonably determines the amount of the loss.  
The Company adheres to timeframes established by applicable regulatory guidance which provides for the charge-down of 1-4 family first 
mortgages,  junior lien mortgages and other secured consumer loans at 90 days past due.  Unsecured retail loans are wholly charged off when the 
loan is 90 days past due. 

For all loan classes, all interest accrued but not collected for loans that are placed on nonaccrual or charged off is reversed against interest income.  
The interest on these loans is accounted for on the cash-basis or cost-recovery method, until qualifying for return to accrual.  Loans are returned to 
accrual status when all the principal and interest amounts contractually due are brought current and future payments are reasonably assured.  
Nonaccrual loans are returned to accrual status when, in the opinion of management, the financial position of the borrower indicates there is no 
longer any reasonable doubt as to the timely collection of interest or principal.  The Company requires a period of satisfactory performance of not 
less than six months before returning a nonaccrual loan to accrual status. 

When cash payments are received on impaired loans in each loan class, the Company records the payment as interest income unless collection of 
the remaining recorded principal amount is doubtful, at which time payments are used to reduce the principal balance of the loan.  Troubled debt 
restructured loans recognize interest income on an accrual basis at the renegotiated rate if the loan is in compliance with the modified terms, no 
principal reduction has been granted and the loan has demonstrated the ability to perform in accordance with the renegotiated terms for a period of 
at least six months.   

Allowance for Loan and Lease Losses 

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged to income.  Loan 
losses are charged against the allowance when management believes the uncollectability of a loan balance is confirmed.  Subsequent recoveries, if 
any, are credited to the allowance. 

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic review of the collectability 
of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations that may affect the borrower’s ability to 
repay, estimated value of any underlying collateral and prevailing economic conditions.  This evaluation is inherently subjective as it requires 
estimates that are susceptible to significant revision as more information becomes available. 

The allowance consists of allocated and general components.  The allocated component relates to loans that are classified as impaired.  For those 
loans that are classified as impaired, an allowance is established when the discounted cash flows (or collateral value or observable market price) of 
the impaired loan is lower than the carrying value of that loan.  The general component covers nonimpaired loans and is based on historical charge-
off experience by segment.  The historical loss experience is determined by portfolio segment and is based on the actual loss history on a weighted 
average basis experienced by the Company over the prior three years.  Management believes the weighted average three year historical loss 
experience methodology is appropriate in the current economic environment.  Other adjustments (qualitative/environmental considerations) for each 
segment may be added to the allowance for each loan segment after an assessment of internal or external influences on credit quality that are not 
fully reflected in the historical loss or risk rating data. 

A loan is considered impaired when, based on current information and events, it is probable that the Company will be unable to collect the 
scheduled payments of principal or interest when due according to the contractual terms of the loan agreement.  Factors considered by management 
in determining impairment include payment status, collateral value and the probability of collecting scheduled principal and interest payments when 
due based on the loan’s current payment status and the borrower’s financial condition including available sources of cash flows.  Loans that 
experience insignificant payment delays and payment shortfalls generally are not classified as impaired.  Management determines the significance 
of payment delays and payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan and the 
borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment record and the amount of the shortfall in relation 
to the principal and interest owed.  Impairment is measured on a loan-by-loan basis for non-homogenous type loans such as commercial, non-owner 
residential and construction loans by either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s 
obtainable market price or the fair value of the collateral if the loan is collateral dependent.  For impaired loans where the Company utilizes the 
discounted cash flows to determine the level of impairment, the Company includes the entire change in the present value of cash flows as bad debt 
expense. 

The fair values of collateral dependent impaired loans are based on independent appraisals of the collateral.  In general, the Company acquires an 
updated appraisal upon identification of impairment and annually thereafter for commercial, commercial real estate and multi-family loans.  It is the 
Company’s practice to obtain annual appraisals on impaired loans.  The Company applies a discount rate to the appraisal based upon the collateral 
type.  In the case of Commercial Real Estate, the discount rate is 25%.  After determining the collateral value as described, the fair value is 
calculated based on the determined collateral value less selling expenses.  The potential for outdated appraisal values is considered in our 
determination of the allowance for loan losses through our analysis of various trends and conditions including the local economy, trends in charge-
offs and delinquencies, etc. and the related qualitative adjustments assigned by the Company. 

Segments of loans with similar risk characteristics are collectively evaluated for impairment based on the segment’s historical loss experience 
adjusted for changes in trends, conditions and other relevant factors that affect repayment of the loans.  Accordingly, the Company does not 
separately identify individual consumer and residential loans for impairment measurements, unless such loans are the subject of a restructuring 
agreement due to financial difficulties of the borrower. 
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In the course of working with borrowers, the Company may choose to restructure the contractual terms of certain loans.  In this scenario, the 
Company attempts to work-out an alternative payment schedule with the borrower in order to optimize collectability of the loan.  Any loans that are 
modified are reviewed by the Company to identify if a troubled debt restructuring (TDR) has occurred, which is when, for economic or legal 
reasons related to a borrower’s financial difficulties, the Company grants a concession to the borrower that it would not otherwise consider.  Terms 
may be modified to fit the ability of the borrower to repay in line with its current financial status and the restructuring of the loan may include the 
transfer of assets from the borrower to satisfy the debt, a modification of loan terms, or a combination of the two.  If such efforts by the Company 
do not result in a satisfactory arrangement, the loan is referred to legal counsel, at which time foreclosure proceedings are initiated.  At any time 
prior to a sale of the property at foreclosure, the Company may terminate foreclosure proceedings if the borrower is able to work-out a satisfactory 
payment plan. 

It is the Company’s policy to have any restructured loans which are on nonaccrual status prior to being restructured remain on nonaccrual status 
until six months of satisfactory borrower performance at which time management would consider its return to accrual status.  If a loan was accruing 
at the time of restructuring, the Company reviews the loan to determine if it is appropriate to continue the accrual of interest on the restructured 
loan. 

With regard to determination of the amount of the allowance for credit losses, troubled debt restructured loans are considered to be impaired.  As a 
result, the determination of the amount of impaired loans for each portfolio segment within troubled debt restructurings is the same as detailed 
previously. 

Premises and Equipment 

Premises and equipment (including equipment leased to others under operating lease agreements) are recorded at cost less accumulated 
depreciation.  The provision for depreciation is computed on the straight-line method over the estimated useful lives of the assets generally ranging 
from three to 25 years.  Leasehold improvements are capitalized and depreciated using the straight-line method over the terms of the respective 
leases or the estimated useful lives of the improvements, whichever is shorter.  Maintenance and repairs are expensed as incurred, while major 
additions and improvements are capitalized.  Gains and losses on disposition are included in the statements of income. 

FHLB Stock 

Federal Home Loan Bank (FHLB) stock is a required investment for institutions that are members of the Federal Home Loan Bank system.  The 
required investment in the common stock is based on a predetermined formula, carried at cost and evaluated for impairment.  Included in other 
assets on the consolidated balance sheets is FHLB stock totaling $4,034,000 and $4,655,000 at December 31, 2014 and 2013, respectively. 

Goodwill 

Goodwill is evaluated annually for impairment – or more frequently if impairment indicators are present.  If the implied fair value of goodwill is 
lower than its carrying amount, a goodwill impairment is indicated and goodwill is written down to its implied fair value.  Subsequent increases in 
goodwill value are not recorded in the consolidated financial statements. 

Intangible Assets 

Intangible assets with finite lives are being amortized on the straight-line basis over periods ranging from five to seven years.  Such assets are 
periodically evaluated as to the recoverability of their carrying values. 

Other Real Estate Owned 

Other real estate owned represents properties acquired through foreclosures or deeds in lieu of foreclosure or former branches held for sale.  The 
properties are recorded at the lower of the amount of the loan satisfied, or net book value in the case of former branches or fair value.  Any excess 
of the loan amount over the net realizable value of such property when acquired is charged to the allowance for loan and lease losses, establishing a 
new cost basis.  In the case of former branches, any excess of net book value over the net realizable value of such property is charged to impairment 
of premises and equipment.  Subsequent write-downs and gains or losses on sales are recorded in the income statement.  Costs of maintaining the 
properties are recorded in the income statement as incurred.  Included in other assets on the consolidated balance sheets is other real estate owned 
totaling $3,045,000 and $2,828,000 at December 31, 2014 and 2013, respectively. 

Mortgage Servicing Rights 

Mortgage servicing assets are recognized when rights are acquired through the sale of financial assets.  Under the servicing assets and liabilities 
accounting guidance (ASC 860-50), servicing rights resulting from the sale of loans originated by the Company are initially measured at fair value 
at the date of transfer.  The Company subsequently measures each class of servicing asset using the amortization method.  Under the amortization 
method, servicing rights are amortized in proportion to and over the period of estimated net servicing income.  The amortized assets are assessed for 
impairment based on fair value at each reporting date. 

Fair value is based on market prices for comparable mortgage servicing contracts, when available, or alternatively, is based on a valuation model 
that calculates the present value of estimated future net servicing income.  The valuation model incorporates assumptions that market participants 
would use in estimating future net servicing income, such as the cost to service, the discount rate, the custodial earnings rate, an inflation rate, 
ancillary income, prepayment speeds and default rates and losses.  These variables change from quarter to quarter as market conditions and 
projected interest rates change, and may have an adverse impact on the value of the mortgage servicing right and may result in a reduction to 
noninterest income. 

Each class of separately recognized servicing assets subsequently measured using the amortization method are evaluated and measured for 
impairment.  Impairment is determined by stratifying rights into tranches based on predominant characteristics, such as interest rate, loan type and 
investor type.  Impairment is recognized through a valuation allowance for an individual tranche, to the extent that fair value is less than the 
carrying amount of the servicing assets for that tranche.  The valuation allowance is adjusted to reflect changes in the measurement of impairment 
after the initial measurement of impairment.  Changes in valuation allowances are reported with mortgage sales and servicing fees on the income 
statement.  Fair value in excess of the carrying amount of servicing assets for that stratum is not recognized. 
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Servicing fee income is recorded for fees earned for servicing loans.  The fees are based on a contractual percentage of the outstanding principal or 
a fixed amount per loan and are recorded as income when earned.  The amortization of mortgage servicing rights is netted against loan servicing fee 
income. 

Transfers of Financial Assets 

Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered.  Control over transferred assets is 
deemed to be surrendered when (1) the assets have been isolated from the Company—put presumptively beyond the reach of the transferor and its 
creditors, even in bankruptcy or other receivership, (2) the transferee obtains the right (free of conditions that constrain it from taking advantage of 
that right) to pledge or exchange the transferred assets and (3) the Company does not maintain effective control over the transferred assets through 
an agreement to repurchase them before their maturity or the ability to unilaterally cause the holder to return specific assets. 

Income Taxes 

The Company accounts for income taxes in accordance with income tax accounting guidance (ASC 740, Income Taxes).  The income tax 
accounting guidance results in two components of income tax expense:  current and deferred.  Current income tax expense reflects taxes to be paid 
or refunded for the current period by applying the provisions of the enacted tax law to the taxable income or excess of deductions over revenue.  
The Company determines deferred income taxes using the liability method.  Under this method, the net deferred tax asset or liability is based on the 
tax effects of the differences between the book and tax bases of assets and liabilities, and enacted changes in tax rates and laws are recognized in the 
period in which they occur. 

Deferred income tax expense results from changes in deferred tax assets and liabilities between periods.  Deferred tax assets are reduced by a 
valuation allowance if, based on the weight of evidence available, it is more likely than not that some portion or all of a deferred tax asset will not 
be realized.  Uncertain tax positions are recognized if it is more likely than not, based on the technical merits, that the tax position will be realized 
or sustained upon examination.  The term more likely than not means a likelihood of more than 50 percent; the terms examined and upon 
examination also include resolution of the related appeals or litigation processes, if any.  A tax position that meets the more-likely-than-not 
recognition threshold is initially and subsequently measured as the largest amount of tax benefit that has a greater than 50 percent likelihood of 
being realized upon settlement with a taxing authority that has full knowledge of all relevant information.  The determination of whether or not a tax 
position has met the more-likely-than-not recognition threshold considers the facts, circumstances and information available at the reporting date 
and is subject to management’s judgment.   

The Company files consolidated income tax returns with its subsidiaries. 

Treasury Stock 

Common stock shares repurchased are recorded at cost.  Cost of shares retired or reissued is determined using the first-in, first-out method. 

Basic Earnings Per Share 

Basic earnings per share are based on the weighted average number of common shares outstanding.  STAR had no potentially dilutive common 
shares outstanding during 2014 or 2013.  

Reclassifications 

Certain reclassifications have been made to the 2013 consolidated financials to conform to the 2014 consolidated financial statement presentation.  
These reclassifications had no effect on net income. 

Subsequent Events 

Subsequent events have been evaluated through the date of the Independent Auditor’s Report, which is the date the consolidated financial 
statements were available to be issued. 

 
Note 2: Restriction on Cash and Due From Banks 

The Bank is required by the Federal Reserve to maintain a portion of its deposits in the form of cash and/or on deposit with the Federal Reserve 
Bank.  The amount of the required reserve balance as of December 31, 2014, was $6,826,000. 
 

Note 3: Investment Securities 

The amortized cost and approximate fair values, together with gross unrealized gains and losses, of securities are as follows: 

 Amortized Cost 
Gross Unrealized 

Gains 
Gross Unrealized 

Losses Fair Value 

December 31, 2014       
U.S. Treasury and agency securities  $ 40,298   88   252   40,134 
Obligations of states and political subdivisions   69,920   1,491   397   71,014 
Mortgage-backed GSE residential   172,615   1,149   867   172,897 
Equity security   84   23   —   107 
Pooled trust preferred securities   23,060   —   4,633   18,427 

  $ 305,977  $ 2,751  $ 6,149  $ 302,579 
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 Amortized Cost 
Gross Unrealized 

Gains 
Gross Unrealized 

Losses Fair Value 

December 31, 2013 
U.S. Treasury and agency securities  $ 42,830  $ 23  $ 367  $ 42,486 
Obligations of states and political subdivisions   58,817   1,184   1,706   58,295 
Mortgage-backed GSE residential   146,439   1,181   2,477   145,143 
Equity security   81   25   —   106 
Pooled trust preferred securities    24,094   —   7,778   16,316 

  $ 272,261  $ 2,413  $ 12,328  $ 262,346 
 
Securities with a carrying value of approximately $63,207,000 and $62,352,000 at December 31, 2014 and 2013, respectively, were pledged to 
secure public and trust deposits, securities sold under agreements to repurchase and for other purposes as required by law.  
 
The amortized cost and fair value of securities at December 31, 2014, by contractual maturity are shown below.  Expected maturities may differ 
from contractual maturities because issuers may have the right to call or prepay obligations with or without call or prepayment penalties. 
 

 Available for Sale 

 
Amortized 

Cost 
Fair  

Value 

Due within one year   $ 1,217  $ 1,221 
Due after one year through five years   49,579   47,561 
Due after five years through ten years   52,233   56,355 
Due after ten years   30,249   24,438 

Total investment securities with a contractual maturity   133,278   129,575 
Mortgage-backed GSE residential   172,615   172,897 
Equity security, insurance industry   84   107 

Total investment securities  $ 305,977  $ 302,579 
 

There were no gross gains resulting from sales of available-for-sale securities realized during 2014 and 2013.   

Certain investments in debt and equity securities are reported in the financial statements at an amount less than their historical cost.  Total fair value 
of these investments at December 31, 2014 and 2013, was $146,155,000 and $166,133,000 respectively, which is approximately 48% and 63%, 
respectively, of the available-for-sale investment portfolio.  These declines primarily resulted from changes in market interest rates since the 
securities were purchased and current depressed market conditions. 

Based on evaluation of available evidence, including recent changes in market interest rates, discounted cash flow analysis, and credit rating 
information, management believes the declines in fair value for these securities are temporary, except as discussed below. 

The following table shows our investments’ gross unrealized losses and fair value, aggregated by investment class and length of time that individual 
securities have been in a continuous unrealized loss position at December 31, 2014 and 2013. 

December 31, 2014 
 Less than 12 Months 12 Months or More Total 

Description of 
Securities Fair Value 

Unrealized 
Losses Fair Value 

Unrealized 
Losses Fair Value 

Unrealized 
Losses 

       
U.S. Treasury and agency securities  $ 20,642  $ 170  $ 3,914  $ 82  $ 24,556  $ 252 
Obligations of state and political 

subdivisions   11,904   145   14,281   252   26,185   397 
Mortgage-backed GSE residential   36,908   163   40,079   704   76,987   867 
Pooled trust preferred securities   —   —   18,427   4,633   18,427   4,633 

Total temporarily impaired securities  $ 69,454  $ 478  $ 76,701  $ 5,671  $ 146,155  $ 6,149 
 
 

December 31, 2013 
 Less than 12 Months 12 Months or More Total 

Description of 
Securities Fair Value 

Unrealized 
Losses Fair Value 

Unrealized 
Losses Fair Value 

Unrealized 
Losses 

       
U.S. Treasury and agency securities  $ 29,444  $ 367  $ —  $ —  $ 29,444  $ 367 
Obligations of state and political 

subdivisions   28,529   1,523   3,092   183   31,621   1,706 
Mortgage-backed GSE residential   65,411   1,934   23,341   543   88,752   2,477 
Pooled trust preferred securities   —   —   16,316   7,778   16,316   7,778 

Total temporarily impaired securities  $ 123,384  $ 3,824  $ 42,749  $ 8,504  $ 166,133  $ 12,328 
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U.S. Treasury and Agency Securities 

The unrealized losses on the Company’s investments in direct obligations of U.S. Treasury and agency securities were caused by interest rate 
changes.  The contractual terms of those investments do not permit the issuer to settle the securities at a price less than the amortized cost basis of 
the investments.  Because the Company does not intend to sell the investments and it is not more likely than not the Company will be required to 
sell the investments before recovery of their amortized cost basis, which may be maturity, the Company does not consider those investments to be 
other-than-temporarily impaired at December 31, 2014. 

Obligations of State and Political Subdivisions 

The unrealized losses on the Company’s investments in securities of state and political subdivisions were caused by interest rate changes.  The 
contractual terms of those investments do not permit the issuer to settle the securities at a price less than the amortized cost basis of the 
investments.  Because the Company does not intend to sell the investments and it is not more likely than not the Company will be required to sell 
the investments before recovery of their amortized cost basis, which may be maturity, the Company does not consider those investments to be 
other-than-temporarily impaired at December 31, 2014. 

Mortgage-backed GSE Residential 

The unrealized losses on the Company’s investment in mortgage-backed GSE residential securities were caused by interest rate changes.  The 
Company expects to recover the amortized cost basis over the term of the securities.  Because the decline in market value is attributable to changes 
in interest rates and not credit quality, and because the Company does not intend to sell the investments and it is not more likely than not the 
Company will be required to sell the investments before recovery of their amortized cost basis, which may be maturity, the Company does not 
consider those investments to be other-than-temporarily impaired at December 31, 2014. 

Pooled Trust Preferred Securities 

Pooled trust preferred securities within the available-for-sale portfolio include seven securities which are collateralized by trust preferred securities 
principally issued by banks.  As of December 31, 2014, the seven pools include five senior tranche pools and two junior tranche pools.  One pool 
was determined to be fully impaired and was written off against earnings in a prior period.  As of December 31, 2014, the remaining six pools were 
rated below investment grade.  The remaining six securities rated below investment grade were evaluated for impairment as discussed below and 
not deemed to be other-than-temporarily impaired.  The Company’s unrealized losses on pooled trust preferred securities were primarily caused by 
deterioration in the financial status of the institutions within the respective pools and sector downgrades by analysts and rating agencies.   

Other-Than-Temporary Impairment 

Upon acquisition of a security, the Company decides whether it is within the scope of the accounting guidance for beneficial interests in securitized 
financial assets or will be evaluated for impairment under the accounting guidance for investments in debt and equity securities. 

The accounting guidance for beneficial interests in securitized financial assets provides incremental impairment guidance for a subset of the debt 
securities within the scope of the guidance for investments in debt and equity securities.  For securities where the security is a beneficial interest in 
securitized financial assets, the Company uses the beneficial interests in securitized financial asset impairment model.   

The Company conducts quarterly reviews to identify and evaluate each investment security to determine whether an other-than-temporary 
impairment has occurred.  Economic models are used to determine whether an other-than-temporary impairment has occurred on these securities.  
While all securities are considered, the securities primarily impacted by other-than-temporary impairment testing are pooled trust preferred 
securities.  For each trust preferred security in the investment portfolio, an extensive, regular review is conducted to determine if an other-than-
temporary impairment has occurred.  As part of its impairment analysis, management reviewed the underlying institutions’ most recently available 
financial performance, as well as their participation in the Treasury’s TARP program to assist management in applying the appropriate constant 
default rate to its cash flow projections for each security.  To determine the range and likelihood of potential principal and interest losses on these 
tranches, management evaluated cash flow projections encompassing multiple market assumptions, including default rates, recoveries and severity.  
Based upon these cash flow projections and all other information available, management projected that all future contractual principal and interest 
payments will be received and no additional other-than-temporary impairment existed as of December 31, 2014.  If economic conditions worsen, it 
is possible that the securities that are currently performing satisfactorily could suffer impairment and could potentially require write-downs in future 
periods. 

Credit Losses Recognized on Investments 

Certain debt securities have experienced fair value deterioration due to credit losses, as well as due to other market factors, but are not otherwise 
other-than-temporarily impaired.   

The following table provides information about debt securities for which only a credit loss was recognized in income. 

 Accumulated Credit Losses 
 2014 2013 

   
Credit losses on debt securities held   

Beginning of year  $ 3,574  $ 3,574 
Additions related to other-than-temporary losses not previously recognized   —   — 

   
End of year  $ 3,574  $ 3,574 
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Note 4: Loans and Allowance for Loan and Lease Losses 

STAR’s business activity is primarily with customers located in north central and northeast Indiana.  The loan portfolio is diversified by type and 
industry.  Collateral requirements for each loan are based upon the credit evaluation of each transaction. 

Classes of loans at December 31, include: 

 2014 2013 
   
Commercial and industrial  $ 477,307  $ 450,765 
Commercial real estate   312,103   294,796 
Consumer:   

Consumer, home equity lines of credit   68,182   64,957 
Consumer, auto   67,046   96,083 
Consumer, other   54,065   67,207 

Residential   181,986   184,377 
Finance leases   40,671   39,975 

   
Gross loans   1,201,360   1,198,160 

   
Allowance for loan losses   (20,691)   (20,691) 

   
Net loans  $ 1,180,669  $ 1,177,469 

 
The components of the Company’s direct financing leases as of December 31 are summarized below: 

 2014 2013 

Future minimum lease payments  $ 35,268  $ 34,515 
Residual interests   7,833   8,091 
Initial direct costs   33   34 
Unearned income   (2,397)   (2,599) 
Contract revenue   (66)   (66) 

  $ 40,671  $ 39,975 
 
Future minimum lease payments are as follows: 

  
2015  $ 12,857 
2016   8,062 
2017   6,277 
2018   5,894 
2019   1,379 
Thereafter   799 

  $ 35,268 
 
The risk characteristics of each loan portfolio segment are as follows: 

Commercial and Industrial 

Commercial and industrial loans are primarily based on the identified cash flows of the borrower and secondarily on the underlying collateral 
provided by the borrower.  The cash flows of borrowers; however, may not be as expected and the collateral securing these loans may fluctuate in 
value.  Most commercial loans are secured by the assets being financed or other business assets, such as accounts receivable or inventory, and may 
include a personal guarantee.  Short-term loans may be made on an unsecured basis.  In the case of loans secured by accounts receivable, the 
availability of funds for the repayment of these loans may be substantially dependent on the ability of the borrower to collect amounts due from its 
customers. 

Commercial real estate loans are viewed primarily as cash flow loans and secondarily as loans secured by real estate.  Commercial real estate 
lending typically involves higher loan principal amounts and the repayment of these loans is generally dependent on the successful operation of the 
property securing the loan or the business conducted on the property securing the loan.  Commercial real estate loans may be more adversely 
affected by conditions in the real estate markets or in the general economy.  The characteristics of properties securing the Company’s commercial 
real estate portfolio are diverse, but with geographic location almost entirely in the Company’s market area.  Management monitors and evaluates 
commercial real estate loans based on collateral, geography and risk grade criteria.  In general, the Company avoids financing single purpose 
projects unless other underwriting factors are present to help mitigate risk.  In addition, management tracks the level of owner-occupied commercial 
real estate versus nonowner-occupied loans. 

Real Estate, Consumer, Leases and Other 

Real estate, consumer, leases and other loans consist of four segments - residential mortgage loans, personal loans, direct financing leases and other 
loans.  For residential mortgage loans that are secured by 1-4 family residences and are generally owner-occupied, the Company generally 
establishes a maximum loan-to-value ratio and requires private mortgage insurance if that ratio is exceeded.  Home equity loans are typically 
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secured by a subordinate interest in 1-4 family residences.  Consumer personal, leases and other loans are secured by consumer personal assets, 
such as automobiles or recreational vehicles.  Some consumer personal loans are unsecured, such as small installment loans and certain lines of 
credit.  Repayment of these loans is primarily dependent on the personal income of the borrowers, which can be impacted by economic conditions 
in their market areas, such as unemployment levels.  Repayment can also be impacted by changes in property values on residential properties.  Risk 
is mitigated by the fact that the loans are of smaller individual amounts and spread over a large number of borrowers.   

The following tables present the balance in the allowance for loan losses and the recorded investment in loans based on portfolio segment and 
impairment method as of December 31, 2014 and 2013: 

 2014 

 
Commercial & 

Industrial 
Commercial 
Real Estate Consumer Residential Finance Leases Total 

Allowance for loan losses          
Balance, beginning of year  $ 7,130  $ 5,885  $ 4,910  $ 2,308  $ 458  $ 20,691 

Provision charged (credited) to 
expense   646   1,355   (566)   (183)   (921)   331 

Losses charged off   (506)   (784)   (729)   (222)   (7)   (2,248) 
Recoveries   233   260   464   22   938   1,917 

Balance, end of year  $ 7,503  $ 6,716  $ 4,079  $ 1,925  $ 468  $ 20,691 

Ending balance,  individually 
evaluated for impairment  $ 436  $ 938  $ -  $ -  $ -  $ 1,374 

Ending balance,  collectively 
evaluated for impairment  $ 7,067  $ 5,778  $ 4,079  $ 1,925  $ 468  $ 19,317 

Loans         
Ending balance  $ 477,307  $ 312,103  $ 189,293  $ 181,986  $ 40,671  $ 1,201,360 

Ending balance,  individually 
evaluated for impairment  $ 972  $ 15,173  $ -  $ -  $ -  $ 16,145 

Ending balance,  collectively 
evaluated for impairment  $ 476,335  $ 296,930  $ 189,293  $ 181,986  $ 40,671  $ 1,185,215 

 

 2013 

 
Commercial 

and Industrial 
Commercial 
Real Estate Consumer Residential Finance Leases Total 

Allowance for loan losses       
Balance, beginning of year  $ 5,237  $ 8,879  $ 4,585  $ 1,862  $ 528  $ 21,091 

Provision charged (credited) to 
expense   2,482   200   603   621   (156)   3,750 

Losses charged off   (825)   (3,265)   (910)   (185)   —   (5,185) 
Recoveries   236   71   632   10   86   1,035 

Balance, end of year  $ 7,130  $ 5,885  $ 4,910  $ 2,308  $ 458  $ 20,691 

Ending balance,  individually 
evaluated for impairment  $ 403  $ 476  $ —  $ —  $ —  $ 879 

Ending balance,  collectively 
evaluated for impairment  $ 6,727  $ 5,409  $ 4,910  $ 2,308  $ 458  $ 19,812 

Loans        
Ending balance  $ 450,765  $ 294,796  $ 228,247  $ 184,377  $ 39,975  $ 1,198,160 

Ending balance,  individually 
evaluated for impairment  $ 1,929  $ 15,828  $ —  $ —  $ —  $ 17,757 

Ending balance,  collectively 
evaluated for impairment  $ 448,836  $ 278,968  $ 228,247  $ 184,377  $ 39,975  $ 1,180,403 

 



STAR Financial 2014 Annual Report   23

Notes to Consolidated Financial Statements 
STAR Financial Group, Inc. 
December 31, 2014 and 2013 
(Table Dollars in Thousands Except Share Data) 

 
 

 16 

 

Internal Risk Categories 

Loan grades are numbered 1 through 10.  Grades 1 through 6 are considered satisfactory grades.  The grade of 7, or Watch, represents loans of 
lower quality and is considered criticized.  The grades of 8, or Substandard, and 9, or Special Mention, and 10, or Loss, refer to assets that are 
classified.  The use and application of these grades by the Bank conform to the Bank’s policy. 
 
Prime (1) loans have exceptional credit fundamentals, including stable and predictable income and balance sheet performance; highly regarded 
with excellent management and management depth. 

Good (2) loans have very good credit fundamentals but less predictable income and balance sheet performance than a prime graded credit.  Loans 
have regional exposure in stable industry with seasoned management.  

Satisfactory (3) loans are medium size or a local company in a good industry with predictable income and balance sheet performance over time. 

Pass (4) all loans with acceptable credit risk but of a moderate to small size for local markets.  Credit compares equally or favorably to peers and 
competitors with a solid balance sheet and profitability with some volatility. 

Pass Minus (5) loans are credits where overall risk associated with creditworthiness criteria is considered higher than normal and warrant attention.  
Startup or less seasoned company within cyclical industry with moderate levels of volatility and deterioration of credit fundamentals. 

Risk rated with caution (6) loans are credits where overall risk associated with creditworthiness criteria are less desirable but with potential.  High 
or increasing risk dependence upon collateral or guarantor for protection with weaker or deteriorating financial trends. 

Watch (7) all credits where overall credit fundamentals need continued review.  Considered higher risk with unfavorable characteristics present.  
Risk, however, remains reasonable.  Borrowings would usually be on a fully secured basis. 

Substandard (8) credits have well-defined weaknesses where payment default is possible but not yet probable.  Deficiencies are not corrected 
quickly and financing alternatives are limited.  Reliance on collateral and guarantors is increased. 

Doubtful (9) loans are credits where the possibility of loss is high, repayment is erratic or nonexistent, and loan is collateral dependent or firm in 
bankruptcy. 

Loss (10) loans are no longer considered bankable assets. 

Performing mortgage, home equity and consumer loans greater than 90 days past due and are internally monitored monthly by management. 

Nonperforming  all other mortgage, home equity and consumer loans. 

The following table presents the credit risk profile of the Company’s commercial, commercial real estate, and finance leases loan portfolios based 
on internal rating category as of December 31, 2014 and 2013:  

 Commercial & Industrial Commercial Real Estate  Finance Leases 
 2014 2013 2014 2013 2014 2013 

Grade       
Pass (1-6)  $ 452,207  $ 413,126  $ 273,306  $ 240,228  $ 40,108  $ 39,444 
Watch (7)   18,108   28,859   17,792   26,542   441   431 
Substandard (8)   6,205   8,356   19,635   24,458   122   100 
Doubtful (9)   787   424   1,370   3,568   —   — 
Loss (10)   —   —   —   —   —   — 

Total  $ 477,307  $ 450,765  $ 312,103  $ 294,796  $ 40,671  $ 39,975 
 
The following table presents the credit risk profile of the Company’s residential real estate, home equity lines of credit, and consumer loan 
portfolios based on internal rating category as of December 31, 2014 and 2013:  

 
Home Equity Lines of 

Credit Consumer - Auto  Consumer - Other  Residential  
 2014 2013 2014 2013 2014 2013 2014 2013 

Performing  $ 68,129  $ 64,712  $ 66,997  $ 96,044  $ 53,792  $ 66,946  $ 180,806  $ 182,956 
Nonperforming   53   245   49   39   273   261   1,180   1,421 

Total  $ 68,182  $ 64,957  $ 67,046  $ 96,083  $ 54,065  $ 67,207  $ 181,986  $ 184,377 
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The following tables present the Company’s loan portfolio aging analysis of the recorded investment in loans as of December 31, 2014 and 2013: 

 2014 

 
30-59 Days 
Past Due 

60-89 Days 
Past Due 

Greater Than 
90 Days 

Total Past 
Due Current Total Loans 

Total Loans > 
90 Days and 

Accruing 
Commercial and 

industrial  $ 1,328  $ 61  $ 711  $ 2,100  $ 475,207  $ 477,307  $ — 
Commercial real estate   1,174   166   1,445   2,785   309,318   312,103   — 
Consumer        

Consumer, home 
equity lines of 
credit   230   210   33   473   67,709   68,182   — 

Consumer, auto   110   9   49   168   66,878   67,046   21 
Consumer, other   511   145   105   761   53,304   54,065   56 

Residential   2,507   279   857   3,643   178,343   181,986   99 
Finance leases   —   9   —   9   40,662   40,671   — 

Total  $ 5,860  $ 879  $ 3,200  $ 9,939  $ 1,191,421  $ 1,201,360  $ 176 
 

 2013 

 
30-59 Days 
Past Due 

60-89 Days 
Past Due 

Greater Than 
90 Days 

Total Past 
Due Current Total Loans 

Total Loans > 
90 Days and 

Accruing 
        

Commercial and 
industrial  $ 878  $ 139  $ 393  $ 1,410  $ 449,355  $ 450,765  $ 62 

Commercial real estate   2,156   424   4,081   6,661   288,135   294,796   1,267 
Consumer        

Consumer, home 
equity lines of 
credit   434   163   132   729   64,228   64,957   132 

Consumer, auto   409   22   26   457   95,626   96,083   9 
Consumer, other   1,215   305   117   1,637   65,570   67,207   21 

Residential   1,449   328   1,247   3,024   181,353   184,377   356 
Finance leases   9   —   —   9   39,966   39,975   — 

Total  $ 6,550  $ 1,381  $ 5,996  $ 13,927  $ 1,184,233  $ 1,198,160  $ 1,847 
 
A loan is considered impaired, in accordance with the impairment accounting guidance (ASC 310-10-35-16), when based on current information 
and events, it is probable the Company will be unable to collect all amounts due from the borrower in accordance with the contractual terms of the 
loan.  Impaired loans include nonperforming commercial loans but also include loans modified in troubled debt restructurings. 
The following tables present impaired loans as of and for the years ended December 31, 2014 and 2013: 

 2014 

 
Recorded 
Balance 

Unpaid Principal 
Balance 

Specific 
Allowance 

Average 
Investment in 

Impaired Loans 
Interest Income 

Recognized 
      

Loans without a specific valuation 
allowance         
Commercial and industrial  $ 523  $ 974  $ —  $ 507  $ 10 
Commercial real estate   12,952   13,194   —   13,178   557 

Loans with a specific valuation allowance          
Commercial and industrial   449   502   436   460   4 
Commercial real estate   2,221   2,697   938   2,251   43 

      
Total impaired loans  $ 16,145  $ 17,367  $ 1,374  $ 16,396  $ 614 
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 2013 

 
Recorded 
Balance 

Unpaid Principal 
Balance 

Specific 
Allowance 

Average 
Investment in 

Impaired Loans 
Interest Income 

Recognized 
      

Loans without a specific valuation 
allowance      
Commercial and industrial  $ 1,526  $ 2,287  $ —  $ 1,634  $ 76 
Commercial real estate   14,514   16,578   —   21,054   362 

Loans with a specific valuation 
allowance      
Commercial and industrial   403   433   403   403   2 
Commercial real estate   1,314   1,413   476   1,343   47 

      
Total impaired loans  $ 17,757  $ 20,711  $ 879  $ 24,434  $ 487 

 
The following table presents the Company’s nonaccrual loans at December 31, 2014 and 2013.  This table excludes purchased impaired loans and 
performing troubled debt restructurings. 

 2014 2013 
   
Commercial and industrial  $ 1,307  $ 991 
Commercial real estate   2,504   4,321 
Consumer     

Consumer, home equity lines of credit   53   113 
Consumer, auto   28   30 
Consumer, other   217   240 

Residential   1,080   1,065 
Finance leases   —   18 
   

Total  $ 5,189  $ 6,778 
 
The Company identified as troubled debt restructurings certain receivables for which the allowance for credit losses had previously been measured 
under a general allowance for credit losses methodology.  Upon identifying those receivables as troubled debt restructurings, the Company 
identified them as impaired under the guidance in Accounting Standards Codification (ASC) 310-10-35.  The ASU requires prospective application 
of the impairment measurement guidance in ASC 310-10-35 for those receivables newly identified as impaired.   

At December 31, 2014 and 2013, the Company had a number of loans that were modified in troubled debt restructurings and impaired.  The 
modification of terms of such loans included one or a combination of the following:  an extension of maturity, a reduction of the stated interest rate 
or a permanent reduction of the recorded investment in the loan.   

The following tables present information regarding troubled debt restructurings by class for the year ended December 31, 2014 and 2013. 

Newly restructured loans: 

 Number of Loans 
Pre-Modification 

Recorded Balance 
Post-Modification 
Recorded Balance 

December 31, 2014    
Commercial and industrial   2  $ 376  $ 327 
Commercial real estate   1   57   27 
Consumer    

Consumer, home equity lines of credit   1   40   41 

  $ 4  $ 473  $ 395 
 

 Number of Loans 
Pre-Modification 

Recorded Balance 
Post-Modification 
Recorded Balance 

December 31, 2013    
Commercial real estate   2  $ 6,665  $ 6,665 
Consumer    

Consumer, home equity lines of credit   1   14   12 
Consumer, auto   1   16   13 
Consumer, other   2   10   7 

Residential   1   269   267 

  $ 7  $ 6,974  $ 6,964 
 
The troubled debt restructurings described above decreased the allowance for loan losses by approximately $27,000 for the year ended December 
31, 2014, and decreased the allowance for loans losses by approximately $2,000 for the year ended December 31, 2013.  The troubled debt 
restructurings described above resulted in no charge offs during the years ended December 31, 2014 and 2013.  
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Newly restructured loans by type of modification: 

 2014 
 Interest Only Term Combination Total Modification 

     
Commercial and industrial  $ —  $ 327  $ —  $ 327 
Commercial real estate   —   27   —   27 
Consumer     

Consumer, home equity lines of 
credit   —   41   —   41 

  $ —  $ 395  $ —  $ 395 
 

 2013 
 Interest Only Term Combination Total Modification 

     
Commercial real estate  $ —  $ 6,665  $ —  $ 6,665 
Consumer     

Consumer, home equity lines of 
credit   —   12   —   12 

Consumer, auto   —   13   —   13 
Consumer, other   —   4   3   7 

Residential   —   —   267   267 
     
  $ —  $ 6,694  $ 270  $ 6,964 

 
Troubled debt restructurings modified in the past 12 months that subsequently defaulted: 

 2014 2013 
 Number of Loans Recorded Balance Number of Loans Recorded Balance 

     
Commercial and industrial   —  $ —   1  $ 56 

  $ —  $ —   1  $ 56 
 

As of December 31, 2014, there were no loans designated as TDRs that met the criteria for placement back on accrual status.  This criteria is a 
minimum of six months of payment performance under existing modified terms. 
 

Note 5: Premises and Equipment 

Premises and equipment as of December 31 are summarized as follows: 

 2014 2013 

Land  $ 14,506  $ 14,994 
Buildings and improvements   37,589   35,891 
Equipment leased to others   4,718   3,475 
Furniture and equipment   26,216   26,797 

   83,029   81,157 
Less accumulated depreciation   (47,589)   (45,700) 

Net premises and equipment  $ 35,440  $ 35,457 
 
At December 31, 2014 and 2013, STAR and its subsidiary were obligated under a number of operating leases for land and buildings.  Rental 
expense under these leases for the years ended December 31, 2014 and 2013, was $1,944,000 and $2,152,000, respectively.  At December 31, 2014, 
minimum annual rental expense for commitments under leases having remaining noncancellable lease terms in excess of one year was as follows: 
2015 - $1,773,000; 2016 - $1,652,000; 2017 - $1,593,000; 2018 - $1,512,000; 2019 - $1,363,000 and $5,782,000 thereafter. 
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Note 6: Loan Servicing 

Mortgage loans serviced for others are not included in the accompanying consolidated balance sheets.  The unpaid principal balances of mortgage 
loans serviced for others were approximately $445,428,000 and $467,378,000 at December 31, 2014 and 2013, respectively. 

Custodial escrow balances maintained in connection with the foregoing loan servicing, and included in other liabilities, were approximately 
$1,046,000 and $973,000 at December 31, 2014 and 2013, respectively. 

Mortgage servicing rights are included in other assets in the accompanying consolidated balance sheets.  Comparable market values and a valuation 
model that calculates the present value of future cash flows were used to estimate fair value.   
 
Activity in the balance of servicing assets was as follows: 

 2014 2013 

Carrying amount, beginning of year  $ 2,888  $ 2,721 
Servicing obligations that result from transfers of financial assets   419   1,114 
Amortization   (655)   (949) 
Change in valuation allowance   1   2 

Carrying amount, end of year  $ 2,653  $ 2,888 

Fair value, beginning of year  $ 4,573  $ 3,000 

Fair value, end of year  $ 4,045  $ 4,573 
 

 
For purposes of measuring impairment, risk characteristics including product type, investor type and interest rates were used to stratify the 
originated mortgage servicing rights.  Activity in the valuation allowance was as follows: 
 

 2014 2013 

Balance, beginning of year   1   3 
Additions   1   1 
Reductions   (2)   (3) 

Balance, end of year  $ —  $ 1 
 
Note 7: Time Deposits 

At December 31, the scheduled maturities of time deposits are as follows: 

  
2015   185,546 
2016   38,619 
2017   16,907 
2018   9,342 
2019   6,023 
Thereafter   2,043 

  $ 258,480 
 
Included in time deposits at December 31, 2014 and 2013, are $7,795,000 and $9,921,000, respectively, of brokered certificates.   
 
Time deposits with balances of $250,000 or greater were approximately $32,948,000 and $29,706,000 at December 31, 2014 and 2013, 
respectively. 

                                                  
Note 8: Short-Term Borrowings 

Short-term borrowings at December 31 included the following: 

 2014 2013 

   
Securities sold under repurchase agreements  $ 34,909  $ 38,730 

 
 
 
 
 
 



STAR Financial 2014 Annual Report   28

Notes to Consolidated Financial Statements 
STAR Financial Group, Inc. 
December 31, 2014 and 2013 
(Table Dollars in Thousands Except Share Data) 

 
 

 21 

Securities sold under agreements to repurchase consist of obligations of the Company to other parties.  The obligations are secured primarily by 
municipal and U.S. Government securities and such collateral is held in safekeeping by third parties.  Agreements with a maturity of one year or 
less are included in short-term borrowings, while those with a maturity of more than one year are included in long-term debt.  The maximum 
amount outstanding for all agreements at any month end during 2014 and 2013 totaled $38,257,000 and $42,037,000 and the daily average of such 
agreements totaled $31,835,000 and $39,376,000. 
 

Note 9: Long-Term Borrowings 

As of December 31, 2014 and 2013, STAR had Federal Home Loan Bank of Indianapolis advances (advances) outstanding totaling $57,122,000 
and $37,708,000, respectively.  The advances bear interest at rates ranging from 1.68% to 5.99% and mature at various dates through November 15, 
2023. 

In addition, $25,000,000 of the advances outstanding at December 31, 2014 and 2013, contained put options, whereby FHLB may require the 
Company to pay the advance.  The Company would then have the option to take out additional advances at the applicable rates. 

Interest is paid monthly and the weighted average interest rate on the advances was 3.05% and 3.58% as of December 31, 2014 and 2013, 
respectively.  The advances at December 31, 2014, are secured by first-mortgage loans totaling $197,730,000 and are subject to restrictions or 
penalties in the event of prepayment. 

In addition, the Insurance Agency had notes payable totaling $233,000 at December 31, 2013. The notes included interest at fixed rates ranging 
from 0% to 5% and required monthly principal and/or interest payments. These notes were paid off in 2014. 

Maturities of long-term debt are as follows: 2015 - $359,000; 2016 - $15,344,000; 2017 - $10,079,000; 2018 - $11,131,000; 2019 - $10,018,000 
and $10,191,000 thereafter. 

The Company has established borrowing capacity of $250,000,000 as of December 31, 2014 and 2013, with the Federal Home Loan Bank and other 
financial institutions, of which $57,122,000 and $37,708,000 was outstanding at December 31, 2014 and 2013, respectively.  In addition to the 
other borrowings, the Company also had $1,000,000 of letters of credit available as of December 31, 2014. 
 

Note 10: Subordinated Debentures 

In March 2006, the Company formed STAR Capital Trust I (Trust I) and STAR Capital Trust II (Trust II) which are both statutory business trusts.  
Trust I issued $5,155,000 of trust preferred capital securities as a participant in a pooled trust preferred securities offering.  The Company issued 
subordinated debentures aggregating $5,155,000 to Trust I.  The subordinated debentures are the sole assets of Trust I.  The subordinated 
debentures and the trust preferred securities pay interest and dividends, respectively, on a quarterly basis.  The subordinated debentures and trust 
preferred capital securities bear interest at a rate of three-month LIBOR (0.25%)  plus 1.40% (1.65%) and mature on June 30, 2036, and are 
noncallable for five years after issuance.  The securities may be called at any quarterly interest date at par. 

Trust II issued $5,155,000 of trust preferred capital securities as a participant in a pooled trust preferred securities offering.  The Company issued 
subordinated debentures aggregating $5,155,000 to Trust II.  The subordinated debentures are the sole assets of Trust II.  The subordinated 
debentures and the trust preferred securities pay interest and dividends, respectively, on a quarterly basis.  The subordinated debentures and trust 
preferred capital securities bear interest at a rate of three-month LIBOR (0.25%) plus 1.40% (1.65%) and mature on June 30, 2036.  The securities 
may be called at any quarterly interest date at par. 

The trust preferred capital securities, subject to certain limitations, are included in Tier I Capital for regulatory purposes.  Trust I and Trust II are not 
consolidated into the Company and as a result, the Company accounts for the investment in Trust I and Trust II as assets, the subordinated 
debentures as debt, and the interest paid/received thereon as interest expense/income. 
 

Note 11: Common Stock 

The Company has 5,000,000 special shares which may be issued and would have such voting, dividend, liquidation and other rights and 
preferences, as may be specified by the Board of Directors. 

STAR declared $3,457,000 ($0.90 per common share) of cash dividends during the year ended December 31, 2014 and no dividends in 2013. 
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Note 12: Income Tax Expense 

The Company files income tax returns in the U.S. federal jurisdiction and various states and local jurisdictions.  With a few exceptions, the 
Company is no longer subject to U.S. federal, state and local or income tax examinations by tax authorities for years before 2011.    

Income tax provision is summarized as follows: 

 2014 2013 

Current    
Federal  $ 3,438  $ 3,386 
State   718   1,147 

Deferred   1,378   533 

Total tax expense   $ 5,534  $ 5,066 
 
A net deferred tax asset is included in other assets and is comprised of the following temporary differences at December 31: 

 2014 2013 

Deferred tax assets     
Allowance for loan and lease losses  $ 8,681  $ 8,857 
Other nondeductible accruals   2,888   2,443 
Unrealized loss on available-for-sale securities   1,848   4,044 
Customer-based intangibles   —   38 
Other    1,147   1,317 

   14,564   16,699 

Deferred tax liabilities   
Mortgage servicing rights   (1,086)   (1,210) 
Premises and equipment, including equipment leased to others   (5,884)   (4,189) 
Other   (1,678)   (1,729) 

   (8,648)   (7,128) 

Total net deferred taxes  $ 5,916  $ 9,571 
 
A reconciliation of income tax expense at the statutory rate to the Company’s actual income tax expense is as follows: 

 2014 2013 

Income taxes at statutory rate   34.0%   34.0% 
State income taxes, net of federal benefit   3.6   3.9 
Tax-exempt interest   (3.9)   (4.2) 
Bank owned life insurance   (2.4)   (2.9) 
Captive insurance income   (1.9)   — 
Tax credits       —   (0.5) 
Other, net   (1.1)   (0.2) 

Effective tax rate   28.3%   30.1% 
 
At December 31, 2014, the Company had no general income tax credit carryovers. 
 

Note 13: Accumulated Other Comprehensive Loss 

The components of accumulated other comprehensive loss, included in stockholders’ equity, are as follows: 
 2014 2013 

Net unrealized losses on available-for-sale securities   $ (3,398)  $ (9,915) 
Net unrealized gain (loss) on derivatives used for cash flow hedges   (398)   261 
Tax effect   1,277   3,328 

Net-of-tax amount  $ (2,519)  $ (6,326) 
 

Note 14: Employee Retirement and Savings Plans 

STAR has an Employee Stock Ownership Plan (ESOP).  As of December 31, 2014 and 2013, there were 491,590 and 492,707 shares in the ESOP, 
all of which have been allocated to participant’s accounts.  The fair value of the allocated shares was approximately $20,524,000 and $17,245,000 
at December 31, 2014 and 2013, respectively.  Upon termination, retirement or disability an employee has the option to receive his/her shares or 
require the ESOP to purchase such shares at a predetermined value to the ESOP, as defined in the ESOP Agreement.  The ESOP has the option to 
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purchase the shares over a five-year period.  The amount of payment is based upon the value at the time of payment.  In the event that the ESOP 
does not have sufficient cash available, STAR is required to purchase such shares at the same value.  

STAR also has a Section 401(k) savings plan for substantially all employees.  The savings plan provides that STAR may contribute up to 50% of 
the amount of compensation deferred by the employee, up to 5%.  STAR contributed $824,000 and $879,000 to the plans in 2014 and 2013, 
respectively. 
 

Note 15: Derivative Financial Instruments 

Cash Flow Hedges 

As a strategy to maintain acceptable levels of exposure to the risk of changes in future cash flow due to interest rate fluctuations, the Company 
entered into interest rate swap agreements for a portion of its floating rate debt.  The agreements provide for the Company to receive interest from 
the counterparty at three month LIBOR (0.25%) and to pay interest to the counterparty at a fixed rate of 2.38% on a notional amount of $10,000,000 
at December 31, 2014 and 2013.  Settlement is made quarterly. 

Management has designated the interest rate swap agreement as a cash flow hedging instrument.  For derivative instruments that are designated and 
qualify as a cash flow hedge, the effective portion of the gain or loss on the derivative is reported as a component of other comprehensive income 
and reclassified into earnings in the same period or periods during which the hedged transaction affects earnings.  Gains and losses on the derivative 
representing either hedge ineffectiveness or hedge components excluded from the assessment of effectiveness are recognized in current earnings.  
At December 31, 2014 and 2013, the Company’s cash flow hedge was effective and is not expected to have a significant impact on the Company’s 
net income over the next 12 months. 

The Company offers interest rate derivative products (e.g. interest rate swaps) to certain of its high-quality commercial borrowers.  This product 
allows customers to enter into an agreement with the Company to swap their variable rate loan to a fixed rate.  These derivative products are 
designed to reduce, eliminate or modify the risk of changes in the borrower's interest rate or market price risk.  The extension of credit incurred 
through the execution of these derivative products is subject to the same approvals and underwriting standards as the related traditional credit 
product.  The Company limits its risk exposure to these products by entering into a mirror-image, offsetting swap agreement with a separate, well-
capitalized and rated counterparty previously approved by the Company’s Asset Liability Committee.  By using these interest rate swap 
arrangements, the Company is also better insulated from the interest rate risk associated with underwriting fixed-rate loans.  These derivative 
contracts are not designated against specific assets or liabilities under FASB ASC 815-10 and, therefore, do not qualify for hedge accounting.  The 
derivatives are recorded on the balance sheet at fair value and changes in fair value of both the customer and the offsetting swap agreements are 
recorded (and essentially offset) in non-interest income.  The fair value of the derivative instruments incorporates a consideration of credit risk (in 
accordance with FASB ASC 820-10), resulting in some insignificant volatility in earnings each period.  The notional amounts of the interest rate 
swaps were approximately $129,203,000 and $136,078,000  at December 31, 2014 and 2013, respectively. 

The following table presents the fair value of derivative instruments as of December 31, 2014 and 2013.   

 2014 
 Asset Derivatives Liability Derivatives 

 
Balance Sheet 

Location Fair Value 
Balance Sheet 

Location Fair Value 
     
Derivatives designated as hedging 

instruments     
Interest rate contracts Other Assets  $ — Other Liabilities  $ 263 

     
Derivatives not designated as hedging 

instruments     
Interest rate contracts Other Assets   1,518 Other Liabilities   1,518 
     
Total derivatives   $ 1,518   $ 1,781 
     

 
 2013 
 Asset Derivatives Liability Derivatives 

 
Balance Sheet 

Location Fair Value 
Balance Sheet 

Location Fair Value 
     
Derivatives designated as hedging 

instruments     
Interest rate contracts Other Assets  $ 172 Other Liabilities  $ — 

     
Derivatives not designated as hedging 

instruments     
Interest rate contracts Other Assets   1,341 Other Liabilities   1,341 
     
Total derivatives   $ 1,513   $ 1,341 
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 Cash Flow Hedges 

Location of Gain (Loss) 
Reclassified from AOCI 

into Income 

Amount of Gain (Loss) 
Reclassified from AOCI into 

Income 
Amount of Gain (Loss) 

Recognized in OCI 
2014 2013 2014 2013 

       
 Interest rate contracts Noninterest income – Other  $ —  $ —  $ 435  $ 846 
 

 
Derivatives Not Designated  

as Hedging Instruments 
Location of Gain (Loss)  
Recognized in Income 

Amount of Gain (Loss) 
Recognized in Income 
2014 2013 

     
 Interest rate contracts Interest on loans  $ (1,263)  $ (860) 

 
Note 16: Goodwill 

The changes in the carrying amount of goodwill for the years ended December 31, 2014 and 2013, were: 

 2014 2013 
   
Balance as of January 1  $ 5,567  $ 5,567 

Goodwill acquired during the year   —   — 
Impairment losses   —   — 

Balance as of December 31  $ 5,567  $ 5,567 
 
In 2006, the Bank acquired 100% of the outstanding stock of an insurance agency.  As a result of the contingent payments and the remaining 
amount due being determined, $2,794,000 was recorded as additional goodwill. 
 

Note 17: Intangible Assets 

The carrying basis and accumulated amortization of recognized intangible assets at December 31, 2014 and 2013, were: 

 2014 2013 

 
Gross Carrying 

Amount 
Accumulated 
Amortization 

Gross Carrying 
Amount 

Accumulated 
Amortization 

Customer relationships and contracts  $ 5,129  $ (4,862)  $ 5,280  $ (4,716) 
Nonsolicitation agreements   784   (784)   784   (784) 

  $ 5,913  $ (5,646)  $ 6,064  $ (5,500) 
 
Amortization expense for the years ended December 31, 2014 and 2013 was $146,000 and $388,000, respectively.  The estimated amortization 
expense for the next five years is as follows: 2015 - $96,000; 2016 - $94,000; 2017 - $77,000. 
 

Note 18: Related Party Transactions 

The Bank has loan, deposit and other transactions with its directors and officers, and with organizations and individuals with which they are 
associated.  In management’s opinion, such loans and other extensions of credit were made in the ordinary course of business and were made on 
substantially the same terms (including interest rates and collateral) as those prevailing at the time for comparable transactions with other persons.  
Further, in management’s opinion, these loans did not involve more than normal risk of collectibility or present other unfavorable features.  The 
aggregate dollar amount of loans to directors and executive officers who held office at the end of the year, and organizations and individuals with 
which they are associated, amounted to $13,032,000 and $11,681,000 at December 31, 2014 and 2013, respectively. 
 

Note 19: Commitments and Contingencies 

The Bank, in the normal course of business, is a party to various financial instruments with off-balance sheet risk to meet the financing needs of 
customers.  These instruments involve elements of credit risk in excess of amounts recognized in the financial statements.  The contract amounts of 
those instruments reflect the extent of involvement STAR has in financial instruments. 
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Financial instruments whose contract amounts represent credit risk at December 31: 
 2014 2013 

Commitments to extend credit  $ 433,249  $ 416,163 
Standby letters of credit   10,452   7,078 
Forward sale commitments   2,254   3,580 

 
STAR’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to extend credit and 
standby letters of credit is represented by the contractual amount of those instruments.  STAR follows the same credit policies in making 
commitments and conditional obligations as it does for on-balance sheet instruments. 

Commitments to extend credit are agreements to loan funds to customers providing there is compliance with terms of the commitment.  
Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.  Since many of the 
commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily represent future cash 
requirements.  The Bank evaluates each customer’s credit worthiness on a case-by-case basis.  The amount of collateral obtained if deemed 
necessary by the Bank upon extension of credit is based on management’s credit evaluation of the customer.  Collateral held varies but may include 
accounts receivable, inventory, plant and equipment and real estate. 

Letters of credit are conditional commitments issued by the Bank to guarantee the performance of a customer to a third party.  The credit risk 
involved in issuing letters of credit is essentially the same as that involved in extending loan facilities to customers.  The Bank holds collateral 
supporting those commitments when deemed necessary. 

Forward sale commitments are commitments to sell groups of residential mortgage loans that the Bank originates or purchases as part of its 
mortgage banking activities.  The Bank commits to sell the loans at specified prices in a future period, typically within 90 days.  These 
commitments are acquired to reduce market risk on mortgage loans in the process of origination and mortgage loans held for sale since the Bank is 
exposed to interest rate risk during the period between issuing a loan commitment and the sale of the loan into the secondary market. 

Management does not expect any material losses to result from these financial instruments. 

The Company and Bank are also subject to claims and lawsuits which arise primarily in the ordinary course of business.  It is the opinion of 
management that the disposition or ultimate resolution of such claims and lawsuits will not have a material adverse effect on the consolidated 
financial position of the Company. 
 

Note 20: Regulatory Matters 

The Company and Bank are subject to various regulatory capital requirements administered by the federal banking agencies.  Failure to meet 
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if undertaken, could 
have a direct material effect on the Company’s and Bank’s financial statements.  Under capital adequacy guidelines and the regulatory framework 
for prompt corrective action, the Company and Bank must meet specific capital guidelines that involve quantitative measures of the Company’s and 
Bank’s assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting practices.  The Company’s and Bank’s capital 
amounts and classification are also subject to qualitative judgments by the regulators about components, risk weightings and other factors.  
Furthermore, the Company’s and Bank’s regulators could require adjustments to regulatory capital not reflected in these financial statements. 

Quantitative measures established by regulation to ensure capital adequacy require the Company and Bank to maintain minimum amounts and 
ratios (set forth in the following table) of Total and Tier 1 capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier 1 
capital (as defined) to average assets (as defined).   

As of December 31, 2014, the most recent notification received from federal banking agencies categorized the Bank as well capitalized under the 
regulatory framework for prompt corrective action.  To be categorized as well capitalized, the Bank must maintain minimum capital ratios as set 
forth in the following table.  There are no conditions or events since that notification that management believes have changed the Company or 
Bank’s category. 

STAR’s consolidated and the Bank’s capital amounts and ratios are presented in the following table:  

 Actual 
Minimum Capital 

Requirement 

Minimum to Be Well 
Capitalized Under Prompt 

Corrective Action 
Provisions  

 Amount Ratio Amount Ratio Amount Ratio 

As of December 31, 2014       
Total capital (to risk weighted 

assets)       
Consolidated  $ 205,335   14.52%  $ 113,108   8.00%   N/A   N/A 
STAR Financial Bank   194,088   13.81   112,457   8.00  $ 140,572   10.00% 
       
Tier I capital (to risk weighted 

assets)       
Consolidated    187,625   13.27   56,554   4.00   N/A   N/A 
STAR Financial Bank   176,478   12.55   56,229   4.00   84,343   6.00 
       
Tier I capital (to average assets)       
Consolidated    187,625   10.66   70,428   4.00   N/A   N/A 
STAR Financial Bank   176,478   10.13   69,718   4.00   87,147   5.00 
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 Actual 
Minimum Capital 

Requirement 

Minimum to Be Well 
Capitalized Under Prompt 

Corrective Action 
Provisions  

 Amount Ratio Amount Ratio Amount Ratio 
       

As of December 31, 2013       
Total capital (to risk weighted 

assets)       
Consolidated  $ 194,675   13.97%  $ 111,493   8.00%   N/A   N/A 
STAR Financial Bank   186,629   13.46   110,898   8.00  $ 138,622   10.00% 
       
Tier I capital (to risk weighted 

assets)       
Consolidated    177,214   12.72   55,747   4.00   N/A   N/A 
STAR Financial Bank   169,260   12.21   55,449   4.00   83,173   6.00 

       
Tier I capital (to average assets)       
Consolidated    177,214   10.62   66,774   4.00   N/A   N/A 
STAR Financial Bank   169,260   9.97   67,881   4.00   84,851   5.00 

 
Banking regulations limit the amount that the Bank may pay the Company without prior approval of bank regulatory authorities.  At December 31, 
2014, retained earnings available for dividends to the Company without such approval totaled approximately $17,675,000. 
 

Note 21: Disclosures About Fair Value of Assets and Liabilities 

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date.  Fair value measurements must maximize the use of observable inputs and minimize the use of unobservable inputs. There is 
a hierarchy of three levels of inputs that may be used to measure fair value: 

Level 1 Quoted prices in active markets for identical assets or liabilities 

Level 2 Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted prices in markets that 
are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full 
term of the assets or liabilities 

Level 3 Unobservable inputs supported by little or no market activity and are significant to the fair value of the assets or liabilities 
 
Recurring Measurements 

The following tables present the fair value measurements of assets and liabilities recognized in the accompanying balance sheets measured at fair 
value on a recurring basis and the level within the fair value hierarchy in which the fair value measurements fall at December 31, 2014 and 2013: 

 
 2014 
  Fair Value Measurements Using 

 Fair Value 

Quoted Prices in 
Active Markets for 
Identical Assets 

(Level 1) 

Significant Other 
Observable Inputs 

(Level 2) 

Significant 
Unobservable Inputs 

(Level 3) 
     

Cash Equivalents     
Money market mutual funds  $ 957  $ 957  $ —  $ — 

     
Available-for-Sale Securities     

U.S. Treasury and agency securities   40,134   —   40,134   — 
Obligations of states and political 

subdivisions   71,014   —   71,014   — 
Mortgage-backed GSE residential   172,897   —   172,897   — 
Equity security   107   107   —   — 
Pooled trust preferred securities   18,427   —   —   18,427 

     
Interest Rate Swap Assets   1,518   —   —   1,518 
     
Interest Rate Swap Liability   (1,781)   —   —   (1,781) 
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 2013 
  Fair Value Measurements Using 

 Fair Value 

Quoted Prices in 
Active Markets for 
Identical Assets 

(Level 1) 

Significant Other 
Observable Inputs 

(Level 2) 

Significant 
Unobservable Inputs 

(Level 3) 
     

Cash Equivalents     
Money market mutual funds  $ 6,032  $ 6,032  $ —  $ — 

     
Available-for-Sale Securities     

U.S. Treasury and agency securities   42,486   —   42,486   — 
Obligations of states and political 

subdivisions   58,295   —   58,295   — 
Mortgage-backed GSE residential   145,143   —   145,143   — 
Equity security   106   106   —   — 
Pooled trust preferred securities   16,316   —   —   16,316 

     
Interest Rate Swap Assets   1,513   —   —   1,513 
     
Interest Rate Swap Liability   (1,341)   —   —   (1,341) 

 
Following is a description of the valuation methodologies used for assets and liabilities measured at fair value on a recurring basis and recognized 
in the accompanying consolidated balance sheets, as well as the general classification of such assets and liabilities pursuant to the valuation 
hierarchy.  There have been no significant changes in the valuation techniques during the year ended December 31, 2014.  For assets and liabilities 
classified within Level 3 of the fair value hierarchy, the process used to develop the reported fair value is described below. 

Cash Equivalents 

Where quoted market prices are available in an active market, cash equivalents are classified within Level 1 of the valuation hierarchy and include 
only money market mutual funds.  The Company has no cash equivalents classified as Level 2 or Level 3.   

Available-for-Sale Securities 

Where quoted market prices are available in an active market, securities are classified within Level 1 of the valuation hierarchy.  Level 1 securities 
include an insurance industry equity security.  If quoted market prices are not available, then fair values are estimated by a third-party pricing 
service using pricing models, quoted market prices of securities with similar characteristics or discounted cash flows.  The inputs used by the 
pricing service to determine fair value may include one, or a combination of, observable inputs such as benchmark yields, reported trades, 
broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids, offers and reference data market research publications and are 
classified within Level 2 of the valuation hierarchy.  These level 2 securities include U.S. Treasury and agency securities, obligations of state and 
political subdivisions, and mortgage-backed GSE residential securities.  In certain cases where Level 1 or Level 2 inputs are not available, securities 
are classified within Level 3 of the hierarchy and include pooled trust preferred securities.  Based on the lack of observable market data, the 
Company estimated fair values based on the observable data available and reasonable unobservable market data.  The estimated fair value is based 
on a discounted cash flow model which used appropriately adjusted discount rates reflecting credit and liquidity risks and is further described in the 
other-than-temporary impairment section of Note 3. 

Fair value determinations for Level 3 measurements of securities are the responsibility of the Finance department.  The Finance department 
contracts with a pricing specialist to generate fair value estimates on a monthly or quarterly basis.  The Finance department challenges the 
reasonableness of the assumptions used and reviews the methodology to ensure the estimated fair value complies with accounting standards 
generally accepted in the United States. 

 
Interest Rate Swap Agreements 

The fair value is estimated by the counterparty using a proprietary calculation for which the inputs are not observable and, therefore, are classified 
within Level 3 of the valuation hierarchy. 

Fair value determinations for Level 3 measurements of the swaps are the responsibility of the Controller’s office.  The Controller’s office receives 
the fair value determined by the counterparty on a monthly or quarterly basis.  The Controller’s office challenges the reasonableness of the fair 
value by comparing the value to their estimate of the fair value based on forward-looking interest rate curves and discounted cash flows. 

The following is a reconciliation of the beginning and ending balances of recurring fair value measurements recognized in the accompanying 
consolidated balance sheets using significant unobservable (Level 3) inputs: 

 
Pooled Trust 

Preferred Securities 
Interest Rate Swap 

Asset 
Interest Rate Swap 

Liability 
    
Balance, January 1, 2013  $ 13,258  $ 2,127  $ (2,801) 
    
Total realized and unrealized gains and (losses)    

Included in net income  $ —  $ (786)  $ 786 
Included in other comprehensive income   3,058   172   674 

    
Balance, December 31, 2013   16,316   1,513   (1,341) 
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Pooled Trust 

Preferred Securities 
Interest Rate Swap 

Asset 
Interest Rate Swap 

Liability 
    
Total realized and unrealized gains and (losses)      

Included in net income  $ —  $ 177  $ (177) 
Included in other comprehensive income   2,111   (172)   (263) 

    
Balance, December 31, 2014  $ 18,427  $ 1,518  $ (1,781) 
    
Total gains or (losses) for 2014 included in net income attributable to 

the change in unrealized gains or losses related to assets and 
liabilities still held at the reporting date  $ —  $ 177  $ (177) 

    
Total gains or (losses) for 2013 included in net income attributable to 

the change in unrealized gains or losses related to assets and 
liabilities still held at the reporting date  $ —  $ (786)  $ 786 

 
Net realized and unrealized losses for items reflected in the above table net to zero in the consolidated statements of income as a component of 
noninterest income for the year ended December 31, 2014 and 2013. 

Nonrecurring Measurements 
The following table presents the fair value measurement of assets measured at fair value on a nonrecurring basis and the level within the fair value 
hierarchy in which the fair value measurements fall at December 31, 2014 and 2013. 

 2014 
  Fair Value Measurements Using 

 Fair Value 

Quoted Prices in 
Active Markets for 
Identical Assets 

(Level 1) 

Significant Other 
Observable Inputs 

(Level 2) 

Significant 
Unobservable Inputs 

(Level 3) 
     
Impaired loans (collateral dependent)  $ 1,296   —   —  $ 1,296 
Other real estate owned   1,167   —   —   1,167 

 
 2013 
  Fair Value Measurements Using 

 Fair Value 

Quoted Prices in 
Active Markets for 
Identical Assets 

(Level 1) 

Significant Other 
Observable Inputs 

(Level 2) 

Significant 
Unobservable Inputs 

(Level 3) 
     
Impaired loans (collateral dependent)  $ 838  $ —  $ —  $ 838 
Mortgage servicing rights   2,888   —   —   2,888 
Other real estate owned   904   —   —   904 

 
Following is a description of the valuation methodologies used for assets measured at fair value on a nonrecurring basis and recognized in the 
accompanying consolidated balance sheets, as well as the general classification of such assets pursuant to the valuation hierarchy.  The Company 
has no liabilities measured at fair value on a nonrecurring basis. 

Impaired Loans (Collateral Dependent) 

Loans for which it is probable that the Company will not collect all principal and interest due according to contractual terms are measured for 
impairment.  An allowable method for determining the amount of impairment includes estimating fair value using the fair value of the collateral for 
collateral dependent loans.  If the impaired loan is identified as collateral dependent, then the fair value method of measuring the amount of 
impairment is utilized.  This method requires obtaining a current independent appraisal of the collateral and applying a discount factor to the value.  
Impaired loans that are collateral dependent are classified within Level 3 of the fair value hierarchy when impairment is determined using the fair 
value method. 

The Company considers the appraisal or evaluation as the starting point for determining fair value and then considers other factors and events in the 
environment that may affect the fair value.  Appraisals of the collateral underlying collateral-dependent loans are obtained when the loan is 
determined to be collateral-dependent and subsequently as deemed necessary by the Managed Assets department and Asset Quality Committee.  
Appraisals are reviewed for accuracy and consistency by the Loan Review department.  Appraisers are selected from the list of approved appraisers 
maintained by management.  The appraised values are reduced by discounts to consider lack of marketability and estimated cost to sell if repayment 
or satisfaction of the loan is dependent on the sale of the collateral.  These discounts and estimates are developed by the Loan Review department 
by comparison to historical results. 

Mortgage Servicing Rights 

Mortgage servicing rights do not trade in an active, open market with readily observable prices.  Accordingly, fair value is estimated using 
discounted cash flow models having significant inputs of average life and prepayment speed.  Due to the nature of the valuation inputs, mortgage 
servicing rights are classified within Level 3 of the hierarchy. 
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Mortgage servicing rights are tested for impairment on a monthly basis.  The Finance department measures mortgage servicing rights through the 
use of a third-party application.  Rates are obtained from various external sources are reviewed by the Accounting Manager.  The model is tested 
monthly using baseline data to check its accuracy. 

Other Real Estate Owned 

The fair value of real estate is generally determined based on appraisals by qualified licensed appraisers.  The appraisers typically determine the 
value of the real estate by utilizing an income or market valuation approach, and therefore, are classified within Level 3 of the valuation hierarchy.   

Appraisals of OREO are obtained when the real estate is acquired and subsequently as deemed necessary by the Asset Management department and 
Asset Quality Committee.  Appraisals are reviewed for accuracy and consistency by the Loan Review department.  Appraisers are selected from the 
list of approved appraisers maintained by management.   

Unobservable (Level 3) Inputs 

The following tables present quantitative information about unobservable inputs used in nonrecurring Level 3 fair value measurements as of 
December 31, 2014 and 2013. 

 

Fair Value at 
December 31, 

2014 Valuation Technique Unobservable Inputs 
Range 

(Weighted Average) 

Impaired loans (collateral dependent)  $ 1,296 
Market comparable 

properties Marketability discount 5% – 100% (51%) 

Other real estate owned   1,167 
Market comparable 

properties Comparability adjustments (%) Not available 
 

 

Fair Value at 
December 31, 

2013 Valuation Technique Unobservable Inputs 
Range 

(Weighted Average) 

Impaired loans (collateral dependent)  $ 838 
Market comparable 

properties Marketability discount 29% – 100% (51%) 

Mortgage servicing rights   2,888 Discounted cash flow Discount rate 11% – 15% (12.8%) 
   Constant prepayment rate 3% – 5% (3.7%) 

     Probability of default 1% – 8% (3.2%) 

Other real estate owned   904 
Market comparable 

properties Comparability adjustments (%) Not available 
 

Fair Value of Financial Instruments 

The following table presents estimated fair values of the Company’s financial instruments at December 31, 2014 and 2013. 

 2014 2013 
 Carrying Amount Fair Value Carrying Amount Fair Value 

     
Financial assets       

Cash and cash equivalents  $ 158,456  $ 158,456  $ 115,837  $ 115,837 
Loans held for sale   580   580   1,022   1,022 
Loans and leases, net   1,180,669   1,212,082   1,177,469   1,242,677 
Interest receivable   5,755   5,755   5,410   5,410 
Federal Home Loan Bank stock   4,034   4,034   4,655   4,655 
     
     

Financial liabilities     
Demand deposits  $ 1,204,279   1,204,279  $ 1,121,466  $ 1,121,466 
Time deposits   258,480   258,127   289,430   289,794 
Short-term borrowings   34,909   33,332   38,730   38,725 
Long-term borrowings   57,122   59,716   37,941   39,495 
Subordinated debt   10,310   5,614   10,310   5,614 
Interest payable   215   215   255   255 

 

The following methods were used to estimate the fair value of all other financial instruments recognized in the accompanying consolidated balance 
sheets at amounts other than fair value. 

Cash and Cash Equivalents, Federal Home Loan Bank Stock and Interest Receivable 

The carrying amounts approximate fair value. 

 

Loans Held for Sale 
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For homogeneous categories of loans, such as mortgage loans held for sale, fair value is estimated using the quoted market prices for securities 
backed by similar loans, adjusted for differences in loan characteristics. 

Loans and Leases, net 

For variable rate loans that reprice frequently and with no significant change in credit risk, fair values are based on carrying values.  The fair value 
for all other loans are estimated using discounted cash flow analyses, using interest rates currently being offered for loans with similar terms to 
borrowers of similar credit quality. 

Deposit Liabilities 

The fair values disclosed for demand deposits (e.g., interest and noninterest checking, savings and money market accounts) are, by definition, equal 
to the amount payable on demand at the reporting date (i.e., their carrying amounts).  The carrying amounts for variable-rate, fixed-term time 
deposits approximate their fair values at the reporting date.  Fair values for fixed-rate certificates of deposit are estimated using a discounted cash 
flow calculation that applies interest rates currently being offered on certificates to a schedule of aggregated expected monthly maturities on time 
deposits. 

Short-Term Borrowings and Interest Payable 

The carrying amounts approximate fair value. 

Long-Term Borrowings 

Fair values for Federal Home Loan Bank and other borrowings are estimated using a discounted cash flow calculation that applies interest rates 
currently being offered for similar maturities. 

Subordinated Debt 

The fair value for subordinated debt is estimated using a discounted cash flow calculation that applies interest rates currently being offered for 
similar maturities. 

Commitments to Originate Loans, Forward Sale Commitments, Letters of Credit and Lines of Credit 

The fair value of commitments to originate loans is estimated using the fees currently charged to enter into similar agreements, taking into account 
the remaining terms of the agreements and the present creditworthiness of the counterparties.  For fixed-rate loan commitments, fair value also 
considers the difference between current levels of interest rates and the committed rates.  The fair value of forward sale commitments is estimated 
based on current market prices for loans of similar terms and credit quality.  The fair values of letters of credit and lines of credit are based on fees 
currently charged for similar agreements or on the estimated cost to terminate or otherwise settle the obligations with the counterparties at the 
reporting date.  The fair value of these items is not material. 

 
Note 22: Significant Estimates and Concentrations 

Accounting principles generally accepted in the United States of America require disclosure of certain significant estimates and current 
vulnerabilities due to certain concentrations.  Estimates related to the allowance for loan losses are reflected in the footnote regarding loans.  
Current vulnerabilities due to certain concentrations of credit risk are discussed in the footnote on commitments and credit risk.  Other significant 
estimates and concentrations not discussed in those footnotes include: 

Investments 

The Company invests in various investment securities.  Investment securities are exposed to various risks such as interest rate, market and credit 
risks.  Due to the level of risk associated with certain investment securities, it is at least reasonably possible that changes in the values of investment 
securities will occur in the near term and that such change could materially affect the amounts reported in the accompanying consolidated balance 
sheets. 
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	Story
	About STAR
	About STAR


	STAR Financial Group is the parent company of STAR 
	STAR Financial Group is the parent company of STAR 
	STAR Financial Group is the parent company of STAR 
	 
	Financial Bank, an Indiana-based community bank known 
	for its quality service culture, personalized banking 
	 
	solutions, and innovative use of technology. Additionally, 
	STAR Private Advisory and STAR Insurance Agency offer 
	licensed professional services in financial planning, trust 
	and asset management, and insurance. STAR Financial 
	Group has grown to $1.75 billion in assets with 50 
	 
	locations in central and northeast Indiana.
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	Chairman’s Message
	Chairman’s Message
	Chairman’s Message


	Looking back at the tremendous strides our 
	Looking back at the tremendous strides our 
	Looking back at the tremendous strides our 
	organization has made in the past year, I am 
	immensely proud of the commitment and 
	talents of the men and women who make up 
	STAR Financial Group. It is my pleasure to 
	provide you with our year in review.

	2014 was a very good year for STAR. We continued our focus on 
	2014 was a very good year for STAR. We continued our focus on 
	maintaining soundness, profitability, and growth opportunities 
	across all of our business lines. The economic climate of the past 
	year solidified the adage; 
	good things come to those who wait
	. 

	2014 ECONOMIC REVIEW
	2014 ECONOMIC REVIEW

	Overall, Indiana’s economy was stable, with housing prices 
	Overall, Indiana’s economy was stable, with housing prices 

	making modest gains and unemployment gradually declining. 
	making modest gains and unemployment gradually declining. 
	Consumers spent the year continuing to deleverage their 

	personal balance sheets by paying down debts and increasing 
	personal balance sheets by paying down debts and increasing 

	savings balances. Local businesses showed confidence in the 
	savings balances. Local businesses showed confidence in the 
	future and the desire to expand, and as a result, demand for 
	business loans was strong throughout the year. STAR customers 
	continued to show the desire for convenient, personalized service 
	which provided us with opportunities to support the constantly 
	changing needs of the marketplace.

	As an organization, STAR enjoyed steady, sustainable growth throughout 2014. Financial 
	As an organization, STAR enjoyed steady, sustainable growth throughout 2014. Financial 
	strength and stability is critical to our long-term success in an ever changing financial services 
	industry. We saw our clients recover from the difficult economic climate of the last few years, 
	and with it an increase in loan demand. In addition,

	• 
	• 
	• 
	• 

	Demand Deposits grew by $83 million or 7.4%
	Demand Deposits grew by $83 million or 7.4%


	• 
	• 
	• 

	Commercial Loans grew by $45 million or 5.7%, and
	Commercial Loans grew by $45 million or 5.7%, and


	• 
	• 
	• 

	We experienced a 20% increase in earnings per share, well above market standards.
	We experienced a 20% increase in earnings per share, well above market standards.



	We enjoyed continued improvement in Loan Quality with a 28.6% reduction in past due loans 
	We enjoyed continued improvement in Loan Quality with a 28.6% reduction in past due loans 
	with an overall past due percentage of total loans of .8%.

	For the first time in our history, STAR Insurance Agency achieved 
	For the first time in our history, STAR Insurance Agency achieved 
	$1 million in net income, and we continue to be encouraged by 
	the collaboration and dedication of our sales force to cross sell 
	our products across business lines and deepen relationships.

	The Private Advisory team produced excellent results in 2014. Net income for this business unit 
	The Private Advisory team produced excellent results in 2014. Net income for this business unit 
	increased 67%, contributing significantly to STAR’s bottom line. Assets under management 
	increased to the highest level in the unit’s history at over $365 million.

	The STAR Wealth Management team expanded to the Indianapolis market, and trust and 
	The STAR Wealth Management team expanded to the Indianapolis market, and trust and 

	brokerage revenue increased nearly 7% year over year, driven by a 16% increase in STAR 
	brokerage revenue increased nearly 7% year over year, driven by a 16% increase in STAR 

	Investment Services revenues.
	Investment Services revenues.

	The Private Banking team posted very impressive results by exceeding expectations across 
	The Private Banking team posted very impressive results by exceeding expectations across 

	numerous lines. Mortgage loans to our private banking clients finished 106% of plan with 
	numerous lines. Mortgage loans to our private banking clients finished 106% of plan with 

	deposit expectations surpassed by 229%. Consumer loan goals were exceeded by 131%. 
	deposit expectations surpassed by 229%. Consumer loan goals were exceeded by 131%. 

	STRATEGIC PLANNING
	STRATEGIC PLANNING

	In 2014, STAR senior management embarked on a detailed and in-depth discovery of the state 
	In 2014, STAR senior management embarked on a detailed and in-depth discovery of the state 
	of our organization. Our goal was to come up with a vision and strategy that would position 
	STAR to capitalize on our strengths, address our weaknesses and grow profitably over the next 
	three years.  

	All senior leaders currently serve on one of five strategic committees and continue to work 
	All senior leaders currently serve on one of five strategic committees and continue to work 
	toward important objectives of our long-term strategy. This is a major organizational initiative 
	which requires the collaboration and teamwork of all employees. We are well on our way to 
	achieving some key benchmarks, and will look forward to sharing our progress.

	A COMMITMENT TO CUSTOMER SERVICE
	A COMMITMENT TO CUSTOMER SERVICE

	Operationally, in 2014 we continued our restructuring to the Universal Banker model. Driven 
	Operationally, in 2014 we continued our restructuring to the Universal Banker model. Driven 
	by customer experience, and the newest industry standards, this model positions us to reduce 
	specialized roles within our branches, increase efficiency and provide added opportunities for 
	the cross selling of our products. Most importantly, it allows us to deliver the highest level of 
	customer service to our shareholders and customers without compromising the attention to 
	detail you expect from STAR. 

	As an organization, we continue to deliver outstanding customer 
	As an organization, we continue to deliver outstanding customer 
	service in ways that are most convenient to our customers, which 
	includes the revision and addition of digital assets.

	Development of the STAR Mobile Banking app began during 2014 and was launched in the first 
	Development of the STAR Mobile Banking app began during 2014 and was launched in the first 
	quarter of 2015. We have no doubt our customers will make full use of this exciting product 
	that will make interacting with their STAR accounts more convenient. Mobile check deposit, a 
	key feature, along with easy navigation, bill payment, enhanced security alerts, and access to a 
	redesigned online banking interface are highlights.

	Our personal budgeting tool, Touch, also saw a redesign. Touch has a new icon in the app store, 
	Our personal budgeting tool, Touch, also saw a redesign. Touch has a new icon in the app store, 
	separate from the mobile banking app, which makes it easier than ever for our customers to 
	manage their personal finances and stay in touch with their money. 

	CAPITAL INVESTMENT
	CAPITAL INVESTMENT

	During 2014, we made two significant capital investments in our facilities.
	During 2014, we made two significant capital investments in our facilities.

	First, the Fort Wayne Service Center, the central hub of STAR operations, received a 
	First, the Fort Wayne Service Center, the central hub of STAR operations, received a 

	comprehensive, one million dollar renovation. This was not only an investment in our people, 
	comprehensive, one million dollar renovation. This was not only an investment in our people, 
	but also a critical step in developing new and innovative ways to improve our work flow and 
	processes. The entire Service Center team should be commended for how well they worked 
	through the challenges of a major reconstruction and provided seamless and uninterrupted 
	service to our branch network and customers throughout the process. 

	Second, our Columbia City office saw an extensive redesign, and was celebrated by local and 
	Second, our Columbia City office saw an extensive redesign, and was celebrated by local and 
	state government leaders with a grand reopening in October. It boldly matches our core values 
	of being progressive, doing what’s right and most importantly – exhibiting community 

	leadership in all that we do. This state of the art facility also serves as the headquarters of 
	leadership in all that we do. This state of the art facility also serves as the headquarters of 
	STAR Insurance Agency. It provides our customers with a fresh new banking and insurance 
	resource and we will look forward to growing through economic and community investment.

	LEARN. UNLEARN. RELEARN.
	LEARN. UNLEARN. RELEARN.

	Our corporate Annual Theme remained Learn. Unlearn. Relearn. in 2014. STAR employees 
	Our corporate Annual Theme remained Learn. Unlearn. Relearn. in 2014. STAR employees 

	continue to do an extraordinary job of responding to new regulatory requirements, an ever 
	continue to do an extraordinary job of responding to new regulatory requirements, an ever 
	changing market, and new technology demands. As we implement aggressive strategies for 
	growth and communication, the direction of this theme is more relevant than ever. 

	We have come out of the uncertainty of the last few years and are 
	We have come out of the uncertainty of the last few years and are 
	now positioned to learn, unlearn and relearn the skills needed to 
	move our organization forward in positive and profitable ways.

	2015 ECONOMIC FORECAST
	2015 ECONOMIC FORECAST

	Indiana continues to perform better than national economic indexes, particularly in the areas of 
	Indiana continues to perform better than national economic indexes, particularly in the areas of 
	manufacturing, unemployment, commercial real estate, and housing.  As an organization, we will 
	continue to promote soundness through steady growth and strong affiliate partnerships.  

	By cross promoting our services, we can fully engage our customers and deliver a new standard 
	By cross promoting our services, we can fully engage our customers and deliver a new standard 
	in customer service. In 2015, STAR will continue to look for sound and profitable business 

	opportunities, and innovative ways to serve each one of our customers. We have aggressive, yet 
	opportunities, and innovative ways to serve each one of our customers. We have aggressive, yet 
	attainable goals.

	We invite you to attend our Annual Meeting of Shareholders to be held at 10:00AM on Wednesday, 
	We invite you to attend our Annual Meeting of Shareholders to be held at 10:00AM on Wednesday, 
	May 27, 2015 in the 2nd floor board room of our downtown Fort Wayne headquarters at 127 West 
	Berry Street, Fort Wayne, Indiana 46802.

	On behalf of the STAR family, thank you for the commitment and faith you place in our 
	On behalf of the STAR family, thank you for the commitment and faith you place in our 

	organization. We look forward to a successful and collaborative 2015.
	organization. We look forward to a successful and collaborative 2015.

	Thomas Marcuccilli
	Thomas Marcuccilli

	Chairman, STAR Financial Group
	Chairman, STAR Financial Group

	March 19, 2015
	March 19, 2015
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	THOMAS M. MARCUCCILLI
	THOMAS M. MARCUCCILLI

	Chairman, STAR Financial Group, Inc.
	Chairman, STAR Financial Group, Inc.
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	2014 Financial Highlights
	2014 Financial Highlights
	2014 Financial Highlights


	DECEMBER 31, 2014, 2013, AND 2012
	DECEMBER 31, 2014, 2013, AND 2012
	DECEMBER 31, 2014, 2013, AND 2012

	(Table Dollars in Thousands Except Share Data)
	(Table Dollars in Thousands Except Share Data)

	NormalParagraphStyle
	Table
	TR
	2014
	2014
	2014


	2013
	2013
	2013


	2012
	2012
	2012



	For the Year
	For the Year
	For the Year
	For the Year



	Net income
	Net income
	Net income
	Net income


	$
	$
	$


	14,025
	14,025
	14,025


	$
	$
	$


	11,722
	11,722
	11,722


	$
	$
	$


	12,957
	12,957
	12,957



	Dividends declared
	Dividends declared
	Dividends declared
	Dividends declared


	3,457
	3,457
	3,457


	—
	—
	—


	6,045
	6,045
	6,045



	Weighted average shares
	Weighted average shares
	Weighted average shares
	Weighted average shares


	3,865,833
	3,865,833
	3,865,833


	3,871,927
	3,871,927
	3,871,927


	3,880,538
	3,880,538
	3,880,538



	Per Basic Common Share
	Per Basic Common Share
	Per Basic Common Share
	Per Basic Common Share



	Net income
	Net income
	Net income
	Net income


	$
	$
	$


	3.63
	3.63
	3.63


	$
	$
	$


	3.03
	3.03
	3.03


	$
	$
	$


	3.34
	3.34
	3.34



	Dividends declared
	Dividends declared
	Dividends declared
	Dividends declared


	0.90
	0.90
	0.90


	—
	—
	—


	1.56
	1.56
	1.56



	Book value at December 31
	Book value at December 31
	Book value at December 31
	Book value at December 31


	46.53
	46.53
	46.53


	42.92
	42.92
	42.92


	40.28
	40.28
	40.28



	At December 31
	At December 31
	At December 31
	At December 31



	Total assets
	Total assets
	Total assets
	Total assets


	$
	$
	$


	1,765,336
	1,765,336
	1,765,336


	$
	$
	$


	1,680,761
	1,680,761
	1,680,761


	$
	$
	$


	1,675,085
	1,675,085
	1,675,085



	Earning assets
	Earning assets
	Earning assets
	Earning assets


	1,483,828
	1,483,828
	1,483,828


	1,440,837
	1,440,837
	1,440,837


	1,382,757
	1,382,757
	1,382,757



	Loans and leases
	Loans and leases
	Loans and leases
	Loans and leases


	1,201,360
	1,201,360
	1,201,360


	1,198,160
	1,198,160
	1,198,160


	1,156,560
	1,156,560
	1,156,560



	Deposits
	Deposits
	Deposits
	Deposits


	1,462,759
	1,462,759
	1,462,759


	1,410,896
	1,410,896
	1,410,896


	1,413,560
	1,413,560
	1,413,560



	Stockholder’s equity
	Stockholder’s equity
	Stockholder’s equity
	Stockholder’s equity


	181,206
	181,206
	181,206


	167,307
	167,307
	167,307


	155,962
	155,962
	155,962



	Capital Ratios
	Capital Ratios
	Capital Ratios
	Capital Ratios



	Risk-based capital ratios
	Risk-based capital ratios
	Risk-based capital ratios
	Risk-based capital ratios



	Tier I
	Tier I
	Tier I
	Tier I


	13.27%
	13.27%
	13.27%


	12.72%
	12.72%
	12.72%


	12.29%
	12.29%
	12.29%



	Total (Tier I plus Tier II)
	Total (Tier I plus Tier II)
	Total (Tier I plus Tier II)
	Total (Tier I plus Tier II)


	14.52
	14.52
	14.52


	13.97
	13.97
	13.97


	13.54
	13.54
	13.54



	Leverage ratio
	Leverage ratio
	Leverage ratio
	Leverage ratio


	10.66
	10.66
	10.66


	10.62
	10.62
	10.62


	10.04
	10.04
	10.04
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	Independent Auditor’s Report Board of Directors and Stockholders STAR Financial Group, Inc. Fort Wayne, Indiana Report on Financial Statements We have audited the accompanying consolidated financial statements of STAR Financial Group, Inc. (Company) and subsidiaries, which comprise the consolidated balance sheets as of December 31, 2014 and 2013, and the related consolidated statements of income, comprehensive income, changes in stockholders’ equity and cash flows for the years then ended, and the related n
	Independent Auditor’s Report
	Independent Auditor’s Report
	Board of Directors and Stockholders
	Board of Directors and Stockholders

	STAR Financial Group, Inc.
	STAR Financial Group, Inc.

	Fort Wayne, Indiana
	Fort Wayne, Indiana

	Report on Financial Statements
	Report on Financial Statements

	We have audited the accompanying consolidated financial statements of STAR Financial Group, Inc. (Company) and subsidiaries, which 
	We have audited the accompanying consolidated financial statements of STAR Financial Group, Inc. (Company) and subsidiaries, which 
	comprise the consolidated balance sheets as of December 31, 2014 and 2013, and the related consolidated statements of income, compre
	-
	hensive income, changes in stockholders’ equity and cash flows for the years then ended, and the related notes to the financial statements.

	Management’s Responsibility for the Financial Statements
	Management’s Responsibility for the Financial Statements

	Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with 
	Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with 
	 
	accounting principles generally accepted in the United States of America; this includes the design, implementation and maintenance of 
	 
	internal control relevant to the preparation and fair presentation of consolidated financial statements that are free from material 
	 
	misstatement, whether due to fraud or error.

	Auditor’s Responsibility
	Auditor’s Responsibility

	Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We conducted our audits in 
	Our responsibility is to express an opinion on these consolidated financial statements based on our audits.  We conducted our audits in 
	accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform 
	the audit to obtain reasonable assurance about whether the consolidated financial statements are free from material misstatement.

	An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial 
	An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial 
	 
	statements.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of 
	the consolidated financial statements, whether due to fraud or error.  In making those risk assessments, the auditor considers internal 
	 
	control relevant to the Company’s preparation and fair presentation of the consolidated financial statements in order to design audit 
	 
	procedures that are appropriate in the circumstances.  An audit also includes evaluating the appropriateness of accounting policies used 
	 
	and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the 
	 
	consolidated financial statements. 

	 
	 

	We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
	We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

	 
	 

	Opinion
	Opinion

	In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of STAR 
	In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of STAR 
	Financial Group, Inc. and subsidiaries as of December 31, 2014 and 2013, and the results of their operations and their cash flows for the 
	years then ended in accordance with accounting principles generally accepted in the United States of America.

	Report on Other Legal and Regulatory Requirements
	Report on Other Legal and Regulatory Requirements

	We also have examined, in accordance with attestation standards established by the American Institute of Certified Public Accountants, 
	We also have examined, in accordance with attestation standards established by the American Institute of Certified Public Accountants, 
	STAR Financial Group, Inc.’s internal control over financial reporting as of December 31, 2014, based on criteria established in Internal 
	Control – Integrated Framework (1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) and 
	our report dated March 9, 2015, expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial 
	reporting.

	Fort Wayne, Indiana
	Fort Wayne, Indiana
	 
	March 9, 2015


	Figure
	STAR Financial Group, Inc. Consolidated Balance Sheets December 31, 2014 and 2013 (In Thousands Except Share Data)   See Notes to Consolidated Financial Statements 3   2014 2013 Assets   Cash and cash equivalents   Cash and due from banks  $ 27,718  $ 44,112 Interest-bearing demand deposits    130,738   71,725 Total cash and cash equivalents   158,456   115,837 Investment securities available-for-sale   302,579   262,346 Loans held for sale   580   1,022 Loans and leases   1,201,360   1,198,160 Less   Allow
	STAR Financial Group, Inc. Consolidated Statements of Income Years Ended December 31, 2014 and 2013 (In Thousands Except Share Data)  See Notes to Consolidated Financial Statements 4   2014 2013 Interest Income    Interest on loans  $ 50,791  $ 50,926 Interest on investment securities   Taxable   4,680   3,751 Tax exempt   1,175   971 Total interest income   56,646   55,648 Interest Expense   Interest on deposits   2,042   3,182 Interest on short-term borrowings   51   67 Interest on long-term borrowings   
	STAR Financial Group, Inc. Consolidated Statements of Comprehensive Income Years Ended December 31, 2014 and 2013 (In Thousands)   See Notes to Consolidated Financial Statements 5  2014 2013    Net Income  $ 14,025  $ 11,722 Other Comprehensive Income (Loss)   Change in fair value of cash flow hedges, net of taxes of $(148) and $288, for 2014 and 2013, respectively   (287)   558 Unrealized appreciation (depreciation) on available-for-sale securities, net of taxes of $2,466 and $(963), for 2014 and 2013, res
	STAR Financial Group, Inc. Consolidated Statements of Changes in Stockholders’ Equity Years Ended December 31, 2014 and 2013 (In Thousands Except Share Data)   See Notes to Consolidated Financial Statements 6       Accumulated         Other             Common Capital Retained Comprehensive Treasury    Stock Surplus Earnings Loss Stock Total Balance, January 1, 2013   $ 7,359  $ 6,712   $ 183,448   (5,977)  $ (35,580)  $ 155,962 Net income       11,722     11,722 Other comprehensive loss       (349)    (349)
	STAR Financial Group, Inc. Consolidated Statements of Cash Flows Years Ended December 31, 2014 and 2013 (In Thousands)   See Notes to Consolidated Financial Statements  7   2014 2013 Operating Activities   Net income   $ 14,025  $ 11,722 Items not requiring (providing) cash   Provision for loan and lease losses   331   3,750 Net gain from sale of loans   (1,536)   (3,720) Origination of loans for sale   (38,882)   (131,120) Proceeds from sale of loans   40,860   137,524 Increase in value of bank owned life 
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    8 Note 1: Nature of Operations and Summary of Significant Accounting Policies Nature of Operations STAR Financial Group, Inc. (STAR or the Company) is a bank holding company whose principal activity is the ownership and management of its wholly owned subsidiaries, STAR Financial Bank (Bank), STAR Insurance Agency (Insurance Agency), and STAR Captive Insurance (Ca
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    9 Management’s general practice is to proactively charge down loans individually evaluated for impairment to the fair value of the underlying collateral.  Consistent with regulatory guidance, charge-offs on all loan segments are taken when specific loans, or portions thereof, are considered uncollectible.  The Company’s policy is to promptly charge these loans of
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    10 In the course of working with borrowers, the Company may choose to restructure the contractual terms of certain loans.  In this scenario, the Company attempts to work-out an alternative payment schedule with the borrower in order to optimize collectability of the loan.  Any loans that are modified are reviewed by the Company to identify if a troubled debt rest
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    11 Servicing fee income is recorded for fees earned for servicing loans.  The fees are based on a contractual percentage of the outstanding principal or a fixed amount per loan and are recorded as income when earned.  The amortization of mortgage servicing rights is netted against loan servicing fee income. Transfers of Financial Assets Transfers of financial ass
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    12  Amortized Cost Gross Unrealized Gains Gross Unrealized Losses Fair Value December 31, 2013 U.S. Treasury and agency securities  $ 42,830  $ 23  $ 367  $ 42,486 Obligations of states and political subdivisions   58,817   1,184   1,706   58,295 Mortgage-backed GSE residential   146,439   1,181   2,477   145,143 Equity security   81   25   —   106 Pooled trust p
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    13 U.S. Treasury and Agency Securities The unrealized losses on the Company’s investments in direct obligations of U.S. Treasury and agency securities were caused by interest rate changes.  The contractual terms of those investments do not permit the issuer to settle the securities at a price less than the amortized cost basis of the investments.  Because the Com
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    14 Note 4: Loans and Allowance for Loan and Lease Losses STAR’s business activity is primarily with customers located in north central and northeast Indiana.  The loan portfolio is diversified by type and industry.  Collateral requirements for each loan are based upon the credit evaluation of each transaction. Classes of loans at December 31, include:  2014 2013 
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	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	22


	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    15 secured by a subordinate interest in 1-4 family residences.  Consumer personal, leases and other loans are secured by consumer personal assets, such as automobiles or recreational vehicles.  Some consumer personal loans are unsecured, such as small installment loans and certain lines of credit.  Repayment of these loans is primarily dependent on the personal i
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    16  Internal Risk Categories Loan grades are numbered 1 through 10.  Grades 1 through 6 are considered satisfactory grades.  The grade of 7, or Watch, represents loans of lower quality and is considered criticized.  The grades of 8, or Substandard, and 9, or Special Mention, and 10, or Loss, refer to assets that are classified.  The use and application of these g
	STAR Financial 2014 Annual Report   
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    17 The following tables present the Company’s loan portfolio aging analysis of the recorded investment in loans as of December 31, 2014 and 2013:  2014  30-59 Days Past Due 60-89 Days Past Due Greater Than 90 Days Total Past Due Current Total Loans Total Loans > 90 Days and Accruing Commercial and industrial  $ 1,328  $ 61  $ 711  $ 2,100  $ 475,207  $ 477,307  $
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    18   2013  Recorded Balance Unpaid Principal Balance Specific Allowance Average Investment in Impaired Loans Interest Income Recognized       Loans without a specific valuation allowance      Commercial and industrial  $ 1,526  $ 2,287  $ —  $ 1,634  $ 76 Commercial real estate   14,514   16,578   —   21,054   362 Loans with a specific valuation allowance      Co
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	26


	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    19 Newly restructured loans by type of modification:  2014  Interest Only Term Combination Total Modification      Commercial and industrial  $ —  $ 327  $ —  $ 327 Commercial real estate   —   27   —   27 Consumer     Consumer, home equity lines of credit   —   41   —   41   $ —  $ 395  $ —  $ 395   2013  Interest Only Term Combination Total Modification      Co
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    20 Note 6: Loan Servicing Mortgage loans serviced for others are not included in the accompanying consolidated balance sheets.  The unpaid principal balances of mortgage loans serviced for others were approximately $445,428,000 and $467,378,000 at December 31, 2014 and 2013, respectively. Custodial escrow balances maintained in connection with the foregoing loan 
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    21 Securities sold under agreements to repurchase consist of obligations of the Company to other parties.  The obligations are secured primarily by municipal and U.S. Government securities and such collateral is held in safekeeping by third parties.  Agreements with a maturity of one year or less are included in short-term borrowings, while those with a maturity 
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    22 Note 12: Income Tax Expense The Company files income tax returns in the U.S. federal jurisdiction and various states and local jurisdictions.  With a few exceptions, the Company is no longer subject to U.S. federal, state and local or income tax examinations by tax authorities for years before 2011.    Income tax provision is summarized as follows:  2014 2013 
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    23 purchase the shares over a five-year period.  The amount of payment is based upon the value at the time of payment.  In the event that the ESOP does not have sufficient cash available, STAR is required to purchase such shares at the same value.  STAR also has a Section 401(k) savings plan for substantially all employees.  The savings plan provides that STAR ma
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    24  Cash Flow Hedges Location of Gain (Loss) Reclassified from AOCI into Income Amount of Gain (Loss) Reclassified from AOCI into Income Amount of Gain (Loss) Recognized in OCI 2014 2013 2014 2013         Interest rate contracts Noninterest income – Other  $ —  $ —  $ 435  $ 846   Derivatives Not Designated  as Hedging Instruments Location of Gain (Loss)  Recogni
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    25 Financial instruments whose contract amounts represent credit risk at December 31:  2014 2013 Commitments to extend credit  $ 433,249  $ 416,163 Standby letters of credit   10,452   7,078 Forward sale commitments   2,254   3,580  STAR’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commitments to exte
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    26  Actual Minimum Capital Requirement Minimum to Be Well Capitalized Under Prompt Corrective Action Provisions   Amount Ratio Amount Ratio Amount Ratio        As of December 31, 2013       Total capital (to risk weighted assets)       Consolidated  $ 194,675   13.97%  $ 111,493   8.00%   N/A   N/A STAR Financial Bank   186,629   13.46   110,898   8.00  $ 138,622
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    27    2013   Fair Value Measurements Using  Fair Value Quoted Prices in Active Markets for Identical Assets (Level 1) Significant Other Observable Inputs (Level 2) Significant Unobservable Inputs (Level 3)      Cash Equivalents     Money market mutual funds  $ 6,032  $ 6,032  $ —  $ —      Available-for-Sale Securities     U.S. Treasury and agency securities   42
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    28  Pooled Trust Preferred Securities Interest Rate Swap Asset Interest Rate Swap Liability     Total realized and unrealized gains and (losses)      Included in net income  $ —  $ 177  $ (177) Included in other comprehensive income   2,111   (172)   (263)     Balance, December 31, 2014  $ 18,427  $ 1,518  $ (1,781)     Total gains or (losses) for 2014 included i
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	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    29 Mortgage servicing rights are tested for impairment on a monthly basis.  The Finance department measures mortgage servicing rights through the use of a third-party application.  Rates are obtained from various external sources are reviewed by the Accounting Manager.  The model is tested monthly using baseline data to check its accuracy. Other Real Estate Owned
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	37


	Notes to Consolidated Financial Statements STAR Financial Group, Inc. December 31, 2014 and 2013 (Table Dollars in Thousands Except Share Data)    30 For homogeneous categories of loans, such as mortgage loans held for sale, fair value is estimated using the quoted market prices for securities backed by similar loans, adjusted for differences in loan characteristics. Loans and Leases, net For variable rate loans that reprice frequently and with no significant change in credit risk, fair values are based on 
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	38


	ATM
	Board of Directors
	Board of Directors
	Board of Directors

	& Executive Team
	& Executive Team


	STAR Financial Bank
	STAR Financial Bank
	STAR Financial Bank

	BOARD OF DIRECTORS
	BOARD OF DIRECTORS

	John R. Brooks
	John R. Brooks
	 
	Dr. Jerry L. House

	Michael Langellier
	Michael Langellier

	John W. Lefever
	John W. Lefever
	 
	James C. Marcuccilli, President & CEO

	Thomas M. Marcuccilli
	Thomas M. Marcuccilli

	Joe Martin
	Joe Martin

	Owen B. Melton Jr.
	Owen B. Melton Jr.

	Melissa Proffitt Reese
	Melissa Proffitt Reese

	Steven F. Walker
	Steven F. Walker

	Bernadine L. Wallace
	Bernadine L. Wallace

	John W. Whiteleather
	John W. Whiteleather

	C. Robin Wright
	C. Robin Wright

	Thomas W. Wright, Chairman
	Thomas W. Wright, Chairman

	EXECUTIVE OFFICERS
	EXECUTIVE OFFICERS

	J. Benjamin Campbell, Executive Vice President,
	J. Benjamin Campbell, Executive Vice President,

	  Commercial Banking
	  Commercial Banking

	David D. Cornwell, General Counsel
	David D. Cornwell, General Counsel

	Keith E. Davis, President, STAR Wealth Management
	Keith E. Davis, President, STAR Wealth Management

	Paula S. Stinson, Senior Vice President,
	Paula S. Stinson, Senior Vice President,

	  Human Resources
	  Human Resources

	Karen F. Gregerson, Senior Vice President,
	Karen F. Gregerson, Senior Vice President,

	  Chief Financial Officer
	  Chief Financial Officer

	James C. Marcuccilli, President,
	James C. Marcuccilli, President,

	  Chief Executive Officer
	  Chief Executive Officer

	Kristin M. Marcuccilli, Senior Vice President,
	Kristin M. Marcuccilli, Senior Vice President,

	  Chief Operating Officer
	  Chief Operating Officer

	Thomas M. Marcuccilli, President,
	Thomas M. Marcuccilli, President,

	  STAR Financial Group
	  STAR Financial Group

	Joe Martin, President, North Region
	Joe Martin, President, North Region

	William R. Wingrove, Executive Vice President,
	William R. Wingrove, Executive Vice President,

	  Chief Credit Officer
	  Chief Credit Officer

	Thomas W. Wright, Chairman,
	Thomas W. Wright, Chairman,

	  President Community Banking Group
	  President Community Banking Group

	REGION PRESIDENTS
	REGION PRESIDENTS

	Joe Martin, North Region
	Joe Martin, North Region
	 
	John L. McCreary, South Region

	Thomas R. Miller, East Region
	Thomas R. Miller, East Region

	Joshua R. Peters, West Region
	Joshua R. Peters, West Region


	STAR Financial Group
	STAR Financial Group
	STAR Financial Group

	BOARD OF DIRECTORS
	BOARD OF DIRECTORS

	James C. Marcuccilli
	James C. Marcuccilli
	 
	Thomas M. Marcuccilli, Chairman
	 
	Kenneth A. Wright
	 
	Robert L. Wright
	 
	Thomas W. Wright

	EXECUTIVE OFFICERS
	EXECUTIVE OFFICERS

	Thomas M. Marcuccilli, Chairman, President
	Thomas M. Marcuccilli, Chairman, President
	 
	Robert L. Wright, Vice Chairman
	 
	James C. Marcuccilli, Executive Vice President
	 
	Karen F. Gregerson, CFO, Investment Officer
	 
	David D. Cornwell, General Counsel, Secretary/Treasurer

	STAR Insurance Agency
	STAR Insurance Agency

	BOARD OF DIRECTORS
	BOARD OF DIRECTORS

	Joe Martin, Chairman
	Joe Martin, Chairman

	John W. Lefever, President
	John W. Lefever, President

	James C. Marcuccilli
	James C. Marcuccilli

	Thomas W. Wright
	Thomas W. Wright

	EXECUTIVE OFFICER
	EXECUTIVE OFFICER

	David D. Cornwell
	David D. Cornwell

	2015 Annual Meeting
	2015 Annual Meeting

	The Annual Meeting of the Shareholders of STAR 
	The Annual Meeting of the Shareholders of STAR 
	 
	Financial Group occurs on Wednesday, May 27, 2015 at 
	 
	10 a.m. at STAR Financial Group’s Corporate Office at 
	 
	127 West Berry Street, 2nd floor, Fort Wayne, Indiana.


	Figure
	Link
	Figure

	STAR Financial Group, Inc.
	STAR Financial Group, Inc.
	STAR Financial Group, Inc.
	 
	Corporate Office

	127 W. Berry Street
	127 W. Berry Street
	 
	Fort Wayne, Indiana 46802

	(260) 428-7000
	(260) 428-7000

	starfinancial.com
	starfinancial.com


	MEMBER FDIC |         EQUAL HOUSING LENDER 
	MEMBER FDIC |         EQUAL HOUSING LENDER 
	MEMBER FDIC |         EQUAL HOUSING LENDER 
	© 2015 STAR FINANCIAL GROUP              0415AR


	Figure
	Figure
	Proud to be 
	Proud to be 
	Proud to be 
	 
	your local bank.


	Figure
	Figure
	Figure
	Figure

	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	STAR Financial 2014 Annual Report   
	1


	See Notes to Consolidated Financial Statements
	See Notes to Consolidated Financial Statements
	See Notes to Consolidated Financial Statements






