#2013-112
AGREEMENT BY AND BETWEEN
Commonwealth Bank, FSB
Mount Sterling, Kentucky
and
The Comptroller of the Currency

Commonwealth Bank, FSB, Mount Sterling, Kentucky (“Bank”) and the Comptroller of
the Currency of the United States of America (“Comptroller”) wish to protect the interests of the
depositors and other customers of the Bank, and, toward that end, wish the Bank to operate
safely and soundly and in accordance with all applicable laws, rules and regulations.

The Comptroller has found unsafe and unsound banking practices and violations of
regulations relating to capital planning, profitability, insider lending, conflicts of interest,
information technology, internal controls, and internal audit at the Bank.

In consideration of the above premises, it is agreed, between the Bank, by and through its
duly elected and acting Board of Directors (“Board”), and the Comptroller, through his
authorized representative, that the Bank shall operate at all times in compliance with the articles
of this Agreement.

Article |

JURISDICTION

(1)  This Agreement shall be construed to be a “written agreement entered into with

the agency” within the meaning of 12 U.S.C. § 1818(b)(1).

(2)  This Agreement shall be construed to be a “written agreement between such
depository institution and such agency” within the meaning of 12 U.S.C. § 1818(e)(1) and
12 U.S.C. § 1818(i)(2).

3) This Agreement shall be construed to be a “formal written agreement” within the

definition of “Troubled condition” at 12 C.F.R. § 163.555. See 12 U.S.C. § 1831i.



4 This Agreement shall be construed to be a “written agreement” within the
meaning of 12 U.S.C. § 1818(u)(1)(A).

(5) Unless otherwise informed in writing by the Comptroller, all programs, reviews,
or plans which the Bank or Board has agreed to submit to the Assistant Deputy Comptroller
pursuant to this Agreement shall be forwarded to the:

Assistant Deputy Comptroller

Louisville Field Office

10200 Forest Green Boulevard, Suite 501
Louisville, Kentucky 40223-5165

Article Il

CAPITAL PLAN

1) Within sixty (60) days of the date of this Agreement, the Board shall develop and
implement an effective internal capital planning process to assess the Bank’s capital adequacy in
relation to its overall risks and to ensure maintenance of appropriate capital levels. The capital
planning process shall be consistent with OCC Bulletin 2012-16 (Guidance for Evaluating
Capital Planning and Adequacy) (June 7, 2012), and shall ensure the integrity, objectivity, and
consistency of the process through adequate governance. The Board shall document the initial
capital planning process and thereafter review and document the capital planning process at least
annually or more frequently if requested by the Assistant Deputy Comptroller in writing.

(2)  Within ninety (90) days of the date of this Agreement, the Board shall forward to
the Assistant Deputy Comptroller for his review, pursuant to paragraph four (4) of this Article, a
written Capital Plan for the Bank covering at least a two-year period. Except as provided in
paragraph three (3) of this Article, the written Capital Plan shall, at a minimum:

@ include specific plans for the maintenance of adequate capital;



(b) identify and evaluate all material risks;

(c) determine the Bank’s capital needs in relation to material risks and
strategic direction;

(d) identify and establish a strategy to strengthen capital if necessary and
establish a contingency or back-up capital plan commensurate with the
Bank’s overall risk and complexity;

(e) include detailed quarterly financial projections; and

()] include specific plans detailing how the Bank will comply with restrictions
or requirements set forth in this Agreement that will have an impact on the
Bank’s capital.

3 If the Bank’s written Capital Plan outlines a merger of the Bank, the written
Capital Plan shall only address the steps that will be taken and the associated timeline to ensure
that within ninety (90) days after the receipt of the Assistant Deputy Comptroller’s written
determination of no supervisory objection to the written Capital Plan, a definitive agreement for
the merger is executed.

4) Prior to adoption by the Board, a copy of the Bank’s written Capital Plan shall be
submitted to the Assistant Deputy Comptroller for prior written determination of no supervisory
objection. The Board shall review and update the Bank’s written Capital Plan at least annually
and more frequently if required by the Comptroller in writing. Revisions to the Bank’s written
Capital Plan shall be submitted to the Assistant Deputy Comptroller for a prior written
determination of no supervisory objection. At the next Board meeting within fifteen (15) days
following receipt of the Assistant Deputy Comptroller’s written determination of no supervisory

objection, the Board shall adopt and the Bank (subject to Board review and ongoing monitoring)



shall implement and thereafter ensure adherence to the written Capital Plan and any amendments
or revisions thereto.

5) At least monthly, the Board shall review detailed financial reports, budget
comparisons, and earnings analyses that evaluate the Bank’s performance against the goals and
objectives established in the written Capital Plan, as well as the Bank’s written explanation of
significant differences between the actual and projected balance sheet, income statement, and
expense accounts, including descriptions of extraordinary and nonrecurring items. This review
shall include a description of the actions the Board will require the Bank to take to address any
deficiencies.

(6) At least quarterly, the Board shall prepare a written evaluation of the Bank’s
performance against the written Capital Plan, which shall include a description of the actions the
Board will require the Bank to take to address any deficiencies. The Board’s monthly reviews
and preparation of the quarterly written evaluations shall be documented in the Board meeting
minutes.

@) The Board shall forward a copy of these monthly reviews and quarterly written
evaluations and Board meeting minutes to the Assistant Deputy Comptroller within ten (10) days
of completion of the quarterly written evaluations.

(8) The Board shall submit to the Assistant Deputy Comptroller annual
comprehensive budgets for each year this Agreement remains in effect. The budget for each year

shall be submitted on or before November 30 of the preceding year.

Article 111

CONFLICT OF INTEREST POLICY

(1)  Within sixty (60) days, the Board shall adopt, implement, and thereafter ensure



Bank adherence to a written, comprehensive conflict of interest policy applicable to the Bank’s

directors, executive officers, and employees (collectively, “Insiders”) and related interests of

such Insiders. The policy, in addition to defining a conflict of interest, shall address:

(a)

(b)

(©)

(d)

()

(f)

avoidance of conflicts of interest and breaches of fiduciary duty, and the
appearance of conflicts of interest;

involvement in the loan approval process of Insiders who may benefit
directly or indirectly from the decision to grant credit;

disclosure of actual and potential conflicts of interest to the Board, and
periodic disclosure of “related interests” as defined by 12 C.F.R. Part 215;
requirements for arms-length dealing in any transactions by Insiders, or
their related interests, involving the Bank’s sale, purchase, or rental of
property and services;

disclosure of any Insider’s material interest in the business of a borrower,
a loan applicant, or other customer of the Bank; and

restrictions on and disclosure of receipt of anything of value by Insiders,
directly or indirectly, from borrowers, loan applicants, other customers, or

suppliers of the Bank.

(2 Upon adoption, a copy of this conflict of interest policy shall be forwarded to the

Assistant Deputy Comptroller for review.

3) Within sixty (60) days, the Board shall conduct a review of the Bank’s existing

relationships with its directors, executive officers, employees and their related interests for the

purpose of identifying relationships not in conformity with the policy. The Board shall ensure

that:



@) any nonconforming relationships are brought into conformity with the
policy within sixty (60) days; and
(b) that within sixty (60) days the Bank is properly reimbursed for:
Q) any excess or improper payments to Insiders and their related
interests; and
(i) any excess or improper payments for services provided by Insiders
and their related interests.
4 Thereafter, the Board shall review all proposed transactions, or modifications of
existing relationships, between the Bank and any of its directors, executive officers, employees,
and their related interests. Documentation supporting these reviews shall be in writing and

preserved in the Bank.

Article IV

INTERNAL CONTROLS

1) Within sixty (60) days, the Board shall develop, implement and thereafter ensure
Bank adherence to a written program to establish internal controls to safeguard and manage Bank
assets and ensure Bank resources are only used for legitimate business purposes.

(2 At a minimum, this written program shall require the review and written approval
of all business expenses or reimbursements for travel, entertainment or similar expenses or
reimbursements made to a director or employee of the Bank. Approval shall be made by two
directors, neither of whom incurred the expense submitted or is a family member of the director
or employee that submitted the expense (“disinterested directors™). If there are not two

disinterested directors, then approval shall be made by a majority of the Board. For purposes of



this Article, family members are defined as children, parents, spouses, siblings, aunts, uncles, or
grandparents, whether related by blood, marriage, or adoption.
3 The Board shall ensure that there are centralized records of all business expenses
paid in a form and manner that will enable easy, independent review. These records shall:
@) specify the names of the parties to the transaction other than the Bank; and

(b) detail the nature and the legitimate business purpose of the expense.

Article V

INFORMATION TECHNOLOGY

1) Within ninety (90) days, the Board shall develop, implement, and thereafter
ensure adherence to a comprehensive, written information security program to ensure the safety
and soundness of its operations and to support the Bank’s efforts to comply with 12 C.F.R. Part
170, Appendix B. The Bank’s information security program shall include administrative,
technical, and physical safeguards to protect the security, confidentiality, and integrity of
customer information. The information security program shall be consistent with the security
process described in the “Information Security” and “Operations” booklets of the Federal

Financial Institutions Examination Council (“FFIEC™) Information Technology Examination

Handbook. At a minimum, the information security program shall include:

@ a corporate-wide assessment of the risks to its customer information or
customer information systems and a written report evidencing such
assessment. The assessment shall include:

Q) the identification of reasonably foreseeable internal and external

threats that could result in unauthorized disclosure, misuse,



alteration, or destruction of customer information or customer
information systems;

(i) anassessment of the likelihood and potential damage of these
threats, taking into consideration the sensitivity of customer
information; and

(i) an assessment of the sufficiency of policies, procedures, customer
information systems, and other arrangements in place to control
risks.

(b) a process to monitor and control the identified risks, commensurate with
the sensitivity of the information as well as the complexity and scope of
bank activities; and

(c) a test plan that provides for regular testing of key controls, systems and
procedures of its information security program. The frequency and nature
of such tests shall be determined by the risk assessment. Such tests shall
be conducted or reviewed by independent third parties or staff independent
of those who develop or maintain the information security program.

2 Within ninety (90) days, the Board shall develop and implement a formal
enterprise-wide business continuity process that complies with the requirements set forth in the

“Business Continuity Planning” booklet of the FFIEC Information Technology Examination

Handbook. Ata minimum, the business continuity process shall include:

@) a business impact analysis that includes:



Q) the identification of the potential impact of uncontrolled, non-
specific events on the institution’s business processes and its
customers; and

(i) anestimation of the maximum allowable downtime and acceptable
levels of data, operations, and financial losses.

(b) a risk assessment process that includes:

Q) the prioritization of potential business disruptions based upon
severity and likelihood of occurrence;

(i) a gap analysis comparing the institution’s existing business
resumption plans, if any, to what is necessary to achieve recovery
time and point objectives; and

(iii)  an analysis of threats based upon the impact on the institution, its
customers, and the financial markets, not just the nature of the
treat.

(©) a risk management process that includes the development of a written,
enterprise-wide business continuity plan (BCP); and
(d) a risk monitoring process that includes:

Q) testing of the BCP on at least an annual basis;

(i) independent audit and review of the BCP; and

(iii)  updating the BCP based upon changes to personnel and the internal
and external environments.

3) The Board shall provide a quarterly written progress report on each of the

requirements of this Article to the Assistant Deputy Comptroller.



Article VI

INTERNAL AUDIT

1) Within ninety (90) days, the Board shall adopt, implement, and thereafter ensure
Bank adherence to an independent, internal audit program covering all areas of the Bank,
sufficient to:

@) detect irregularities and weak practices in the Bank’s operations;

(b) determine the Bank’s level of compliance with all applicable laws, rules
and regulations;

(c) assess and report the effectiveness of policies, procedures, controls, and
management oversight relating to accounting and financial reporting;

(d) evaluate the Bank’s adherence to established policies and procedures, with
particular emphasis directed to the Bank’s adherence to its loan policies
concerning underwriting standards and problem loan identification and
classification; and

(e) establish an annual audit plan using a risk based approach sufficient to
achieve these objectives.

2 As part of this audit program, the Board shall evaluate the audit reports of any
party providing services to the Bank, and shall assess the impact on the Bank of any audit
deficiencies cited in such reports.

3) The Board shall ensure that the audit function is supported by an adequately
staffed department or outside firm, with respect to both the experience level and number of the

individuals employed.

10



4 The Board shall ensure that the audit program is independent. The persons
responsible for implementing the internal audit program described above shall report directly to
the Board, which shall have the sole power to direct their activities. All reports prepared by the
audit staff shall be filed directly with the Board and not through any intervening party, including
any individual who is a director.

5) All audit reports shall be in writing. The Board shall ensure that immediate
actions are undertaken to remedy deficiencies cited in audit reports, and that auditors maintain a
written record describing those actions.

(6) The audit staff shall have access to any records necessary for the proper conduct
of its activities. The Comptroller shall have access to all reports and work papers of the audit
staff and any other parties working on its behalf.

@) Upon adoption, a copy of the internal audit program shall be promptly submitted

to the Assistant Deputy Comptroller for review and determination of no supervisory objection.

Article VII

CONTINGENCY FUNDING PLAN

(1) Within sixty (60) days, the Board shall adopt a comprehensive Bank-specific
Contingency Funding Plan consistent with the guidelines set forth in the “Liquidity” booklet of
the Comptroller’s Handbook and the Interagency Policy Statement on Funding and Liquidity
Risk Management, OCC Bulletin 2010-13, March 22, 2010. The plan shall be written and shall,
at a minimum, include:

@ a statement of the Board’s strategy for maintaining adequate sources of
stable funding given the Bank’s anticipated liquidity and funding needs;

(b) a definition of a liquidity crisis for the Bank;

11



(©) an identification of early warning liquidity triggers;

(d) an explicit quantification of the sources and uses of liquidity in stressed
scenarios that correspond to the early warning liquidity triggers;

(e) detailed action plans to identify and obtain sources of liquidity to meet
projected shortfalls;

() an identification of responsible bank personnel to declare, manage, and
resolve a liquidity crisis;

(9) an internal and external communication process, including a process for
reporting to the Board, for disseminating relevant information; and

(h) a process of regular testing to ensure that the plan is operationally sound,
including periodic testing of unused funding sources.

(2 Upon adoption, the Board shall submit a copy of the Contingency Funding Plan,
or any subsequent amendments or changes to that Plan, to the Assistant Deputy Comptroller for
determination of no supervisory objection. Upon receiving a determination of no supervisory
objection from the Assistant Deputy Comptroller, the Board shall implement and thereafter ensure

adherence to the program.

Article VIII

VIOLATIONS OF LAW

1) The Board shall immediately take all necessary steps to ensure that Bank
management corrects each violation of law, rule or regulation cited in the April 30, 2012 Report
of Examination (“ROE”) and in any subsequent Report of Examination. The quarterly progress
reports required by Article 1X of this Agreement shall include the date and manner in which each

correction has been effected during that reporting period.

12



2 Within sixty (60) days, the Board shall adopt, implement, and thereafter ensure
Bank adherence to specific procedures to prevent future violations as cited in the ROE and shall
adopt, implement, and ensure Bank adherence to general procedures addressing compliance
management which incorporate internal control systems and education of employees regarding
laws, rules and regulations applicable to their areas of responsibility.

3 Upon adoption, a copy of these procedures shall be promptly forwarded to the

Assistant Deputy Comptroller.

Article I1X

PROGRESS REPORTING - QUARTERLY

Q) The Board shall submit quarterly progress reports to the Assistant Deputy
Comptroller. These reports shall set forth in detail:
@) actions taken to comply with each Article of the Agreement;
(b) results of those actions; and
(©) a description of the actions needed to achieve full compliance with each
Article of this Agreement.
(2 The progress reports shall also include any actions initiated by the Board and the
Bank pursuant to the criticisms and comments in the ROE or in any subsequent Report of
Examination.
3) The first progress report shall be submitted for the period ending March 31, 2013
and will be due within fifteen (15) days of that date. Thereafter, progress reports will be due

within fifteen (15) days after the quarter end.

13



Article X

CLOSING
(1) Although the Board has agreed to submit certain programs and reports to the Assistant

Deputy Comptroller for review or prior written determination of no supervisory objection, the
Board has the ultimate responsibility for proper and sound management of the Bank.

(2) It is expressly and clearly understood that if, at any time, the Comptroller deems it
appropriate in fulfilling the responsibilities placed upon him/her by the several laws of the United
States of America to undertake any action affecting the Bank, nothing in this Agreement shall in
any way inhibit, estop, bar, or otherwise prevent the Comptroller from so doing.

(3) Any time limitations imposed by this Agreement shall begin to run from the effective
date of this Agreement. Such time requirements may be extended in writing by the Assistant
Deputy Comptroller for good cause upon written application by the Board.

(4) The provisions of this Agreement shall be effective upon execution by the parties
hereto and its provisions shall continue in full force and effect unless or until such provisions are
amended in writing by mutual consent of the parties to the Agreement or excepted, waived, or
terminated in writing by the Comptroller.

(5) Each citation or referenced guidance included in this Order includes any subsequent
guidance that replaces, supersedes, amends, or revises the cited law, regulation, or guidance.

(6) In each instance in this Agreement in which the Board is required to ensure adherence
to, and undertake to perform certain obligations of the Bank, it is intended to mean that the Board
shall:

@) authorize and adopt such actions on behalf of the Bank as may be
necessary for the Bank to perform its obligations and undertakings under
the terms of this Agreement;

14



(b) ensure that the Bank has the processes, personnel, and control systems to
ensure implementation of and adherence to the Articles of this Agreement;

(c) require the timely reporting by Bank management of such actions directed
by the Board to be taken under the terms of this Agreement;

(d) follow-up on any non-compliance with such actions in a timely and
appropriate manner; and

(e) require corrective action be taken in a timely manner of any non-
compliance with such actions.

(7) This Agreement is intended to be, and shall be construed to be, a supervisory “written
agreement entered into with the agency” as contemplated by 12 U.S.C. 8 1818(b)(1), and
expressly does not form, and may not be construed to form, a contract binding on the Comptroller
or the United States. Notwithstanding the absence of mutuality of obligation, or of consideration,
or of a contract, the Comptroller may enforce any of the commitments or obligations herein
undertaken by the Bank under his supervisory powers, including 12 U.S.C. § 1818(b)(1), and not
as a matter of contract law. The Bank expressly acknowledges that neither the Bank nor the
Comptroller has any intention to enter into a contract. The Bank also expressly acknowledges
that no officer or employee of the Office of the Comptroller of the Currency has statutory or other
authority to bind the United States, the U.S. Treasury Department, the Comptroller, or any other
federal bank regulatory agency or entity, or any officer or employee of any of those entities to a
contract affecting the Comptroller’s exercise of his supervisory responsibilities. The terms of this
Agreement, including this paragraph, are not subject to amendment or modification by any
extraneous expression, prior agreements or prior arrangements between the parties, whether oral

or written.

15



IN TESTIMONY WHEREOF, the undersigned, authorized by the Comptroller, has

hereunto set his hand on behalf of the Comptroller.

/sl 1-8-13

Curtis D. Schuman Date
Assistant Deputy Comptroller
Louisville Field Office
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IN TESTIMONY WHEREOF, the undersigned, as the duly elected and acting Board of

Directors of the Bank, have hereunto set their hands on behalf of the Bank.

/sl

January 8, 2013

Lucion Clemons

/sl

Date

1-8-13

William Lane

/sl

Date

1-8-13

William P. Rison

/sl

Date

1-8-13

Curt Steger

/sl

Date

1-8-13

Ryan Steger

Date
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