SUPERVISORY AGREEMENT

[

s Supervisory Agreementi ("Agreement") 1s made and is effective

February, 1999 {(the "BEffective Date”;, by and between
Unired Fidelity Bank, Isb {(the "Bankv"}, a federally chartered stock
association, having its main office ' curth Street,
Pvansvilis, Indiana and the Qffice {"oTS8" ), an
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office within the United States Department of the Treasury, havin
principal executive offices located at 1700 G Street, N.W.,
Washingron, D.C., acting through its Central Regional Director or his
designee {(“Regional Director”;).

WHEREAS, the OT8 is the primary federal regulator of the Bank;

WHEREAS, based on the Report of Examinabion dated May 11, 1998,
{"RCOE"}, the 0TS is of the opinion that the Bank has engaged in acts
and practices that: (1) have resulted in violations of certain of the
lawg or regulations to which the Bank iz subject and/or (ii} are
considered to be unsafe and unsound; and

WHEREAS, the OTS is of the opinion that grounds exist for the
initiation of administrative proceedings against the Bank; and

WHEREAS, the OTS is of the view that it 1s appropriate to take
measures intended to ensure that the Bank will: (i) comply with all
appiicable laws and regulations and {(ii) engage in safe and sound
practices; and

WHEREAZ, the Bank, acting through its Board of Directors {the
"Roard®) without admitting or denving any viclations of laws or
G b

regqulations and/or unsafe and unsound es Lo cooperate
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CORRECTIVE PROVISIONS

i. Credivy Cuaslity

B.

nagement to develop a writtaen
1 goals apnd a timetable, for the

, and criticized assetrs to a
onable level. The plan ghall set a target level of
to core capltal plus Aliowance for Loan

S0
assified ass g
and I.eeage Loss [(“ALLLs”) of 50% or less by December 31,
1999, WwWithin 30 davse of the Effective Date, this plan shall
e submitted To the Reglional Director or his designee for
review and approval. After the plan has been approved by
the OTS, the Board shall immediately implement and adhere to
the plan.

The Hoard shall submit a written report Lo the Regional
Director or his designee regarding classified assets within
30 days of the end of each gquarter, beginning with the
quarter ended March 31, 1%99. The report shall provide a
narrative description of workout efforts for each classiiied
and criticized asser with a book balance of $200,000 or
greater. The report shall itemize classified agsets below
$200,000. At a minimum, the report shall note gross and net
book wvalue, appraised value, delinguency status, and workout

plans.

On a quarterly basis, the Board shall require management Lo
classify assets and submit to the Board a report of these
clasgifications. The report shall include, at a minimum,
the asset classified, exposure, clagsification assigned,
security (if a loan), appraised value, the reason for
classification and workout efforts. The report shall also
provide a total for all classified assets and the ratic of
clasgifications to capital and ALLLs.

The Board shall require management to establish and maintain
a level of ALLLs adeguate to buffer the risk in the loan
portfolic. Additionally, adeguate general reserves must
also be maintained at a level sulficient to bhuffer the risk
in the remaining asset portiolics. The Board must certily

in its minutes tLhat a review was made of the ALLLs and
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Lest fo She adegquacy oL ita level.  muun review shall oe

poerformed on at least a quarterly Dasis.

of the Effective Date, the Bz not make, Invest

any additional
loans, including

in, purchase, or commit Lo make

commercial loans or commeraial

commercial nonmortgage loans, multifamily mortgage loans,
nonresidential mortgage loans, iand development. loans, and
letters of credit (“Commercial Loans®) . (Classified or
criticized Commercial Loans may be refinanced or extended
only with the prior written approval of the Regional
Director or his designee. The Bank nmay refinance at market

terms non-classified and non-delinguent existing Commercial
Loans where no additional funds are extended or no
additional exposure 1s granted to the borrower.

Before the Bank makes a request to resume commercial and
commercial real estate lending activities, the Board must
establish the ability of management to prudently manage,
underwrite, monitor, administer and account for this
activity. The following items must also be completed:

i) The Bank’s high risk loan portfolios must be below
targeted concentration limits established by the Board

in the revised strategic plan as required in Section IV

of this Agreement .

ii} The Bank must assemble an appropriately experienced
staff to prudently and effectively monitor the current
loan and investment portiolios, and must ensure
staffing is appropriate to conduct future activities.

1ii) At a minimum, in addition to current staffing, the Bank
must add an experienced credit analyst for both
commercial and commercial real estate lending and
assenble an experienced administration and monitoring
staff. Also, the Board must waintain an appropriacely
experienced staff of commercial and commerclal real
egstate lending officers.

The Bank shall not increase itsg consumer loan portiolio
Lor written

e

ahove 25% of its total assets, without
proval of the Regional Director or

Lgnee. The
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distribution” is detfined at 12 C.F.:

Strategic Plan

Within 60 davs of the Effective Date, the Board shall
prepare and submit, for rveview and approval by the Reagional
Director or his designee, a written strategic plan. Once
approved by the Regional Director ox his designee, the Hank shall
not deviate from the approved plan without prior approval from
the Regional Director or his designee. The plan shall, al a
minimuam, 1include the following:

A. Fgtablish minimum tangible, core, and risk-based capital
targets consistent with the Bank’s risk profile. These
targets shall be sufficient to buffer the risk from the high
level of classifications, significant concentration in high
risk assets, and other risks posed by the balance sheet and
management .

B. Project a quarterly balance sheet and a quarterly income
statement for a three year time period.

. Establish gspecific strategies for the Bank, giving due
consideration to current portfolio risks, staff expertise,

and capital adequacy.

D. Establish concentration limits for all assets. In
particular, the Beard shall establish concentration limits
for commercial, multifamily mortgage, nonresidential
nortgage, land and development loans, and letters of credic.
Limits on equity investments, real estate held for
develcpment, and “sub prime” consumer lending shall also be
established,
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VI.

Bank’s operations and det

castructure, staffing and expertise

3 establish formal cash flow
cifyv methods to build and maintain adegquate

Al The Banx or its subordinate organizations shall not enter
into any additional equity investments.

t
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3. The ok or 1ts subordinate organizations shall not develop
any estate without the specific approvail of the
Kegicnal Director or his designee. Further, the Bank or its

subordinate organizations shall not acquire any real estate
for purposes of future development.
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C. The Board shall develop a written plan to divest of all real
estate held for development. The plan must include time
frames for implementing specific actions to liguidate the
parcels. The Board shall submit the plan to the Regional
Director or his designee within 30 days of the Effective
Date along with listing agreements for parcels held. an
update on the status of parcels sold under contract, but not
vet closed shall alsc be provided. After the plan has been
reviewed by the Regional Director or his designee, the Board

shall immediately implement and adhere to the plan.

o. The Eank shall obtain prior written approval of the Regional
Director or his designee before selling any asset Lo an

In its request for approval, the Bank

efforts to sell the asset Lo unaffiliated

Staffing

A. The

and

This ??&n shall inciude a
T
i

de agement succession plan and shal.
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Conflicts of Interest/Transactions with aAffiliates

A

29

Within 60 davs of the Effective Date, the Board shall
develop, adopt, and implement policies and pr@cedureg o
ensure that situations invelving conilicts of interest are
avoided. The policy shall establish disclosure
reguirements for directors, officers and emplovees. i1
business and other relationships posing potential coniTJ s
with customers, clients, vendors and other service

]-4,

providers, must be formally disclosed and monitored.

The Bank and its subordinate organizations shall not engage
in any transactions with or distribute any funds co
{(including, but not limited to govered transactlions, as
defined in 12 CFR 563.41 (b} (7))} FFB or its subsidiaries,
without the priecr written approval of the Regional Director
or his designese.

VIIT. Cash Flow and Liguidity

IX.

Within 60 days of the Effective Date, the Board shall

develop, adopt, and implement a written plan to increase
liquidity and establish policies and procedures for the prudent
management of cash flow and liguidity. This plan shall be
included in the strategic plan as set forth in Section IV(G) of
this Agreement.

Compensation

AL

‘fhe Rank, its subordinate organizations or FFB are
preohibited from paving or entering intc a contract oay
any golden pavachute Dagme“‘ “iliareaed

party, as defined in 12 CFR

Pagse &
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. Without the prior approval of the Regional Director or his
designee, the Bank shall not provide any increases tLo
execunive beneflit packages (including, but not limited to,
salary, bonus, stock options, retirement plans, insurance
plans or other remuneration) in excess of the annual cost of
living {as derermined by the annual increase in the CPI} or

£5,000, whichever is less.

Growth

The Bank shall not increase 1lis total assets, except for an
amount equal to net interest credited on deposit liabilities,
above the level existing at the Effective Date, without prior
written approval from the Regional Director or his designee.
Within 10 days of the Effective Date, the Bank shall report to
the Regional Director or his designee, in writing, the dollar
amount of its total assets at the Effective Date.

Board Oversight

A. The Bank shall not engage in any new activities, not set
forth in the Bank’s strategic plan required pursuant to
Section IV of the Agreement, without the prior approval of
the Regional Director or his designee.

BE. The Board shall ensure the Bank maintains a fully staffed
and functioning internal audit department and independent
loan review process. These functions shall report directly
o a committee formed scolely of ocutside directors. The
Board shall also ensure that recommendations of the internal
audit function are implemented according to the direction of
the Board and or outside committee.

< Within 60 days of the Effective Date, the

develop and adopt a policy to administer
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repavment of loans Lo the
procedures for reguesting

After 1t has been adopted,
implement and adhere to the

D. Within 60 days of the Bffective Date, the Board shall
develop and implement policies and pr sdures for the

mortgage brokerage activity conducted out of the Bank’s

subordinate crganizations. The polloy shall addre
operations and risk wmanagement, inciuding the establishment
of nonrecourse provisions and loan funding requirements.
The policy shall require that participation agreements and
formal written take-out commitments be executed prior to
loan closings. After they have been adopted, the Board
shall immediately implement and adhere to the policies and
procedures.

MISCELLANEOQUS

XII. Director Responsibility

Notwithstanding the requirements of this Agreement that the
Board of Directors submit various matters toe the Regional
Divector or his designee for the purpose of receiving approval,
non-objection or notice of acceptability, such regulatory
oversight does not derogate or supplant each individual member’s
continuing fiduciary duty. The Board shall have the ultimate
responsibility for overseeing the safe and sound operation of the
Bank at all times, including compliance with the determinations
of the Regional Director or his designee as required by this
Agreement.

XIXII. Compliance with Agreement

A. The Board and officers of the Rank shall take immediate
action to cause the Bank to comply with the terms of this
Agreement and shall take all actions necessary or
appropriate thereafter {o cause the Bank to continue bo

carry out the provisions of this Agreenent.




XIV.

.

m@Elagement i,

of this Agrecmsnt sxcept as otherwise

stated. The Compliance Resolution shall: {1} specify in
detail how, 1f ze all, found not Lo

exist, and {1i} identify all notices of exemplion or non-
objection lssued by the Regional Director or his designee

that were outstanding as of the date of its adoption.

The minutes of the meeting of the Board shall set forth the
fellowing information with respect to the adoption of each
Compliance Resolution: (1) the identity of each director
voting in favor of its adoption; and {ii) the identity of
each divector voting in opposition to its adoption or
abstaining from voting thereon, setting forth each such

3

director's reagoning for opposing or abstaining.
No later than the 25th Calendar Day of the month following
the end of a calendar guarter, beginning with the end of the
first calendar guarter following the BEfifective Date, the
Bank shall provide to the Regicnal Director or his designee
a certified true copy of the Compliance Resolution adopted
at the Board meeting in each such calendar gquarter. The
Board, by virtue of the Bank’s submission of a certified
true copy of each such Compliance Resolution to the Regional
Director or his designee, shall be deemed to have certified
to the accuracy of the statements set forth in each
Compliance Resolution, except as provided below. In the
event: that one or more Directors do not agree with the
representations set forth in a Compliance Resolution, such
disagreement shall be noted in the minutes of the Bank.

Definitions

A1l technical words or terms used in this Agreement for

which meanings are not specified or otherwise provided by the
provisions of this Agreement shall, inscofar as applicable, have
meanings ag defined in Chapter V of Title 12 of the Code of

rechnical words or &
said Code of

Federal Regulations, HOLA, FDIA, or OTS Memoryanda. Any such

o

24 s f

this Agreement and undefined in

HOLA, FDIA, or 078 Memoranda
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XVIiT.
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ahall have
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Custom ana usage in savings and

Successor Statutes, Requlations, Guidance, Amendments

erence it this Agreement Lo provisior

1

reqgulations, and OGTS Memoranda shall be deoemed

references to all amendments to such provisions

378

ive Date and references to successor provisions

as of the Effec
as they becowme applicable.

Except as otherwise provided herein, any request, demand,
avthorization, direction, notice, congsent, waiver or other
document provided or permitted by the Agreement to pe made upon,
given or furnished to, delivered to, or filed with the QTS or the
Bank, shall be in writing and mailed, firast class or overnight
courier, or means of electronic transmission, or physically
delivered, and addressed as follows:

Office of Thrift Supervision United ¥idelity Bank, fsb
200 West Madison Street i8 N.W. Fourth Street
Suite 1300 P.O. Box 1347

Chicagoe, Tllinols 606058 Fvansville, Indiana 47706

Duration, Termination or Suspension of Agreement

&. This Agreement shall become effective upon its execublon by
the 0TS, through its authorized representative whose
signature appears below. The Agreement shall remain in
effect until terminated, modified or suspended, in writing,
by the OTS, acting through its Director or the Regional
Director (including any authorized designee thereof).

2. The Regional Director in his or her sole discretion, may, by

written notice, guspend any or all provisgions of this

Agreament .

XVIYTI. Time Limitg

Agreement run from the Effective Date,

Page 10
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XYX. Effect of Headings

=

e Section headings
i onot alifect the construct

XK. Separability Clause

In case any provision
invalid, illegal or unenfor
petent Jurigdiction, the
the remaining provisions :
fected or impaired thereby, unless the Regional Director in
his/her sole discretion determine

P = M

shall not in any way be

Otharwise .

XXI. No Violations of Law, Rule, Regulation ox Peolicy Statement
Authorized/OTS Not Restricted

Nothing in this Agreement shall be construed as:
{1} allowing the Bank to violate any law, rule, regulation, or
policy statement to which it is subject or [(il) restricting the
OTS from taking such action(s) that are appropriate in fulfilling
the responsibilities placed upon it by law, including, without
limitation, any type of supervisory, enforcewent or resclution
action that the OTS determines tc be appropriate.

ZXIYI. Sucgessors in Interest/Benefit

The terms and provisions of this Agreement shall be binding
upéﬁ,'and.inﬁre to the beneiit <f, the parties hereto and their
successors in interest. Nothing in this Agreement, express or
implied, shall give to any person or entity, other than the
parties hereto, and the Federal Deposit Insurance Corporation and
their successors hereunder, any benefit or any legal or equitable
right, remedy or claim under this Agreement.

X4{IIT. Integration Clause

This Agreement represents the final written agreement of
the parties with respect to the subject matter hereof and
constitutes the sole agreement of the parties, as of the

ective Date, with respect to such subject matter.

Edy
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IN WITNESS ., the OTS,
Director,

mifective

farnk

Ay
Date .
QFFICE OF THRIFT SUPERVISION
By:

<

RQAald N. Karr /
Central Regiconal Director
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wwledages that

into with the

3 hereby execute
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G.5.C. §i81is.

THE

BANK

%

i i

B

and delivered,

M. Brian Davis
Chief Executive

DIRECTORS OF THE BANK

Director

R—
L
P

Qf ficer

Directox

Director
o f
N
D{rector f
e ]

- H
/ ¢

Director
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HXIV. En:f,@rceabiliw of Agreement §
The Bank rapresents and warrants that this Agreemant h&s
heen uuly suthorized, executed, and delivered, and ceﬁstitutca,
in acco*dance with its terms, a valid and binding obligation of
the Bgmk The Bank acknowledges that this Agreement ic a ﬂ
“wrltten agreement® enterxed into with the 0TS within rhe meaning
o ert::.on 8 ur Ehe ¥pIa, 12 U.8.C. gi1sis,
J
i
IN WIiﬁRSS WH&RE&F, the OT8, acting hy and through tls Regieznéﬂw'
Dircccewe, and the Bank hereby exsonte this Agrzemeit as oF The
Bffective ﬁate E
!
|
OFFICE OF PHRIFT BUPERVISION THE BANK ;
By By: //]
g )
[5]
“ » _— W wt -
ronald N. Karr ¥, Byrien Davisg 4
central ResFicmm Diractor Chiar Executive Officer
| :
DIRECTORS OF THR BAMR
| /S0 ]S
Direchér ; Diractor :
N t s / {
éf’,’; o ;Ss o %
Director Py N Dirvggtor
) ; ;
_ /S S - _
Direchor ; 4~ T Dhrector Y
Divectaor 5 7 Director o s
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