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SUPERVISORY AGREEMENT

This Supervisory Agreement ("Agreement”) is made and is

affective this 17th f  January 1992 , by and
P > =. S

betweenjH L S 2ERY
“Carolina, OTS Mo. 8201, for itself and its wholly owned
service corporations and subsidiaries ("ESB-NC" or
"Institutien”) and the Office of Thrift Supervision ("0TS"},
acting through its Southeast Regional Director or his
Jdesignee ( "Regional Director™y.

des and ve=places the Superviscory

This Agreement suyperse
1931 between BESR-NC and the 0TS.

g
Agreement of March 26,

i

WHEREAS, the OTS is ~f the opinion that the grounds
exist to initiate administrative proceedings against the
Institution pursuant to Saction 8ib)y of the Federal Deposit
Ingnrance Act ("FDIA")y, 12 U.5.C. § 1818(b) (1988 and Supp. I
L9849y, and

WHEREAS, the Institution, without admitting or denying
that such grounds exist, and in the ipterest of regulatory
compliance and coopevation, is willing to enter into this
Agreement to aveold the initiation of such administrative
proceedings on the matters coversd hy this Agreement; and

WHEREAS, the 072 iz willing to forebear from the
initiation 2f such administrative proceedings against the
institution +o reguire the actions specifically covered by
this Agreement for so leng as the Institution is in
compliance with the provisions of the Agreement; and

WHEREAS, it ig uanderstood by the parties that execution
»f this Agreement dees not preclude the 0TS from taking
further supervisory or aenforcement measures on matters not
specifically covered by this Agreement that the 0TS considers
appropriate under the clrcumstances.

NOW, THEREFORE, in ~~nsideretion ~f the above-stated
forbearance, it is agreed between the parties hereto as
forilows:

MANAGEMENT

L. The Board of Directors of ESBR-1 ¢ "the Boapd") shall
continue o mear st lweagt peenthiy to provide effective
and incdapendenr oveysight over sll operations and

activities of the Institution.
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{a) Within 20 days of the effective date of this
Agreement, the Board shall resclve in writing that,
as soon as practicable, a majority of its members
shall be individuals who reside in the market ares
served by the Institution and who are not officers
or empleoyees of the Institution or directors,
officers or employees ~f Essex Financial Group,
Inc., Virginia Beach, Virginia, OTS No. H-(QB83,
Essex Financial Partners, bLimited Partnership,
Virginia Beach, Virginia, OTS dMo. H-1473, or Essex
Bancorp, Inc., Virginia Beach, Virginia, OTS No.
H~1339 ("the Holding Company Group"). It is
understoad that this resolution shall not
disqualify current directors. Essex shall exert its
bagt efforts ko secure such nutside directors and
shall document these efforts.

by  The Beard shall document in the minutes of its
monthly mestings its efforts to fully comply with
the provisions of the resolution required by this
Paragraph 2.

(ay The Institution shall maintain safe and sound
management in accordance with the provisions of 12
CLFLR. 8 S62.int. :

flry The Institution shall retain at all times a
qualified, full time Managing Dfficer to live in
the market area served by the Institution and to
~versee the dally coperations of the Institution.
Within 30 davs ~f the =ffective date of this
Agreement, the Board shall furnish the Regional
Director a written description of the duties and
responsibilities of said Managing Officer.

(c)  Pursuant to OTS Regulatory Bulletin No. 27, dated
Novempber #, 1991, the Institution shall submit
emplaoyment contracts for senieor executive officers
and directeors to the Regional Director for prior
review.

The Institution zhall make no.capital distribution, as

that term ig «def ed at 12 C.F B, & 563.134¢a){1l), to

any entity in the Holding Compeny Group without the
prior written appioval of the Reglonal Director.

tay  The Institur:ion shall comply with the provisions of
12 C.F.R. 5 SR2.42 (Additional standards applicable
to transacticons with affiliates and subsidiaries).

N —
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(b)

9]
o

By February 8, 1992, for calendar vear 1992, and
by each December 31 thereafter, the Institution
shall furhish the Regional Director written notice
of any plans to pay any entity in the Holding
Company Group management fees and/or other
administrative fees during the next calendar year.
Said notice shall inclnde the information required
by 12 C.F.B. & 963.41(=1(1l; and a statement of
whether the fees comply with the projections
concerning such fees in the Business Plan required
by Paragraph 6 of this Agreement.

Without the prior written approval of the Regicnal
Director, the Institution shall not pay any entity
in the Holding Company Group management fees and/or
other administrative fees other than those
disclosed in the notice required by this Paragraph
5.

By February .28, 1992, the fnstitution shall
prepare, adept . and submit to the Regional Director
for his approval a Business Plan ("Plan") for
calendar vear 1232,

The Plan shall set forth the Institution’s overall
geals and obijectives and shall accurately describe
its current operations as well as operations
projected for the term of the Plan. In addition,
the Plan shall:

i. discuss the types and levels of lending
activities contemplated and indicate how and
when the Institution will reduce the
concentration in its ltoar portfolico of second
mortgage loans on properties outside of its
markst avea,

Pl indicate how and wher the Institution will
rogtructure itae balancs gshaet to reduce jtg
currently exzcessie intaerest rate risk,

iii. suppovt the level and tiypes of operating
expenses proposed in the Plan,

identife the amount ot any and all management
fees and -y othey adminisgtrative fees that the
Filon plans teopay any entity in the
Hoddding ompany Group and describe in detail
the ser—-ices to be veossivaed in exchange for
gaid feeoz,

s
w3
e Cf}
.
o
-
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V. discuss the measures to be implemented to
improve the Institution’s net operating
margin,  and

vi. demonstrate compliance with the provisions of
this Agreement, and with applicable statutory
and reguliatory requirements and restrictions.

The Plan alsoe shall include gquarterly pro forma
financial statements and a statement of the
significant assumptions on which the pro forma
financial statements are based.

{b) Ho later than 10 calendar days prior to the
gxpiration of the Plan then in effect, the
Institution shall submit to the Regional Director
for his approval a Plan in the form described in
this Paragraph 6 for calendar year 13993 and,
following that, calendar year 1994.

{cy The Institution shall not deviate substantially
from the Flan approved and in effect, including the
pro forma financial projections contained therein,
without the prior written approval of the Regional
Director for such deviations. The Regional
Director shall determine whether the Institution
has deviated substantially from the Plan.

(dy Within 495 days nf the end ~f each calendar quarter,
the Instituticn shall submit to the Regional
Director a variance report -comparing actual and
budgaeted operations, and explaining any significant
variations.

Within 60 days of the effective date of this Agreement,
the Board shall, to the extent nof already accomplished,
revise ESB-NL's Asset Valuabtion Allowance Policies,
Confiict of Interest Policies, Internal Audit Policies,
tnvestment Folicles, and Interest Rate Risk Policies so
a3 to address the concerns noted in the Institution’s
March 2%, 1391 073 Report of Examination (71991 Exam™),
and shall dirert management to ilwplement the revised
policies.

Within 60 dayvs ~f the effactive date of this Agreement,
the Board shatl, o the extept not already accomplished,
ravisa ESB-NC s Lioan Underwriting Policies so as to

address thes <oncerns noted in the 1991 Exam. Such
Folicies shall apply to the underwriting, appraisal,
approval, and disbursement f sll Ioan types either
originated or purchased by the institution, shall
incorporate the loan documentation requirements of 12
C.FELRL.§ 562.170¢ay, and shall tacilitate and document
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safe and prudent lending decisions.

{a) Within 60 days of the affective date of this
Agreement, the Board shall desvelop, adeopt, and
direct management to implement an independent
internal audit program appropriate to the needs of
the Institution, consistent with the guidance in
Section 120 of the Thrift Activities Handbook and
thae comments on Interynal Auadit in the 1%9%1 Exam,
and which provides that the internal auditor shall
report directly to the audit committee of the
Board.

{h}y The Board shall ensure that the internal auditor
obtaing adequate training and resources to perform
his or her 4duties in a satisfactory manner.

ASSET QUALITY

i,

PBetween the effective date of this Agreement and
December 31, 1991, ESB-NC may purchase directly or
indirectly loans and/or loan pavticipations from
Mortgage Centers, Inc., Virginia Beach, Virginia ("MCI")
provided that the Institution charges to expense, in the
period actually paid, any premium paid directly or
indirectly to MCI in connection with the purchase that
exceeds the premium expense incurred by MCI in obtaining
the loans and/or participations.

Between the effective date <of rhis Agreement and
December 31, 1991, the Institution shall obtain the
prior written approval of the Regional Director for any
activity or transaction hetween itself and MCI, other
than the direct or indirect purchase from MCI of loans
and/or lean participations.

By December 31, 1221, the Institutjon shall cease the
direct oy indirect purchase of loans and/or loan
participations from, and any and 2ll other transactionsg
with, MCT.

Prior to the pur-haze of loans and/or loan
participations toom any @ntity, and prior to the payment

of any referrat! toe tooany entity in connection with the
purchase or sals i loans and/or loan participaticns,
the Institution =hall document in writing that the
amount of the . hase price, inciuding any premium, and
the existence sodl aponnt of any referral fee, are

supportad by datas trom comparable markets and are
justified and reas o nable under the Cclrcumstances.
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4. (a)
(b}
13 ta)

The Institution shall establish prudent general and
gpecific valuation allowances in accordance with
the provisions of 12 C.F.R. .8 563.160.

The Instituticon shall immediately establish and
shall maintain general valuation allowances
totaling at least $§2,400,000. In addition, with
respect to assets adversely classified in the 1991
Exam, ESB-NC shall immediately establish and shall
maintain specific valuation allowances of at least
$3,583,108, or shall immediately reduce the book
value of those assets by at least $3,583,108.

Within 60 days of the effective date of this
Agreement, the Board shall, to the extent not
already accomplished, develop, adopt, and direct
management to implement a written plan for the
rasolution of each classified asset if the
Institution’s total exposure to the borrower
excesds S5500,000. Within JU days of classifying an
asset pursuant to 12 C.F.R. § 563,160(c) and the
Institution’'s Asset Classifiration Policies, and if
the Institution’'s total exposurse to the borrower
exceads 500,000, the RBoard shall develop, adopt,
and direct management to implement a written plan
for the resclution of said asset. The plans shall
set reasonable targets and time frames for
regoliution, assign specifi~ responsibilities, and
require monthly report to the Board on compliance
with the targets and time {rames.

The Board shall review on a monthly basis each
written plan for the rescolntion of classified
assets to determine:

i the status of the asset and its underlying
collateral,

ii. compliance with the written plan and with all
loan agreements, and

iii. action taken by the institution to eliminate
the basis for classifiTation.

The Board shall update the written plans required
by Paragraph 1%.¢(a) of this Agreement at least once
each <calendar quarter.
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it. The Institution shall account for each parcel of real
estate owned and in-substance foreclosure in accordance

.......... with Generally Accepted Accounting Principles in
Statements of Financial Accounting Standards Numbers 5
and 15, and in accordance with the provision of 12
CL.F.R. §8 562.172 and 571.1%.

RISK MANAGEMENT

17. Within 60 days of the effective date of this Agreement,
the Board shall develop, adopt, and direct management £o
implement a written plan tc reduce the Institution’s
exposure to interest rate risk. The plan shall comply
with the provision of 12 C.F.R. § 563.176 and the
guidance contained in 12 C.F.R. § 571.3 and OTS Thrift
Bulletin ¥os. 13, 13-1, and 13-7. The plan also shall
include specific targets and time frames for the
reduction of interest rate risk. At least guarterly,
the Board shall review the Tnstitution’s progress in
mesting the targets of the plan.

All technical words or terms used in this Agreement, for
which meanings are not specified or otherwise provided by the
pmrovisions of this Agreement, shall, insofar as applicable,
have meanings as d=efined in Chapter 7V of Title 12 of the Code
of Federal Regulations, and any such technical words or terms
used in this Agreement and undefined in said Code of Federal
Regulations shall have meanings that accord with the best
cugtom and usage in the savings and loan industry. For
purposes of this Agqreement, refervences to regulations,
bulletins, memcranda, and publicatiors shall include any
successor regulations, bulletins, memoranda, and
publications.

This Agreement has been duly auvthorized, executed and
delivered, and constitutes, in ancordance with its terms, a

valid and binding obligetion of the institution. It is
nnderstood and agreed that this Agreement ig a "written
agreement entered into with the agen~y” as that phrase 1is

used in Section 8(¢b){l} ~f the FDIA, 12 U.S.C. § 1818(bj){1}.

The terms and provisions of this Agreement shall be
binding, upen, and inure to the benefit ~f, the parties hereto
and their successors in interest.

This Ahgreement shall remalin in =ffect until terminated,
modified, or suspended by the OTX, # ting through the
kRegional Director. The Regional Divestor may suspend, in his
sole discretion, any or atl provisinnsg of this Agreement.
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IN WITNESS WHEREOF, the OTS, acting through the Regional
Director, and the Institution, by its duly elected directors,

have executed this Agreement.

Fssex Savings Bank, Inc.
€lizabeth City, North Carolina
OTFS No. 8201

‘ J » i~ -

By: 1/ .
fo@ftw A // )

oy | 5

i

3/

- A

By: § /ﬁ/ o

Director

<

OFFICE OF THRIFT SUPERVISION

/ 2
By : /'5/

hn E. /%én
{egional/ Director

/
7o Al //‘

7 7.

2

by

Dire

ctor

Dire

o
ctoy U/



WITHOUT FORMAI MEETING
CF
BOARD OF DIRECTORS
OF
ESSEX SAVINGS BANK, INC.

These Minutes of Board of Directors Action Without Formal
Meeting are entered into the Minute Book of Essex Savings Bank,
Inc. pursuant to Chapter 54B and Chapter 55 of the North Carolina
General Statutes as amended, all Directors of said Corporation
having consented to the action herein recorded by subscribing
their names to these minutes.

These minutes and the action recorded herein reflect

Director activity as of the 10th day of _January r 1992
1991.

WHEREAS, the officers and directors of ESB-NC have been
advised that the Office of Thrift Supervision ("OT38") is of
the opinion that the grounds exist to initiate administrative
proceedings against the Institution pursuant to Section 8 (b)
of the Federal Deposit Insurance Act, 12 U.S.C. § 1818 (b)
(1988 & Supp. I 1989); and

WHEREAS, said officers and directcrs have been informed
that the 078 will forbear from the initiation of such admin-
istrative proceedings in connection with the matters referred

" to in the attached Supervisory Agreement {("Agreement”) if the

Agreement is executed by the Institution and if its terms are
thereafter complied with by the Institution; and

WHEREAS, the directors of the Institution have read and
considered the attached Agreement and after due consideration,
without admitting or denying that such grounds exist, and in
the interest of regulatory compliance and cooperation, have
determined to enter into the Agreement:
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NOW, THEREFORE, BE IT RESOLVED, that the Agreement, a copy
of which is attached hereto and the provisions of which are
incorporated herein by reference, be and is hereby approved by
the Board of Directors of the Instituticon. The cfficers and
employees of the Institution are directed and authorized to take
all necessary steps to implement immediately the terms of the
Agreement.

CONSENTED TO AND APPROVED:

’i;7
‘Robert D. Aldridge, Diredto‘,,’
Y N\

e =
Jﬁgﬁqf. Breitzﬁvfﬁlﬁecﬁor
//

J?WQE‘T' Davis,‘Jk.,Oﬂirector

%
Roscoe D. Lacy, Jr., DIrector
7 7

/5/

T4wrence N. Smith, Director




