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AGREEHENT
BETVEEN
VESTERN FINANCIAL SAVINGS BANK
ARD
THE OFFICE OF THRIFT SUPERVISION

This Agreement ("Agreement™) is made and is effective this / f ‘ _day
of May 1992, ("Effective Date") by and between Western Financial Savings
Bank, Irvine, California (hereinafrer "WFSB" or the "Institution"} and
the 0ffice of Thrif{t Supervision ("OIS").

VHEREAS, the 0TS is of the opinion that UFSB has engaged in certain
acts and practices in operating the business of the Institution that
varrant corrective action, and .

VHEREAS, WFSB desires to improve its operations and to strengthen

'_1ts m&nagement as requested by the 0TS;

HQV TﬁEREFGRE in the interest of resolving OTS’s supervisory

. concerns in a- ceaperative mannet, WFSB and OTS agree as follows:

1. ﬂ&n&gem&.nt

(&) WFSB, through its Board of Directors, shall take all
steps  necessary to  strengthen and  enhance  the
Institution’s existing management, and to ensure that
each member of management shall have qualifications and
experience commensurite with his or her duties at WFSB.

(b} In maklng its decisions with respect to management WFSB,

e through xts Bqatd ef Blrectora, shall,conszder that-k

ont its abllzty ze-

;) correct. any. defici&nc1es in WFSB’s operations as
1dentified herein or by the Board of Directors;

ii}y operate ﬁESB in_a safe and sound manners
iii)} comply with applicable lavs and regulations; and

iv} comply with the requirements of this Agreement.

2. Board of Direcrors

VFSB shall use 1its best efforts to increase the number of
directors to seven and shall fill the existing vacancies with
two outside directors within 60 days of the date of this
Agreement. The newly appointed directors shall be
unaffiliated with VYFSB, or any principal and/or controlling
persons of the Institution.
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Internal Audit

VFSB  shall evaluate the internal audit needs of the
Institution and shall develop and submit an Internal Audit
Plan (Audit Plan) wvithin 60 days for review by the Assistant
Regional Director. At a minimum the Audit Plan shall:

i) detail each area to be reviewed during the next 12 month
period and should include, but not be limited to, the risk
areas  identified in the 0TS Report of Examination
conducted as of November 4, 1991;

ii} centain an analysis of the Institution’s resources to

determine whether the Audit Plan’s goals can be completed
by the current internal audit staff or whether the
department needs to be expanded to adeguately perform the
internal audit functiony:

iii) provide for at least quarterly reports by the Audit

Committee to the Board of Directors., 4All Audit Committee
findings, conclusions and proposed corrective actions
shall be fully documented in the minutes of the meetings
of the Board of Directors; and,

iv) provide for the addition of one of the nevly appointed
independent directors to the Audit Committee.

Internal Asset Review

VWFSB, through its Board of Directors, shall ensure that its
assets are accurately:classified and categorized in accordance
with “the requirements of all applicable regulations, and that
such classifications are accurately reflected in reports to
its  -Board of Directors, the 0TS and the public. WFSB shall
improve its internal asset vreview system by undertaking an
analysis of its current system. With respect to deficiencies
noted, a plam to correct the deficiencies shall be prepared
and implemented within 60 days. Among other things, the plan
shall  specify procedures to promote and enhance the
independence of the credit review function and to adopt
parameters that reflect more stringent and accurate

determination of asset quality.

Problem Assets

WFSB, through its Board of Directors, shall take all
reasonable steps te reduce, on an on-going basig, the level of
its clagssified assets as a percentage of GAAP capital plus
general valuation allewances, with an ultimate goal of
reducing its level of classified assets to not more than
50 percent of GAAP capital plus general valuation allowances.




Vithin 60 days from the date of this Agreement, VFSB shall
develop written plans for the collection of all of its current
problem assets. Thereafter, within 30 days after any asset
becomes a problem asset, WFSB shall adopt a written plan for
each such problem asset, which shall then be immediately
implemented. Feor the purposes of this requirement, a "problem
asset” shall mean any asset (including unfunded commitments)
involving a commitment or an ameount in excess of $1,000,000
that:

i}y has been adversely clasgified or criticized by the 0TS
as a result of its examination of WFSB conducted as of
November 4, 1991 or is adversely classified or
criticized by either the FDIC or the 0TS as a result of
any subsequent examination. of WFSB;

ii)  has been accorded a sub-investment quality rating and/or
has  been degignated a work-out or watch-list asset, or

some. eguivalent - designatlan, as the result of an

intérnal ‘asset reviev and rating procedure performed by
UFSB or by another party on behalf of VFSB;

iii) is past due in excess of 90 days and/or has been placed
in either a non-accrual or non~earning status by VFSB;

iy} has been partially charged-off.
Fach such plan shall include, at a minimum, an assessment of

the status of each problem asset, the action proposed to
eliminate the cause or causes of such asset being a problem,

. and the time frame fhr the ccllection of any amounts determined

to. be due VESB.

”&utomobxle Lending

H'QFSE shali implement all 1mprovements in the policy, practice,

and review and control of auto lending deemed necessary upon
campletzun of an -analysis of its current auto lending and
repossession. operations. ' §aid amalysis shall be completed no
later than 30 days after the date of this Agreement. VWith
respect - to necessary zmprQVemeuts, a plan to make the
improvements shall be promptly prepared and implemented. Among
other things, the plan shall provide for the following:

i} modification of autoc lending policies to establish
acceptable loan-to-value requirements;

ii) written or verbal verification of income by WFSB employees
on all auto contracts, with exception authority to be
granted by senior officers when exemplary credit and
secondary sources of income are evident;
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111}y charge-off of deficiency balances wupon calculating the

appropriate fair wvalue  accounting treatment of 4
Tepossessed asser;

iv) elimination of the practice of lending money to provide for
the payment of car repairs without verification of

completion of repairs;

¢} maintenance of an effecrtive management information system
to adequately manage the risk in the auto lending areas;

vi) the implementation of an adequate electronic management
information system to identify accurately the various types
of modified auto loans to allow for an accurate reporting
of delingquent loans shall be implemented within 120 days of
the date of the Agreement.  Vithin 30 days, VFSB will
furnish 0TS with a representation that .an adequate interim
system is in place, and,

vii) UFSB shall; limit to one office the expansion of auto

lending into Oregon until the deficiencies in the policy,
practice, and review and control of auto lending are
corrected. This office shall limit the amount of aute
loans outstanding to no more than $12 million.

Strategic Planning

By October 1, 1992, WUFSB, acting through its Board of
Directors, shall formulate and. maintain strategic plans,
‘operating . plans, and budgets that: establish the Institution’s

'fVlong~term and shortwterm geais -and ob}&ﬁtives. In the 1nterim,

ﬂerrective Actxon

The Board of Directors shall ensure that all of the

- deficiencies cited in the 0TS Report of Examination conducted

as of November 4, 1991, which are not specifically cited herein
are corrected.

Capital

In addition to the tangible and risk-based capital requirements
required by the 0TS, VFSB shall be required to maintain a core
capital ratio of 4.5 percent at all times. Adherence to such
core capital requirement at any given time shall be determined
by calculating VFSB‘s core capital ratio afrer giving effect to
all applicable phase-outs and exclusions from capital at such
time.
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10.

il.

Capital Distributions

VFSE  agrees not to pay or othervise make any capital
distribution in cash or in kind to its shareholder unless it is
authorized to make such capital distribution under 12 C.F.R.
Section 563.134, after giving effect to the core capital
requirement imposed by paragraph 9 of this Agreement. The
foregoing restriction does net preclude UFSB from seeking
authorization from the 0TS to make any capital distribution
where such authorization 1is specifically required and must
first be obtained under 12 C. F R. § 563.134.

Reamr&s,'Systems, and Cantrcls

VFSB will develep ‘a -plan to make any and all necessary
improvamencs in its records, systems, and controls. To
adequately prepare_ this 'plan, WFSB‘s outside independent

-f'apdi a1l bedirected to use its_best efforts to conduct an

gnde nt audit within 60 days of
for the  pu:

he date of this Agreement,
- of determining - vhether VFSB has adequate
internal controls. Such audit shall include a review of WFSB’s
general  ledger controls, procedures and practices, and
transactions involving its subsidiaries and affiliates. Such
audit will also evaluate the adequacy of WFSB’s corporate
accounting policies and procedures with respect to:

i) general ledger and subsidiary ledger account reconciliation
and reporting;

f__ii};.the 1 1nterm1nglxng of the books and recsrds ef the

"""""""""""

-“iii}"thei““need to prcvide for daily recenciiing ~of the

12.

iv) the recerdwkeepimg and reportzng of loans serviced for
.others, speczfically Grantor Trust loans.

';Using the informaticn and recommendatiﬁns contained in the

outside " analysis, VFSB shall develop a plan to make necessary
improvements consistent with the auditor’s recommendations.
Said plan shall be completed and implementation commenced
within 30 days of the date of completion of the outside
analysis.

No Waiver by OTS

The OTS does not relinguish any of its rights to take any
supervisory or other action wvhatsoever against WFSB with
respect to any matter that is not the subject of this Agreement
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13.

14.

or with respect to any breach of this Agreement. The
Institution acknovledges that it has not received any oral or

vritten representations to the contrary from the 0TS or any of
its agents or employees. By executing this Agreement, neither
WFSB nor any of its institution-affiliated parties admit to any
matter or thing, and both VFSB and its institution-affiliated
parties retain all rights to contest any other supervisory or
other actions breught by the OTS or any other goveramental

agency.

Terms; Words and Phrases

A1l technical wvords or terms used in this Agreement, for vhich
meanings are not specified or otherwise provided by the
provisions of this Agreement, shall have meanings as defined in
the pertinent regulations of the 0TS in effect as of the date
of thig’ Agreement, - 0T any successor thereto. . Any such
technical words of terms used in  this Agreement and undefined
in  said regulations shallrhave meanings that accord wvith the
best custom and usage in the savings and loan industry.

Authorization; Binding Written Agreement Under FDIA; Amendments

This  Agreement has been duly authorized, executed, and
delivered, and constitutes, in accordance with its terms, a
valid and binding agreement between WFSB and the 0TS. It is
understood and agreed that this Agreement is a “wvritten
agreement® between the depository institution and the agency,
as that term is used in Section 8 of the Federal Ueposit

.. Insurance Act (12 U.8.C. Section 1818). No amendment or.
~modification. -of this® Agreement shall be valid and binding -

' .unless executed in writing hy both the OTS and WFSB.

g
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'Successars and Assxgns

?he terms and provisions of this Agreement shall be binding
upon, and inure to the benefit of, the parties hereto, their
successors in interést, and respective assigns.

Termination of Agreement

The 0TS, acting through its Assistant Regional Director of the
Vestern  Region, shall have the power to terminate this
Agreement at any time. The ARD shall grant written requests
for termination of the Agreement, if, in his or her opinfon,
VFSB has satisfactorily complied with the terms of this
Agreement for a period of time deemed appropriate by the ARD.
The ARD shall only grant a modification of this Agreement if
such modification is deemed necessary or desirable, in his or
her sole discretion.
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IN VITNESS VHEREOF, the 0TS,
Director, and the Institution,

acting through the Assistant Regional
by its duly elected directors, have

executed this Agreement on the date first above written.

VESTERN FINANCTIAL SAVINGS BANK

AR 70Ty
; .
po0 g
By: . .o L/ s
Diregfor / />
S .
Director
A
;o]
By: . L. -
Director |

OFFICE OF THRIFT SUPERVISION
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1m&thy Jiz&iﬁ é{
Acting Asgistan Regionai Director

Qest Region
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