


ASSET QI ALI I'Y 

13y execution of this Agreement. the Board cornmiu to rhc classilicatiirii of ail it.: assets i n  

accordance with the Institution's current Asset Classiiication Polic). thc l:cdei-a1 i:inmci~ii 
Institutions Examination Counsel Unifbrm Retail Credit Classification Policy and 
12 C.F.R. S 560.t60. 

7 (i) /Z!Iowance for Loan and Lease lIosses 

A. Within forty-five (45) days of the Efl'ective Date. the Board shall develop, adopt and 
implement a revised Allowance for Loan and Lease Losses Policy (AILL Policy), which. at 3 

minimum, meets the guidelines set forth in the Federal Financial Institutions Examination 
Council Policy on Allowance for Loan and Lease Losses and takes into account the Institution's 
current level of delinquencies. 

B. Within fifty-five (55) days of the Effective Date, the Board shall forward copies of the 
ALLL Policy required under paragraph (2)A. to the Commissioner and the Regional Director. 

C. Once the ALLL Policy required under paragraph (2)A. has been implemented, the 
Institution shall adhere to it in all material respects. 

(3) Delinquent Loan ReportinglColleetion Procedures - 

A. Within forty-five (45) days of the Effective Date, the Institution, under the direction of 
the Board, shall develop a detailed written report which identifies the institution's delinquent 
loans (Delinquency Report). At a minimum, the Delinquency Report, which shall be updated on 
a regular monthly basis, shall segregate portfolio loans from sold loans, and identify each 
individual delinquent loan by type, number of days delinquent and accrual status. 

B. On a monthly basis, the Institution shall provide an updated Delinquency Report to the 
Board, who shall review and discuss the content of the Delinquency Report as part of its regular 
monthly meeting agenda and such discussion shall be fully documented in the Board minutes. 

C. Within forty-five (45) days of the Effective Date. the Institution. under the direction of 
the Board, shall develop and implement a written program designed to improve and strengthen 
the Institution's loan collection efforts (Collection Program). The Collection Program shall 
include. at a minimum, specific plans to: 

(ij Reduce the number of delinquent loans; and 
(ii) Improve the recovery of charged-off assets. 

D. Within fi @-five (55) days of the Effective Date, the Board shall forward copies of the 
Collection Program required in paragraph (3)C. to the Commissiorw and Regional Director. 



. Once the Collection Program rcquiscd under paragaph (?)('. 1x1s hccn inipicniented. the 
lnsti~dticin shall aciiwc ~i it in  all inakrisl respects. 

A. ?'he lnsritution, under the direction of-the I3oard. shail notify the C'ommissioncr anii the 
Regional Director at least 30 days before adding or replacing any mcmbcr of the Board. 
employing any person as a senior executive officer as defined under 12 C.I.K. 5 563.555; or 
changing the responsibilities of any senior executive officer so that the person would assume a 
different senior executive position. All notices provided by the Institution ro the Con~n~issioner 
and the Regional Director shall be submitted in accordance with the regulatory provisions set 
forth under Subpart H of 12 C.F.R. Part 563. 

B. As of the Effective Date, the Board shall notify, in writing, the Commissioner and the 
Regional Director of any change in the Institution's management or accounting personnel, which 
are not covered under the notice requirements contained in paragraph (4)A.. within ten (10) days 
of such change. 

(5) Internal Audit Function 

A. Within sixty (60) days of the Effective Date, the Board shall develop, adopt and 
implement an independent intemal audit program appropriate to the needs of the Institution. The 
internal audit program shall, at a minimum, provide for: 

(i) The appointment of an independent internal auditor who shall report directly to 
the Board; 

(ii) The establishment of the scope and frequency of internal audits; 
(iii) The submission of quarterly internal audit reports by the internal auditor to the 

Board; and 
(iv) On a quarterly basis, beginning with the first calendar quarter after the Effective 

Date, the Board shall submit copies of the quarterlv internal audit reports 
required under paragraph (S)A.(iii) and detailed written descriptions of the 
respective corrective actions approved by the Board as a result of the information -. 
contained in the quarterly internal audit reports. to the Commissioner and the 
Regional Director within forty-five (45) days of the ciose of each calendar 
quarter. 

B. Within seventy (70) days of the Effective Date, the Board shall forward copies of the 
internal audit program required in paragraph (5)A. to the Commissioner and the Regional 
Director. 

C. Once the internal audit program required under paragraph (5)A has been implemented. 



the Institution shall adhere to ii  in all material respects. 

I). 13) csecu:ion cfthis ,Agreemen:, tlie !bard coininits to properly record all t i d i i  

adjustments. as required by intcrnal andlor cstcrnal auditors. within seven (7) d q s  of receiving 
notice lkom the internal andhr external auditors. 

(6 )  Board Review of institution Policies and IFidelity Bond 

A. Within forty-five (35) days of the Effective Date. the Board shall adopt and irnplcrncnt 
a schedule for reviewing and approving all Institution policies requiring annual Board appro\:al, 
as well as an identification of a date for reviewing the adequacy of the institution's current 
fidelity bond coverage. 

B. Wlthin fifty-five (55) daqs of the Effective Date. the Board shall forward copm ofthc 
schedule required under paragraph (6)A. to the Commissioner and the Regional Director. 

C. Once the schedule required under paragraph (6)A. has been implemented by the Board, 
the Board shall adhere to it in all material respects. 

(7) Executive Officer Compensation 

A. Within thirty (30) days of the Effective Date, the Board shall develop a compensation 
and bonus program (Compensation Program) for all executive officers, which, at a mimmum. 
shall include a detailed description of the criteria to be used in considering an annual salaq 
increase or bonus. 

B. Within forty (40) days of the Effective Date, the Board shall forward copies of the 
Compensation Program required under paragraph (7)A. to the Commissioner and the Regional 
Director for review and approval. 

C. The Board shall not increase the compensation or issue a bonus to any executive officer 
of the Institution until the Compensation Program required under paragraph (7)A. has been 
approved by the Commissioner and the Regional Director. 

D. Once the Compensation Program has been approved by the Commissioner and the 
Regional Director, the Board shall adhere to it in all material respects. 

E. The Board must receive the prior written approval of the Commissioner and the 
Regional Director in order to amend the Compensation Program. 

F. As of the Effective Date, the Institution, under the direction of the Board, shall not enter 
into any enlployment contracts without theprior witten approval of the Commissioner and the 
Regional Director. 



A. Within sixty (60) days of the Eact ive  Date. the Roard shall develop. adopt and 
implement a detailed three-year Business Plan designed to improve and sustain the earnings of' 
the Institution. Such Business Plan shall contain narrative discussions ofeach significant activity 
and strategy to bc used by the Institution and must. at a minimum, provide fbr the following: 

(i) Identification ofthe major areas in and means by which the Board will seek to 
improve the Institution's operating performance: 

(ii) Realistic and comprehensive budgets, including projected balance sheets. year- 
end income statements, and projected tangible, core and risk-based capital leveis: 
and 

(iii) A description of the operating assumptions that form the basis for major 
projected income and expense components. 

B. Within seventy (70) days of the Effective Date, the Board shall forward copies of the 
Business Plan required under paragraph @)A. to the Commissioner and the Regional Director for 
their review and non-objection. 

C. Once the Business Plan required under paragraph (8)A. has been implemented by the 
Board, the Institution shall adhere to it in all material respects. 

D. On a quarterly basis, beginning with the first calendar quarter after the Effective Date, 
the Board shall compare actual operating results to projected amounts set forth in the Business 
Plan and provide defailed written variance analyses to the Commissioner and the Regional 
Director within forty-five (45) days of the close of each calendar quarter. Each quarterly 
variance report shall include, but not be limited to, a comparison of the actual results to the 
projected balance sheet, income statement and capital requirements. 

SENSITIVITY TO MARKET RISK 

(9) Interest Rate Risk Management Plan 

A. Within sixty (60) days of the Effective Date, the Board shall develop, adopt and 
implement an Interest Rate Risk Management Plan (IRR Plan) for the purpose of reducing and 
managing the institution's level of interest rate risk. At a minimum, the IRR Plan shall comply 
with the provisions of OTS Thrift Bulletin 13a (TB 13a) and contain the following: 

(i) Specific strategies and objectives for reducing and managing the Institutron's level 
of interest rate risk: 

(ii) Target estimates of the Institution's interest rate risk measurements including the 
base-case and post-shock Net Portfolio Value ratios. interest rate risk sensitivity 
measures. and TB 13a measurements; and 



(iii? A description ofthe interest rate assumpiions that fonn the basis fix the target 
interest rare risk measurentents. 

13. Ih'ithin seventy (70)  days ofthe fffectivc I)ate, the Board shall forward copies of the 
IRK Plan required under paragraph (9)rl. to the Conmissioner and the Regional Director. 

C .  Once the IKR Plan required under paragraph ( 9 j A  has been implemented bv the Board. 
the Institution shall adhere to it in all material respects. 

13. On a quarterly basis, beginning with the first calendar quarter after the Effective Date. 
the Hoard shall compare actual interest rate risk measurements to target estimates set forth in the 
IRK Plan and provide detailed written variance analyses to the Commissioner and the Regional 
Dircctor within forty-five (35) days of the close of each quarter. 

GENERAL 

(10) Violations of Law 

Within nlnety (90) days of the Effective Date, the Board shall address each regulatory 
exception and each violation of law, rule or regulation cited in the Report of Examination and 
take all corrective actions required by the OBRE and OTS in the Report of Examination. The 
Board shall provide a comprehensive written notice to the Commissioner and OTS within the 
ninety (90) day t i m e - b e ,  describing the date and manner in which each correction has been 
effected 

(1 1) Director Responsibility 

Notwithstanding the requirements of this Agreement that the Board submit various matters 
to the OBRE and OTS for consideration, non-objection or notice of acceptability, such regulator) 
oversight does not derogate or supplant each individual director's continuing fiduciary duty. The 
Board shall have the ultimate responsibility for overseeing the safe and sound operation of the 
Institution at all times, including compliance with the determinations of the OBRE and OTS as 
required by this Agreement. 

(12) Compliance with Agreement 

A. The Board and officers of the Institution shall take immediate action to cause the 
Institution to comply with the terms of this Agreement and shall take all actions necessarj or 
appropriate thereafter to cause the Institution to continue to carry out the provisions of this 
Agreement. 

B The Board, on a quarterly basis, shali adopt a board resolution (the Compliance 
Resolution) formally resolving that, following a diligent inquiry of relevant information 
(including reports of management), to the best of its knowledge and belief, during the 



immediarcl)- preceding calendar quarter. Mt. Morris has complied with each pmvision of this 
Agrccmcnt ciirrently in eff'ect. except as otherwise stated. 

, , Ihe Compliance Resolution shall: (i) specify in derail how. ifat all, full conipliance 
was kmnd nor to exist: and (ii) idcntiij all notices oSexemprinn or non-objection issued by the 
Commissioner and the Regional Director that were outstanding as ofthe date of its adoption. 

C. 'Ibc minutes of the meetings ofthe Board shall set forth the following information witli 
respect to the adoption of each Compliance Resolution: (i) the identity of each director voting in 
favor of its adoption; and (ii) the identity of each director voting in opposition to its adoption or 
abstaining from voting thereon, setting forth each such director's reasoning for opposing or 
abstaining. 

D. The Board shall promptly respond to any request from the OBRE and/or O'TS for 
documents that the OBRE andlor OTS reasonably request to demonstrate compliance with this 
Agreement. 

MISCELLANEOUS 

(1 3) Definitions 

All techn~cal words or terms used in this Agreement for which meanings are not specified 
or otherwise provided by the provisions of this Agreement shall, insofar as applicable, have 
meanings as defined in Chapter V of Title 12 of the Q d e  of Federal Regulations, Home Owners' 
Loan Act (HOLA), Federal Deposit Insurance Act (FDIA) or OTS Publications. Any such 
technical words or terms used in this Agreement and undefined in said Code of Federal 
Re~uiations, HOLA, FDIA, or OTS Publications shall have meanings that are in accordance with 
the best custom and usage in the savings and loan industry. 

(14) Successor Statutes, Regulations, Guidance, Amendments 

Reference in this Agreement to provisions of state and federal statutes, regulations, and 
OTS Publications shall be deemed to include references to all amendments to such provisions as 
have been made as ofthe Effective Date and references to successor provisions as they become 
applicable. 

(15) Notices 

A. Except as otherwise provided herein, any request, demand, authorization. direction. 
notice, consent, waiver or other document provided or permitted by this Agreement to be made 
upon, gwen or furnished to, delivered to, or filed with: 

(i) OBRE and OTS, by the Institution. shail be sufficient for every purpose hereunder 
if in witing and mailed, first class, postage prepaid or sent via overnight delivery 
service or physically delivered, in each case addressed to the Manager - Corporate 
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Section. Ofiiee of &inks and Real Estate - Bureau oiKcsidentia1 1:inancc. T lx i f i  
'Ji~ision. 3 10 South Michipi? Aienur. Suit? 21 30, Chicago. Illinois 606044271: or 
telsccrpied to ( 3  12j 743-7097 and ict Mr. lhvid .I. Kalir~a. Assistant Director. Office of 
rhrifi Supel-vision, ikparrment oi'the Ireasury. 200 West Madison. Suitc 1300. 
Chicago. Illinois 60606 or rclewpied to (312) 91 7-5002 and confirmed by iirst class 
nrail. postage prepaid. overnight dcliverq- service or physically delivered. in each case 
to the above address. 

jii) The Institution. by OBRE andlor O T S ,  shall be sufficient for every purpose 
hereunder if in writing and mailed. first class; postage prepaid, or sent via overnight 
delivery service or physically delivered. in each case addressed to Mt. Morris Savings 
and Loan Association, 18 West Main Street, Mt. Morris, Illinois 61054 or telecopicd 
to (815) 734-6950, and conlimled by first class mail, postage prepaid. overnight 
delivery service or physically delivered, in each case to the above address. 

8. Notices hereunder shall be effective upon receipt, if by mail, overnight delivery service 
or telecopy, and upon delivery, if by physical delivery. If there is a dispute about the date on 
which a written notice has been received by a party to this Agreement, then, in the event such 
notice was sent by the United States mail, there shall be a presumption that the notice was 
received two business days after the date of the postmark on the envelope in which the notice 
was enclosed. 

(16) Duration, Termination or Suspension of Agreement 

A. This Agreement shall become effective upon its execution by the OBRE and OTS, 
through their authorized representatives whose signatures appear below. The Agreement shall 
remain in effect until terminated, modified, or suspended, in writing by the OBRE, acting 
through its Commissioner or authorized representative, and OTS, acting through its Director, 
Regional Director or other authorized representative. 

B. The Commissioner and the Regional Director in their sole discretion, may, by written 
notice, suspend any or all of the provisions of this Agreement. 

(1 7) Time Limits 

Time limitations for compliance with the terms of this Agreement run from the Effective 
Date, unless otherwise noted. 

(1 8) gffgct of Headings 

The Section and paragraph headings herein are for convenience only and shall not affect the 
constmetion hereof. 






