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SUPERVISORY AGREEMENT

This Supervisory Agreement ("Agreement”) is made and is
effective this ?Wé day of

N vy T . L9SFHTthe "Effective Date"), by and between
Landis Safings Bank, 5LA (the "Association"), a state charteréd
stock association, having its main office located at 552 Landis
Avenue, Vineland, New Jersey 08380 and the Office of Thrift
Supervision ("OTS"}, an office within the United States Department
of the Treasury, having its principal executive offices located at
1700 G Street, N.W., Washington, D.C.

WHEREAS, the 078 is the primary federal regulator of the
Association; and

WHEREAS, based on the Report of Examination dated May 21, 1993
("ROE"), the 078, by and through the Regional Director for the
Northeast Region or his designee ("Regional Director”) is of the
opinion that the Association has engaged in acts and practices in
operating the business of the Association that: (i} have resulted in
vicolations of certain of the laws or regulations to which the
Association is subject and/or (ii) are considered to be unsafe and

unsound; and

WHEREAS, the 0TS is of the opinion that grounds exist for the
initiation of adaministrative proceedings against the Association;
and

WHEREAS, the OTS is of the view that 1t is appropriate to take
measures intended to ensure that the Association will: (1) comply
with all applicable laws and regulations and (2) engage in safe and
sound practices; and

WHEREAS, the Board of Directors of the Association (the
"Board"), without admitting or denying that grounds exist for the
initiation of administrative proceedings, wishes to cooperate with
the 0TS and to evidence their intent to: (1) comply with all
applicable laws and regulations and (2} engage in safe and sound
practices.

NOW THEREFORE, in consideration of the above premiseg, the
mutual undertakings set forth hervein, the parties hereto agree as
follows:



——

COMPLIANCE WITH LAWS AND REGULATIONS

1. The Association shall take all necessary and appropriate actions
to achieve compliance with the following laws, regulations, and safe
and sound business practices: .

A. Section 563.170(c} of the 0TS Regulations, 12 C.F.R. §§
552.11{a} & 563.170{c} {(regarding board meeting minutes};

B. Section 563.160{c){2} of the CTS Regulations 12 C.F.R.
§ 563.160(c){2) (regarding internal loan review);

. Section 563.160(d)(1) of the OTS Regulations, 12 C.F.R. §
563.160(8)(1) (regarding inadequate GVAs];

D. Section 563.161(b) of the OTS Regulations, 1Z C.F.R. §
563.161(b} (regarding compensation);

E. Section 563.170(c)(7) of the OTS Regulations, 12 C.F.R. §
563.170(c){7}) (regarding REQC records};

F. Section 563.172 of the Q0TS Regulations, 12 C.F.R. §
563.172 (regarding re~evaluation of REO};

G. Secticns 563.176(b}{(2) of the 0TS Regulations, 12 C.F.R. §§
563.176(b)(2) {(regarding interest-rate risk);

H. Section 563.180(a) of the OTS Regulations, 12 C.F.R. §
563.180(a) (regarding TFR errors);

I. Section 563.190{(d} of the 0TS Regulations, 12 C.FP.R. §
563.190(d) {regarding bond coverage);

J. Section 564.8(c) of the OTS Regulations, 12 C.F.R. §
564.8(c¢) (regarding appraisal policies};

K. Sections 566.2{c} and 566.4 of the QTS Regulations, 12
C.F.R. §§ 566.2(c} § 566.4 (regarding liguidity requirements).

CORRECTIVE PROVISIONS

2. BUSINESS PLAN

A. No later than 30 days after the Effective Date, to the
extent not already done, the Board shall adopt, implement and
forward to the Regional Director a detailed Board approved three
year business plan. The Association’s Board, together with senior
management, shall formulate the business plan, which shall include
without limitation annual eperating budgets, specific goals and
strategies, time frames for accomplishment of such goals, pro forma
statements, including assumptions and contingency plans in case
interest rate assumptions used do not occur. In addition, the
business plan shall address, but shall not be limited to, the
following:
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(i) the Association’s objectives, operating strategy and
business philosophy during the next three year
period;

{(ii) present financial condition;

{iii}) credit exposure;

{iv) regqulatory capital position;
{v} profit composition;
(vi) market penetration;

(vii} interest rate risk management goals, including
specific plans to prudently and effectively reduce
interest rate risk exposure to levels within the
limits established by the interest rate risk policy;

{viii) projected scurces and uses of funds;

{(ix) projected mortgage banking activity;
{x) asset/liability management;
{xi} internal audit program; and

{xii} new bhusiness initiatives.

B. The Board shall receive monthly financial statements to use
as a tool to monitor and measure management’s implementation of the
business plan. A written review of {(and any necessary updates to)
the business plan shall be prepared and certified by the Bcard on a
quarterly basis. Such review shall be submitted to the Regional
Director no later than 30 days following the end of each quarter.

3. BOARD REMUNERATION

A. The members of the Board immediately shall cease managing
the day to day operations of the Association and shall cease
receiving compensation from the Association for performing
functions relating to such day to day operations. This restriction
does not prohibit the Association from paying additional
remuneration to the persons serving as Chairman or Vice~Chairman of
the Board, provided that such remuneration is commensurate with the
additional services provided fo the Association by such persons
solely in their capacity as Chairman or Vice-Chairman, as the case
may be.

B. Mo later than 90 days after the Effective Date, the CEO must
submit tc the Board a written evaluation of the ability of the
personnel of the Association to implement the business plan and
otherwise operate the Association. The Board and the CEO must make
any personnel changes necessary to successfully implement the
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business plan.

4. BOARD MINUTES

immediately after the BEffective Date, the Board shall establish
and maintain and record on a timely basis minutes of the meetings of
the Board and its committees. All such minutes must be properly
signed and shall fully and comprehensively: {i} reflect discussions
held and dissenting views and opinions proffered by Board members;
{ii) document important matters considered; (iii) delineate both
policies and procedures approved and exceptions toc approved policies
and procedures; (iv) recite information reported by management to
the Board and (v) recite the results of all votes taken and indicate
how each member of the Board voted. Management's reports to the
Board shall be comprehensive and apprise the Board of management's
activities and the Board’s minutes shall describe the Board's
review, analysis and discussion of said reports.

5. TFR

Immediately after the Effective Date, the Board shall require
management to establish procedures to ensure that the thrift
financial report {("TFR") of the Association reports specific line
items that are consistent with the definitions contained in the most
recent TFR Instruction Manual.

6. LTOB REPORT

No later than 60 days after the Effective Date, the Board shall
ensure that management establishes a consolidated report for the
Board on all loans to one borrower that includes with respect to
ecach such borrower a description of each loan to such borrower
{e.g., type, amount and other terms) and an aggregated total of all
loans to- such borrower for the purposes the categories established
by 12 C.F.R. §§ 32.3 and 32.4. ' ' ' S

7. MORTGAGE BANKING OPERATIONS

No later than 90 days after the Effective Date, to the extent
not already done, the Board shall adopt and ensure the
implementation of comprehensive policies and procedures governing
its mortgage banking operations, including without limitation
procedures ensuring compliance with generally accepted accounting
principles (e.g., requirement relating to marking to market). In
connection with the formation of the policy, the Board and
management shall review the ®“Mortgage Banking" chapter contained in
the regulatory handbook entitled Service Corporations available from
the OTS.

8. APPRAISAL POLICY AND PROCEDURES

Mo later than 30 days after the Effective Date, to the extent
not already done, the Beoard shall revise, approve and ensure the
implementation of the appraisal policy of the Association to conform
to all applicable reguirements, including but not limited to Part
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564 and Section 563.172 of the 0TS Regulations as well as other
applicable industry appraisal standards. 1In particular, but without
in any way limiting the foregoing, the appraisal policy must require
state certification of appraisers, annual review by management of
all approved appraisers used within the prior twelve months, see 12
C.F.R. § 564.8{(c){3), and specific criteria tailored to the .
different types of appraisals, e.g., single~family, drive-bys and
commercial. '

9. INTERNAL AUDIT POLICY AND PROCEDURES

No later than 60 days after the Effective Date, to the extent
not already done, the Board shall adopt and ensure the
implementation of a written internal audit policy approptiate to the
size of the Association that will enable the Board to effectively
monitor the implementation of its policies. The internal audit
function, which must be independent of management and report
directly to the Board, also will assist the Board in moniteoring the
actions and decisions of committees and management coperating under
delegated authority and comply with FHLBE Bulletin IA-5 {attached).

10. REO POLICY

No later than 30 days after the Effective Date, to the extent
not already done, the Board shall adopt and ensure the
implementation of a policy governing real estate owned that complies
with all laws and regulations, including 563.172 of the 0TS
Regulations and addresses proper accounting treatment.

11. ESTABLISHMENT OF ALLOWANCES

A. Asset Evaluatiocn Program. No later than 30 days after the
Effective bate, to the extent not already done, the Board shall
revise, approve and ensure the implementation of a comprehensive
asset evaluation program {("Program”) that ensures: (i) the proper
reporting of assets criticized as "Loss,"” "Doubtful,” "Substandard®
or "Special Mention" (collectively "Criticized Assets") and (ii) the
establishment of appropriate valuation allowances to reflect credit
risk in its loan portfolio {(including contingencies and percentage
allocations). The Program shall, inter alia, name a management
official responsible for carrying out the Program that: (a) is
independent of the lending function and (b) reports directly to the
Board.

B. Board Resolution. No later than 30 days after the end of
each calendar guarter, the Board shall adopt a corporate resclution
certifying that it has censidered and attached the following: (i) a
listing of all Criticized Assets in the most recent 0TS Report of
Examination andrsor identified internally as a Criticirzed Asget andg
reported on Schedule TA of the TFR, including for each asset: (a)
the lcan or other identification number, {b} the borrower or title
of the asset, (¢) the association’s recorded investment (i.s.,
principal bkalance, plus accrued interest, plus or minus related
discounts or premiums), (d)} the amount classified as special
menticon, substandard, doubtful or loss, (e} specific valuation
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allowances established against the asset and (f) the carrying amount
of the asset {recorded investment minus loss allowances) and (ii} an
analysis of the adeqguacy of the Assoclation’s general valuation
allowances prepared by management. See also 57 Fed. Reg. 38736
(September 1, 1992) (proposed guidance on GVAs).

12. ASSET WORKOQUT AND CLASSIYFICATION POLICY -

A. Immediately after the Effective Date, to the extent not
already done, the Board shall revise, approve and ensure the
implementation of the asset workout and classification policy of the
Association, which shall include without limitation: (1)
establishement of an asset workout group whose responsibilities
shall be (a) to develop and implement asset action plans with
respect to each asset referred to the workout group and (b) to
report to the Association’s Board on the status of workout efforts
on a monthly basis, (ii) the identification of all assets that will
be referred to the asset workout group, which shall include without
limitation all assets over $100,000 that are reported as: (a}
Criticized Assets in the most recent 0TS Report of Examination
and/or (b} identified internally as a Criticized Asset, (iii) a
comprehensive analysis of all loan documents and related
correspondence, (iv}) a realistic analysis of (a) the available cash
flow to service the debt, {b) the value of any collateral and (¢}
the ability to enforce any guarantees, (v) an assessment of
potential legal issues relating to the workout and (vi) based on the
above, the development of an asset action plan for the workout of
each asset referred to the workout group, including a proposed
timetable for each suggested action.

B. Each asset action plan shall, inter alia, identify the
amount (if any) of any additional disbursements planned or
contemplated for each asset, and contain a description of any
contemplated modifications, extensions or renewals in connection
with the asset.

13. INVESTMENT POLICY

No later than 30 days after the Effective Date, to the extent
not already done, the Board shall revise, approve and ensure the
implementation of the investment policy of the Association in
accordance with 0TS Thrift Bulletins 52 and 52-~1. The policy shall
include, without limitation, provisions addressing the desired
asset/liability mix, specific asset concentrations, the range of the
acceptable levels of interest rate rigk, liquidity risk and credit
risk, the range of investment limits and desired rates of return for
each type of permissible investment, the need for management
expertise and the role and limitations placed on investment
consultants.

14, INTEREST RATE RISK POLICY

No later than 30 davs after the Effective Date, to the extent
not already done, the Beoard shall revise, approve and ensure the
implementation of the interest rate risk policy of the Association
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to comply fully with Section 563.176 of the OTS Regulations, and
Thrift Bulleting 13, 13-1 and 13-2, including without limitation a
formal strategy with specific objectives and time frames, new
interest rate risk limitations based on the net portfolio value and
net interest income that adeguately protect the institution from a
detrimental impact on its operations and capital and at least
guarterly review by the Board of the policy and management’s -
implementation of the policy.

15, CASH MANAGEMENT POLICY

A, Immediately after the Effective Date, to the extent not
already done, the Board shall adopt and ensure the implementation of
a cash management policy that ensures effective management and
monitoring of the Association’s liguidity, including without
limitation compliance with Part 566 of the 0TS Regulations. The
Board shall ensure that management coordinates the cash management
policy with the investment and interest rate risk policies.

B. No later than 10 Business Days after the Effective Date, the
Board shall require that management establishes internal procedures
designed to ensure that the Association complies with Section
566.2{c) of the 0TS Regulations.

16. LOAN POLICY

Immediately after the Effective Date, to the extent not already
done, the Board shall revise and ensure the implementation of the
loan policy of the Association to address without limitation
deficiencies in underwriting, documentation, file maintenance {e.gqg,
current financial data and appraisals), collateral valuation, C?Egit
analysis and loan monitoring.

- 17.  CODE OF ETHICS

No later than 3¢ days after the Effective Date, the Board shall
adopt and implement a Code of Ethics Policy ("Code"). The Code
shall at a minimum address the following:

A. Corporate Creed

The Code shall begin with a board statement of corporate
policy and basic philosophical principles. The creed shall contain
statements, guidelines, and examples of what constitute ethical
behaviocr as a basis of how employees and other insiders will be
judged;

L. Conflicts of Interest

B conflict of interest cccurs if an emplovee or other
insider deliberately advances personal interests at the expense of
the institubtion or its customers or stockheolders. The Code shall be
crafted so as to comprehensively address permissible and
impermissible activities, to provide examples and guidance and to
clearly communicate the procedures the Assoclation will use in
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dealing with conflict problems;

¢. Confidentiality

The Code shall state that information obtained through
employment by or affiliation with the Association shall be private.
The Code shall show how information must be guarded, what -~
information is, and why abuses in this area can be harmful to the
Association, the emplovees, and the customers;

D. Personal Finances

The Code shall state that improper handling of personal
finances could undermine the credibility of the employee, other
insider or the institution. Additionally, a precarious financial
position could be thought to influence actions or judgments made for
the institution., Specific policies and procedures for reporting
financial transactions and liability statements of employees and
other insiders who are in a precarious financial position shall be
established. Such policies and procedures shall include reporting
requirements that will alert the Board when employees or other
insiders are in a precarious financial position.

E. Qutside Activities

70 ensure that an employee or other insider manages his/her
outside activities without compromising the individual or the
institution, the Code shall provide explicit restrictions and
guidelines;

F. Protection of Property

The Code shall provide guidelines for the protection of the
Association’s property, including information, products, and
services shall be addressed;

G. Laws and Regulations

The Code shall recite applicable criminal statutes and
financial institution regulations. The descriptive list shall be as
comprehensive as possible including, but not limited to, the
following:

{1} Sections 23A and 23B of the Federal Reserve Act, 12
U.S.C. §§ ("FRAY) 371c & 371C-1 {regarding transactions with
affiliates};

(2) Secticn 22th} of the FRA, 12 U.5.C. § 375k {(regarding
prohibitions respecting loans and extensions of credit to executive
nfficers and directors of banks, political or campaign committees,
etc. };

{3) Section 563.3% of the 078 Regulaticns, 12 C.F.R. §
563.35 (regarding restrictions involving loan services};
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{(4) Section 563.37 of the 0TS Regulations, 12 C.F.R. §
563.37 {regarding operation of service corporation, liability of
savings association for debt of service corporation);

(5) Section 563.39 of the 0TS Regulations, 12 C.F.R. §
563.39 {regarding employment contracts]);

(6 Section 563.40 of the 0TS Regulations, 12 C.F.R. §
563.40 (regarding restrictions on loan procurement fees, kickbacks
and unearned fees});

(7)Y Sections 563.41 and 563.42 of the 0TS Regulations, 12
C.F.R. §§ 563.41 and 563.42 {implementing Sections 23A and 23B of
the FRA}.

{8) Section 563.43 of the OTS Regulations, 12 C.F.R. §
563.43 (implementing Section 22(h) of the FRA);

(9} Section 563.44 of the OTS Regulations, 12 C.F.R. §
563.44 (regarding loans involving mortgage insurance);

{10) Criminal statutes applicable to financial institutions
pursuant to Title 18 of the United States Code.

Substantial penalties for noncompliance may be imposed on the
institution, employee or other insider;

{H) Code Administration

The Code shall provide for a method for ensuring compliance,
and policies and procedures for enforcing the Code shall be clearly
described. The sanctions that will be imposed for ethical
violations shall be uniformly applied.

18. JOB DESCRIPTIONS

No later than 30 days after the Effective bPate, to the extent
not already done, the Board shall establish job descriptions for
directors, officers and other employees.

19. CHANGES IN DIRECTORS OR EXECUTIVE OFFICERS; TERMS OF
EMPLOYMENT AND GOLDEN PARACHUTE PAYMENTS.

B. As reguired by Section 32 of the FDIA, 12 U.5.C. § 1831i
and OTS Thrift Bulletin 45, the Association shall provide at least
30 days written notice to the OTS prior to the effectiveness of
designating a new member of the Board or staff of "senior executive
officers” {as defined in Th 45).

5, Pursuant to OTS Regulatory Bulletin 27a, the Association
shall nobt enter into, renew, extend or revise any conitractual
arrangement related to compensation or benefits with any Director,
senior executive officer, or other institution-affiliated party of
the Associaticon or any Subsidiary or Affiliate thereof, unlesgs it
first {i) provides & minimum of thirty days advance notice of the
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proposed transaction and (ii) receives a written notice of
non-objection from the Regional Divrector with regard to the
transaction. '

C. The Association shall not make any "golden parachute
payment," as that term is defined in Section 18(k) of the FDIA, 12
U.5.C. § 1828(k), and as it may be further defined in regulations
adopted by the Federal Deposit Insurance Corporation ("FDIC") under
that authority, unless it first (i) provides a minimum of thirty
days advance notice of the proposed payment and (ii)} receives a
written notice of non-cobjection from the Regional Director with
regard thereto.

20. THIRD PARTY CONTRACTS; TB 50 REVIEW

The Association shall not enter into any bthird party contracts
outside the normal course of bhusiness pursuant to 0TS Thrift
Bulletin 50, without the prior written approval cof the Regional
Director.

BOARD OF DIRECTORS

21. COMPLIANCE WITH AGREEHKENT.

A. The Board and Officers of the Assocciation shall take
immediate action to cause the Association to comply with the terms
of this Agreement and shall take all actions necessary or
apptropriate thereafter to cause the Association to continue to carry
out the provisions of this Agreement.

B. The Board, on a monthly basis, shall adopt a Board
Resolution (the "Compliance Resolution") formally resclving that,
following a diligent inguiry of relevant information (including
reports of management), to the best of its knowledge and belief, .
during the immediately preceding calendar month, the Association has
complied with each provision of this Agreement currently in effect,
except as otherwise stated. The Compliance Resolution shall: (i)
specify in detail how, if at all, full compliance was found not to
exist, and (ii}) identify all notices of exemption issued by the
Regional Director that were outstanding as of the date of its
adoption.

C. The minutes of the meeting of the Board shall set forth the
following information with 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 Directeor voting
in opposition to its adoption or abstaining from voting thereon,
setting forth each such Director's reascning for opposing or
abhstaining.

D. No later than the 28th Calendar Day of the month following
the end of a calendar guarter, beginning with the end of the first
calendar guarter following the Effective Date, the Associaticn shall
provide to the Regional Director a certified true copy of the
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Compliance Resolutions adopted at the Board meeting of each month in
such calendar guarter. The Board, by virtue of the Association’s
submission of a certified true copy of each such Compliance
Resolution to the Regional Director, 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 Association.

MISCELLANEOQUS

22. DEFINITIONS:

For all purposes of this Agreement, except as otherwise
expressly provided or unless the context otherwise reqguires: {a) the
terms used in this Agreement have the meanings assigned to them in
this Section 24 and include the plural as well as the singular; (b}
all accounting terms not otherwise defined have the meanings
assigned to them in accordance with generally accepted accounting
principles in the United States, except that if such terms are
defined in the Rules and Regulations of the 0TS, such regulatory
definitions shall be controlling; (c) a2ll terms not otherwise
defined herein that are defined in the HOLA, the FDIA, the Rules and
Regulations of the OTS or its publicly available bulletins and
Advisory Memoranda shall have the meanings assigned te them in such
statutes, Rules and Regulations, Bulletins, and Adviscry Memoranda;
and (d) all technical words or terms not subiject to a definition in
this Agreement shall have the meanings that accord with the best
custom and usage in the thrift and banking industries.

*advisory Memoranda” refers to inter alia, R Memoranda and T
Memoranda issued by the staff (or agents) of the 0TS {or its
predecessors in interest).

"Board Resolution” means a resolution duly adopted by the Board
at a duly called and held meeting of the Board (or a Committee
therecf) at which a guorum was present.

"Director"” shall mean any current or fermer member of the
hsgociation’s Board of Directors.

"FDIAY" means the Federal Deposit Insurance Act, as amended.
"FHLMC" refers to the Federal Home Loan Hortgage Corporation.

"PFIRREA" means the Financial Instituticns Reform, Recovery, and
Enforcement Act of 1989, Pub. L. No. 101-73, 103 Stat. 183,

THOLAY means the Home Owners® Loan Act, as amended, 12 U.5.0. §§
1461 =t seq.

“ODfficer" shall have the meaning set forth in Section 561.35 of
the 0TS Regulations, 12 C.F.R. § 561.35.
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"OTS" refers to the Office of Thrift Supervision, United States
Department of the Treasury, or its successor.

"Regional Director™ or his successor is the senior supervisory
official in the Northeast region of 0TS. All references to the
Regional Director shall include the Regional Directeor and/or his
designee(s). -

"savings Association” shall have the meaning set forth in
Section 2(4) of the HOLA, 12 U.S.C. § 1462(4).

“State” means the state of New Jersey,

23. SUCCESSOR STATUTES, REGULATIONS, GUIDANCE, AMENDMENTS.

Reference in this Agreement to provisions of statutes,
regulations, and OTS Memoranda shall be deemed to include references
to all amendments to such provisions as have been made as of the
Effective Date and references to successor provigsions ag they become
applicable.

24. NOTICES.

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

(1) the 0TS by the Association, shall be sufficient for
every purpose hereunder if in writing and mailed, first class,
pestage prepalid or sent via overnight delivery service or physically
delivered, in each case addressed to the Regional Director, Office
of Thrift Supervision, Department of the Treasury, 10 Exchange
rlace, Jersey City, New Jersey 07302 or telecopied to 201-413-7543
and confirmed by first class mail, postage prepaid, evernight .
delivery service or physically delivered, in each case to the above
address.

{2) the Association by the 075, 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 the Association at
552 Landis Avenue, Vineland, New Jersey 08580 or telecopied to
609-794-3874 and confirmed by first class mall, postage prepaid,
overnight delivery service or physically delivered, in each case to
the above address.

B. Notices hereunder shall be effective upon receipt, if by
mail, overnight delivery service or teleccocpy, 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 wasg 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.
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25. DURATION, TERMINATION OR SUSPENSION OF AGREEMENT.

a. This Agreement shall: (i) become effective upon its
execution by the 0TS, through its authcrized representative whose
signature appears below and (ii) remain in effect until terminated,
modified or suspended in writing by the 078, acting through its
Director or the Regional Director {(including any authorized designee
thereof).

B. The Regional Director in his or her sole discretion, may,
by written notice, suspend any or all provisions of this Agreement.

26. TIME LIMITS.

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

27. EFFECT OF HEADINGS.

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

28. SEPARABILITY CLAUSE.

In case any provision in this Agreement is ruled to be invalid,
illegal or unenforceable by the decision of any Court of competent
jurisdiction, the validity, legality and enforceability of the
remaining provisions hereof shall not in any way be affected or
impaired thereby, unless the Regional Birector in his/her sole
discretion determines otherwise.

28, NO VIOLATIONS OF LAW, RULE, REGULATION OR POLICY STATEMENT
AUTHORIZED; OTS NOT RESTRICTED; RELATION TO STATE LAW.

A. Nothing in this Agreement shall be construed as: (i}
allowing the Association to violate any law, rule, regulaticn, or
policy statement to which it is subject or (1i) restricting or
estopping the 0TS from taking any action{s) that it believes are
appropriate in fulfilling the responsibilities placed upon it by
law.

B. As an Association chartered under State law and subiject to
regulation and supervision by a State regulatory authority, the
Asscciation may be subject to various restrictions imposed by the
appropriate State regulatory authority. The Association must
continue to comply with any such restrictions, notwithstanding the
receipt by the Asscciation of authorizations or notices of
non-ohjection of the Regional Directoer, except to the extent that
such restrictions have been deemed to be pre-empited by Federal law.

30. SUCCESSORS IN INTEREST/BENEFIT.

The terms and provisions of this Agreement shall be binding
upen, and inure to the benefit of, the parties hereto and their
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successors in interest. Nothing in this Agreement, express or
fmplied, shall give to any person or entity, other than the parties
hereto, the Resolution Trust Corporatien, and the ¥Federal Deposit
Insurance Corporation and their successors hereunder, any benefit or
any legal or eguitable right, remedy or claim under this Agreement.

31. SIGHNATURE OF DIRECTDRS.

Fach Director signing the Agreement attests, by such act, that
she or he, ag the case may be, voted in favor of the resolution, in
the form attached to this Agreement, auwthorizing the execution of
this ARgreement by the Association.

32, ENFORCEABILITY OF AGREEMENT.

The Association represents and wacrrants that this Agreement has
been duly authorized, executed, and delivered, and constitutes, in
accordance with its termg, a valid and binding obllgation of the
Assoclation. The Association acknowledges that this Agreement is a
"written agreement” entered into with the 0TS within the meaning of
Section 8 of the FDIA, 12 U.S5.C. §1818,

IN WITNESS WHEREOY, the OTS, acting by and through the Reglonal
Director and the Association, Iin accordance with a duly adopted
resolution of its Board {copy attached hereto}, hereby execute this
Agreement as of the Effective Date.

OFFYICE OF THRIFT SUPERVISION THE ASS0CYATION
BY By . -7

/ S / /g/ T T
AL Y v Chiet dradset.t SRzl

- DIRECTORS OF THE ASSOUIATION

Diréchr/éi;{“Ei Greenblatt Director

[S/
Birepgtor SamueX 5. Herring 4 Director
&2fé?ﬁxn!£2;£;ié Genova ~ Bireclor

/

Directdgé;iauitﬁiverman Birector
Directaor Director
Landis Bavings Bank, SLA & 0TS No. 4593 Page 14
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CERTXFIED CORY OF -
RESOLUTION OF BOARD OF DIRECTORS

1T, the undetrsigned, being the duly appeinted and qualified

Secretarg of Landig Savings Bank, SLA {"the
Assoclatien™) Bereby certify as follows:

L. A duly called meeting of the Board of Directors of the
Association was held on December 21 , 19953:

2. AL suid meeting a quorum was present and voting throughout;

i. The following ig a true copy of resclutions duly adopted by
the Association’s Board of Directors, whlch resclutions have not
been rescinded or modified and are now in Ffull force and effect:

WHRERBAS, the Board of Directors ¢f the Association wishes to
covperate with the OTS and te demonstrate that said Board and the
Assoclatjon have the intent and ability to: (1} comply with all
applicable laws and regulations and (2¥ engage in safe and sound
practices; and

WHEREAS the Directors of the Association have read and
considaered the proposed SuperviSOty Agreement ("Agreement") which
shall be attached to the minutes of this meetingy and

WHEEEAS after due consxderatxon, the Directors of the

ASS“;OClatXOﬁ,

HOW THEREFORE, BE IT RESOLVED, that the aAgsgsociation be and it
hereby is authorized to enter inte the Agreement in the form
attached to the minutes of the meeting,

FURTHER RESOLVED, that the execgution and delivery of, ang
performance of all of the provisions of the Agreement be, and they
hereby are, authorized and approved,

FURTHER RESOLVED, that the Directors and Officers of the
Association be, and they hereby are, authorized and directed to
exgcute and deliver the Agreement and to take all steps necessary orv
appropriate to implement the terms of the Agreement and to cause the
Assoclation te comply in all respects with the terms of the
Agreement,

Landis Savings Bank, SLA & OTS No. 4583 Page 1%
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4. AllL members of the Board of Directors were present and voted
at the meeting {except — } and ‘_'a.'ﬁ}.
members of the Board of bBitectors {except nons }
voted in faver of the resoclution;

IN WITNESS WHERECOF, I have hereto subscribed my name and affixed
the seal of the Association on this third day of January p
1994.

)S/

Name: Wallace F. McMichael

Title: Corporate Secretary

{SEAL}

Landig Savings Bank, SLA & 0TS No. 4593 Page 16
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COMMENT-RULINGS -~ 7

oo COMMENT-RULINGS FOR
SUPERVISORY SERVICE (VOLS. 1and 2)

§36021 . .,

AUDITS OF INSURED INSTITUTIONS,
SERVICE CORPORATIONS AND JOINT
VENTURES BY INTERNAL AUDITORS

FHLBR/ Bullétin 4 I4-5, February I7, 1978 -

" This Bulletif sapplements the Federal Sévings
and Loan Insurance Corporation’s Statemnent of
Policy (Section 571.2 of the Rules and Regulations
for Insurance of Accounts) with respect to aundits
by interna! zuditors. Internal auditors must meet all
applicabie requirements of such Statement as well
as all requirements’sét out in this Bulletin,

I. Applicablie audifing standards. As a min-
imtm, isternal auditors must use generally accepted
auditing standards. The interna! auditor shall be fa-
miliar with applicable publications of the Financial
Managers Society for Savings Institutions, Inc.
(FMS) and of the American Institute of Certified
Public Accountants {AICPA), including the “In-
ternal Auditors Manual for Savings Institutions,”
(FMS); the industry audit guide, “Audits of Sav-
ings and Loan Associations,” (AICPAY; “State-
ments op Auditing Standards,” (AICPA); and sub-
sequent SAS releases 'promulgated periodically by
the AICPA. .

il. Audit period; The term “audit period” re-
fers to the period of time between “audit dates.”™
The period should be twelve (12) calendar months
and may not be changed without approval of the
District Director-Examinations.

Il Audit date. - The term “audit date” refers

18,021

———ACCOUNTING/AUDITING——

which internal auditors would ordinarily employ in
the course of an audit made for the purpose of mak-
ing a statement as to the accuracy of financial re-
ports.

Any.of the procedures referred to herein with re-
spect to the review f_ﬁi;m;mnggmcls, or audit pro-
cedures are fully dpplicable to accounting records
maintained on automated equipment. The internal
auditor shall be familiar with appropriate publica-
tions in this area as may be issued from time to time
by the Federal Home Loan Bank Board, OES, FMS
or AICPA, including Bulletin PA-7-1 and “Audits
(I){ Service Center Produced Records,” (AICPA,

974).

B. BOARD OF DIRECTORS' RESOLUTION.
As of the effective date of this Bulletin (for existing
internal audit programs) and/or at the time of com-
mencing 2 new internal audit program, the board of
directors of the institufion and, where applicable,
the board of directors of each service corporation,
shall furaish the District Director-Examinations
with: a copy of the minutes of the directors’ meeting
at which a resolution providing for the following
was adopted:

1. That the internal audit shall be performed to
the satisfaction of the District Director-Examina-
tions.

- 2, That the intemal auditor is independent of all
association operating and management personnel,
that the auditor shall have access to all records of
the association without prior notice wherever they
may be and that the auditor shall report to the insti-
tution’s board of directors {or audit commitice

to the AS OF date for annual audit reports to the
ittt Ditsetor ttors Theaudit—date

‘shonld- ¢oincide With # monthend dat¢. Nothing

said herein should be construed as prohibiting the

commencement of audit work on an unannounced

basis or as prohibiting continuous audit programs.
1V, Scope of audit.

A. GENERAL REQUIREMENTS. The inter-
nal auditor shall be familiar with the statutes, rules
and regulations (Federal and State) under which
the institution being audited operates, and with its
charter and bylaw provisjons. "

The audit should incorporate the necessary pro-
cedures to satisfy the internal auditor that there is
compliance ‘with the applicable reguiations that re-
late to accounting matters and accordingly may af-
fect the institution's financial position or results of
-operations, - ’

In instances where the internal auditor antici-
pates any material potential loss in the assets of the
institution or g serious violation of any Federal or
applicable State regulation, the circumstances
shonld be discussed with the District Director-Ex-
aminations as soon as the audit work which dis-
closed the situation is completed.

Nothing in this Bulletin shall be construed to im-
ply authority for the omission of any procedure

October, 1990

thereof} any denial of access to such record by any

officer or employee.

3. That the internal auditor shall make available,
if requested by the District Director-Examinations,
completed audit work programs and related audit
workpapers, and shall render, if requested, a letter
report to the District Director-Examinations indi-
cating specific auditing procedures performed and
the resuits thereof.

4. That the internal auditor shall perform specif-
ic auditing procedures in instances when the Dis-
trict Director-Examinations has issued written in-
structions to the internal auditor. These specific
procedures may be in addition to those customarily
performed by en internal auditor in accomplishing
the audit program. The internal auditor may com-
municate to the board of directors {or audit com-
mittee thereof) and appropriate management offi-
cials, any specific instructions received from the
District Director-Examinations, if in the judgment
of the auditor, such communication should be
made.

8. That the internal auditor shall meet at least
annually with either the institution’s and/or service
corporation's full board of directors or a duly slect-
ed or appointed audit committee of the board of

4 36,029
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directors. The purpose of the meeting would encom-
pass a discussion of written reports which set forth
the scope and results of work accomplished since
the preceding meeting (including the annual report
to the District Director-Examinations) along with
recoramendations and corrective actions taken by
operating personnel. In connection with the meeting
at which the annual report {5 discussed, the direc-
tors shall promptiy file a letter with the District
Director-Examinations acknowledging the meeting
and setting forth action to be taken with respect to
sny deficiencies noted in the audit report.

6, That the internal suditor shali, upon discover-

ing an apparent defaication or being informed of
such & matter, determine that-the institution hag

immediately potified the District Director-Exami-
nations in writing of the apparent defaléation. If the
institation did not make such notification, the inter-
nal auditor shall immedidtely notify the District Di-
rector-Examinations‘afid the board of directors of
such defalcation. 7 .

Additionally, for new internal audits, the resolu-
tion shall confirm the jtems required by Section
571.2(e) (1) (i} of the Policy Statement.

C. REVIEW OF THE SYSTEM OF INTER-
NAL CONTROL. The internal auditor has the re-
sponsibility to review and evaluate the adequacy of
the institution’s system of internal control in estab-
iishing the scope of his audit tests. Prior to any re-
view, the internal auditor should be familiar with
the chapters. on internal conirol contained in the
“Internal Auditors Manual for Savings Institu.
tions” published by the FMS.

At this time, the FHLBB has not attempted to
devise a standard list of internal controls which
should be adopted by all savings and loan institu-
tions and their subsidiaries. It is the responsibility of
the internal auditor to develop & comprehensive
control questionnaire a¥ part of his review of the
internal controis. -

Tast

[-conjunclion-with-and-din-the repdering of

tual-report-{see Part V of thiv-Balletin}; - the in-
ternab auditor shall disclose any material weakness-
es in the institution’s system of internal control and

shalf include recommendations for strengthening

- controls in the aréas of such weaknesses; together

with corrective actions faken by the iastitudion’s
management or operating personnel.

The internal auditor must review and test the
written ‘descriptions of the institution's systems of
interna] controls for the major arcas of activity. The
internal auditoris-cautioned not to accept manage-
ment’s statements regarding controls in existence.
The anditor should determine through observation,
inquiry and tests of transactions that such controls
are operative. Workpapers meust indicate the meth-
odology and the resuits of the tests. Any deficiencies
noted by -the internal auditor must be reported to
mansgement and the board of directors and appro-
priate follow-up action st be taken.

As a minimum, matters regarding physical and
aceounting controls in the following areas of an in-
stitution's operations should be reviewed and tested
(such Het is not designed nor intended to supplant
the internal auditor’s judgment):

+ Cush
- Cash balznees {on hand and in banks)

Oetober, 19%)
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~—— Cash receipts (including payments on loans, de- T -
posits and investments}

— Cash disbursements (including withdrawals, b
lending, and expenses) e

— Consignment items (travelers checks, savings
bonds, ete.}

» Marketable securities and other investments
+ loans

— Lending policics and procedures

— Documents . o

- Delinguencies o :

— Interest income and accrual computations

—— Unique controls required by specific types of
loans

+ Real estate owned (aéquired for investment and/
or through foreclosure or in fiew thereof)

- Pl‘{}f}ﬁx‘{)’ . . .

 Other assets and deferred charges

*+ Savings accounts

~- Inactive accounts .

~— Passbocks and certificates

— Opening

— Closing

— Interest expense and accrual computations

* Borrowed money

+ Advances by borrowers for taxes and insurance
» Other liabilities and deferred credits

+ Net worth and/or retained earnings accounts
+ Review of pperations

D. CONFIRMATION OF LOANS AND SAYV.
INGS ACCOUNTS. The sudit must include sat-
isfactory confirmation of loans and savings accounts
by direct correspondence. The internal auditor shall
determine the extent of confiration that in the au~

pereent,. by both- pumber. and. dotlar .amount, of
loans and savings accounts confirmed. The workpa-
pers must. also disclose the type of confirmation
used (L.e., positive or negative) and the basis used
- to. select accounts for confirmation.. If statistical
sampling is used s the basis for selecting accounts,
the workpapers must also disclose the method used
and the confidence level achieved,

The internal suditor shall include in the periodic
reports to the board of directors of the institution,
and in the annual report to the District Director-
Examinations, any materidl ekceptions to confirma-
fion requests that are not satisfactorily reconctled.

E. INSPECTION . OF LOAN DOCUMENTS
The iriternal auditor has the responsibility to deter-
mine the extent that documents-supporting loans
made and porchased, prior and subseguent to the
date of the previcus audit report, are to be inspect-
ed. The auditor's workpapers shall clearly disclose
the percent of the number of new loan fiies exam-
ineqd to the nucber originated it the current andit
periad. In addition, the working papers must dis-
close the number and percent of files examined ap-
plicable to previcus audit periods to the total num- o
ber of loans outstanding as of the end of the audit
period. The workpapers shall also disclose the basis
used to select loan accounts for docament mspec-

& 1990, United States League nf Savings Fastitutions







