UNITED STATES GF AMERICA

BEFORE
THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON, D.C.
)
Written Agreement by and between )
)
CIVITAS BANKGROUP, INC. ) :
Franklin, Tennessee ) Docket No. 05-011-WA/RB-HC
)
and )]
)
FEDERAL RESERVE BANK )
OF ATLANTA )
Atlanta, Georgia )
' )

- WHEREAS, in recognition of their common goal to restore and maintain the financial
soundness of Civitas BankGroup, Inc., Franklin, Tennessee (“Civitas”), a registeredlbank _
_ hold_ing companjr that has or formerly had ownership interests in, and provides operational
oversight and services to, subsidiary banks {each individually, a “Subsidiary Bank,” and
collecti\}ely, the “Subsidiary Banks”), Civitas and the Federal Reserve Bank of Atlanta (the
“Reserve Bank™) have mutually agreed to enter into this Written Agrcemént (the “Agreement™);

WHEREAS, Civitas oversees the activities and operations of the Subsidiary Banks and
services provided by Civitas to the Subsidiary Banks include but are not limited to, risk
management, credit administyation, loan review, audit, and deposit operations;

WHEREAS, as a result of the identification of deficiencies in various areas by the
Reserve Bank, Civitas is talang steps to enhance and improve the cemralized functions and
services it provides to the Subsidiary Banks; and

WHERFAS, on &Q >y X 2/ , 2005, the board of directors of Civitas, at a duly

constituted meeting, adopted a resolution authonizing and dé:ectinﬂ .@Kﬁ £ /d grrss /N




to enter into this Agreement on behalf of Civitas ana consenting to compliance by Civitas and nis
institutiop-affiliated parties, as defined i sections 3(u) and 8(b)(3) of the Federal Deposit
Insurance Act, as amended (the “FDI Act™) (12 U.S8.C. 1813{n) and 1818(b)(3)), with each and
every applicable provision of this Agreement.
NOW, THEREFORE, Civitas and the Reserve Bank agree as follows:
Magpagement
1. (a)  Within 30 dajs of this Agreement, the board of directors of Civitas shall

retain an independent consultant acc;eptable to the Reserve Bank to conduct a review of the
management, directorate, and organizational structure of Civitas (the “Management Review™)
and to prepare a written report of findings and recommendations (ﬂlc “Comnsultant’s Report™).
The primary purpose of the Management Review shall be to aid in the development of a
* directorate and management structﬁre, consisting of unaliﬁéd and trained personnel, that is
suitable to Civitas’s enterp;i_se—wide_ needs. The Management Review shall, at a minimum,
address, consider, and ‘mciilde:

()  The identification of the type and number of officer positions
needed to manage and properly supervise the affairs of Civitas™s consolidated organization;

(il  the identification and establishment of committees of Civitas’s
board of directors that are needed to provide guidance and oversight for the consolidated
organization;

(i)  an evaluation of each Civitas officer and director to determine
whether the individual possesses the ability, experience, and other qualifications required to
competently perform present and anticipated duties, including the ability to adhere to established

policies and procedures of Civitas, 1o restors Civitas to, and to thereafter maintain, a safe and
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sound condition; and to comply with the requirements of this Agreement and all applicable laws
and regulations; and

(v}  an evaluation of the information being provided 1o the board of
directors 1o enable it to camy out ts responsibility to oversee the operations and management of
the consolidated orgamization.

(by  Within 10 days of the engagement of the independent consultant, but prier
to the commencement of the Management Review, Civitas shall submit to the Reserve Bank for
approval an engagement letter that sets forth the scope of the Ménagement Review and the date
of submission of the Consultant’s Report, not to exceed 90 days after the date of the Reserve
Bank’s approval of the engagement letter.

(¢)  Upon receipt of the Consultant’s Report, Civitas shall forward a copy to
the Reserve Bank.

2. Within 30 days of Civitas’s receipt of the Consul_tant’s Report, Civitas shall
submit 1o the Reserve Bank a written management plan that fully addresses the ﬁndizi;gs and
recomrﬁendations in the Consultant’s Report and describes the specific actions that the board of
directors proposes to take in order to strengthen Civitas’s management an& improve the board. of
directors’ supervision of Civitas. The plan shall, at a minimum, address, consider, and include
actions to improve and strengthen:

(@)  The consolidated organization’s risk management program;

(6)  Civitas’s oversight of the lending policies and procedures of the
Subsidiary Banks; and

{cy  Civitas’s planning process and strategic direction.



Tnfernal Andit

3. Within 60 days of this Agreement, Civitas shali submt to the Reserve Bark an
acceptable written plan to enhance the enterprise-wide internal audit fonction. The plan shall
address internal audit staffing in terms of the types, number, and qualifications of staff needed to
provide an effective audit program for the organization: in light of its size and complexity. The
plan shall also at a minimum, address, consider, and include:

() Compliance ﬁm regulatory guidance regarding the internal audit
function, including but not limited '?o, the requirements of the Interagency Policy Statement on
the Internal Audit Functicn and its Outsourcing; 1ssued March 17, 2003;

{b)  establishment of an audit schedule that exzsﬁres that ail areas, including but
net limited to, the Subsidiary Banks’ @*ire transfer, teller operations, lending, investment
* securities, and the organization’s consolidated bal-aﬁce sheet, and income and expenses, are
audited at least yearly;

{c) proéedures for management to review audit reports quarterly, formally
respond in writing to criticisms in audit reports, and promptly implement corrective actions that
are responsive to audit findings;

(d)  procedures for tracking audit issues and the internal audit function’s
review of management’s corrective action; and

(¢)  submission of quarterly audit reports and management responses to the
Audit Committee of the board of directors.

4. (2)  Within 60 days of this Agreemens, Civitas shall complete a review of its
enterprise-wide deposit operarions. The purposes of the review shall be to assess current intemal

controls over deposit operations and to make findings, conclusions, and recornmendations for



improvements to the internal controls, pelicies, and procedures in the area of deposit operations.
The review shall address, consider, and include, at 2 minimum, the processes for issuing and
contrelling official checks, reactivating dormant accounts, and controls over items held for
customer pickup. Civitas shall provide a copy of the findings, conclusions, and
recommendations of the review to the Reserve Bank upon completion.

(by  Within 30 days of the completion of its review of Civitas’s
enterprise-wide deposit operations, Civitas shall submit to the Reserve Bank an acceptable
written plan to strengthen deposit operations. The plan shall, at a:minimum, take mto
consideration the findings, conclusions, and recommendatiens of thé review completed pursuant
to paragraph 4(a).

Credit Administration

5. Within 60 days of this Agreement, Cjvitas shall submit to the Reserve Bank an
acceptable written plan to strengthen Civilas’s enterprise-wide credit administration policies,
procedures, and practices. At a minimum, Civitas shall ensure that its credit administration
program includes:

(@  Uniform underwriting standards for all new and renéwed loans that
emphasize the importance of cash flow analysis of the borrower rather than collateral-based
{ending and ensure that comprehensive financial statements, tax returns, and other financial data
indicating the borrower’s capacity to repay the loar are current af the time that the loan is
extended are regularly updated during the period that the loan remains outstanding;

{v)  procedures for exceptions to the lozn policies, including required

documentation by the account officer and approval by each of the Subsidiary Bank’s board of
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directors or commities, as appropriate, that each exception to the policies is in the best interest of
the Subsidiary Banic,

{¢y  internal controls thar are designed 1o ensure uniform adherence to Joan
policies and procedures;

(dy  procedures for controlling and monitonng concentrations of credit,
including (i) establishing concentration of credit limits for acceptable industries and types of
loans: and (i) managing the risk associated with asset concentrations;

(&)  monthly review§ by Civitas’s board of directors and sepior management of
the level and trend of ecriticized assets (classified and special mention loans) at each of the
Subsidiary Barks, and the establishment of benchmarks and timeﬁfaxhes for reducing the level of
classified assets to acceptable levels as determined by the board of directors and senior
management;

(£ collection po]ici.es and procedures that are designed to ensure that the
orgamization’s consolidated pgst due and nonaccrual loan ratio remains at an acéeptable,
manageable level as determined by Civitas’s board of directors and senior ma,ﬁagement; and

(g). monthly reviews by Civitas’s board of directors of the aggregate dollar
level and volume of all internally graded loans {grades 1 — 8), and all past due and nonaccrual
loans, as a percentage of total loans of each wholly-owned Subsidiary Bank.

Loan Review |

6. Within 60 days of this Agreement, Civitas shall submit to the Reserve Baok an
acceptable enhanced mdependent loan review program. The program shall, at a minimum,
address, consider, and include the following:

{2) The qualifications of the person or firm engaged to perform loan reviews;



{t)  the periodic review of each loan in excess of $500,000 for compliance
with the original repayment schedule, verification of collateral vatues and the Subsidiary Bank’s
interest in the collateral, the current financial condition of the borrower and guarantor, and
compliance with the Subsidiary Bank’s loan policy;

{¢)  procedurss to confirm the accuracy of all nsk grades assigned by loan
officers;

{d)  monitoring and reporting of past due ioans;

(&)  penodic reporting to the Subsidiary Bagk’s boérd of directors of the status
of the loan rgviews and the action(s) taken by management to improve the Subsidiary Bank’s
position on each adversely graded loan; and

() documentation of any deviations from the recommendations made by loan
review in the minutes of the Subsidiary Bank’s board of directors and maintained for subéequent
regulatory review.

Capita! Plan

7. - (a)  Within 90 days of this Agreerpernt, Civitas shall submit to the Reserve
Bank an acceptable written plan to maintain a sufficient capital position for thé consolidated
organization. The plan shall, at a minimum, address, consider, and include:

{ The current and future capital requirements of each wholly-owned

Subsidiary Bank and the consolidated organization, including compliance with the Capital
Adequacy Guidelines for Bank Holding Companies: Risk-Based Measure and Tier 1 Leverage
Measure, Appendices A and D of Regulation Y of the Board of Governors {12 C.F.R. Part 225,

App. Aand Dj;



{1y  the asser quality, condition, and risk profile of each wholly-owmed
Subsidiary Bank;

(i)  the anticipated level of retained earnings and dividends of each
wholiy-owned Subsidiary Bank and Civitas;

{(iv)  actions to be taken and the source and timing of additional funds to
fuifill the consolidated organization’s future capital requirements and to maintain the adequacy
of the consolidated organization’s ALLL and each whelly-owned Subsidiary Bank’s ALLL; and

(%) prpje.cted or énticipated growth of the consolidated organization

(b)  The board of directors shall monitor and review the sufficiency of the
consolidated organization’s capital position on a quarterly basis and shall reflect such reviews in
the minutes of the meetings of the board of directors.

Earnings aﬁd Cash Flow

8. Within 90 days of this Agreement, Civitas shall submit to the Reserve Bank a
written strategic plan that include; the goals and strategies for improﬁng consolidated eamings
for a minimum of three years after the date of this Agreement. The written plan sﬁall, ata
minimum, address, coﬁsider, and include: -

(ay  Identification of the major areas and means by which Civitas’s board of
directors will seek. to improve the operating performance of each wholly-owned Subsidiary
Bank:

(b)  financial performance objectives, including plans for asset growth,
earmings, liquidity, and capital supporied by quarterly and annual pro forma financial statements
and assumptions; and

{¢y  abudget review process that ensures, at 2 minimum:



() Timely reporting of discrepancies between budget and
performance;

(iiy  documentation of vatiances from budget; and
(i)  timely and appropriate revisions o budget.
9, (ay  Within 50 days of this Agreement, Civitas shaﬂ.éubmit to the Reserve
Bank a comprehensive parent-only cash flow analysis detailing Civitas’$ planned sources and
uses of cash for debt retirement, operating expenses, and other purposes for 2005.

()  For each year affer 2005, Civitas shall by January 30 of such year submit
to the Reserve Bank a parent-only cash flow analysis for such year. |
Dividends

10. (a)  Civitas shall not declare or pay any dividends, with the exception of stock
dividends, without the prior writien approval of the Reserve Bank and the Director of the
Division of Banking Supervision and Regulation of the Board of AG';)VGI'I]OTS.

(b)  Civitas shall not take dividends or any other form of payment representing
a reduction in capital ﬁofn any wholly-cwned Subsidiary Bank without the prior written
approval of the Reserve Bank.

(¢}  All requests for prior approval shall be received by the Reserve Bank at
least 30 days pricr to the proposed dividend declaration date and shall contain, but not be limited
1o, current and projected information on consolidated eamings, and cash flow, capital, asset -
quality, and loan loss reserve needs of each wholly-owned Subsidiary Bank.

Debt and Stock Redemption
11, (a)  Civitas shall not, directly or indirectly, incur any debt without the prior
written approval of the Reserve Bank.  All requests for prior written approval shall be received

by the Reserve Bank at least 30 days before the company wishes to mcur the indebtedness and



shall contaip, at a minimum, a statement regarding the purpose of the debt, the ferms of the debt,
the planned source(s) for debt repayment, and an analysis of the cash How resources available to
meet such debt repayment. The foregoing restnctions equally apply to any refinancing of
existing indebtedness thar affect a change in materials terms of the debt instrument {e.g., imterest
1ate, matunty date, and amortization schedule).
()  Civiias shall not redeem any stock without the prior written approval of

the Reserve Bank. 7 |
Compliance with Agreement

12 (@  Within 30 days of this Agreement, the board of directors of Civitas shall
appoint a committes (the “Compliance Committee™) to monitor and ceordinateA the company’s
compliance with the provisions of this Agreement. The Compliance Commttiee shall be
comprised of three or more outside directors who are not execuﬁQe officers or principal
sharehclders, as defined in sections 215 2(e)(1) and (m) of Regulation O of the Board of
Govemors (12 CFR. 215.2(e)(1) and (ifn)), of Civitas or any of its subsidiaries or afﬁlia;es. Ata
minimum, the Compliance Committee shall meet monthly, keep detailed mimutes of each
meeting, and report to the boards of director on 4 monthly basis on the actions taken to comply
with this Agreement and the results of those actions.

(b)  Within 30 days after the end of each calendar quarter (June 30,

Septergber 30, December 31, and March 31) following the date of this Agreement, the board of
directors of Civitas shall submit to the Reserve Bank written progress reports detailing the form
and manner of all actions taken to secure comphiance with this Agreement and the results thereof.

Such reports may be discontinued whep the corrections required bj this Agreement have been
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accomplished and the Reserve Bank has, in writing, released Civifas from making farther
TEpoits,
Approval of Plans, Policies, Procedures, and Programs
13, The cngagoment letter, plans, and program required by paragraphs 1{(b). 3, 4(b}, 5,
6, and 7 of this Agreement shall be submitted to the Reserve Bank for review and approval. An
acceptable engagement letter, acceptable program, and acceptable plans shall be submitted
within the time periods set forth in this Agreement. (Civitas shall adopt the approved engagement
Jetter, program, and plans within 10 days of approval by the Reserve Bank and then shali fully
comply with them. During the term of this Agrcement, the approved program and piaps shail not
be amended or rescinded without the prior written approval of the Reserve Bank.
, Commun_icaﬁons
14,  All communications regarding this Agreement shall be sent to:
{a)  Mr. Ron Zimmerman
Vice President
Federal Reserve Bank of Atlanta
1900 Peachtree Street, NE.
Atlama, Georgia 303094470
(b)  Mr. Richard Hernington
President and Chief Executive Officer
Civitas BankGroup, Inc.
810 Crescemt Centre Drive, Suite 320
Franklin, Tennessee 37067
Miscellaneous
15.  Notwithstanding any proviston of this Agreement to the contrary, the Reserve

Bank may, in its sole discretion, grant written extensions of time to Civitas to comply with any

provision of this Agreement.
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16,  The provisions of this Agreement shall be binding upen Civitas and its mstmstion-
affitiated parties, in their capacities as such, and their successors and assigns.

17.  Each provision of this Agreement shall remain effective and enforceable until
formally stayed, modified, terminated or suspended in writing by the Reserve Bank.

18.  The provisions of this Agreement shall not bar, estop, or otherwise prevent the
Board of Governors of the Federal Reserve System (the “Board of Governors™), the Reserve
Bank, or any other federal or state agency from taking any o‘dler action affecting Civitas, the
Subsidiary Banks, or any of their current or former instimtion_a;fﬁliated parties and their
successors and assigns.

19,  This Agreement is a “written agrecment” for the purposes of and is enforceaﬁle
by the Board of Governors as an order issued under, section 8 of the FDI Act (12 US.C. 1818).

IN WITNESS WHEREOF, the parties have caused this Agreement to be executed as of

thisZL:j‘ day of £ . ’: :Q . 2005.

Civitas BankGroup, Inc. Federal Reserve Bank of Atlanta

By: f By: my_—————__m_)
Ron Zimmerman

Vice President



