UNITED STATES OF AMERICA
BEFORE
THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WASHINGTON, D.C.

STATE OF MICHIGAN
OFFICE OF FINANCIAL AND INSURANCE SERVICES
LANSING, MICHIGAN
)
Written Agreement by and among )
)
0.A K. FINANCIAL CORPORATION )
Byron Center, Michigan )
)
BYRON CENTER STATE BANK )
Byron Center, Michigan )} Docket Nos. 02-018-WA/RB-HC
) 02-018-WA/RB-SM
FEDERAL RESERVE BANK )
OF CHICAGO )
Chicago, Illinois )
)
and )
)
OFFICE OF FINANCIAL AND )
INSURANCE SERVICES )
Lansing, Michigan )
)

WHEREAS, in recognition of their common goal to restore and maintain the financial
soundness of O.A.K. Financial Corporation, Byron Center, Michigan ("O.AK."), a registered
bank holding company, and its subsidiary bank, Byron Center State Bank, Byron Center,
Michigan (the "Bank"), a state chartered bank that is a member of the Federal Reserve System,
0.A X, the Bank, the Federal Reserve Bank of Chicago (the "Reserve Bank"), and the State of
Michigan Office of Financial and Insurance Services (the "OFIS") have mutually agreed to enter

into this Written Agreement (the "Agreement");



WHEREAS, on Seplcadoec 2 € 2002 the boards of directors of O.A.K. and the

Bank, at duly constituted meetings, adopted resolutions authorizing and directing David Van
Solkema, chairman of the board of directors of O.A.K., and Robert Deppe, chairman of the board
of directors of the Bank, to enter into this Agreement on behalf of O.A K. and the Bank,
respectively, and consenting to compliance by O.A.K. and the Bank, their institution-affiliated
parties, as defined in sections 3(u) and 8(b)(3) of the Federal Deposit Insurance Act, as amended

(the "FDI Act™) (12 U.S.C. 1813(u) and 1818(b)(3)), with each and every applicable provision of

this Agreement.

NOW, THEREFORE, O.A K., the Bank, the Reserve Bank, and the OFIS agree as

follows:

1. (a)  Within 30 days of this Agreement, the Bank's board of directors shall
complete the review that it has undertaken of the functions and performance of the Bank's senior
executive officers and shall forward to the Reserve Bank and the OFIS a written report that
includes findings, conclusions, and a description of the specific actions that the Bank's board of
directors proposes to take to strengthen the Bank's management structure. The completed review
shall, at a minimum, address, consider, and include:

(1) The identification of the type and number of senior officer
positions needed to manage and properly supervise the affairs of

the Bank;



(il  the identification and establishment of the Bank's board of
directors’ committees that are needed to provide guidance and
oversight to Bank management;

(iii)  an evaluation of each Bank senior executive officer to determine
whether the individual possesses the ability, experience, and other
qualifications required to competently perform present and
anticipated duties, including the ability to provide appropriate
oversight of the lending function, to adhere to established policies
and procedures of the Bank, to restore and maintain the Bank to a
safe and sound condition, and to comply with the requirements of
this Agreement;

(iv)  aplan to recruit, hire, or appoint additional or replacement
personnel with the requisite ability, experience, and other
qualifications required to competently perform their assigned
duties; and

(v)  correction of the deficiencies related to management noted in the
report of the examination of the Bank conducted by the Reserve

Bank and the OFIS in April 2002 (the "Report of Examination").

(b) The primary purpose of the Review is to aid in the development of a
management structure suitable to the Bank's needs that is adequately staffed by qualified and
trained personnel. At a minimum, the qualifications of management shall be determined by its
ability to: (i} restore and maintain all aspects of the Bank to a safe and sound condition, and

(ii) comply with the requirements of this Agreement and all applicable laws and regulations.



(¢)  The review shall also provide for orderly management succession, and, at
a minimum, shall identify the individual(s) at the Bank who are considered to have the potential
for advancement or promotion, the area(s) in which such individual(s) may assume new duties or
responsibilities or the position(s) to which they may be promoted, and the training to be provided

such individual(s) to ensure adequate successor management.

2. (a)  The Bank shall continue to take such steps as are necessary to employ, by
November 1, 2002, a permanent full-time president and chief executive officer with
demonstrated experience appropriate for the Bank's size and complexity.

(b)  Within 45 days of the appointment of a permanent full-time president and
chief executive officer, the Bank shall take such steps as are necessary to employ a chief lending
officer with demonstrated experience in commercial lending and credit risk management.

(c) Within 30 days of the appointment of a chief lending officer, the Bank
shall take such steps as are necessary to employ: (i) a qualified commercial loan workout officer
to assist in the collection of problem loans, and (ii) a qualified loan officer with experience in
consumer lending, including loan administration and collections.

(s} In appointing a president and chief executive officer, chief lending officer,
other senior executive officer or director, O.A.K. and the Bank shall comply with the notice
provisions of section 32 of the FDI Act (12 U.S.C. 18311) and Subpart H of Regulation Y of the
Board of Governors.

(e) 0.A K. and the Bank shall comply with the restrictions on indemnification
and severance payments of section 18(k) of the FDI Act (12 U.S.C. 1828) and Part 359 of the

Federal Deposit Insurance Corporation's regulations (12 C.F.R. Part 359).



3. Within 60 days of this Agreement, the Bank's board of directors shall submit to

the Reserve Bank and the OFIS a revised written plan to strengthen board oversight of the

management and operations of the Bank. The amended plan shall, at a minimum, address,

consider, and include:

(a)

(b)

The actions that the board of directors will take to improve the Bank's
condition and maintain effective control over and supervision of the
organization's senior management and major operations and activities,
including, at a minimum:

(1) The credit risk management program, including loan underwriting,
documentation, grading, and administration;

(ii)  operational risk, including an independent, adequately staffed, and
effective audit function that reports directly to the board of
directors at least annually;

(iii)  internal control systems;

(iv)  reporting lines of authority;

v) training programs for the board of directors, management, and
staff;

(vi)  profitability and the budget process; and

(vii) compliance programs; and

the responsibility of the board of directors to monitor management's

adherence to approved policies and procedures, and applicable laws and

regulations.



4. Within 60 days of this Agreement, the Bank shall submit to the Reserve Bank and

and the OFIS acceptable written loan policies and procedures that address the deficiencies noted

in the Report of Examination. The policies and procedures shall, at a minimum, address,

consider, and inciude:

(a)

(b)
(c)

(d)

(e)

®

Underwriting standards that:

(1) require loan officers to document the borrower’s clear source of
repayment and ability to service their debt; and

(ii)  emphasize the importance of cash flow analysis rather than
collateral-based lending and ensure that financial statements, tax
returns, and other financial data indicating the borrower’s capacity
to repay the loan are sufficiently current;

standards for construction lending and loan administration;

procedures for renewing, extending, or modifying existing loans,

including dbcumentation of the basis for each renewal, extension or

modification, and limitations on capitalizing interest;

annual approval by the board of directors of all officer lending authority,

including specified limits for secured and unsecured lending;

implementation of the recommendations of the review of the commercial

lending operations conducted by the certified public accounting firm

retained by the Bank, and

controls to ensure uniform adherence to all loan policies and procedures.



5. {a) Within 60 days of this Agreement, the Bank shall take all steps necessary
to correct all documentation and credit information deficiencies and loan policy exceptions listed
in the Report of Examination, including obtaining accurate and current financial statements and
appraisals. During the term of this Agreement, the Bank shall maintain current and complete
documentation on all loans consistent with its approved loan policies. In all cases where the
Bank is unable to obtain needed documentation or credit information, it shall document the
actions taken to secure the information, the reason the information could not be obtained, and
shall maintain such documentation in the appropriate file for subsequent supervisory review.

(b)  The Bank shall correct the exception reporting deficiencies noted in the

Report of Examination and shall provide accurate monthly exception reports to the Bank's board

of directors.

6. The Bank shall maintain, through charges to current operating income, an
adequate allowance for loan and lease losses (the "ALLL"). The adequacy of the ALLL shall be
determined in light of the volume of criticized loans, the current level of past due and
nonperforming loans, past loan loss experience, evaluation of the probable losses in the Bank's
loan portfolio, including the potential for the existence of unidentified losses in loans adversely
classified, the imprecision of loss estimates, the requirements of the Interagency Policy
Statements on the Allowance for Loan and Lease Losses, dated December 21, 1993 and July 2,
2001, and examiners' criticisms noted in the Report of Examination. Within 60 days of this
Agreement, the Bank shall submit a description of its ALLL methodology to the Reserve Bank
and the OFIS. Thereafter, at a minimum on a calendar quarterly basis, the Bank shall conduct an

assessment of its ALLL and, within 30 days of the end of each calendar quarter, shall submit to



the Reserve Bank and the OFIS the quarterly assessment, including the methodology used in
determining the level of the ALLL for that quarter. The Bank shall maintain for subsequent

supervisory review documentation to support the methodology used for each quarterly

assessment.

7. (a) The Bank shall only declare or pay any dividends with the prior written
approval of the Reserve Bank, the Director of the Division of Banking Supervision and
Regulation of the Board of Governors (the "Director"), and the OFIS. All requests for prior
approval shall be received by the Reserve Bank and the OFIS at least 30 days prior to the
proposed dividend declaration date and shall contain, but not be limited to, current and projected
information on consolidated earnings, cash flow, capital, asset quality, and the ALLL needs of
the Bank.

(b) 0.A K. shall only declare or pay any dividends with the prior written
approval of the Reserve Bank and the Director. Requests for approval shall be received at least
30 days prior to the proposed date for declaration of dividends and shall contain, but not be
limited to, information on consolidated earnings for the most recent annual period and the last
quarter.

(¢)  O.AK. shall only take dividends or any other form of payment
representing a reduction in capital from the Bank with the prior written approval of the Reserve

Bank.

8. (a)  O.AK. shall not, directly or indirectly, incur any debt without the prior

written approval of the Reserve Bank. All requests for prior written approval shall contain, but



not be limited to, a statement regarding the purpose of the debt, the terms of the debt, and the
planned source(s) for debt repayment, and an analysis of the cash flow resources available to

meet such debt repayment.

(b)  O.AK. shall not redeem any stock without the prior written approval of

the Reserve Bank.

9. (a)  Within 90 days of this Agreement, the Bank shall submit to the Reserve
Bank and the OFIS a written business plan and budget for 2003, which shall, at a minimum,
provide for or describe:

i) The major areas in and means by which the Bank will improve
operating performance;

(i) financial performance objectives, including plans for asset growth,
earnings, liquidity, and capital supported by detailed quarterly and
annual pro forma financial statements, including projected budgets,
balance sheets, and income statements;

(iii)  a description of the operating assumptions that form the basis for,
and adequately support, major projected income and expense
components, including provisions needed to establish and maintain
an adequate ALLL; and

(iv)  abudget review process incorporating the use of pro forma income
statements in the analysis of budgeted versus actual income and

€xpenses.



(b) During the term of this Agreement, the Bank shall submit a business plan
and budget for each calendar year subsequent to 2003 to the Reserve Bank and the OFIS at least

one month prior to the beginning of that calendar year.

10. (@)  Within 15 days of this Agreement, the Bank's board of directors shall
appoint a committee (the "Compliance Committee") to monitor and coordinate the Bank's
compliance with the provisions of this Agreement. The Compliance Committee shall be
comprised of three or more outside directors who are not executive officers or principal
shareholders of the Bank, as defined in section 215.2 (e)(1) of Regulation O of the Board of
Governors (12 C.F.R. 215.2(3)). At a minimum, the Compliance Committee shall keep detailed
minutes of each meeting, and shall report its findings to the board of directors on a monthly
basis.

(b) Within 30 days after the end of each calendar quarter (September 30,
December 31, March 31, and June 30) following the date of this Agreement, the Bank's board of
directors shall submit to the Reserve Bank and the OFIS a written progress report detailing the
form and manner of all actions taken to secure compliance with this Agreement and the results
thereof. Such reports may be discontinued when the Reserve Bank and the OFIS have, in

writing, released the Bank from making further reports.

11.  The written policies and procedures required by paragraph 4 of the Agreement
shall be submitted to the Reserve Bank and the OFIS for review and approval. Acceptable
policies and procedures shall be submitted within the time periods set forth in the Agreement.

The Bank shall adopt the approved policies and procedures within 10 days of approval by the

10



Reserve Bank and the OFIS and then shall fully comply with them. During the term of this

Agreement, the approved policies and procedures shall not be amended or rescinded without the

prior written approval of the Reserve Bank and the OFIS.

12.  All communications regarding this Agreement shall be sent to:

@

(&)

(©)

(d)

Mr. Richard C. Cahill

Vice President

Federal Reserve Bank of Chicago
230 South LaSalle Street
Chicago, lllinois 60690

Mr. Ronald C. Jones, Jr.

Chief Deputy Commissioner

Office of Financial and Insurance Services
P.O. Box 30224

Lansing, Michigan 48909

Mr. David Van Solkema

Chairman of the Board of Directors
0.A K. Financial Corporation

2445 84th Street, S.W.

P.O. Box 245

Byron Center, Michigan 48315-0245

Mr. Robert Deppe

Chairman of the Board of Directors
Byron Center State Bank

2445 84th Street, S.W.

P.O. Box 245

Byron Center, Michigan 49315-0245

13.  Notwithstanding any provision of this Agreement to the contrary, the Reserve

Bank and the OFIS may, in their sole discretion, grant written extensions of time to O.A.K. and

the Bank to comply with any provision of this Agreement.
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14.  The provisions of this Agreement shall be binding upon O.A K., the Bank, and all

of their institution-affiliated parties, in their capacities as such, and their successors and assigns.

15.  Each provision of this Agreement shall remain effective and enforceable until

stayed, modified, terminated or suspended by the Reserve Bank and the OFIS.

16.  The provisions of this Agreement shall not bar, estop, or otherwise prevent the
Board of Governors, the Reserve Bank, or the OFIS, or any other federal or state agency from
taking any other action affecting O.A K. or the Bank or any of their current or former institution-

affiliated parties and their successors and assigps.

17.  This Agreement is a "written agreemén " for the purposes of, and is enforceable

by the Board of Governors as an order issued under, section 8 of the FDI Act (12 U.S.C. 1818).

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

the _L_/_f}c;ay of @C’_JLD é@/ ,2002.

0.A.K. Financial Corporation Federal Reserve Bank of Chicago
By: ¢ &/ﬁM 4% — By: :
Richard C. Cahill '
Vice President
Byron Center State Bank Office of Financial and Insurance Services

By: K}%j l%-/( ya

Ronald C. Yones, Jr.
Chief Deputy Commissioner
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