STATE OF ILLINO S
DEPARTMENT OF FI NANCI AL AND PROFESSI ONAL REGULATI ON

SPRI NGFI ELD, | LLINO S

In the Matter of ORDER TO CEASE AND DESI ST
SAN JOSE TRI - COUNTY BANK
SAN JOSE, |ILLINO S
(I''l'inois Chartered

St at e Nonnmenber Bank)

DBR No. 2004-BTC 74

N N N N N N N N

San Jose Tri-County Bank, San Jose, Illinois (“Bank”), having
been advised of its right to a NOTI CE OF CHARGES AND OF HEARI NG
detailing the unsafe or unsound banki ng practices and viol ati ons
of laws or regulations alleged to have been coomitted by the Bank,
and of its right to a hearing on the charges under 38 II1l. Adm
Code, section 392.30, regardi ng hearings before the Departnent of
Fi nanci al and Professional Regulation (“Departnent”), and having
wai ved those rights, entered into a STIPULATI ON AND CONSENT TO THE
| SSUANCE OF AN ORDER TO CEASE AND DESI ST (“STIPULATION') with the
Departnent, dated December 9'", 2004 whereby, solely for the
pur pose of this proceeding and wthout admtting or denying the
charges of unsafe or unsound banki ng practices or violations of
| aws or regul ations, the Bank consented to the issuance of an

ORDER TO CEASE AND DESI ST (“ORDER’) by the Departnent.



The Departnment considered the matter and determined that it
had reason to believe that the Bank had engaged in unsafe or
unsound banki ng practices and violations of |aws or regul ations.
The Departnent, therefore, accepted the STIPULATION and issued the
fol |l ow ng:

ORDER TO CEASE- AND- DESI ST

| T I'S HEREBY ORDERED, that the Bank, its institution-
affiliated parties, as that termis defined in section 3(u) of the
Federal Deposit Insurance Act, 12 U . S.C. § 1813(u), and its
successors and assigns, cease and desist fromthe follow ng unsafe
or unsound banki ng practices and violations of |aws or
regul ati ons:

A. Qperating with an inadequate |evel of capital protection
for the kind and quality of assets held.

B. Operating with an excessive |evel of adversely
classified assets.

C. Operating with an inadequate Al l owance for Loan and Lease
Losses (“ALLL”) for the volume, kind, and quality of |oans and
| eases hel d.

D. Operating with inadequate diversification of risk.

E. Violating Regulation O of the Board of CGovernors of the

Federal Reserve System 12 C. F.R Part 215.



IT IS FURTHER ORDERED, that the Bank, its institution-
affiliated parties, and its successors and assigns, take
affirmati ve action as foll ows:

1. (a) By March 31, 2005, the Bank shall increase its
Leverage Capital Ratio, as that termis defined in Part 325 of the
FDI C Rul es and Regul ations, 12 CF.R Part 325, to not |ess than
8.0 percent.

(b) Wthin 30 days fromthe | ast day of each
cal endar quarter followi ng the date of required conpliance with
paragraph 1(a) of this ORDER, the Bank shall determne fromits
Report of Condition and Incone its Leverage Capital Ratio for that
cal endar quarter. |If the Leverage Capital Ratio is less than 8.0
percent, the Bank shall, within 60 days of the date of the
required determ nation, increase its Leverage Capital Ratio to not
| ess than 8.0 percent calculated as of the end of that preceding
quarterly period.
(c) Any increase in Tier 1 capital may be acconplished by
the foll ow ng:
(i) The sal e of common stock and noncunul ative
per petual preferred stock constituting Tier 1
capi tal under Part 325; or
(i) The elimnation of all or part of the assets
classified “Loss” or one-half of “Doubtful” as

of Novenber 1, 2004, without loss or liability
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to the Bank, provided any such collection on a
partially charged-off asset shall first be
applied to that portion of the asset which was
not charged off pursuant to this ORDER or
(iii) The collection in cash of assets previously
charged off; or
(iv) The direct contribution of cash by the
directors and/or the sharehol ders of the Bank;
or
(v) Any ot her neans acceptable to the Regional
Director or Acting Regional Director of the
Chi cago Regional Ofice of the FDI C (" Regi ona
Director”) and the Departnent; or
(vi) Any conbi nati on of the above neans.
(d) If all or part of the increase in capital
required by this paragraph is to be acconplished by the sal e of
new securities, the board of directors of the Bank shall adopt and
i mpl enent a plan for the sale of such additional securities,
i ncluding the voting of any shares owned or proxies held by or
controlled by themin favor of said plan. Should the
i npl ementation of the plan involve public distribution of Bank
securities, including a distribution limted only to the Bank’s
exi sting sharehol ders, the Bank shall prepare detailed offering

materials fully describing the securities being offered, including
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an accurate description of the financial condition of the Bank and
the circunstances giving rise to the offering, and other materi al
di scl osures necessary to conply with Federal and State securities
laws. Prior to the inplenentation of the plan and, in any event,
not |l ess than 20 days prior to the dissem nation of such
materials, the materials used in the sale of the securities shal
be submitted to Scott D. O arke, Assistant Director, Division of
Banks and Real Estate, Departnent of Financial and Professional
Regul ati on, 500 East Monroe, Springfield, Illinois 62701, for
review. Any changes requested to be made in the materials by the
Departnent shall be made prior to their dissem nation.

(e) In conplying with the provisions of this paragraph,
the Bank shall provide to any subscriber and/or purchaser of Bank
securities witten notice of any planned or existing devel opnent
or other changes which are materially different fromthe
information reflected in any offering materials used in connection
with the sale of Bank securities. The witten notice required by
thi s paragraph shall be furnished within 10 cal endar days of the
date any material devel opnent or change was pl anned or occurred,
whi chever is earlier, and shall be furnished to every purchaser
and/ or subscriber of the Bank’s original offering materials.

(f) The capital ratio analysis required by this
par agraph shall not negate the responsibility of the Bank and its

board of directors for maintaining throughout the year an adequate
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| evel of capital protection for the kind, quality and degree of
mar ket depreciation of assets held by the Bank.

2. (a) Wthin 30 days fromthe effective date of this
ORDER, the Bank shall formulate and submt to the Departnent for
review and corment a witten plan to elimnate the anmount of | oans
or other extensions of credit advanced, directly or indirectly,
which were identified in a list of |oans provided to the Bank by
Depart nment exam ners on or about Decenber 7, 2004. No new | oans
or other extensions of credit shall be granted to or for the
benefit of such obligors without first providing the Departnment 15
days prior witten notification of the anticipated action. Such
pl an shall include, but not be [imted to:

(1) Dol l ar levels to which the Bank shall reduce each
extension of credit within six and twelve nonths
fromthe effective date of this ORDER;, and

(ii) Provisions for the subm ssion of nonthly witten
progress reports to the Bank’s board of directors
for review and notation in mnutes of the neetings
of the board of directors. As used in this ORDER,
“reduce” nmeans to: (1) collect, (2) charge off, or
(3) inprove the quality of such assets so as to
war rant renoval of any adverse classification by

t he Departnent.



(b) Wthin 30 days fromrecei pt of any cormment fromthe
Department on any witten plan required by this ORDER, and after
t he adopti on of any recommended changes, the Bank shall approve
t he pl an, which approval shall be recorded in the mnutes of a
board of directors’ neeting. Thereafter, the Bank shall i npl enent
and foll ow the plan.

3. The Bank shall not enter into any transactions with any
affiliate, as that termis defined in section 2(k) of the Bank
Hol di ng Conpany Act, 12 U.S.C. § 1841(k), wi thout the prior
witten approval of the Departnent.

4. The Bank shall not enter into any transactions with Ear
F. McNaught on, any nenber of Earl F. McNaughton’s imedi ate
famly, as that termis defined in section 225.41(b) (3) of
Regul ation Y of the Board of Governors of the Federal Reserve
System 12 CF. R 8§ 225.41(b) (3), Anne M Munts, or any related
interest of those individuals , as that termis defined in section
215.2(n) of Regulation O of the Board of Governors of the Federa
Reserve System 12 C.F.R 8§ 215.2(n), without the prior witten
approval of the Departnent.

5. The Bank shall not declare or pay any cash divi dend
wi thout the prior witten consent of the Departnent.

6. (a) Wthin 30 days fromthe effective date of this
ORDER, the Bank shall replenish its ALLL in the anount of at |east

$460, 000.



(b) Wthin 60 days fromthe effective date of this
ORDER, the Bank shall make an additional provision for |oan and
| ease | osses which, after review and consideration by the board of
directors, reflects the potential for further losses in the
remai ning loans or |eases classified “Substandard” and all other
| oans and leases in its portfolio. In making this determ nation,
the board of directors shall consider the Federal Financi al
Institutions Exam nation Council (“FFIEC) Instructions for the
Reports of Condition and |Incone and any anal ysis of the Bank’s
ALLL provided by the Departnent.

(c) Wthin 30 days fromthe effective date of this
ORDER, Reports of Condition and Income required by the FDI C and
filed by the Bank subsequent to Novenber 1, 2004, but prior to the
effective date of this ORDER, shall be anended and refiled if they
do not reflect a provision for |oan and | ease | osses and an ALLL
whi ch are adequate considering the condition of the Bank’s | oan
portfolio, and which, at a mninmum incorporate the adjustnents
required by this paragraph.

(d) Prior to subm ssion or publication of all Reports
of Condition and Incone required by the FDI C after the effective
date of this ORDER, the board of directors of the Bank shal
revi ew t he adequacy of the Bank’s ALLL, provide for an adequate
ALLL, and accurately report the sane. The m nutes of the board

neeting at which such review is undertaken shall indicate the
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findings of the review, the anbunt of increase in the ALLL
recormmended, if any, and the basis for determ nation of the anount
of ALLL provided. In making these determ nations, the board of
directors shall consider the FFIEC Instructions for the Reports of
Condition and I nconme and any anal ysis of the Bank’s ALLL provided
by the Departnent.

(e) ALLL entries required by this paragraph shall be
made prior to any Tier 1 capital determ nations required by this
ORDER.

7. Wthin 60 days of the effective date of this ORDER, the
Bank shall obtain an appraisal of all antiques, collectibles and
artwork owned by the Bank from an i ndependent appraiser. The Bank
shall not sell or otherw se transfer ownership or possession of
any of these objects at less that the value of such objects as
reflected in this appraisal wthout the prior witten approval of
t he Departnent.

8. (a) By March 31, 2005, the Bank shall elimnate or
correct all violations of law, rule, and regulation listed in the
Depart ment and Federal Deposit I|nsurance Corporation Joint Report
of Exam nation of the Bank as of Novenber 1, 2004.

(b) By March 31, 2005, the Bank shall inplenent

procedures to ensure future conpliance with all applicable

| aws, rules, and regul ati ons.

9. (a) As of the effective date of this ORDER, the Bank wi ||
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not solicit or know ngly accept any uni nsured deposits. For

pur poses of this ORDER, the phrase “uninsured deposits” wl|

i ncl ude any deposit account (s) exceedi ng the FDI C deposit
insurance limts as set forth in Part 330 of the FDIC s Rul es and
Regul ations, 12 C.F.R Part 330. Provided, however, that such
deposits in excess of FDI C deposit insurance |imts that are fully
secured by marketabl e i nvestnment securities, as that termis
defi ned under Section 33 of the Illinois Banking Act,[ 205 ILCS
5/1](the “Act”) shall not be subject to the above referenced
provi si on.

(b) As of the effective date of this Order, the Bank
shall, initiate procedures to identify all deposit accounts that
exceed the FDI C deposit insurance |imts as set forth in Part 330
of the FDIC s Rules and Regulations, 12 CF. R Part 330. In the
event that the bank identifies uninsured deposit accounts, the
Bank shall, within five business days initiate and conpl ete
procedures with the account holder to establish a reasonable
alternative account relationship, including but not limted to any
of the follow ng:

(i) Reduction of the account bal ance so as not to
exceed the FDI C deposit insurance |imt;
(ii) Devel oping an alternative account ownership

rel ati onshi p;
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(ii1i)Fully securing public funds in excess of FDI C
deposit insurance limts with marketabl e
i nvestment securities, as that termis defined
under Section 33 of the Act, as authorized by
Section 1 of the Public Funds Deposit Act,[ 30
| LCS 225/1];

(iv) Fully securing, by neans of repurchase
agreenments or any other neans acceptable to
the Departnent, such other deposits in excess
of FDI C deposit insurance limts with
mar ket abl e i nvestment securities, as that term
i s defined under Section 33 of the Act; or

(v) Any conbination of the above neans.

(c) Wthin 10 days of the end of each nonth while this
ORDER is in effect, the Bank will provide the Departnment with
witten notice (including depositor name, account nunber and
uni nsured dollar anount) of its uninsured deposits as of each
nont h-end.

10. Wthin 30 days fromthe end of each cal endar quarter
following the effective date of this ORDER, or at any tinme upon
request of the Departnent, the Bank shall furnish to the
Departnment written progress reports signed by each nenber of the
Bank’s board of directors, detailing the actions taken to secure

conpliance with the ORDER and the results thereof. Such reports
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may be di sconti nued when the corrections required by this ORDER
have been acconplished and the Departnment has, in witing,
rel eased the Bank from nmaki ng further reports.

This ORDER is effective inmmedi ately.

The provisions of this ORDER shall be bindi ng upon the Bank,
its institution-affiliated parties, and any successors and assigns
t her eof .

The provisions of this ORDER shall remain effective and
enforceabl e except to the extent that, and until such tine as, any
provi si on has been nodified, term nated, suspended, or set aside
by the Departnent.

Pursuant to del egated authority.

DATED THI S FOURTEENTH DAY OF DECEMBER, 2004.

DEPARTMENT OF FI NANCI AL AND
PROFESSI ONAL REGULATI ON of the State of Illinois;
FERNANDO E. GRI LLO, SECRETARY

DI VI SI ON OF BANKS AND REAL ESTATE
D. Lorenzo Padron
Di rector

By:
SCOIT D. CLARKE
Assi stant Director
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