
FEDERAL DEPOSIT INSURANCE CORPORATION

WASHTTTGTON, D.C.
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In the Matter of

CORNELNS C1~MPBELL BU~.GESS,
Individually arzd as an institution-affiliated party of

HERRING BANK
~,MARILLO, TEXAS

(Il~ISURED STATE NONMEMBER BANK)

NOTICE OF Il~ITENTION TO
REMOVE FROM OFFICE AND
PROHIBIT FROM FURTHER
PARTICIPATION AND
NOTICE OF ASSESSMENT OF
CIVIL, MONEY PENALTY,
FINDINGS OF FACT AND
CONCLUSIONS OF LAW, ORDER
TO PAY, AND NOTICE OF
HEARIl~tG

FDIC-14-0307e and
FDIC-14-0308k

Tlie Federal Deposit Insurance Corporation ("FDIC") has determined that Cornelius

Campbell Buxgess ("Respondent"), in.dividually, as an officer, director, and institution-affiliated

party of Herring Bank, Amarillo, Texas ("Bank"), engaged oz participated in unsafe or unsound

banking pracfiices, committed oz engaged in acts, omissions, or practices which constitute

breaches of his fiduciary duties to the Bank, andlor violated law or regulation; that thhe Bank

suffered financial loss and Respondent received financial gain ox other benefit as a xesult of such

practices, breaches o~ fiduciary duties andlor violations; and that suchpractices, breaches of

fiduciary duties and/or violations demonstrate Respondent's personal dishonesty or willful ox

continuing disreg~d for the safety or soundness of the Bank.

The FDIC has also deter~rzined that Respondent's reckless unsafe or unsound practices,

breaches of fiduciary duties and/or violations of law oz regulation wire part of a pattern and

praclace of misconduct that resulted in pecuniary gain or other benefit to Respondent andlor



caused or was likely to cause more than a mini_maI loss to the Bank.

The FDIC, therefore, institutes this proceecling for the purpose of determining ~~ether an

appropriate ORDER OF REMOV.A_L FROM OFFICE AND PROHIBITION FROM FURTHER

PARTICIPATION ("ORDER OF REMOVAL AND PROHIBITION") should be issued against

Respondent pursuant to the provisions of 12 U.S.C. § 1818(e), removing Respondent from office

and prohibiting hir~a from fiu~her participation in the conduct of the affairs o~ the Bank and any

other insured depository institution or organization listed ire 12 U.S.C. § 1818(a)(7)(A), without

the prior written consent o:f the FDIC and such other appropriate federal financial institutions

regulatory agency, as that term is defined in 12 U.S.C. § 1818(e)(7)(D):

Further, the FDIC institutes this proceeding for the assessment of civil money penalties

pursuant to the provisions of 12 U.S,C. § 1818(i)(2)(A) and (B) against Respondent.

The FDIC hereby issues this NOTICE OF INTENT TO REMOVE FROM OFFICE AND

PROHIBIT FROM FURTI~R PARTICIPATION ("NOTICE TO REMOVE AND PROHIBIT")

puxsuant to the provisions of 12 U.S.C. § 1818(e) and this NOTICE OF ASSESSMENT OR

CIVIL MONEY PENALTY, FJNDINGS ~~ FACT AND CONCLUSIONS OF LAW, ORDER ,

TO PAY, AND NOTICE OF HEARING ("NOTICE 0~ ASSESSMENT") pursuant to 12 U.S.C.

§ 1818(1) and 12 C.F.R. Part 308 and alleges as follows:

FIND]NGS OF +'ACT

.Turrsdiction and Backgi^ound

1. At all times pertinent to the charges herein, the Bank was a corporation e~sting

and doing business Under the laws of the State of Texas, having its principal place of business in



Amarillo, Teas.

2. At all times pertinent to the charges herein, the B ank has been an insured State

nonmember bank, as defined in 12 U:S.C. § 1813{e)(2) and, as such, is subject to fhe Federal

Deposit Insurance Act ("Act"}, 12 U.S.C. § 1811 et seq., the Rules and Regulations o£the FDIC,

12 C.F.R. Chapter III, and the laws of the State of Texas.

3 _ At all tunes pertinent to the charges herein, Respondent was an institution-

affiliated party of the Bank as ~liat term is defined in 12 U.S.C. § 1813(u).

4. The FDIC has jurisdiction over the Bank, the Respondent, and the subject matter

of this proceeding.

5. The FDIC is the "appropriate Federal baulciug agency" with respect to the Bank

within the meaning of 12 U.S.C. § 1813(c~(2).

6. The Bank is wholly-owned by Herring Bancorp, rnc., Amarillo Texas ("HBI"}.

7. The Burgess family owns ox controls appro~~irriately 80 percent of the outstanding

stock of HBI.

8. The members of the Bank's Board of Directors {`Board"), which includes

Respondent, his father and sister, collectively oven 58 pexcent of HBPs voting stock.

Respondent's father, Charles Coney Burgess, was at all times zelevant to this action, Chairman of

the Board at~d Chairman of the Board of Directors of HBT.

9. Respondent is HBI's Vice Chairman and President.

10. Respondent joinedthe Bank in 1992.

11. In 2002, tha Bank appointed Respondent as its Chief Executive Officer and
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President.

12. At all times pertinent to the chaxges herein, Respondent held the positions of

President, Chief Executive Officer, and director at the Bank until. his resignation on Apxil 2,

2012, as President and until his June 19, 2012 resignation as Chief Executive Officer.

~. -

13. Respondent remains a current director on the Bank's Board anal an officer for

,Respondent's Unsafe or Unsou~ad Expense ReimbursemetatPractice
aftd'14s~eacTies of Fiduciary Duty

14. Between November 2009 through Apxil 2012 (the "Relevant Period"),

Respondent repeatedly engaged in unsafe or unsound practices and breached his fiduciary dufy to

the Bank by causing the Bank to pay his personal. expenses, including the expenses of his

girlfriend Susan Taylor ("Taylox"), who was not a Sank employee, without full and txuthful

disclosure to, or informed approval from the Board.

15. During the Relevant Period, Respondent repeatedly used multiple Bank-owned

credit anal debit cards issued in his name, Taylor's name, and in the name of other Bank

employees (collectively "Bank-Owned Cards") to pay for his and Taylox's personal expenses,

which wexe charged to the Bank without adequate or truthful support for the business nature of

the expezLses.

16. Until. at Ieast July 28, 2011 Respondent routinely did not retain sales receipts for

the charges he made on his Bank-Owned Cards, retaining receipts for only about 10 percent of

his charges (by dollar volume).

17: More often than not, Respondent failed altogether to document or othezwise



evidence the propriety of his charges; and what documentation he did provide was false,

misleading, vague or incomplete, and as such, unreliable and effectively useless in allowing the

Bank, its auditors, ox e~atniners, to ascertain whether Respondent's charges were for legitimate -~

business purposes, or for personal purposes. .

1 ~. The Bank paid for all of Respondent's expenses tb.at wexe charged on the Bank-

Owned Cards issued to him, non-employee Taylox, and other Bank employees, including those

incurred for his personal benefit.

19. During the Relevant Perzod, Respondent routinely used the Bank's cash-out

tickets, at his discretion; to withdraw~Bank cash wzthout maintaining any receipts or providing

adequate or tzuthful support fox the business nature of the expenses.

20. To cause the Bank pay for his personal expenses, Respondent self-appxoved, and

instructed employees to reimburse, his expenses or pay his Bank-Owned Card charges without

sufficient support for the business nature of the expenses or prior appxoval from. the Bank.

21. Byway of example only and without and limitation, in email exchanges dated

February 19 and 20, 2008, between Bank empJ.oyees Althea White and Angela Davis, Ms. Davis

noted that "I have the stub part of bill but I have no clue what was bought."

22. Tn response, Ms. White explained, "I am not allowed to give you the fop part."

23. Ms. White went onto explain, "Campbell said that he and [Senior Vice President

of Operations] Scarlette [Blaix] worked if out where you just pay the bill. He doesn't want that

information to leave the floor."

24. The email went onto state that "[h]e said to get with Scarlette [Blair] and sae how
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to day them."

25. During the Relevant Period, Respondent also made false or misleading entries in

records provzded to the Bank in ordex to portray legitimate business purposes for his personal

chaxges.

26. During the Relevant Period, Respondent nusled the FDIC, Texas Depar(ment of

Banlciug ("TDOB"), and the Bank's Board about his misuse of Bank-Owned Cards, the number

of Bank-Owned Cards in lus name, and Taylor's expenses and her Bank-Owned Card.

27. Respondent's consistent use of Bank-Owned Caxds and cash withdrawals duxing

the Relevant Period to fund pexsonal expenses, and his deliberate failure to maintain meaningful

documentation of his expenses both were unsafe or unsound banking practices and breaches of

his fiduciary duty to the Bank.

28. To the event that the Bank's payment of these personal charges and subsequent
i

reimbursement by Respondent could be characterized as loans, Respondent violated Regulation

O.

29. Following are examples of some, but not all of Respondent and Taylor's personal

charges on Bank-Owned Cards.

30. On December 24, 2009, Christmas Eve, Respondent charged $1,600 to a Bank-

Owned Caxd for a purchase at Diamond Creations in New York City.

31. Diamond Creations is a New York jeweler.

32. The Bank paid the Diamond Creations charge in December 2.009.

33. The January 2010 Bank-0wned Card statement claims the business purpose of the
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purchase to be "business development."

34. Respondent did not reimburse the Bank for the Diamond Creation expense until

over tvao years after the Bank paid the charge.

3 5. On February 11, 2011, Respondent chaxged $42Q to a Bank-Owned Card for 12

"buddy traviing" sessions at Amarillo Athlete.

36. The Bank paid the Amarillo Athlete charge.

37. A notation on the credit card statement states that the charge was "for Susan

Taylor."

3 8. The February charge is one of ten Amarillo Athlete charges on B ank-Owned

Caxds issued to Respondent or Taylor incurxed in 2011. Many of the receipts caxry the notation

for "CCB" -Respondent Cornelius Campbell Burgess —and "Susan Taylor".

3 9. The Bank paid Amarillo Athlete chargestotaling $3,570.

40. On August 12, 2010, Respondent charged $169 on one of his Bank-Owned Cards

for te~books shipped to Taylor Burgess, Respondent's son.

41. The September 2010 Visa Statement z~otates "supplies," but the invoice states

"Biology... Geometry... [aud] World History..: Textbooks."

42. The Bank paid the charge in September 2010.

43. On November 18, 2010, Respondent charged $800 to one of his Bank-Owned

Cards for "Google *Ross Koplin."

44. The Visa statement provided by Respondent xeflects a notation for the charge of

"Business development."
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45. The Bank paid the charge.

46. Ross Koplin is a Colorado criinival defense attorney who specializes in motor

j

vehicle offenses.

47. After the Bank paid Koplin, fhe Bank also paid $175.28 for a Colorado traffic

ticket. Thus, it appears thaf the payment to Koplin was for legal services relating to the Colorado

traffic ticket and not a business development expense. ~:.

48. On at least five occasions before 3u1y 28, 2011, Taylor accompanied Respondent

on Bank travel at Bank experLse. On those five occasions, Taylor's travel expenses were charged '

on a Bank-Owned Card, and the notation on the Visa statement falsely noted that travel was for

"CCB" —Respondent Cornelius Campbell Burgess.

airfare.

49. On each occasion, there were two identical charges on Bank-Owned Cards for

50. On each occasion, one ticket was for Respondent and one ticket was for Taylor.

51. The travel charges occurred during 2010 and were dated June 14, 23, and 24 and

ruly 7, and 9.

52. The Bank paid those travel charges.

53. On many other occasions, Taylor accompanied Respondent onBank-related travel

and Respondent or another Bank employee charged Taylor's travel expenses to a Bank-Owned

Card.

54. Respondent made numerous charges on Bank-0wned Cards from late 2009 (that

the Bank paid in January 2010) through 2011 to Raffl~inds, an Amarillo clofhing store, totaling
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over $1,600.

55. On the Visa statez~aents most of the Rafflcinds charges were unannotated, but a few

had the notation "stationery supplies."

56. The Bank paid the Raflkinds charges.

57. Other examples of expenses with notations containing the questionable nature of a

Bank expense include, but ara not limited to: $733 at ~'J Maxx; $1,130 and $1,641, respectively,

to World Market and United Supermarkets (including charges for items such as toothpaste,

uncooked meat, eggs, produce, and wine); over $6,600 for expenses rely#ing to 12 trips to

Chattanooga, Tennessee, where Respondent's son, Taylor Campbell, attended boarding school;

over $11,000 in charges to Tranzon Auction Resolutions; an 2010 and 2011, 17 purchases from

Worley Auction and Appraiser totaling over $57,191; over $426 in animal care products and

services (including veterinary services and a dog leash); a $1.,650 charge from what appears to be

Scholastic Tours; and products and services relating fo Respondent's home,

58. Although there are only a few receipts from Tranzon and Worley, receipts that do

exist describe a variety of expenses that do not appear to be legitimate business expenses, such as

a stereo receiver, outdoor furniture, and outdoor fireplaces.

59. The Bank paid all of the charges desczibed above.

The 20.10 Bank;Examina~ion

60. On December 13, 2010, the FDIC began an examination of the Bank ("2010

Examination"). The 2010 Examination resulted in a downgrade rn the IVIanagement component ~
i

from 2 to 3 due to, among other things, a lack of control over Respondent's expenses and au



inadagnate Conflicts of Intezest Policy.

61. Specifically, fhe 2010 Examination found the Bank's ratio of nonintexest expense

to average assets vvas 4.13 percent, which placed the Bank irz the 92 d̀ percentile of its peer group.

The Bank's high noninterest expenses are attributable, at least in part, to the Bank's uncontrolled

expense spending, including expenses the Respondent inc~u7red or were incurred on his behalf.

62. On February 24, 2011, the FDIC and the TDOB met with the Board to discuss the

findings of the 2010 Exa~nivation ("February 24, 2011 Meeting")

63. During the Februazy 24, 2011 meeting, the FllIC and the ' DOB informed the

Bank's Board that Respondent obtained $38,800 for unsubstantiated expenses using cash-out

tickets in: 2010 while using seven Bank-Ovmed Cards for various purchases.

64. The RDIC and the TDOB also znfozmed the Board that they should immediately

place controls on Respondent's expenses, order a forensic audit on expenses fron12008 through

20 J.O, promptly obtain reimbursement for all 2010 cash out tickets without receipts to support
 the

business purpose of such expenses, and obtain reimbursement for any employee expenses

incurred for the employee's personal benefit.

65. On March 8, 20 J.1, Respondent met with the FDIC.

66. Respondent stated dt~ru~g the March 8, 2011 meeting that because he could not

locate xeceipts for the cash-out tickets, the $38,800 in cash-out tickets would be added to his

2010 W-2 as income for that year.

67. Also, during the meeting on Maxch 8, 2011, Respondent promised to implement

all 2010 examirxation recommendations, including controls on Respondent's expenses.
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Taylor's Bank-Owned Card

68. On Maxch 21, 2011, Respondent arranged for the issuance of aBank-Owned Card

to Taylor, a non Bank employee.

69. Taylor's application for hex Bank-owned credit card includes the notation that she

vvas the "Senior V P of Assistants" for the Bank.

70. The Bank's Human. Resources Departzbent subsequently confirmed to RDIC

examiners that Taylor was never a Bank employee.

71. At all times pertinent to this proceeding, Bank policy limited the issuance of

Bank-Owned Cards to fuu time Bank employees with a business need for a cxedit card.

72. Initially, Taylor's Bank-Owned Card had a credit limit of $5,000.

73~. In consecutive months, Taylor's Bank Owned Card's credit limit was raised to

$7,500 and then to $15,000, with no appaxent Board or Bank supervisor approval or oversight.

74. On Maxch 22, 2011, Bank Senior Vice President Scarlet Blair (`Blair") informed

the Board in writing that Respondent planned to cancel four of his Bank-Owned Cards.

75. Blair's letter regarding the planned cancellations did not uzform the Board of

issuance of Taylor's Bank-Owned Card or her application with the false information regarding

her employment by the Bank as a Senior Vice President of Assistants. .

76. Expenses charged on Taylor's Bank-0wned Card totaled approximately $48,000

during 201 1 and $9,000 in 2012 before it ~c~ctas deactivated in April 2012.

Tdae June 201X Memorandum of Understanding

77. On June 14, 2011, a Memorandum of Understanding ("MOtT") between the Bank,
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the FDIC, and the TDOB became effective.

78. MOU Provision #3 required a forensic audit for the period 2008 through 2010 that

identifiedand to talednon-Bank related expenses incurred by the Bank on behalf of any employee

and required the Board to submit to the FDIC and the TDOB a recoxd of full reimbursement by

the employee for any non-Bank expenses.

79. During a Boaxd meeting held on July 28, 2011, the Board conducted its first

review of Respondent's expenses.

S0. Dur3ng a related July 28, 2011 Executive Board session aad in response to a

question. whether aBank-Owned credit card had been issued to Taylor, Respondent answered

`~-o".

. 81. Respondent knew or should have known. that Taylor obtained and was using a

Bank-Owned Card.

82. At the meeting, Blaix explained to the Board outside of Respondent's presence

that Respondentmade personal charges on Bank-Owned Cards "ta test the Bank's payment card

system[,]" but "reimburses the bank for all personal charges." .

83. Respondent made minimal. reimbursement of personal charges (appro~tnately

$4,000) before the FDIC and the TDOB demanded repayment of all non-Bank expenses.

84. Repayments that Respondent made prior to the FDIC and the TDOB's demand for

fu11 reimbursement repzesented a sma11 fraction of non-Bank expenses Respondent charged on

Bank-Owned Cards.

85. During the July 28, 2011 Board Executive Session, Blaix discussed several credit
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caxd charges made by Respondent that appeared to be personal in nat~txe.

86. 'One such charge involved one of Respondent's many trips to Chattanooga,

Tennessee, purportedly for a student credit card program.

87. Respondent's trips to Chattanooga, Tennessee cozresponded to times when

Respondent's son attended school. iu ChatEaiiooga, Tennessee.

88. Respondent andlor a subsidiary of HBT controlled by the Burgess family,

Financial Payments, reimbuxsed the Bax~k for a fraction of the charges incuzxed on trips to

Chattanooga.

89. Blair explained that the "health and fitness" entries on Respondent's credit card

statements weze Bank expenses because "CEO Burgess [hash tremendous pain in his neck a
nd

back" and the expenditures were for "a masseuse and trainez."

90. Blair did not explain that the "health and fitness" expenses paid by the Bank were,

at least in part, for the benefit of Taylor.

91. The Executive Board also discussed., outside of Respondent's presence,

authorizing payment of Respondent's Executive MBA program ("EMBA"), although by thi
s time

Respondent had been charging the expenses to the Bank (totaling more than $100,000), including

Taylor's expenses in accompanying Respondent, for over 13 months:

92. .After Respondent returned to the Board meeting, the Board asked why he had

travelled to Sin.gapoxe in July 2011 for bis EMBA,

93. Respondent explained that the travel to the school's Singapore campus was a

requirement of his EMBA. Respondent did not explain a side trip from the EMBA require
d
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Singapore trip that he and Taylor took in July 2011 to Hanoi, Vietnam, tlzat cost tha Bank at least

$1,672.

94. Likewise, Respondent never told the Board that in August 2011, after an EMBA-

required trip to the school's London. campus, he and Taylox were planning a side trip to Paris that

ultimately cost the Bank at least $1,278.

95. At the July 28, 201.1 meeting, the Board also raised the issue of having an

assistant accompany Respondent on travel at Bank's expense.

96. Respondent explained that he needed an assistant (i) to organize fhe roughly 150

eaa~ails he received daily (thereby exposing anon-Bank employee to Bank business); (u) to bring

to his "attention matters that [sic] needing his iiramediate attention"; and (iii) to be able to discuss

Bann wafters in real time with someone who knew what was going on because of the tzme lag

with Amarillo and his demanding school day.

97. Respondent did not disclose that his "assistant" was his girlfriend Taylor.

98. Confrary to his statement to the Bank's Board clau~~g that Taylor's expenses

wexe justified as necessary business expenses, Respondent subsequently explained to the FDIC

and the TDOB in Febzltary 2012 that the Bank had a policy of paying travel expenses fora

significant other who accompanied a Bank employee on legitimate business fxavel.

99. Respondent did not produce this purported policy in response to FDIC and TDOB

requests, and later retracted his statement that the Bank had such a policy.

100. During fihe ,Tiny 28, 2011 meeting, Respondent told the Board that the University

of Chicago paid for EMBA lodging.
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101. Respondent ancUox Taylor repeate
dly used Bank-0wned Caxds to

 pay for lodging

while attending EMBA cours
es.

102. The Bank routinely paid these E
MBA lodging charges.

103. At the conclusioa~ of the July 2S
, 2011 meeting, wztl~out reviewin

g ox evaluating

any of Respondent's actual 
a~penses based on the bnsixiess o

r personal nature of each expens
e,

the Board: (1) approved a 201
1 expense budget of $127,000 f

or Respondent by annualizing his

year-to-dale expenses; (2) ret
roactively appxoved all of Respon

dent's 2011 Back-Owned Cafd

expenses; (3) retroactively ap
pxoved. EMBA-related expense

s that the Bank paid over the prior

l 3 months; (4) ratroactzvel
y approved TayIor's travel expen

ses as the Bank-related expenses
 of

an assistant; and (5} clirecte
d Respondent to abstain from ma

king personal purchases on Bank-

Owned Cards.

iO4. There is no indication in the
 Board minutes that Respondent's

 father, Chairman of

the Board, recused from% the
 vote,

105. Despite the Boaxd's directive, 
Respondent continued to make pe

xsonal charges on

Sank-Owned Cards.

TXie Padgett, Stratemann & Co..
i~'orerisic Audit

l Ob. On Augztst 8, 201 Z, tha Board
. retained Padgett, Stratemann 

& Co. ("PSC"} to

conduct the forensic audit 
required by MOU Provision #3

107. At a September 20, 2Q1 ~ Exec
utive Board Meeting, the minutes

 state "certain.

business related expenses r
elating to Mr. Campbell Burgess

 were not adequately documented
 and

in some cases the Bank's fil
es did contain appropriate recor

ds and receipts supporting tha

15



business related use of such expense advances, T
he Board aclaiowledges that such expense

advances were made exclusively for business-rel
ated purpose, howevex, because certain of these

business-related expenses vaere not adequately doc
umented, Mr. Campbell Burgess has agreed to

i

remit $73,900 to the Bank."

108. The Board never appxoved the addition of $38,800 to Respo
ndent's 2010 income

in lieu of his repayment of his 2010 cash advances
.

109. At a November 1, 2011 Board meei7ng with the FDIC an
d the TDOB, Respondent

stated that he repaid all cash advances for 2008 a
nd 2009 obtained through cash-out tickets

totaling $73,900 and ghat he claimed the $38,80
0 of 2010 cash advances as income on his.2010

110. During a December 19, 2011 conference call with th
e FDIC and the TDOB, the

• Bank's MOU Compliance Committee noted that t
he PSC forensic audit had been delayed by a

lack of adequate documentation for 2008 though 2
010 expenses.

111. On January 25, 2012, the Bank received a draft f
orensic audit from PSC ("Dxaft

PSC Audit") which fo2znd, among other things
, Respondent directly charged a total of $476,814

to the Banl~, including $330,855 on 12 Bank-Ow
ned credit cards, $33,259 on Bank-Owned debit

cards, and $112,700 using cash out tickets from 20
08 through 2010.

112. The Draft PSC Audit fcu~ther found that Respondent p
roduced receipts for onlq

$33,388 of the $476,814 of expenses to support 
such expenses as legitimate Bank expenses.

113. The Draft PSC Audit deter~xuned that $18,866 of cred
it card charges, which were

made by or on behalf of Respondent, had an avai
lable receipt to support non-bank expenses; that
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$327,273 of Respondent
's debit anal credzt card cha

rges lacked receipts; and. lis
ted $149,598 of

direct credit and debit ch
arges of Respondent witho

ut receipts as "questionable
."

114. The Draft PSC Audit fun
d that an additional $467,26

8 was charged on Bank-

Owned Cards of other e
mployees, including Respon

dent's Bank assistants, an
d tktat many of

these charges relate to 
Respondent.

I15. Unlike Respondent's dire
ct charges on Bank-Owned

 Cards issued to Respondent
,

the majority of th.e char
ges on Bank-Owned Cards

 issued fo other Bank emplay
ees included

xeceipts.

116. Mang of these receipts for
 chaxges on Bank-Owned C

ards issued to other Bank

employees show that
 the expenses benefited Res

pondent and not the Bank.

117. On February 1, 2012, the
 Board ratified Respondent'

s charges from 2008 through

2010 as "business expe
nses" based on: (i} two lei~e

rs from Doug Conder ("Con
dex"), a certified

public accountant who
 also served as CPA fox Res

pondent and HBI, and who
 was a tenant of

HBI, opining that the a
bsence o£ receipts supporti

ng a business pwrpose had s
urvived Lft.S

scrutiny and recommen
ding that tk~e Board xetroact

ively appzove Respondent's
 expenses "unless

.. ~ [the Boards had reaso
n to believe otherwise"; an

d (u) a memorandum. from B
lair acknowledging

a small nwnber of pers
onal charges ($4,695.22} o

~ Respondent's Bank-Owned
 Cards That were

within the "normal ra
nge of error" and stating th

at all remaining charges wer
e business in nature,

and complied with the
 expense policy in effect wh

en they were made.

11.8. On February 1, 2412, the
 Board also passed a resolut

ion that in the fitture no

expense will be reimbu
rsed if it is nod accompanie

d by a receipt.
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119. There is no indication in the Board minutes that Respondent's father
, Chairman. of

the Board, recused from the vote.

120. On February 1, 2012, in accordance with B1air's memorandum,
 Respondent

reimbursed $4,695.22 to the Bank.

The 2DX2 Bank Examination

121. At the February 13, 2012 joint examination of the Bank ("201
2 Examination"),

the Bank's management component was downgraded from
 a 3 to a 4 because of, among other

things, the Board's continued lack of controls over Respon
dent's expenses, inclucling the

issuance of a Bank-Owned Card to nonPemployee Taylor, an
d continued failure to conduct a line

item analysis of Respondent's expenses and obtaisz 6711 
reimbursement for non-Bank expenses, as

required by MOU Provisions #3.

122. The 2012 Examination also noted that Taylor's credit card charges w
ere shown.

under Respondent's expenses —rather than. identifying Tay
lox's Bank-Owned Card charges

separately — in monthly expense reports that the Board r
eviewed.

123. On April 2, 2012, without reviewing the natuxe of Respondent
's individual

expenses as required by MOU Pxovision #3, the Board o
nce again retroactively approved all

expenses of Respondent from 2008 through 2010 shown i
n the draft forensic audit after

reviewing new IRS analyses by Conder and tax attorney
 Bill Hoy ("Hoy"), plus the prior

recommendations o£ Corder and Blaix.

124. Hoy opined regarding the sufficiency of the Bank's expense reimb
urseanent

"system" for IRS purposes, concluding that the "system
" was sufficitent for IlZS purposes.
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125. Conder opined that the Bank's r
eimbursement of expenses wzthout

 receipts was

not a GAAI' violation.

126. Thexe is no indication in the Boar
d minutes fat Respondent's fathe

r, Chairman of

the Board, recused from the 
vote,

127. On April 2, 2012, based on a z
nanagemenfi study that recommen

ded the position of

Chie£ Executive Officer and 
President be split into two position

s, Respondent resigned as Bank

President.

128. On April 12, 2012, PSC issued i
f.~ final foxensic audit report.

129. The final PSC repork concluded t
hat appro~mately $235,000 out of

approximately $330,000 of Re
spondent's charges on Bank-Own

ed Cards were supported by

"Other Documentation Per B
ank Policy." PSC based its concl

usion on the Board's February 1

and Apri12, 2012 xeiroactive
 approvals of Respondent's 2008-

2010 expenses. "However,

because receipts ~vez'e not avai
lable for these dzsbtzrsements an

d because such expenses can be

considered dank expenses, [T
'SC was] unable to concretely ident

ify that these. expenses were

either bank oxnon-bank exp
enses."

I30. On May 7, 2012, the Boazd met
 at the TDOB office wzth the FDIC

 and TDOB to

discuss the findings of the Joi
nt TDOB-FDIC 2012 Examiizati

on.

131. During this meeting, the FDIC n
oted that the 2012 Examination un

covered

Taylox's Bank-Owned Caxd
, her credit card application, and 

severat ovexseas air fare charges.

X32. Also during the May 7, 2012 me
eting, Respondent told regulators a

nd the Board

fha~ he thought Taylor had a
 personal credit card instead of aB

ank-Owned Card.
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133. The TDOB and the FDIC recommended that the 
Board review Respondent's

expenses prior to 2008 and through 2012, and that
 Respondent promptly reimburse the Bank for

all non-Bank related expenses.

134. On June 19, 2012, Respondent resigned as Chief 
Executive Officer of the Bank

but remained on the Board. He also resigned f
rom all Board committees.

135. On July 20, 2012, the TDOB and the FDIC jointl
y notified fhe Board, in writing,

that all non-Bar~lc expenses paid on behalf of Res
pondent during his tenure atthe Bank should be

p~rornptly reunbursed.

Tlae Bank's S`ettTerrcent with Respondent

136. On October 30, 2012, the Board authorized new 
directors Robert Templeton

("Templeton") and William McKiunep ("McKin
ney") fo resolve respondent's expense issues

and negotiate with Respondent regarding any re
quired payment.

137. After reviewing Respondent's expenses, inc]uding
 the $149,598 identified bq PSC

as "questionable," directors Templeton and Mc
Kinney determined that approximately $180,000

in expenses warranted reimbursement to the Bank.

138. On December 7, 2012, directors Templeton and M
cK.i~iney reached a signed

settlement agreement with Respondent to reim
burse the Bank an additional $23 8,650 for

expenses that Respondent charged and the Bank pa
id from 2005 through 2012.

139. On December 7, 2012, Respondent paid the Ba
nk $238,650, bringing his total

reimbursement to the Bank to $319,505 between Oct
ober 2011 and December 7, 2012.

COI~ICLU~IONS OF LAW

140. Paragraphs 1 through 139 are re-aIleged and incorp
orated herein by reference.

►.t



141. By reason of Respondent's foregoing acts
, omissions and practices, Respondent

bias recklessly engaged in unsafe or wisou
nd practices.

142. As a result of the foregoing acts, omissi
ons, ox practices, Respondent has breached

his fiduciary duty as an officer and direc
tox_ of the Bank.

143, To the extent that the Bank's payment of Resp
ondent's personal charges and

subsequent reimbursement by Respondent 
could be characterized as Loans, Respondent viol

ated

Regulation 0.

144. Reg~zlati.on O requires that loans to Bank in
siders be extended."on subsfautially

the same terrris (including interest rates 
and collateral) as, and following credit underwxit

ing

procedures that are not less stringent than
, those prevailing at the time forcomparable

transactions by the bank with other perso
ns that are not covexed by [Regulation 0] and 

who are

not employed by the bank." 12 C.F.
R. § 215.4(a).

145. Because the Bank did not make comparable loa
ns to non-Bank employees at that

time, Respondent's personal charges an
d cash withdrawals were extensions of czedit 

by the Bank

made on preferential terms and therefore 
violated Regulation O.

X46. As a result of Respondent's foregoing acts,
 omissions, oz practices and breaches

of fiduciazy duties, the Bank suffered 
losses.

147. As a result of his foregoing acts, omissions,
 or practices and breaches of fiduciary

duties, Respondent received ~in.azicial
 gave or other benefit.

148. Respondent's foregoing acts, omissions, oz pr
actices demonstrate a wi1L~u1 or

continuin g disregard for the safety oz soun
dness of the Bank and personal dishonesty.
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l~OTICE OF ASSESSMENT OF C~][L MONEY JPEI~TAX.~T'Y,
 FIl~II~IGS OI+'

FACT .AND CONC]GUSIONS OF LAW

l~-9. Paragraphs 1 through 148 are gestated and incorporated herein by
 reference and

constitute FINDINGS OF FACT AND CONCLUSIONS O
F LAW for the purposes of this

NOTICE OF ASSESSMENT.

15Q. By reason of the allegations contained herein, Respondent h
as recklessly engaged

in unsafe ox unsound practices in conducting the affairs o
f the Bank within the meaning of 12

U.S.C. § 1818(i)(2)CB)Ci)(II}•

151. By reason of the allegations contai_ued herein, Respondent has
 bzeached his

fiduciary duties to the Bank within the mean7ng of 12
 U.S.C. § 1818(i)(2)(B}(i}(~3I),

152. To the extent that the Bank's payment of Respondent's pers
onal charges and

subsequent reimbursement by Respondent could be charact
erized as loans, Respondent violated

Regulation O. Therefore, Respondent has violated law 
or regularion within the meaning of

section 8{i)(2)(A)(i} of the Act, 12 U.S.C. § 1818(i)(2)(A
)(i).

153. By reason of the alienations contained herein, Respondent's practic
es and

breaches are part of a pattern of misconduct within the mea
ning of 12 U.S.C. §

1818(i)(2)(B)(ii)(~•

154. By reason of the allegations contained herein, Respondent
's practices and

bxeaches resulted in pecuniary gain or other benefit
 within the meaning of 12 U.S.C. §

1818~z)~2)(B)~ll)(I~•

155. By reason of the allegations contained herein, Respondent's
 practices and

breaches resulted in more than a u~inimal loss to t
he Bank within the meaning o£ 12 U.S.C. §
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1 s 18(i)(2)(B)(ii)(I~.

156. By reason o~the allegations contained herein, Respondent made or caused to be

made false entries in the Bank's books and records within fhe meaning of 12 U.S.C. §

1818 ~i) ~2) (B) Cii) Ca}

157. By reason of the allegations contained herein, Respondent concealed material

facts from bank regulatory authorities within tha meaning of 12 U.S.C. § 1818(i)(2j(B)(ii)(II}.

ORDER TO PAY

158. By xeason of Respondent's reckless engagement in unsafe or unsound practices,

breaches of fiduciary duties, andlox violations of law ox regulation, which were part of a pattern

of misconduct that resulted in pecuniary gain or other benefit to him and more than a nuz~iirual

loss to the Bank, as set fortlz in the NOTICE OF ASSESSMENT, the FDIC has concluded mat a

civil money penalty should be assessed against Respondent pursuant to 12 U.S.C, § § I818(i}(2}.

After faking into account the appropriateness, ofthe penalfywith respect to the size of

Respondent's financial resources and good faith, the gxavity of the practices and breaches, the

history of previous unsafe or unsound practices or breaches of fiduciary duties, and other matters

as justice may require, it is:

ORDERED, that by reason of the reckless unsafe oz unsound practices, breaches of

fiduciary duties, andlor violations of law or regulation which were part of a pattern of misconduct

that resulted in pecuniary gain or other benefit to Respondent, a penalty be and hereby is assessed

against Respondent pursuant to 12 U.S.C. § 1818(1)(2) in the amount of $200,000, and

FURTHER ORDERED, that the effective date of this ORDER TO PAY be, and hereby
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is, stayed until 20 days "aftex the date of receipt of the NOTICE OF ASSESSMENT by

Respondent, during which tune Respondent may file an answer and request a hearing pursuant to

12 U.S.C. § 1818(i)(2)(I~ and 12 C.F.R. § 308.19.

OPPORTUNITY FOR HEA.t~1NG

159. Notice is hexeby given that a hearing shall commence at Amarillo, Texas, sixty

(60) days from the date of service of this NOTICE OF INTENT TO REMOVE AND PROHIBIT ~ ..

upon Respondent, or at such place or on such date as the parties to this action and the

Administrative Law Judge appointed to heax this matter may agree, foz the purpose of taking

evidence on the charges herein specified, in order to determine whether a permanent order should

be issued to prohibit Respondent from further participation in the conduct of the affairs of any

insured depository institution or organization enumerated an 12 U.S.C. § 1818(e)(7)(A) without

the prior permission of the FDIC and the appropriate Federal financial institutions regulatory ,

agency, as That term is defined in 12 U.S.C. § 1818(e)('~(D).

WITH RESPECT TO THE 1lTOTICE OF AS~E~~M~+ 1~TT C)I+ CI~~ MONEY

PEIOTALTIE~, I2]E~POI~El~TT N1~UST ~PECI~TCALLY REQUEST A I3EA1tIl~G

WITH~T 20.DAYS PUILSU.A.I~TT'I'O 12 U.S.C. § 1~7.~(i)(2)(.~ AID 12 C.Q.R. § 30 .1.9. ][F

R~SPONDEI`IT FAILS TO I+LLE A REQUEST FOR A HEARII~iG 'PVITHIlv ZQ ]DAYS OF

THE SERVICE OF THE ~tOTICE OF ASSESSMENT OF CTVII,10~10I~EY PEIeT.AL'TY

ON ~3Ill~I, THE PEIOTALTY ASSESSED AGAINST IIIM PURSU.A,I~I` 'I`O THE ORDER

T'O PAY W]I~L BE FINAL .A,I~TD ~H~-LL BE PAID WITHII~T 601)AXS A~T'ER THE

l~tOTTCE OF ASSESSMENT OF CIV1I~ MONEY PENALTY IS SERVED ON IiI1Vi.
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160. The hearing will be public and in all respec~,s conducted in accordance with the

provisions of the Act, the Acivoiiiistrative Procedure Act, 5 U.S.C. §§ 551-559, and the FDIC's

Rules of Practice and Procedure, 12 C.F.R. Part 308. The hearing will be held before an

Adinninistrative Law Judge appointed by the Offtce of Financial Instziution Adjudication pursuant

toSU.S.C.§3105.

161. An original and one copy of all papers filed in this ~proceedi_ng sha11 be served

upon the Office of Financial Tnsti~lution Adjudication ("OFIA"), 3501 N. Fairfax Drive, Suite VS-

D812 6, .Arlington, Virginia, 22226-3500 pursuant to 12 C.F.R. § 308.10. Copies of all papers

filed in this proceeding shall be sexved upon the Office o£the Executive Secretary, Federal

Deposit Insurance Corporation, 550 17-th Street, N.W. (F-1058), Washington, D.C. 20429; A. T.

Dill, III, Assistant General Counsel, Federal Deposit Insurance Corporation, 550 17th Street,

N.W., MB 3020, Washington, D.C. 20429; and upon Stephen C. Zachary, Regional Counsel

(Supexvision), Federal Deposit Insurance Corporation, 6060 Primacy Parkway, Memphis,

Tennessee 38119. Pursuant to 12 C.F.R. § 308.10(b)(4), all doctunents required to be filed,

excluding documents produced in response to a discovery request pursuant to Part 308.25 and

Part 308.26, shall be filed electronically with OFIA.. Respondent is hereby directed to file any

answer electronically with OFIA at ofia@fdic. gov. Failure to answer within. the 20-day Time

peziod shall constitute a waiver of the right to appear anal contest the allegations contained in the

NOTICE OF ASSESSMENT and NOTICE OF INTENT TO REMOVE AND PROHIBIT and

shall, upon the FDIC's motion, cause the Aduzi~ustrative Law Judge or the FDIC to find the facts

in these Notices .to be true as alleged and to issue appropriate ORDERS.
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PRAYER FOR RELIEF

WHEREFORE, the FDIC prays for issuance of the ORDER TO PAY in the form detailed

in paragraph 158 above against Respondent; for issuance of an ORDER OF REMOVAL FROM

OFFICE AND PROHIBITION FROM FURTI~ER PARTICIl'ATION against Respondent; and ,-

fox such other relief as justice may require.

Pursuant to delegated authority.

Dated at Washington, D.C., this 21St day of November, 2014.

/s/

Christopher J. Newbury
Associate Director
Division of Risk management Supervision
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