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headline-catching auction held in Tai- Why was a powerful entrepreneur who
Apei District Court on June 29", 2016 commanded a conglomerate organization
featured antiques and luxury furniture  worth NT$270 billion (US$9 billion) selling
most recently owned by Xu ShenFa (5F%  his personal art collection at a court-
# ) and his daughter Xu XianXian ( % # mandated auction? The story unfolds
# ). Xu ShenFa was the founder of Prince  below.

Conglomerate ( X ¥ % ® ) and President ————
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recompense lending banks and former %gggfgg,ﬁ%gﬁ;ﬁ@%;g%ggi ’Aﬂﬁg}ﬁ%;
employees of Prince Motor Co. Ltd. ( &XF gﬁf N e‘ﬁfi ff%%é’%ﬁ@%fﬁf%@i’ﬁg%%’%;
= L NS 1SRAIER ST TR  STRE - HHMNEHRER ,
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The

Entrepreneur

u ShenFa was the son of one of Taipei
XCity’ s elite families. After earning a de-
gree in Economics from National Taiwan Uni-
versity, he set up DaFa Trade Company ( X %
B%28 ), which joined in the lucrative banana
trade with Japan. In 1965, he founded Prince
Motor and began importing automobiles from
Japan and three years later founded Shen-
gRong Trade Company ( B3RESAF ) to import
automobile parts and accessories. In 1973,
ShenFa opened Prince Industry Company ( X
F I # 27, later renamed Prince Information
Company X FE AR ) to import NEC comput-
er products from Japan. Five years later, he
established Union Rental Company (#t & # &
2 &), which leased and maintained industrial
equipment. Finally, ShenFa founded WanTai
Commercial Bank in 1991.

All of his companies were managed under the
umbrella of Prince Conglomerate.

In his capacity as Founder and President of
both WanTai Bank and Prince Conglomerate,

ShenFa was elected as Chairman of the Chi-
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nese National Federation of Industries (CNFI, #
EREZBET 4T ), serving from 1987 to 1994;
Chairman of the Taiwan Provincial Industrial As-
sociation (BE & L% g ); and Chairman of the
Industrial Association of Taipei City ( &3tmI%
)

In addition to his leadership in business, Shen-
Fa was also politically ambitious. He was elect-
ed as a national Legislator and appointed Com-
missioner of the Central Commission of the
ruling KMT Party. Political connections brought
ShenFa significant new clout. He was subse-
quently hired as a Consultant to the Presiden-
tial Office during President Lee DengHui' s
term in 1999. After the national presidency
changed from the KMT to the DPP in 2002,
ShenFa was appointed Vice President of the
Straits Exchange Foundation, a semi-govern-
ment organization that holds primary respon-
sibilities for communications and interactions
between Taiwan and Mainland China. ShenFa
leveraged this position to further advance his

own business influence and interests.
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Prince Motor

rince Motor Company, founded in 1965 and headquartered in the Taipei City
Psuburb of Sanchong, served as the engine of Prince Conglomerate. Prince
Motor initially imported automobile chassis for domestic assembly into commer-
cial vehicles, slurry tankers, and cargo carriers. In 1971, Prince Motor began
taking OEM orders from Nissan Motors ( HZESE )and later launched a dealership
for Yulon Motors ( #F&SE ), which had the franchise contract with Nissan Japan.
Prince Motor reached its zenith in the 1980s and, in 1989, cooperated with Ja-
pan’ s Suzuki Motors to manufacture its popular commercial vehicles in Taiwan.
This gave the company leadership in compact automobile sales for many years.
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THE BANK AND THE

LEGENDARY CASH CARD _

he Taiwan Government began issuing li-
Tcenses for new, private banks for the first
time in modern history in 1990. Many suc-
cessful entrepreneurs, including Xu ShenFa,
streamed into this new market, hoping to make
the most of Taiwan' s rapidly expanding finan-
cial and securities markets.

ShenFa' s WanTai Commercial Bank ( & %
# ¥ 3R 47 ) began operations on February 2",
1992 with a capitalized value of NT$12 billion
(US$400 million). The bank’ s merger with
the Tainan 4" Credit Cooperative on April 11",
1998 significantly expanded its branch network
and business scale. In 1999, a business trip to
Japan inspired ShenFa to introduce Japan' s
popular cash card business model to Taiwan.
In July of that year, WanTai Bank issued their

“George & Mary” cash card, giving cardhold-
ers easy access to immediate, preapproved
loans at ATMs throughout Taiwan. Its name and
accompanying promotions popularized the card
as an easy source of interest-free emergency
funds. However, loans taken out using George
& Mary were charged rates of up to 20% per

annum.
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Cash cards quick-
ly undermined
Taiwan' s tradi-

tional bank loan

019- 1808881

business model

as the bank began

George & Mary Cash Card

to realize greater

profits from its retail cash card loans than its
corporate loans. WanTai Bank issued 300,000
cash cards and loaned NT$16 billion (US$533
million) in the first year alone. Just two years
later, in 2001, it issued 550,000 George &
Mary cash cards and released N$30 billion
(NT$1 billion) in related loans at an average
interest rate of 30%. Other banks, hungry for
the profits being made by WanTai, soon began
issuing cash cards of their own. These late-
comers, however, couldn’ t unseat WanTai’ s
commanding lead in this new segment. By
2003, four years after the launch of George &
Mary, the bank had issued 1 million cash cards
and loaned NT$55 billion (US$1.83 billion)
through the program. This represented some
85% of Taiwan' s total cash card loan market
that year, which totaled NT$65 billion (US$2.17
billion).
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The
"Two-Card"” Storm

ther banks, still looking to shake
Oloose some benefit from WanTai' s
cash cow, began to promote their own
cash cards using free gifts, low loan
thresholds, and carefully crafted com-
mercials that harped on themes such
“Avoid

predatory loan sharks” . The flurry of

as “Enjoy now, pay later” and

ads and promotions won an increasing
number of consumers over to the idea
that cash cards could resolve their debt
problems, deliver easy money, and offer
entrée into the good life.

The many cash card holders who also
had credit cards were known as “two-
card holders” . While credit cards are
subject to strict credit limits and trans-
action-based approvals, cash cards are
specifically designed to provide consump-

tion-oriented loans without guaranties.
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Customers may borrow money using
cash cards at ATMs immediately, with no
approval required. The creditworthiness
of individual cash card holders is evaluat-
ed only once, at the time of application.
Once approved, they could make loans
indefinitely, without updating their credit
records. Although nearly all of the cash
card loans qualified as microloans, their
accumulated value and risk grew expo-
nentially. Many cash cardholders took
advantage of these terms to expand their
credit and increase their expenditures.
Consumers started to pay their debt on
one cash card using money loaned from
another cash card. In September 2005,
the 33 banks in Taiwan that issued cash
cards recorded cumulative, outstanding
loans of NT$315.2 billion (US$10.5 bil-

lion).



At the end of 2005, the total amount of
credit and cash card-based debt in Tai-
wan exceeded NT$800 billion (US$26.7
billion). Banks, groaning under the weight
of their nonperforming debts, began tight-
ening lending policies, which bankrupted
520,000 cash card and credit card cus-
tomers, who were caught unable to meet
the revised terms. The amount of out-
standing cash card debt in Taiwan at the
time averaged NT$120,000 for each and
every one of the nation’ s 3.76 million
cash cardholders. The glamorous cash
card bubble burst, leaving a banker s
nightmare in its wake.

As the number-one cash card issuer,
WanTai Bank was worst-hit by the cash-
card collapse, shouldering NT$15 billion
(US$500 million) in nonperforming debt
in 2006.

239

Photo from Apple Daily



A ILLEGAL LOANS
ND BREACH OF TRUST

henFa had failed both his bank and his bank-
Sing dreams. However, instead of rallying an
all-out effort to rescue his struggling bank, he
started working behind the scenes to hasten its
demise. From 2006, ShenFa, his son XianRong
( 5F B %), and his daughter, JuanJuan ( F 18 18 )
instructed the Conglomerate’ s Finance Depart-
ment Vice Manager Yang XiZhou (%%l ) to set up
6 companies using the names of 9 Conglomerate
employees. These companies were nominal com-
panies, which exempted them from stakeholder
loan scrutiny under the Bank Law. ShenFa and his
co-conspirators then took out loans on behalf of
these nominal companies from WanTai Bank and
the WanTai Bills Finance Corporation (B&E# %
BRI BRAE ) totaling NT$5 billion (US$167 mil-
lion). The loans were unguaranteed and flagrantly
illegal.

ey
s
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A special financial examination of WanTai Bank
launched by Taiwan’ s Financial Supervisory
Committee (FSC) in October 2006 uncovered
these illegal loans. Moreover, the FSC discovered
that ShenFa and others had sold WanTai’ s
NT$15 billion in nonperforming debt to a Prince
Conglomerate-affiliated firm, WanRong Marketing
Consultant Company ( BE{T8#HEEMAE ), in 2004
for a mere NT$1 billion. Based on this, the FSC
issued a fine on WanTai Bank in March 2007.

Ms. Xu JuanlJuan
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WanTai Cosmos Bank

Cognizant that his bank was already in the gov-
ernment s crosshairs, ShenFa made plans to ex-
tirpate himself from the looming crisis. The bank
announced a deficit of NT$11.2 billion (US$373
million) in April 2007, which took both the FSC
and financial markets by surprise. The FSC de-
manded that WanTai Bank increase its capital by
August 31%, 2007. Although SAC Private Capital
Group and GE Money expressed interest in fund-
ing this capital increase, the FSC noted irregu-
larities in the overseas funding process and thus
then filed a report to the Prosecutors’  Office.
The resulting Prosecutors’  Office investigation
lasted six months and involved raids on WanTai
Bank, Prince Conglomerate, and the homes of
both ShenFa and XianRong on January 25", 2008.
The 110 prosecutor assistants and investigators

who raided WanTai’ s headquarters confiscated
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over 60 boxes of documentary evidence and
subpoenaed 9 employees from the bank s

accounting and financial departments.

The Prosecutor’ s investigation shed light on
the wrongdoings of WanTai Bank President Xu
ShenFa and Vice President Xu XianRong. From
2001 through 2006, the two had illegally taken
out loans from the bank, falsified accounting
documents, and breached trust by selling non-
performing debt at junk rates. Their illicit ac-
tivities facilitated their embezzlement of about
NT$20 billion (US$667 million).

ShenFa and XianRong both resigned from their
positions at WanTai Bank on September 6",
2007.



THE
INDICTMENT

n April 10", 2008, the prosecutor in-
Odicted ShenFa, XianRong, JuanJuan,
Yang XiZhou, and 8 other management-level
staff of the bank and the bills finance cor-
poration for embezzlement under the Bank
Law. Based on their wrongdoings and the
social devastation that they had caused,
the Prosecutor asked the court to sentence
ShenFa to 10 years' incarceration, Xian-
Rong to 8 years’ incarceration, JuanJuan
to 6 years' incarceration, and Yang XiZhou

to 5 years incarceration.
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THE
TRIAL

fter a 6-year trial, Taipei District Court
Afound the defendants guilty under
the provisions of the 2007 Criminal Com-
mutation Act, sentencing ShenFa to six
months’ incarceration, XianRong to five
months’ incarceration, and JuanJuan
and Yang XiZhou to four months™ incar-

ceration on July 8", 2014.

Upon appeal, the Taiwan High Court over-
ruled the lower court’ s decision and
sentenced ShenFa to eleven months,
XianRong to eight months, and JuanJuan
and Yang XiZhou to six months on April

21% 2016.

The case remains open to further appeal.



THE
CONSEQUENCES

ithout access to funds. WanTai Bank,
WPrince Motor, and Prince Conglomerate
all ceased operations in 2011. Prince Motor
closed its doors still owing NT$704 million
(US$24.7 million) in salaries, pension pay-
ments, and severance for its 1,094 employees.
Prince Motor’ s real estate properties had
already been mortgaged to other banks and
thus were unable to be liquidated. The Ministry
of Labor s Bureau of Labor Insurance pro-
vided NT$110 million (US$3.7 million) to help
Prince Motors pay its salaries. However, when
the Bureau filed a complaint for compensation
against Prince Motor, the court found that the

company had registered all of its properties in

b s
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a trust on February 5", 2008 and thus over-
ruled the complaint.

Employees were furious at Prince Motor and
demonstrated in front of its headquarters on
October 11", 2011. After five years of negoti-
ation, the Ministry of Labor, FSC, and MOF to-
gether convinced 18 banks to donate NT$158
million (US$5.27 million) to a fund for Prince
Motor employees, which helped these employ-
ees recover 64% of what their former employer
owed them. The government promised that
it would never again put pressure on private
banks to contribute funds for the resolution of

labor disputes®.

? See https://money.udn.com/money/story/5648,/2064682
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Hﬂ. E %E b= China Development Financial & KGI Commercial Bank
f-r Photo from Padai,Wiki

KGl BANK
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As for WanTai Bank, SAC Private Capital
Group and GE Money provided funds to the
bank under the condition that the Prince
Conglomerate withdraw completely from
the management group. On December 28",
2007, the bank increased its capitalization
to NT$42 billion (US$1.4 billion). WanTai
subsequently reported a profit of NT$3
billion (US$100 million) in 2012. China De-
velopment Financial ( FZER# & ) merged
with WanTai Bank on February 10”‘, 2014
and, on January 5", 2015, the bank was re-
named as KGI Commercial Bank ( Sl Em&%R
17). WanTai Bank was finally relegated to the
history books.

Cash cards shackled 520,000 “card
slaves” , 60% of whom were young adults,
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with massive debts. The two-card maelstrom
severely undermined Taiwan' s social
foundations. Many card slaves committed
suicide, became criminals, or slipped into
mental illness. Cash cards had warped into

“plastic opium” - an addictive entice-
ment that poisoned both cardholders and
society.

At the beginning of 2005, the FSC super-
vised the Bankers Association ($£1TA® ) to
establish a debt negotiation mechanism for
card slaves in order to negotiate reimburse-
ment terms with each of their debt-hold-
ing banks. Of the 220,000 who used this
mechanism, 50% failed to make payments
in according with their agreements. The
Legislative Yuan then promulgated the Debt



Clearance Act (HEEEHEEEHG] ) on April 11",
2008, which allowed so-called card slaves to
request that their largest debtholder negotiate
with them for reimbursement. If negotiations
subsequently failed, indebted individuals could
then petition the court to liquate their assets
and wipe their debt slate clean.

National Legislator Xu ZhongXiong ( #& # & ),
on behalf of Taiwan’ s “card slaves” , ques-
tioned the justification for the high cash card
interest rates. His effort subsequently forced
banks to decrease these loan rates going for-

ward.

A commentator noted that the senior execu-
tives of conglomerate entities often consider
banks as just another of their many subsidiary
companies and run them the same way. How-
ever, while companies may be only responsi-
ble to their shareholders, banks bear social
responsibilities to their depositors. Thus, the
philosophy behind bank management is funda-
mentally different from that behind corporate

management.

FERERITST

THE BANKERS ASSOCIATION OF THE REPUBLIC OF CHINA
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LEGISLATOR Xu ZhongXiong

Cash cards, once the darling of Taiwan’ s
banking sector, ended up bankrupting WanTai
Bank, Prince Conglomerate, and its most vigor-
ous proponent, Xu ShenFa.
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