The Financial

Kublai Khan’s
Ignominious Curtain Call'




he evening of August 19", 2016 was
Tuncharacteristically busy at the head-
quarters of Mega International Commercial
Bank (MICB, Jt & El & % $R17) and Mega
Financial Holding Company Co. Ltd. (MFHC,
EESRIERRMHBAERAT ). An interim board
of directors meeting was preparing for a
10:30pm press conference, where they
would announce the receipt by MICB from
the New York State Department of Finan-
cial Service (NYDFS) of an US$180 million
(NT$5.7 billion) fine for failure to comply
with laws and financial examinations and
for poor internal controls and risk manage-
ment. This record-high fine would easily
shave 20% off MICB profits for the year.

MICB had long been upheld as a model gov-
ernment-owned bank operation and been
widely respected and trusted. What, then,
had happened so suddenly to deserve this
unprecedentedly high fine from a foreign fi-
nancial examination agency? A step back in
time is needed to fully peel back the layers

of this onion.
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THE BANK

China’ s last imperial government founded DaQing HuBu Bank ( &
BB ERERTT) in 1905, with its headquarters in the capital, Beijing. In
1912, the first President of the Republic of China, Sun Yat-Sen (#ALL)
reconstituted this imperial-era bank as the Bank of China (BOC, HElsR
7) and transformed it into the country’ s central bank. In 1928, the
BOC was licensed to handle foreign exchange and opened branches
in London and Osaka during the same year. In 1935, currency issued
by three banks, including the BOC, were designated as legal national
tender. BOC established its New York City branch office in 1936.

BOC relocated from Beijing to Taipei, Taiwan at the close of the Chi-

nese Civil War in 1949 and resumed regular business in 1960 as a
foreign trade and exchange bank. However, in China, the Bank of Chi-
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na was reorganized by the ruling Communist
Party and began functioning as the central
bank of the People’ s Republic of China. To
end China" s growing diplomatic and interna-
tional legal attempts to take control of BOC' s
assets in Taiwan, BOC' s Taiwan organization
was renamed as the International Commercial
Bank of China (ICBC, F EIE R & %R 1T ) and
reorganized as a privately held bank on De-
cember 17", 1971. ICBC opened a branch in
Panama on August 1%, 1974; listed on the Tai-
wan Stock Exchange on February 24", 1979;
and set up a branch in Panama’ s Colon Free
Trade Zone on September 16", 1982.

CTNBank was founded in Beijing, China on
March 4", 1908 by the imperial Qing govern-
ment to provide funds for the development of
shipping, railway, and other trade and commu-
nications infrastructures across the country.
Branches in Hong Kong, Singapore, and Ran-
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goon (Yangon) were set up soon after, making
CTNBank the first Chinese bank with overseas
representation. As with COB, CTNBank relocat-
ed to Taiwan in 1949 and resumed operations
in 1960 as an industry bank. On February 4",
2002, CTNBank established the Bank of Com-
munication Financial Holding Company Co.
Ltd. (RIBERIZERKRHBERAT ) and its subsidi-
ary International Security Company ( EFf4R558
# A7) ). Later, CTNBank merged with ZhongX-
ing Bills Financial Company ( PEE#EMKNE
RAF ), BeilLi Security Company (&4 &5EF
BRMABERAE ), China Insurance Company ( FE
EMRERIHABIRAR ), and ICBC to create Mega
Financial Holding Company Co., Ltd. (MFHC).

ICBC merged with CTNBank on August 21%,
2006 under the new name Mega International
Commercial Bank (MICB). On September 26",
2008, MICB was designated as the clearing
bank for U.S. dollars in Taiwan.
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MICB boasted quite an impressive pedigree as the successor to two historically
important banks, both with over a century of history. Furthermore, at its incep-
tion, the bank already had 107 domestic and 39 overseas branch locations and
controlled total assets of NT$85.3 billion (US$2.84 billion), making it Taiwan" s
second largest bank. For its part, MFHC had a network of 146 domestic and
over 20 overseas branch locations and controlled total assets of NT$1.671 tril-
lion (US$58.7 billion), making it the third largest financial holding company in

Taiwan.
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Mr. Cai YouCa
Photo from August 22, 2016 SETN

Cai YouCai ( # & 7 ) was the hardworking
son of a poor farming family in Changhua
County. Diligent in all his endeavors, YouCai
studied hard, did well in school, and tested
into the Department of Public Finance at
National Chengchi University. After earning
his master’ s in public finance, he passed
the national Finance and Taxation examina-
tion and began his career in the Ministry of
Finance' s Department of Monetary Affairs
in 1980, witnessing firsthand the major
financial scandals of the following two de-
cades. He rose through the ranks until he
was appointed Deputy Director-General of
the Bureau of Monetary Affairs under the
Ministry of Finance. In this position, he
earned widespread approbation as “the
best deputy” .
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The Financial
Kublai Khan

In October 2001, YouCai was promoted to
the dual posts of Director and General Man-
ager of ICBC. It was a significant promotion
that set the stage for even bigger advances

in his career.

As ICBC General Manager, YouCai quickly
began promoting his bank’ s adoption of
the electronic financial system, which made
ICBC a pioneer in domestic banking opera-
tions. He also made a special effort to rec-
ognize and reward strong performers within
his organization, which was unusual in gov-
ernment-managed companies at the time.
Under his leadership, ICBC profits grew
at a healthy 10% clip for many years. The
NT$13.14 billion (US$438 million) in pretax
profit earned in 2005 not only set an ICBC



record but also accounted for one-seventh
of the total profits generated by Taiwan' s
50 banks that year. As YouCai was fond
of saying: “Every ceiling is a new floor on
which to build.”

YouCai was elected President of ICBC on
August 21%, 2006, the same day that ICBC
merged with CTNBank to form MICB. Presi-
dent Cai, at the helm of this new entity, took
a century of heritage of responsibility on his
shoulders.

Over the next ten years, YouCai added 15
more overseas branches, which, together
with the electronic financial system, were
the two primary engines driving MICB prof-
itability. In 2010, YouCai was also appoint-
ed by the Ministry of Finance as Director
of MFHC and then was quickly elected as
MFHC President. In 2014, MFHC earned
a record-high profit after tax of NT$30.2
billion (US$1 billion). MFHC' s then-Dep-
uty General Manager, Wei MayYu (%% %),
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praised YouCai' s able leadership, calling

him a “Financial Kublai Khan” at an
official MFHC gathering. YouCai earned a
national Financial Medal - 1* Degree in
March 2016, recognizing his excellent per-
formance.

As “Financial Kublai Khan” , YouCai was
active, aggressive, and performance-orient-
ed. However, his management philosophy
reflected an ambiguous stance on corpo-
rate governance. It was these unorthodox
and increasingly shady policies that paved
the way to MICB' s shockingly high fine

and international opprobrium.
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Mr. Samuel Yin

THE

ENTREPRENEUR

Samuel Yin ( #9782} ) was President of Ruentex
Financial Group (RFG, ™ % & E ), which was
founded in 1943 by his father Yin ShuTien (#
&H). The RFG tent embraced affiliates, includ-
ing Ruentex Cement Company, RunHong Con-
struction Material Company (#55E##28] ), and
RunDe Interior Design Company (HEZE A& &t
‘~8)), which would later be merged together as
Ruentex Materials Company( B&RIBEMERNE
R28 ), as well as Ruentex Construction Com-
pany, Ruentex Textile Company (renamed as
Fashion Cookie & Corporation in 2002, #B&%
KM ABMRAR ), Runtex Security Company (%
R2A7 ), RT-MART International Co., Ltd. (X4
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BRBEERMABRAT ), and ShuTien Urological
and Eye Clinic (SR RHERRIZZFT ).

Mr. Yin ShuTien (# & H), a well-known textile
entrepreneur who had begun his successful
career in Shanghai, China, was constantly wor-
ried about his son Samuel. Samuel Yin was
a rebellious teenager. In 1966 at age 14, his
family enrolled him in a correctional school
program, where he remained for three years.
He didn’ t do much better there, getting
into regular brawls and fights. A stab wound
received in a particularly bad fracas was at-
tended to by his math teacher, and future
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Legislative Yuan President, Wang JinPing ( & ). His teacher didn’ t report
the incident and this kindness proved the turning point in Samuel’ s life. He
began studying hard and endeavored to behave well. He went on to earn his
bachelor’ s from Chinese Cultural University and a master’ s from National
Taiwan University’ s Business School.

He took over management of Ruentex Textile Company from his father in
1975 and founded RunHwa Electronics ( HZE#MAE ) and RunHwa Dye Facto-
ry CBZEZRER ) in 1976. Both would ultimately fail. However, Ruentex Construc-
tion Company, which he founded in 1977, continues to be a highly profitable
member of the RFG. Samuel assumed control of the group in 1991 when his
father passed away.

Samuel Yin was honored in the 2008 roster of top-500 Chinese entrepre-
neurs. He ranked seventh among Taiwanese billionaires and 452" among
billionaires worldwide in 2015. The total assets of RFG are valued at roughly
NT$2.2 trillion (US$73.3 billion), an increase of 500 times over the value of
the group when he inherited it from his father.
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THE

INVESTIGATION

Returning to the flurry of activity surrounding
the August 19", 2016 MICB/ MFHC press con-
ference, the Executive Yuan called an urgent
interdepartmental meeting for August 21% and
asked the Ministry of Finance (MOF), Financial
Supervisory Commission (FSC), Ministry of
Justice (MOJ), and Central Bank to form a task
force to investigate those responsible. On Au-
gust 22", Legislator Cai YiYu (% % &) lodged
a complaint against MICB / MFHC President
YouCai for breach of trust and money launder-
ing, which kicked off the Taipei District Prose-
cutors Office’ s investigation. Chief Prosecutor
Hsing Tai-Chao formed a special task force of
six prosecutors to spearhead the investigation.
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The prosecutors downloaded the consent or-
der from NYDFS website. According to the 23-
page document, during a financial examination
of MICB" s New York Branch conducted by NY-
DFS between January and March 2015, suspi-
cious transactions between MICB" s New York
Branch and its branches in Panama City and
the Colon Free Trade Zone were found to have
taken place in 2013 and 2014. Of 174 suspi-
cious transactions, 90 designated no contact
person and went to accounts that had since
been closed, while 70 involved payment re-
versals. The New York Branch had total assets
of US$9 billion at the time, and the amounts
involved in these transactions (Panama City:
US$1.1 billion and US$4.5 billion in 2013 and



vate

2014, respectively and Colon Free Zone:
US$3.5 billion and US$2.4 billion in 2013
and 2014, respectively) were rather inten-
sive. However, the branch did not report
them as required by protocol. After news
broke that the Mossack Fonseca Law Firm
in Panama had been laundering money
since 2011 and Panama authorities had
launched an investigation, the NYDFS took
formal note of MICB’ s suspicious transac-
tions and began investigating. Because a
number of the accountholders involved in
these transactions were paper companies
set up by customers of Mossack Fonseca
Law Firm, NYDFS suspected a tie to money

i

laundering. They thereby requested MICB" s
New York Branch to open their books on these
accounts and transactions. In response, the
branch reported on only 70 of the accounts,
refusing to provide information on the other
90 due to their closure.

MICB" s New York Branch subsequently filed
a lawsuit with the New York State Court argu-
ing that NYDFS had no jurisdiction over foreign
bank branches in the United States. The court
ruled against the branch on September 4",
2015 and supported NYDFS’
over foreign bank branches in the state of New
York.

jurisdiction
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Mr. Wu HanQing
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Five officials from the US Federal Reserve
System (the Fed) visited MICB headquarters
in Taipei in October 2015. In the meeting,
which YouCai did not attend, the Fed offi-
cials highlighted the failings of the bank’ s
New York Branch and raised the possibility
of implementing an enforcement action
against MICB in order to force the New York
Branch to improve.

On February 9", 2016, the New York Branch
emailed a financial report that it had re-
ceived from NYDFS to MICB headquarters
in Taipei. MICB submitted its response on
March 24™ and reported to the FSC on May
18". Atthe end of July, after a meeting with
New York Branch General Manager Huang
ShiMin (E X8 ), NYDFS decided to impose
a fine on MICB. On MICB General Manager
Wu HanQing (=#%) informed the FSC and
the MOF regarding the fine on August 1%, af-
ter which the FSC urgently informed Taiwan
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Mr. Xu GuangXi
Photo from August 11, 2016
China.Times

Central Bank President Peng HuaiNan ( &

#® ). President Peng, aware of the devas-
tating impact of such a large value fine, im-
mediately contacted the New York Branch
of the Fed to request that they ask NYDFS
on the bank’ s behalf for more discussion
time before imposing the fine. The FSC also
quickly communicated directly with NYDFS,
saying that the FSC was aware of the flaws
and was working with MICB to improve the

situation.

On August 16", former MFHC General
Manager Xu GuangXi (& Y& ) took over as
president of both MICB and MFHC and on
the following day flew to the United States
to negotiate the amount and terms of the
fine with NYDFS. On August 19", on behalf
of MICB, GuangXi signed an agreement
with NYDFS, accepting a reduced fine of
US$180 million.



But why was MICB hit with such a high fine?

The rationale behind settling on such a hefty fine included the following:

01

02

03

04

05

06

MICB was Taiwan’ s only clearing bank for U.S. dollars and should thus have taken

regular and proactive measures to prevent money laundering;

MICB’ s New York Branch had no anti-money laundering (AML) professionals
on staff but instead relied on those working at MICB’ s Taipei headquarters.

Also, the AML staff in Taipei lacked adequate knowledge of U.S. AML regulations;

The Branch’ s Chief Compliance Officer served concurrently as Vice President and

Deputy General Manager, which undermined corporate governance norms

MICB had failed to follow its own internal policies and procedures related to

due diligence;

MICB and its branches had failed to periodically review their filter criteria for sur-

veillance monitoring and their customers;

MICB had failed to report suspicious money laundering activities related to their

branches in Panama.

Following NYDFS' s examination and formal notices, why did MICB not respond promptly in or-
der to avoid or minimize the fine? Why did then-President Cai disregard both the warning signs
and the problem?

As prosecutors dug deeper, astonishing new facts began coming to light.
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Mega Bank of New York Branch
Photo from August 20, 2016 Liberty Times
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Financial Kublai Khan Cai YouCai anticipated
his likely removal as the heads of MICB and
MFHC after the 2016 national presidential
election. He thus began working on plans to
recast himself as the new ‘godfather’ of
Taiwan’ s investment banking sector. He
worked to raise funds from consortiums, pur-
chased financial business stocks, and merged
financial holding companies in order to build
up a new holding company behind the scenes.



Mr. Xie HongY
Photo from O¢
United Daily News

To realize his ambitious plans, YouCai in-
structed then-Director of Mega Security
Company Xie HongYuan in January 2015
to set up a BVI company, which he named
Nick & Ziv Capital Ltd. after his two sons.
He also instructed then-Chief Secretary of
the Board of MFHC Wang ChiBan ( E # #6 )
to flesh out a plan for this private fund. The
result was the “Asia Financial Opportunity
Fund Limited Partnership (Cayman)” pro-
posal. Although still President of MICB, You-
Cai had lost interest in his bank’ s affairs
and thus failed to show up for the critical
meeting with the U.S. Fed in October 2015.
Instead, he was busy recruiting investors
for his new company from MICB" s major
client list. Meanwhile, YouCai, HongYuan,
and ChiBan decided to lease space in the
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Mr. Wang ChiBan
Photo from September 10, 2 A
United Daily News =
=y 7.
Citylink Ruentex SongShan Station Building
as the firm’ s new office, and HongYuan

signed the lease on November 30", 2015.

At the beginning of December of 2015, You-
Cai and ChiBan began work to set up a local
management consulting company to man-
age their new private fund. In mid-January
2016, YouCai instructed HongYuan to regis-
ter ChienChi Management Consulting Com-
pany (EHEIEFERRHARAF ) as a wholly
owned subsidiary of Nick & Ziv Capital Ltd.
At the end of January, they established a
local investment management company,
ChienChi investment Management Com-
pany (EMBEEEERMBERAF), to further

streamline the workings of the new venture.
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Roughly concurrent with the above, YouCai
accepted NT$10 billion (US$333 million)
investments each from Samuel Yin and
Lin ChenHai ( #& BR /8 ). As part of the deal,
YouCai, in his capacity as MICB President,
approved on February 26" a loan applica-
tion submitted by Samuel Yin" s Ruentex
Group for NT$7.5 billion (US$250 million).
NT$4 billion (US$133 million) of the loan
was wired to Ruentex four days later, and
then transferred to ChienChi Investment
Management the next business day. Thus,
YouCai had technically invested in his new
company using MICB funds and his privi-
leged position as MICB President.

Invest
( W

Hui Hong

Investment Co.
( Loaned 6.3
billion NTD

Ying Jia
Investment Co.
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However, as YouCai was busy building his
own financial empire, MICB, the bank that
he still captained, was drifting with vagar-
ious abandon into a financial maelstrom.
YouCai willfully concealed the findings of
NYDFS' s financial examination report
from his bank while he secretly sold off his
MICB shares. Wang ChiBan and MICB" s
New York Branch General Manager Huang
ShiMin sold off their MICB holdings before-
hand as well. Next, YouCai submitted his
resignation request to the MOF, which was
approved on March 24". Hoping to muddy
the waters ahead of his flight, YouCai sent
a signed a letter to the New York Branch
and the NYDFS stating, untruthfully, that



MICB" s Board of Directors had long been
cognizant of the problems highlighted in the
NYDFS report, but had chosen not to act.
This letter further exacerbated his bank’ s
troubles and further stoked the ire of the
NYDFS, justifying the subsequent inflation
in MICB fines.

Before YouCai stepped down, he took fur-
ther advantage of his position by upload-
ing three secret MICB business reports to
his personal cloud account for use by his
company later on. When he stepped down
on April 1%, 2016, MICB gave their beloved
financial Kublai Khan a warm farewell. Pre-
cious few knew even then of the YouCai-in-
spired tsunami that was bearing down on
their bank. By the time it hit, YouCai was
fully divested, and firmly ensconced at the

helm of his new financial empire.
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On July 28", 2016, NYDFS notified MICB" s New York Branch to expect a high
fine. Only then did MICB wake up to the devastatingly negative implications of
NYDFS' earlier investigation. New MICB President Xu GuangXi flew urgently to
New York to negotiate with the NYDFS, which ultimately agreed to reduce the
fine to US$180 million (NT$5.7 billion).
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The
indictment

After 103 days of intensive investigation, prosecutors finalized their case on December 2",
2016. They indicted YouCai and ChiBan for special breaches of trust in violation of the Finan-
cial Holding Company Act, Banking Law, Securities and Exchange Act, and Criminal Law as well
as for hiding criminal proceeds in violation of the Money Laundering Law. YouCai, ChiBan, and
New York Branch General Manager ShiMin were each indicted for insider trading in violation of
the Securities and Exchange Act. In addition, YouCai was also indicted for the illegal reproduc-
tion of business secrets in violation of the Trade Secrets Act.

The 124-page indictment ended with the prosecutors asking the court to sentence YouCai,
ChiBan, and ShiMin to 12, 10, and 4 years' incarceration, respectively.
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THE

CONSEQUENCES

The massive NYDFS fine not only defamed
MICB but also cast a pall over Taiwan’ s over-
all financial reputation. After the investigation,
the FSC revoked the professional qualifications
of YouCai, MICB General Manager HanQing,
ShiMin, and three other high-ranking MICB
managers and further barred them from taking
up any position in the financial sector for five
years. Furthermore, the FSC levied a NT$10
million (US$333,000) fine on MICB. The Spe-
cial Task Force of the Administrative Yuan
further filed complaints to the Control Yuan
targeting former FSC Chairman Zeng MinZong,
present FSC Chairman Ding KeHua, former
MOF Minister Zhang ShengHe, and present
MOF Minister Xu YuZhe, asking for possible
impeachment proceedings. Ding KeHua re-
signed soon after the news broke, becoming
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Taiwan s shortest-lived FSC Chairperson.
After an internal investigation, MICB punished
former MFHC President Xu GuangXi, former
MFHC Vice General Manager Chen SongXing,
former MICB General Manager Wei MayYu and
former MICB Auditor General Hong QinglLong

with major demerits.



This incident triggered an MOF decision
to establish dual senior contact persons
at government-owned banks in order to
reduce the risks inherent in single-source
information and to foster good financial
governance. Moreover, the MOF added a
sliding-door restriction clause that effective-
ly banned directors of government-owned
banks from accepting positions with bank
clients. These two new regulations are
known colloquially as “The Cai Rules” .

YouCai was held in custody during the
investigation and resigned from his cur-
rent position as Independent Director of
Cathay Financial Holding (B % & Bt £ &R A
&) ). He further resigned as the president of
ChienChi Investment Management in light
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of MICB’ s intention to file civil charges
against him for NT$5.7 billion in compen-
sation. He ultimately disbanded his com-
pany to avoid its use in any compensation
decision. His selfish dreams of financial in-
vestment “godfathership” crumbled into

ignominy.

It has been said that “What matters most
is not your performance while on stage,
but how you bow out when the curtain
falls.” YouCai' s disgraceful curtain call
certainly erased whatever good that the Fi-
nancial Kublai Khan had done over his long

career.



QUOTE FROM
Chen Jia-Xui

0

PROSECUTOR

This case, owing to its sensitivity
and time pressure, couldn’t seek out
external assistance. Therefore, Chief
Prosecutor formed a task force at the
very beginning of investigation and
appointed prosecutors and prosecutor
assistants working closely and
intensively to establish this case. I
would have to say that there will be
more and more cases like this in the
future and group work in Prosecutors

Office will be essential.

In addition, learning from this case
that I realize group work will also

benefit the quality of indictment.
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QUOTE F
Chen Shu-Yun

(o)

PROSECUTOR

Under Chief Prosecutor’s appointment,
I formed a 15- person loan audit group
including prosecutors, prosecutor
assistants, and investigators. Loan
auditing was a rather unfamiliar field
to prosecutors, and yet, we step by step
learned and accumulated experiences.
In one month of data mining, we
discovered material evidences and help
to establish the case. As a prosecutor,
she certainly can’t master all kinds of
expert knowledge; therefore, making

good use of experts will be more

effective and rewarding.

In addition, the task force explored
every possibility of group work and
actually maximized the benefit.
In everyday group meeting, Chief
Prosecutor would hear the progress
and indicate the following, and group
members also devoted their ideas
to deepen investigation. I have to

acknowledge the hardworking and

dedication of all group members.
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QUOTE FROM
Chou Shi-Yu

0

PROSECUTOR

Two days after the Mega Bank released
material news regarding the USD 180
million fines, Taiwan High Prosecutors
Office and the Financial Supervisory
Committee called upon a joint meeting
On
the next day, Chief Prosecutor Hsing

to assign the case to our office.

TaiChao has formed a special task
force to start investigation. However,
there were hurdles to cross during
investigation, such as confidential
foreign bank transaction records and
confidential NYDFS case file. In the

three month investigation period,

the task force had hundreds of case
meetings to follow-up investigation.
Chief Prosecutor also stationed a Head
prosecutor in the Mega Bank to audit
accounting documents, which ended up
discovering more evidences. This case
is practically under Chief Prosecutor's
instruction and thus established a

solid case.
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QUOTE FROM
Chen Zong-Hao

PROSECUTOR
Yang Chan-Keng

I am honored to be in part of the task
force and was assigned with drafting
indictment. My challenge was to
accumulate and accommodate work
Within

a very limited time, I have to gather all

results from other colleagues.

necessary information and evidences
and to articulate the criminal facts
in a logic and organized way. A real
challenge, I have to say. However, I
certainly had learned a great deal

during this time.

In the process of investigation, I
deeply appreciated the team work
in case discussion, accommodating
each other’s process, and case study.
Without team work, this case would
not stand a chance to be established
in such short period of time. In future
investigation, I truly believe this is a

working modle.
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QUOTE FROM
Hsieh Yu-Chin

PROSECUTOR

0

Investigation just like building a
house; and this case was practically
built piece by piece under Chief
Prosecutor’s instruction. While facing
the financial Kublai Khan, we were
fully aware that a struggle battle
was waiting. Without surprise, we
had difficulty to find Defendant Cai’s
signature or written instruction on
all related documents. Luckily, when
I was screening the documents of a
BVI company, I spotted a familiar
signature which later was confirmed

belonged to Defendant Cai’s son.

With this thread of evidence, the
entire investment-bank-god-father
plan was revealed little by little.
Defendant Cai’s criminal plan was
unprecedented; therefore, we had to
cite from foreign regulation regarding
non-competition clause, business
opportunity predation, and honest
service duty to support our case. I
believe this case will become an
example case in white-color crime. 1
thank all members in the task force
and am grateful for working with them

together.
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Poem from Robert Frost , the poem |Ilus‘rrc1‘res the prosecutors' role
Calligraphy from Head Prosecutor Lin Dai-Li
Painting from Ms.Enjoy Su
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