First Financial Storm-

The scandal of the




The history of the
10" Credit Cooperation

he Credit Association of Taipei was found-
Ted in September 1911 by then Japanese
colonial government. After World War I, the
Taiwan government took over the in stitute
and renamed it as the 10th Credit Coopera-
tion of Taipei ( ZIEEHER AL, hereinafter,
the Credit).

The Credit had 18 branches (including head-
quarter), 100 thousand members, and up to
17 billion NT dollars in savings (i.e. 60 million
US dollars). The amount of savings account-
ed for 6% of total savings of 75 credit cooper-
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ation institutes nationwide. The Credit
was the largest credit cooperation in
Taiwan in 1980s. The money pile was
definitely an attraction to anyone who

was fascinated in money game.
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Mr. Cai Wan-Chun (second son)
"10th Credit Cooperation of Taipei

Mr. Cai Fu-An

Mr. Cai Wan-Lin (thirdson)
‘Cathay Construction Company
‘Cathay Life Insurance Company

Mr. Cai Wan-Tsai (oidest son)
‘Cathay Century Insurance Company
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The background
of the Credit Cooperation

he credit cooperation institutes were
Truled by the Cooperation Law promul-
gated on February 16, whereas enacted
on September 1, 1934. Pursuant to the
Cooperation Law, the Credit was a legal
person with members. By depositing
membership fees, a person could join
the Credit and enjoy the right to vote for
representatives and to take out loan. In
addition, the purpose of founding credit
cooperation was to provide mutual aid to
members as to improve their lives. The

fund of the Credit was like relieve money

for members in times of predicament.
However, in practice, since the Credit
accepted loan applications, it worked as
a bank. A de-facto bank which was pos-
sessed by minority of members but not
professional managers, not regulated by
bank laws, and had loads of fund open
to loans, was later proven to be a clocked

bomb.
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The Rise

of The Cathay Conglomerate

r. Cai Wan-Chun( & & % ), son of
Mfarmer Cai Fu-An( ¥ 18 & ), was the
founder of The Cathay Conglomerate ( =
#& % E ), which included Cathay Century
Insurance Company ( EIZ=EMREAE] ), Ca-
thay Life Insurance Company ( Bl AS R
‘A7), Cathay Construction Company ( Bl

# % A 8 ), International Marine Transpor-
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tation Corporation (EIBEXAH ), Cathay
Plastic Company ( B % % 2 ‘2 7 ), Cathay
Securities Investment Trust Company (
#{55E A7 ), Cathay advertisement Compa-
ny (BElZ&Z%ES ), and Cathay Petroleum
Company (EZRAMERAE ).
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Mr. Cai Wan-Chun (% & %& ) was appointed as
the deputy president of central city area of Tai-
pei City after World War Il. He was also elected
as the Chairman of the board of directors of the
Credit in 1957. He took advantage of fund of
the Credit and invested in real estate to accu-
mulate family wealth. To replenish the fund, he
initiated a one-dollar-to-open-account activity in
the Credit in 1960. This activity made the de-
posit of the Credit reach 100 million NT dollars
within months and made the Credit the largest

of all 75 Credit Cooperation nationwide.

His younger brother, Mr. Cai Wan-lin (¥ & & ),
took over to chair the Credit later until 1979. In
1979, Mr. Cai Wan-Chunhad a stroke and divid-
ed up the Cathay Conglomerate with his broth-

ers. His son, Mr. Cai Chen-Zhou ( ¥ =
M), allotted the Credit and chaired the
Credit since 1979. To this point, the
Cai family had controlled the Credit for
over 20 years and obviously benefit-
ed from the Credit to expand Cathay
Conglomerate. The fact above also
demonstrated that a member-based
and cooperative fund had been abused
as personal pocket money by the Cai

family.



Chairman Cai Chen-Zhou
and his “13-brother Group”

Legislative Yuan

s a merchant, Mr. Cai Chen-Zhou was also
Ainterested in politics. To win an entrance tick-
et to join the political game, he was introduced
to General Wang-Sheng by Mr. Xiao Zheng-Zhi, a
Lieutenant General, to honor General Wang as his
godfather. With the support of the most powerful
general in Taiwan, Mr. Cai Chen-Zhou was then
introduced by Wang-Sheng to join the then ruling
party, the KMT (EIRZ ); and soon was nominated
as candidate of the KMT to campaign in the sup-
plementary legislators’ election in 1982. Mr. Cai
Chen-Zhou later won the election and formed a

13-brother group in the Legislative Yuan.
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Mr. Cai Chen-Zhou (1985 )

RAGIO from 2016.16.15 EBC

The 13-brother group included Mr. Liu Song-
Fan, Mr. Xiao Rui-Zheng , Mr. Li Zong-Ren,
Mr. Li Lian-Hui, Mr. Chen XiQi, Mr. Guo Rong-
Zong , Mr. Shen ShiXiong , Mr. Wu Zi, and so
on.Mr. Cai Chen-Zhou (%= ) and his group
purposefully maintained a close relationship
with government officials to form a mutu-
al-interest tie; and lobbied for unlimited term
of directors of the Credit and permission for
trust companies to run bank business. Their
aim was to control the money resource for
personal disposal. Meanwhile, Mr. Cai Chen-
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Zhou took advantage of chairing the
Credit and utilized Credit fund to invest
in real estate to expand personal in-

vestment.



The first financial scandal

N 1985

ince the Credit is a member-
Sship—based cooperation, only mem-
bers have the right to take out loan
from the Credit. Mr. Cai Chen-Zhou
therefore instigated friends and em-
ployees of the Cathay Conglomerate to
join the Credit as his nominal members.

Mr. Cai Chen-Zhou then used these
nominal members to take out loan from
the Credit. Moreover, Mr. Cai Chen-Zhou
mortgaged worthless properties and
applied for relatively unreasonable high
loans from the Credit. At the end of 1982,
the total amount of loans of the Credit
had reached 23.2 billion NT dollars (i.e.
77 million US dollars).

In 1983, the Ministry of Finance discov-
ered unusual loans in the Credit during a
regular financial examination. The Min-
istry of Finance gave the Credit warning

and designated government officials to
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long stay in the Credit for further
guidance. In 1984, the long-stayed
government officials discovered that
reserve cash in the Credit was insuf-
ficient. The Ministry of Finance then
urged the Credit to improve it.

However,the situation did not
change. In January 1985, the Cen-
tral Bank discovered illegal loans in
the Credit and intended to launch
examination actions to the Credit.
Nevertheless, Mr. Cai Chen-Zhou
had good government connection
and the information was leaked to
him; he then accelerated to take out
loan from the Credit to Cathay Plas-
tic Company (BEZ=2ZRB 27 ). Within
one month, Mr. Cai Chen-Zhou emp-
tied the Credit by loaning 3.8 billion
NT dollars (i.e. 130 million US dol-

lars).



Cathay
Plastic Company ( 1986 )

Photo from January 28,1986 National Cenfral Library

On February 9, 1985, the Ministry of Fi-
nance realized the total loan volume had
reached 15.4 billion NT dollars (i.e. 513
million US dollars); on the contrary, the
total deposit volume was only 15.1 billion
NT dollars (i.e. 503 million US dollars).
That is to say, the loan ratio was as high
as 102%. The Credit had completely lost
its ability to pay. The Ministry of Finance
requested the Credit to cease business
for the following three business days and
asked Taiwan Cooperative Bank ( &fE&E )
to take over temporarily.

The news burst out and crashed confi-
dence of members of the Credit. A bank

run inevitably happened on February 10;
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and the Credit was withdrawn for 31.5 bil-
lion NT dollars (i.e. 105 million US dollars).
Within an hour that day, cash in the Credit
was emptied. At the same time, checks
issued by the Cathay Conglomerate ( Bl %
£ ) bounced; mostly from Cathay Plastic
Company ( EZ%ZRAH ) and Ideal Industry
Company (BRI 227 ). Up until Febru-
ary 12, the Credit had been withdrawn for
61.8 billion NT. Dollars (i.e. 206 million
US dollars). The Ministry of Finance an-
nounced that Taiwan Cooperative Bank
took over the Credit indefinitely.
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Mr. Cai Chen-Zhou

THE

INVESTIGATION

On February 10 1985, the Investigation Bu-
reau of the Ministry of Justice (hereinafter,
the MJIB) started to investigate into the Cred-
it scandal and illegality. On February 21,
MJIB initiated the first arrests, including that
of the general manager Mr. Chen Ze-Sheng
(BRZX ), the supervisors Mr. Lin Yan-Huo ( #
%K) and Li Chao-Lun ( Fifs ). After interro-
gated by prosecutor Chen Cong-Ming (FREEFR ),
they were all detained in the Taipei Detention
Center.

In the following days, directors, supervisors,
managers, and assistant managers of the
Credit were intensively interrogated and
some of them detained. The Legislative Yuan
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agreed the arrest of Mr. Cai Chen-Zhou
(¥R&M ), the main defendant but also
the then legislator.
Chen Han ( BRi& ) negotiated the arrest
of Mr. Cai Chen-Zhou with President Ni
Wen-Ya ( f23E2 ) of the Legislative Yuan
and the members of the 13-brother

Chief Prosecutor

group. After passing a resolution by
the committee of the Legislative Yuan,
the Legislative Yuan agreed to arrest
Mr. Cai Chen-Zhou on March 1, 1985.
Mr. Cai Chen-Zhou was the first incum-
bent legislator to be arrested in the

history.



Photo from Feb}L;ory , 1986 K A#IEFI

Investigation then proceeded to focus on
the bounced checks issued by Cathay
Plastic Company (EIZ=2EB 25 ) and Ideal
Color Industry Company (28 T % 2 7).
Mr. Xiao Zheng-Zhi ( # B 2z ), president of
Ideal Color Industry Company, was arrest-
ed and interrogated. Later, he was indict-
ed for violation of the Negotiable Instru-
ment Act.

He was soon sentenced and served his
time in jail until the abolishment of crimi-
nal responsibility of the Negotiable Instru-

ment Act.
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In this devastation, the public voice asked
to investigate into the connection between
government officials and the illegal loan
of the Credit. After thorough investigation,
only three employees in the legal affairs
office of Taiwan Cooperative Bank ( & fF
& [E ) were found responsible for leaking
information to the Credit before Taiwan
Cooperative Bank intended to conduct

examinations targeted at the Credit.



THE
INDICTMENT

After 4 months of investigation, prosecutor
Chen Cong-Ming ( BREZER ) indicted 84 defen-
dants including president Mr. Cai Chen-Zhou
(¥RMN), General Manager Mr. Mr. Chen Ze-
Sheng ( B # % ), manager of Loan Depart-
ment Mr. Yu Zhuang-Yong ( Rit% ), assistant
manager of Loan Department Mr. Cai Pei-Yan
(ZBLE ) ~ Mr. Gao Kun-Yu (=EX ), Secretary
General Mr. Xu Zheng-Fu ( #& B X ), supervi-
sors Mr. Lin Yan-Huo ( # 3% k), Li Chao-Lun
(X # f®) and Mr. Chen Ju-Wan (& /& & ) of
the Credit on June 17, 1985. Staffs in 16
branches of the Credit were also indicted for
accepting nominal members’ loan applica-
tion and insufficient mortgage, forging false
property assessment, and facilitating illegal

loans.
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Mr. Lin Zong-Yuan ( # =& ) and Mr. Ji-
ang Chi-Hong (IEUR ), deputy general
managers, and Mr. Zheng Wu-Xiong
(EBELEE ), the assistant manager of the
Cathay Plastic Company ( EIZR=ZEEBAF ),
assisted in providing nominal members
by soliciting employees to apply as
members of the Credit. 234 nominal
members were used to apply for loans
and total illegal loans were up to 6.7
billion and 63.85 million NT dollars (i.e.
225.5 million US dollars). Defendants
were charged with using counterfeit,
embezzlement, infidelity, forging busi-

ness documents of the Criminal Law.



Mr. Cai Chen-Zhou in the trial
Photo from July 25,1285 CTS

THE
TRIAL

Mr. Cai Chen-Zhou pleaded not guilty by
arguing he did not provide false property
assessment to the Credit, was not in-
volving in the loan process, and sought
to blame others for his charges. Mr. Lin
Zong-Yuan denied involvement in false
property assessments and illegal loans.
Mr. Yu Zhuang-Yong and Mr. Chen Ze-
Sheng argued that they were only follow-
ing the instructions of Mr. Cai Chen-Zhou.
Mr. Gao Kun-Yu too argued he was follow-
ing the instruction of Mr. Yu Zhuang-Yong.
Other staffs argued that they were either
following the orders of supervising level or
having examined formality of loans.

On December 19, 1985, the Taipei Dis-
trict Court found 31 low level staffs not

27

guilty and 53 other defendants guilty as
charged or partially charged. Mr. Cai
Chen-Zhou was sentenced to 12 years’

incarceration. Mr. Lin Zong-Yuan and
Mr. Yu Zhuang-Yong were sentenced to
6 years incarceration. Mr. Gao Kun-Yu
was sentenced to 4 years' incarceration;
while Mr. Jiang Chi-Hong was sentenced
to 3 years' incarceration. Other defen-
dants were sentenced times between 6

months to 2 years' incarceration.



Mr. Cai Chen-Zhou
in the district court

PRoto from

December 19,1985 TTV\'
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Both defendants and the prose-
cution appealed to Taiwan High
Court. After 10 month of trial,
Taiwan High Court revised some
and overruled the other appeals,
on October 3, 1986. Mr. Cai
Chen-Zhou (&M ) was still sen-
tenced to 12 years’ incarcera-
tion, but was found not guilty of
embezzlement. Mr. Lin Zong-Yu-
an (¥ = J& ) was sentenced to
6 years incarceration; while
and Mr. Yu Zhuang-Yong ( & it
B ) was sentenced to 5 years’

incarceration. Other defendants
were sentenced times between 6
months to 3 year and 6 months

incarceration.



|

®
HEH AR ETRARS - NS HEBUE< - AR F S TS
HRGENYG - NESS OO KNS F - ERAR BN SR
NE - HEG SROBAe - EELREYTARES BTG
AT
HﬂHJFknxaﬁﬁﬁﬂﬁﬁhxw.muimﬁﬁMA.amnm
™ Sl - AR E A B EHE « |0 o

E) ¥ - - -
BH AT R FRES AR -G RR  HRE - HEN -

R

AR R AW - BN SR NS ERE SR
EHS RN -l RS - Bras-roagd - -lies - B

. ~p
ErERorEK o mRE o & e - BEF-BEW-FRS

B S—

5 & ! ERMEEW
e EEFHE - SRS HE - He B - MEARRE EEE NS
i

E?

PR e T .
A@.ﬁﬂv 1 . iﬁ«.“ .||.. . ﬁﬁ.mﬁﬂ#ﬁﬂiﬁ&ﬁ%@ﬁmnn,_,rﬁm&ﬁ*.u - B e : Ean " : B NEE B
e BESE-REUERES L s .‘ﬂﬁﬁmﬁmﬂm__rmﬁmxﬁu . og " _n_... ..K U 2DEaw ﬁWﬂlﬂ.lu_ m..l&xn rREE o BH
(= ¥) &ﬂﬂﬁﬁﬂﬁ.ﬂﬂ?ﬁﬁgmu u“wmmnnmﬁmamnurmmmwﬁm YR RN Ry - SRS E TN S - B ERYEEYEER

: * 4 SEEsEEAE
srpEsFEAE SR RRERBAE
sEEEReE( Hem KA ER) &HI&WEHM.&HEM W uﬂ.ﬁﬂﬂ
ﬂmﬁ¥&.aﬂlﬂuﬁﬁﬁ,ﬂw&m+mmhm. HE%KESIMJW .r
TSN - e - HRWEE SRS - e L Mﬂlﬁﬂﬁﬂ.
. Y == e 1 B -

e s=k SEsEEOENRE- ERPEEEESE - %mﬂm.wmtﬁﬂ.ﬁkm_ e
ﬁﬂmmmﬁﬁﬁ§&2ﬁ&ammﬁwnﬁﬂ'#mmmﬂawﬁﬁzﬁ.-1 "
, EEREHAEE - EHERNESEREEY

) - KiwdE

B "
. TEE MY EaE we
P BT e oW S . x -
i *ﬁﬁ?ﬂﬂﬁﬂﬁwpﬁ By oy -gn
EHE B NE. e . CEEE TR
[ #
S S T X I R omye
3 Wk = K B
FEUER® . 2 ST ERNE s mwn e
- ——— 5 E&W\W.ﬂ\ﬁnm‘&ﬂ.ﬂm\ i Sl
!.mﬂﬂ.ﬂwl.r&w.\ﬁ%r i ﬁEt\%MﬁﬁﬂHﬂ
i A e HEe o ;o
[ sﬂﬁ.@x¢ﬁ¢u\wu.wnm.9 ka8 -®wg .
= & W

=HESET SESBASE - HERY

L3 I T
k:
B

PEBESw .
XUS - us
W .

Vet g

T EHHE

CE Mo
BEE B Uy, gy "

.m._.za... ;
i S B T

B -y e <
"HM AR U<KE Nz @ iM ﬁﬂa.amm#wsmhggﬂﬁ
bl e R B B I i
D R 1T P, LR T T T T

W " B i
nxaamum%%ﬁﬂuﬂﬁm.w:ﬁ QMm&mar.w
bt ot Ry -
BEHS - xmge = L
L o ﬂ.ﬁ.ﬁ.ﬁ.&ﬂﬁ!q_ 1
BB - AN g, weRlE . p

VEwupy HEET -
R R T

WS e w o,

photos from Taipei district prosecutors office

’

The court judgments

29



Mr. Xu Li-De Mr. Guan Zhong

Mr. Jiang Ten-Shi

AT
Mr. Lu Run-Kang

Photo from

The upper right : CNA

The lower left : The History of Ministry of Finance

The upper left : China Times

The lower right : Government Information Office, Executive Yuan
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THE
CONSEQUENCES

This financial scandal caused Minister Lu Run-Kang of the Ministry of
Finance, Minister Xu Li-De of the Ministry of Economic Affairs, Secre-
tary General of the KMT Mr. Jiang Ten-Shi, and Chairperson of Taipei
Branch of the KMT Mr. Guan Zhong to resign soon after.

The managing director of the Bank of Communications ( 32#R17 ), Mr.
Yu Jing-Tang, also the former vice premier of the Executive Yuan, while
scolding the 10" Cooperation scandal with rage in the managing di-
rector meeting, suffered an acute stroke and passed away soon. see
http://old.ltn.com.tw/2003/new/aug/13/today-01.htm
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Cathay Plastic Company ( EIZRZRBAE] ),
Cathay Construction Company ( %%
A8 ), and Cathay Life Insurance Com-
pany (BZ&=ASE2F ) were embroiled by
the scandal and were protested by cit-
izens for a long period of time. Cathay
Construction Company later filed for
bankruptcy and was put up for auction.
Cathay Conglomerate (EZ%=&E ) was in-
fluenced and sold important properties
for cash.

Mr. Cai Chen-Zhou ( ¥ & M ) suffered
from cancer during detention and died
on May 14, 1987. He didn’ t finish
serving his time in jail. In addition,

for he passed away in Cathay Hospi-
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tal (B % % Bz ), which was part of the
Cathay Conglomerate, rumors said he
faked death to escape incarceration.
In April 1985, The Ministry of Finance
promulgated the Deposit Insurance
Act. In September 1985, the Ministry
of Finance and the Central Bank fund-
ed and founded The Central Deposit
Insurance Corporation ( FRERFRE R
a).



Taiwan Cooperative
Bank

Credit Cooperation 47
Farmers Associations 248
Fishermen Associations 18
Local bank 0
Commercial bank 0
Trust investment company 0
Foreign banks 0
Bills Finance Corporation 0

Chart by editors

After this scandal, the Ministry of Finance
proposed a new financial monitoring sys-
tem, adding deposit insurance and sep-
arating financial examination work to 4
groups. Taiwan Cooperative Bank ( &1F&
[E ) was responsible to examine 47 Credit
Cooperation, 248 loan departments of the
Farmers Associations and 18 of the Fish-
ermen Associations. The Central Deposit
Insurance Corporation ( FRERRBMAE )
was responsible to examine 3 local banks,
3 commercial banks, 6 trust investment
companies, 26 Credit Cooperation, and
35 loan departments of the Farmers As-
sociations and 7 of the Fishermen Associ-
ations. The Central Bank ( # R 17 ) was
responsible for 13 local banks, 5 com-

The Central Deposit The Central Bank
Insurance Corporation
26 1
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mercial banks, 36 foreign banks, 2 trust
investment companies, 2 Bills Finance
Corporations, 1 Credit Cooperation, and 2
loan departments of the Farmers Associa-
tions. The Ministry of Finance authorized
the Central Bank for the abovementioned

examination.

The 10th Credit Cooperation scandal was
the very first financial storm and the first
domino of a series of financial scandals in
the following 30 years. Financial monitor-
ing system in Taiwan thereafter faces dire
challenges in the following cases.

2
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QUOTE FROM
Chen Cong-Min

v
=

PROSECUTOR

At the beginning of the investigation,
our office had targeted potential
defendants to deputy managers and
their superintendents of the 10th Credit
Cooperation. To my recollection,
Defendant Cai was a legislator at
the time and many other legislators
obtained fund from the 10th Credit
through Cai’s help. In time, he formed
a “13-Brother Group” in the Legislative
Yuan. Pursuant to the Cooperation
Law, the credit needs to prepare a
certain percentage fund as reserve
fund to stabilize the bank. However,

Defendant Cai used the reserve fund as

his pocket money. The way he avoided
financial examination was to bribe the
examination personnel as to put the
money back before examination. Those
who received bribes were indicted

later.

sought help from Minister Lu Run-
Kang of the Ministry of Finance
and General Manager Chen of the
Cooperative Bank. Minister Lu
therefore called out to Mr. Cai WanLin,
Defendant Cai’s relative, for help.
Unfortunately, under Lu’s warning,

Mr. Cai WanLin refused to help for
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the reason that the Cai family has

spitted up the family properties and
Defendant Cai had had his share. As
a consequence, Cathy Construction
Company and Cathy Life Insurance
Company, which not belonged to
Defendant Cai, were also protested by
raged people. Cathy Construction was

influenced and went bankrupt later.

On February 17, 1985, Chief Prosecutor
Chen Han directed me to check out
situations in Cathy Plastic Company.
When I arrived at the company, I was
accommodated by its general manager.
I asked him if the company can solve
the problem of checks bouncing,
he replied that Defendant Cai was

working on it.
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On February 21, the first groups of
defendants were sent in the Prosecutors
Office by MJIB. After interrogating
those defendants, I decided to detain
them. Later on February 26, I decided
to push the investigation further and
to arrest the main defendant, Cai.
Later on March 1, the Legislative Yuan
had a meeting and agreed on arresting
Cai.

figure, I decided to interrogate him in

For he was a sensitive political

secret. I arrested him in his residence
and took him to the then dormitory
of the office (now the kindergarten
of MOJ). After Cai was detained, the

news was then disclosed to the press.










