What the Legendary
Cash Card Cashed Out ?
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n June 29, 2016, an eye catching
Oauction proceeded in Taipei District
Court. The auction intended to sell an-
tiques and luxury furniture belonged to
Mr. Xu ShenFa (5% ) and his daughter
Mrs. Xu XianXian ( FF4# ).

The reason the auction drew attention of
the public was because Mr. Xu ShenFa
was the founder of The Prince Conglom-
erate (X ¥ & @, hereinafter, the Con-
glomerate) and the President of WanTai
Commercial Bank ( & %& & % iR 17, here-
inafter, the Bank); whereas the debtors
are banks and former employees of the
Prince Motor Co. Ltd. ( K FREITERMHME
FR‘AF] , hereinafter, the Motor).

Why a powerful entrepreneur ever

commanding a conglomerate worth of
270 billion NT dollars (i.e. 9 billion US
dollars) ended up selling his personal
art collections in the auction room dis-
gracefully?
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The

Powerful Entrepreneur

r. Xu ShenFa (5% ) was raised in a rich
Mfamily in Taipei. He graduated from De-
partment of Economics of National Taiwan Uni-
versity. In his early years, he set up DaFa trade
company ( K&EZ 28 ) which exported banan-
as to Japan. In 1965, he founded the Motor (X
FREIERMBERAR) to import automobiles
from Japan. Three years later, he founded
ShengRong Trade Company (B3 & 5 A8 ) to
import automobile parts and accessories. In
1973, he set up The Prince Industry Company (
Jlater renamed as the Prince Information Com-
pany X F&EMAE ) to import computer products
made by NEC company in Japan. Five years
later, he established Union Rental Company ( B
AHE2AF ) running industrial equipment rental
and maintenance. In 1991, he founded the

Bank.
All these companies formed the Conglomerate.

As the founder and President of the Bank and
the Conglomerate, Mr. Xu ShenFa was elected
as the chairman of Chinese National Federa-
tion of Industries ( FERBEZEBET#4E | herein-
after, CNFI) from 1987 to 1994, the chairman
of Taiwan Provincial Industrial Association ( &
BEET#E), and the chair of Industrial Associa-

tion of Taipei City ( 8t ITES ).
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Other than being the leader of business sector,
Mr. Xu ShenFa also actively took part in poli-
tics. He was elected as legislator of the Legis-
lative Yuan for the first and second stages. He
was also appointed as the commissioner of the
Central Commission of the KMT party the then
ruling party in Taiwan. At the KMT ruling time,
being the commissioner worth a lot more than
being a president of a company and demon-
strates a solid connection with the ruling politi-
cal party. The connection ensures business op-
portunities and of course, benefit. Mr. Xu was
also hired as the consultant of the Presidential
Office in President Lee DengHui' s term in
1999. While the political ruling party changed
from the KMT party to the DPP party in 2002,
Mr. Xu ShenFa was appointed as the Vice Pres-
ident of the Straits Exchange Foundation which
shouldered the responsibility to communicate
with correspondent in the Mainland China.
With this position, Mr. Xu advanced his busi-
ness development.
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The Motor

he Conglomerate developed from the Motor. The Motor was founded on July 6,
T1965 and had its headquarter in the SanChong County of the New Taipei City.
The Motor first imported automobile chassis to assemble commercial vehicles,
slurry tankers, and packer vehicles. In 1971, the Motor became OEM of Nissan
Motors ( HESE ) in Japan and manufactured commercial vehicle for Nissan Ja-
pan. Later, the Motor became the car dealer of Yulon Motors ( #F5% )which had
franchise contract with Nissan Japan. In 1980s, the development of the Motor
reached the peak. In 1989, the Motor cooperated with Suzuki Motors in Japan to
manufacture many popular commercial vehicles in Taiwan and occupied the lead-
ing position of compact cars sales for many years.
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THE BANK AND THE

LEGENDARY CASH CARD

n 1990, Taiwan Government released licenses
I of new banks for the first time. Many successful
entrepreneurs poured in the new bank market to
fulfill their dream to become a banker, and Mr. Xu
ShenFa ( 7% ) was one of them.

On February 2, 1992, the Bank which had capital
of 12 billion NT dollars (i.e. 400 million US dollars)
started to run business. On April 11, 1998, the
Bank merged Tainan Fourth Credit Cooperation
and expanded its business branches and scale.
In 1999, after a business trip to Japan, Mr. Xu
ShenFa decided to introduce cash card business
In July 1999, the Bank is-

sued the cash card, “George & Mary Card” and

of Japan to Taiwan.

loan ATMs in Taiwan. That was a pioneer product
in Taiwan bank business. “George & Mary”
rhythmed with

and with

“emergency fund” in Chinese
“loan without interest” in Minnan
dialect; Therefore, it was easily remembered by
customers and even gave customers hallucination
that the card provided emergency fund with no
cost. However, the loan interest was actually as
high as 20% per year. With its loan ATMs, cus-
tomers need not to apply loan from bank counters
and enjoyed fast grant on small loans, based on

their cash card customers’  information.

Cash card sub-
verted the tra-
ditional bank

loan business.

019- 1808881

Out of surprise,

a bank earned
more profit from George & Mary Cash Card
small loans of cash card interest than from large
loans of companies. The Bank issued 0.3 million
cash cards and loaned 16 billion NT dollars (i.e.
533 million US dollars) in the first year. In 2001,
the Bank had issued 0.55 million cash cards,

had loaned 30 billion NT dollars (i.e. 1 billion US
dollars), and had received 30% of total interest
income from cash cards business. To this point,
other banks then realized the profitability of cash
cards and started to march into cash cards mar-
ket. However, the Bank had made the preemptive
move and occupied the main market. Up until
2003, the Bank had issued 1 million cash cards
and had loaned 55 billion NT dollars (i.e. 1.83
billion US dollars), while the total cash card loan
in Taiwan at the time was 65 billion NT dollars (i.e.
2.17 billion US dollars). That is to say, the Bank
had taken 85% of cash card loan market within
four years since it issued the first cash card.
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The
Two Cards Storm

Starting from the legendary “George
& Mary Card” , banks raced to is-

sue cash cards for its high interest. To
promote cash cards, banks attracted
customers by exquisite free gifts, low loan
threshold, and hypnotizing commercials
conveying ideas of “Enjoy first and pay
later” and " Cash cards save you from
Within a short
period of time, customers started to be-

terrifying loan sharks” .

lieve that cash cards were the saviors
for their debts, money shortage predica-
ment, and even vanity. At the time, many
of the cash card holders have had credit
cards. They were called “the two cards
holder” .

credit cards as their plastic currency to

Customers had used to use

avoid the trouble of cash transactions.

While using credit cards, customers still
spend within their credit limit and ability
to pay. In other words, credit cards are

not loans, but only substitutes for cash.
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However, cash cards are consumptive
loans without guaranties. By using cash
cards, customers can borrow money
from cash card ATMs without providing
guaranty to the bank. Cash card hold-
ers’ financial strength evaluations are
based on their income, property, and
credit records of the time they applying
cash cards. Nevertheless, at the time
cash card holders withdraw money from
cash card ATMs, their evaluation are not
updated. Even though cash card loans
are small amount, the accumulated loans
and loan risks are actually high. Many
cash card holders expanded their credit,
increased their expenditure, and paid
their debt by money loaned from other
bank’ s cash cards. Till September of
2005, there were 33 banks issued cash
cards and total loan were 315.2 billion
NT dollars (i.e. 10.5 billion US dollars)



At the end of 2005, the expanding
amount of credit cards plus the loan
amount of cash cards exceeded 800
billion NT dollars (i.e. 26.7 billion US dol-
lars). Banks encountered unprecedented
pressure of nonperforming debt and had
to tighten the money in circulation. As
a result, 520 thousand customers with
cash cards and credit cards went bank-
rupt. There were 3.76 million cash card
holders; and the average debt for every
holder was 120 thousand NT dollars. The
glamorous cash card bubble evaporated
and turned out to be banks’ nightmare.

As the number one cash card issuer, the
Bank certainly devastated the most in the
mass and was bombed with 15 billion NT
dollars (i.e. 0.5 billion US dollars) nonper-
forming debt in 2006.
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A THE ILLEGAL LOANS
ND BREACH OF TRUST

IVIr. Xu ShenFa ( 5F B # ) had failed his bank
and his banker’ s dream. He didn’ ttryto

save the bank but to accelerate its death. Start-
ing from 2006, Mr. Xu ShenFa, his son, Mr. Xu
XianRong ( #F#58 ), and his daughter, Ms. Xu Juan-
Juan (#3848 ), instructed the Vice Manager of Fi-
nance Department of the Conglomerate, Mr. Yang
Xizhou (#&#M ), to utilize 9 innocent employees of
the Conglomerate to set up 6 companies. The 6
companies were nominal companies to avoid the
stakeholder loan scrutiny pursuant to the Bank
Law. Mr. Xu ShenFa and his codefendants then
took loan on behalf of these nominal companies
from the Bank and WanTai Bills Finance Corpo-
ration (BHZZESERMEMAERAR, hereinafter, the
Bills). The total amount of loan was 5 billion NT
dollars (i.e. 167 million US dollars). These loans
provided no guarantee to the Bank and the Bills
and obviously were illegal loans.

The Financial Supervisory Committee (hereinaf-
ter, the FSC) stepped in and performed a special
financial examination to the Bank on the cash
card problem in October of 2006. During the ex-
amination, the FSC discovered the illegal loans.
Moreover, the FSC found out that Mr. Xu ShenFa
and his codefendants sold abovementioned 15
billion NT dollars nonperforming debt in 2004 to
one of affiliated companies of the Conglomerate,
WanRong Marketing Consultant Company ( 8
, IMS- Xu JuanJuan {T458BRIAR ), for merely 1 billion NT dollars. The
FSC fined the Bank in March of 2007.
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WanTai Cdsmos Bank

Since the government authority had targeted the
Bank, Mr. Xu ShenFa planned to get away with the
trouble. The Bank announced that its deficit was
11.2 billion NT dollars (i.e. 373 million US dollars)
in April of 2007. The announcement startled the
FSC and the market. The FSC demanded the
Bank to increase its capital by August 31 of 2007.
Later, SAC Private Capital Group and GE Money
were interested to fund the Bank. While super-
vising the process of overseas funding, the FSC
sensed the abnormality of the money flow of the
Bank. The FSC then filed a report to Prosecutors
Office.

Prosecutors Office initiated an investigation upon
the illegal loans after receiving the complaint from
the FSC. After six months of investigation, Prose-
cutors Office raided the Bank, the Conglomerate,
and the residence of Mr. Xu ShenFa (573 ) and
Mr. Xu XianRong ( #F#8% ) on January 25 of 2007,
just the day after Mr. Xu ShenFa' s 83 year old
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birthday. Prosecutor led 110 prosecutor assis-
tants and investigators to raid the head quarter
of the Bank, confiscated document evidences
for over 60 boxes, and subpoenaed 9 account-
ing and financial employees of the Bank.

Prosecutor revealed the wrongdoings of Mr. Xu
ShenFa and Mr. Xu XianRong, the then Presi-
dent and Vice President of the Bank. During
2001 to 20086, they illegally loaned from the
Bank, made false accounting documents,
breached trust to cheaply sold nonperforming
debt, and thus embezzled about 20 billion NT
dollars (i.e. 667 million US dollars) from the
Bank.

Mr. Xu ShenFa and Mr. Xu XianRong both re-
signed their positions in the Bank on Septem-
ber 6, 2007.



THE
INDICTMENT

n April 10, 2008, Prosecutor eventually
Oindicted Mr. Xu ShenFa ( &F B % ), Mr. Xu
XianRong (#F 8% ), Ms. Xu JuanJuan (4815 ),
Mr. Yang XiZhou ( % # Ml ), and 8 other man-
agement levels of the Bank and the Bills for
special embezzlement pursuant to the Banking
Act. Based on their wrongdoings and the dev-
astation they caused to the society, Prosecutor
asked the Court to sentence Mr. Xu ShenFa for

10 years’ incarceration, Mr. Xu XianRong for
8 years’ incarceration, Ms. Xu JuanJuan for 6
years' incarceration, and Mr. Yang XiZhou for
5years incarceration.
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THE
TRIAL

fter 6 years of trial, Taipei District Court
Afound the defendants guilty and should
apply 2007 Criminal Commutation Act; there-
fore, Court sentenced Mr. Xu ShenFa for six
months’ incarceration, Mr. Xu XianRong for
five months’ incarceration, and Ms. Xu Juan-
Juan and Mr. Yang XiZhou for four months’
incarceration on July 8, 2014.
After appeal, Taiwan High Court overruled the
decision in the district court and sentenced Mr.
Xu ShenFa for eleven months’ incarceration,
Mr. Xu XianRong for eight months’ incarcera-
tion, and Ms. Xu JuanJuan and Mr. Yang XiZhou
for six months’

2016.

incarceration on April 21,

The case is still appealable.



THE

CONSEQUENCES

ithout easy fund of the Bank, the Motor and
Wthe Conglomerate consequently ceased
to operate in 2011. The Motor owed 1094 em-
ployees’
for 740 million NT dollars (i.e. 24.7 million US

dollars). The real estate possessed by the Motor

salaries, pensions, and severances

had mortgaged to other banks and the values
were under debt. To solve the problem, Bureau of
Labor Insurance of the Ministry of Labor compen-
sated on the Motor’ s behalf for salaries which
amounted to 110 million NT dollars (i.e. 3.7 mil-
lion US dollars). In 2012, when the Bureau filed
a complaint to compensate against the Motor, the
Court found that the Motor had registered to trust

its all properties on February 5, 2008 and over-

1 See https://money.udn.com/money/story/5648/2064682
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ruled the complaint. That is to say, the Motor had
transferred its properties to escape from any com-
pensation liability way before the Motor ceased to

operate™.

Employees were furious about the Motor and
demonstrated in front of the head quarter of the
Motor on October 11, 2011. After five years of ne-
gotiation, the Ministry of Labor, the FSC, and the
Ministry of Finance together convinced 18 banks
to donate 158 million NT dollars (i.e. 5.27 million
US dollars) to the employees of the Motor. The
employees thus got their 64% debt back. Govern-
ment said this was the last time for government to

convince banks to donate to solve labor disputes.
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As for the Bank, SAC Private Capital Group
and GE Money fund the Bank and made the
Conglomerate entirely retreat from the man-
agement group. On December 28, 2007,
the Bank increased capital for 42 billion NT
dollars (i.e. 1.4 billion US dollars). After four
years improvement, the Bank earned profit
for 3 billion NT dollars (i.e. 200 million US
dollars) in 2012. China Development Finan-
cial( FEMZE£1E ) merged the Bank on Feb-
ruary 10, 2014. On January 5 of 2015, the
Bank renamed as KGI Commercial Bank( #l
BEmERT).
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The Bank finally disappeared in the flow of
history.

The legendary cash card made 520 thou-

sand “card slaves” deeply in debt and
60% of them were young adults who shoul-
dered household incomes. The two cards
storm wrecked the foundation of the society.
Many of the card slaves committed suicide,
committed crimes, or became mentally ill.
The cash card had become “the plastic
opium” , which poisoned the card holders

and the social economy.



At the beginning of 2005, the FSC supervised
the Bankers Association ( $R1TA& ) to establish
a debt negotiation mechanism for card slaves
to negotiate reimbursement with banks. 220
thousand card slaves ever utilized this negotia-
tion mechanism but 50% of them failed to pay
back money according to negotiation agree-
ments. The Legislative Yuan then promulgated
the Debt Clearance Act (HE&EEFHFEIRGI, or
Personal Bankruptcy Act) on April 11, 2008.
Pursuant to this Act, card slaves can ask the
biggest debtor among banks to negotiate for re-
imbursement. If the negotiation didn’ t work,
card slave can petition Court to liquate assets
and regenerate.

Legislator Xu ZhongXiong( %91 ) voiced for the
card slaves and questioned the unreasonably
high card interest. His effort forced banks to
decrease loan interest rate later.

Commentator said, Conglomerate operators of-
ten consider banks as one of their companies
and run banks with the same way. However,
companies are only responsible for sharehold-
ers, but banks, as credit institutions, bear so-
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LEGISLATOR Xu ZhongXiong

cial responsibilities to depositors.

Bank management philosophy can never be
the same with company management. In the
end, the Legendary Cash Card certainly had
created glamour but also cashed out the Bank,
the Conglomerate, and the powerful entrepre-

neur.
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