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Preface

On October 6%1998, the People’ s Bank of China proclaimed that Guangdong
International Trust Investment Corporation had to be closed and liquidated. GITIC s 9
brokerage branches and fund department were entrusted by GF Securities Co. LTD. It
was a startled case for China and foreign countries that non-bank financial institute was
closed and liquidated in China. It was the first trusteeship case.

In 1997, Asian Financial Crisis broke cut. GITIC’ s long- term accumulated financial
defray risks accelerated to exposure. In the second half year of 1998, GITIC appeared
seriously defray crisis. For withdrawing funds, foreign banks went to GITIC for getting
their money back and asking rigorous conditions everyrday. For these situations and
protect creditors’ rights and interests, China central government made a serious decision
that GITIC was closed and liquidated by the People” s Bank of China. On October 6%
1998, the People’s Bank of China proclaimed as following:

Herein GITIC can not pay the maturity debt, to protect creditors rights and
interests, according to the People’s Bank Law of China, China Company Law, and the
People’ s Bank’ s Financial Institutes Management Regulations, approved hy State
Department, the People’ s Bank decided to close GITIC on October 6%1998, took over
GITIC and its branches’ Financial Institutes Artificial Person License, Financial
Institutes Operation License, and Foreign Exchange License, stopped GITIC all business
operations. The People’ s Bank organized to set up a liquidation tcam, Assistant to
Guangdong Province Wu Simin worked as head of liquidation team, which would be
responsible for GITIC’s closing and liquidation.

During liquidation, GITIC’ s credits and debts were entrusted by Bank of China.
GITIC’ s brokerage branches were entrusted by GF Securities CO. LTD. , all businesses
operations went along as usual. GITIC s fully owned subsidiaried and holding non-
financial corporations continued to operate.

After three-month liquidation, the result was more serious than expectation. The
first liquidation result, GITIC had RMB 21.5 billion total assets, RMB 36.15 billion
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total debts,and RMB 14.7 billion net debts. Based on GITIC’ s serious financial conditions, which
cannot support GITIC” s normal operations. To protect creditors’ rights and interests. based on
China Corporate Bankruptey Law, China Company Law and Financial Supervision Regulations of
the People’ s Bank of China, the board of directors of GITIC made a serious decision that that can
pay the huge amount of mature debts, GITIC and its subsidiaries applied to bankruptey to the
court.

GITIC was closed , liquidated and then went banxruptcy. Its brokerage branches were
entrusted by GF Securities Co. LTD. This was the first case in China finance development history.

GITIC s brokerage branches were entrusted by GF Securities. That is a classical trusteeship
case for the following reasons.

Innguative It was the Chinese unprecedented case that GITIC brokerage branches were
entrusted by GF Securities. Globally speaking, it could be happened for many bankruptcies over
financial firms. However, while the legal entity announced bankruptcy and its belonging brokerage
brenches still kept a normal business going,, this was certainly rare through finandal history, as weil
as in China. It was the first case for a large financial company went bankruptcy in China, also was
the first case for this brokerage branches trusteeship.

Universalism First, GITIC’ s brokerage branches had a great deal of unlawful operations.,
which was universal and representative in China’ s securities industry and led us to know essentiality
to Tollow lawful operations in securities industry. Second, after GITIC’ s brokerage branches were
entrusted by GF Securities, the operations risks and difficulties had been reduced. Third, from
October 1998 to 2002, GF Securities took part in three-time trusteeship for trust companies’
brokerage branches and got a lot of practical trusteeship operation experiences, which benefit M&A
operations for future capital market development in China.

Particularity First, the trustecship for financial industries need high social
responsibilities This truseeship must be successful and cannot be failure. Second, GITIC” s
bankruptey involved a great amount of foreign debts. To deal with this case, it had to follow
international standards and the situations, laws and regulations of China.

Complicate The many hidden problems inside as well as many parts interest concerned
made GF Securities, the trusteeship was extremely difficult. The well daily business running of
GITIC’ s brokerage branches, indeed far beyond the business itself, was about the government crisis
dealing confidence among over 90 000 investing public and of course the further well going of
Chinese capital market. The entrusting was a social engineering that need well cooperation and
support from local government, judicial administration. local Securities Regulatory Commission
branch, and auditing and taxation bureau.

The main text contains three parts.
Part one contains three chapters. This part reviewed GITIC from glorious to bankruptey
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development history, the 3 years truseeship period by GF Securities, the process from
administrative transferring to market auction analysis over GITIC bankruptey. The analysis over the
historical experiences gave a general description over GITIC’s “from market maker to bankruptey
endfailure and revealed the reason and lesson drawn from the failure. Also it exposed tough task
facing GF Securities’ Trusteeship and the sinucsity process of the government decision. The road
from entrustship to successful acquisition by GF Securities that became a classical case in China
financial history.

Part two contains four chapters concentrating on the entrustship practices. This part
systematically evaluated the practices and summarized the experiences of this entrusment in various
aspects including the trusteeship plan, the solutions to the trusteeship accounting systems, brokerage
services and computer trading systems, the operations of brokerage branches, etc. The topics
discussed in this part emphasized more on the practical experiences that would serve as an useful
reference to future trustship of the financial corporations.

Part three contains six chapters focusing on the theoretical issues raised throughout the
trusteeship. Topics such as the governing laws and practices of trusteeship, comparison of China-
foreign trusteeship practices, the protecticn of investors’ rights, trusteeship cost and benefit analysis,
the role and function of the government in the trusteeship, etc. All these were discussed and
analyzed in this part. Finally, it explored the significance of this trusteeship practices to China’ s
capital market. Based on the introduction and evaluation in previous parts on the reasons and
practices of the trusteeship, part three developed a theoretical review of the whole case. As the first
of its kind, this case may pose great influence on both theoretical and practical area of China’ s
financial industry, especially in the securities and trust investment field. From the practical point of
view,GF Securities” successful trusteeship and purchase of GITIC brokerage branches provided
precious experiences and references for the similar cases in the future. The rules, plans, procedures
and the documents that developed in the trusteeship can also be useful references. Meanwhile, the
problemns encountered and the solutions developed in the trusteeship practices not only develop new
thoughts and methods for regulating China’ s stock market, but also provide the stock market
legislation with resources and examples. From theoretical point of view, the trusteeship of GITIC
brokerage branches also raised the discussion and analysis of problems and issues in economic,
accounting, legislative and managerial areas. The topics discussed include the legal process and
support of the trusteeship practices in financial industry, the protection of the investors’ benefits, the
settlement of rights and obligations among the fiduciary, the beneficiary and the trustee, the role and
function of government control in the trusteeship practices. The research on these major issues will
contribute a lot to promote the standardize development of China’s securities market, as well as to
accelerate the process of setting up the law system, and to provide guideline to the future trusteeship

practices in the financial industry in China.
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Since the GITIC case was the first financial institution entrusting case in China, the
systematical researches and analyzes on financial trusteeship cases are very rare in China. Owing to
the poor historical information on the case, my busy daily work and my ability on analyze, the book
may have some defects and imperfections.

The senior management,a number of staffs of GF Securities and I have been involved in the
whole trusteeship process of the GITIC case, ] don’t mean to show the tough trusteeship work
during the past three years, but from the altitude of social and historic responsibilities, I do think it
is necessary for me to write a book to make a deep and complete theoretical analyse and to make a
summary of the entrusting practice of the GITIC case. Dr. Chen Yunxian, the chairman of GF
Securities put forward the core value of company culture of GF Securities as “Being practical and
realistic, and developing through our professional knowledge and experience”, I sincerely hope that
the book can play a role as “throw out a minnow to catch a whale” , and contribute a little to the

healthy development of China’s capital market,

Jiachun Fang

2002
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