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Article Text:
Summary: The controversial chairman of American Pacific has grand plans for the bank -- and

himself U

Fai Heng Chan slipped quietly into Aumsville unnoticed by most of the town's nearly 1 ,500
inhabitants.

Ryegrass dust from cattle feed made at the Aumsville Pellet Mill settled on the car as he and a
companion waited to turn onto Main Street. _ .

It was August 1986. Chan had arrived in Aumsville, about eight miles southeast of Salem to meet
with the board of directors of the $10 million Santiam Valley Bank. - - S s

. v i . "}
He had come to talk about buying the bank.

Brushing thick black hair off his forehead and pushing wire-rim glasses to the top of h1s nose, he .
appraised the nearly deserted town center, like a Clint Eastwood character surveying the dusty street
of a frontier settlement. - S

Aumsville was a sturdy, one-tavern, one gas station kind of place, where a new trailer park spelled
- progress the Corn Festival was the town's annual gala. Chan reflected on the striking contrast. .

between Aumsville and the crowded, n01sy streets of Hong Kong, to which his father had fled after
the communists seized mainland China in 1949. ,

He had wanted to own a bank since he was young -- a seemingly unreachable dream, for a middle-

class Chinese boy from a family in the textile business., Banking, which was dominated by the. .
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English, was the pinnacle of Hong Kong respectability.

Since emigrating in 1984 to Vancouver, British Columbia, from Hong Kong, Chan had been
Jooking to buy a bank, *"the smallest possible bank, so if something goes wrong, I could fix it," he
said.

In 1986, Chan learned of Santiam Valley Bank -- in his words, “'a small bank in Timbuktu." The 7-
year-old bank had been losing money since it started, and government regulators were closing in on
the decaying carcass like vultures.

The bank needed a lifeline.

Chan, seeing a chance to realize his dream, came to the rescue. In 1987, he propped up the bank
with a $380,000 investment, gaining control in the process. Renaming it American Pacific Bank, he
set about tearing the bank apart and rebuilding it, in the process turning it into his personal fiefdom.

His goal: to make the bank, and himself, rich and influential players in Oregon, the United States
and the world. '

Chan has gathered strong supporters who testify to his business acumen and personal honesty.

But Chan's dealings in American Pacific and other businesses also have left a trail of frustrated,
. angry people in Oregon, Canada and Hong Kongwho_lqg'g:use him of manipulation, deceit and even
violations of the law. ARIPLLALOLL, Sk e v

Impressed by the financier's money and talents, the bank's original shareholders, directors and
officers were convinced they would be the eventual beneficiaries of disruption in far-away China
that drove a Hong Kong financier into their arms.

But as jobs were lost and the value of the bank's stock shrank, they came to see Chan more as a
predator and themselves more as victims. '

Whatever the truth, it's clear that Chan, an outsider who describes American Pacific Bank as ™ justa
stupid little bank in a Godforsaken little town," has been surgically severing the tiny bank from its
small-town roots -- and the citizens of Aumsville have barely felt the knife against their skin.

- A bank is born:

Two beef quarters went to the Grand Opening prize winners.

About 50 people gathered on a cool Monday, Dec. 10, 1979, to see Aumsville Mayor Joel Mathias
cut the ribbon for the Santiam Valley Bank's headquarters and only office. :

The town's previous bank, the Bank of Aumsville, closed abruptly during the Depression, leaving
vacant a squat, red-brick building on the corner of Sixth and Main streets reminiscent of a frontier
jail. ~ v
In May 1979, the Aumsville City Council told Elmer Duncan he could set up a trailer on Main
Street to sell stock for the proposed Santiam Valley Bank.

Joining Duncan, formerly manager of Western Security Bank in Turner, as a founding board
member were a mint farmer, two local builders and a sales manager, all of them from Aumsville or
nearby towns. Investors from Aumsville and other communities in Oregon, Washington, Idaho,
California and even a few from Nevada and Indiana plunked down $10 are for 100,000 shares of the
new bank's stock.

The stock sale a success, Santiam Valley Bank was chartered on Nov. 23, 1979.
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The bank plodded along for a while. Then it deteriorated as the quality of its loans eroded and
nobody watched carefully enough over the bank's internal operations. : '

Alarmed regulators told the bank it needed to raise capital that could serve as a cushion against
operating losses and protect depositors. In January 1984, the Federal Reserve Bank of San Francisco
and the Oregon superintendent of banks forced the bank to sign an agreement promising changes.

* But problems continued to multiply. In each of the next four years, the bank reported losses. In
1987, the losses mounted to $635,888, and the Federal Deposit Insurance Corp. warned it might cut
off deposit insurance. : ,

The bank was rotting from within. It desperately needed a savior.

- Flight from Hong Kong
Growing up in Hong Kong as the oldest of five children, Chan was expected to carry on his fathet's
textile business. But he had other plans.

“It's not my love," Chan said recently, explaining why he abandoned the business. "I don't like it. I
won't be good at it. You know, you order things from China for Christmas, and it come Easter. I can't
cope with that."

After the St. Joseph Brothers, a Catholic order, finished educating him in Hong Kong, Chan left for
further education in Switzerland, determined to become more cosmopolitan.

But learning French proved *'a bit too much for a Chinese person to cope with," Chan said, so he
moved on to more familiar territory -- London. There he was more comfortable in the company of
other Hong Kong Chinese sent because of Hong Kong's status as a British crown colony.

After earning a degree in business management and commerce from Northwestern Polytechnic,
Chan stayed on in London to run Inter-Asia Travel Ltd., an aircraft charter business that ferried

Asian students between England and Hong Kong, Malaysia, Singapore, Thailand and Australia. He
had started the business during school.

“*One day I was offered such a fantastic price to buy my company, such a ridiculous price," he said,
chuckling, **so I sold controlling interest." :

Chan said that left him, at the age of 22, a rich man.

Some initial successes in the Hong Kong stock market led him to think his future was secure. *'It
was unbelievable," he said. *'I think I don't need to work so hard anymore. That was a mistake."

The Hong Kong stock market crashed in 1973. *'It cleaned me out completely," he said.

So he returned to Hong Kong and started over. He learned how to analyze a balance sheet, how to
invest, how to restructure a company. He became a partner in a securities company, then an owner.

In 1982, everything changed. Britain agreed that year to let Hong Kong revert to Chinese control in
1997. :

The 1982 agreement worried Chan's wife, Yoke Keow Chan. Would her children be safe? Fearing
the worst, she pushed Chan to emigrate. Chan, who by that time owned a Hong Kong securities
company, hesitated.

"I myself have a lot of doubt to leave Hong Kong," Chan said, **because I've gota lot to lose."
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But Chan bent to his wife's wishes.
He saw three choices: The United States, England and Canada.

His first choice was the United States, but it had an immigration quota that would have kept him
waiting for up to 10 years. "I think it's too long to wait," Chan said. “'In my situation, I say -- forget
it." :

Then he rejected England. T don't fancy England," Chan said. ‘It is not very progressive."
That left Canada, which had a program promising quicker citizenship to entrepreneurs.

Chan chose Vancouver, British Columbia, because it was connected to Hong Kong with daily non-
stop connecting flights and offered one of the largest concentrations of Chinese in North America.

So in 1984, Chan, accompanied by his wife, daughter and two sons, moved to Vancouver.

Chan linked up with a mining company called British Pacific Resources, which became British
Pacific Financial Inc. as it shifted into investments. Later it became Inter-Asia Equities as it focused
on managing Chan's own investments and the North American investments of his former colleagues
in Asia. -

Not until 1988 would Chan join a Vancouver gold-mining company called Giant Bay Resources -

Ltd. -- a fateful step that would bind him, and Hong Kong, even closer to Aumsville.
- The Giant Bay connection
After a long lunch one day this summer, Chan broke open a fortune cookie.

““Your life will be happy and peaceful," it said.
"I get my peace and my happiness by helping people," Chan said.

Not everyone agrees. Some of his former colleagues in Canada see Chan in a different light,
accusing him of incompetence, fraud and mismanagement.

Much of the discontent goes back to a money-losing Vancouver gold-mining company called Giant
Bay Resources Ltd., which was founded in 1982 and which, under Chan's leadership, came to own a
significant chunk of American Pacific Bank.

In the summer of 1988; about the same time Chan became a Canadian citizen, a broker at
Vancouver-based Georgia Pacific Securities directed him to the struggling Giant Bay, Chan said.
The firm had spent most of its young life trying to develop and market bioleaching, a process that
extracts gold from ores. Chan said the broker asked him: “Will you please raise the venture capital
and also help them to diversify into other areas" that will generate more cash flow?

Chan joined the board of Giant Bay, bringing with him a $3 million dose of capital from another
company he represented, Hong Kong Macau Development Co. Ltd. The capital injection gave Hong
Kong Macau controlling interest in Giant Bay, which announced it would restructure to concentrate
on gold extraction, real estate development and investment banking.

**The Hong Kong group asked me to look after the company for them," Chan said.
Hong Kong Macau's principal shareholder, J ohann Pui Chung Chim, joined Chan on Giant Bay's

board, Chan ascended to vice president of finance and then chief executive officer of Giant Bay,
directing its investments in various areas.
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One of those investments: about $500,000 for 1.4 million shares of American Pacific Bank.

Hong Kong Macau watched with dismay as Giant Bay's investment in American Pacific fluctuated
in value, sinking to a low of 5 cents a share in 1989 and 4 cents a share in 1990 on the Vancouver
Stock Exchange. '

Giant Bay's losses also continued to mount during Chan's tenure: $1 million in 1988, $1.3 million in
1989 and $6.6 million in 1990.

In June 1990, Chan left Giant Bay, which has since reduced its investment in American Pacific
Bank to about 5,000 shares worth about $24,000.

Since then, Giant Bay's stock -- bought by Hong Kong Macau at about 66 cents a share -- has
dwindled to about 21 cents a share.

Chim, principal shareholder and managing director of Hong Kong Macau at the time of its
investment in Giant Bay, accused Chan of gross mismanagement and of causing heavy losses for
Hong Kong Macau on its investments in Giant Bay.

Reached by phone in Hong Kong, Chim said of Chan, **This manis a troublemaker. He made us
lose a lot of money in Vancouver. I don't think he's a good businessman. If you can't make money,
how can you say you're a good businessman?"

~*I told Chim, “This is not Hong Kong; this is Canada,' " Chan responded.” *'It's not easy to make
money in Canada. You have to be patient. It takes long time to diversify."

Catherine Stauber, now Giant Bay's vice president, said Chan tried to undermine Chim to gain full
control over Giant Bay.

“*Chan did more damage than good," she said. "*He broke the ties of trust” with Giant Bay.

Referring to Chan as an ““egotistical, chauvinistic little twerp," Stauber called Giant Bay's current
relationship with Chan ““hostile." .

Some of Chan's sqﬁabbles with Giant Bay -- over Chan's purported employment contract and the
purchase of some Vancouver real estate, for instance -- have landed in court.

One major dispute centers on a proposed multimillion-dollar 'Malaysian theme park and residential
development called SamaWorld. Chan says he rescued the foundering project after Shearson
Lehman Malaysia sought his assistance. ' came along. They say, 'Fai, help,' " Chan said.

Chan said he arranged a deal with Giant Bay over the residential part of SamaWorld that allowed
Giant Bay to lock in at least a $40 million profit.

Giant Bay's Stauber, on the other hand, acknowledges that Chan got the company involved in
SamaWorld, but insists that Dick Liebel, a former president of Giant Bay -- not Chan -- “'was
single-handedly responsible for bringing the project out of receivership."

Chan disagrees. He has sued Giant Bay to collect a $4 million bonus he says is due him for his work
on the SamaWorld deal. - S

Chan left Vancouver and moved to Portland.

“‘He's getting a bad rep," Stauber said. "*He left a trail."
- Showdown at Santiam Valley
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It was April 1986. Tension hung in the night air like stale cigar smoke.

In single file, Santiam Valley's directors, the bank president, its cashier and Fai Chan ascended the
steep, narrow stairway to a loft overlooking the bank's lobby.

Three rows of fluorescent lights in the ceiling highlighted their reflections in glass windows that
stretched along one side of the room above a waist-high wall painted a garish orange. They took their
places around the wooden conference table that stretched almost the entire length of the room.

Fai Chan and Jennifer Price, one of the board members, eyed each other warily.

Price had been trying for months to take control of the bank. In July 1985, the Federal Reserve Bank
of San Francisco gave Price one year to put together a deal for the bank. But Price was having
trouble completing the deal. The bank board saw its chance to get out from under Price and go with
another bidder -- Fai Chan. '

Chan told the board he was backed by big money from Hong Kong and that after taking control he
would put even more capital into the bank.

“'As far as where all the money was coming from, I never got answers," Price said. **It was like
-there was this mysterious group of Hong Kong investors. I was the only one who hollered."

Sitting this summer in a Salem office surrounded by boxes of business records, Price recalled how
she, a well-intentioned local businesswoman interested in preserving Santiam Valley as a small- -
town bank, had been mistreated by the bank's board in favor of a mysterious outsider.

But Price, now 37, had not fully disclosed her financial background either.

Price, for exampie, failed to file valid federal tax returns in 1984, 1985 or 1986, filing only forms
listing her name, address and the statement *‘amount unknown," according to the Internal Revenue
Service. "

More than 20 real estate limited partnerships in which Price was involved filed for bankruptcy,
most during 1986. Price herself filed for reorganization under Chapter 11 of the federal bankruptcy
code in October 1988 -- two years after her husband, Lew S. McGinnis, a former real estate
developer from Tucson, Ariz., also filed Chapter 11, listing more than $40 million in debts.

Price “'bears a widespread reputation in the business community for dishonesty and fraud," one
assistant U.S. attorney wrote in a motion filed with the U.S. Bankruptcy Court in June 1989. The
attorney added that the IRS believed Price '“has been nothing less than a co-conspirator in many if
not most of the unlawful financial activities" of her husband.

In January 1988, McGinnis was sentenced to five years' probation and ordered to pay $1.6 million
to former partners in a Tucsoncomplex who had accused him of siphoning off profits to himself and
a.company controlled by Price.

But it wasn't Price's other business dealings that caused her to lose out to Chan in the battle for
Santiam Valley Bank.

Rather, her shares and options proved to be insufficient when, over her opposition, the bank agreed
to sell 76,000 shares to Chan, enough shares to outvote Price. Chan agreed to pay $5 a share, or a
total of $380,000, for the shares.

A former bank official said the bank went with Chan because he **came along as the good guy, so
we rolled over."
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While Chan's application to take control of the bank was being considered by the Federal Reserve
Bank, an angry and determined Price struck back.

On Jan. 30, 1987, she sent a letter to all of the bank's stockholders calling for a special meeting to
remove the bank's board and replace it with a new one she recommended.

Chan's lawyer responded by telling the bank's board it was obligated to close the deal with Chan, or
Chan would go after the bank for damages.

Eleven days after Price's letter, the bank sued Price in Marion County Circuit Court, contending
Price's letter was *"purely malicious" and that Price and two other shareholders did not control the
one-third of the bank's stock required to call a special meeting. The court issued an injunction
barring the meeting.

Price said Chan promised the board they would all come out ahead with him at the helm.

"'He basically came in with the savior thing," she said.
- Big changes
Image is everythlng to Chan.

Beneath a bank brochure picture of an 18-story office tower at 121 S.W. Morrison St. run the
words Amerlcan Pa01ﬁc Bank's Portland ofﬁce located in the central busmess d1strlct "

The bank's Portland office is, in fact a rabbit warren of little rooms occupying only a few thousand
square feet in the Bank of Amerlca Financial Center, and the bank's headquarters is a nondescript
building on Main Street in Aumsville.

But the picture still is closer to the truth, because, no matter where the headquarters sits, the action
has shifted to Portland. '

Monthly meetings of the board of directors were permanently shifted to Portland in February 1990,
a substantially enlarged mortgage program now operates out of the Portland office and the bank's
newest venture, a Visa credit card program, is run out of Beaverton.

The growth of the mortgage program, which concentrates on single-family home construction
loans, means most deposits are still coming from Aumsville, but the loans are going elsewhere,
principally Portland.

The Visa credit card program offers cards to high-risk borrowers who have trouble getting credit,
provided they place a certain amount of money on deposit first.

To run the operation, Chan has contracted with Irving Levin, a founder and formerly chief
executive officer of a Portland-area credit card bank called  First Consumers National Bank. Levin is

servicing American Pacific's secured card accounts out of a suite at One Lincoln Center in
Beaverton.

“'The bank owns the portfolio and makes money on it," Levin said.

Chan said the program was established primarily to market cards to Asians who have a problem
getting credit cards, but Richard Woolley, ific's president, said that was not the bank's intention.

Rather, the primary market is simply low-income people across the United States, he said.

Some bank employees are nervous about leaping into an area outside the bank's expertise, but Chan
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and Woolley are confident. Woolley predicts the bank will sell 25,000 secured card accounts within

- - one year.

His striped shirt open at the neck and the knot of his blue silk tie pulled down, Chan walked
purposefully into the bank's Portland office earlier this summer. This is where Chan spends most of
his time these days, trying to restructure the bank to achieve his goals.

Part of that effort has involved replacing the original board members and bank officers and by
diluting the value of the shares bought by the original investors in Santiam Valley Bank.

When Chan took control, he told the senior officers their jobs were safe. He told regulators,
howeyver, that he planned to clean house.

In June 1987, Robert Bride, the bank's president, came back from a vacation to find he'd been fired.
Seven months later, Chan fired the bank's vice president and cashier, and one of the bank's two loan
officers.

In Bride's place, Chan installed John F. Walrod, formerly chairman and chief executive officer of
Lewis and Clark Bank of Lake Oswego, as president. Where Bride had been *quiet and unassuming,
the bank's employees found Walrod smug and showy.

Chan paid Walrod a $72,000 annual salary, about double what Bride had been getting, and provided
) him with e_Mercedes-Benzf

Chan then made himself chairman. Chan's wife of 23 years also sits on American Pacific's board
now and takes part in decision-making.

“In America, you call it a mom-and-papa shop," Chan said, referring to the roles he and his wife
play in the bank.

Chan, seen by some people connected with the bank as aggressive, demanding, abrupt and
insensitive to women, proved to be a striking contrast to earlier easygoing chairmen.

“'He didn't spend any time on pleasantries," one employee said of Chan. "*He definitely was not a
charmer."

Chan replaced most of the bank's directors with out-of-towners. The only local leftover on the
board now is Francis Hendricks, a fescue grass-seed farmer.

Chan further alienated the old guard when he cut off the former directors from borrowing money at
the bank to service their outstanding loans. Exploitative insider lending had been responsible, in
part, for the bank's problems in the past, he said.

“They used the bank," Chan said. *They just don't pay back."

Chan said the bank has since written off loans to many of the former directors, some of whom have
filed for bankruptcy.

Chan further earned the enmity of the original directors, and many of the bank's original
shareholders, when he went to the Vancouver Stock Exchange in September 1988 to raise an
additional $1.3 million of capital by selling 3,300,000 new shares at 38 cents a share (Canadian).
The offering 1mmed1ately diluted the voting power and value of the 100,000 shares the or1g1na1
1nvestors had bought in 1979 for $10 a share.

Richard Woolley, who succeeded Walrod as president in March 1990, said the bank went to
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Vancouver because it concluded the investment well was dry in the United States.

“"We talked extensively with Bill Gallagher, who was at that time, until he died, the guru of small
bank stocks in Oregon," Woolley said. “"He just flat told us there was no appetite for a small, failing
 community bank in Oregon to sell the stock on a domestic basis. In fact, he told us we'd be
absolutely foolish to try."

In 1990, American Pacific shifted from the Vancouver Stock Exchange to a listing on the US.-
based National Association of Securities Dealers Automated Quotation system, commonly referred
to as Nasdaq.

Chan now lives almost full time in Portland with his wife in a RiverPlace condominium he has
purchased. He said he probably will buy a house when his two boys, who are in Vancouver, can join
him. He is still a Canadian citizen and continues to own a home in a fashionable suburb of
Vancouver.

In a recent interview, Chan said he maintains an office in Vancouver with three full-time
employees. They look after his own investments, he said, as well as those of some Hong Kong
colleagues, through a company called Inter-Asia, of which his wife is president.

“*Now I basically give this bank 100 percent of my time," he said. Chan has been chief executive
officer of American Pacific since April 1 of this year.

Chan also has said, however, that he still looks after *‘hundreds of millions" of North American
investments of numerous Asians through such companies as Concord Holding Co. of Hong Kong.

Chan's name also turns up in connection with numerous other companies.

For example, stock transaction records of the Georgia Pacific Securities Corp. show that thousands
of shares of American Pacific Bank have recently been sold and the proceeds passed to the
Silverstein Foundation Inc. of Hong Kong and Vancouver in care of Chan.

Chan said the foundation is a Bermuda-based investment outfit that he manages on behalf of some
Hong Kong investors.

Chan has declined to provide a complete list of his business relationships, saying it is private
information.

It is, in any case, American Pacific that is his pride and joy, he says.
- 'I'm good at it.' '
Chan has big plans for the bank.

He says they will work, in part, because deregulation of the U.S. banking industry will allow banks
to promote a much wider range of financial services.

Chan says he wants American Pacific to open branches in Portland, Seattle, San Francisco and
overseas, to provide an information service on global investment opportunities and to help
companies list on stock exchanges throughout the world. He also wants the bank to offer trust
services and fund management for corporate and individual investors.

“I'm a very unique individual that has learned global financing and restructure operations," Chan
exclaims. “'I'm good at it. I'm so good at it it's unbelievable."

Lately, Chan has been flying back and forth to New York to meet with an underwriter who has
agreed to issue convertible bonds to raise money for the bank.
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Chén would ndt disclose the amount of the proposed issue, but another source confirmed it is in the
$10 million range. If the deal goes through, the additional capital might allow American Pacific to
- open a full-fledged branch in Portland.

With the changes already completed and others in the wings, Chan expects to get rich from
American Pacific Bank.

""Not in the short term, but in 10 years my investment will pay me back very handsomely," Chan
told the bank's board of directors in 1986, before he took control.

His roit, some would say manipulative, Iiandling of the bank's stock may well prove him right.

A report filed by the bank with the Securities and Exchange Commission says Chan owned 289,266
shares of American Pacific Bank, or 40.84 percent of the stock issued and outstanding, as of March
3L

American Pacific's stock has had a recent run-up in price, unexplained in light of the bank's losses,
bringing the stock's bid price up to $4.875 a share at the market's close on Friday.

Chan confirmed that since 1987 he has acquired directly or been granted extremely generous
options on several million more shares by his board, a substantial portion of them at prices far below
the current market -- in one case, 650,000 shares for one Canadlan penny a share and in another
case, up to 2,250,000 shares at 89 U.S. cents per share. -

If Chan were to eventually sell all of the shares he owns or has an option to buy at the current
market price, he would reap millions in profits.

American Pacific has a long way to go, however, if it expects to build on solid financial
performance.

It lost hundreds of thousands of dollars in 1987 and 1988, eked out a slim profit in 1989 and slipped
back into the loss column in 1990. Through the first half of thls year, the bank has lost nearly
$140,000.

Despite the losses, Chan is full of optimism.

A lot of people say to me: *Are you crazy -- you buy this bank in Timbuktu?' " Chan said, opening
his eyes wide and spreading out his arms.

“'We are so small," he says of the bank, ‘'nobody want to take notice of us."

But that will change, he said. **"We will be a J.P. Morgan of Oregon, but we are not yet."
Caption:2 Photos -- FAI HENG CHAN -- RICHARD WOOLLEY< Photo by MICHAEL
LLOYD - of The Oregonian staff.
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