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CHAIRMAN’S REVIEW 
 

  
Financial Performance 
 
For the year ended 31 December 2010, Millennium & Copthorne Hotels New Zealand Limited (“MCHNZ”) has 
reported a loss attributable to equity holders of the parent of $10.1 million (2009: $12.4 million profit).  
  
The disappointing result was directly attributable to two factors – the first being a one-off, non-cash adjustment of 
$24.6 million required to be made under International Financial Reporting Standards as a result of the Government’s 
announcement in May 2010 of the removal of the ability to depreciate buildings for tax purposes, with effect from 1 
January 2011.  This was reported in the half-year report.  The second related to First Sponsor Capital Limited, the 
Group’s joint venture vehicle in China in respect of which the Group recorded a net loss of $0.3 million.  More 
detailed commentary on both matters appears below.  Due to the negative result, earnings per share were a negative 
2.90 cents per share (2009: 3.54 cents positive earnings).   
 
MCHNZ did record a profit before tax, non-controlling interests and associates of $14.9 million (2009: $18.9 million) 
with the New Zealand hotel operations contributing 62.8 percent, CDL Investments New Zealand Limited contributing 
27.0 percent and the Australian operations contributing 10.2 percent.    
 
Putting aside the impact of the Chinese Joint Venture and the impact of the Canterbury Earthquake in September 
2010, the New Zealand hotel operations themselves were mostly in line with targets set in terms of revenue and 
gross profit.  It is disappointing that this fact is not able to be reflected in the overall results.  Both revenue and gross 
profit were above 2009 levels and Group revenue (excluding finance income) for the period under review was $115.9 
million, an increase of 7.4 percent on the previous year (2009: $108.0 million).  Gross profit increased by 6.5 percent 
to $66.1 million (2009: $62.0 million).   
 
 

Financial Position  
 
Shareholders’ funds excluding non-controlling interests as at 31 December 2010 totaled $412.6 million (2009: $425.1 
million) with total assets at $630.8 million (2009: $610.8 million).  Net asset backing (with land and building 
revaluations and before distributions) as at 31 December 2010 was 118.0 cents per share (2009: 121.6 cents per 
share).   

 
 

Effect of the Government’s tax changes on the Group’s financial position 
 
As advised in the half-year report, in May 2010, the New Zealand Government announced the removal of the ability 
to depreciate buildings for tax purposes, with effect from 1 January 2011.  The Company released a statement to the 
NZX in July 2010 outlining the effect of these changes, notably an increase in its deferred tax liability.   
 
The key impact from these changes is a one-off, non-cash adjustment required under International Financial 
Reporting Standards.  This is shown in Note 5 of the Notes to the Consolidated Financial Statements.  The 
adjustment and the corresponding deferred tax liability has dramatically reduced the Group’s profitability by $24.6 
million.  As previously stated, the reason that the changes have impacted on the Group so heavily is because of the 
Group’s policy of favouring ownership of its core assets rather than leasing of same.  The change made by the 
International Accounting Standards Board (IASB) in December 2010 to International Accounting Standard 12 (IAS 
12) does not apply to the hotels in the Group. 
 
Therefore, from 1 January 2011 the net impact of the removal of building depreciation together with the reduction in 
the corporate tax rate will be to increase the total tax paid by the MCK Group by an estimated $750,000 per annum.   
 
The Government also announced in May 2010 that it would undertake a review of the definition of “building structure” 
for tax purposes.  Of particular concern at that time to the Group was the treatment of building fit-out and what was to 
be included and excluded.  The outcome of this review was positive in that Inland Revenue classified hotels as non-
residential buildings and also further clarified the definition of “building structure” and what constituted the building 
itself and what constituted fit-out.  The revised definitions will allow refurbishments undertaken by the Group to be 
depreciable for tax purposes.   

 
 

New Zealand Hotel Operations  
 
Revenue for the New Zealand hotel operations (17 owned / leased / operated hotels excluding 12 franchised 
properties) for the period under review was $103.6 million (2009: $100.1 million).  Hotel occupancy for the period was 
66.3 percent across the Group (2009: 62.4%).   
 
During the year, the most significant event was the Canterbury Earthquake on 4 September 2010.  This affected the 
Group’s three Christchurch CBD hotels (Millennium Hotel Christchurch [leased], Copthorne Hotel Christchurch 
Central [owned], Copthorne Hotel Christchurch Durham Street [leased].  While both Millennium Hotel Christchurch 
and Copthorne Hotel Christchurch Central remained open for business throughout, both hotels have had some minor 
damage as a result of the earthquake.  Copthorne Hotel Christchurch Durham Street had to be closed to effect 
repairs to guest rooms and public areas and these repairs, together with a refurbishment of same, will be completed 
in February 2011.  The hotel will be renamed as Copthorne Hotel Christchurch City upon reopening.  From a financial 



 

 

standpoint, the overall impact caused by the earthquake in terms of insurance costs and repair costs recognized in 
2010 totals approximately $3.1 million.  The Group is insured for the damage and for business interruption and claims 
have been filed accordingly.  Management is working with the insurers and loss adjusters to effect repairs, minimise 
impact on our guests and staff and complete recovery of our operations.  The Board would like to thank all our 
Christchurch-based staff for getting through a very difficult time while maintaining their service excellence.  Many 
favourable comments have been received from our guests and this is testament to the efforts of our Christchurch 
staff.   
 
 

CDL Investments New Zealand Limited (“CDLI”)  
 
CDLI announced an operating profit after tax for the year ended 31 December 2010 of $2.9 million (2009: $1.3 
million).  While this is a welcome improvement from the previous year, slow trading conditions and a weak economy 
continue but CDLI managed to increase its section sales in 2010 to 54 sections from 34 in 2009.  CDLI’s focus for 
2011 will be on increasing sales in selected subdivisions.   
 

CDLI has declared an ordinary dividend of 1.2 cents per share.  MCHNZ’s stake in CDLI is currently 65.74%.   

 
 

Australian Operations  
 
In November 2010, the Company received the funds held on trust in respect of the sale of the Birkenhead Point 
Marina after agreement was reached on the marina lease between NSW Maritime (previously Waterways) and the 
purchaser.   

 
Short term leasing of the units at the Zenith Residences continued during the year with occupancy of over 95% 
recorded.     
 

 

Joint Venture in China (First Sponsor / i-Vale)   
 
First Sponsor Capital Limited (“FSCL”), the Group’s associated company, reported a net attributable profit of USD 0.7 
million for the 2010 financial year.  The Group’s exposure to FSCL was reduced from 34% to 30% as at 31 
December 2010 as the Group did not fully participate in shareholder funding of FSCL that was undertaken in the 
same month.  Due to the applicable accounting rules and the dilution of its equity interests in FSCL, the Group 
therefore recorded a net loss of $0.3 million in connection with its investment in FSCL for the full year.  This was a 
significant improvement over the $5.3 million loss that was recorded as at 30 June 2010.   
 
The asset recovery efforts made by FSCL during 2010 in relation to its Guangdong investments held through Idea 
Valley Investment Holdings Limited (“IVIHL”) and its Chinese subsidiaries (together “the Idea Valley Entities”) have 
been successful.  On 5 January 2011, MCHNZ announced that a Settlement Agreement had been entered into on 31 
December 2010 between MCHNZ, Tai Tak Industries Pte. Limited (“Tai Tak), Cheung Ping Kwong (“Cheung”) and 
his related company Guangdong Huiying Group Limited.  Under the terms of the Settlement Agreement, completion 
of certain transactions would result in full and final settlement of all outstanding issues between FSCL and Cheung in 
relation to the Idea Valley Entities.  The key transactions under the Settlement Agreement included:  
 
 
1. Cheung transferring his entire shareholding interest in IVIHL (approximately 20%) to FSCL.  This was 

completed on 31 December 2010.   

2. IVIHL regaining the following interests previously disposed of by Cheung: 

(a) 80% equity interest and its associated intercompany balances in the Idea Valley Entity which 
owns a mixed use development project in Humen Town, Dongguan City, Guangdong Province 
(“Humen Equity Interest”); and 

(b) 85% equity interest and its associated intercompany balances in the Idea Valley Entity which 
owns two parcels of development land in Huizhou City, Guangdong Province (“Huizhou Entity 
Interest”).  

The relevant agreements were executed on 31 December 2010.  The intercompany balances were 
acquired on 31 December 2010.  The acquisition of the equity interest in Humen Equity Interest and 
Huizhou Equity Interest were completed on 18 January 2011 and 26 January 2011 respectively.    

3. Payment by Cheung and his related company of RMB23.96 million (equivalent to NZD 4.73 million, based 
on a RMB/NZD exchange rate of 5.07 as at 5 January 2011) to the IVIHL group.  This payment was made 
on 6 January 2011 and was applied to reduce the acquisition cost of a 49% equity interest in a Dongguan 
company (“Dongguan Entity Interest”) committed by Cheung on behalf of the IVIHL group.  

On completion of the above transactions, FSCL then transferred to Cheung the Dongguan Entity Interest, and will be 
transferring to Cheung the entire equity interest in an Idea Valley Entity which owns an industrial property in Xi’an 
City by 31 March 2011, all bought by Cheung on behalf of the IVIHL group with the proceeds from the various sales 
transactions which he had previously undertaken.    



 

 

The Strategic Co-operation Agreement signed between MCHNZ, Tai Tak, Cheung and his related company on 27 
September 2007 was terminated on 26 January 2011.  Litigations commenced by the FSCL group against Cheung 
and corresponding counterclaims have been withdrawn.  
 
The settlement results in Cheung no longer having any further interest in the IVIHL group.  We thank our 
shareholders for their understanding and patience as the Group sorted out the various complex issues.  We would 
also like to express our gratitude to the Chinese, New Zealand and Singaporean governments and diplomatic officials 
for their assistance in the asset recovery exercise.  
 
FSCL’s operations in Chengdu, Sichuan Province have remained secure throughout the year. The development of 
the Cityspring project in Chengdu is progressing well.  Since June 2010, 5 out of 6 residential blocks have been 
formally launched with 569 sale and purchase agreements in excess of US$80 million and 25 option agreements 
signed as at 27 January 2011. This represents a sale rate of 98% out of the total 608 units formally launched.  
Revenue and profit recognition for the residential portion of Cityspring Chengdu is expected by the end of 2011. The 
project also includes a hospitality-related component which is expected to be completed in 2012. The Chengdu 
operations constitute approximately 41% of the FSCL Group’s net assets as at 31 December 2010.   
 
MCHNZ remains committed to its investment in FSCL and is confident that China is and will be a source of good 
returns over the medium term. 
 
 

Dividend Announcement 
 
The Company has resolved to pay a fully imputed ordinary dividend of 1.2 cents per share payable on 13 May 2011 
(2009: 1.2 cents per share).  The record date will be 6 May 2011.   
 
The level of the dividend reflects the current profitability of the Company as well as the Board’s cautious and prudent 
approach in response to the ongoing difficult economic climate.   
 
 

Outlook  
 
From the hotel operating point of view, 2011 will be an exciting year as New Zealand as a whole gets ready to hold 
the 2011 Rugby World Cup in September and October.  The tournament will provide the New Zealand tourism 
industry with a much-needed boost which will be reflected in the last quarter of the year.  However, a wider recovery 
of international visitor numbers and domestic spending is yet to be seen and is still some time away.   
 
Our approach in 2011 will be to build on what we have been doing operationally in 2009 and 2010, to watch our 
costs, to increase our online presence and marketing and to target growing market segments.  With our strong 
network across New Zealand and globally, we are well-placed to do this.  
 
Having now resolved the disputes with Cheung Ping Kwong, our focus in China is to ensure that the gains we have 
made both in Guangdong and Sichuan Provinces are able to be realized within the next one to two years.   

 
 

Management and staff 
 
On behalf of the Board, I thank the Company’s management and staff for their work and commitment during a very 
challenging 2010.   
 

 
 
Wong Hong Ren 
Chairman 
16 February 2010 



 

 

TAX CHANGES WIPE OUT PROFITS  
AT MILLENNIUM & COPTHORNE HOTELS NEW ZEALAND  

 
 
New Zealand’s largest hotel operator, Millennium & Copthorne Hotels New Zealand Limited (NZX: 
MCK) today reported its preliminary results for the year ended 31 December 2010. 
 
The Company announced that the group had achieved a loss after tax and non-controlling interests of 
$10.1 million (2009: $12.4 million profit) on total revenue of $115.9 million (2009: $108.0 million).  
 
“The loss arises from the change in tax policy announced by the Government in May last year removing 
the ability to depreciate buildings for tax purposes with effect from this year”, said MCK Chairman Mr. H 
R Wong.  “It has had a disproportionate effect on our results given that we believe it is better to own our 
portfolio than to rely on leases or other similar arrangements”, he said.   
 
Mr. Wong also noted that the Group’s investment in China had recorded a profit for the financial year 
and a settlement with its now-former joint venture partner Cheung Ping Kwong had also been agreed.  
However, due to the applicable accounting rules and the dilution of its equity interests in FSCL, the 
Group recorded a net loss of $0.3 million in connection with its Chinese investment.  This result, 
however, was a significant improvement from the $5.3 million loss that was recorded as at 30 June 
2010.   
 
“The settlement means that Cheung no longer has any further interest in the Idea Valley group.  Much of 
the losses and provisions that were made have been able to be written back.  We have retained control 
of valuable assets that are critical to our future success and we remain committed to our investment”, he 
said.  
 
Mr. Wong said that Idea Valley could now move on and continue developing its portfolio and deliver 
positive returns to shareholders.  He also expressed the Board’s gratitude to the Chinese, New Zealand 
and Singaporean governments and diplomatic officials for their assistance. 
 
Managing Director Mr. B K Chiu noted that the results completely overshadowed the fact that MCK’s 
New Zealand hotel and land development operations and its Australian property investments were in 
fact profitable in 2010 from revenue growth of 7.4%.    
 
“MCK recorded a profit before tax, non-controlling interests and associates of $14.9 million.  The New 
Zealand hotels performed satisfactorily and were mostly in line with targets set in terms of revenue and 
gross profit.  We also received the funds relating to the Birkenhead Point Marina and it is therefore 
disappointing that we are not able to reflect these positive outcomes in our results”, he said.   
 
Mr. Chiu was also positive about the upcoming Rugby World Cup to be held in September and October 
of this year.   
 
“The tournament will provide the New Zealand tourism industry with a much-needed boost which will be 
reflected in the last quarter of the year.  But the last two years have been very challenging for us and the 
recovery is still slow.  2011 will be a year where we will focus on the positive while continuing to keep 
our costs under control, increasing our online presence and marketing and targeting growing market 
segments”, he said.   
 
 
Summary of results: 
 
•  Loss after tax and non-controlling interests  ($10.1 million)  (2009: $12.4 m profit) 
•  Profit before tax, non-controlling interests and associates $14.9 million  (2009: $18.9 m) 
•  Total group revenue     $115.9 million  (2009: $108.0 m) 
•  Shareholders’ funds excluding non-controlling interests  $412.6 million  (2009: $425.1 m) 
•  Total assets      $630.8 million  (2009: $610.8 m) 

 
 
ENDS 
Issued by Millennium & Copthorne Hotels New Zealand Limited 
 
Enquiries to: 
 
B K Chiu     or     Takeshi Ito 
Managing Director       Company Secretary 
(09) 913 8058        (09) 913 8005 
 


