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CHAIRMAN’S REVIEW 
 

 
Financial Performance:  
 
The Directors of Millennium & Copthorne Hotels New Zealand Limited (“MCK”) announced an unaudited 
loss after tax and non-controlling interests of $20.19 million for the six month period ended 30 June 
2010 (2009: $5.38 million profit).  Profit before income tax and non-controlling interests was $4.54 
million (2009: $8.04 million).  
 
The result is primarily attributable to two major factors – the first being changes to the depreciation of 
buildings which were announced in May 2010 as part of the New Zealand Government’s Budget and the 
second being the current situation with the Group’s Chinese Joint Venture.  Further commentary on both 
of these issues appears below. 
 
These factors notwithstanding, Group revenue and other income for the period under review increased 
to $61.03 million (2009: $54.47 million).  Gross profit increased to $34.50 million (2009: $30.56 million) 
reflecting increased revenue, ongoing cost savings and productivity improvements.  
 
As at 30 June 2010, shareholders’ funds excluding non-controlling interests totaled $398.97 million 
(2009: $427.79 million) with total assets at $604.50 million (2009: $617.87 million).  These figures also 
reflect the factors referred to above.  Net asset backing (excluding non-controlling interests) per share 
as at 30 June 2010 now stands at 114.1 cents per share (2009: 122.4 cps) and has also been affected 
by the tax and accounting changes relating to building depreciation.   
 
 
Effect of the May 2010 Budget on the Group’s financial position:  
 
On 20 May 2010 the New Zealand Government announced a reduction in the corporate tax rate from 30 
percent to 28 percent and also 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 on 28 July 
2010 outlining the effect of these changes, notably an increase in its deferred tax liability.   
 
Although from an accounting perspective, this is a one-off, non-cash adjustment required under 
International Financial Reporting Standards, the adjustment and the corresponding deferred tax liability 
has had an effect on the Group’s year to date profitability by $26.80 million.  This will be reflected again 
in the full year results.  The changes have had a disproportionate effect on the Group because of its 
policy favouring ownership of its core assets rather than leasing of same.   
 
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 $1 
million per annum. 
 
The Government has also announced that it will undertake a review of the definition of “building 
structure” for tax purposes.  Of particular concern to the Group is the treatment of building fitout which is 
yet to be determined.  Due to high usage, the refurbishment or renewal of hotel room fitouts is generally 
undertaken in cycles of less than ten years.  Based on what is known currently, unless the review 
clarifies the treatment of building structure and excludes interior fittings and fitout items (such as lifts, 
bathroom fitout, air conditioning and chillers), the outcome of this review is almost certain to increase the 
tax paid in future periods as well as resulting in a further adjustment to the Group’s deferred tax liability.  
These adjustments will negate any beneficial effects from the reduction in corporate tax rates and will 
require the Group to reevaluate its future refurbishment and investment plans. 
 
 
New Zealand Hotel Operations:  
 
Total revenue for the New Zealand hotel operations (17 owned or leased and operated hotels excluding 
13 franchised properties) for the period under review was $53.33 million (2009: $51.43 million).  
Occupancy for those owned / leased hotels for the period was 68.1% (2009: 63.0%) across the Group.   
 
While key international markets continue to be soft, some signs of recovery have been seen in domestic 
leisure markets and the Group has been quick to adjust its marketing initiatives accordingly.  However, 
price competition has been notable in certain areas, notably the South Island and this is likely to 
continue for the foreseeable future.    
 
The Group is currently undertaking a refurbishment of the Kingsgate Hotel Terraces Queenstown and 
works are scheduled to be completed in the second half of the year.   



 

 
 
CDL Investments New Zealand Limited (‘CDLI’): 
 
CDLI announced an unaudited operating profit after tax for the six months ended 30 June 2010 of $1.68 
million (2009: $31,000 loss).  This result reflects more positive sales activity carried through from 2009.  
CDLI has reported that sales activity for the remainder of the year is not likely to be as positive as for the 
first half but is on track to remain profitable for the full year and is well positioned for a market upturn.   
 
 
Offshore investments – Australia and China:  
 
In Australia, occupancy at the Zenith Residences now exceeds 97% with the majority of the unsold units 
on short-term leases.  The units still owned by the Group are being marketed for sale.  While no sales 
have been achieved in the year to date, interest is increasing as market conditions slowly improve.   

In relation to the Chinese Joint Venture, the Company released detailed statements on 12 and 15 April 
2010 in which it reported that First Sponsor Capital Limited (“FSCL”) (a 34% associate company) had 
encountered certain difficulties arising from actions initiated by one of its Chinese joint venture partners, 
Cheung Ping Kwong, vis-à-vis Idea Valley Group Limited (“Idea Valley”), its subsidiaries and two of its 
related companies (collectively the “Idea Valley Entities”).   

In March 2010, Cheung seized unilateral control of the corporate seals of all (but one) of the Idea Valley 
Entities and terminated the employment of FSCL’s various appointees without authority.  He also 
unlawfully took control of the Idea Valley corporate office and denied FSCL and its appointees their 
rights to access the Idea Valley Entities’ accounts, records, bank statements and other information.  As 
soon as this was discovered, Cheung was removed from his appointments as Chairman, director and 
legal representative of the relevant Idea Valley Entities.  The corporate seals of the relevant Idea Valley 
Entities which had been seized by him were rendered void by the relevant boards of these entities.  

Between 8 April 2010 to 13 April 2010, FSCL learned that Cheung had made the following disposals, 
without any authority from the relevant Idea Valley Entities’ boards: 

(1) a 100% interest in the Idea Valley Entity that owned the West Coast Resort Hainan Hotel in 
Hainan province, to a party which had commenced litigation actions in the Hainan courts in 
connection with the hotel. Cheung had also used intimidation and forceful tactics to seize the 
seals and other corporate documents of the Idea Valley Entity which owned the hotel, and that 
of another Idea Valley Entity which operated and managed the hotel;  

(2) an 80% interest in an Idea Valley Entity which owns a development project in Dongguan, 
Guangdong province, to his close associate; 

(3) an 85% interest in an Idea Valley Entity which owns two parcels of development land in 
Huizhou, Guangdong province; and 

(4) a 70% interest in an Idea Valley Entity which carries on a landscaping business and owns 
various plantation nurseries. 

The FSCL Group continues to seek all available legal remedies to assert its rights including inter alia, 
voidance of all unauthorised sales made by Cheung and protect its interests in the Idea Valley Entities.  
Police reports have been filed with the relevant official authorities and investigations are currently still 
ongoing. Cheung’s unauthorised actions have also been reported to the Chinese governmental 
authorities.  Since the April announcements, some progress has been made in regaining control of 
some of the Idea Valley Entities.  To-date, the local registration process for the replacement of legal 
representatives and corporate seals has been completed for four Idea Valley Entities (including the 
entities owning the Cityspring developments located in Fuogang and Lianzhou counties in Qingyuan). 
These four Idea Valley Entities constitute approximately 20% of FSCL Group’s net assets as at 30 June 
2010.  Efforts are ongoing to complete the registration process for the remaining five Idea Valley Entities 
in Dongguan (which have not been the subject of Cheung’s illegal disposals) which constitute another 
9% of FSCL Group’s net assets as at 30 June 2010.     
 
A significant portion of the sale proceeds from the aforementioned illegal disposals received by the Idea 
Valley Group had been transferred to parties believed to be controlled by or affiliated with Cheung 
during March and April 2010.  For the period to 30 June 2010, FSCL Group recorded a net loss, the 
company's share of which is NZ$5.3 million.  The loss was mainly due to the write-off of fees and 
monies believed to have been misappropriated by Cheung and provision for debtors which FSCL 
believes it is unlikely to recover due to Cheung’s actions.     



 

FSCL management has obtained legal advice which states that it has a basis to recover all assets 
illegally sold by Cheung.  Various actions have been taken under civil and criminal law for the purposes 
of such recovery and are ongoing.  Based on the unaudited management accounts of FSCL Group as at 
30 June 2010 which has taken into account the abovementioned write-offs and provisions, FSCL 
Group’s aggregate exposure to the four assets illegally disposed is approximately US$44.9 million or 
approximately 28% of its net assets as at 30 June 2010.  The current market value of these assets 
illegally disposed is higher than that of its carrying book value.  MCK’s attributable share of this 
exposure is approximately US$15.4 million (NZ$21.5 million based on current exchange rates).  No 
provision for this exposure has been made as at 30 June 2010 on the basis of the legal opinion obtained 
and the ongoing legal actions.  However, as the success of the asset recovery efforts of FSCL and the 
Idea Valley Group continue to be heavily dependent on the assistance and cooperation from all the 
relevant official authorities, this position will be reviewed on an ongoing basis.  The FSCL Group’s 
overall results for the year will hence be determined by the progress of its asset recovery exercise. 
Should the asset recovery exercise in respect of the illegal disposal of the four assets be unsuccessful, 
the FSCL Group will need to provide for its exposure to these four assets in its income statement and 
MCK will then need to correspondingly account for its attributable share of such a provision. 
 
FSCL’s operations in Chengdu, Sichuan province remain secure and development and construction of 
the Cityspring project there are proceeding as planned.  The marketing and sale of two blocks of 
residential apartments commenced in June.  Sales made to-date have been encouraging.  The 
Chengdu operations constitute approximately 41% of FSCL Group’s net assets as at 30 June 2010.  
The other offshore assets of the FSCL Group which constitute approximately 2% of FSCL Group’s net 
assets as at 30 June 2010 are also secure. 
 
 
Outlook:  
 
While the New Zealand Hotel operations and CDLI will continue to show some improvement and remain 
profitable, the Group’s overall profitability for 2010 will be determined by the effect of the tax changes as 
outlined and whether the FSCL Group is able to regain control of the five Idea Valley Entities in 
Dongguan as well as recover and restore the assets illegally seized and sold by Cheung Ping Kwong.  
As the situation regarding both of these factors remains fluid, it is not possible to provide any meaningful 
guidance at this point in time as to the Group’s overall profitability for the remainder of the year.   
 
The Board will be monitoring both factors very closely and will use all reasonable endeavours to try and 
obtain the best possible outcomes in the interests of all shareholders.   

 
Wong Hong Ren 
Chairman 
5 August 2010 

 



 

5 August 2010 
 

MILLENNIUM & COPTHORNE HOTELS NEW ZEALAND 

PROFITS HIT BY INCREASED TAX LIABILITY  
 

New Zealand’s largest hotel owner / operator, Millennium & Copthorne Hotels New Zealand 
Limited (“MCK”), today announced its (unaudited) results for the six months to 30 June 2010.  

• Average hotel occupancy across the Group   68.1% (2009: 63.0%) 

• Group Revenue and other income   $61.03 million (2009: $54.47 million) 

• Profit before income tax and non-controlling interests $4.54 million (2009: $8.04 million). 

• Loss after tax and non-controlling interests   $20.19 million (2009: $5.38 million profit).   

MCK’s Managing Director Mr. B K Chiu said that the Group’s revenue grew by 12% while 
gross operating profit had actually increased by 13% to $34.50 million from $30.56 million in 
2009.  The Board was therefore disappointed to announce a loss.   
 
“Although the Chinese Joint Venture made a loss in the first half of 2010, there has been 
some progress regarding our Chinese Joint Venture since our releases in April and we have 
regained control of two development sites.  However, by far and away the most significant 
factor that has caused this result is the policy change regarding the depreciation of buildings 
which was announced as part of the Government’s Budget in May”, he said.   
 
Mr. Chiu said that this policy change, which necessitated a one-off, non-cash adjustment of 
$26.80 million did not impact on the company’s overall cash position.  However, it did have a 
major and immediate impact on the company’s results and will have significant ongoing 
effects.   
 
“The Government is also reviewing the definition of building fitout.  Unless the review clarifies 
the treatment of building structure and excludes interior fittings and fitout items, we will be 
looking at paying an additional $1million in tax per year from 2011.  That’s an additional 30 
percent plus on our tax bill.  And this is on top of the estimated $1million tax increase with the 
removal of the building depreciation.  Any gains from the 2 percent reduction in corporate tax 
are completely wiped out”, he said.  
 
Mr. Chiu said that refurbishment and development was critical not only for the company’s 
medium to long term growth but also impacted on the company’s ability to attract guests to 
our New Zealand hotels now and in the future.   
 
“International visitors and inbound tourism are critical planks of our economy and I hope that a 
business-friendly attitude and policy on depreciation will prevail”, he said.   
 
 
ENDS 

 
Issued by Millennium & Copthorne Hotels New Zealand Ltd 
 
Any inquiries please contact: 
B K Chiu, Managing Director   
Millennium & Copthorne Hotels New Zealand Ltd 
(09) 913 8058   
 

 
 


