PAGE  
2

Table of Contents

2Glossary


2Gallop South


2Gambling Act


3File Identities


4New Zealand Community Trust (NZCT)


6Executive Summary


7Introduction


8Identities


8Cordner Hill Law.


8Hagley Trustee No10 Limited


9Kai Restaurant and Bar


9Ken LU:


11Jun Hong CHEN


11Murray Charles ACKLIN  (Acklin)


12Mike O’Brien (O’Brien)


13Purchase of 66 Atkinson Avenue


14Current Investigation


14Background


15Investment by Gallop South racing clubs


15Hagley Trustees No10 Limited


16Interviews


16Peter Cordner


17Simon Williamson


17Doug Stuart


18Malcolm Little


18Marion Stevenson


18Ken LU


19NZCT involvement


Recommendation

21Recommendation re NZCT


22Recommendation re: Ken LU




Glossary
Gallop South 


Management Company for the following 13 Racing clubs based out of Otago and Southland.
· Riverton Racing Club

· Central Otago Racing Club

· Beaumont Racing Club

· Kurow Racing Club

· Gore Racing Club 

· Wyndham Racing Club

· Winton Racing Club

· Wairio Racing Club

· Otago Racing Club

· Oamaru Racing Club

· Waikouaiti Racing Club

· Tapanui Racing Club

· Southland Racing Club
CEO

Gallop South      
Andre KLEIN

Otago Regional

Manager

Gallop South        
Malcolm LITTLE

Southland Regional

Manager

Gallop South           
Doug Stuart
Gambling Act

The Act

This is a reference to The Gambling Act 2003 

Section 118 (1) 
A holder of, or key person in relation to, a class 4 operator’s licence or a class 4 venue licence must not knowingly receive or seek money, a benefit, an advantage, a privilege, or a gift from the following persons if the receipt has a condition attached to it and whether the receipt or condition is direct, indirect, formal, informal, or otherwise:
(a) 
a grant recipient or potential grant recipient:
(b)
a person that sells, repairs, services, or maintains gambling equipment.

Section 118 (3) 
A holder of, or key person in relation to, a class 4 operator’s licence, or person that sells, repairs, services or maintains gambling equipment must not knowingly offer money, a benefit, an advantage, a privilege, or a gift to the following persons if the receipt has a condition attached to it and whether the receipt or condition is direct, indirect, formal, informal, or otherwise:

(a) 
a grant recipient or potential grant recipient:

(b) 
a key person in relation to a class 4 venue licence.

Section 118 (5) 
A person who contravenes this section commits an offence and is liable on summary conviction to a fine not exceeding $10,000.

Section 118 (6) 
To avoid doubt, this section applies whether—

(a) 
the condition is attached either before or after the money is received by the person concerned; or

(b) 
any money is actually received by the person concerned.

Authorised 
Purpose (AP)
Definitions Section 4

a)
for class 1 gambling, class 2 gambling, and class 3 gambling, any of the following purposes:
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a charitable purpose:

(ii
a non-commercial purpose that is beneficial to the whole or a section of the community:

(iii)
promoting, controlling, and conducting race meetings under the Racing Act 2003, including the payment of stakes:
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an electioneering purpose:
b)
for class 4 gambling, any of the purposes specified in paragraph (a)(i) to (iii)

Class 4 Gambling
In respect of this report has the meaning given by section 30 (b) which states gambling that utilises or involves gaming machines
File Identities

Hagley Trustees
No10 Limited 
A trustee company established on 3 September 2007. Investments made by Racing clubs are held in this trust. Directors are Peter CORDNER and Timothy HILL.  

Chantilly 

Investments

Limited
The investment company Chantilly was established on 4 September 2007. The sole Director is Peter CORDNER.

Peter John 

CORDNER
Mr CORDNER is a partner in the law firm Cordner Hill Law situated in Christchurch. The other partner is Timothy John Hill. Mr CORDNER is a board and Life member of the Canterbury Racing Jockey Club and a close associate of Murray Charles ACKLIN.

Department
Means the Department of Internal Affairs or any other department of State that has assumed responsibility for the administration of this Act.

NZCT
New Zealand Community Trust, a corporate society operating Gaming Machines from venues around New Zealand. They operate gaming machines at venues in Southland Otago.
Venue
The term venue is the name given to premises where class 4 gaming is conducted. Often this will be premises licensed under the sale of Liquor Act.

Venue Operator
This is the holder of a class 4 venue to which a class 4 venue license applies. It applies to identity that owns the primary business at the venue. In this file it relates to the identity operating  

Gamin Machine 
Profit (GMP)
Gaming Machine Profit for a specified period is the turnover of the class 4 gambling in that period minus the total prizes paid out.

New Zealand Community Trust (NZCT) 

The Trust is incorporated under the Charitable Trusts Act 1957.

The present Trustees are

· Peter Dale (Chairman)

· Allan Isac

· David Pilkington

· Ian Wells

· Leslie Murdoch. 

The Executive Officer is Michael (Mike) Knell

NZCT has operated 4 venues Southland Venues. 

· Golden Age Tavern (Current)

· Woodlands Tavern (Current)

· Luxmore Hotel (Surrendered ….)

· Wallace Town (Surrendered April 2008)

NZCT currently operates 11 venues in the Otago region.

· Clutha District RSA

· Ettrict Tavern

· Golden Gate Lodge

· Grand Tavern

· Law Courts

· Normanby Tavern

· Omarama Hotel

· Pub on Warf

· Stadium  Tavern

· Stock X Change
· The Last Post

Executive Summary

A net proceeds committee of a corporate society licensed to operate gaming machines is required to receive grant applications from an organisation and consider the merits before distributing the funds. Sections 113 and 118 of the gambling Act were introduced to prevent grant recipients and other key persons from having, or being seen to have the ability to influence the net proceeds committee in any way.  

In order to circumvent the restrictions of the gambling act, a number of organisation heavily reliant on gaming machine funding have been discreetly investing into the purchase of a financial interest in a class 4 venue operation.

This investigation report focuses on a group of Southland Racing clubs who jointly made a total deposit of $620,000 into a Limited Trustee Company held in trust with a Christchurch law firm.

That same Law firm then immediately invested those funds into their own mortgagee company and lent those funds to a high performing venue operator in South Auckland to enable the venue operator to purchase of the actual building where the venue operated from. 
This investment action now makes the investors “key persons” as defined under that definition of the Act due to the investor’s significant interest in the “management, ownership and operation of the venue operator”.

The venue operator, a key person in relation to a class 4 venue licence, then contracted the gaming operation with a class 4 corporate society “conditionally” upon receiving the investment funds to purchase the building. Once contracted to operate the gaming machines at the venue, that corporate society would then fund those grant recipients who were also the key persons of the venue and are the same racing clubs who had made the initial investment into the trustee company, “conditionally” upon obtaining the venue contract.

In order for this money-go-round to work each of the three parties needed to form a conditional agreement which is an offence defined under section 118 of the Gambling Act and in order to camouflage the financial interest of the grant recipient they have invested their through two intermediaries. 
The first intermediary is the trustee company and then the second intermediary is through the mortgagee company. Even though grant recipients have created a distance between themselves and the venue operator, the Secretary can still determine that the racing clubs are key persons in accordance with the Gambling act if he “reasonably believes they have significant interest in the management, ownership, or operation of a venue operator”.  

Introduction

Since 2007 the class 4 corporate society known as NZCT has only ever operated gaming machines from four venues in Southland. Since the end of 2008 they have only been operating from two gaming site because two venues surrendering their licenses. The two sites that surrendered their licences were low performing sites and the remaining two could also be considered as low performing sites.
There are 13 Otago and Southland Racing clubs that form Gallop South. These clubs were approached by at least one known representative of a class 4 corporate society, and a person with interests in the racing industry to encourage those clubs to invest funds in order to secure gaming machine funding for their club.

In 2007 a trustee company called Hagley Trustees No 10 Limited was set up by a Christchurch solicitor to receive investments in excess of $620,000 from a variety of racing clubs including around $296,193 from the Gallop South Clubs.
These funds were then invested into another company from the same law firm and formed at a similar time called Chantilly Investments Limited. These funds were then lent out to Iongi Limited, a South Auckland venue operator to enable that company to purchase the building where it operated class 4 gambling. 
Since the Gallop South racing clubs have had their investment through intermediary companies in the Class 4 venue, NZCT has been granting excessive funds to the racing clubs that far exceed the revenue generated from their two gaming sites in the region. At the same time grant recipients outside of racing receive far less than is generated from those sites in the Southland region.

This disparity of regional funding is due to NZCT receiving funding from outside the region where they grant the funds. At this stage the inference being drawn from a number of facts is that NZCT is deriving the funds they grant to Southland racing clubs from the South Auckland venue where those clubs have a significant interest in the management, ownership and operation of the class 4 venue known formerly as the Blue Moon Bar and Restaurant.
Currently the Class 4 venue license has been surrendered due to the venues liquor licence being revoked. Auckland Liquor Licensing revoked the liquor licence after they established the venues core business of being a restaurant was not being complied with.    

The venue, through Ken LU, is trying to regain their liquor license as a restaurant and will be reapplying for a class 4 licence.   

Identities

Cordner Hill Law. 

Cordner Hill Law is a Christchurch based law firm. The two partners of this firm are Peter John Cordner and Timothy John Hill. 

Little is known of Mr Hill but Mr Cordner is a life member of the Canterbury Jockey Club and a current board member.

Cordner Hill Law administers several companies acting as trustees for a variety of investors. One of the companies that the firm administer is Hagley Trustees No 10 Limited whose investments are held by Chantilly Investments limited. Peter Cordner is the director of both companies and the shares are held by both Cordner and Timothy Hill.

Hagley Trustee No10 Limited

After a number of requests for information under the provisions of section 333 of the Gambling Act, Gallop South confirmed that the following Racing clubs made investments into Hagley Trustees No10 Limited;

Figure 1
	Hagley Trustees No.10
	Invested

	Central Otago RC
	$25,000

	Gore Racing Club
	$50,000

	Otago Racing Club
	$50,000

	Riverton Racing Club
	$182,500

	Southland Racing Club
	$80,000


This was not totally accurate because the public financial statements of the following Gallop South racing clubs also identify investments in Hagley Trustees No10 Limited.

Figure 2
	Tapanui Racing Club
	$?

	Waikouaiti Racing Club
	$15,000

	Beaumont Racing Club
	$5,000


A sister racing club of Riverton Racing club is the Taranaki Racing club and they also were identified through their 2008 financial statements as having invested $50,000 into Hagley Trustee Number 10 Limited.  
The investment into Hagley Trustees No10 Limited was loaned to a company called Iongi Limited 
and secured by way of a second mortgage over the building situated at 66 Atkinson Avenue in Otahuhu.

The first mortgage over these premises was held by Ascend Finance Limited
 for a term of 1 year. When this term expired and due to several faults in payment, Ascend Finance declined to reinvest in the building and called in their loan.
As Iongi Limited was unable to pay out Ascend Fiance the premises were due to go to a mortgagee sale. To protect their investment Chantily Investments decided to purchase the building off Iongi Limited for $1 million.

Chantilly raised the funds to purchase the property from Westpac Bank secured by a first mortgage. This only required Chantilly to repay Marac what was owed over and above Hagley Trustees initial investment of $620,000.

The investors into Hagley Trustee’s No10 Limited now currently own the building at 66 Atkinson Avenue Otahuhu Auckland. 

Kai Restaurant and Bar
The Kai Restaurant is one of three class 4 gaming venues about 200 meters apart in Otahuhu. 

The Kai Restaurant and Bar was formerly known as the Blue Moon Restaurant and Bar up until 25 March 2010. Prior to that it was called the Steamboat Restaurant and is situated at 66 Atkinson Avenue. 
The second venue is The Upper Lounge Bar, formerly Iongi’s Bar which is situated at 435 Great South Road in Otahuhu.
The third venue is Grace’s Place Tab Sports Bar also situated at 435 Great South Road Otahuhu. This venue is down stairs of The Upper Lounge Bar. The venue operator is identified in LT
 as Moon River2 Limited.
The venue operator for Iongi’s between 2 October 2006 and 23 April 2007 was identified as Iongi’s limited. This company had a previous name of T & D TRA limited and was registered with the companies’ office on the 18 May 2006. 
The Director and full shareholder of this company was Dzung Tuyet TRA (Anna) of 66 Atkinson Avenue Otahuhu, that of the Blue Moon
 where Anna was identified as the venue manager between March 2005 and May 2009.
The venue manager of Iongi’s between 2 October 2006 and 6 June 2007 was Vili Halakinikini IONGI. The same surname as the limited company that operates Iongi’s though the company registered as the venue operator is under the directorship of Dzung Tra.
Prior to Vili Halakinikini IONGI becoming venue manager, DIA records show that the venue manager was Grace XU, the wife of Ken LU.  
Ken LU:

Ken LU is a Chinese business man who operated Gaming machines at several Auckland Bars with the “The Order of St John Trust” back in 2002.  The Order of St Johns Regional Trust took LU to court for failing to bank several venues GMP.

LU counter claimed against the St Johns Trust for several million dollars and after 8 years of continual court expenses the matter was settled in 2010 out of court for $100,000. Mr LU was on legal aid the whole time while St Johns Trust was paying hefty legal bills and eventually considered it cheaper to settle out of court.
Ken LU is heavily involved in the Asian community and uses numerous contacts to front his operations
. 
In 2007 the department issued a proposal to cancel the venue licence for Blue Moon due to 22 accounts of late banking that had occurred at the venue from 13 June 2006 to 25 February 2007.
In response to this proposal, the venue operator
, appointed a new venue manager, Thomas PATUKI who was also the venue manager for Iongi’s Bar. Mr PATUKI was to replace the then venue manager The TRA
. This action resulted in the department cancelling their proposal. 
A 2007 Audit of Caversham Foundation found that $113,000 was deposited as a one off lump sum payment for several weeks of arrears venue bankings for Blue Moon
. It was established that the venue manager for the Jellicoe bar, Carol Fong, had deposited this cheque.

This audit established that Caversham Foundation was identified making a regular payments of $2,000 a week annotated as “Fong for Iongi”. Investigations revealed that these excessive venue payments to Jellicoe bar were in order to pay back the loan of $113,000 by The Van Tra which he had used to pay arrears of GMP banking to Caversham Foundation. In effect Caversham was paying back arrears in late banking to themselves through a third venue.
As a result of further late banking for both Iongi’s and Blue Moon, another proposal was issued by the Department to cancel the two venue licences of Blue Moon and Iongi and make Mr PATUKI unsuitable.
  

Around this time Caversham Foundation sold the gaming machines from the three venues
 to NZCT who is still the current license holder for these venues.
NZCT made submission to the Department of the proposal to cancel the venue claiming that the venue operator, Iong’s Limited, had been purchased by Joseph Peni MA’U of Topaz Drive in Tauranga.

It was pointed out to NZCT
 that Iongi’s limited had also accumulated $68,000 in unpaid GMP from their two venues. Joseph MA’U, now the new owner of that company, would be responsible for that debt before he could be approved as the venue operator. Also pointed out was that there were other outstanding debts that were of concern to the Department in respect of Mr MA’U.

As a result of the Departments concerns with the new owner of the venue Operator for Iongi Limited, NZCT submitted a new application on 27 August 2007 for a licence of the Blue Moon under the new venue operator name of BJ 168 Limited
. This company was under the directorship of Jun Hong CHEN
.

Jun Hong CHEN

Jun Hong CHEN is described in the application file as a female born 19 October 1971. The application also identified that CHEN was friends of Ken LU and Grace XU. The witness to the signing of this application is Ken LU along with David Stones from NZCT.

A Departmental Investigation dated 30 September 2009 established that Ken LU had submitted the application to incorporate BJ 168 Limited, the new venue operator for the Blue Moon.

An email
 is attached to the license application from Ken LU addressed to Andrew MORGAN and David STONES of NZCT making queries of the application.

On the 27th of October 2007 it appears that CHEN was interviewed by Compliance Gambling Inspector Stephen BALMER on the phone
. He states that he had interviewed CHEN and that she claimed to have previous experience with class 4 operations at the Cool Bar
 which she owned with her husband, Kai Hui ZHU.  
This is not actually the case according to LT3. LT identifies Kai Hui ZHU as the venue manager and a joint shareholder of Cool 168 Limited with Wenbo LIU. LT has no record of CHEN ever being involved in class 4 Gambling. 

The Department has considerable anecdotal evidence that supports Ken LU and his partner Grace XU are still the owners of a number of class 4 venues in South Auckland but in particular the three identified in this report.
  
It would be fare to say that the true owner of these three venues has never been properly established. 
It is currently operating under the banner of BJ 168 Limited and the venue manager is Jenny CHEN.
Murray Charles ACKLIN  (Acklin)

In 2010 ACKLIN was appointed as the President of Gallop South Racing, the administrative body of thoroughbred racing clubs from Otago and Southland. He was also reappointed in January 2010 as the Southern Director on the New Zealand Thoroughbred Racing Board. 

ACKLIN was President/Chairman of the New Zealand Racing Conference/New Zealand Thoroughbred Racing Inc for 11 years until mid-2003 and a Board Member of the New Zealand Racing Board/TAB for three years until 31 March 2006. 

He was Chairman of the Asian Racing Federation Executive Committee for six years. He was also a member of the Executive Council of the International Federation of Horse Racing Authorities, the world governing body. 

ACKLIN claims that in his daily role he was in contact with the key people in racing and has maintained that contact since on behalf of TTCF, namely, the Prime Minister, the Minister for Racing and the Spokespersons for Racing from all political parties; the New Zealand Racing Board/TAB which operates 16 sites where TTCF have gaming machines; the three Racing Codes and 130 Clubs which are among grant applicants to the Trust.

ACKLIN was appointed as the Business Development Trustee of TTCF. He has publicly claimed that the key elements to this role have been identified as:

· Conduit between Trustees and Service Providers, a role usually undertaken by EO.

· Keeping in contact with prospective new venue operators, done either in person, which involves travel, or by phone/email depending on the relationship. 

· Cold calling on venue operators in various locations around New Zealand.

· Maintaining contacts at a political level both local and national which is crucial given the nature of the gaming industry.

· Keeping in touch with the NZRB/TAB and private venue operators.

· Advising grant applicants to advise on suitability of project plans and on funding matters.

In 2006 and early 2008, Mr ACKLIN was investigated by the Christchurch Gambling Compliance Group (GCG) for offences against section 118.

In summary, the facts of this investigation were centred on documents written by Mr ACKLIN for TTCF trustees and verbal statements made by publicans approached by him. 

In these documents he had submitted to trustees of TTCF, he claimed he had formed an alliance with the New Zealand Racing Board (NZRB) for which he was a former director.

He claimed that jointly with a representative of NZRB he was approaching “racing friendly” venues and offering to upgrade there facilities and install a TAB, all conditional on them changing over to TTCF.

He further stated in these documents that grants for stake money from at least 50% of the venue gaming machine profit (GMP) would be made to their preferred racing clubs by TTCF.

I interviewed Mr ACKLIN in respect of offences against Section 118 of the Gambling Act and prepared a prosecution file for the consideration of the Department.

It was believed there was sufficient information to proceed with a prosecution against Mr ACKLIN though the Department chose to take another course of action through the Gambling Commission.

Mike O’Brien (O’Brien)

O’BRIEN was the former CEO of Metro Charitable Trust. In 2004 he was implicated in the formation of a scheme which involved Harness Racing Clubs, along with a few Thoroughbred Racing Clubs, purchasing gaming machine venues in order to secure gaming machines at those venues. 

The similarities between what occurred with Metro is so similar to this investigation it could be considered the same.

In summary Racing clubs gave just under $3,000,000 into a company formed by O’BRIEN. Funds were then siphoned out by O’BRIEN in order to purchase venues.

A report by O’BRIEN found during this investigation, it highlighted the obvious influence this racing Trust, and ultimately racing clubs, had over venues through their ownership.

“The trust has the alternative option. It could do nothing at all as there is no pressure regards the 33% rule, cashflow or debt servicing at any time thanks to Casino On Hardy – not just because of the Trusts operating machines there but also because of the influence at the site through its ownership”

In order to explain the investment and lack of legitimate return of it, each of the clubs who invested into this scheme amortised the value completely out of their accounts.

The accountant at the time for several of these Clubs was Pat O’BRIEN, father of O’BRIEN. He was also a member of several of these clubs and he wrote in the 2003 Marlborough financial statement;

“During the year the Club joined forces with Nelson, Kaikoura, Rangiora and NZMTC to purchase the above company. (Hardy’s of Nelson 2002 Limited)  This investment has resulted in substantial benefits to the Club in the current year. As the premises occupied by this company have 10 years left on its lease the committee have resolved that this investment be amortized over this period at $7,500 per annum”.

In effect the Racing club contributed substantial funds to O’BRIEN in order for him to purchase venues and secure grant funding with no intention of receiving an identifiable return and planned to amortise the funds immediately after the investment was made.

Purchase of 66 Atkinson Avenue
On 7 July 2009 Gambling Inspector Dave Macdonald spoke to an informant who claimed that the Riverton Racing Club had been giving money to an identity called Hagley Trustees Number 10 Limited in order for them to purchase a gaming machine venue and secure grant funding.

The informant claimed that Murray ACKLIN from TTCF had approached the club asking for a “further $70,000 to purchase another Hotel”, and they also identified Mike O’BREIN in this arrangement.

The informant confirmed that the transaction made by Riverton Racing Club was detailed in their online financial accounts. The informant further claimed this investment would give the club a further $300,000 in grant funding over two years.

The informant claimed that all the records for the transactions were held by Doug STUART in a separate folder on instructions by Murray ACKLIN
.  The informant believed the other persons involved are Malcolm LITTLE
 and Andre KLIEN
.

Enquires have revealed that Hagley Trustees No10 Limited received funds from Gallop South Racing Clubs and purchased the premises of the venue then known as The Blue Moon Restaurant and Bar .4
This venue is licensed to NZCT who only have two poor performing venues in Southland. NZCT has been distributing in excess of $500,000 per year in grants to racing clubs in Southland since the Blue Moon was acquired by Hagley Trust.
It is suspected that there is a conditional agreement arrangement between representatives of the Gallop South racing Clubs and the venue licence holder of Blue Moon to ensure the venue remains with NZCT. 

Current Investigation
Background

According to Companies Office records, Gallop South was incorporated as a society on 5 July 2007, and is made up of 13 horse racing clubs from Otago and Southland.

Figure 3
	CLUB
	PRESIDENT

	Beaumont RC
	Forbes Knight

	Central Otago RC
	Alister Eckhoff

	Gore RC
	James Allison

	Kurow JC
	Simon Williamson

	Oamaru JC
	Bevan Crombie

	Otago RC
	Leanne Richards

	Riverton RC
	Thomas White

	Southland RC
	Sean Bellew

	Tapanui RC
	Peter McDonald

	Waikouaiti RC
	Les Beck

	Wairio JC
	Ben Gordon

	Winton JC
	Alan Dykes

	Wyndham RC
	John Macdonald


Gallop South identifies their objective on its governing document and its web home page as;

“to promote, conduct, administer and co-ordinate thoroughbred racing in the Otago and Southland region”.
One of the 13 racing clubs of Gallop South includes the Riverton Racing Club who receives gaming-machine grants from corporate societies and as a grant recipient; the Club is subject to the scrutiny of the Department.
Doug STUART has been interviewed and admits to being a close associate of Mike O’BRIEN, also being fully aware that Racing Clubs have lent him money. Stuart also signed off as being the Secretary of the Gore Racing Club.

When interviewed both Malcolm LITTLE and Doug STUART they both detailed how a representative from Gallop South would attend all of the member the racing clubs meetings and records the minutes. Often it was them that would attend but on the odd occasion other staff from Gallop South may have gone in their place.

They claimed that the minutes would be typed up by staff from Gallop South and sent out to each committee member of the club who held the meeting. Others from several clubs have also admitted that they received minutes of meetings from Gallop South.
Investment by Gallop South racing clubs

Documentation was sought under the provisions of section 333 of the Gambling Act from the Riverton Racing Club relating to their investment into Hagley Trustee No10 Limited. Of the document received was committee minutes that showed the club had invested a sum of $182,500 through Cordner Hill Law.

Publicly available financial statements of other racing clubs affiliated to Gallop South revealed four other clubs made investments in Hagley Trustees No 10 Limited along with Gallop South themselves.

Documentation was also sought under the same provisions from the remaining 12 Racing Clubs. However all claimed to have been provided no information on the investment and claimed that everything was administered by Gallop South.

A similar request was made of Gallop South however they claimed that there were no minutes of meetings held by them or any of the clubs relating to the investment.

The clubs so far identified as investing into the company are Otago Racing Club, Beaumont Racing Club, Central Otago Racing Club and Gore Racing Club.

A 6th racing club was identified as the Taranaki Racing Club
 according to its financial statements and identified in the minutes from Riverton Racing club, as a “Sister Club”. 
The identified investment made into Hagley Trustees No10 Limited between the 6 clubs could only be identified as $296,193. This low figure was the result of the clubs amortising the actual cost of the investment.

In the public accounts of the Beaumont Racing Club in note 5: Hagley Trustees No10 Ltd, it states:
Last year the committee decided to invest $5,000 in Hagley Trustees Number 10 Ltd with security centred on property investment. Dues to the current economic financial conditions the investment in Hagley Trustees Number 10 Ltd has been written off to ensure investments of the club remain valued on a prudent basis.” 
In a letter from Mr Cordner provided to Senior Gambling Inspector Dave Macdonald, he confirms that $182,500 was invested with Hagley trustees No10 Limited by this club even though the Public annual accounts value of the investment as $85,664.00.
This letter further states that 

“Hagley Trustees No 10 Limited holds the investment in Trust. The investment is secured by a registered mortgage over a property”
. 

Hagley Trustees No10 Limited 
According to Companies Office records, Hagley Trustees No10 Limited is a limited liability company registered with the Companies Office on 23 September 2007. The company has two identified directors in Peter John Cordner and Timothy John Hill, both lawyers of Cordner Hill Law in Christchurch.
Included in the documentation received from the Riverton Racing Club was a letter from Mr P J Cordner of Cordner Hill Law to the Secretary of the Riverton Racing Club. This letter states that Hagley Trustees No10 Limited merely acts as a trustee for the contributors to the investment and does not trade on its own account. 
This letter confirms that Riverton Racing Club has made an investment of $182,500 into a mortgage through Hagley Trustee No10 Limited.
Mr Cordner claims that the investments made by the racing clubs are held by Chantilly Investments Limited in trust for the investors who had invested through the agency of Hagley Trustees Limited.

The chain of investment based on this statement is that each investing racing club has deposited funds through Cordner Hill Law into a trustee company called Hagley Trustees No10 Limited. This company has then invested into the investment company of Chantilly Investments Limited. The directors for this company are Mr Cordner and his business partner Mr Hill.  
Interviews

Peter Cordner
On the 5th of November 2009 Mr Cordner was spoken to and he confirmed the Riverton Racing Club and others had invested money with him in Hagley Trustees No10 Ltd, though he refused to name the other investing racing clubs.

Mr Cordner confirmed he is a partner of Cordner Hill Law, and is a former President of the Canterbury Jockey Club. He claimed in August 2007 he was approached by Ken LU, a Chinese person from Auckland claiming at the time to be a mortgage broker. 
Mr LU had claimed to him that an associate of his was looking at purchasing Blue Moon restaurant and Bar4. 

Mr Cordner explained that on the 24 September 2007 a company by the name of Iongi Ltd purchased the building of Blue Moon Restaurant and Bar for $1.1m and that the first mortgage was with Marac Finance.

He claimed the second mortgage for this property was with Chantilly Investments Ltd, a company set up by Mr Cordner’s law firm to lend clients money out with.  This second mortgage was for $620,000 from Hagley Trustees No10 Limited for Iongi Limited to buy the business premises at Blue Moon Restaurant and Bar.

Mr Cordner confirmed that the full loan amount of $620,000 was provided by investors in Hagley Trustees No10 Limited on to Chantilly Investments Limited.

Mr Cordner claimed that Doug Stuart of the Riverton Racing Club had approached him about making an investment of over $180,000.
Mr Cordner was told by me that I was aware other racing clubs were involved in the investment to buy Blue Moon. At that point Mr Cordner claimed privilege when I asked him details of who else had invested in the $620,000 lent out by Hagley Trustees No 10 Limited. 

Mr Cordner claimed that interest on the investment was being paid by the borrowers Iongi Ltd, but prior to October 2008 repayments became infrequent.  

According to Mr Cordner, in October 2008 Marac finance called in their mortgage from Iongi Ltd and Mr Cordner then had to “make a quick decision” to protect his client’s investment going to a mortgagee sale. He decided to buy the building off Iongi Ltd for $1M personally guaranteed by him. 

Iongi Ltd and its directors, who were no longer the landlords, still had the second mortgage (with Chantilly finance) and then became the tenant at the premises, operating the Blue Moon business. 

Mr Cordner claims rent on the investment was being received from Iongi Ltd until about March 2009 when the payments stopped after the Secretary for Internal Affairs cancelled Blue Moon’s venue licence due to non banking of the Gaming Machine Profits (GMP).

Mr Cordner claims to have repossessed the premises in May – June 2009. He claimed that he was again approached by Ken LU claiming to have new Chinese friends who wanted to buy the building and chattels, and they signed a contract conditional on getting a gaming machine licence for $900,000. 

Mr Cordner claimed that regarding Riverton Racing Club, no money had been paid in interest “to the clubs”.  The interest was to accumulate on call as per their “verbal” instructions.  He further stated that no documentation was ever sent to Riverton Racing apart from a letter early on setting out the terms and the interest rate.

In May 2008 NZCT took over the gaming machine operator at Blue Moon from Caversham Foundation. Mr Cordner claimed to have never conveyed to NZCT that Riverton Racing Club was involved in the ownership or to Riverton Racing Club that NZCT had the gaming machine licence to operate at the Blue Moon. 
Simon Williamson

Simon is the president of the Kurow Racing club. He states that his club made no investments into Hagley Trustees Limited. He stated that affiliated racing clubs of Gallop south had their secretarial work carried out by them. 

The club holds irregular meetings and they are always attended by a representative from gallop South who takes the minutes. He saw the role of the actual club as running the one calendar event they hold each year.

All their accounts are administered by Gallop South and in the minutes a motion is passed for Gallop South to pay the accounts. He stated that Gallop South couldn’t invest their money without the committee being aware of it. He is adamant that his club has not been approach nor have they invested any funds into any identity and particularly one called Hagley trustees Limited. 

Doug Stuart

STUART was interviewed on two occasions, firstly at the initial stage of the investigation by Inspector Dave Macdonald. He claims that some time in 2007 at a race meeting in Christchurch he was in a conversation with Peter CORDNER and others. The group was talking about the low interest rates for investments and CORDNER told them he operated a mortgage lending company and that he was able to obtain us a better rate.

STUART claimed to be aware of three Southland Racing clubs that would have had sufficient funds to make such an investment with CORDNER. He further claims that as far as he was aware it was an investment into property.

Mr Stuart confirms that he attended Southland Racing Club committee meetings and that he address the clubs on making such an investment with CORDNER. He claims to have presented no documents at these meetings and is unaware if he recorded in the minutes that the clubs agreed to invest.

He claims to have been unable to locate all documentation relating to the investment but was sure there would be minutes. STUART confirms that he has received nothing from CORDNER either before or after the investment was made. He also confirms that non of the Southland Clubs who invested with CORDNER have received a return on their investment. 
STUART has provided minutes confirming that Riverton Racing club leant Mike O’BRIEN $25,000 through his company QS Holdings and minutes confirm the committee approves the investment with CORDNER.

He has not provided any other documents or minutes relating to other Gallop South clubs who are known to have made investments.
Malcolm Little

LITTLE confirmed that he attended most committee meetings for the Otago Racing clubs affiliated to Gallop South. He confirmed that if he had attended the meeting or a representative from gallop South had then that person would record the minutes.

He claims that the investments made with CORDNER were never disgust at any club when he attended the meetings and he was unable to provide any minutes for any meeting even though several of his club invested. He claimed he had no idea how the approval was given by a club to make such an investment though he conceded that a club would have to approve it before Gallop South could make it.

I couldn’t help feeling that LITTLE was being deliberately vague. He is the Otago Regional Manager of Otago racing clubs for Gallop South yet claimed to know nothing about major investments being made by his clubs.   
Marion Stevenson

STEVENSON was the president of the Otago Racing Club at the time the club advanced funds in respect of the investment by this club with CORDNER.
She claims to know nothing about the investment or why the club approved the investment. 

Like LITTLE she was particularly vague. The Otago racing club had made a significant investment into this company and yet she claims she knew nothing about it as president.

STEVENSON had been on the New Zealand Racing Board chose not to stand against ACKLIN allowing him to return to the position.   

Ken LU

I had sent a section 333 request to Jenny CHEN for evidence of purchase for the venue Blue Moon. 

I received a phone call from a Maori women who asked me why I was asking for the information. I asked who she was and she stated she was the cleaner at the Blue Moon just as the phone hung up. About two hours later I received a phone call from a person claiming to be Johnny SHOE. Again this person wanted to know why I wanted the information on Blue Moon.

I challenged this person several times and stated he was in fact Ken LU. This person continued to claim he was Johnny SHOE and that he didn’t know a Ken LU. Eventually he admitted he was Ken LU and stated that he was a friend of Jenny and that she didn’t understand English. I asked how she was able to run a venue if she didn’t understand English and he claimed he helped her.

After agreement he provided me with a copy of the Sale and Purchase agreement for the property at 66-68 Atkinson Avenue Otahuhu.

He claimed that it was his understanding that "Bluemoon" had been shut for a while and that “he” made contact with one of the Directors of Chantilly Investment in Christchurch by the name of Peter Cordner. He claimed that he tried to negotiate to acquire the business but the terms and conditions offered to “him” were not favourable.

He claims that he later introduced Ms CHEN and her husband to the CORDNER. They negotiated the sales and purchase of the building with conditions stipulated in the sale and purchase agreement. He claimed Peter Cordner arrived in Auckland sometime in September/October 2009 to lock the door of the building when the tenant did not fulfil the obligations in the lease. 

NZCT involvement
According to the NZCT web site, and confirmed by information I located in the Department’s record, NZCT currently only hold venue licences for two venues in Southland: Golden Age Tavern in Gore and the Woodlands Tavern in Invercargill, though they did operate the Wallace Town Tavern in 2007 through to April 2008 and Luxmore Hotel to November 2008. 

Computer records held by DIA and confirmed by me show that Golden Age Tavern in Gore, the Woodlands Tavern and Wallace Town Tavern had been with NZCT since June 2004. 

The GMP generated from NZCT’s venues in Southland could only be described as poor, compared to other Southland venues and other NZCT venues elsewhere.  By looking at the average GMP for NZCT from their operation in Southland I would estimate that these last two venues would generate around half of the Blue Moon GMP per year.

According to figures held by the Department, the GMP for the whole of 2007 that these four NZCT venues in Southland generated was $406,167.08. In 2008 they generated $325,883.15 GMP and in 2009 they generated $239,792.56 GMP.  
Of the total GMP generated nationally, it is report in the December issue of Gambits on page 9 that NZCT return of funds to the community generated from gaming machines is 39.15% of their total GMP. 

According to information published in NZCT’s Web site, in 2007 they distributed $749,106 in Southland, of which $720,000 was to horse racing clubs leaving $34,138.24 to the rest of the Southland community. 

The NZCT web site was changed for the last three months of 2008 so that it didn’t record the area of distribution though I have managed to identify that NZCT granted $641,000 to Racing clubs in the Southland area for 2008. 
Figure 4
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In the first 6 months of 2009 the NZCT’s web site identifies that they distributed $637,000 in grants to racing clubs within the Southland area. 
Though NZCT like any other Corporate Society is not compelled to distribute funds within the area they are generated, like most Corporate Societies they claim on their web site that funds are returned to the local community: 
“We’re committed to ensuring money goes back into the communities from which it was raised” 
Addressed to venue operators on the web site, NZCT also state; 
"We believe charity begins at home, so we make sure that local community funding stays in the communities where it is raised. NZCT has established Regional Advisory Committees to offer advice on the best way to distribute these funds locally.” 
Conclusion

What we can currently show is that 6 Racing clubs affiliated to Gallop South, Gallop South themselves and Taranaki Racing club have all invested a variety of funds into a trustee company called Hagley trustee’ No10 Limited administered by solicitor Peter CORDNER. 

That CORDNER invested these funds in his company called Chantilly Investments Limited of which he is the sole director.

Chantilly Investments then purchased the venue building of Blue Moon Restaurant and Bar in Otahuhu. 

This venue was with NZCT who has two venues in Southland generate around $300,000 per year between 2007 and 2009.

 NZCT is distributing far greater funding to Southland racing than it is generating from the two venues.

Hagley Trustees No10 Limited is a key person under the Gambling Act as that company holds a significant interest in the ownership and operation of a venue operator.

The onus of proof to satisfy the Secretary is detailed in section 50 (2)(i), and 52 in order for a Operators license to be grant at a venue.
Section 51(1) sets out that the secretary ‘must’ undertake an investigation considered necessary to determine whether the applicant and key persons are eligible and suitable for the applicant to be granted a class 4 operators licence.   

Section 67(1) (f) sets out that the Secretary must refuse to grant a class 4 venue licence unless he is satisfied that there are no other factors that are likely to detract from achieving the purpose of the Act. 
Prior Consideration
I make two recommendations in respect of this investigation that would resolve any conflict of interest issues as highlighted. These recommendations are made after consideration of the following action;

Prosecution

The only applicable and most likely offence being committed by any of the identities identified would be against section 118 of the Gambling Act. However there is insufficient evidence to date that would support a prosecution under this or any other section of the Act.

There is no offence or evidence to support a prosecution of Ken Lu. 
Further investigation
It is unlikely that further investigations would reveal the key ingredient required for a prosecution under Section 118 of the Gambling Act unless a key person was to reveal, with actual supporting evidence, the conditional agreement required between the Racing Clubs, NZCT and Ken Lu from the Blue Moon.

Taking no Action 
Taking no action could encourage other identities to take a similar course of action and invest into gaming machine venues to secure grant funding for their particular cause.

No action could also create a less than transparent grant distribution process for NZCT that would be in defiance to the spirit of the Act.
It would prevent less than financially sound and charitable organisations receiving grant funding due to their inability to be in a position to invest into the industry. It would also create a reduction in funding to other legitimate organisations in the community.
If no action was to be taken against Mr Lu there would be a serious concern that further GMP may go missing from venues that he is linked to. Not trying to identify the actual legitimate investment of any given venue allows for undetected offences against section 118 of the gambling Act.

Recommendation re NZCT

What this report does show and is capable of being proved is that Hagley Trustee No10 Limited purchased the gaming machine venue of Blue Moon Restaurant and Bar through finance provided by grant recipients
 of NZCT. 
Due to the evidential difficulty in showing conditional agreement I would recommend that a licence condition be imposed on NZCT preventing them from granting any charitable funding to;

· Gallop South

· Riverton racing Club

· Gore Racing Club

· Taranaki Racing Club

· Central Otago Racing Club

· Otago Racing Club

· Southland Racing Club

· Tapanui racing Club

· Waikouaiti Racing Club

· Beaumont Racing Club

This condition sought would be at least until they either sell the building or satisfy the Secretary that they no longer have a significant interest in the venue.
Effect of Recommendation;
It would discourage other organisations attempting to secure charitable funding through investment into venues. It would also allow for a more fair and transparent grant distribution process.

There would be no benefit for any organisation to invest into a venue other than for a legitimate commercial return and not one through grant funding.

Recommendation re: Ken LU
I would recommend that a thorough investigation be carried out of the three venues identified as being linked to Ken LU in order to establish the true ownership or the significant interest he has in them. Any late banking identified for those venues to be taken into consideration in making Mr LU an unsuitable person to be involved in class 4 gambling.
Effect of Recommendation;

It would prevent Mr Lu from having any form of control over the banking of the GMP and there by make available further funding to the community.
This report is forwarded for consideration of recommendations
D M Bermingham

Gambling Inspector

Christchurch

� Venue Operator of Kai Restaurant


� Subsidiary of Marac Finance Limited


� Licence Track


� Now Kai Restaurant and Bar


� Anecdotal 


� Iongi Limited


� Partner of Anna


� Then the Steamboat Bar


� Issued 20 March 2008


� Iongi’s, Blue Moon, Graces.


� On 15 April  2009


� Register at Companies office 28 August 2009


� Jenny CHEN


� File Document number 00389 (email)


� File Document number 00390 (email)


� File Document number 00398 (email)


� Northcote, Auckland


� Kai Restaurant, Grace’s Place Sports Bar The Upper Lounge Bar


� TTCF Trustee


� Southland Regional Manager Gallop South


� CEO Gallop South 


� North Island Racing Club


� 66 Atkinson Avenue, Kai Restaurant and Bar


� Gallop South and associated Racing clubs






