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STATEMENT OF EVIDENCE OF CRAIG GRAHAM ARMITAGE (COSTS 
ANALYSIS) 

INTRODUCTION 

1 My name is Craig Graham Armitage.   

2 I am a partner in the Corporate Finance practice of 
PricewaterhouseCoopers, Christchurch, and have 25 years’ 
experience in valuing businesses, projects, and corporate 
transactions and undertaking merger and acquisition work.  I have a 
Bachelor of Commerce and Management from Lincoln University. 

3 I confirm that I have read the Expert Witness Code of Conduct set 
out in the Environment Court’s Practice Note 2014.  I have complied 
with the Code of Conduct in preparing this evidence and I agree to 
comply with it while giving oral evidence before the Hearings Panel.  
Except where I state that I am relying on the evidence of another 
person, this written evidence is within my area of expertise.  I have 
included all material facts of which I am aware in forming the 
opinions expressed in this Statement (set out in Section 5) and have 
not omitted to consider material facts known to me that might alter 
or detract from the opinions expressed in this evidence.   

SCOPE OF EVIDENCE 

4 I first became involved with Tailorspace Property Limited 
(Tailorspace or the Company) in December 2014 when I was asked 
to review and summarise the commercial viability of repairing the 
building at 152 Oxford Terrace known as the Public Trust Building.  I 
prepared a short report in relation to the same.  An updated version 
of that report is attached and marked “A”.   

5 In preparing my report I used and relied upon the other material 
listed on page 8 of my report. 

6 My report should be read as part of this evidence, but I now 
summarise and update my report as follows.   

COMMERCIAL REVIEW OF REPAIR OPTIONS FOR THE 
PROPERTY AT 152 OXFORD TERRACE 

7 I reviewed the three repair options for the building (to 34%, 67% 
and 100% of National Building Standard (NBS)) and a fourth option 
to rebuild the building.  Each repair option would incur a total cost 
which is greater than the consequential estimated market value of 
the repaired building.  On that basis a repair of the building in the 
current market is financially uneconomic. 
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8 The cost of repairing the building to 100% NBS as $28.35 million.  
Once repaired, the building would have a value of $8.975 million, 
resulting in a $19.375 million loss. 

9 The cost of repairing the building to 67% NBS as $26.225 million.  
Once repaired, the building would have a value of $6.885 million, 
resulting in an $19.34 million loss. 

10 The cost of repairing the building to 34% NBS as $17.31 million 
(construction cost only, excluding land, profit and risk, and holding 
costs).  Once repaired, the building would have a value of $2.605 
million, resulting in a $14.705 million loss. 

11 Neither could the project break even through rental returns.   

12 I reviewed the additional information provided by CBRE which 
updates their 2014 price and value findings.  Despite a range of 
generally positive  improvements in sentiment around the 
Christchurch CBD commercial property market in 2015 (more 
tenants moving into the CBD, more buildings being completed, and 
lower interest rates), there has been no change in the economic 
viability of 152 Oxford Terrace. 

13 To make the project break even, the rental for the property would 
need to be nearly three times what CBRE indicates the market is 
prepared to pay. 

14 To put this into context, at the repair cost of $18.0-$19.7m to bring 
the building up to 67-100% of NBS, the building would need to 
generate between $2.20 million and $2.23 million in rent to be 
economical to repair.  Our desktop review of CBRE’s rent figures 
indicates rents of approximately $900 per square metre would 
therefore be required on average across the building. 

15 This is two-and-a-half to three times CBRE’s range of what it is 
likely to rent for (an estimated rent of $500,000 to $700,000 total 
rent or approximately $275-$350 per sqm for refurbished buildings 
that are 100% NBS and $200- 250 per sqm for lower NBS% 
buildings).   
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RESPONSE TO CCC EVIDENCE 

16 I note that the evidence of Jackie Gills (s.7.40) references repair 
costs.  These have now been updated by CBRE and are significantly 
higher than those noted in her evidence. 

 

Dated:  11 December 2015 

 

Craig Armitage 
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ATTACHMENT A: COMMERCIAL REVIEW OF REPAIR OPTIONS 
FOR THE PROPERTY AT 152 OXFORD TERRACE 
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Important message 

Important message to any person not authorised to have access to this report. 

This report and brief of evidence is required solely to assist Tailorspace Investment Limited in their proceedings in relation to the District Plan submission, and 
has been prepared exclusively for that purpose. 

Any person who is not an addressee of this report or who has not signed and returned to PricewaterhouseCoopers a Release Letter is not authorised to have 
access to this report. 

Should any unauthorised person obtain access to and read this report, by reading this report such person accepts and agrees to the following terms: 

1. The reader of this report understands that the work performed by PricewaterhouseCoopers was performed in accordance with instructions provided by our 
addressee client and was performed exclusively for our addressee client’s sole benefit and use. 

2. The reader of this report acknowledges that this report was prepared at the direction of our addressee client and may not include all procedures deemed 
necessary for the purposes of the reader. 

3. The reader agrees that PricewaterhouseCoopers, its partners, principals, employees and agents neither owe nor accept any duty or responsibility to it, 
whether in contract or in tort (including without limitation, negligence and breach of statutory duty), and shall not be liable in respect of any loss, damage or 
expense of whatsoever nature which is caused by any use the reader may choose to make of this report, or which is otherwise consequent upon the gaining of 
access to the report by the reader. Further, the reader agrees that this report is not to be referred to or quoted, in whole or in part, in any prospectus, 
registration statement, offering circular, public filing, loan, other agreement or document and not to distribute the report without PricewaterhouseCoopers’ 
prior written consent. 



8 December 2015 

Dear Sir, 

In accordance with your instructions, as confirmed in our letter of engagement dated 4 December 2015, we present our 
commercial review of repair options for the Property at 152 Oxford Terrace. Our findings are solely based on the information 
contained in the specialist third party reports provided and specifically referenced in our report.  

We have reviewed the three repair options for the Property and a fourth option to rebuild the building. Each of these options 
incurs a total cost which is greater than the estimated market value of the repaired building. Therefore a repair or rebuild of 
the building in the current market is financially uneconomic. 

We have reviewed the additional information provided by CBRE which updates its 2014 price and value findings. Despite a 
range of generally positive  improvements in sentiment around the Christchurch CBD commercial property market in 2015 
(more tenants moving into the CBD, more buildings being completed, and lower interest rates), there has been no change in 
the economic viability of 152 Oxford Terrace. 

To make the project breakeven, the rental for the Property would need to be over three times what CBRE expects lessees 
would be prepared to pay. 

To put this into context, at the repair cost of $26.2m to $28.4m to bring the building up to 67-100% of NBS, the building 
would need to generate  between $2.20m and $2.23m in rent to be economical to repair. Our desktop review of CBRE’s rent 
figures indicates rents of approximately $900 per square metre would therefore be required on average across the building.  

This is two-and-a-half to three times CBRE’s range of what it is likely to rent for (an estimated rent of $500,000 to $700,000 
total rent or approximately $275-$350 per square metre for refurbished buildings that are 100% NBS and $200- 250 per 
square metre for lower NBS% buildings).  

It is important to note that, further to our earlier report dated 18 December 2014, additional information on the full cost of 
redevelopment has been prepared by CBRE which has a material further negative impact on the economic feasibility of 
repair (the Development Feasibility letter dated 7 December 2015). We note, however, that the conclusion of our current 
report is the same as the 18 December 2014and the new information simply makes the repairs less economic. 

We draw your attention to the important notice and restrictions set out in our engagement letter and the scope and process 
of our work, contained in Appendix 1. 

Yours faithfully, 

 

 

Craig Armitage  
Partner 
Corporate Finance 
craig.armitage@nz.pwc.com 
 

 

PricewaterhouseCoopers, 5 Sir Gil Simpson Drive, Canterbury Technology Park, PO Box 13244, Christchurch 8053 
T +64 (3) 374 3000, F + 64 (3) 374 3001 

Glenn Taylor 
Tailorspace Investment 
Limited 
P.O. Box 144 
Christchurch 8140 
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8 December 2015 

Current economic environment in Christchurch 

The earthquake which occurred on the 22 February 2011 has had a 
significant impact on the Christchurch CBD. While there was an immediate 
exodus of businesses leaving the CBD in favour of Christchurch suburbs, 
many businesses are now looking to return to the CBD which is starting to 
increase demand for office, retail, and commercial space in the CBD.  

While the rebuild is now underway, there  remain significant pockets of 
land and buildings which have yet to be repaired or replaced. Such 
undeveloped areas may impair the values of the buildings and land in close 
proximity, hindering further redevelopment as they form a sort of ‘urban 
blight’ or drag on surrounding property values. On a case-by-case basis, 
some buildings may also pose a range of  Health and Safety Risks and / or 
lead to increased crime and public safety concerns.  

As an outcome of the damage and construction lessons learned from the 
Christchurch earthquakes, New Building Standard (NBS) were introduced.   

We understand through review of CBRE’s October 2014 report and 
Development Feasibility Letter dated 7 December 2015  that A & B grade 
office accommodation in the CDB currently has rental ranges from 
approximately $385 to $425 per sqm, while rentals for refurbished office 
stock are significantly below these levels, ranging from $200 to $350 sqm. 

We further understand that prime CBD/ fringe investment sales, 
particularly for new build accommodation, have attracted capitalisation 
rates between 7.0-7.5% in what CBRE describes as a “strong market”.   

An simple explanation of capitalisation rate is: unless new buildings 
generate  rent equal to 7.0% to 7.5% of their total cost to build the finished 
value of the building would be less than its cost (ie. resulting in value 
destruction). 

 

 

The Property 

The Property is located at 152 Oxford Terrace, Christchurch.  It is a 2,787  sqm, 
mid-rise, commercial building with a Group 3 Heritage listing. The building 
suffered extensive damage as a result of the earthquakes and remains 
unoccupied.  

According to the Aurecon building strength assessment report dated 
September 2012, the concrete shear walls have a NBS rating between 8-12%, 
and column lateral deflection of 24% NBS, suggesting that considerable 
strengthening work is required to bring the building up to even minimum 
levels of the new standard.  

Methodologies used to assess the property’s repair options 

The CBRE report considers three repair strategies, namely: 

1. Repair to 34% of the NBS; or 

2. Repair to 67% of the NBS; or 

3. Repair to 100% of the NBS. 

We comment further on the three repair strategies and the assumptions 
provided by CBRE and AECOM, including an additional strategy to rebuild, in 
the following pages.  

 

 

Background 
Current economic environment in Christchurch for commercial properties 

Tailorspace Investment Limited 
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Commercial viability of repairing and retaining the property 

Across the three repair strategies, CBRE provided a range of assumptions 
for the Property which are summarised in the table below. Further to these 
assumptions, AECOM was also asked to provide an indicative costing of 
the repairs required to meet the various NBS percentages. The table below 
provides a summary of these key assumptions provided by independent 
experts. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In December 2015 CBRE provided a Development Feasibility and 
Methodology for the 67% and 100% NBS scenarios (letter dated 7 
December 2015). This included allowances for land costs, engineering and 
repair costs, profit and risk and increased the cost of repairs for these two 
scenarios to $26.225m and $28.350m  respectively. CBRE and AECOM’s 
2014 reports included only engineering and repair costs and did not 
account for the other cost elements. We have relied upon CBRE’s updated 
costs to form our view. 

Assumptions 

We note that the rental assumptions by CBRE have been based on the previous 
building layout, tenancy dynamics and net lettable areas. A breakdown by 
tenancy component over the various NBS percentages was completed by 
CBRE. Rental ranges for the building and associated spaces are in the range of 
$75 to $350 per square metre which is on par with levels which refurbished 
buildings are currently achieving in the market.  

CBRE estimated the yields for a repair to 67% and 100% NBS with reference to 
observed CBD core refurbished and lower grade properties.  

CBRE omitted the yield for a repair to 34% NBS because CBRE considered that 
the residual value methodology value was most suited to the valuation of this 
type of property. For a repair of the property to 67% and 100% NBS, the 
implied value determined by CBRE has been driven by the income stream 
derived and the expected yield. 

However at 34% NBS, CBRE considers that the end value would not be driven 
by the income stream derived, rather the value would be derived with 
reference to the land value less demolition costs, plus some holding income (or 
residual value). No additional value has been incorporated for repairing the 
property to 34% of NBS. (CBRE has, however, estimated that a 9.00% yield 
would be required as a minimum return on cost for the 34% NBS level.) 

Irrespective of these matters, the cost to repair under all three scenarios 
significantly exceeds the implied end value of the repaired building.  

In all three NBS scenarios the resultant building value estimated by CBRE 
would be significantly less than the cost of repairs, resulting in substantial 
value destruction.  

Based on the above analysis and assumptions provided by CBRE and AECOM, 
we conclude that it is not commercially rational to undertake the repairs as 
outlined, as such repair would result in an economic loss to the owner in each 
case.  

 

Assumptions 
CBRE and AECOM assumptions to support  the attainable rental rate of the property, yield, cap rate, and repair cost 
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NBS 
Rental 

assessment Cap rate 
Resultant  Building 

Value  Cost of repairs 

100% $694,615 7.75% $8,975,000 $28,350,000 

67% $613,352 8.50% $6,885,000 $26,225,000 

34% $527,668 n/a  $2,605,000 $17,310,000 

Heritage 
Replica $19,000,000 

Modern 
Equivalent $16,020,000 

Source: CBRE Consultancy Report 20 October 2014, CBRE Development Feasibility Letter dated 7 December 

2015, AECOM 17 December 2014 
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Hypothetical: What would need to change to make the repair of 
the building financially viable? 

The table below sets out the annual rental or yield range that would be 
required to achieve a property value equal to the repair cost based upon the 
key assumptions provided by CBRE and AECOM.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In the current market such rental rates are not believed to be achievable.  
Additionally, accepting a yield less than market is not economically viable.  

To put this into context, at the repair cost of $26.2m to $28.4m to bring the 
building up to 67-100% of NBS, the building would need to generate  
between $2.20m and $2.23m in rent to be economical to repair. Our 
desktop review of CBRE’s rent figures indicates rents of approximately 
$900 per square metre would therefore be required on average across the 
building.  

This is two to three times CBRE’s range of what it is likely to rent for (an 
estimated rent of $500,000 to $700,000 total rent or approximately $275-
$350 per square metre for refurbished buildings that are 100% NBS and 
$200- 250 per square metre for lower NBS% buildings).  

 

Commercial viability of repairing and retaining the Property 

The resulting losses from the aforementioned assumptions can be observed 
in the table below:  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
We note that the cost of repairing the building to 34% NBS and the resulting 
implied value is equivalent to selling the Property on an as-is-where-is basis. 
It therefore does not make commercial sense to spend money on repairs and 
it could be a better economic outcome to leave the property in its current 
state of disrepair.  

 

Analysis 
Our comments on the various repair options for the property 
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NBS 
Cost  

to Repair 
Market 
Yield 

Commercial 
level of Rent 

Required 

Change $ 
 above CBRE 

Estimated 
Market Rent 

Change % 
above CBRE 

Estimated 
Market Rent  

100% $28,350,000 7.75% $2,197,125  $1,502,510  216% 

67% $26,225,000 8.50% $2,229,125  $1,615,773  263% 

34% $17,310,000 9.00% $1,557,900 $1,030,232 195% 

Source: CBRE Consultancy Report 20 October 2014, CBRE Consultancy [letter] 4 December 2015, 

AECOM 17 December 2014 
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Final comments 

We note that the reports provided do not incorporate the time value of money. 
Consequently, the longer the building is left in its current state of disrepair, the 
greater the cost to carry out the works is likely to be, as well as additional 
works that will be required due to further deterioration in the state of the 
building.  
 
Overall, we see no financial reason why the building should be repaired, given 
to do so would result in a substantial economic loss (as the cost of the repairs 
significantly exceeds the resulting value of the Property). Over the medium to 
long term it is likely that the financial feasibility of repairing the Property may 
erode further as additional holding costs are incurred. 
 

 

Conclusion 
Our comments on the financial feasibility of the various repair options for the property 
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Appendix One – Scope and process 
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Tailorspace Investment Limited • Commercial review of repair options for the property 

at 152 Oxford Terrace 

Scope Process 

Purpose PwC has been engaged by Tailorspace to provide an independent assessment of the commercial viability of the repair 
options for the Property, based on a desktop analysis of the specialist reports prepared and provided. 

Information cited 
and referenced 

• OPUS                    – Peer review, 14 December 2012 
• Aurecon               – Draft building  damages addendum and repair solutions report, 10 September 2012 
• Aurecon               – Building strength assessment, 27 October 2011 
• Aurecon               – Geotechnical investigation & assessment, 7 June 2012 
• Davis Langdon  – Peer review for BBCL repair cost estimate, 13 December 2012 
• CBRE                    – Consultancy report, 20 October 2014 
• AECOM                – 152 Oxford Terrace Building Assessment, 17 December 2014 
• CBRE                    – Letter Dated 7 December 2015 “Development Feasibility Background and Methodology 

Other Certain numbers in table throughout this report have been rounded and therefore may not add up exactly. Unless 
otherwise stated, all amounts are in New Zealand dollars. 


