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This report does not constitute a rating action.

A cap on annual increases in property rates could strain the finances of New Zealand's debt-
laden local councils. Unless the cap is matched over time with cuts to spending growth, we
believe this will be credit negative for the sector.

What's Happening

On Dec. 1, 2025, New Zealand's central government announced that it will limit growth in local
council rates to 2%-4% per year. The cap starts in 2029, but monitoring of rates will begin in 2027,
presumably to dissuade frontloading of rate hikes. Rates inflation was 12.2% in the year to June
2025, the highest in decades. "Rates" (general rates, targeted rates, and uniform annual charges)
are recurrent taxes levied by councils on property owners.

Why It Matters

Capping rates could exacerbate fiscal imbalances. New Zealand's councils have broad
autonomy to raise rates as much as they see fit, and recent annual increases have far exceeded
inflation. Despite this, some have failed to achieve balanced budgets (on an accrual basis), as
required by regulation. If councils are inhibited in their ability to lift future rates, they could
further struggle to balance the books or lean more heavily on debt to finance capital expenditure.
This will weigh on credit quality. Subnational cash deficits and debt ratios in New Zealand are
already much higher than global peers'.

Budgetary flexibility may no longer be superior to other municipal systems. We presently
assess 10 councils (out of 24) as having above-average fiscal flexibility relative to domestic and
international peers, and we reflect this in a positive adjustment to their budgetary performance
assessments. We could remove this adjustment if a strict rates cap were enacted. (There may be
exceptions for a handful of councils with large investment funds or sellable assets.)

Underinvestment could be an unintended outcome. A rates cap could lead to deferred
maintenance or asset renewals, as observed in some Australian councils operating under a
similar regime. In a recent briefing, New Zealand's Treasury cautioned: "Successive
underspending by local councils over the last 35 years, in the face of pressure to keep rates low
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and rate rises to a minimum, means that rates are significantly below the level that they need to
be in order to be considered sustainable."

The proposed cap adds to policy uncertainty. In February 2025, we lowered our institutional
framework assessment on the New Zealand council sector. Since then, the central government
has unveiled an ambitious slew of proposals to reform the Resource Management Act, supplant
regional councils, implement a regulated development levies system, and force councils to
prioritize "core" services. The cumulative impact of these workstreams makes long-term planning
difficult.

New Zealand council rates increases outpace broader inflation
Year-on-year price growth
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What Comes Next

Councils will need to contemplate cost cuts. We anticipate that some councils will downsize
(usually discreetly, through hiring freezes or a "sinking lid" policy), reduce levels of service, or
seek other efficiencies. If councils hope to plough on with large capital investment programs,
they may be forced to take on more debt. This would be credit negative.

There is limited scope to raise non-rates revenue. At most councils, rates revenue represents
about one-half to two-thirds of total income. Some councils could partly offset lost rates revenue
by lifting parking fees, bus fares, and other user charges. However, many other revenue lines, like
consenting fees and development contributions, operate on a cost recovery model under
legislation.

How exemptions are assessed will be important. Councils will be able to seek permission from a
regulator to exceed the cap "in extreme circumstances, such as a natural disaster" or for
"catching up on past underinvestment." But as severe weather events become increasingly
common, and with many councils wanting to renew ageing assets, the regulator's amenability to
exceptions could be a crucial credit consideration. Councils are not homogenous. A one-size-fits-
all cap could heap pressure on those councils that need revenue growth the most.

We will update our credit views on each council as plans become clearer. As councils prepare
their next round of budgets, the impact on credit ratings will hinge on the extent to which they
can tighten their belts in a revenue-constrained environment.
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Related Research

e New Zealand Water Reforms Don't Guarantee Rating Relief For Local Councils, Oct. 28, 2025

e |nstitutional Framework Assessment: New Zealand Local Governments Face Rising Fiscal
Imbalances And Less Certain Policy Settings, March 17, 2025

AUSTRALIA S&P Global Ratings Australia Pty Ltd holds Australian financial services license number 337565 under the Corporations Act 2001. S&P Global
Ratings credit ratings and related research are not intended for and must not be distributed to any person in Australia other than a wholesale client (as defined
in Chapter 7 of the Corporations Act).

www.spglobal.com/ratingsdirect December 2,2025 3



New Zealand Local Government Brief: Rates Cap Tightens The Financial Screws

Copyright © 2025 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do
not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The
Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In
no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Some of the Content may have been created with the assistance of an artificial intelligence (Al) tool. Published Content created or processed using Al is
composed, reviewed, edited, and approved by S&P personnel.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any
securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following
publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment
advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory
purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty
whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been
suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities.
As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.spglobal.com/ratings (free of charge),
and www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors.
Additional information about our ratings fees is available at www.spglobal.com/usratingsfees.

STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect December 2, 2025



	What's Happening
	Why It Matters
	What Comes Next
	Related Research



