
Credit Rating for MDC

How Council could get a credit rating



History

• 3-4yrs ago Executive looked at credit ratings
• Decided to leave it due to 3 waters uncertainty
• The cost of the set up and ongoing would be repaid in future years

2023/24
• Audit and Risk wanted to relook at credit rating options with the intent 

to reduce interest costs rather than increase borrowing capacity.



What is a credit rating

• A credit rating provides an independent assessment of the credit 
quality of an entity, with borrowers utilising the rating to support 
their funding arrangements by giving comfort to investors and 
lenders when making investment or lending decisions.

$55,000 to establish rating (need to recheck this price)

$57,000 per annum to maintain yr 2 onwards (price is recent)

$67,500 to establish rating  (need to recheck this price)

$67,500 per annum to maintain (need to recheck this price)

Who provides credit ratings



What are the advantages of being rated

Higher debt cap – you can borrow more

Net Debt to total revenue ratio moves from under 175% to under 280%

Higher debt = more assets = more depreciation (or loan repayments)  and interest costs 
= higher rates (or Development Contributions)



What are the advantages of being rated
Cheaper interest rates on new borrowings

 The LGFA has differential pricing according a 
borrower's credit rating, this is as follows:. 

• ‘AA’  is nil

• ‘AA-’ is 0.05%

• ‘A+’ is 0.10%

• Unrated is 0.20% (which MDC currently is)

A basis point is 1/100%



How long will it take for ‘break even’
Assumes:
•  Credit rating as at 1 Jan 2025
• The cost of being credit rated stays at $57,000pa
• Commercial papers stay at same level (the short term papers)
• Using the rates as at 8 Aug 2024

• Using the Council debt as per LTP (includes 3 Waters)

Note – May take 1-2yrs longer as MDC do not do their full budgeted debt 
draw each year



A/A+ Credit Rating

Councils include:     Horowhenua A+    Upper Hutt City Council A+    Tauranga City Council A+  



AA- Credit Rating

Council Include:  Hamilton,  BOP regional, Hastings, Porirua  Queenstown Lakes, Clutha, Timaru, Waipa, Whakatane



AA/AA+ Credit Rating

Councils Include:  Auckland, Ashburton, Chch City, Dunedin, Invercargill, New Plymouth,  PNCC, Taupo, Waimakariri, Selwyn, 
Whanganui, Western BOP, Whangarei, Waikato Regional



Ratings of Councils

• Feb 2024 S&P Global Ratings has revised the outlook for 15 councils and two council controlled organisations from "stable" to 
"negative" and said the overall financial trend is weakening.

• Among those having their outlooks downgraded were the Greater Wellington Regional Council, and councils in Dunedin, New 
Plymouth, Whanganui, Upper Hutt , Tasman and Nelson.

• The outlook revision is not a rating downgrade. Most local councils and their associated commercial organisations are rated AA, 
which are underpinned by the country's national top tier AA+ rating

• "Rising infrastructure budgets and responsibilities are exerting pressure on the finances of New Zealand's local governments. 
Revenues and central government grants are not rising enough to cover this additional spending,"

• "This is leading to widening revenue and expenditure mismatches, as seen in large deficits and rising debt compared with similar
systems.

• S&P said the outlook for council finances was further dimmed by uncertainty about the future direction of policies on key issues

Influenced by both Council actions, Govt Policy and budget pressures

S&P revises credit rating outlook for Wellington, Dunedin, New Plymouth councils | RNZ News 

https://www.rnz.co.nz/news/business/509644/s-and-p-revises-credit-rating-outlook-for-wellington-dunedin-new-plymouth-councils


MDC position with 3 Waters as external entity
Using LTP budget figures (not credit rated)  - And no adjustment for retained overheads

We are yet to determine – what is the impact on the three waters ‘entity’



Advantages to credit ratings

Increases Councils ability to borrow
• But this increases interest and loan repayments (impacts rates) 

Reduces the cost of interest
• But takes multiple years to recover the overall cost of the credit rating

Approx 
5yrs

Approx 
3yrs

Approx 
2yrs

Initial cost to be rated $55,000
Annual cost $57,000



Next steps / considerations
We could get a ‘shadow rating’  $15k from Bancorp

We could investigate further:
• What is involved in being rated 
• What do they consider going forward
• What actions of Council could impact the rating in the future

• Is this something we should be considering after decision on three waters?
• Three waters decisions will impact council debt and therefore the financial 

viability of the credit rating (take longer to repay the rating cost)

Credit ratings are revisited ANNUALLY
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