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The Queensland Treasurer has delivered another strong budget for 2007-
08. Revenue is expected to be fractionally lower, in part due to a further
round of tax reductions totalling $49 million. Spending will be increased
across a range of portfolios and there will be measures to expand trade
opportunities and to encourage new industries. Despite this, the budget
will remain strongly in operating surplus. There will be significantly
increased spending on capital works, including for transport, water and on
climate change. State borrowings will increase sharply in 2007-08 and
again in 2008-09, but the Queensland balance sheet position will remain
very sound and there is nothing to suggest the AAA credit rating will be
compromised.

The Queensland economy is expected to maintain its recent strong
performance into 2007-08, with growth of the economy and of
employment to remain above the national average.

Key Details

The fiscal starting point for this year’'s budget is strong. The 2006-07
operating surplus is projected to be much higher than forecast at the time
of the last budget or at the mid year update — try a surplus of $2.393
billion versus the mid year estimate of only $226 million. This reflects
massively higher revenues, due to increased tax receipts and higher
investment returns. Expenses were also higher but the government was
simply unable to spend all the increased cash.

The 2007-08 budget operating surplus is projected at a much more
modest $268 million. The budget is expected to retain an operating
surplus above $200 million in the out years.

Revenues are forecast to be broadly unchanged in 2007-08. This reflects
reduced interest income, a result of the return of investment income to
the assumed long-term average earnings rate of 7.5%, in combination
with reduced revenue from tax equivalent payments. One interesting
point is that these reductions in state-sourced revenues are almost
entirely offset by forecast increases in Commonwealth grants and tax
revenues.

Tax relief of $49.1 million will be provided in 2007-08. Key changes to
taxes include:

. A land tax package, with a 50% cap on the annual increase in land
values used for the purposes of calculating land tax liability to be
introduced for three years from 1 July 2007; an increase in the tax-
free threshold for resident individual land tax payers from $500,000
to $600,000 from 2007-08; and an increase in the tax-free
threshold for company, trustee and absentee land tax payers from
$300,000 to $350,000 from 2007-08.

. Harmonisation of payroll tax between jurisdictions from 1 July
2008;
. Duty on the registration of motor vehicles to change from a flat rate

of 2% to a rate dependent on the number of cylinders, with the new
rate ranging from 2% for electric or hybrid vehicles up to 4% for
vehicles with 8 or more cylinders.

. A halving of mortgage duty from 1 January 2008, with full abolition
from 1 January 2009.
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Queensland Treasury figures suggest state taxes per capita will remain
low relative to other states, with Queenslanders paying on average $257
less per person per year than the average for the other states and
territories.

Spending will be increased by 7% in 2007-08. This will include:
. A 12% increase in funding for health to $7.151 billion;

. A housing assistance package of $719 million;

. Additional recurrent funding of $58.7 million for child protection
services;

. Additional recurrent funding of almost $50 million for the

Ambulance Service;
. An additional 200 police.

There will be a massive increase in the capital program, with an increase
of 15.6% to $14.029 billion in 2007-08, with increased funding among
other things for transport, water and to address climate change.

Industry initiatives

There are a number of industry-specific initiatives to expand export and
trade opportunities and to develop new and emerging industries. These
include:

. $8.3 million in 2007-08 ($22.2 million over three years) for the
Queensland Exploration Development initiative to assist the mining
industry;

. Additional funding of $0.83 million in 2007-08 to finalise the
implementation of recommendations from the Review of
Queensland Mines Inspectorate;

. Funding of $12.8 million in 2007-08 to support the Queensland
Tourism Strategy.

. Funding of $31.8 million in 2007-08 for the Western Hardwoods
Plan;

. Equity funding of $300 million to support an advanced clean coal
technology;

. Additional funding of $4.2 million for energy market reforms.

. Initiatives to ease labour shortages in critical industries including

$17.1 million in 2007-08 for 4,250 additional trade training places
for emerging and high growth industries, and additional funds to
assist people back into the jobs market under the Skilling
Queenslanders for Work program.

Queensland government borrowing requirements in line with
market expectations

The 2007-08 Queensland Budget outlines the expected net borrowing
requirement of the Queensland Government for the next four years.
Borrowing in each of the fiscal years out to 2010-11 is likely to be in the
order of $3.6 billion to $4.3 billion. This is broadly in line with guidance
provided by QTC over the past 12 months and as such, should have little
impact on QTC bond spreads. We continue to see short end QTC bonds
trading at a spread of around 20-25bps over the ACGB benchmark in
coming months.

Much of the net borrowing requirement over the next four fiscal years will
be used to fund large scale infrastructure projects. In a medium term
sense, such investment should enhance the productive capacity of the
Queensland economy, and go some way to easing capacity constraints.
This should be a positive for the Queensland economy and provide long
term support for QTC stock relative to other semi-government bonds.
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The current financial year sees the net borrowing requirement at just $0.7
billion, lower than the $1.4 billion estimated at the mid-year fiscal and
economic review. In the next financial year (07-08), net borrowing is
expected to be $3.6 billion. With $1.8 billion of the QTC Sep-07 bond
maturing, this will take total QTC issuance for the year ahead to over $5.0
billion. Net borrowing rises to $4.3 billion in 2008-09 but with no
benchmark bond maturity, gross issuance should remain below $5.0
billion.

We doubt the market will have any problems absorbing forthcoming QTC
issuance. Offshore investors continue to exhibit strong demand for high
quality $A fixed income assets, and domestic funds continue to enjoy the
reasonable yield pick up offered by QTC bonds to ACGBs for little increase
in risk. Furthermore, net ACGB issuance is expected to remain flat in
coming years; this should continue to enhance the attractiveness of semi-
government paper.

Economic forecasts

The strong economic performance of Queensland in absolute terms and
relative to most other states is expected to continue. Economic growth is
forecast to remain strong in 2007-08, albeit a little slower than 2006-07s
hectic pace, supported by continued strong population growth, strong
business investment, a pick up in dwelling investment and buoyant
government recurrent and capital spending. Over the medium term
growth is projected to return to its long term average, with a slowing in
domestic drivers party offset by an improved trade sector performance.

Employment growth will cool in 2007-08 in line with the slight easing in
economic growth, but will remain above the national average. Wage and
price pressures are expected to remain at or above the national average.

Figure 1: Queensland economic forecasts

2005-06 2006-07 | 2007-08 | Projections
Actual Forecast | Forecast | to 2010-11t
4.4 515 5.0 4.5

Real gross state

product

Employment 2.9 4.75 3.0 2.5
Unemployment rate 5.0 4.0 4.0 na
Consumer price index 3.1 3.0 2.75 2.50
Wage price index 4.4 4.5 4.25 4.0
Source: Australian Bureau of Statistics; WA Department of Treasury and
Finance
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Important Notice

Australia and New Zealand Banking Group Limited is represented in:
AUSTRALIA by:

Australia and New Zealand Banking Group Limited ABN 11 005 357 522
10th Floor 100 Queen Street, Melbourne 3000, Australia

Telephone +61 3 9273 6224 Fax +61 3 9273 5711

UNITED KINGDOM by:

Australia and New Zealand Banking Group Limited

ABN 11 005 357 522

Minerva House, PO Box 7, Montague Close, London, SE1 9DH, United Kingdom
Telephone +44 20 7378 2121 Fax +44 20 7378 2378

UNITED STATES OF AMERICA by:

ANZ Securities, Inc. (Member of NASD and SIPC)

6th Floor 1177 Avenue of the Americas

New York, NY 10036, United States of America

Tel: +1 212801 9160 Fax: +1 212 801 9163
NEW ZEALAND by:

ANZ National Bank Limited

Level 7, 1-9 Victoria Street, Wellington, New Zealand
Telephone +64 4 802 2000

In Australia and the UK, ANZ Investment Bank is a business name of Australia and New Zealand Banking Group
Limited, ABN 11 005 357 522 (“ANZBGL”) which is incorporated with limited liability in Australia. ANZBGL holds an
Australian Financial Services licence no. 234527 and is authorised in the UK by the Financial Services Authority (“FSA”).
In New Zealand, ANZ Investment Bank is a business name of ANZ National Bank Limited WN /7 035976 (“ANZ NZ”).

This document is being distributed in the United States by ANZ Secuirities, Inc. (“ANZ S”) (an affiliated company of
ANZBGL), which accepts responsibility for its content. Further information on any securities referred to herein may be
obtained from ANZ S upon request. Any US person(s) receiving this document and wishing to effect transactions in any
securities referred to herein should contact ANZ S, not its affiliates.

This document is being distributed in the United Kingdom by ANZBGL for the information of its market counterparties
and intermediate customers only. It is not intended for and must not be distributed to private customers. In the UK,
ANZBGL is regulated by the FSA. Nothing here excludes or restricts any duty or liability to a customer which ANZBGL
may have under the UK Financial Services and Markets Act 2000 or under the regulatory system as defined in the Rules
of the FSA.

This document is issued on the basis that it is only for the information of the particular person to whom it is provided.
This document may not be reproduced, distributed or published by any recipient for any purpose. This document does
not take into account your personal needs and financial circumstances. Under no circumstances is this document to be
used or considered as an offer to sell, or a solicitation of an offer to buy.

In addition, from time to time ANZBGL, ANZ NZ, ANZ S, their affiliated companies, or their respective associates and
employees may have an interest in any financial products (as defined by the Australian Corporations Act 2001),
securities or other investments, directly or indirectly the subject of this document (and may receive commissions or
other remuneration in relation to the sale of such financial products, securities or other investments), or may perform
services for, or solicit business from, any company the subject of this document. If you have been referred to ANZBGL,
ANZ NZ, ANZ S or their affiliated companies by any person, that person may receive a benefit in respect of any
transactions effected on your behalf, details of which will be available upon request.

The information herein has been obtained from, and any opinions herein are based upon, sources believed reliable.
The views expressed in this document accurately reflect the author’s personal views, including those about any and all
of the securities and issuers referred to herein. The author however makes no representation as to its accuracy or
completeness and the information should not be relied upon as such. All opinions and estimates herein reflect the
author’s judgement on the date of this document and are subject to change without notice. No part of the author's
compensation was, is or will directly or indirectly relate to specific recommendations or views expressed about any
securities or issuers in this document. ANZBGL, ANZ NZ, ANZ S, their affiliated companies, their respective directors,
officers, and employees disclaim any responsibility, and shall not be liable, for any loss, damage, claim, liability,
proceedings, cost or expense (“Liability”) arising directly or indirectly (and whether in tort (including negligence),
contract, equity or otherwise) out of or in connection with the contents of and/or any omissions from this
communication except where a Liability is made non-excludable by legislation.

Where the recipient of this publication conducts a business, the provisions of the Consumer Guarantees Act 1993 (N2Z)
shall not apply.
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