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Research Update:

Victoria '"AAA' Rating Affirmed; Outlook Stable

Rationale

On Sept. 5, 2007, Standard & Poor's Ratings Services affirnmed its ' AAAJ A- 1+
ratings on the Australian state of Victoria. The outlook is stable. The
ratings on the state's central financing authority, Treasury Corp. of Victoria
(TCV), which operates with the benefit of a state guarantee, have al so been
affirmed at ' AAA/ A-1+ (see separate report on TCV, published on

Rati ngsDi rect, on Cct. 25, 2006).

Located in the southeast, Victoria is the second | argest state in
Australia. The state accounts for nearly 25% of Australia's output and, with
about 5.2 mllion people, represents 25% of Australia's total population. The
ratings on Victoria are supported by the state's strong bal ance sheet,

di versi fied econony, ongoing fiscal discipline and strong system support.

Victoria's bal ance sheet is strong. This provides it with the flexibility
to increase debt without jeopardizing the rating. Wiile the state's current
policy favors partial debt-funding of its capital program Victoria's debt
| evel s are expected to remain consistent with the rating. Even after factoring
in the state's increased debt, Victoria's balance sheet, including its
unfunded superannuation liabilities, is expected to remain strong.

The governnent's strong financial nanagenent is a credit strength as it
is likely to provide ongoing financial stability. Victoria' s good
governance--including its adequate fiscal strategy and good financi al
transparency--is a credit strength. The government has consistently exceeded
its fiscal conmtment to an operating surplus of at |east A$100 mllion

The state governs in a supportive financial environment. Australia's
system support and the predictability of Conmonwealth-state relations are
anong the strongest in the world, and are expected to renmain so. In
particul ar, Australia adopts a supportive system of fiscal equalization, which
is adnmi ni stered by an i ndependent conm ssion, and which provides a buffer for
the state against specific fiscal shocks. Similar to New South Wal es and
Western Australia, under this system Victoria receives less than its average
per capita share of the goods and services tax (GST) pool

The state has a well diversified econony, which neans it is nore
resilient to any downturn in a particular sector. Wile the econony has not
seen the large gromh rates experienced by the resource states of Queensl and
(AAA/ St abl e/ A-1+) and Western Australia (AAA/ Stable/A-1+), its performance is
largely in line with the national average. The state's forecast econonic
gromh is expected to remain robust, and will be strengthened by the state's
ongoi ng econoni ¢ reform program popul ation growh, and hi gh participation
rates.

Limted fiscal flexibility is a credit weakness of the Australian states,
including Victoria, but this has not inmpeded strong fiscal outconmes. Under the
current institutional environment, the Conmonweal th of Australia has control
over nost taxes, whereas the states assume nobst of the responsibilities for
delivering services. Victoria relies on about 46% of its operating revenues
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Research Update: Victoria 'AAA' Rating Affirmed; Outlook Stable
fromthe Commonweal t h.

Short-term credit factors

Victoria s short-termrating is 'A- 1+ and is supported by the state's strong
liquidity. Victoria's short-termdebt is nmore than offset by its liquid
assets. At June 30, 2007, liquid assets were A$4.7 billion and short-term
liabilities were A$2.1 billion

Outlook

The stable outlook reflects the governnent's commitnment to fiscal prudence.
This includes a fiscal strategy which seeks to maintain an adequate operating
per f ormance and strong bal ance sheet.

Downward pressure may be placed on the rating in the event that the state
ranps up its debt funded capital program beyond expectations or there is an
appreci able deterioration in its operating performance. However, the state
doesn't have the sane infrastructure needs as some of the other states that
have forecast |larger capital programs. Furthernore, we believe that any fisca
weakeni ng due to exogenous shocks would be transitory and that the governnent
is likely to take the necessary actions to correct finances.

Ratings List
Rati ngs Affirned

Victoria (State of)

| ssuer Credit Rating AAA/ St abl e/ A- 1+
Seni or Secured
Forei gn Currency AAA
Seni or Unsecured AAA
Conmer ci al Paper
Local Currency A-1+

Victoria (Treasury Corp. of)
I ssuer Credit Rating AAA/ St abl e/ A- 1+

Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti me Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at wwsv. ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com sel ect your preferred country or region, then
Ratings in the left navigation bar, followed by Credit Ratings Search
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