


July 24,2007 

To the People of Oklahoma: 

I am pleased to issue the fiscal year 2007 annual investment performance report for the Office of 
the State Treasurer. The report provides details on investment activities from July 2006 through 
June 2007. I trust you will find it thorough and in keeping with my commitment to provide full 
disclosure of all activities within my office. As always, my staff is available to answer any 
questions you might have. 

During Fiscal Year 2007, we were able to realize efficiency savings and investment earning 
increases in the Treasurer's Office. Investment portfolio restructuring started during the previous 
fiscal year continued to bring additional revenue to the state. During the first year of 
implementation, an additional $50 million was generated for the General Revenue Fund. During 
the second year, FY 2007, earnings again increased by an additional $50 million. The online 
trading platform for U.S. Treasury investments launched during the previous year helped the 
office realize savings of $82,000 in addition to ensuring more transparency and efficiency. 
Launch of a similar platform for U.S. government sponsored enterprises is imminent. 

Additional efficiency savings have been realized in reduced warrant storage costs, lower banking 
fees, a reduction in agency-owned motor vehicles and savings fiom better managed copier and 
printer usage. More savings also came from restructuring functions and staffing within 
Information Services, Administration, Banking Operations, Accounting and Securities 
Operations. 

Market Conditions and Economic Developments 
The Federal Open Market Committee (FOMC) held its Federal funds rate target steady at 5.25% 
for eight cons&utive meetings in fiscal year 2007. The yield curve fell an average of 14 basis 
points and remained inverted at the six month level. From the beginning of the fiscal year to the 
end the Dow Jones Industrial Average gained 2,180 basis points finishing at 12,676; the S&P 
500 gained 223 points closing at 1,503 points; and the Nasdaq rose 413 points finishing at 2,603. 

Portfolio Performance 
Yield on the Treasurer's portfolio was 4.84% at the end fiscal year 2007, compared to 4.45% in 
the previous fiscal year. Securities lending earnings deposited to general revenue were 
$1,670,256, an increase of $194,000. The market value of the portfolio at fiscal year end is 
$3,672,075,684. I do not anticipate that any losses will be realized due to excellent liquidity and 
the fact that investments are typically held to maturity. 

In terms of segment weightings, decreases in money market mutual funds, overnight repurchase 



agreements and Certificates of Deposit were offset by increases in U.S. government sponsored 
enterprises. The recovering interest rate environment has resulted in increased activity in the 
Link Deposit program. A quantitative analysis of the performance of depository banks revealed 
specific balances and rates for the year: the Link Deposit program averaged $30.2 million in 
collateralized time deposits with a weighted average yield of 2%. By statute, Link Deposit 
collateralized time deposits have a minimum interest rate of 2%. General revenue collateralized 
time deposits averaged $355.7 million at a rate of 5.26%. 

General revenue receipts showed an increase of approximately $168 million in fiscal year 2007. 
This resulted in the average investable base finishing the year at $3.471billion. Year-end 
earnings on a cash basis increased $49.9 million to $148.1 million. 

Portfolio Diversification 
Portfolio diversification during the year was sound. At year-end, U.S. Treasuries represented 
16% of holdings, and U.S. government sponsored enterprises accounted for approximately 51%. 
Certificates of Deposit represented 6% of assets, money market mutual funds 5% and 18% was 
maintained in overnight repurchase agreements. Link deposits (at I%), foreign bonds (at less 
than 1%) and State bond issues (at 3%) made up the balance of funds invested. These changes 
are consistent with my policy of insuring adequate safety and liquidity of the investment 
portfolio. 

Collateralization 
All funds under control of this office requiring collateralization were so secured at rates ranging 
from 102% to 1 lo%, depending on the type of investment. 

Payments, Fees, and Commissions 
All securities were purchased or sold on a net basis utilizing competitive bidding where 
practicable, with no additional fees or commissions known to the State Treasurer. Bank fees, 
mutual fund operating expenses and fees charged by JPMorgan Chase for the Tri-Party 
Repurchase Agreement Program are detailed in the attached pages, as is the earnings split 
between the Treasurer and the master custodian bank on securities lending income. 

Sincerely, 

SCOTT MEACHAM, TREASURERSTATE 
SECRETARY AND REVENUEOF F~NANCE 

cc: 	 The Honorable Brad Henry, Governor 
The Honorable Mike Morgan, President Pro Tempore 
The Honorable Glenn Coffee, Co-President Pro Tempore 
The Honorable Lance Cargill, Speaker of the House 
The Honorable Drew Edmondson, Attorney General 
The Honorable Jeff McMahan, State Auditor and Inspector 
Members: Cash Management and Investment Oversight Commission 





Earnings by Security Type 
Fiscal Year Ending June 30,2007 

Interest Earned 
Net of 

Amortization* 

Realized 
Gain 

(Loss) 
Total 

Earnings 

Weiahted-
Average 

yield 

U.S. Treasury NotesIBonds 
U.S. Treasury Bill 
U.S. ~ ~ e n c i e s  

$ 22,284,842 
380,205 

Certificates of Deposit 14,110,013 

Overnight Repurchase Agreements 24,614,970 

Money Market Mutual Funds 10,883,491 

State Bond Issues 3,162,729 

Foreign Bonds 11,511 

Link Deposit CD's 
Federal Farm Credit Bonds 

61 0,492 
142,247 
752,739 

Securities Lending Income 1,670,256 

TOTAL $ 166,590,518 $ - $ 166,590,518 5.01% 

*Includes accrued interest 
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Transactions by Broker 

Fiscal Year Ending June 30,2007 


Broker 

A. G. Edwards 
Banc of America Securities 
Bank of Oklahoma 
Farm Credit Bank 
JP Morgan Securities Inc. 
Merrill Lynch Government Securities 
Morgan Stanley Dean Witter 
RBC Dain Rauscher 
Salomon Smith Barney 
UBS Paine Webber 
UMB Bank 
Wachovia Securities 
Development Corp for Israel 

*Link Deposit Notes only 

Tax ID# City 

43-0895447 Tulsa 
56-0906609 Oklahoma City 
73-0780382 Tulsa 
48-0544202 Wichita * 
13-3379014 Oklahoma City 
73-31 8081 7 Tulsa 
94-1 671 384 Tulsa 
41-1416330 Oklahoma City 
13-2919773 Oklahoma City 
13-26381 66 Oklahoma City 
44-01 94180 Oklahoma City 
23-2384840 Tulsa 

Total Securities 

Certificates of Deposit 

TOTAL 

State Purchases 
(Cost) 

Sales 
(Cost) 

OK 
OK 
OK 
KS 
OK 
OK 
OK 
OK 
OK 
OK 
OK 
OK 

$ 29,191,019 
300,684,465 
434,229,135 

5,561,000 
663,017,599 
45,789,608 
21,901 , I  70 
93,706,511 
30,546,568 
55,791,144 
81,471,679 

139,715,347 
10,000,000 

$ 

-

-

-

1,911,605,245 

1,329,630,464 

$ 3,241,235,709 $ -
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Transaction by Security Type 

Fiscal Year Ending June 30,2007 


Security Purchases 
(Cost) 

Sales 
(Cost) 

U.S. Treasury NotesIBonds 
U.S. ~ ~ e n c i e i  

$ 458,778,615 $ -

Foreign Bonds 

Certificates of Deposit 1,301,927,000 

Agriculture Link Deposit CD's 
Business Link Deposit CD's 
Rural Link Deposit CD's 

26,609,857 
293,607 
800,000 

27,703,464 

-
-

Federal Farm Credit Bonds 5,561,000 -

Total Link Deposit Program 33,264,464 -

TOTAL $ 3,231,235,709 $ 
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Portfolio Composition 
Fiscal Year Ending June 30,2007 

U.S. TREASURY NOTESIBONDS I4  U.S. AGENCIES 
FOREIGN BONDS MONEY MARKET MUTUAL FUNDS 
OVERNIGHT REPURCH AGREEMENT LlNK DEPOSIT 
CERTIFICATES OF DEPOSIT ml STATE BOND ISSUES 

Investment Type 
U.S. TREASURY NOTESIBONDS 
U.S. AGENCIES 
FOREIGN BONDS 
MONEY MARKET MUTUAL FUNDS 
OVERNIGHT REPURCHAGREEMENT 
LINK DEPOSIT 
CERTIFICATES OF DEPOSIT 
STATE BOND ISSUES 

TOTAL 
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9-30-06 
504,616,800 

1,710,547,485 

331,353,720 
572,974,526 
32,582,721 

262,064,058 
96,575,410 

3,510,714,720 

12-31-06 
625,230,154 

1,977,695,259 

194,326,682 
424,680,449 

36,991,096 
267,471,541 
95,057,874 

3,621,453,055 

3-31-07 
566,131,474 

1,900,190,399 

144,951,383 
498,723,788 
41,420,410 

240,807,103 
94,940,000 

3,487,164,557 

6-30-07 
581,148,341 

1,841,418,477 
10,000,000 

198,278,886 
665,074,173 
47,904,380 

233,389,430 
94,940,000 

3,672,153,687 
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Position Report 

June 30,2007 


Weighted 
Average Yield at 
Maturity Purchase 

GENERAL REVENUE 

U.S. TREASURIES AND AGENCIES 
Treasury BondsINotes 

Agencies 


CERTIFICATES OF DEPOSIT 

OVERNIGHT REPURCHASE 
AGREEMENT 

MONEY MARKET MUTUAL FUNDS 

STATE BOND ISSUES 
(Private Placement) 

FOREIGN BONDS 


LINK DEPOSIT 

Certificate of Deposit 


Federal Farm Credit Bonds 


Total Investment Portfolio 

Cost Basis 

$ 581,148,341 
1,841,418,477 
2,422,566,818 

233,389,430 

665,074,173 

198,278,886 

10,000,000 

$ 3,672,153,687 

Percent 
of *Market 

Portfolio Value 

15.83% $ 581,099,357 
50.1 5% 1,841,389,458 
65.97% 2,422,488,815 

6.36% 233,389,430 

18.11% 665,074,173 

5.40% 198,278,886 

0.27% 10,000,000 

100% $ 3,672,075,684 

538 
547 
545 

60 

1 

1 

337 

373 

4.25% 
4.89% 
4.74% 

5.11% 

5.22% 

5.19% 

5.18% 

4.86% 

'The Northern Trust Company of Chicago, Illinois furnished market value data related to Securities. Other investments including Certificates of Deposit, 
Overnight Repurchase Agreement, Money Market Mutual Funds and State Bond Issues were valued at 100% of purchase price. 

FFC market values are based on market value data obtained from Bloomberg. 
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Position Report 

March 31,2007 


Weighted 
Average 
Maturity 

Yield at 
Purchase Cost Basis 

Percent of 
Portfolio 

*Market 
Value 

GENERAL REVENUE 

U.S. TREASURIES AND AGENCIES 
Treasury BondsINotes 
Agencies 

CERTIFICATES OF DEPOSIT 

OVERNIGHT REPURCHASE 
AGREEMENT 

MONEY MARKET MUTUAL FUNDS 

STATE BOND ISSUES 
(Private Placement) 

LINK DEPOSIT 
Certificateof Deposit 

Federal Farm Credit Bonds 

Total Investment Portfolio 41 9 4.85% $ 3,487,164,557 100% $ 3,496,986,178 

'The Northern Trust Company of Chicago, Illinois furnished market value data related to Securities. Other investments including Certificates of Deposit. 
Overnight Repurchase Agreement, Money Market Mutual Funds and State Bond Issues were valued at 100% of purchase price. 

FFC market values are based on market value data obtained from Bloomberg. 
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Position Report 

December 31,2006 


Weighted 
Average 
Maturity 

Yield at 
Purchase Cost Basis 

Percent of 
Portfolio 

"Market 
Value 

GENERAL REVENUE 

U.S. TREASURIES AND AGENCIES 
Treasury BondsINotes 
Agencies 

CERTIFICATES OF DEPOSIT 

OVERNIGHT REPURCHASE 
AGREEMENT 

MONEY MARKET MUTUAL FUNDS 

STATE BOND ISSUES 
(Private Placement) 

LINK DEPOSIT 
Certificate of Deposit 

Federal Farm Credit Bonds 

Total Investment Portfolio 436 4.79% $ 3,621,453,055 100% $ 3,622,636,444 

'The Northern Trust Company of Chicago, Illinois furnished market value data related to Securities. Other investments including Certificates of Deposit, 

Overnight Repurchase Agreement, Money Market Mutual Funds and State Bond Issues were valued at 100% of purchase price. 

FFC market values are based on market value data obtained from Bloomberg. 
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Position Report 

September 30,2006 


Weighted 
Average Yield at Percent of *Market 
Maturity Purchase Cost Basis Portfolio Value 

GENERAL REVENUE 

U.S. TREASURIES AND AGENCIES 
Treasury BondsINotes 449 3.63% $ 504,616,800 14.37% $ 502,136,120 
Agencies 551 4.86% 1,710,547,485 48.72% 1,714,319,930 

528 4.58% 2,215,164,285 63.10% 2,216,456,050 

CERTIFICATES OF DEPOSIT 56 5.28% 262,064,058 7.46% 262,064,058 

OVERNIGHT REPURCHASE 
AGREEMENT 1 5.22% 572,974,526 16.32% 572,974,526 

MONEY MARKET MUTUAL FUNDS 1 5.1 9% 331,353,720 9.44% 331,353,720 

STATE BOND ISSUES 
(Private Placement) 

LINK DEPOSIT 
Certificate of Deposit 

Federal Farm Credit Bonds 567 2.03% 6,131,000 0.1 7% 6,131,000 
439 2.04% 32,582,721 0.93% 32,582,721 

Total Investment Portfolio 345 4.79% $ 3,510,714,720 100% $ 3,512,006,485 

'The Northern Trust Company of Chicago, Illinois furnished market value data related to Securities. Other investments including Certificates of Deposit. 
Overnight Repurchase Agreement. Money Market Mutual Funds and State Bond Issues were valued at 100% of purchase price. 

FFC market values are based on market value data obtained from Bloomberg. 
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Comparison of Actual Earnings to Estimated Earnings 

Fiscal Year to Date 


June 30,2007 


Revenues Revenues Investable Investable 
Actual Estimate Variance Percent Base Actual Base Estimate Variance Percent 

Securities 

Certificates of Deposit 

Overnight Repurchase 
Agreement 

Money Market Mutual 
Funds 

State Bonds 

Link Deposit 

Securities Lending 

In February 2007, the Treasurer estimated earnings to the Board of Equalization for Fiscal Year 2007. The amount 
estimated was $111,000,000. Year-to-date actual earnings are recorded on a cash basis of accounting. 
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Explanation of Performance Comparison 

June 30,2007 


The following page presents market rates of return on the Securities portion of the General Account 
and of the State's aggregated State Agency Accounts. The figures, which are dollar- and time- 
weighted, where appropriate, are calculated using the percentage change in market value (inclusive of 
accrued income) from the end of the prior month to the end of the reporting month. To ensure the 
integrity of the data, this information is provided by the Treasurer's custodian bank acting in its 
capacity as an external third party. As such, performance measurement is presently confined to 
those investments which are custodied at Northern Trust ("Northern"). 

The Treasurer's office is trying to develop a method to report rates of return on all investment 
instruments in the State's portfolio. This is in an effort to report return data in a manner 
recommended on September 15, 1994, by the Working Group of the Cash Management and 
Investment Oversight Commission. However, there are technical and conceptual challenges to 
expanding performance measurement to other portions of the portfolio. Attempting to apply 
market-base pricing calculations to instruments which do not trade, such as Certificates of 
Deposit, presents difficulty which is both conceptual and technical in nature. 

Benchmark data is also provided on the following page. 
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Banking, Custody and Other Fees 

Fiscal Year Ending June 30,2007 


DEPOSITORY BANK TAX ID # CITY STATE AMOUNT 

Armstrong Bank 73-049641 0 Vian OK 29.1 8 
Arvest Bank 73-1 291 209 Bartlesville OK 157.29 
BancFirst 73-1 33291 8 OKC OK 159,732.70 
Bank of America 57-02361 15 OKC OK 2,187.71 
Bank of Oklahoma 73-0780382 OKC OK 4,355.30 
Bankers Credit Card 73-1 392382 900.00 
Central National Bank 73-01 77591 Alva OK 256.06 
Central National Bank 73-0783952 Enid OK 197.57 
Cleo State Bank 73-01 81 870 Cleo Springs OK 36.20 
F&M Bank 73-0539406 Tulsa OK 176.01 
Federal Reserve Bank 44-0545874 KS OK 172,756.65 
First Bank & Trust 73-0541 333 Broken Bow OK 131.60 
First Bank & Trust 73-0498563 Wagoner OK 436.16 
First National Bank 73-01 25373 Altus OK 108.90 
First National Bank 73-01 30930 Ardmore OK 120.46 
First National Bank 73-01 88428 Clinton OK 271.OO 
First National Bank 73-0739556 Weatherford OK 21 3.65 
International Bank of Commerce ( 74-21 571 38 OKC OK 267.32 
The Bank N.A. 73-034491 0 McAlester OK 376.02 
Earned Credit Allowance 61 4,998.46 

TOTAL $ 957,708.24 

Bank service charges include actual amounts invoiced as of the report date. There has been no accrual made 
for de minimis bank service charges owed in active bank accounts. 

The State Treasurer participates in the following money market mutual funds. The fund managers are compensated for 
certain operating expenses by deducting a fee from the gross interest earnings. 
I Fund Manaaer TIN Fee (Annualized basis) Amount I-
AIM Institutional Fund Services, Inc. 76-60433407 0.12% $ 21,500.76 
AIM Government 76-0574220 0.12% $ 117,023.89 
Bond Loaistix LLC 51-0404065 0.035% $ 40.431.51 
Fidelity Investments 
Institutional Services Company 04-2882358 0.20% $ 54.321.69 
The One G r o u ~  , 23-26941 60 0.14% $ 122.941.17 
Goldman Sachs 06-1 28741 0 0.11% $ 96.063.18 
Goldman Sachs 06-1 287405 0.13% $ 5,355.23 
BOSC, Inc. 73-1 275307 0.07% $ 64,014.73 
Dreyfus 13-3991 606 0.20% $ 8,820.82 

The State Treasurer participates in a tri-party repurchase agreement program with JPMorgan as its agent. The agent is 
compensated for certain operating expenses by deducting a fee from the gross earnings. 

Fund Name TIN Fee (Annualized basis) Amount 

The State Treasurer participates in a Securities Lending Program with The Northern Trust Company ("Northern") 
acting as lending agent. Northern retains 25% of the revenues generated as compensation for services. 
Its share for the fiscal year was $339,424.54. Pursuant to Oklahoma State Statute Title 62 Section 90. the State 
Treasurer retains the first $425,000 of securities lending revenues in a revolving fund. These funds are 
used to pay custody and other banking fees. Any revenue not needed for this purpose is deposited to 

the General Fund. 
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Expenditures by Object Code 
Fiscal Year Ending June 30,2007 

OBJECT 
CODE CATEGORY AMOUNT 

1100 Salary Expense $4,428,699 
1200 Insurance 18,528 
1300 FICA and Retirement 18,039 
1500 Professional Services 2,268,406 
1900 Interllntra Agency Payments Professional Services 4,720 
21 00 Travel - Reimbursement 14,997 
2200 Travel - Direct Expense 25,041 
31 00 Miscellaneous Administrative Expense 88,135 
31 00 Bank Service Charges 920,421 
3200 Rent Expense 134,158 
3300 Maintenance and Repair Expense 180,822 
3500 Production and Safety 2,984 
3600 Office Expense 79,734 
3900 Interllntra Agency Payments Administrative Expense 2,316 
41 00 Office Furniture and Equipment 243,771 
5200 Employee Recognition Awards 1,203 
5400 Program Reimbursement 27 
61 00 Employee Reimbursements 65 
6200 County Treasurers 100,000 

TOTAL $8,532,066 
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