Oklahoma Police Pension
and Retirement System

Financial Statements

June 30, 2003 and 2002
(With Independent Auditors’ Report Thereon)

Finl Cy & COOk PLLC

Certified Public A ccountants



B Finley & Cook .«

CeRTiFIED PuBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

To the Board of Trustees of the
Oklahoma Police Pension and Retirement System

We have audited the accompanying statements of plan net assets of the Oklahoma Police Pension and
Retirement System (the “System™) as of June 30, 2003 and 2002, and the related statements of changes
in plan net assets for the years then ended. These financial statements are the responsibility of the
System’s management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
and the standards applicable to financial audits contained in Government Auditing Standards issued by
the Comptroller General of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net
assets of the System as of June 30, 2003 and 2002, and the changes in net assets for the years then ended
in conformity with accounting principles generally accepted in the United States.

Our audits are made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The required supplementary information contained in Management’s Discussion and Analysis,
the Schedule of Funding Progress, and the Schedule of Contributions from the Employer and Other
Contributing Entities is not required as part of the basic financial statements but is supplementary
information required by the Governmental Accounting Standards Board. We have applied certain
limited procedures, which consisted primarily of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we did not audit the
~ information and do not express an opinion on it.

(Continued)
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MANAGEMENT’S DISCUSSION AND ANALYSIS, CONTINUED

As management of the Oklahoma Police Pension and Retirement System (the “System™), we offer
readers of the System’s financial statements this narrative overview and analysis of the financial
statements of the System for the fiscal years ended June 30, 2003 and 2002. Please read it in
conjunction with the System’s financial statements, which begin on page 3.

Financial Highlights
June 30,

2003 2002
(Amounts in Thousands)

+  Net assets of the System $ 1,152,955 1,128,292

. Contributions;

Cities 23,738 22,411

Plan members 12,879 12,367

Insurance premium tax 20,400 19,811
«  Net investment income (loss) 39,998 (68,857)
«  Benefits paid, including refunds and

deferred option benefits 70,422 65,806
. Change in net assets 24,663 (81,754)

DISCUSSION OF THE BASIC FINANCIAL STATEMENTS

This annual financial report consists of two parts: Management’s Discussion and Analysis (this section)
and the basic financial statements. The System is a pension trust fund of the State of Oklahoma. The
financial statements are presented using the economic measurement focus and the accrual basis of
accounting. The System’s statements offer short-term and long-term financial information about the
activities and operations of the System. These statements are presented in a manner similar to those of a
private business. The statement of plan net assets represents the fair market value of the System’s assets
as of the end of the fiscal year. The statement of changes in plan net assets is presented in order to show
the change in net assets during the year. The activity primarily consists of contributions to the System,
unrealized and realized gains on investments, investment income, benefits paid, and investment and
administrative expenses.
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MANAGEMENT’S DISCUSSION AND ANALYSIS, CONTINUED

CONDENSED FINANCIAL INFORMATION COMPARING
THE CURRENT YEAR TO THE PRIOR YEAR

Net Assets: The following table summarizes the net assets as of June 30, 2003 and 2002:

% Increase

2003 2002 (Decrease)
(Amounts in Thousands)

Cash and cash equivalents $ 44,866 62,063 Q7. N%
Receivables 11,387 7,116 60.0%
Investments at fair value 1,244,865 1,166,945 6.7%
Total assets 1,301,118 1,236,124 5.3%
Liabilities 148,163 107,832 37.4%
Net assets $ 1,152,955 1,128,292 2.2%

Operating Income: The following table summarizes the changes in net assets between fiscal years
2003 and 2002:

% Increase

2003 2002 (Decrease)
(Amounts in Thousands)

Additions
Contributions $ 57,017 54,589 4.4%
Net investment income (loss) 39,998 (68,857) (158.1)%
Total additions 97,015 (14,268) (779.9)%
Deductions
Benefits paid 56,447 52,336 7.9%
Deferred option benefits paid 13,975 13,470 3.7%
Administrative expenses 1,930 1,680 14.9%
Total deductions 72,352 67,486 7.2%
Increase (decrease) in net assets § 24,663 (81,754) (130.2)%
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MANAGEMENT’S DISCUSSION AND ANALYSIS, CONTINUED

ANALYSIS OF THE OVERALL FINANCIAL POSITION AND
RESULTS OF OPERATIONS

Funding for the System is derived primarily from contributions to the System from both the cities and
the police officers. Funding is also received from the State of Oklahoma Insurance Department for the
System’s share of insurance premium taxes. Total contributions increased during the fiscal year 2002,
as new officers joined the System from existing cities. Accounts receivable increased by approximately
60% from the previous year, principally due to a payment received from the State Insurance Department
which was accrued for at June 30, 2003, and deposited in July of 2003.

Investment income declined during the year ended June 30, 2002, as a result of the decline in the overall
value of the investment markets for fiscal year 2002. The amount of loss was limited, however, due to
the diversity of the System’s investment portfolio. Investment income increased during the year ended
June 30, 2003, as a result of market increases. As the System accounts for its investments at market
value, increases and declines in the prices of stocks and bonds have a direct effect and impact on the net
assets and operating results of the System. The System’s net yield on its average assets for the years
ended June 30, 2003, and 2002, and the yield for the S&P 500 during the same period, was as follows:

2003 2002
System yield on average assets 3.4% (5%
S&P 500 <1% (18)%

Benefit payments increased during the year by approximately 7.9%. This was principally due to an
increase in retirees for the year and cost-of-living adjustments made during the year.

Administrative expenses increased by approximately 14.9% from the fiscal year 2002 to 2003. The
major components of the administrative expenses are payroll and related expenses for the employees of
the System, legal fees, computer and software expenses, and expenses related to the cost of review of
physical examinations of police officers entering the System. The increase for the year was related to
various immaterial increases in related administrative expenses.

The System has no debt or infrastructure assets.

DESCRIPTION OF CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS
THAT ARE EXPECTED TO HAVE A SIGNIFICANT EFFECT
ON THE FINANCIAL POSITION OR RESULTS OF OPERATIONS

While the System is directly impacted by the overall stock market changes, invesiments are made based
on the expected long-term performance and best interest of the members of the System. With over a
billion dollars of assets and a wide range of diversity of investments, the System has the f{inancial
resources to maintain its current investment strategies, while continuing to review for other investment
options to benefit its members.
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MANAGEMENT’S DISCUSSION AND ANALYSIS, CONTINUED

DESCRIPTION OF CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS
THAT ARE EXPECTED TO HAVE A SIGNIFICANT EFFECT
ON THE FINANCIAL POSITION OR RESULTS OF OPERATIONS, CONTINUED

During the 2003 Legislative Session, Senate House Bill 206 reallocated revenue the System previously
received from insurance premium taxes to the Education Reform Revolving Fund for fiscal year 2004,
The System received approximately $20 million from the insurance premium taxes in each of the last
two years.

Other than changes in the value of System assets as impacted by the stock matket, and the effects of not
yeceiving insurance premium taxes for the next fiscal year, no other items were known by management
to have a significant impact on the operations or financial position of the System as of August 29, 2003.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the System’s finances for all those
with an interest. Questions concemning any of the information provided in this report or requests for
additional financial information should be addressed to the Executive Director or Comptroller of the
System % Oklahoma Police Pension and Retirement System, 1001 N.W. 63™ Street, Suite 305,
Oklahoma City, OK 73116-7333.




Co ___':Net payable to bI‘OkCIS

e See Independent Audttors Report

L -.OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM S

L 'j STATEMENTS OF PLAN NI:T ASSETS

= Recewables

. Interest and d1v1dends rece1vab1e e 4 724__'”“ el
_-_":_'Contrlbutlons 1ece1vab1e from cmes S 5 _- 1,271 . 1 184 SRR
. Contributions receivable from palt101pants_"f LR o "698_"_;' 'f'::_- RE -.-':-643 i
"_'-Insurance prem1um tax recelvable n Tl S STT L

i Total recelvables e s : 11 387 '_ 7,116 '.

o "r"-f:_ilnvestments at fan value '-
U8, Government securltzes
--Intemanonal government securlues

" Domestic stocks -

" Real estate G
_-'Warrants o
' Secur1t1es iendmg collate1al

o D 83 523”};ﬁ;'}f 26,992
e '__":"5'-".__Domest1c: corpo1ate bonds ' SR B -'_'_234 996 S _.:'_214 213' . e
~ ... International corp01ate bonds LR e g3 9408
" International stocks 1456400 _"'16'6 542
'"'_Alternatwe mvestments S e 3.'f221 874 7 194 960
770;[ﬁe=;j-- a.640¥;f;;;_;;
109128:;75*ﬂ 59,920 -

Total mvestrnents at falr value

: 1 244 865 = _1 166 945._: :._._:

L o Llablhtles

o "f_.ji':j_i L 301 118 1 236 124

o S 8935 18 567
b _Accounts payable : S : . _;729: R 001_._.
 Deferred option bencfits payable i j. 8344

'_-_."Secuntles lendlngcollateral 109 128 59 920

Net assets held in trust for pensmn beneﬁts (Schedule of

Fundmg Progress is. plesented in Exh1b1t I) S .: $_.; 3 1,152’955 _: '- 1,128,292 B

See accompanymg notes to ﬁnanc:ial statements '




= BRI : (Amountsm ThousandS)

e ':'.Beneﬁts paid

'Net assets held in trust for pensxon benoﬁts ST AR
Beglnmng onear N R R 1 128 292 -

L See aeoompanymg notes 1o ﬁnanmal Statements.' B

OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM
i STATEMENTS OF CHANGES N PLAN NET ASSETS |

2002

Addltlﬂlls

I Contrlbutlons

' Insurance premlurn tax allocatlon S e 20,400 ¢ o

oAt
19811

Total contubuttons S i 57,017

RES Investment meome (1oss)
From 1nvest1ng aotlvxtles =

. _'::.'_.._:-___Interest e ::_ o .:____._::.: i j513 821
- Dividends 6762

o -__':Net appreelatlon (depre01at10n) 1n fatr value of 1nvestments .1;28 840 ':ff '_ i o (86,883) SR
8 -Partnershlp (1035) P e (2 933) e

Total 1nvestment lncome (Ioss) o : o :;:- i .'346 7 '1.6 o S

S Less Investment expense (6, 983)_’-‘-_ o
Income (Ioss) from 1nvest1ng act1v1t1es e ; ';_-':39 733 e

. ._'From secunnes lendlng act1v1t1es R

- Seeuutles lendmg expenses

Management fees G (115) T mn

Income from Secuuttes 1end1ng act1v1t1es DA e '

Net 1nvestment mcome (1oss)

Total add1t1ons (de01ease)

| Deductlons

S -:-Deferred optlon beneﬁts 3 B o i 13 975 =
_""'----__Refunds ofcontrlbutlons s S Bl 208
S __:':'Admlmstratlve expenses E o e T 930 e o

Cos11060
13,470

"1230_--“.

Net 1nc1ease (deerease) 1n net assets ' T 24,663 i

(81 754)

P :j-_-f1',21o,046

End ofyear 5 .' _' ; .: E : o : L :_. ':;'$ 1 152 955 ':_
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_-OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

L fNO'I‘ES TO FINANCIAL S’I‘ATEMENTS

o .__"Q:June 30,2003 and 2002

G -_General

o "-'.:The Oklahoma Pohce Pensmn and Retxrement System (the “System”) is the admmlstrator of a
' cost sharing multiple-employer defined. benefit pension plan_that ‘provides. participants with - . |
- retirement, death, and disability benefits and a deferred option plan (the “Deferred Option™), both_:'. N
S established by the State of Oklahoma. These plans are considered .a. s1ng1e plan for financial -~ - |
S _._'reportmg purposes The System is part of tbe State of Oklahoma financial ‘reporting entzty and is S
" included in the State’s financial reports as a pension frust fund. The System covers substantially =« . |
B all pohce ofﬁeers employed by the 121 part1c1pat1ng munwlpahttes thhm the state of Oklahoma G

e ':"_The Oklahoma Pohce Penswn and Ret1rernent Board of Trustees (the “Board”) is respons1ble for '
- the operation, administration, ‘and management of the System The Board alse determmes the_}

PR = general 1nvestment pohcy of the System s assets

o 3The System s part1c1pants at June 30 eons:sted of

Ret1rees and beneﬁcuanes 1eee1v1ng beneﬁts i
. Vested membels with deferred beneﬁts

o -DESCRIPTION OF PLAN St

2003

2 290"-;?."_. | :_ .

2,9,9; o

o ""f-_'_'Deferred Optlon plan members e

= :Actlve plan memberS :_-.; ._
L Vested e
o f. Nonvested

2106

: ---2 081.._':-'-_.'::. SRr

: Number of p.a;_rti_c_lp_ati'ng mnnieipaliti_gg'_'_-'. A

© SceIndependent Auditors’ Report,
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OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED

'_-Z-'Monthly beneﬁts for partrcrpants due to permanent drsab111ty 1ncurred in the 11ne of duty are
L 2.5% of the part1c1pants final average salary multiplied by 20 years. ‘This’ drsabrhty benefitis -
e _.___reduced by stated percentages for partial disability based on the percentage 1mpa1rment After ; A
T 10 years of credrted servrce partlclpants who retlre dne to drsablhty 1ncurred from any- cause are L

':'_'fof service. Thrs dlsabrllty beneﬁt is. also redueed by stated percentages for. partral dlsablhty R

- ‘based on_ the percentage of 1mpa1rment Effective July 1, 1998, once a. dlsab1hty benefit is
‘granted to a participant, that participant is no longer allowed to apply for an mcrease in. the dollar' R
X .jf__amount of the beneﬁt at a subsequent date S e S

See_'lﬁde:peréd.ent_Aﬁdﬁ@fé% R_e.p'oﬁ,. o

'-DESCRIPTION OF PLAN CONTINUED SEIRRRERREEELE)

Sy The normal retuement date under the System is the date npon wh1ch the partrcrpant completes SRR

20 years of credited servrce ‘regardless of ‘age. - Participants become vested upon. eornpletmg
ERTEIRE '10 years. of credlted serv1ce asa eontrrbntmg part1clpant of the System “No vestlng oceurs prior S
© 1o completing 10 years of credited service: - Participants’ contributions are refundable, without - =
o -"-mterest upon. termlnatron prior to normal ret1rement Partwrpants who have cornpleted 10 years o
ooof credrted service may elect a vested ‘benefit in lieu of: havmg their-accumulated contrrbutlons.
' ";-:_'refunded If the vested beneﬁt is. elected the partrcrpant is entrtled to a rnonthly retlrement Ce

' _;";'_rwould ‘have had 20 years of credlted servrce had employment contmued unmtermpted jf-;'-:_ L
.""_.;'Whrcheverrslater ' & S i I DO

SR Monthly retrrement beneﬁts arc. calculated at 2 5% of the ﬁnal average salary (deﬁned as the g
SRt '-'Z--'average pald base salary of ‘the ofﬁcer over: the hlghest 30 consecutlve months -of the last BT
. 60.months of credited service) multrphed by the years of credrted service, Wlth a maxrmurn of o

. ::_-'-30 years of credrted serv1ce consrdered R : i : BT




o OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES 'ro FINANCIAL STATEMENTS CONTINUED .

y Benefits, Contmned

R "The Deferred Optron allows partlolpants othervmse ellglble for a. norrnal retlrement beneﬁt to Sy
o defer terrmnatmg employment and drawmg retlrement beneﬁts for-a period not to exceed
-5 years. Under the Deferred Optlon, a separate account. is “established for: each participant..
S --"_zDurmg the partlc1pation perlod the ernployee S ret1rement benefit that would: have been payable'f_':-_f_ R
Sl to the participant is_ cred1ted to the participant’s. account along w1th a portlon of the. employer s

.. contribution and interest as speclﬁed in the Deferred Optmn provisions. Employee contributions

. cease once partlclpatlon in the Deferred Optlon is elected. - At the conclusion of partlclpatlon in o
_*" 7 the Deferred Option, the participant will ‘receive: the balance in the’ separate account under
S _-'payrnent terms allowed by the Deferred Optlon and wﬂl then begm rece1v1ng retlrement beneﬁt D
N ";_payments SR . _ o ¥ TR I _ _

' SeeIndependent Auditors’ Report,

_-:DESCRIPTION OF PLAN CONTINUED

;"f_ Sur\uvor s beneﬁts are payable in full o the part1c1pant s beneﬁcrary upon the death of a retn:ed STt
] 'partlc1pant The beneficiary of any: active, part1c1pant krlled in the line of: duty is. ent1tled toa oo
- pension benefit. - A’ $5,000 death benefit is also paid, in ‘addition to any survivor’s pension .

o benefits under the System, to the pattlclpant s beneﬁcmry or estate for those actlve or retlred S
. '3_-._.--'-members who have d1ed after July 1 1999 L R B R

BIEn The Oklahoma State Legxslature has the authonty to grant percentage 1ncreases or. specral e
ST _'.’:._one-tlme payments 1o persons: receiving benefits from the System. Addltlonally, certain retirees .o
. are entitled to receive a cost of living’ allowance - (COLA) when a COLA is granted to active = .
o pohce ofﬁcers in the retiree’s city.. Partlclpants ellglble to receive both types of benefit increases = -
- are to receive the greater of the leglslatlve increase or the benefit increase the participant would -
L teceive pursuant to the COLA provision. - Effective July 1, 1998, Senate Bill 1037 prov;ded a.
_ -'j_"-_:_COLA based on a loss. of purchasmg power to certain’ retrred ‘members of the System. .In ="'
" addition, effective July 1, 2000, Senate Bill 994 states that any member. receiving: benefits from Skt =
o the System as of June 30 1999 and who continues to receive benefits on or after July 1,2000, o
. will receive a 4.7% i increase in ‘benefits beginning on July 1, 2000.. Any increase in beneﬁts a
" member is eligible to receive, pursuant to Oklahoma State Legislature, after June 30, 1998, shall =
" be offset by the increase in benefits if any, prowded by Senate Bill 994. Senate Bill 994 applies .~
" to all members who were: retired as of July 1, 1999, ‘Senate Bill 994 also allows former members

~ of the System who terminate and are later employed by a participating. mumclpalxty to become " ©
. members of the System even if those 1nd1v1duals are 45 years of age or older. - Also, if such "
S .':1nd1v1duals have withdrawn their contr1but10ns prior to re-entermg ‘the. System ‘and desire to =
o receive credit for such prior service, ‘then ‘members . shall pay. back such. contrlbutlons and -
. interest. However, 'members are not required to buy back prior service. Effectlve July 1, 2002 R
- House Bill 12124 prov1ded an ad hoc 5% COLA: for members receiving benefits -as of
nh June 30 2001 The increasc is offset by any automatlc 1ncreases recelved smce June 30 2000 '




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED

:.:DESCRIPTION OF PLAN CONTINUED

o '.-Contributlons i

S _An ehg1ble mummpalrty may JOlll the System on the ﬁrst day of any month Upon approval by:._i_ G

© . “the Board, its memberslup 18, m‘evocable All persons employed as pol1ce ofﬁcers are 1equ1red to o

. -participate in the System upon initial employment with the police department of the partrcrpatmg il
SRt Emummpahty, provrded they meet certain requirements. The Oklahoma. State Legislature has:
- -authority to -establish and amend contribution amounts. Unt11 July 1, 1991 ‘each. mumcrpalrtyf S

~ " contributed to the System 10% of" the actual base salary of each participant: employed by the S
i _.;-jmun1e1pa11ty Begmmng July 1,71991, ‘municipality contributions increased by 1/2% per. yea.r"f_ S
.+ and continued until July 1; 1996, ‘when the contribution level reached 13%, which it remains at .= =
Lo "_-:currently Each part101pant of the System contributes 8% of their actual pald ‘base. salary SRR

S Add1t1onal funds are provrded 1o the System by the: State of Oklahoma through an allocation of "

R the tax on- premlums collected by insurance companies operatmg in Oklahoma and by the. net'_' PO
i -;:_mvestment income generated on assets held by the System. The System is responsxble forpaying = -
- administrative costs." Adm1mstrat1ve costs of the System are pald for usmg the eammgs from the'--f_'_- 3

S 'fmvested assets of the System

"' _3:::':_The followmg are the s1gn1ﬂcant accountmg poholes followed by the System

) :_'SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

L :_-.'Bams of Accountmg

The ﬁnanclal statements are’ prepared usmg the accrual bas1s of accountlng under whrch_:.?
S expenses are reeorded When the habrhty is 1neurred ‘revenues are- recorded in. the accountmg:_-:._
S '-'__'.-'-perlod in wh1ch they are earned and become measurable, and investment purehases and salesare
Lo recorded as of their trade dates. . Member and employer contributions are established by statute
rasa percentage of ‘salaries and are recognized in the period in which employees’ ‘salaries are_"f e
SR -'-:earned Beneﬁts and refunds are reeogmzed when due and payable 1n accordance wrth the terms L

i :f.-.: 'The System 1s a. eomponent umt of the State of Oldahoma (the State), Whleh togethe1 W1th other ; D

o 5-.-s1m1lar funds compnse the ﬁduc1ary-pens1on trust funds of the State _f-'; RO S




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED

:(2_)
.' _-_Investments.. Cash and ShortuTerm Investment Fund

L __;The System is authorrzed to mvest in ehglble mvestments as. approved by the Board as set forth:-'f-3 '_ S
in. 1ts mvestment pollcy S = SN : i _ _ RERT R

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

_ _-System 1nvestments are. reported at fan: value Short~term 1nvestments 1nclude ‘an 1nvestrnent'3: :'_5- : =
*fund composed of ‘an investment in-units of a commmgled trust fund of the. System s custodrai___:f_ e

: - agent, which is valued at cost, which approxrmates fair value. Debt and equlty securities are

" ‘reported at fair value, as determined by the System’s custodial agent, using priging ; ‘services:or -

:';'prlces quoted by mdependent brokers - based “on" the latest reported sales prices at: currentf-iu

"_'.f:-exchange rates for securities traded on national or international exchanges. The fair value of the

i pro.rata. share of units owned by the System in ‘equity. index and eommmgied trust funds is

determmed by the: respeetrve fund trustee based on “quoted - sales prices of the: underlymg

G L _-securrtres The falr value of the 1ea1 estate is determlned from 1ndependent appralsals

i '.'3"'-_".The System 1nvests in’ varrous tradltlonal ﬁnanclal mstruments that fall under the: broad_':.':: a2
~ :-definition of derivatives. The System S derlvatrves 1nclude eollateralrzed mortgage obhgatlons GERENE
i _'_'_Zeonvertlble stocks and bonds and vauable 1ate 1nstruments These 1nvestments ‘do. not mcrease Sl :

_Net uwestment income 1nc1udes net appreclatlon (depreeratlon) in the fa1r value of mvestments, S
.- interest i income, d1v1dend income, investment income from real estate, securities lendlng income o
- ""and expenses, and investment expenses, which includes investment management and custodial
- i fees and all other 31gn1ﬁcant investment related costs. Forergn currency translation gains and
v losses are . reﬂeeted in the ‘net appreciation : (depreclanon) in the’ fair value of investments, .
. Investment income from real estate includes the System’s share of income: from operations, net’ o
" appreciation in the fair value of the underlying real estate properties, and the: System sreal estate
- investment management fecs. The fair value of ‘the limited partnerslnps is determmed by:3__;-.-
-_'_'.managers of the partnershlps based on the values of the underlymg assets ' AT

__-:iThe Systern s 1nternat10na1 1nvestment managers enter 1nto forward forelgn exehange contracts"-:__' D
~©to protect against fluctuation in exchange rates Dbetween the trade date and the setilement datc of .~
S .':-_"?;._-__fore1gn investment transactions.” The gains. and Iosses on these eontracts are 1ncluded in 1ncome'_' NG
REh 2 1n the perlod in whrch the exchange rates change - ; RETEE T L

ik '_ :_1nvestrnent rlsk beyond allowable 11m1ts spemﬁed in the System 5. 1nvestment pohey

~ See Independent Auditors’ Report.




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED

R ".Investments, Cash and Short-Term Investment Fund Contmued

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

e '_The Systern S. mvestment pohcy p10v1des for 1nvestments in any cornblnattons of stocks bonds R
e ﬁxed 1ncome securltles and other 1nvestment securrtres along w1th 1nvestments in cornrmngled
* mutual, ‘and index funds.' Tnvestment securities and -investment securities ‘underlying = |
i commmgled or. mutual fund 1nvestments are exposed 1o various rlsks, such as: 1nterest rate and ConEE
. market and credit risks.” Due to the risks associated with certain investment securities, it isat =
.~ least reasonably possd)Ie that changes in the values of investment securities may occur.inthe -
Sl near term and that such changes could matenally affect the amounts reported in the statement of S
f.':plannetassets SRR Lo RS RN PRI ; . AT : i N

o .3_::'Except as. noted below no smgle 1nvestment exceeds 5% of the System s net assets The
.. -System, at June 30, 12002, did have more than 5% invested in U.S.. Government ob11gat1ons e
: _'-._3_"_'._'however these obhgatlons are backed by the qu farth and credlt of thc Unlted States of.__'.':
'-'_""'-'_Ameuca - R LT T T

o -ﬁ_'The System mvests 1n domestlc equlty 1ndex funds domestrc equrty cormnlngled trust funds, and LT
:_ﬂ-._'_jlnternatronal equity funds. - The System shares the risk of loss in these funds with other =
" participants in proportion to its Tespective. inyestment, - Because the System does not own any - .
specific. 1dent1ﬁab1e investment securities of these funds the market risk. assocmted w1th any' L

. derivative investments held in these funds is not apparent The degree of market risk depends on. S
~the. underlyrng portfohos ‘of the funds, which were selected by the: System in accordance withits =

- investment pohcy gurdehnes including risk assessment. - The 1nte1nat1ona1 funds invest prlmanly'i_':' e

Coein equity securities of entrtles outside the United States and | may enter into- forward contracts o
R purchase or sell securities at specrﬁed dates in the futme at.a guaranteed pr1ce m a forergn R
e currency to protect agalnst ﬂuctuatrons in exchangc rates of forelgn currcncy G N L




U :-.OKLAHOMA POLICE PENSION AND RBTIREMENT SYSTEM

R _-__-'__";'_NOTES TO FINANCIAL STAT EMENTS, CONTINUED

L '_'(z) SUMMARY ()F SIGNIFICANT ACCOUNTING POLICIES CONTiNUED

Investments, Cash and Short—Term Investment Fund Contmued
o B The followmg table presents the 1nd1v1dual securltles exceedlng the 5% threshold at June 30 5 o AR -
Type of o .:_ .. Name t)f L . i .-Sha_l‘.es__- o S Market

Securlgj Securlrz _ _____Held COSt M‘?—
'-:; 2003 ::--._il-_.;.__._g:;ﬁ'f;.; e e e

. Us. common ) stocks ‘_SSGA Index Plus SL Fund 3 388 140 $-8'7_;07_"6,8'91' 97 100 693 L
: U S common StOCkS EB Large Cap . i _ S .. ;.
o B . Stock Index Fund '-'-_:-_-260 655 _;1__35_5_,_4__6.6_,'3_.90 150 577 670-:"_17'
S Opportumty Partncrs L P75000 75,000,000 _.:6.4a393.a13?.f-'f'“’

' -'Master trust _
s '_.'part101pat10n
- -:f:(pnmarlly '

Lo ﬁxed mcome T e e T
L .'.SBCurltlE‘,S) ~ OCM High Yield Trust o 413,559 - 58,114,022 76,760,994 -

UScommonSiocks EB Large Cap T e e
“Stock Index Fund 104,885 69 536 568 - 59,948490.
- '-leni_téd parﬁie_r_'s_hip'_ One-Focus Technology :_ i ey

i Opportunlty Partners L P -_:'.-75?000_'__:_._.._575 000 000_ - 63,660,801 ..

Mastertrust B
_.____'-_:_.-.'partlclpatlon:'_-_:' LR
o (primarly o s
o ‘corporate e PRRS ISR

- securities)  OCMHighYieldTrust = 442,118 = 62,002,765  70,159319

. SeeIndependent Auditors' Report,




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM : {f e

NOTES TO FINANCIAL STATEMENTS CONTINUED

RIS ':':The System s short term 1nvestment fund consnsts of temporary 1nvestments in commmgled trust R
5 _:_'j_-funds of the System s custodial agent. The commmgled trust funds are composed of high-grade -~ -

- money market instruments with short maturities. - Each partrcrpant in the funds shares the rrsk of S
B - lossin proportron to thelr respectrve 1nvestment in the funds S IR E L P e

e -..:.'-.:RlSk Cate orles of Cash

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

Investments, Cash and Short—Term Investment Fund Contmued _'

At J une 30 cash and cash equlvaients were composed of the followmg

2003 2000
(Amounts in T housands)

Cash on deposrt Wlth the Custodlan ﬁ. ﬁ. $ _ i .;If; 19 ; (261)

G : Short terrn mvestment fund varra‘ole rate B o 44 847 62 324

e "'-Total_.cas_h andcashequlvalents $ 44866 62063

'._The Governmental Accountmg Standards Board 1ssued Statement No 3 “Dep031ts wrth;_' g .

. Financial Instrtutlons, Investments (Includmg Repurchase Agreements), and. Reverse Repurchase:'-f '_1

| - Agreements” (GASB No. 3).- GASB No. 3 requires disclosure of classification of deposits with |
.- financial institutions accordrng to whether they are insured or collateralized. Bank balances are Sl
-+ classified in the followmg categorres of credrt rlsk Category 1 1ncludes deposrts that are: 1nsured BB

k . _-"-_'or collateralrzed with -securities held by the System or by the agent in the System’s name;
o *-:___'Category 2 mcludes deposus Whlch are: collaterahzed wrth securrtres held by ‘the pledglng_}

. financial ‘institution’s_frust: department - or- agent in. the System S name; Category 3 includes: =
~~ . deposits which are uncollateralized or deposrts whlch are collateralized and the related securrtres": SRR
- are held. by the piedgmg flnanclal institution or: by its trust department or agent not in the
- ‘System’s name. At June 30, 12003 ‘and 2002, cash on. deposrt wrth the Custodlan and the
i ":’short—term mvestment fund were ccnsrdered Category3 o T T

At June 30 2003 and 2002 the carrymg amount of the System S cash dep051ts was the same as L
the ¢ Custodlan s balance. - The Custodian’s ‘balance of deposits is not insured or reg1stered bythe =
- ;-'5'-_Custod1an “This amount is held overnight and transferred to the short-term investment fund the
. next day.. The carrying amount of the: short—term 1nvestment fund was the same as the bank R
: 'f.'ﬁ-__"balanceatJuneBO 2003 and2002 ' L e R

e _Se_é_Indeiﬁendéirt_.Aildi’tOIS’:;R'.epo_l"f-.__':'5. L S




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM S

NOTES TO FINANCIAL STATEMENTS CONTINUED e

e @ :-'SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

S :'."RISk CateEOrzes of Investments |

RN GASB No 3 also rcqulrcs d1sclosure of certaln 1nf0rmat10n about the credlt I‘lSkS assoc:atcd w1th i ': -

B :_thc System 5. mvestment securities. - In accordance w1th GASB Nc 3, thc System s, mvestment__ R
securities ‘would, gcnerally be: categorized into ‘one of ‘three separate categorles Category 1.+

~ - includes’. sccunhcs that are msurcd or reglstered and for which the securities ‘are held. by the

: .::j-.SySfem or its agent ‘in the System’s name. “Category 2 includes uninsured and. unreg1stered S

' securities for which the securities. are held by the broker or- “agent in the System s name.

B Category 3 includes umnsurcd and unrcglstcrcd SCCU.I‘IUBS for whlch the secun’ucs are hcld by the_'_i s
A .;-__:__-_bxokcroragent butnotmtheSystem Snamf: e T R

L .Scc injdéﬁeﬁde_ﬁn_t AUdltOIS’Report : : RN S




OKLAHOMA POLICE PENSION AND RI]TIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED e .'f .j- S

e '( 2) SUMMARY oF SIGNIFICANT ACCOUNTING POLICIES CONTINUED o

RlSk Categories of Investments. Contlnued
A summary ofthe Systcm s mvestments at June 30 is. as follows _ﬁf e ':' S

2003 2002
. sl (Amounts m Thousands)

Categoryl ClaSSIﬁcation B L L
“U.S. Government obhgauons S $ 23,9_1_4__...'_[_-_'_- : _._.-_5_5,92_7'_:.-"7- L

. International governmental securl‘ues e 38'147_-_ LT 26579 0
Sy '_::Domestlc corporate bonds - __ o 227 535_}'_-' ST "206 3240
;:'Internatlonai corporate bonds 7 232 R 9 283 o

: 'Intematxonal stocks '115 777 S 15_9 549°

T otal Categor}' 1 Sl '839:0_38 1850515 .

Not subject to cIaSSIﬁcatlon _ HRIH AT S
Investments held by brokers/dealers under e e
- securities loans for cash collateral e
U S. Government obhgatlons S 21,276 - SR
. International government securmes ;_3 L5376 413_"@::
~ " Domestic corporate bonds AL 7 889

| el o bends s s
S _"Securltles 1end1ng collateral S 100,198 0 059,920
e '}':lelted partnershIps 221,874 194 960_: i
e . "Real estate o .:._ﬁ ':'_1 8 : o v 2}550 g s .- : 2,450 :--__3_5:._
'_'Wanants S L e e 70 640 i
' Total not subject to clasmﬁcatlon SR 405,827 --'-5:53'1:6,3430'-_-‘_-'1'_'-' e
§ 1244865 1,166,945

Total 1nvestrnents S '_ '_ . __3 S

* See Independent Auditors’ Report,




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED

-'SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

S The System S 1nvestment pohcy allows the loan of securmes through a lendmg agent to vanous T
© institutions, w1th a simultaneous agreement to return the collateral for the same securities inthe ="
S future, generally less than 30 days. There are no restrrctlons on the dollar amount of the loans ==~
_* that can be made. At June 30,2003, loans to U.S. issuers were collateralized by $72 millionof ~ -7

- cash, which was: 102% of the market value of the securities loaned. Also, at June 30, 2003, loans =
. 'to.non-U.S. issuers were “collateralized. by $37. million of cash, which was 106% of the market = ..

SRLIRS '-._'_:-'Value of the securities loaned. At June 30, 2002, loans to U. S. issuers were collateralized by
- $52 million of cash, which was 102% of the market value of the securities loaned. Also, at =

. June 30, 2002 loans to non-U. S ‘issuers. were collaterahzed by $8 rmlllon of cash which wast e
- 105% of the market value of the securities loaned, - As the System does not have the ability to
" pledge or sell non- -cash collateral without a borrower ‘default, the non-cash collateral the System . =
v had recelved at June 30, 2003 and 2002, was not included in the: accompanying statement of plan. -

SR '_-_";'net assets, Accordmg to. the securities lending agreement if at the close of : tradlng on any o
-'_:'busmess day, the market value of the collateral presently delivered by the borrower is. less than
- 100% of the market value of such loaned securities, the’ System shall: demand the borrowerﬁ.'f.‘ i
- ':'_"-dellver collateral equal to 102% for dornestlo securltles and 105%. for non—U S, securltres atthe
. ‘close.of the next husmess day.. At the maturrty of the loans, the System receives a loan premrum'_'_ S
~-and the securities are returned.- The System has no_ credit risk exposure to. borrowers because the

-~ “amount. the System owes the borrowers exceeds the amount the borrowers owe the System As_;ﬁl S
. of June 30, 2003 and 2002, the ‘System had no losses on securities lending fransactions resulting =~
' from default of a ‘botrower ‘or lending agent. Contracts with lendmg agents require them to. =~ -
R --'1ndemn1fy the System if the borrowers fail to return the - securities or otherwise fail to pay the =

- System for income while the securities are on. loan; : The securities on loan are mcluded inthe
i ._'j“.ﬁ”__frespectrve investment - categorres inthe ‘accompanying statements -of - plan net assets Cash L
- collateral is invested in the lending’ agent’s short-term investment pool and included ‘as an asset
L in the accompanying statements of plan net assets with an offsettmg 11ab111ty for the return of the, =+
i collateral, The securities . lendmg agreement sets forth credit quahty standards acceptable i
.1nvestments, dlversrﬁcatlon standards, and maturity and liquidity consiraints for:the investment =~
- fund. The System s investment . guldelmes do not require-a ‘matching of investment maturities =
S -wrth loan maturrtres, but do. establish minimum levels of 11qu1d1ty and other restrictions desrgned_'
"' 'to minimize the' interest rate risk’ assocrated Wlﬂ’l not matchmg the maturities of the. investments -
S _wrth the loans 'The cash collateral investments. had an average we1ghted maturlty of 18 days and_
S '._-27 days at lune 30 2003 and 2002 1espect1vely IO A R SR S S

SeeIndependentAudrtors’Report S




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUE}) L

S _:_(2'_)' :-'_'_.SUMMARY or SIGNIFICANT ACCOUNTING POLICIES CONTINUED o

R .5_F01’01£n Currencv Transactmns TR

S ;The System has certam 1nvestment managers that trade on forelgn exchanges Fore1gn currency."
" gains and losses are. calculated at the transaction date usmg the current exchange rate, and assets -

B are remeasured to u. S dollars usmg the exchange rate as of each month end. Durmg the ‘yeat

- ended: June 30, 2003, forelgn currency galns of approx1mate1y $3.5 mllhon and remeasurement_.--_?

S _"_:'galns of apptoxxmately $15.5 million were included in the accompanymg statement of changes int o :

[IReRE _net assets as net apprecnatlon 1n falr value of mvestments

S RepurchasefReverse Repurchase Agreements _ L

= . plan ‘net -assets.as net. apprec1at10n in fair value of: 1investments. - Dunng the -year ended_' :
*June 30, 2002, foreign currency losses of approx1mately $5.2. mllhon and remeasurement gains - |
' _of approxnnately $32.9 million were included in the accompanymg statement of changes in plan_-_'--_ S

L The System has a master repurchase/reverse repurchase agreement Under the agreement the' P

o 'reselllrepurchase the secuuty at a spemﬁed future date and prtce The System d1d not enter mto '_ : :.' .

) o any transactlons under thls agleement durmg ﬁscal years 2003 of 2002 .

.'”-:.':'Use of Est:mates f_:. i

The preparatlon of the System s ﬁnanmal statements in confonmty Wlth accountmg pr1nc1ples.j' : f
- generally accepted in the United States requires management of the System to make mgmﬁcant-”-'- SHE

. estimates and assumptions that affect the reported amounts of net assets held in trust for pension .

-';'-:_'-'beneﬁts at the date of the. ﬁnanclal statements and the actuanal mformatlon in: Exhlblts LI

~and I included in the required supplementary information as of the benefit information date, the

= dlffer from those estlmates SR e

S ';;RlSkS and Uncertamtles :i.' -

| '.:.""-"._changes in the. System net assets durmg the* reportmg penod and, when apphcable dlsclosures
“of: contmgent ‘assets and 11ab111t1es at the date of the ﬁnanmal statements Actuat results could S o

i -"-Contnbunons to the System and the actuanat mformatlon in EXhlbltS I II and III mcluded in the o

“required supplementary 1nf01mat1on are reported based -on certain’ assumptlons pertammg to =

" inferest rates, inflation rates, and employee compensation and demographics. - Due to the

o changmg nature of these assumptlons it‘is at least reasonably possible- that - changes in these - R

ey .assumptlons may -occur in the near: term and, due to ‘the uncertainties inherent - 1n settlng i

o assumptaons that the effect of such changes could be matenal to the ﬁnanc1al statements

 SeeIndependent Auditors’ Report.
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OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES T 0 FINANCIAL STATEMENTS CONTINUED

_-(2) _"_"._SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED S

SO Admmlstratwe Items

S Operatm g- Leases

B _.__:ﬁ -_:The System had an operatlng lease Whlch ended June 30 2003 The 1ease has been renewed for i
- the period July 1, 2003, through June 30 2004 Total lease expense for 2003 and 2002 was

R o _approx1mately $39 000 for each year

.:":::ﬁ'ﬁ':'_'-CompensatedAbsences.. G e s e

: Employees of the System earn. annual vacatlon leave at the rate of 10 hours per. month for up to'-: I_ e o
BN ';:5 years of ; serv1ce 12 hours per month for servrce of 5 to 10 years 13 3 hours per month for--

S obe accumulated to a maximum of 480: hours All accrued leave is payable upon termmatron R

: f_-’res1gnatron, retirement, ‘or death,. As of June 30,-2003 and 2002, approximately $55,000 and
- $53,000, respectlvely, was Included 1n accounts payabie as the accruals for compensated i

R --;_absences

'The changes in the accrual for compensated absences for the years ended June 30 were as :_:"-'Z:-:'

-:.-_-“_'follows SR

$ '_ 53 356 | 58 920
(27 364) (33 780)

L e
_"'_'.:Addltlons o
S :_-'Amount used

2003 . : 2002




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED S

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

"':'.';_._Admlmstratlve Items. Contmued i

G RettrementExpense i

R fThe employees of the System are. el1g1ble fo. part101pate in the Oklahoma Pubhc Employees' EEa
.. 'Retirement Plan, which is administered by the Oklahoma Public Employees Retirement System =~ .
L (OPERS) "OPERS is a mult1ple-employer cost sharmg public retirement deﬁned benefit pension
oplan. OPERS prov1des retirement, d1sab111ty, and - death : benefits to’ Plan members ‘and .
'_'.beneﬁc1ar1es ~OPERS 'issues 2. publ1cly available financial report wh1ch includes ﬁnanmal_.-_‘
. statements and required supplementary information for OPERS. That report may be obtained by - =~
~ . writing to.the Oklahoma Pubhc Employees Rehrement System 6601 N Broadway Extensmn,__"i e

St _'iOklahoma, City, OK 73114.

_-::Employees of the System are. requ1red to contnbute 3% of thelr annual covered salary up to_..-'-: Ty |
©$25,000.and 3.5% for salaries above: $25,000.. The Sysiem s required to contribute at an © == ..
e -_factuanally determined rate, which is. eurrently 10% of annual covered payroll Dunng 2003, Ll
o 2002,-and 2001, atotal of $56 77’7 $55,069, and $46 605 respect:vely, was pa1d to OPERS The'-__j"' ST

S _'System s and employees pomon of those amounts were as follows 5 o SR

2003 2002 2001

Systemport1on$ @ 931!-*'- 4l 677-.__3__,"' 35, 182'}
 Employeepotion 13 846 a2 s

§ s6777 s 46605

SeeIndependentAudltors’Report i L




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STAT EMENTS CONTINUED

i 'Investment in Bulldmg

B The System owns a bulldmg ongmally purchased for approxunately $1. 5 mllhon and 1t is held as_ SR
oa long-term 1nvestment ‘The buﬂdmg is accounted Tor at fair value based on’ periodlc appraxsals,' SRR
“:"and rental income and expenses are reported currently. The System utilizes part of the- building .
':'for its administrative offices and charges itself rent; which is reflected as administrative expense -
" and other investment income. The fair value of the. buﬂdmg at. June 30, 2003 and 2002 was_" e
L J..'--estlmated at $2 Smlihon and $24m1111on 1espect1ve1y A I R PR

s Alternatlve Investments Lo

B I"._*_'_'Pr uszbe: Fund II LP Invests m t1mbe1 | j‘-: $ 7,422 R :'-_'3_";_7_,_'802_. o

[E ._'-Mount Lucas Fund LP -Speculatwe tradmg of

St Fund II LP :-::'Invests 1n dzstressed debt G857 2233

INVESTNIENTS IN BUILDING AN D ALTERNATIVE INVESTMENTS

. I_ : : "The System has also mvested in altcmatlve 1nvestments such as hmlted partnershlps and 11m1ted -:; o o
RE -'-hablhty compames The alternat:ve 1nvestments at June 30 are summanzed in the followmg_ e

s s e FalrMarketvaluc
T T (Amozmts in Thousana’s)

P '-5c0nnnod1ty futures contracts S
" options on future contr acts

i '..:.-'.TCI’V/CI esent Mezzanme '_Invests in prlvate}y negotlated__ f_i_' Ahmhs

Partners II LP -Subordlnated debt and equlty I B T

'-'__'ﬁ;secunnes _ :

' --'_'resell controlhng mterests 1n U

L Marafhoﬂ F una’ I V,LP '. 0 | To acquxre, manage and

' Welss Peck & GJ eer :_"""_‘_Invests in the secuutles of

Venture Assoczates V LLC :technology and development '.;; ':' '. . : v
S _}_:stage compames R 321100 :..;-:" 3 804_-_'5 '

(Contmued)_" i

o Tndependent Auditos Report.

. "':;'.; and forward contracts 13’077 12,597 ::'5:_ L

2703 o3ms




i OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

'_'_s_:'f_?'NOTES TO FINANCIAL STATEMENTS CONTINUED £

i Alternatlve Investments, Contmued

g :. :"::Pequot Venture Genel al
Partners H LLC

2 FundII LP

i :.- WPG—Farber, Presenr

& : Instztutwnal Fund LP i

e -.::_:-:.: _._-'Oak Tree Capztal Mgmt
o Opportumnes Fund IH LP

: o .'_.;Pequot Przvate Equzty
o Fund ILLP-

o :':-:Venture Lendmg &

. Leasing ILLLC

: .. WPG Ventu;e :
Assoc:ates VI LP

B Invests 11’1 the Securltxes of
| :- : 'technology and deve]opment GRS

- '_dIfﬁcultIes o
_-'__Invests in compames that are *
it orgamzed outSIdc the Umted

L _':-_:-:_States

" : .Invests in equIty secuutles

FaIr Market Value TN

mmP“ pose 2

1”'_::Invests n entmes ] i

expenencmg ﬁnanCIal

. -"Debt ﬁnancmg and dlrect
'-1nvestrnent in equlty SR
o j _-'-"secuIItIes of venture capItal- i

:_.backed compames BRa

o S Invests in securItIes Issued
B prnnarlly in Start-ups early

© i stage ventures and expa.nSIOn

- L instage compames focusmg n -
"'..:_-_.__ﬁ__technoiogy A

sy B

2 371 b

o) *'INVESTMENTS IN BUILDING AND ALTERNATIVE INVESTMENTS CONTINUED' -

2002

(Amoum‘s m Thousands)

o

14420

2913

2 033'.-?_:' S
(Contmued): RNt




s ':OKLAI-IOMA POLICE PENSION AND RETIREMENT SYSTEM

_'"-NOTES TO FINANCIAL STATEMENTS CONTINUED s

e INVESTMEN’I‘S IN BUILDING AND ALTERNATIVE INVESTMENTS CONTINUED

o xz Alternatlve Investments. Contmued

e s A Fa1r Market Vaiue

= f_ One-Focus Technology -'fInvests pnmarlly in thc '

D Oppo; tumty Pa; tners, LP --"_"-'technology sector _:; i_ $ 64,393 o 63,661 '.

IR ':.'.':.:TCW/Cresent Mezzanme ' '.'-__::Invests in prlvately negotaated
R Partners III LP S fsub01dmated debt and equlty

" OCM Oppm tumtzes . -

Fund I V LP - Invests in dlStI'CSSGd debt _ 1 1,841 5,591

S BBT Ove;seas Parmers LP:':'- "'Invests in equlty secuntles

an d ﬁnanm al acqulsmons 41’110 -. 42,153

o _'."-.Hzcks Muse Tate d’. .:Invests in prwate equlty
RRIFRR Furst Eqmty 'g_::securmes and 1everaged

ot ;:'{_::“_Aresenal Cap:tal Partners Invests m portfoho L

o }_'-":'-Szgulel Guﬁ Dzstressed G '-.-.__--__Invests in secuntles of
S Opportumtzes Fund _-‘*_f.’compames undergomg e
L L L C T * - distress, ope1at1ng dlfﬁcultles

- e :""'_'_'-and mgmﬁcant reconstructmg

:'EFreemont Par tne:s III LP :'. -_'__Invests in equ1ty Securmes S 2,’701 | 421 |

_:'Levme Lezchtman Capltal 3 'f'Invests in secumtles of mlddle H

Par mers III LP: market compames - s

s musn 104960

© See Independent Auditors’ Report.




OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED S

INVE'STMENT'S'IN BUILDINGANDALTERNATIVE INVESTMENTS, CONTINUED

- -_.'ﬁ.Alternatlve Investments. Contmued i 'f' : S

ok 4 As of June 30 2003 the System had a remalnlng comrmtrnent to fund approxrmately '.
) '$80 000 000 in varrous partnershlps and hmlted habrhty compames I SR

Several of the hmrted partnershrps mvest in equlty securltles outsrde of the. Unlted States and_:j:' o
" may enter into forward contracts to purchase or sell securities at specxﬁed dates in the future ata -
o 'guaranteed prrce ina fore1gn currency to protect agalnst ﬂuctuatlons in exchange rates of forelgn IRE
S ::;-'_7currency In. addltlon ‘some of the partnershrps may engage 1n hedglng transactrons mvolvmg i
s .derxvatxve 1nstruments asa part of then‘ 1nvestment strategy g T - SR

Capll‘al Wat‘ks PartnerS, LLC

e "The System has 1ece1ved a Warrant 1ssued by Caprta] Works Partners LLC whrch exp1res on
PR October 1, 2006, ‘The warrant may, be exercised upon dehvery of 90 days wrltten notlce fromthe
e "-"System at. any time: before the explratlon date The . System is. ent1t1ed 1o receive a percentage of o
- the gross. asset value of the issuer upon executlon of the warrant. The percentage to. be rece1vedi

s 1% after the first year and an ‘additional percentage for each year after that, up to 5%. - The'j'_ S
00 System has received a valuation of this warrant, which. estlmates the farr market value as. of
SR June 30 2003 and 2002 al $680 000 and $57O 000 respectlvely L e

S fFocus Capltal Management LLC S

WARRANTS

S ;';_':_The System has recerved a warrant 1ssued by F ocus Capttal Management LLC whlch explres on-}_'-': L
. September 8,2007. “The warrant may be GXGICISGd upon. dehvery of 90 days ertten notice from 77
- : _-_ithe System at. any tlme before the expn at1on date The System 18 entltled to. recetve a percentage
of the gross ‘agset value of the issuer. upon execution of ‘the warrant ~The" percentage fobe o
. received is 2% after the first year and an additional 2% for each year after that, up to 10%.  The === =
. System has received a valuation of this warrant, which estlmates the fa1r rnarket value as. of AR
o '_ Iune 30 2003 and 2002 at $90 000 and $70 000 respectlvely L : g




e :f- ' OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM Sl

NOTES TO FINANCIAL STATEMENTS CONTINUED i

'(5)"5 '-PLAN TERMINA’I‘ION AND STATE FUNDING

e ﬁ:The System has not developed an allocation method 1f 1t were . o termmate The State of.:
~ Oklahoma LegISlature is. 1equ1red by statute to make such appropnanon as necessaty to assure T

that beneﬁt payments are made

i ':_ A suggested mmlmum contnbutlon from the State of Oklahoma is computed annually by an'_
g .:'-:i'actuary hired by the State of Oklahoma. ‘However, fundmg by the ‘State of Oklahoma to the =~ = =
~*‘System is based on statutorily. determmed amounts rathet than the actuanal calculatlons of the_'_ i

. 5 '. :_f:"'_'_'amountrequlredto fundthe System T e s

) TAX STATUS

. '_As an 1nstrumenta11ty of the State of Oklahoma, the System is tax-exempt It 1s not subject to the '.: :
S ;Employee Retirement -Income . Secur,tty Act. of 1974, The’ System has received favorable;'.'-_”i' S
- determination from the Intemal Revenue: Service: regardmg its tax-exempt status ‘The System . -

has been amended since recewmg the determmat1on letter.” However, the. System admlmstrator 2 "j :

. -:_;f_':w1th the apphcable requlrements of the Internal Revenue Code O

[ *HISTORICAL INFORMATION

i in accumulatmg sufficlent assets to pay beneflts When due is presented in Exh1b1ts L and II

®) -"._'_-_%'CONTINGENCIES

R _::assets of the SYStem S

. SeeIndependent Auditors’ Report. -

o “believes that the. System is. des1gned and is currently. bemg operated in: substant1a1 comphance s

;I—hstoncal trend 1nformat10n demgned to prov1de mformatlon about the System S progress made _' o

Rt _:'The System is. mvolved in: iegai proceedmgs in the normal course of operatlons ‘none of Wthh
. 'in the’ opmlon of management wﬂl have ‘a matenal effect on the net assets or. changes m net Pt




OKLAHOMA POLICE PENSION AN D RETIREMENT SYSTEM

NOTES TO FINANCIAL STATEMENTS CONTINUED r' o o

LEGISLATIVE AMENDMENTS

o _*':Senate B111 206 provrdes that for the ﬂscal year endmg .Iune 30 2004 the dedlcated revenue.-':' G

- ".'composed of insurance premium tax allocations shall be deposrted to ‘the credit of the Education -

- 'Reform Revolvrng Fund instead -of the System. The insurance -premium tax ‘allocations, were_-'-:

_ “used 1o fund benefit payments. - As a result of this, event, ‘the System will need to maintain
- adequate’ cash reserves to fund beneﬁt ‘payments.  The 1nsurance premlum tax allocatlons

s _:' i '_'-amounted to app1ox1mately $2O m11110n in both 2003 and 2002

S In the 2003 Leglslatlve Sesswn Senate B111 688 and House BIH 1464 created a “Back” DROP '

: - for. members ‘of the System. The “Back” DROP. is a modified deferred retirement option -

'L retirement plan. The “Back” DROP. allows the member flexibility by not having'to committo
SRR _'termmate employment Wlﬂ’llll 5 years Oncea ‘member has met their. normal retirement penod of i

i '_520 years ‘the member, can choose upon retlremcnt to be treated as if’ the member had entered._'i &
. “into the DROP.. A’ mernber however ‘cannot receive credit to the DROP account based upon‘any oo

: _'-.':‘_':'-f":_’_years prior.to ‘when the member reached their normal retirement date.. Once a member is ready-.": Ly
7 to retire, the member can make the eleetlon to partlclpate in the “Back” DROP and can receivea =~ =

'_ DROP. beneﬁt based upon up 103 years of partlcrpatlon The member 'S regular ret1rement"_3'
:3'_'f-beneﬁt w1ll not take into account any years of service credrted to the “Back” DROP G

- Seelndependent Audltors’Report ST
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- j_ OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM

“ *-"'REQUIRED SUPPLEMENTARY INFORMATION SCHEDULE OF CONTRIBUTIONS EROM

S ‘"THE EMPLOYER AND OTI-IER CONTRIBUTING ENTITIES :f._

o ':: -:___(In Thousana’s)

i ;'-'June 30,2003

i Contnbunons by Source e e
An.nual Reqmred Employer ; State . S o Percentage
Year Ended Contnbutlons : Contubuuons Contnbuuons - Total - i 'Contrxbuted

_'June 30, 1997 $ 2 460 _;'17 251 15734 32,985 g' 125%'
0 June30,1998 ri;.j'zz 426 018253 17,177 . 354300 158%"- S

0 June 30,1999 39827 193740 16841 36215 91%
. Juwe30,2000 - 34683 . 20358 17342 37,700 109%

0 June30,2001 53,043 . 21414

__-'---;jfij-'June 30,2002 54918 22411 o |

See Independent Audﬂ:ors Report : R
See accompanymg notes to requlred Supplementaxy 1nf0rmat1on B

S ,'_,26-. e

18,638 40,052 76%'
i _-.19 811 42222 ;_' L 77%




"-"f-_-':['-OKLAHOMA POLICE PENSION AND RETIREMENT SYSTEM SREEIRIEER
S 'NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
e i '._June 30, 2003 |

EThe 1nforrnat1on presented in the requ1red supplementary schedules Was determmed as. part of an e
SEINEIRE, actuanal valuat1on by an mdependent enrolled actuary. (Buck Consultants) at the dates mdlcated S
SRS -._Addmonal mformatmn as of the June 30 2003 Valuatmn follows & SRR DT RSN

i Actuar1al cost method R :iEntry age R i
s '-'_'__Amort1zat1on method: - g .~ Level dollar-clcsed B
'_-Remammg amort1zat10n '- G *_10 years .o ARETENE : SR
s .Asset valuatmn rnethod AN expected actuanal value is determmed equal 10 the pr1or.'-_ SRR
I R Ceiy _year’s actuarial value of assets plus cash flow. (excludmg_f’-._-.-_':.'..'_-_.-_'::_
- realized and unrealized gains ‘and. losses) for the year ended o
“.on _the valuatton date and assummg a7, 5% interest retum Sl
SR __Twenty percent (20%) of any (gain). loss is amorttzed over.
5 years. The result is constrained to a Value of 80% to 120%_1_' T
e ;:_Of thc market Value at the valuatlon date : i

' ':__':_.'Actuaﬂal assumptzon S
- Investment rate of return:” 7 5% SR
PrOJected salaty 1nc1eases*_:_3"- 5% 1019% ) - A SEVE
Cost—of hvmg adjustments:' - Police officers ehgl‘ole to receive mcreased beneﬁts accordmg SRR
" to repealed Section 50120 of Title 11" of the Oklahoma '~ "
' Statutes pursuant to-a court order receive an. ad_]ustment of Yo =«
| "'to Y of the increase or decrease of any. ad_]ustment to the base .
i ~salary ¢ of a 1egu1ar pohce ofﬁce1 based on an increase in- base S
N :'.salary equal to the average mcrease 0ve1 the 5 pncr years _3 Al

:Membc1s not ehg1ble for ﬂ’llS automatrc 1ncrease are assmned_'-f'
7o Teceive a 2% annual mcrease m beneﬁts durmg each year SHORRNS
: '.':_-.of ret1rement ' S SRD R




INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND

= ON INTERNAL CONTROL OVER FINANCIAL REPORTING

- BASED ON AN AUDIT OF FINANCIAL STATEMENTS

' PERFORMED.IN ACCORDANCEWITH =
| GOVERNMENT AUDITING STANDARDS

_:_'_}.To the Board of Trustees of the : AR
Oklahoma Pohce Pens1on and Retrrernent System

: :':;.We have audlted the ﬁnancral statements of the Oklahoma Pohce Pensron and Ret1rement System'f"

| (the. “System”) as of and for the year. ended June. 30, 2003, and have issued our report thereon dated

"_._.August 29,2003, whrch 1ncluded an explanatory paragraph d1scla1m1ng an opinion on requ1red;-'_'”i:

| -’_supplementary information.: We conducted our audit in accordance with auditing standards generally = =
e accepted in the Umted States and the standards apphcable to financial audlts oontamed in Government RN
e Audzrmg Srandards, lssued by the Comptrolier General of the Umted States : : e

:.'""..'.:.j'.:_'.'__Comphanc Sl

'_-As part of obtamrng 1easonab1e assurance about whether the System ] ﬁnanmal statements a1e_-":'_'
o free! of: material 1nlsstatement we perforrned tests. of its comphance wrth certain prov1s1ons of

| laws,. regulatlons, contracts and grants, noncomphance with which could have ‘a direct. and

i R noncomphance that are requlred to be reported under Government Audztmg Standards S

"_-'-':Internal Control Over Fmanc1al Reportmg S

matenal effect on the: determination of ﬁnanmal statement amounts ‘Howevet, provrdmg an
- ‘opinion on comphance wrth those prov1s1ons 'was not-an obJectlve of ‘our audit and accordrngly; G
. we do not express ‘such an opinion. The. results “of ‘our- tests - disclosed no: 1nstances of

o :-In planmng and perforrmng our. audrt we. consrdered the System s mternai control ove1 ﬁnancral e e

. __ reportmg in order 1o determine our audrtlng procedures for the purpose. of expressmg our opinion - 3_5;_ -
~ooonthe ﬁnancral statements and not to. ‘provide assurance on. ‘the 1nterna1 ccontrol over: ﬁnancral i
L 3_j-report1ng Our consrderatron of the 1nterna1 control over ﬁnancral reportmg would not necessarily e

. -iweaknesses A rnaterlal weakness 1s a condrtron in whrch the de31gn or operatlon of one ormore

. of ‘the internal . control components does. not reduce to a relatively low. level the’ risk that

. misstatements in amounts that would ‘be material in_relation to the financial statements bemg sl
S audited may occur and not be detected within a tnnely perrod by employees in the normal course’ S
iof performmg thelr a331gned functions, We noted no matters involving the lnternal control over

o '_-ﬁ'_'ﬁnanclal reportmg and 1ts operatron that we cons1der to ‘oe matenal weaknesses

S This report is 1ntended solely f01 the. mforrnatlon and the use of the Board of Trustees management of L
o the System, and the State of Okiahoma and is. not mtended to be and should not be used by anyone other SR
'“.'lthanthesespecrﬁedpartzes S S L BREE R R

_Shawnee Oklahoma R
' _August 29 2003 i _' S




