


Oklahoma State Parks

The perfect outdoor experience is available in the state of Oklahoma. Among the
many activities adventurers can find at the thirty-five state parks are trails to hike,
rivers to canoe, or sand dunes for ATV driving. For those preferring to relax, the
parks offer lakes, golf courses, and beautiful scenery. Showcased on the cover and

divider pages are examples of the amazing views one can experience.

Photographs provided by the employees of the Oklahoma Tourism and Recreation Department.



OKLAHOMA
2012

Comprehensive Annual Financial Report
for the Fiscal Year Ended June 30, 2012

Mary Fallin
Governor

Prepared by

Office of Management and Enterprise Services

Preston L. Doerflinger, Director
Lynne Bajema, State Comptroller



The Oklahoma Comprehensive Annual Financial
Report is an annual publication of the Oklahoma
Office of Management and Enterprise Services
and is prepared by the Division of Central
Accounting & Reporting.

This publication is issued under authority of the
Office of Management and Enterprise Services.
Pursuant to 74 O.S. 1992, Section 3105, 250
bound copies and 500 compact discs have been

prepared and distributed at a cost of $5,500.00.
The Office of Management and Enterprise
Services would appreciate credit for any reprint.

Requests for additional copies, comments or
questions may be directed to Susan Perry, Office
of Management and Enterprise Services, 2300
North Lincoln Blvd., Suite 122, Oklahoma City,
Oklahoma 73105.



TABLE OF CONTENTS

Page

INTRODUCTORY SECTION
Letter Of TIanSIMITEAL.........ccooiiiiiiiiiiiiieiecetet ettt sttt b et eae et e e e b sa e e bt s ae e b n e e aesaeebeeneene 7
Certificate of Achievement for Excellence in Financial RepoOrting..........cocccocveviiiiiniininiieiniiieiicteseenceieeeee e 18
Selected Oklahoma State OFfICIALS ......c.coueiiriiiiiiiiieieeee ettt st ae e e 19
State AZENCIES (DY CADINMEL) ..euviiuiiiiiiiiiiiieieet ettt ettt ettt s bt e s bt et e et e et e bt e e st e sb e e sbeesbe e bt e bt enaeeateebeesbaenbeenbeens 20

FINANCIAL SECTION

INDEPENDENT AUDITOR’S REPORT ......ccooiiiiiiiiiiiicietecese ettt sttt sttt s e 23
MANAGEMENT’S DISCUSSION AND ANALYSIS ... ottt 25
BASIC FINANCIAL STATEMENTS ..ottt sttt st e s e 41
GOVERNMENT-WIDE FINANCIAL STATEMENTS ......ccoooiiiiiiiicceeee ettt st 43
StAtEMENt Of NEE ASSELS ...cuveiuiieiiieiiieieiie ettt ettt et s et a e e et et e e e eaeesase s s e e be e st enneesneeanesenesneenneenneens 46
StAtEMENt Of ACLIVITIES. ...ceuveiiieiieiieie ettt ettt ettt et et e st et e eae e eaeesase s s e e bt e st enne e st eanesenesneesneenneens 48
FUND FINANCIAL STATEMENTS ..ottt s st st s e 49
Balance Sheet - Governmental FUNAS..........c..ooiiiiiiiiiiiiiii et 52
Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds........................... 54
Statement of Net Assets - Proprietary FUNAS ..........ccoooiiiiiiiiiiiii et 56
Statement of Revenues, Expenses and Changes in Net Assets - Proprietary Funds............ccoccoovinenininnnn. 57
Statement of Cash Flows - Proprietary FUNAS.............ccooiiiiiiiiiiiiceeceee e 58
Statement of Fiduciary Net Assets (Fiduciary Funds and Similar Component Units) .........ccccceceeveeneenienennenne 60
Statement of Changes in Fiduciary Net Assets (Fiduciary Funds and Similar Component Units)...................... 61
Description of Major Component UNILS.........c..cocteiieiiiieiieneeieieeieete et se e easessse s s e e esneeneeane 63
Combining Statement of Net Assets - Major Component UNItS ............coceeiieierienienieneeneeeeeeeeeeeeseeeeneen 64
Combining Statement of Activities - Major Component UNtS ...........coeeeuieiiieiiiriieniienienienieeeieeeeeeesee e 66
NOTES TO THE FINANCIAL STATEMENTS ..ottt sttt sttt st e 67
REQUIRED SUPPLEMENTARY INFORMATION .......ooiiiiiiiiiiniiiietcteieteie sttt s s 127
Budgetary Comparison Schedule - Budget to Actual (Non-GAAP Budgetary Basis) General Fund..................... 129

OKLAHOMA ¢ 3



COMBINING FINANCIAL STATEMENTS....... oottt ettt et e s s s 139

Description of Fiduciary Funds and Similar Component URNILS ........c..ccoeeveriirienienieneeieeienieneesieesieenieenieeeeens 141
Combining Statement of Fiduciary Net Assets - Pension Trust Funds
(Including Similar COmMPONENt UNIES)......ertiriiriiriieniieiieieete sttt sttt ettt ettt et et e et etesaesaeesbeenbeenbeens 142
Combining Statement of Changes in Fiduciary Net Assets - Pension Trust Funds
(Including Similar COmPONENt UNIES)..cc..eriiriiriiiriieiieiieieetesiterit ettt ettt st et e e be et saaesatesbeenbeenieens 143
Combining Statement of Assets and Liabilities - AZency FUnds .........ccccocevienieniniininniiinieneeceeee e 144
Combining Statement of Changes in Assets and Liabilities - Agency Funds.........coccoceeviiiiiniininninnnncneneene. 145
Description of NonMajor COMPONENt UNILS .......ceuirtirieriieriieieeieeienie sttt stee et et et e sttesbtesbeesbeenteenaeesbeentesssesbaenbeenbees 146
Combining Statement of Net Assets - NonMajor Component UNILS..........ceeeereerernerienienieneenieenieeiesreseeniee e 147
Combining Statement of Activities - NonMajor Component Units ...........ccecueriereenernennienienienieneeie e 148
OTHER SUPPLEMENTARY INFORMATION........ccciiiiiiiiiiiiieiiieieettet ettt st s 149
Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on
an Audit of Financial Statements Performed in Accordance with Government Auditing Standards ................ 151
STATISTICAL SECTION
USING the STAtiSTICAL SECTOM .....eeutiiuiiiiiiieiiie ettt ettt ettt e bt et eat e e at e e bt e sbtesbe e s bt e bt e bt embeemteeatesbeesbeenbeebeenbeennes 161
Schedule of Net ASSEts DY COMPOMNENL.......ccc.eeuirrieiiiiienitenteenteeieeteete et st stee st et e e bt et e eatesbeesbeesbee bt ebeenbeemtesaeesueenseenseens 162
Fund Balances, GOVErNMENTAL FFUNAS .......ovviiiiiieieiiiiieieitieeeeeeeeeeeee e eaaaaaaasataaasasass e tasssasasasssssssssssssssssssssnsnssssnssnnnssnnnnns 162
Changes in Net ASSEtS DY COMPONENL......c..coriiriiriiriirienitentterteente ettt et ette st et e bt esbeeatesatesbtesbeesbee bt enbeenteesbeeabesbeenaees 164
Changes in Fund Balances, Governmental FUNAS ...........cocooiiiiiiiiiiiiiii ettt 166
Personal INCome DY INAUSIIY ....co..iriiiiiiiiiieee ettt sttt et et ettt st sbt e sbe e s bt e bt e b e e abeeabesaaesaees 168
Personal Income Tax Filers and Liability by Adjusted Gross INCOME ..........ccoceerieriiiiiinieniienienieneenceiceteeeeee e 169
TAX COLLECLIONS .....evieiiiniiiiii ettt st e h ettt et et s a e b et e e b et s b s ae st et e st e sa et e s bt eaeeatesnesesaenes 170
Percentage of Annual Debt Service Expenditures For
General Bonded Debt to Total EXPENAItUIES.......c.eeriiriiriiiiieieeienienitesieerce ettt ettt st e e e ens 172
Ratios of Outstanding Debt by Type - Primary GOVEINIMENL.......c..cocueiuiiiiriinieniieieeieeieeite sttt siee ettt eeaesisesbeesiees 172
Revenue Bond Coverage, Enterprise Fund and Component Unit...........c..coccerieneininiiinienienieneeneenceiceteete e 173
MajOr EMPIOYETS DY SIZE .....couiiiuiiriiiiieiieitenteee ettt ettt ettt h e b e bt et et s st sbtesbeesbe e b e e bt embeeabesaaesaees 175
Demographic and ECONOMIC STATISTICS .....eoueerteertieiieiirieeiteniterteenieese ettt sttt et e e et et st satesbeesbee bt et e esbeeatesbaesaees 176
SChOOI ENTOIIMENES .....cuviniiiieiiiiiiiiiiiiecit ettt ettt ettt sa et sa e st e a et s b e et e e bt ese e s eaennesaeen 177
Government EmMployees DY FUNCHON ......cooiiiiiiiiiiiiiiieieteteeecee ettt st st st st et et e e et saaesaees 178
Capital Asset Utilization by Function-Primary GOVEINMENT ..........ccc.eevuiriiriinieniieniieieeienie ettt siee et et ere e siees 178
Operating Indicators for Governmental FUNCHONS ..........coueiiiiiiiiiiiiicii ettt ettt 179
Additional Information and Sources of Statistical Data ...........ccccceviiiiiiiiiiiiiiniiice e 181

4 ¢« OKLAHOMA









Lynne Bajema Preston L. Doerflinger
State Comptroller Director and Secretary
of Finance and Revenue

January 30, 2013

To the Honorable Mary Fallin, Governor
Members of the Legislature, and
Citizens of the State of Oklahoma

The Office of Management and Enterprise Services is pleased to present the Comprehensive Annual Financial Report
(CAFR) for the State of Oklahoma for the fiscal year ended June 30, 2012. This report, presented in three sections -
Introductory, Financial, and Statistical, is the primary means of reporting the State government's financial activities. Its
objectives are to provide a clear picture of the government as a single, unified entity and to provide traditional fund based
financial statements. The CAFR has been prepared in conformity with relevant Governmental Accounting Standards
Board (GASB) statements.

The Introductory Section contains an overview of the State's economic performance, a review of current initiatives, and
summary financial data. The Financial Section contains Management’s Discussion and Analysis; Government Wide
Financial Statements; and Fund Financial Statements for Governmental Funds, Proprietary Funds, Fiduciary Funds and
Similar Component Units, and Major Component Units. The Financial Section also includes the Notes to the Financial
Statements, Required Supplementary Information, and Other Supplementary Information. The Statistical Section contains
selected financial and demographic information. Management’s Discussion and Analysis contains complementary
information and readers are encouraged to review this section.

PROFILE OF THE GOVERNMENT

Management of the State, through the Office of Management and Enterprise Services (OMES), is responsible for the
accuracy, fairness, and completeness of the financial statements presented in this report. The statements have been
prepared in accordance with generally accepted accounting principles (GAAP). To the best of our knowledge and belief,
the information presented is accurate in all material respects and includes all disclosures necessary for an understanding of
the State's financial position and activities. The Governor and Legislature govern all funds and accounts for every
executive agency, board, commission, public trust, authority, college, and university whose data are presented in this
report. The financial reporting entity, the State of Oklahoma, includes these funds, organizations, agencies, boards,
commissions, and authorities. In accordance with Governmental Accounting Standards Board Statement 14, the State
financial reporting entity includes twenty-two component units. There are eight major component units, eight nonmajor
component units, and six fiduciary component units. The major and nonmajor component units are discretely presented in
the financial statements. The fiduciary component units are presented in the Fiduciary Fund and Similar Component
Units’ Financial Statements, along with the other fiduciary activities of the state. The fiduciary activities are not included
in the Government-Wide Financial Statements because the resources of these funds are not available to support the State’s
own programs.

State finances are governed by rules designed to ensure sound, conservative management. The legislature cannot
appropriate more than 95% of the general revenue expected to be collected in the coming year. The State Board of
Equalization, an independent board not subject to legislative control, establishes the legislative appropriation authority.
Unlike many states that use seasonal borrowing to meet cash demands, Oklahoma maintains a cash flow reserve sufficient

2300 N. Lincoln Blvd, Room 122 e Oklahoma City, OK 73105
(405) 521-2141 e http://OMES.OK.gov
OKLAHOMA ¢ 7



to meet fluctuating cash needs. General obligation indebtedness is prohibited without a vote of the people. When revenue
receipts are less than estimated, the Director of Finance is mandated by the Oklahoma Constitution to declare a revenue
shortfall and reduce appropriations as required to allow appropriations to be covered by current year tax collections.

The State’s financial statements have been audited by the Office of the State Auditor and Inspector. The goal of the
independent audit was to provide reasonable assurance that the financial statements of the State for the fiscal year ended
June 30, 2012 are free of material misstatement. The audit was conducted in accordance with generally accepted auditing
standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. The independent audit involved examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements; assessing the accounting principles used and the significant
estimates made by management; and evaluating the overall financial statement presentation. The independent auditor
concluded, based upon the audit, there was a reasonable basis for rendering an unqualified opinion and that the State of
Oklahoma’s financial statements for the fiscal year ended June 30, 2012 are fairly presented in conformity with GAAP.
The independent auditor’s report is presented as the first component of the financial section of this report.

Internal Controls

Management of the State of Oklahoma is responsible for the establishment and maintenance of internal accounting
controls designed to ensure assets are safeguarded and financial transactions are properly recorded and adequately
documented. Such internal controls require estimates and judgments from management so that, in attaining reasonable
assurance as to the adequacy of such controls, the cost does not exceed the benefit obtained.

Budget and Fiscal Policy

The budget process begins when each agency, other than the legislature, that expends money through the State treasury
submits an annual budget request to the OMES. Copies are also provided to the legislative fiscal staffs. These requests
are reviewed and analyzed for the Governor by the OMES. The Governor then makes formal recommendations in the
"Executive Budget" which is presented to the Legislature on the first day of the legislative session. During the legislative
session, legislative committees review agency needs and recommend appropriation levels. Then the Legislature must
approve all appropriation bills to fund agency operations for the next fiscal year. Appropriation bills provide for State
appropriated funds and establish spending limits for State agencies. The Governor can accept, reject or line-item veto
particular legislative appropriations. Prior to encumbering or spending money in the fiscal year, each agency must submit
a Budget Work Program to the OMES. The program outlines, by object of expenditure, fund source, and program
category, how the agency plans to spend the available State, federal and revolving funds during the fiscal year. The OMES
must approve an agency’s budget work program before agencies can encumber or spend available funds.

Oklahoma's Constitution restricts total appropriations to 95% of estimated general revenues. The Board of Equalization is
responsible for approving the official itemized estimate of revenues based upon information provided by the OMES and
the Oklahoma Tax Commission and sets the amount of legislative appropriations authority. The Board is comprised of six
elected officials and the President of the State Board of Agriculture. The six elected officials are the Governor, the State
Auditor and Inspector, the State Treasurer, the Lieutenant Governor, the Attorney General, and the Superintendent of
Public Instruction.

The Constitution requires that collections in excess of the Board of Equalization's itemized estimate of General Revenue
Fund revenues be deposited to the Stabilization or “Rainy Day Fund” each year until the balance of the Rainy Day Fund
equals 15% of the prior fiscal year's General Revenue Fund certified appropriations authority. In November of 2004, the
voters of Oklahoma enacted new restrictions on the use of the Rainy Day Fund. Up to one-fourth of the July 1 balance
each year may be appropriated upon an emergency declaration by the Governor with concurrence of two-thirds of the
House and Senate, or by a declaration of an emergency by the Speaker of the House and President-Pro Tempore of the
Senate with concurrence of three-fourths of the members of each house. Up to three-eighths of the fund may be accessed
if the Board of Equalization is forecasting a decline in State revenues for the coming fiscal year and up to three-eighths
may be utilized in the event of a current year revenue shortfall.
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The State also has an oversight process for the issuance of debt. The Council on Bond Oversight is responsible for the
review and approval of all debt issued by the State, its agencies and public trusts, and performs an assessment of all capital
leases.

Proprietary Operations

The State's proprietary operations are comprised of governmental agencies and quasi-governmental agencies providing
goods and/or services to the public on a user charge basis. These activities are financed and operated in a manner similar
to private business enterprises. They operate with the intent to recover the costs of operations from those directly
benefiting from the goods or services. Some of the activities included in the State's proprietary operations are power
generating plants, turnpikes, medical services, and insurance and financing services for both public and private entities.

Capital Assets

These financial statements include the capital assets of the State. A discussion of capital assets accounting is included in
the Management Discussion and Analysis that is part of the Basic Financial Statements. More detailed information about
capital assets can be found in the Notes to the Financial Statements.

Debt Administration

General obligation bonds are backed by the full faith and credit of the State, including the State's power to levy additional
taxes to ensure repayment of the debt. Accordingly, all general obligation debt currently outstanding was approved by a
vote of the citizens. The general obligation bonds of the State are rated "Aa2" by Moody's Investors Service, "AA+" by
Fitch Investors Service, and “AA+” by Standard and Poor’s Corporation. Prior to a 1993 general obligation bond
program, except for refunding bonds, the State last issued general obligation bonds in 1968. Certain maturities of those
bonds were advance refunded in 1977, 2003, and again in 2011. As of June 30, 2012, the outstanding general obligation
net debt of the State of Oklahoma was $176 million. This figure excludes the self-supporting taxable bonds of the
Oklahoma Industrial Finance Authority, which are secured by the repayment of loans made to private businesses. State
revenues have never been required to support debt service payments on these obligations.

Various agencies, trusts, and authorities issue revenue bonds on behalf of the State of Oklahoma, and these obligations are
supported solely by the revenues of the issuing entities. Revenues may include appropriations to the respective entities.
More detailed information about long-term obligations can be found in the Notes to the Financial Statements.

ECONOMIC CONDITIONS AND OUTLOOK

Oklahoma is a state on the move, emerging as one of the economic bright spots in the nation over the past two years. The
State’s ever-diversifying economy thrived in many areas, featuring a manufacturing growth rate that was several times the
national rate.

Manufacturing jobs grew by 8.4 percent in 2011, when the industry accounted for 10 percent of the State’s GDP with sales
totaling $44 billion. During 2012, monthly reports indicate Oklahoma’s ranking is from first to third in manufacturing job
growth among the states.

In addition, new technology spurred an oil patch revival that propelled Oklahoma’s dramatic recovery from the Great
Recession in 2011 and 2012. All of this economic activity, driven largely by the energy sector, produced an increase in
personal income and state revenues, enabling Oklahoma to rebound from the recession much quicker than most states.

Oklahoma has long been a good place to live and work because of its friendly people, low cost of living, and ample
recreational opportunities. Now it is firmly in the top tier of states whose economies are expanding and the outlook for
future prosperity is better than ever, barring another sharp national downturn. Oklahoma is well-positioned to attract

varied industries because it is strategically located for expanding markets. It has a highly skilled work force, a high quality
of life and a low cost of doing business.
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The State’s political leadership has taken steps to make sure Oklahoma strengthens its reputation as one of the nation’s
most business-friendly states. Since Governor Mary Fallin took office in January, 2011, Oklahoma has gained 63,600
jobs through October of 2012, according to the Oklahoma Department of Commerce. That total included more than
13,000 manufacturing jobs. Oklahoma’s unemployment rate ranged from 4.7 percent to 5.3 percent for much of 2012,
much lower than the national jobless rate, which hovered around 8 percent during the same time period.

Manufacturers and other businesses in Oklahoma enjoy low energy costs and benefit from the State’s crossroads location
in the south central region of the country, with access to all forms of transportation. Two major interstates, I-40 and I-35,
intersect in Oklahoma City, the state capital.

Oil and natural gas have been vital to the Oklahoma economy since statehood. So has agriculture. The State ranks among
the top ten producers of wheat, cattle and hogs, peanuts, grain sorghum, pecans and rye. The State’s horse industry is
among the largest in the country.

Other important industries include aerospace-aviation, finance, health care, warehousing and distribution and food
processing and packaging. And the State’s industry portfolio is quickly expanding in such areas as biosciences, renewable
energy, corporate services and meteorological services.

Oklahoma has vibrant metropolitan areas and its two largest cities, Oklahoma City and Tulsa, have been singled out in
national surveys for their economic strength and other qualities.

In modern Oklahoma, optimism for the future among the State’s citizens is as high as the gleaming, 50-story Devon
Tower, which opened for business in 2012 in downtown Oklahoma City.

Devon Energy and Chesapeake Energy, both Fortune 500 companies, are headquartered in Oklahoma and have long been
among the leading national players in energy exploration. Chesapeake is the second largest producer of natural gas in the
country. Continental Resources and SandRidge Energy are other Oklahoma-based energy companies that have major
exploration operations in other states.

AT&T and Cox Enterprises, also Fortune 500 companies, have regional headquarters in the State. Two other Oklahoma-
based companies, Love’s Travel Stops (18") and Hobby Lobby (198"), are on Forbes’ list of largest private employers.

Many expanding businesses or new employers in Oklahoma take advantage of the Oklahoma Training for Industry
program, developed by the State’s CareerTech agency, which is rated as one of the most sophisticated in the nation for
delivering high quality customized training.

Tinker Air Force Base in Oklahoma City is the State’s largest employer. Other Air Force bases are located at Altus and
near Enid, while Lawton benefits from the nearby Fort Sill Army Base. Other major federal installations in Oklahoma
include the Federal Aviation Administration’s (FAA) training center in Oklahoma City and the National Weather
Service’s storm tracking and research facilities in Norman. The Federal Enterprise Services Center, located in Oklahoma
City, handles the back-office business type needs of a host of federal agencies by providing accounting and information
technology services.

Oklahoma’s residents have many outdoor recreational opportunities and major entertainment districts are located in
Oklahoma City and Tulsa, which have both undergone a renaissance in their downtown areas in recent years.

The State has the most diverse terrain in the country—everything from pine-topped mountains and cypress swamps in
eastern Oklahoma to unique rock formations and sand dunes in the western areas. With over 200 lakes and rivers,
Oklahoma is a haven for boating, fishing and other outdoor activities.

There is something to do for everyone in Oklahoma, where museums tell of the State’s colorful history and pioneer spirit.

Settlers in the 46" state were a diverse group, and the state is home to nearly 40 federally-recognized Native American
tribes, who contribute significantly to the State’s commerce.
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In Tulsa, Native American art and artifacts are on display at the Gilcrease Museum, or visitors can stop by the renowned
Philbrook Museum of Art or travel north to see the Will Rogers Museum in Claremore.

In Oklahoma City, top attractions include the Oklahoma City National Memorial, the National Cowboy and Western
Heritage Museum, Bricktown and the State Capitol. The Sam Noble Museum of Natural History is located in nearby
Norman on the University of Oklahoma campus.

Some highlights of Oklahoma’s economy over the past two years are:

Oklahoma’s unemployment rate was among the lowest in the nation in 2012 and was lower than any of its six
bordering states as the year neared an end.

Oklahoma’s economic progress produced surplus State revenues in 2011 and 2012, replenishing the depleted
Rainy Day Fund. The fund began fiscal year 2013 with a balance of $577.5 million after record deposits of
$328.3 million from the General Revenue Fund.

Oklahoma was ranked as the third best state in the nation in the Index of State Economic Momentum by Federal
Funds Information for States and State Policy Reports. The index rated states on their most recent measures of
economic vitality - growth in personal income, employment, and population.

On Oct. 11, 2012, Devon Energy announced plans to consolidate its U.S. personnel and relocate employees from
Houston to its Oklahoma City headquarters. The company said the restructuring will bring 200 to 300 jobs to
Oklahoma and improve its operations, while saving $80 million annually.

Governor Fallin teamed with Colorado Governor John Hickenlooper to head up a 22-state effort to grow demand
for compressed natural gas (CNG) vehicles by converting State-owned vehicles to run the alternate fuel, which is
now abundantly available in the United States. CNG cuts carbon emissions and costs less to burn.

Voters in the November 6th general election approved a plan to fund vital water resource and sewage treatment
programs. Voters also adopted a constitutional amendment abolishing taxation of intangible personal property.

The State in the last two years has acted to shore up its pension systems through legislation doing away with
automatic cost-of-living increases for retirees and increasing the retirement age. It is estimated those changes and
other reforms will reduce the unfunded liability of the systems by $6 billion.

U.S. Census data released in September, 2012, showed Oklahoma had a 12.4 percent increase in median
household income between 2010 and 2011. That was by far the largest increase of any state.

In September 2011, the Brookings Institute said Oklahoma City was one of only 15 large metropolitan areas
having positive job growth for four straight quarters ending in June of that year.

In December, 2011, Oklahoma City was ranked first and Tulsa fourth for economic performance among 100
cities in the Urban Institute’s MetroTrends survey. Oklahoma City also was ranked sixth among 102 cities by
www.marketwatch.com for having the best business conditions.

The Business Journals reported in 2012 that Oklahoma was one of only six states to recover all of their retail jobs
lost during the recession, even adding 2,000 retail jobs. Also in 2012, Thumbtack surveyed 6,000 small

businesses and proclaimed Oklahoma City as “the most business-friendly city” in the country.

CNNMoney singled out Broken Arrow, Norman, Edmond and Moore as among the best small cities to live in
2012, covering such areas as job opportunities, good schools, low crime and quality of health care.

In 2012, KPMG rated Oklahoma City as the least-costly medium-sized city in which to do business, while the
capital city was ranked first for the lowest cost of living by CNBC.
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®  The Fiscal Times in 2012 ranked Tulsa as the second best city for young adults to find a job. It cited statistics
that 4,000 people, ages 25 to 34, were hired in 2011 at annual salaries exceeding $50,000 in such areas as energy,
aerospace and health care.

e As of November, 2012 Oklahoma City has been ranked first in the nation for four consecutive months by the On
Numbers Economic Index for overall economic business strength for cities with populations over 500,000.

e In November, 2012, CareerBuilder.com ranked Oklahoma City sixth in job growth over the past three years.

Highlights of the fiscal year 2012 and fiscal year 2013 executive branch budgets include (expressed in millions):

Percentage Increase Percentage
Amount of Total (Decrease) from Increase
Appropriated Appropriations Prior Year (Decrease)
2012 2013 2012 2013 2012 2013 2012 2013
Department of Education $ 2278 % 2,334 36% 33% $ 42 $ 56 2% 2%
Regents for Higher Education 945 955 15% 14% 1 10 0% 1%
Career & Technical Education 134 135 2% 2% 8) 1 (6%) 1%
Other Education 27 38 0% 1% - 11 0% 41%
Total Education 3,384 3,462 53% 50% 35 78 1% 2%
Department of Health 59 62 1% 1% 3) 3 (5%) 5%
Health Care Authority 912 922 14% 14% 212 10 30% 1%
Department of Mental Health 183 311 3% 5% (1) 128 (1%) 70%
Other Health 38 42 1% 1% 24 4 171% 11%
Total Health 1,192 1,337 19% 21% 232 145 24% 12%
Department of Human Services 515 587 8% 9% 15 72 3% 14%
Office of Juvenile Affairs 96 96 1% 1% ) 0 (2%) 0%
Other Human Services 78 75 1% 1% 23 3) 42% (4%)
Total Human Services 689 758 10% 11% 36 69 6% 10%
Department of Corrections 460 464 7% 7% ) 4 (0%) 1%
Department of Transportation 107 206 2% 3% () 99 (7%) 93%
Department of Public Safety 85 90 1% 1% 3) 5 (3%) 6%
Other 493 511 8% 7% 33) 18 (6%) 4%
Total $ 6410 $ 6,828 100% 100% $ 257 $ 418 4% 7%

FINANCIAL INFORMATION

Governmental Functions

Most financial operations of the State are reported in governmental fund types, which are the General Fund and the
Permanent Funds. Following are schedules of revenues and expenditures for these governmental funds. Note that the
following tables present data according to GAAP for the fiscal year ended June 30, 2012, while previous tables have
presented budgetary data for this and later periods. Transfers are primarily from the General Fund to support public
institutions of higher education.
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General Governmental Functions

(expressed in millions)

Governmental Funds: Revenues and Other Financing Sources - GAAP Basis

2012 Percentage Increase (Decrease) Percentage

Amount of Total from Prior Year Increase (Decrease)
Taxes $ 8,416 48.8% $ 883 11.7%
Licenses, permits and fees 597 3.5% 194 48.1%
Interest and investment revenue 336 1.9% (363) (51.9%)
Federal grants 6,935 40.2% (564) (7.5%)
Sales and services 191 1.1% 24 14.4%
Other revenues 614 3.6% 92 17.6%
Other financing sources:

Operating transfers 73 0.4% 1 1.4%

Bond and note proceeds 75 0.4% (238) (76.0%)

Other 25 0.1% (23) (47.9%)
Total revenues and other financing sources $ 17,262 100.00% $ 6 0.0%

Governmental Funds: Expenditures and Other Financing Uses - GAAP Basis

(expressed in millions)
2012 Percentage Increase (Decrease) Percentage
Amount of Total from Prior Year Increase (Decrease)
Education $ 4,395 26.3% $ (177) (3.9%)
General government 1,741 10.4% 107 6.5%
Health services 5,436 32.5% 584 12.0%
Legal and judiciary 231 1.4% (1) (0.4%)
M useums 14 0.1% 0 0.0%
Natural resources 212 1.3% (38) (15.2%)
Public safety and defense 765 4.6% (34) (4.3%)
Regulatory services 112 0.7% 3) (2.6%)
Social services 2,092 12.5% (160) (7.1%)
Transportation 208 1.2% 25 13.7%
Capital outlay 1,302 7.8% (249) (16.1%)
Debt service 194 1.2% 4 2.1%
Other Financing Uses:

Operating transfers 7 0.0% 5 250.0%
Total expenditures and other financing uses $ 16,709 100.0% $ 63 0.4%
Governmental Funds -

Net increase in fund balance $ 553
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the accompanying GAAP-basis financial statements, as the two terms are not interchangeable. For example, the GAAP-
basis General Fund includes revenues deposited to the State Transportation Fund, federal grant proceeds, revolving fund
revenues, fees and charges as well as other money used in the general operations of government which are not considered
in the Board of Equalization's estimates of tax revenues.

Receipts from three of the four major taxes (income tax, sales tax and motor vehicle tax) were more than revenues of the
prior year. The taxes combined for $4.8 billion, or 106% of total GRF receipts for the prior year. The total of major taxes
collected increased $400 million or 9.1% from that of last year. As compared to fiscal year 2011, collections from income
taxes increased by $274 million, or 13.4%; sales taxes increased by $161 million, or 9.7%; motor vehicle taxes increased
$23 million, or 11.6%; and gross production taxes on gas and oil decreased by $58 million, or 11.9%.

Oklahoma has established an enviable record in recent years for its revenue forecasting results. Since enactment of a
constitutional amendment in 1985 establishing new revenue estimating procedures, collections have exceeded the estimate
in sixteen years and dipped below the estimate eleven years. The comparison of estimated revenues to actual collections
for fiscal year 2012 is as follows:

Revenue Collections Compared to Itemized Estimate for Fiscal 2012
(expressed in millions)

Itemized Actual Over (Under) Percentage
Estimate Collections Estimate Collected
Individual and Corporate

Income tax $ 2,032.3 $ 2,324.0 $ 291.7 114.4%
Sales tax 1,747.4 1,829.6 82.2 104.7%
Motor vehicle tax 221.3 221.6 0.3 100.1%
Gross production tax 518.8 430.5 (88.3) 83.0%
Subtotal M ajor Taxes 4,519.8 4,805.7 285.9 106.3%
Other sources 716.5 758.8 423 105.9%
Total $ 5,236.3 $ 5,564.5 $ 328.2 106.3%
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The fifteen-year comparative history of estimated to actual collections is shown in the following table.

Budgetary General Revenue Fund Comparisons
(expressed in millions)

Itemized Actual Over (Under) Percentage

Fiscal Year Estimate Collections Estimate Collected
1998 $ 3,866 $ 4,009 $ 143 103.7%
1999 4,186 4,148 (38) 99.1%
2000 4,271 4,354 83 101.9%
2001 4,456 4,693 237 105.3%
2002 4,829 4,413 (416) 91.4%
2003 4,725 4,186 (539) 88.6%
2004 4,396 4,613 217 104.9%
2005 4,545 4,957 412 109.1%
2006 5,149 5,715 566 111.0%
2007 5,708 5,966 258 104.5%
2008 5,845 5,981 136 102.3%
2009 5,981 5,544 437) 92.7%
2010 5,415 4,622 (793) 85.4%
2011 4,889 5,138 249 105.1%
2012 5,236 5,564 328 106.3%
Fifteen-Year Average $ 4,900 $ 4,927 $ 27 100.6%

The status of three important fund balances affecting the new year’s fiscal picture is explained as follows:

Cash-Flow Committed Fund — Each year, 10% of the General Revenue Fund’s certified appropriation level is set aside
to meet anticipated monthly cash flow needs for the new fiscal year. At the close of fiscal year 2012, the amount the State
set aside was $532.1 million.

General Revenue Fund - In fiscal year 2012, there were amendments to the budget that added $80 million. $66.2
million was added to the budget for prior year carryover compared to a $63.5 million carryover in fiscal year 2011.
Carryover funds reflect the difference between the 95% appropriation limit and actual receipts up to 100% of the estimate.
Funds required to replenish or increase the cash-flow committed fund also come from this source. Additionally, $13.8
million was added in supplemental funding.

Constitutional '"Rainy Day” Fund - At the start of each fiscal year, collections that exceed the estimate for the preceding
year are automatically deposited in the Rainy Day Fund until the total balance equals 15% of the prior year's certified
collections for the General Revenue Fund. As a result of different triggers for making the funds available for use, any
amounts deposited to the fund are split between unassigned and restricted fund balance. For the fiscal year beginning July
1, 2012, the restricted portion had a balance of $433.1 million and the unassigned portion had a balance of $144.4 million,
giving the total Constitutional Fund a balance of $577.5 million.
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305
440

40

645
615

875

981
007
160
900
290
350
922
370
204
405
981
361
568
566
880

44

800
266
265
430
563
629
269

Office of the Governor
Office of the Lieutenant Governor

Agriculture

Agriculture, Department of
Boll Weevil Eradication Org.
Conservation Commission
Foresters, Board of Registered
Peanut Commission

Wheat Commission

Commerce and Tourism

Capital Investment Board
Centennial Commission
Commerce, Department of
Development Finance Authority
Employment Security Commission
Historical Society

Housing Finance Authority
Industrial Finance Authority

J.M. Davis Memorial Commission
Labor, Department of *
Municipal Power Authority

Native American Cultural/Ed. Auth
Scenic Rivers Comm.

Tourism & Recreation, Dept. of
Will Rogers Memorial Commission

Education

Anatomical Board

Arts Council

Career & Technology Education
Educational TV Authority
Education, Department of *
Library Department

Private Vocational School, Board of
School of Science & Mathematics
Teacher Preparation, Comm. for

Colleges and Universities:

Cameron University

Carl Albert State College

Connors State College

East Central University

Eastern Oklahoma State College
Langston University

Murray State College

Northeastern Okla. A & M College
Northeastern State University
Northern Oklahoma College
Northwestern Oklahoma State Univ.
Oklahoma Panhandle State Univ.
Oklahoma State University
Oklahoma University Law Center
Oklahoma City Community College
Okla. University Health Science Ctr.
OSU -College of Osteopathic Medicine
OSU -College of Veterinary Medicine
OSU -Experiment Station

OSU -Extension Division

OSU -School of Tech. Training

OSU -Technical Institute of OKC
OSU -Tulsa

OU Health Sci. Ctr. Prof. Prac. Plan
Qtz Mtn. Arts/Conf. Cntr/Nat. Pk.
Redlands Community College
Regents for A&M Colleges

Regents for Higher Education
Regents for Oklahoma Colleges
Rogers State University

Rose State College

Seminole State College
Southeastern Oklahoma State Univ.
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665
618
750
120
760
150
41

185
359
980
307
445
444
446
125

292
920
835
320

022
448
783
170
807
340
452
509
092
753

20

145
117
190
215
285
353
355
450
298
475
510
520
525
343

Southwestern Oklahoma State Univ.
Student Loan Authority

Tulsa Community College
University of Central Oklahoma
University of Oklahoma

Univ. of Science and Arts of Okla.
Western Oklahoma State College

Energy
Corporation Commission *

Energy Resources Board

Grand River Dam Authority
Interstate Oil Comp. Com.

LPG Board

LPG Research, Marketing and Safety
Marg. Prod. O&G Wells, Comm. on
Mines, Department of

Environment

Dept. of Environmental Quality
Environmental Finance Authority
Water Resources Board

Wildlife Conservation, Dept. of

Finance and Revenue

Auditor & Inspector *

Banking Department

Bond Advisor

Building Bonds Commission
CompSource Oklahoma

Consumer Credit, Comm. for
Firefighters Pension & Retirement
Insurance Department *

Land Office, Commissioners of the
Law Enforcement Retirement
Lottery Commission

Office of Mgmt & Enterprise Services
Police Pension & Retirement System
Public Employees’ Retirement System
Securities Commission

Tax Commission

Teachers’ Retirement System
Treasurer *

Health

Abstractor’s Board

Alcohol and Drug Coun., Bd. of Lic.
Community Hospitals Authority
Construction Industries Bd.

Health Care Authority

Health, Department of

Mental Health and Sub. Abuse Svc.
Nursing Homes, Board of Exam. for
Tobacco Settle. End. Trust Bd. of Dir.
Uniform Building Code Commission

Human Resources and Admin.
Accountancy Board

Architects, Board of Gov.of Licensed
Chiropractic Examiners Board
Commercial Pet Breeders Board
Cosmetology Board

Dentistry, Board of

Funeral Board

Horse Racing Commission

Human Rights Commission

Medical Licensure & Supv., Bd. of
Merit Protection Commission

Motor Vehicle Commission

Nursing Board

Optometry Board

Osteopathic Examiners Board
Perfusionists, State Bd. of Examiners

560
140
570
575
588
622
632
755
790

127
326
830
360
670
400
619
805
825

25

30

772
309
131
220
310

308
415
342
477
306
585

628

270
296
678
625

978
346
345
060

650

Pharmacy Board

Podiatric Medical Examiners, Bd. of
Prof. Engin. & Land Surveyors Bd.
Psychologists, Bd. of Examiners
Real Estate Commission

Social Workers Board, Bd. of Lic.
Speech-Lang. Pathology & Aud. Bd.
Used Motor Vehicle & Parts
Veterinary Medical Examiners Board

Human Services

Children & Youth, Commission
Handicapped Concerns, Office of
Human Services, Department of
Indian Affairs Commission

J.D. McCarty Center

Juvenile Affairs, Office of
Physicians Manpower Trng. Comm.
Rehabilitative Services

University Hospitals Authority

Military Affairs
Military Department

Safety and Security
ABLE Commission

Attorney General *

Chem. Tests for Alc/Drug Infl., Bd. of
Civil Emergency Mgmt, Dept. of
Corrections Department

District Attorney’s Council

Fire Marshal, State

Indigent Defense System
Investigation, Bureau of

Law Enf. Educ. & Trng., Council on
Medicolegal Investigations, Bd. of
Narcotics & Dang. Drugs, Bureau of
Pardon and Parole Board

Public Safety, Department of

Science and Technology Dev.
Center f/t Adv. of Sci. & Technology

Secretary of State
Election Board

Ethics Commission
Judicial Complaints, Council on
Secretary of State

Transportation
Okla. Transportation Authority

Space Industry Development Auth.
Transportation, Department of
Aeronautics Commission

Veterans Affairs
Veterans Affairs, Department of

* Agency is headed by a statewide elected
official or their controlling board is made
up of elected officials. They are assigned
to a cabinet department for purposes of

coordinating services and programs only.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the State of Oklahoma provides this Management's Discussion and Analysis of the State of Oklahoma’s
Comprehensive Annual Financial Report (CAFR) for readers of the State’s financial statements. This narrative overview
and analysis of the financial activities of the State of Oklahoma is for the fiscal year ended June 30, 2012. We encourage
readers to consider this information in conjunction with the additional information that is furnished in the Letter of
Transmittal, which can be found preceding this narrative, and with the State’s financial statements which follow.

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT

Government-Wide Highlights:

Net Assets - The assets of the State exceeded its liabilities at fiscal year ending June 30, 2012 by $16.2 billion (presented
as "net assets"). Of this amount, $1.9 billion was reported as "unrestricted net assets”". Unrestricted net assets represent
the amount available to be used to meet the State’s ongoing obligations to citizens and creditors.

Changes in Net Assets - The State's total net assets increased by $1.5 billion (a 10% increase) in fiscal year 2012 after a
7.6% increase during the previous fiscal year. Net assets of governmental activities increased by $1.1 billion (an 8%
increase), while net assets of the business-type activities showed an increase of $384 million (a 38.6% increase).

Fund Highlights:

Governmental Funds - Fund Balances - As of the close of fiscal year 2012, the State's governmental funds reported a
combined ending fund balance of $6.4 billion, an increase of $553 million in comparison with the prior year. Of this total
amount, $2.6 billion represents nonspendable fund balance, with $74 million being in the General Fund. Amounts that can
be spent include $1.3 billion of restricted fund balance, $2.3 billion of committed fund balance, $66 million of assigned
fund balance, and $170 million of unassigned fund balance. The portion of fund balance which is available is roughly 23%
of the total governmental expenditures for the year.

Long-term Debt:
The State's total long-term debt obligations showed a net decrease of $3.5 million (<1%) in the governmental type

activities and a net increase of $73 million (9.7%) in the business type activities during the current fiscal year.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the State of Oklahoma’s Basic Financial
Statements. The State’s Basic Financial Statements include three components: 1) Government-Wide Financial
Statements, 2) Fund Financial Statements, and 3) Notes to the Financial Statements. This report also contains additional
Required Supplementary Information (budgetary schedules) and Other Supplementary Information (Combining Financial
Statements) in addition to the Basic Financial Statements themselves. These components are described below:
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Basic Financial Statements

The Basic Financial Statements include two kinds of financial statements that present different views of the State — the
Government-Wide Financial Statements and the Fund Financial Statements and Combining Major Component Unit
Financial Statements. These financial statements also include the Notes to the Financial Statements that explain some
of the information in the financial statements and provide more detail.

Government-Wide Financial Statements

The Government-Wide Financial Statements provide a broad view of the State’s operations in a manner similar to a
private-sector business. The statements provide both short-term and long-term information about the State’s financial
position, which assists in assessing the State’s economic condition at the end of the fiscal year. These are prepared using
the flow of economic resources measurement focus and the accrual basis of accounting. This means they follow methods
that are similar to those used by most businesses. They take into account all revenues and expenses connected with the
fiscal year even if cash involved has not been received or paid. The Government-Wide Financial Statements include two
statements:

The Statement of Net Assets presents all of the government's assets and liabilities, with the difference between the two
reported as "net assets". Over time, increases or decreases in the State's net assets may serve as a useful indicator of
whether the financial position of the State is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net assets changed during the most recent
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this s