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516 Broadway
Albarmg NY 12207

Independent Auditors' Report
New York Stale Lottery

We have audited the accompanying statements of assets and liabilities of the New York State Lottery as of
March 31, 2000 and 1999, and the related statements of revenue and expenses, and cash flows for the years
then ended. These financial statements are the responsibility of the New York State Lottery’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 of
America. These 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 significont estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasenable basis
for our opinion.

As discussed in Note 1, the financial statements present only the New York State Lottery and do not present
the financial position of the State of New York and the results of its operations and cash flows,

In our opinion, the financial statements referred 1o above present fairly, in all material respects, the assets and
liabilities of the New York State Lottery as of March 31, 2000 and 1999, and its revenue, expenses, and cash

flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America.

KPP LEP

May 26, 2000
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NEW YORK STATE LOTTERY
Statemenis of Assets and Liabilities

March 31, 2000 and 1999

{In Thousands)
Asscts 2000 19949
Current assets:
Cash and cash equivalents (Note 2) 5 154,426 191,560
Accounts receivable, net 163,031 122,185
Investments (Note 3} 207,298 205,641
Instant game ticket inventory 4,275 5,395
Total current assets 529,030 524,781
Long-term investments {Nole 3} 1,472,361 1,604,321
Equipment and leasehold improvements, net of
accumulated depreciation and amonization (Note 4} 680 1,247
Total assels s 2,002,080 2,130,349
Linbilitics

Current liabilities:

Prizes payable {Note 5) 5 208,929 205,405
Unclaimed and future prizes 301,204 397,799
Due to education (Note 6} 61,680 41,552
Due to administration 5.559 14,766
Deferred revenue 10,309 2.566
Other payables and LHabilities 14,905 15,558
Total current liabilities 605,586 677,640
Long-term prizes payable {Note 5) 1,396,494 1,452,703

Commitments and contingencies (Note 11) — —_

Total linbilities 5 2,002,080 2,130,349

See accompanying noles (o financial statements.
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NEW YORK STATE LOTTERY
Statements of Revenue and Expenses
Years ended March 31, 2000 and 1999

{In Thousands)

Revenue:
Ticket sales 5
[nvestment income
Other income
Total revenue

Expenses:
Prizes
Agent commissions
Contractor fees
Instant game ticket printing
General and administrative expenses
Interest expense
Total expenses

Net income and required allocation 1o education (Note 6) 5

See accompanying notes to financial statements,

2000 1994
3,629,258 3,697,631
44,057 132,583
281 534
3,673,596 3,830,748
1,768,155 1L.871.970
217,429 221,840
§9.834 858,969
8,258 8.516
99,946 97,500
124,831 128.624
2,308,453 2417419

1,365,143

1,413,329



NEW YORK STATE LOTTERY
Statements of Cash Flows

Years ended March 31, 2000 and 1999

{In Thousands)

2000 1999
Cash flows from operating activities:
Cash received from ticket sales 3,596,795 3,739,217
Cash paymenis for prizes (2.041.611) (2,008,009)
Cash paymenis for commissions and fees {307.803) {311,732}
Cash payments for ticket printing {10,560) (5.449)
Cash payments for general and administrative expenses (103,502) (93,605}
Net cash provided by operating activilies 1,133,319 1,320,422
Cash flows from investing activities:
Proceeds from investment malurities 210,549 206,621
Proceeds from sale of investments — 3.540
Purchases of investmenits (46,369} (62,469)
Interest on cash and cash equivalents 10,208 9,023
Net proceeds from swaps of investment securities —_ 4,912
Other cash receipls, net 300 956
Net cash provided by investing activilies 174,688 162,583
Cash flows from noncapital financing activities:
Cash transfer 1o education (1,345,015) (1,442,427
Cash flows from capital financing activities:
Cash payments for equipment and leasehold improvements (112) -
Principal payments on capital leases (14) (96}
Net cash used by capital financing activities {126) (96}
Net increase (deerease) in cash and cash equivalents {37.134) 40,482
Cash and cash equivalents, beginning of year 191,560 151,078
Cash and cash equivalents, end of year 154,426 191,560
(Continued)




NEW YORK STATE LOTTERY
Statements of Cash Flows
Years ended March 31, 2000 and 1999

{In Thousands)

Reconciliation of net income and required allocation to
education to net cash provided by operating activities:
Net income and required allocation to education s
Adjustments to reconcile net income and required
allocation to education to net cash provided
by operating activities:
[nvestment income
Other income
Depreciation and amontization
Amortization of discount on prizes payable
Change in operating assets and liabilities:
(Increase) decrease in accounts receivable, net
Decrease in ticket inventory
Decrease in prizes payable
(Decrense) increase in unclaimed and future prizes
Decrease in due to administration
Incrense (decrease) in deferred revenue
{Decrease) increase in other payables and liabilities

Net cash provided by operating activities $

See accompanying notes to financial statements.

2000 1994
1,365,143 1,413,329
(44,057} {132,583)
{281) {334)
670 682
124,831 128.624
(40,8406) 53,846
1.120 447
{177.516) (136,032)
{96,595) 1,772
(6.207) (458)
7,743 (12,285)
(686) 4.114
1,133,319 1,320,422
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NEW YORK STATE LOTTERY
Notes 1o Financial Statements

March 31, 2000 and 1999

Summary of Significant Accounting Policies

The New York State Lottery (the “Lottery™) was established in 1967, The Loutery is currently
administered by the Division of the Lottery, an independent unit of the Depantment of Taxation and
Finance, which was created in 1976 and operates in accordance with the provisions of the New York
State Lottery for Education Law (Tax Law Article 34). The purpose of the Lottery is to raise revenue
for education in the State of New York (“State”) through the administration of lottery games.

The Lottery is included within the financial reporting entity of the State of New York. Within the
General Purpose Financial Statements of the State of New York, the Lottery is accounted for within
two funds. The revenue and expenses for administration, aid to education, and prizes are reported in a
Special Revenue Fund. Monies for prizes are transferred to a Lottery Agency Fund for payment of
prizes as claims are filed. The accompanying financial statements include the accounts of both funds
and are presented as an enterprise fund. These financial statements present only the Lottery and do not
present the financial position of the State of New York, and the results of its operations and cash flows.
The accounting policies of the Lottery conform in all material respects to accounting principles
generally accepted in the United States of America, whereby revenue is recognized when eamed and
expenses are recognized when incurred.

fa} Revenue Recognition

(i) On-line Games
Revenue from ticker sales for Lotio, Quick Draw, Take Five, Pick 10, New York Numbers
and Win-d games (on-line games) is recognized when the related drawing takes place,
Receipts from subscription sales and other ticket sales for future drawings are recorded as
deferred revenue and recognized when the related drawings take place. Revenue and
receipts for the Millennium Millions promotional game held on December 31, 1999 were
recognized consistent with online games.

(i1} Instant Cash Games
Revenue from instant cash games is recognized based on the dollar value of the total
number of tickets available for sale. Tickets are available for sale upon being activated on
the Lottery Validation System at the agent locations.

¢h)  Conmmissions and Fees
Agents receive a commission of 6% based on the total tickets sold. The on-line game contractor
receives a fee equal to a contractual percentage of the revenue generated through the respective

network maintained by the contractor. All other gaming contractors are paid fees based on the
units of service provided (see note 11).

6 {Continued)



{c)

(d)

{e)

NEW YORK STATE LOTTERY
Notes to Financial Statements

March 31, 2000 and 1999

Allocation of Reveniie from Ticket Sales

The allocation of ticket sales is made in accordance with the provisions of the New York State
Loltery for Education Law which requires:

* Allocmions of ticket sales revenue to New York State for educational purposes to be at
least 20% for the New York State Lottery instant cash games, 35% for Take Five, New
York Numbers, Win-} and Pick 10, 45% for Lotto and Millennium Millions
promotional game, and 25% for Quick Draw.

* Allecations of ticket sales revenue for the payment of lottery prizes not to exceed 65%
for the New York State Lottery instant cash games, 50% for Take Five, New York
Numbers, Win-4, and Pick 10, 40% for Lowto and Millennium Millions promational
game, and 60% for Quick Draw,

* Allocations of ticket sales revenue from all games for the pavment of Lotlery
administration expenses {including agent commissions and contractor fees) not to
exceed 15%. Any excess of the maximum allocation over administration expenses is
allocated to education. Such allocations amounted to approximately 5129204000 and
$138,354,000 for fiscal years 2000 and 1999, respectively. Administration expenses
incurred by the Lottery represent telecommunications, adventising, salary and other
aperating costs and include an accrual for expenses to be paid after the fiscal year-end.

Cash Equivalents

For purposes of the statements of cash flows, the Lottery considers cash equivalents to be
amounts held with banks and amounts held under the joint custody of the Lottery and the Office
of the State Compiroller of the State of New York through the Short=Term Investment Pool,
which is used for the temporary investment of Tunds not required for immediate payments,

fnvestmenis

Investments, consisting of U.S, Government-backed obligations {zero coupon bonds and stripped
Governmenlt sccurities), are carmied at fair value, Investment income represents amortized
discount, realized gains and losses, and change in net unrealized gains on investments.

Inventory

Instant cash game tickets are purchased from printers. Tickets not activaled for sale are held in
inventory and are valued at cost by game. Tickels are chorged to printing expense under the first-
it, first-out {FIFO) accounting method when activated for sale by the agents. At the conclusion
of an instant cash ticket game, unsold inventory is offset against other income,

7 (Continued)



(g)

{h}

(i)

NEW YORK STATE LOTTERY
Notes to Financial Statements

Maorch 31, 2000 and 1999

Equipment and Leasehold Improvements

Equipment and leasehold improvements are carried ot cost.  Depreciation of equipment is
computed using the straight-line method over five years, the estimated useful lives of the assets.
Leaschold improvements and equipment acquired under capital leases are amortized using the
straight-line method over ten and five years, respectively, which is the lesser of their useful lives
or the 1erm of the lenses.

When assets are retired or otherwise dispoesed of, the cost and related accumulated depreciation
or amortization are removed from the accounts and any resulting gain or loss is reflected in other
income in the period of disposal.

Prizes Payable

Lotto jackpot players have the option of selecting a lump sum payment in licu of long term
annuily payments. Prizes payable represents the liability for those prizes which are pavable in
annual installments.  Such prize payments are funded by the Lottery's investment in U5,
Government-backed securitics, The periodic amentization of discount is recorded as interest
expense in these financial statements. Any excess of investment maturities over prize payments
is made available for prizes.

Unclaimed and Future Prizes

Unclaimed prizes at March 31, 2000 and 1999 were $112,993,000 and 574,272,000, respectively.
Prizes unclaimed for one year after the drawing date {(lapsed) are forfeited by the ticket holder.
Total prizes lapsed amounted to approximately $48,845,000 and $68,586,000 for fiscal years
2000 and 1999, respectively,

Under the Tax Law, the Lottery retains forfeited prizes for supplemental prizes in subsequent
Lottery pames. During fiscal year 1999 such supplemental prizes were used primarily for Lotto.
During fiscal year 2000, these supplemental prizes were used for Lotto and Millennium Millions,
a limited promotional game,

Future prizes represent the difference between the statutory allocation to prizes and the amount
allocated to the winning pools of Loutery games. Such amounts are disbursed, as determined by
management, for the sole benefit of Lottery game winners. Also included in future prizes is an
amount equivalent to the net unrealized gain on investments, This treatment recognizes that
these funds must be available for the payment of installment prizes in future periods.

8 {(Continued)



(3}

NEW YORK STATE LOTTERY
Notes to Financial Statements

March 31, 2000 and 1999

Cash and Cash Equivalents

Lottery deposits and investments are made in accordance with New York State statutes. Lottery sales
receipts are allocated and deposited in investment fund accounts for prizes, education and
administration under the joint custody of the Lottery and the Office of the State Comptroller of the
State of New York. The account for prizes eamns interest through participation in a short-term
investment pool administered by the State Comptroller. The carrying amount of the accounts included
in cash and cash equivalents were $154,059,000 and $192,899.000 at March 31, 2000 and 1999,
respectively. The cost of cash equivalents approximates market value. Interest income earned in each
investment account is used for the specific purpose and benefit of that account.

The Lottery also maintains sole custody accounts which are used for daily cash management purposes.
The Lottery manages the investment of its cash balances to minimize its uninvested funds. At March
31, 2000 and 1999 the amount of accounts included in cash and cash equivalents related to the sole
custody accounts were $367,000 and $(1,339,000), respectively.

The Lottery's deposits are collateralized under a program administered by the Office of the State
Comptroller of the State of New York. The State requires that its depository banks pledge collateral
based on available bank balances. All securities pledged as collateral are held by the State's fiscal
agent in the name of the State.  The Lottery's deposits with financial institutions were fully
collateralized ot fiscal yvear-end.

Investments

The Lottery is authorized to invest in U.S, Government-backed obligations {zero coupon bonds), which
will provide for the payment of prizes payable (see note 5). During fiscal years 2000 and 1999,
approximately $125,237,000 and $129,030,000, respectively. of amortized discount was included in

investment income.

These investments consisted of the following at March 31 {in thousands):

2000 1999

Maturity value S 2,565,648 2,666,677
Less: unamortized discount 979,206 1,041,292
Total carrying value 1,586,442 1.625,385
Less: investments, maturing within one year,

at amortized cost 205,829 202,634
Long-term investments, at amortized cost 5 1,380,613 422751

Total market value of investments $___LO19.659 1,809,962

g {Continued)



{4)

NEW YORK STATE LOTTERY
Notes to Financial Stalements

March 31, 2000 and 1999

Maturities of the investments in each of the five fiscal years following March 31, 2000, and the total
thereafter, are as follows {in thousands):

2001 b3 213,777
2002 214,618
2003 215,178
2004 215,703
2005 201,363
Thereafier 1,505,009

5 2,565,648

The Lottery periodically enters into certain swap transactions whereby stripped government securities
are swapped for other stripped government securities with substantially identical terms and
characteristics.  During fiscal year 1999, the face value of the securities swapped amounted to
$385,134,000 resulting in a gain of approximately $4,912,000. This gain is included in investment
income in the statement of revenue and expenses. During fiscal year 2000, there were no swap
trnsactions.

The Lottery's investments are categorized to give an indication of the level of custodial risk assumed by
the Lottery at year-end. All of the Lottery’s investments are included in category A", the lowest risk,
s defined by the Governmental Accounting Standards Board to include investments that are “insured
or registered or securities held by the Lottery or its agent in the Lottery's name.”

Disclosures relating 1o risk and type of investments as described above are indicative of activity and
positions held during the year.

Equipment and Leasehold Improvements

Equipment and leasehold improvements as of March 31, are as follows {in thousands):

2000 1999
Equipment S 2473 1,361
Leaschold improvements 4,526 4,526
6,999 6,887

Less: accumulated depreciation and
amortization 6,310 5,640
Equipment and leasehold improvements, net % (89 _ 1,247

10 {Continued)



NEW YORK STATE LOTTERY
Notes to Financial Stalements

March 31, 2000 and 1999

{5) Prizes Payable

Prizes payable consisted of the following at March 31 {in thousands}:

2000 19499
Total obligation S 2,589,433 2747745
Less: unamortized discount 984,010 1,089,637
Total carrying amount 1,605,423 1,658,108
Less: prizes payable within one year 208.929 205,405
Long-term prizes payable S 1,396,494 1452703

The amortized discount on the prizes payable is based on interest rates which range from 3.01% to
13.55% and reflect the interest rates camed by the investments held 1o fund the related liabilites. The
amortization of discount is recorded as interest expense in the statements of revenue and expenses and
amounted to $124,831,000 and $128,624,000 for fiscal years 2000 and 1999, respectively.

The aggregate amount of prizes payable due in each of the five fiscal years following March 31, 2000,
and the total thereafter, is as follows (in thousands):

2001 5 214,105
2002 214,781
2003 215226
2004 215,676
2005 206.854
Thereafter 1,522,791

$..2.089.433

(6} LEducation Revenue

Net income and required allocation to education during the fiscal years ended March 31, 2000 and
1999, are as follows (in thousands):

2000 1999
Revenue transferred to education 5 1,345,015 1,442,427
Prior year payable {41.553) {70,650)
Amount transferred from current year revenue 1,303,463 1.371.777
Current vear payable 61,680 41,552
Net income and required allocation 1o education S 1,365,143 1,413,329

11 {Continued)



NEW YORK STATE LOTTERY
Motes to Financlal Statements

March 31, 2000 and 1999

(7} Sepment Information

Segment information for fiscal 2000 and 1999 by type of lottery game is as follows (in thousands):

2000
Expenses
Ticket
Revenue Prizes Commissions  Fees Printing Net

Millennium 5 62,451] {25.118) (3.747) (953) - 32,633
Lotto 686,263 (188,001 (40,855) (10,270) . 447,137
Take Five 330,978 (166,400) {19,853) {5,046) - 139,679
Pick 10 43,287 {21,762) (2,597) (G60) - 18,268
New York Numbers 700477 (356,692) {42,569 (10,8200 - 299,396
Win-4 458,922 (230,724} {27.535) (6,999) - 163,664
Instant Cash Games 1,005,792 {579,108} {60,348)  (43.,290) (8,258} 314,788
Quick Draw 332,088 {200,350} (19,925 _(11,796) - 100,017

$ 3629358 (L768,155) _(217,439) _(89.834) __(8,258) _ 1,545,582
Investment income 44,057
Other income 281
General and administrative {99.946)
Interest expense {124.831)
Net income and required allocation to education $ 1,365,143

19499
Expenses
Ticket
Revenue Prizes  Commissions Fees  Printing Net

Lotio 5 749245 {291,684) (44,9313  (11,202) - 401,428
Take Five 360,871 {181,861) (21.658) (5,.505) - 151.847
Pick 10 47,770 {24,074 {2,860) {729) - 20,101
New York Numbers 701,126 (353.334) (42,068) (10,692) - 295,032
Win-4 441,651 (222571 {26,499) (6,735) - 185,846
Instant Cash Games 911,538 (504,8806) {54.692) (39925} (8.516) 303,519
Quick Draw 485,430 (2935600 _ (29,1260 (14,181} - 148,563

$_3.697.631  (L871.970) (2218400 _(88.969) __(8,516) _ 1,506,336
Investment income 132,583
Other income 534
General and administrative (97,500}
Interest expense —(128,624)
Net income and required allocation to education S__1.413329

12 {Continued)
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(10)

NEW YORK STATE LOTTERY
Notes 1o Financial Statements

March 31, 2000 and 1999

Pension Benefits

Substantially all employees of the Lottery are members of the New York State and Local Employees'
Retirement System (System), a cost-sharing, multiple employer public employee retirement system.
The State Comptroller is sole trustee and administrative head of the System. The System issues a
publicly available financial report that includes financial stalements and required supplementary
information which may be obtained by writing to New York State and Local Employees’ Retirement
System, Alfred E. Smith Office Building, Albany, New York 12244,

The Systemn provides retirement benefits as well as death and disability benefits. All benefits vest after
ten years of accredited service. Retirement benefits are established by the New York State Retirement
and Social Security Law. Retirement benefits and contributory requirements depend upon the point in
time at which an employee last joined the System. Most members of the System who joined before
July 27, 1976 are enrolled in a noncontributory plan; the Lottery contributes the entire amount
determined to be payable to the System. Personnel who joined the System after July 27, 1976 are
requircd by law to contribute three percent of their gross salary; the Lottery contributes the balance
pavable to the System for these employvees.

The Lottery paid to the New York State Complroller's Office $577,000 for 2000, $709,000 for 1999,
and $602,000 for 1998, to cover required employer contributions for retirement benefits.  These
payments made represent 4.22%, 5.37% and 7.21% of covered payroll for ecach of the years,
respectively.

Deferred Compensation

New York State offers its employees, including Lotiery employees, a deferred compensation plan
created in accordance with Intemal Revenue Code Section 457. The plan, available 1o all employees,
permits them to defer a portion of their salary until future years. The deferred compensation is not
available to employees until termination, retirement, death or unforeseeable emergency.  All amounts
of compensation deferred under the plan, are placed in trust for the participants and their beneficiaries.

Postretircment Benelits

In addition to the pension benefits described in Note 8, the State provides health insurance coverage
and survivor benefits for retired employees and their survivors.  Substantially all of the State’s
employees may become eligible for these benefits if they reach normal retirement age while working
for the State. Health care benefits are provided through an insurance company whose premiums are
based on the benefits paid during the year. The State recognizes the cost of providing health insurance
by recording its share of insurance premiums as an expenditure in the general fund in the year paid.
Additionally, the survivor's benefit program provides for a death benefit to be paid by the State to a
retiree’s designated beneficiary. The Lottery is not directly charged for these benefits to its former
employees.

13 {Continued}



NEW YORK STATE LOTTERY
Notes to Financial Statements

March 31, 2000 and 1999

(11) Commitments and Contingencies

{a)

(b)

Contractiual Arrangements

The Lottery maintains a gaming network of over 14,000 on-line locations where all games are
sold and over 1,900 off-line locations which sell only instant cash game tickets. GTECH
Corporation (GTECH) is responsible for operating the on-line games under a contract expiring
on February 28, 2002. Instant cash game sales are supported by the services of four contractors:

(1

(4)

Under a contract expiring February 28, 2002, Scientific Games, Inc. is responsible for
maintaining validating devices installed at each sales location,

Under a contract expiring July 18, 2000, Scientific Games, Inc. is responsible for
production of instant cash tickets,

Under a contract expiring February 28, 2002, Scientific Games is responsible for
various services related to the warchousing, sales, distribution of, and accounting for,
instant cash tickets.

Instant cash tickets are also sold through vending machines at approximately 4,300
locations.  Contracis with On-Paint Technology and Interlott, Inc., which expire on
March 30, 2003 and March 31, 2000, respectively, provide for maintenance of the
vending machines,

Operating Leases

The Lotlery has entered into operating leases for equipment and building space. Rental expense
was $5,707.000 and $9.988,000 in 2000 and 1999, respectively.

The following is a schedule of future minimum lease payments under noncancellable operating
leases having initial or remaining terms in excess of one year as of March 31, 2000:

20K 5 3,973,000
2002 3,929,000
2003 3,874,000
2004 2,649,000
2005 2,126,000
Thereafter 4,091,000

Total minimum lease payments $___20,642,000

14 (Continued)



(c)

(d}

NEW YORK STATE LOTTERY
Notes to Financial Statements

March 31, 2000 and 1999

Insurance Contracts

Prior to 1983, the Lottery had entered into agreements with New York insurance companies
under which the Lotlery purchased contracts that provide payments corresponding to the
Lottery’s obligation to the prize winners, The types of contracts entered into include agreements
that pay installments for a specific term (investment contracts) as well as agreements to make
installment payments to prize winners over the winners' lifetime. Because it is the intent of the
Lottery that the insurance companies make future installment payments directly to each prize
winner, the present value of the future paymenis under these contracts are not reflected in the
accompanying financial statemems, The Lottery may be liable for such future payments if the
insurance companics were to default on their payments. Unpaid amounts under the investment
contracts approximated 528,000,000 at March 31, 2000, which have a fair value that
approximates 526,000,000. For contracts other than investment contracls, the insurance
companics are making annual payments to approximately 57 individuals totaling approximately
$620,000 as of March 31, 2000.

Litigation

The Lottery has been named as a defendant in several lawsuits. While the ultimate outcome of
these lawsuits cannot be predicted at this time, it is the opinion of management and in-house
counsel that the disposition of any litigation in which the Lottery is involved will not have a
material adverse effect on the financial position of the Lottery.



