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Report of Information Technology Audit Findings - Information
Technology Audit



Florida Lottery

« Transfer to EETF slightly higher _,.. <
($4.4 Mill.} than FY 2007-08. Ly i

+ Ticket sales lower ($236 MilL) than B0

FY 2007-08. h j}é

+ Prize Payout Percentage e AT
remained constant at 59.5% of net . . .-
ticket sales.
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Financial Highlights

from FY 2007-08 (new Scratch-  “5%%
Off contract for 76% of the year). e

Financial Highlights >

=

» Non-Operating Income decreased
due to lower interest rates, lower g
market values of investments and |

reduced investment holdings. f )
H‘J?Er:g ........

» Transfer of Unclaimed Prizes *;,
decreased by $20 Mill. from Pk
FY 2007-08. )

. GiRmEa"

Ficalcin Latemry” BEEST,

Win
+ Administrative expenses 31:9};
decreased slightly (1.9%) from gl
FY 2007-08. S
(4%
...... ss:n_ﬁ%n"
Finckia Lottty fgm@ﬁm
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Financial Highlights

» January 4, 2009 Florida joined
the Multi-State Lottery
Association in order to sell
POWERBALL® with Power
Play®.

Question?

«  Why did transfers go up when sales
went down?

3 Reasons

1. Sales shifted from instant to
QOn-ine {higher profit margin);

2. Significant savings due to new
contract; and

3. Only 1 LOTTO PLUS™ winner
(transferred excess reserves).

212010



Current Assets

{ire Mittians)

FY 0B-09 FY07-08 1in: oo

$173.4 $188.2

Mon Current Assets

1,927.9 2,307.5

o
Lo s
i y
Ladiihe

Florfde Létorg"

Current Liabilifies 1,257.0 1,498.2
Non Current Liab. 7222 B837.7
Capital Assets 12 1.3
Restricted Net Assets 120.9 1585

oo
. w.-SCRATCH

liabilities.

Important Notes about Net Assets

+ All restricted assets are listed as non-
current, however, the payments for
which they are restricted are divided
hetween current and non-current

» Both the assets and liahilities for
deferred prize payments are
presented in present values. Assets
at Fair Market Value — Liabilities at
Present Value. The difference is
included in Resiricted Net Assets.

2142010



Revenues, Expenses and Changes
in Net Assets

fin Millions)
FY 08-09 FYGO7-08 . ..,
Operating Revenue $3.944.2 $4,181.8 ’ﬁw i%

Operating Expense 2692.0 28656 a%* 55,
Non-Operating {Net) (1.9) 34.2 &;% -
Transfers to EETF 1287.9 12834 - F
Operations 1.241.1 11,2168 ﬁ:q\. :
Unclaimed Prizes 46.8 666 "
Change in Net Asset .37.6 7.0 WS
g SSEIS S Rk

Important Notes about Revenues,
Expense & Changes in NA

= The effects of the representation of .
the deferred prize payments assets -
and liabilities are shown in the non fEaiiie:
operating revenue section. .

+ These required market adjustments
are not considered when calculating li‘;jar

the EETF transfer. & ;

. The uiilization of funds held for future P
prizes is reflected in the Changes of S
Net Assets. éi g;

R

- B e
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Florida Lottery's investments

+ Deferred Prize Paymenis fo winners are
invested in U.S. Treasury Strips with
maturity dates that match the required
payment date.

« Deferred Prize Investments are purchased
and managed by SBA.

+ Grand (Deferred) Prize Investments Porifolio
is shoriening in duration due to fewer
selections of deferred payments. 83% of the
totat investments are scheduled o mature
by FY 2018-19.

Frericta Lattecy™

AR
“.....~ 3CRAATCH
{IFFS
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Florida Lottery’s Investments
Mote 2

+ Cash not needed on a daily basis for
operations or held for a restricted purpose is
invested at the State Treasury —- SPIA.

« The Loftery participates in the SBA's
Security Lending Program. The assets and
liabilities of that program are reflected as
Reasfricied investments and Liabiliies. Any
lncome derived from that program is
transferred to EETF.

2112010



Auditor General Audit
Department of the Lottery



DEPARTMENT OF THE LOTTERY
Financial Audit

For the Fiscal Year Ended June 30, 2009

A5 Repart Mo, 2010-032

Audit Scope and Objectives

+» Basic financial statements
» Effectiveness of internat controls

» Compliance with legal requirements

A3 Reaorl ka. 20140-082




Basic Financial Statements

In our opinion, the financial statements for
the FYE June 30, 2009, present fairly, in
all material respects, the financia! positicn
and changes in financial positicn and cash
flows of the Lottery in accordance with
GAAP.

A5 Raporl Mo, 201 0-0562

Internal Conirols and Compliance

e In our opinion, the Lottery maintained, in ail
material respects, effective infernal control
over financial reporting as of June 30, 20095,

m No instances of noncompliance of matetial
consequence to the financial statements.
» Chapter 24, Florida Statutes
» Bond covenants
n General appropriation acts

AG Report Mo, 2010-082




Other Observations and Findings

« Information Technology Controls

» Electronic Funds Transfer of Annual Prize
Payments

AS Feacrt k. 2010-082

Other Observations and Findings

a Monthly Reports

a Noncompliance with Section 24.113, F.S.

AG Reporl Mo, 2010082
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Questions?

Contact Information:

Kathryn Walker, CPA
Audit Manager
Auditor General's Office
487-9085
Email: kathrynwalker@aud.state.fl.us

AG Fepord Me. 2070-052




REPORT M. 2810-052
JANTIARY 2010

DEPARTMENT OF THE LOTTERY

L, M ER T

Financial Audit

lior the Fiscal Year Ended
Tune 30, 2009

STATE OF FLORIDA §
AUEITOR GENERAL
DAvID . MARTIN, CIAZ




Sectetary of the Department of the Lottery

The Stace of Florida, Trepartment of the Lottery (the Toters} was established as a Stare agency with the
eraciment of the Flooda Public Education Fottery Act {the Acf), Chaprer 24, llonda Statures, m 1987, ‘Lhe head
of the Department is the Secretary, whe, pursuasl o Secsion 20317, Flovda Staraces, 15 appointed by the
Governor subject to the confirmation of the Senate. Mr. Leo DiBenigne served as Secretary durng the awdil
period,
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Summacy of Report oo Financial Statements

The fmancisl statements preparcd by the Department of the Lottery present fairly, in all material respects,
the financial position of the Lotiery as of June 30, 2009, and 2008, and the changes in the financial positon
and cash flows thercof for the vears then ended in conformity with accounting principles generally acceped
in the United States of America.

Summaty of Report on Internal Controd and Compliance

In sur opinion, Lottery manapement maintained, in all material respects, effective inteimnasl control over
financial repordng.

The resulis of our tests disclosed no instances of noncompliance ot other matters that are reguired o be
reported vpoder Govemment Awditing Standards; however, we poted cortain additienzl matters as
summatized below.

Additioual Marters

INFQRMATION TECHMOLOGY CONTROLS

Finding No. 1: During our awdit, we identified the aeed for cohancements to the Lottery’s information
technology contenl practces. Specific details of these matters are not disclosed in this repost w aveid the
possibility of compromising Lotrery informarion. However, the appropriate Lottery personnel have again
been notified of these issues. While the Lottery had made progress in resolving mamy of thre findings
discloscd in cooncetion with the prior andit, seme issucs previcusly reported had wot yer been fully
addressed.

EICCTROMNIC TATNDE TRANSFER OF AWNIUAL PRIZE PAYMENTS

Finding Wo. 2: The Lottery pays the prizewinners of varions games throngh a deferred payment (annmity)
option rathet than 2 siugle lwmp-sum payment. Our audit disclosed that controls over related clectronic
lunds transfer payments could be further improved.

MONTIILY REFORTS

Finding Wo. 3: [n accordance with Scetion 24.105{4), Florida Statutes, the Lottery issues monthly reports wo
the Governor, the State of Florida Chief Financial Officer, the Fresident of the Senate, and the Speake: of the
House of Representatives. Thesce repotts disclose details of the total Iottery revenues, prize disbursements,
and other expenses of the Lottery duting the precediap menth and present fiscal year-to-date cumulative
totals, Our review disclosed errors in the reported nmnthlv totals and a lack of procedures for a final
proofing of the repotts to check fox mathemarical accusacy prior w sending then to the designated cntitics.

MINORTEY RETAILER PARTICIPATION

Finding No. 4: Scction 24.113, Florida Stamtes, requires that 13 percent of the Lottery™s retailers shall be
minority business enterprises, as defined in Scotion 288.703(2), Florida Stamires; however, o mote than 33
petcent of such retailers shall be owned by the same type of minorily person, as defined by Scction
2R8.703(3), Flotida Starutes. Our andit discloscd that as of Avpgnst 24, 2009, retailers compsising one
minority type totaled 64 percent of (he total number of minerity retailers. A similar finding was inclnded in
pHior reporis.

Aundit Db.jecﬁves and Scope
Our andit objectives were to determine whether the Diepartment of the Lottery {Lotery} had:

¥ Presented the Lotrery’s basic Snancial statements in accordunce with generally accepted accounting
principles;

# Established and inplemented internal contiol over financial repordng and complisnce with
requirements that could have a direct and material effect on the financial statements;

i
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¥ Complicd with the vatious provisions of laws, mies, regulations, and conteacts that arc material to
the financial statements; and

¥ Taken corrective actions for findings inchuded in vur report No. 2009-101.

The scope of this andit incleded an cxamination of the Lottery’s basic financial statements as of and for the
fiscal years ended June 30, 2009, and 2008, and an cxamination of the effectiveness of the Lotlety’s internal
contral over financial reporting.  With tespect to internal control over financial reporting, our examination
included obtaining an understanding of the internal control nver financial reporting, testing and evaluanng
the design and operating cffectiveness of the internal control, and performing such other procednres as we
considered necessary in the circumstances. We also cxamined varigus transactions to detenrnine whether
they were executed, both in manner and substance, in accordance with governing provisions of laws, mles,
regulutions, coniracts, and grant agreements.

Andit Methodology

The methodology nsed to develop the findings in this report included the examination of pertinent Lomery
records in conncction with the applicalion of procednres reqnired by auditing standards geaerally accepted
in the United States of America, and applicable standards conmained in Government Avditing Standards
issned by the Comptroller Gebneral of the United Seates.

Related Reports

In Report No. 09-14, the Office of Program Policy Analysis and Govemment Acconomability (OPPAGA)
made recommendations to enhance the Department of the Lottery’s carning capability and improve
operational efficiencics. The teport also tracks the Loticry’s implexnentadon of revemue cnhapcement
initiatives and prioe OPPAGA recommendations, OPPAGA plans 1o issac its annual Department of the
Lottery report, including an examination of alternadve fidld support service delivery models and & report
cxamining the return on investment of the Lutteny®s advertising expendinures, in January 2010.
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AUDITOR GENERAL
STATE OF FLORIDA

_ G74 Claude Pepper Building
TIAVTD W. MarTr, CPA 111 West Madison Street PHONE: §56-498-5334
Auprrog GENERAL Tallahassee, Florida 32399-1450 Fax: 850-185-6075

"Ihe President of the Serate, the Speaker of the
Heuse of Representadves, and the
Lesistative Audittng Comomthee

INDEPENDENT AUDTTOR'S
REPORT ON FINANCIAL STATEMENTS

We have audited the sccompanying fnancial statements of the Trepartment of the Lottery (the Lotrery), an enterprise
fund of the Stale of Flovida, as of and for the fiscadd years ended June 30, 2009, and 2008, These linancial statemenss
are the responsibility of the Lotteny™s rnu;mgmétu. {Jur responsihbility &5 1o express opinion: on these HEnancial

sramemenrs bascd oo our swdl

We conducted our 2udil in aceordance with anditing standatds genetally aceepted in the United States of America and
the standerds applicable to financial zudits contained in Gosersmens Awditfey Standards isszed by the Comprroller
Gerieral of the United States. Those slandards require that we plan and petform the audic 1o obtain ressonable
zasurance abous whether the Snancial statetnents ase free of moatedal misstatement. An andit iacludes exatnining, on a
tost basis, evidence supporting the amounts and disclosures in the financial statemments. An audit also mchdes
assessing the accounnng principles used and significzoe esrimates made by munagement, a: well 22 eveluadng the

vverall financial stapement presentaton. We belisve thar our andit provides a reasonable hasis for our opfnion,

Az discussed in Note 1, the fimangal statements presenz ooly the Lollery and do net .P‘JIPOIL' tu, and Ao neg, presenc
Fairiy the operadons of the Siale of Florida as of June 30, 2609, and 2008, and the changes 1n Its finaecial prositiog and
its cash fAows for the years then ended in confermity with accounting principles generatly accepted in the United
States of America

In our apintory, the financial statements Teferred to above prescot faidy, in 41l taterial respects, the finandal position
of the Lottery as of June 30, 2009, and 2008, and the changes in financal position and cash fows for the Fears then

ended in conformtty with accousting peinciples generally acoepted in rhe United States of Ametica.

1n accordance with ableslation stmandasds esmblished by the Ammetican Inzoture of Comified Public Accounrants and

the standurds applicable to artestation engagements in Cossrny Aadilfing Standardy we have alsn msued @ eport oz
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out exarmimation of the Lotery's interng] conmtol over financial reporting, based on crftepa cstablished in frtrmed
Canimd — Taizarared Framaper issued by (be Committee of Sponsoring Organizatiens of the Treadway Comnission
{0350, and on our tests of the Lottery’s cotnpliance wath cortare provisions of lews, rules, reglilions, contracts,
and other marters iocluded ander e heading INDEPENDEIT AUDITOR'S REPORT ON INTERMAL
CONTROL OVER FINANCIAL REFPORTING AWND ON COMPLIANCE AND GTHER MATTERS BASELD ON
AN AUDIT OF THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS, One pwposc of that repor Is 1o destzibe the scope of our tesung of tnternal conrel
wver finandal reporting and to provide an opinien therson. With respect to compliance, the purpose of that fépoﬂ: is
not to provide an opinioz on cotrpliance, but rather to descibe the scope of our ksting of complianes and the resnles
of thet testing, Thal zeport is an integral par of = awdic performed in wecordance with Gosermmens Anditing Standands

and should be constdered in asscasing the resudts of our awddr.

The MANAGEMENT?S DISCLSSIOIN AND ANALYSIS ‘pages 3 through 12) s oot o required i]ﬁ'l‘l: of the basic
Fnancial starements, bul 3= supplementary information requived by accounting pdnciples generally accepred in the
Unired States of America  We have applied cormin Hmited procedures, which consisted principally of mquites of
management regarding the methods of measurement end presentation of the sequired supplementary information.

However, we did not andit the nsurmaion and express no opinios on i

Respectfully suboirted,

S0 4] A

Travid 7 Marsin, {17A
Jarmary 26, 20040
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YEARS ENDED JUNE 30, 2009, AND JUNE 30, 2008

As managetnent of the Flozida [owery, we offer seaders of the Flodda Lottery’s financial starements dis overview and
amabrsis of e Totery’s finencial resulss and posidon for the fiseal vears ended fnne 30, 2009, and 2008, We
encourage readers to consider the inforeation presenled here in conjunction with the Prandal stalements and notes

to the financisl statements, which begin on page 13
FINANCIAL HIGHLIGHTS

The Florida Lodery has 23 s mussioe the maximivzenon of revenves For the benefit of educacon moa manmer
consistent with the dipnity of the State of Flofids and (he welfare of its atizens, The Flodda Totery s considesed 2
meture lottery with a full complement of both Scraech-CHF and Co-Hne products. The Department has mainmined
tcket sales in excess of §2 billon for the twentieth consecutive fiscal year and hes transferred a minimum of $200
illion anmually o the Educational Tohascement Trust Fund (FFEF) ducng ths same penod, with the fiscal pear

2009 traniafer cxceeding §1 billlon for the seventh consecuiive vear
Tlor the fscel year ended June 34, 20H5:

¥ lransfers wo the EETTE incressed slhighrly at appeomimately $1.29 billion cotmpared to the prior Bseal year,

¥ Florida lotery's tcket sales decressed 3.7% aver the prios fiscal Fear from approxitmaely §4.17 hiltion o
$3.9¢ balficn,

¥ Prize expense decreased $1335.7 million (5.5%) during fiscal fear 2008 "Lhe Lotery has the anthority to vary
the prize expense in order Lo maximize teansters. This expense typically increases or decreases n dircct
proportion to ticket sales and seprezented appoomimancly 38.5% of net ucket sales

# The gaming vendors’ fees and tetalet cotamissions are based on sales amd thetefors fluctoare I direer

corrclition with sales revenne  Flscal vear 2009 cxpenses for these iemms decreased ower the proor veat
expenses by 11.5%. The additional decreasc is due to a pew coniwact effective Odctober 1, 2008, fur Scratch-
OFF ticket expense, which applics verable percentages o sales of tickes wrth different price potars. Tinder
the new conrracs, Scrach-Off tcket expense during fiscal vear 2009 averaged 1.29%% of sales plas any required

toyalry foes,

®  Administrative opersang cxpenscs, which includes advertising, salasics 2nd beoefits, zent, utlities and
maintenance, professions] fees, depredalion, and other ad=inistranve expenses, decreaserd sliglitdy by 1.9%
Admimistrative operating espenses for fiscal years 2009 azd 2008 were $71-2 millios and 3726 mullion,
respectively.

v

Nonoperating mneome decreased $36.1 million ovet ¢he prior fiscal year. Ner interest eamed decreased

gpproximarcly $3.5 million due o lower inerest rates m fscal year 2009 compared o fiscal year 2008,
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IInrealized appreciation on nvestments decreased $30.7 million due to lower zmatkel vadues of nvestments of

sirmilar securties and a reductdon in holdings in fisca] year 20049 cotnpated e fiscal vear 2008,

* TFETF sransfers of nnclaimed prize moncy decreased $20 milfion over the pdet fiscel vess due primarily 1o
the rednerion of unchimed prze moncy gencrated by Scratch-OH games. Ou-line ganes generared $3.3
millinn more of naclemed poze mooey ever fuscal veat 2008,

¥  (kn January 4, 200%, the Lottery jofned the Mulf-State Lollery Assocation [MLUST) in order o sell the mmla-

same On-line pame POWERBALL® wilh Power Play®  MUSL = 4 nonprofit government benefit
pesociaton vwned and operalad by its member lotteries. Buring the 2008-0% Ascal wear, MUSL included 30
state lotrery entities, the District of Columbia, and the Visgin Islands. The chief execunve officer of each

tnetber lottery serves on the MUSE board of directors,
OVERVIEW OF THE FINANCIAL STATEMENTS

The Lottety s accounced for as an enterptise fund, reporticg transactions usieg the accrual basis of aceounlng siroiba
ler & husiness entice. This discussion and analysis is intended o serve as an intoducidon o the Totlery™s basic financial
statcrents, along with the notes to the Bnuncial staletoents. The Sraremenc of Net Assers on page 13, the Swrement
of Revenues, Expenses, and Changes in et Assefs on page 14, and the Staccment of Cash Tlows on page 15 report
the Loueny™s net assets andl changes therein The notes to the finascial statements provide addifoos] inforaation chat

- iz ersendal to a reader’s nnderstaading of the data provided o the Soandal statements.

The Lotwery transfors s not profits cach fiscal veat o the EETE. As a vesult, the Lottery's ner assets consist of fonds
invested in Axed cepital assels and testricted ss:ets. The resteicred assers constst of the 20 percenr for unclimedd
prixes destonabed for Famuse peizes, the MUSL deposic ameotnr, a seserve fumd established 10 pay set prize ameounis,
and imvesrments being held br the Lomery to fund deferred pdee payouts. The investments do nehude the commlative
ctfect of pedodic adpistments to tecogaive the fait vale of e geand prize nvestmenes despie the faor that the
Lottery purchased the myestiments with the intention of holding the nvestments uidl marrdry 1o order to meet the

future obligations and, therefore, would not realize 207 gaws or lesses relared to these iovesmnents for disielalion as

ner procesds.



JarwvLrARY 2010 REPORT NO. 2010-052

SUMMARY OF WET ASSETS

Table 1 presenrs the Lottery’s condensed Smatement of Net Assets as of the corrent fiscal vear ended Tune 301, 20079,

and the pror Sseal vears ended June 30, 2008, and 2007, as derived from the Sratement of Net Assets.

Assicts

Table 1
Condensed State:_ment of Net Assels
As of June 34, 2609, 23, and 2007

{In Thousands)
2004 2003 20067
Assets

Current Assels $ 175,393 £ (28200 5205108
Jestricted Aszets E926,734 2,306,205 2,553,572
Capilal Assets, Ivei of Depreciation 1,235 127 [.908-
Taotal Assets 2. E01.364 2,495,084 27T RS

Liabilities
Current Liahilities 173,342 187,526 215,842
Current Liahilitics Payable from Besiricted Assets L,083,453 E,311.634 1.488,254
Moncurzent Liabilzies 722190 837.604 T i L5
Total Lighitities 079 185 2,335,574 2,686,211

MNet Assets
et Investment in Capizal Assets 1,235 1,27% 1,008
Eestricted Met Assets 120 514 158,531 PLER it
Total Net Assets 122179 _ & 15%EL I 9377

Toeal asscts at the end of Gsoal vear 2009 decreased by 5394 million Trom 52.5 billon ar June 30, 2002, o 32,1 ballien
ar [unc 30, 2009, Av the end of fiscal year 2008, total assets were 3223 million fess than the $2.8 bllion at che end of
fiscal yvear 2007

¥

w:.l'

Current assels decreased from $188.2 million in 2008 to §173.4 million in 2009, representing a decrease of
5:4.8 million. This net decrease was primarly due o a decrcese of $17 million in cash and cash equivalenls
and an ingrease of $3.1 million in accounks recetvable. Accounts receivable for fzoal vear 2009 incladed an

addizional day in the weekly billing cycle to retailers over fiscal year 2008,

Resibered asses decreased $379.5 million from $2.3 bilkon n 2008 to 1.9 billion i 2009, Lhis decrease was
mastly amriburable to the contnuing decrease in the size of the deferred pament wvestment portfolio. The
net approctation in fair value of the grand prive investments decreased 31314 pollion. Ilowewer, the size of
the total postfolio continues to decrease due to a consistent pattem of jackpot prizewinoers selecting the cash
cption when they have the option of sclecting ether an annnity or cash. This patlem resubted n a payout of
anzuities for the cnsrent Ascal year of $220.0 million and prrchases of $221 mithon in now Investments. In

fiscal year 2008, pavows of annuitdes were $246.3 million, and purchases of new mvestments conststed of 334
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millinn. As a vesult of the diminishing stee of the irwestnent portiolio, the value of the collateral from the
lending of those securities was 2150 less than the pdor yesrs. Ar June 30, 2009, the Lotery held 33427
million in collarerat versus 31,1 hillion ac June 30, 208, and $1.2 hiliea ar Jone 30, 2007

Liahilities

“I'otal Balbifities at fume 30, 2004, were 520 billion, which was $357 million lower than the total habilides of £2 3 billion

ar June 30 2008, The total labilities at June 30, 2008, were 350 moillion lower then the Tune 3, 2007, artonet of $2.7

Edllion.

% Coreent liabilities decreased from 51873 million oa June 30, 2008, to $173.5 million o JTune 30, 2009 “Lhe
Secrcase of 314 million waz due to a combinaties of factors. Decrease: 1o cument Hahilittes wese caused by a
Jeerease of $29.1 mitlion in the amounr due to RETY 2 year-cnd and decresses in accounts payable and
security deposits pavable of $4.2 million combined.  However, these decreases wore affser by an increase in
prizes payable of $19.3 million. The RATFTLE goame had a pizes payable on June 30, 2009, of $7.4 milliun
and only 360 howsand on June 30, 2008, and the new On-line pame (POWERBALL with Power Plays had a
phzes payable at June 30, 2000 of 3124 millios.

bl

Current labilifies from restricted asscts decreased 52272 million from $1.31 Billion ac Juee 30, 2008, to 51.08
billioe ar June 30, 2009, This decrease can be primarily amthulked to a net decrease in ohligations uader
secarry lending of 5207.6 million. The June 30, 2008, balance of $1.31 bilion was $177.6 million fess than
the June 50 20007, balance of $3.4% billion. Agwin, this deczease can be potpadly attribated to a net dectease
in obligations under securiny kending of $152.6 million  MNoncurzent habilives principally consist of grand
priees payable, which represeats the anount 1o be paid o prand prizewinners aver fumre yeats. Greane prizes
pavzble, 23 czpected, expetienced a decrease of $113.8 mllion from year-cnd 2008 to 2009 and 2 decrease of -

3142 million frotn year-end 20007 o 2005,

Net Assets and Changes in Net Asscts _ _

Met assers decreazed by $37.6 million from Tune 30, 2008, to Jane 30, 2009, Ner 2sscts at June 30, 2009, 2008, and
2007 were $122.2 million, $339.8 million, and $92.8 million, fespectively. Phe fiscal vear 2009 decrease was primuzily
duc to decreases in restrted ner assers for future prizes and promotions of $10.7 million, in the restdered Gel assers
for restrcted poize pool relative o the LOTTO PLEUS ga'z;ne of $12.0 million, and in restocted net assers for
updisidboted appreciation on restdcled investmentz of 317.% millinn. The Lottery expects the restticted net asscts for
unelistributed apprcci.aﬁ.un.un resticted investments 1o continue o decline over the foreseeable fuure due o the fact
that grand przewinners consistently choose the cash option when they claim their prizes. The majodsy of grand
prizewinners that are receiving annnal payments will be paid off wichin the pex five years. Please sox Nowe 22— Cash

and Tovestments in the Motes to the Toancis] Staternents for more detatks,

The Lottery began selling the POWERBALL with Power Play On-line game on January 4, 2002, In zecordance wath
MUSL’s game rules for POWERBALL with Power Play, the Lottery rmuass comirtbume to vagous prize teserves funds
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mzinizined by MUSL for unforeseen pize payouts. As of [une 30, 2009, the Loters had deposits with MUSL 0f33.1

miflion, represendng the Louery’s deposits of reserve fineds.

SUMMARY OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

The ast impomant clement demonstrated with the Lottery's Snancial stalements is che tramsfer of nel ncome to the
FETF. Accordingly, the primury foens of these financial seaterneats 15 determining net income available for transfer,
rather than the change n nes assews of the Lottery, which primerily reflects the changes in Fair walue of estncted
IOV ITTIE LS

Teble 2 peesents a condensed Summaty of Revenues, Fxpeascs, and Changes in Ner Assers for the current fiscal vear
entded |1zne 30, 2004, and the prior fiscal years ended June 30, 2008, and june 30, 2007, as denved from the Lostony's

Starcment of Tevenues, Bxpenses, and Changes In Net Assels.

Tabic:2
Condensed Starcment of Revennes, Expenses, and Changes in Met Assets
A ol fune 30, 2009, 2008, and 207

(In Thuousands)
2009 2008 2007

Orperadrr Reverioes

Tikect Saics ' FOA035037 5 LITLTG ¥ 4,122114

Bud Debl Sxpesc (1.256) (674 (1,083)

Oy Lze & Retstter Tees and hBsellicieaus TA08 T2 7. A3
Totul (lpersay Revoucs 3,944 130 4,181,826 A4, 128,365
{pematng Bxnemises

Itz 2 340,372 2476052 5 484519

TRetailer Cornmmissicns 220,548 35651 342

Viendar Somumissions S0RTS 21,500 TH O

Cher HExpenses 71,223 - T2,357 72134
Taral Cporating Toaxpenses 2.002,0158 2 385,570 2,508,034
Troeme Eom Oporations 1,252,171 1,316,250 1,250,435
Mpaoperbeg Revenue, Ner of Tapenses (1847 3419 SLI0E
Income Belore Oporating Transfers 1,250 324 1,350 447 1,236,353
T'ransfers to BETE o Rovene 1,241,015 (1,218 339 {1224 524,
Tramz fets 3o TLETT foom Undaimed 'Secs [, B30 (00 573 (35748
“Fotal T rsnsims v ESTE 1 3BT ERE) (1,283 4140 [1,263,272
Change in Net Asscts (37.631) 57,033 (6939
MWet Asiets, Beypinsing o Fowr 139 81D 2T LR £)
Wet Assets, BEnd of Year £ 122178 3 139810 5 0EITT
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Sales _

lor the fiscal year ended June 30, 2009, averall teket safes decreased $236.7 maillion mirtaring the downtuzn in the
cconomy. Sales fotr Ondine products increased with the pew POWERBALL with Power Play game, zecounting for
§233.4 milion of ticket sales and compensating for the decreases in alb games except for PTLAY 4 end
SMTETTONATRE BAFFLE, which increased $11.0 miflion 2nd $10.5 million, respectively, Sales of Serarch-CHT nickets
decreased §304.6 willion frum $2.4 billion for the fscal veas ending fane 30, 2008, o $2.1 billion at June 30, 2009, and
weze 36.7% and 52.4% of comlined sales m cach of the two years, respectivelyn Th-s_ 53, 10, and 520 poce point
dekers acoounted for approximately 3291 million of this Jdecesse. Bad debt cxpense was reclassified from an
opetating expense to a reduction in pross revesue  The amount of bad debt cxpense for the fiscal vears ended Junc

30, 2009, and june 30, 2008, was §1,256,000 and 674000, respecorely.

The fellowing charrs show sales by produer for the vanous Lotery games duting the june 30, 2009, and 2008, fiscal

VEATS!

Salcs by Product for 200809 Salcs by Product for 2607-08
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The {edlowing chatt and table show sales by game for the last ren fscal TeRrs!

Department of the Lotery
Historical Lottery Sales by Game
{Tn Thousands)

T T T L T T L B R R,

T R A R T,

bt

Depariment of the Lotety
Hiztorical Lottery Sales By Game
Last Ten Fiscal Years

{In Thousands}
Fissd Yeaur nliEA HALLIDMYAIRE TOWERBALL & Serateh- 1 nmbined
Ended Ju.ul: LOTTO FANTASY S PLATY 3w TASH 3w MONEY ' u RAFFLE T« with I Ralce
an PLUS T4 ™ Poreey Play @
G F BGADAS S 21830 5 15RAM 5 FIAWTT 5 121268 3 BERIST 5 TILHAUS
i 845, 433 191,614 163,157 325,171 103,542 (30,209 330417
el W s Al Nk R DAY 170708 529,830 95,315 [ cRelels 2. 330,305
03 925,474 o ngn 152714 53000 05,950 1,073,801 3 507,581
o4 TS 413 EET2E 192580 549 237 125044 1,308,007 3,000,502
s E50,520 FELAET 28,952 543 503 131,748 1,844,570 3.470,734
W 515,028 3, 670 215520 545,174 126,502 ALINRE 3.5929.050
00T 735,343 3za2l 293985 38,504 130,147 50 T340 2283520 4122116
s TS HOMS XTI 3349 19Tz 30,215 236873 ANTATIO
e 650,63 28785 238057 BT 102100 1,314 £ AR50 2064133 AEEEOAT
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Lxpenses

Jection 24121, Flotida Stamces, stipulates that funds remaening in the Operating Toost Fund aster the transfer 1o
FEXTF shall be used for the payment of adminisrradve expenses of the Lottery. These expensss inclade On-line garme
cxpenses, Beratch-Out deket cxpenses, advertising, and other expenses reguired for the dey-io-dey operations of the

Lotwry.

The {tllowing charts shenw the major components of Lotiery operatnr cepeoses and transfers as a pencentags of

ticker sales for the |uae 3, 2009, and 2008, fseal peass:

Operating Bxpenses, Transfers and Operating Expenses, Transfers and
Reserves 200309 Rescrves 2007-08

Prizes, commissions and vendor fees direcdy relate to sales and flucluale sccordingly.  In fiscal vear 2009, these
expenses changed proporionslly, vel 45 a pescentage of total expenses they remmined constans. "The other expenses,
which consisl of advertising, salary and henefits, professional tees, reat, mainaenance, and deprecisdon, bave temained

relarieely stable Fiseal pear 2009 and 2008 administeative cxpenses were 3712 million and $72.6 million, respectively.

‘I'ransfcrs .

The Lolesy's conttibuton o the FETF for the facal year ended Junc 30, 2000, §1.29 bidhoo, was the highest since
the Florids Lofery began making tmansfers in L1988, Ifscal year 2009 was the seventh sizwight yest in which the
T.otfery’s contribntion to EXTH was over 31 billion. T'otel transfers to the EETF imereased by 54.4 million from the
prior fiscal pear despite a $236.7 milfion deczease in dekel sales. This increase was possible duc to the facr that the
Lottery was able to Lguidate some required mserves during the fscal vear and overall prze cxpense was less than
previows years.  When adpsted for inflation, the Lotterys tranafer amount for fiscal year 2007 was lower than the
priot year adjusted-foe-inflation transfer amouat Hewrever, owerall the Lottene’s mansfer tates have increazed slichtly

over the rate of inflation durdng the 22-Fear peaod,

14
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The following chart shows the ol trans fers wo the EIVET for the past five Fseal years:

£
P
P
:
:
r
%
i

ECONOMIC FACTORS AND FUTURE TMPACTS

‘Ihe main economic factors affecting lotmery sales are populalion growth, pessonal ncome prowth, toudsm, and
competition for discrerionary consumer speading, The Loettery must continue to find ways o mainlain the antreral
ransfer to RETH of over $1 bilion. The Lottery™s stracegics revolve avound enbancing On-line and Scratch-Oiff
producs sales and increasing retsilet pepeteation in the stte, Lhe following are some of the fncnonal straregies

oursently being explored by toanagement:

* Iocrease the focus of research and product development for the On-line and Scrawch-GHf product
scgments. This funetional strategy will be accomplished threwgh product cxensions, redesign of exdsting

Oo-line games, On-line promotens, Scratch-Of games, ¢le.

Chaprer 24.121, Mords Stamates, authorizes the Lomery o wilize variable pose payour for hoth On-line
ozmes and Scratch-O8F games.  The Totrery began utilizing higher prize payours for On-line garnes in fiscal
vear 2005 and did oot expect the same rate of remira for the On-line ganes; hewever, the Deparment bay
cxperenced o positive setum from applyang the vanable prize puyout straregy. During hscal year 2008-09, the
Lotlery afilized the higher payout auchodry for LOTTO PLUS and three mffle gares, Individoally these

efforts helped o offset the nepetive effects of a downturn in the economy.

% Improve market penetradon throngh expansion of Lottery retailer network., ‘Ihe Lottery has set
internal goals for continuing to grow the oumbet of rerailers so that Plonda’s per capita level of retailers is

comparable m nther successful states, The Department conducted fowr retailer rectuilment setminars across

11
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the state a5 well as continuing efforts with individual cotntnupdcations. As of the cnd of fscal year 2009, the

zetailet base is holdmg steady az just over 13,250 rerailers.

FINANCIAL CONTACT

‘Lhe Flonda Luortery’s Financial Starements and this Management’s Discussion and Analvsiz are designed to give &
generz]l overview to ail interested paracs. I you bave any questions teparding this feport or equine additional
infprimation, please contect the State of Flotida, Deparimen: of the Lottery, Chie? Finasncis]l Officer, 230 Marriot

Ihive, Capitol Comples, Tallahasses, Flovida 32599

12
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DEPARTMENT OF 1I'HE LOTTERY
SUATAMENT OF NLT ASSETS

As of Junc 30, 2009, and June 30, 2008

(In Thounsands}
Agsets
Ty S0 3008 Jane 30 AR
Cozpenl Aasscts:
azh sne i equividezs 2136062 a5
Intersst receivasle G40 T34
Arcrrenty ceepdvale, uct 43,155 ALY 2
Prepaid cxpopnses 7 L
Teowenu-ies a4 £
Semunry depoamss 2,720 3,523
Total Carrent Assets 173,555 £ 5,00
Floneanrmen] St
Reszicrod, Assnts
s and vash cquivalents Si.590 74,343
Seounties lesiling inooime teeetveble a3l 255K
Dovreait with MUSL 5073 0
Tnrestments, grund pries : 1020750 1,161,202
Laresmenes. ocher A12.881 1,088,517
Teata: Besicoed Azsecs A2 738 2 500,205
Crpital azsers, net 1,233 1,570
Toml Noncureent Azasts LUIT050 2,307,484
Total Assues ' 2,495 584
Lisbilities
Carzeac Liakalisizs
Aozl frealie and aceged Zabilizizs 2407 T1az
Pazes paratle TTT43 S 406
Toue wn Bdecarional Fobmncemens 1o Fund 8363 112,579
Dicposts payzhils 3,754 3,325
Corapensated abaenoes pavabis L] 832
Total Current Lialylicics 173 542 187 580

Carrco: Liakalities Peyzble froan Botoeied Soscts

Tezcling urchases payatle 0 1,022
Secunties lencling (ees payalble Tl 2.5
CHalpadens under seoanitiss lending ERTTIR 1,095,528
(rrane orioes alle 104953 212,259
Toral Cuerent Liabilittes Pavable frim Bestricied Asacca 1082455 1310034

Woneurszat Liabibicies:

Crraned oo pavable Fromn sedceted amers TlEan 534,545

Crepragzeed abscnces payakle 2942 28T

Fosrsmploymes healthean: broedizs savable 458 PLY)
Tatal Noacarrent Liabilites T22190 B3T.H0s
Tl Liahilitics : 1a7e tRs 2555874

Tt Asceps

Inwestes] in cugilzl asaes 1235 2,279
Rascricted net assets For nndistoburs] apprecilion fc wearzicted InTescoenss 7,281 E3,206
Jherrcte:] nal aels (o Restricted Poze Pool 32,061 A4 872
Fooseeicted net asscts for MUSL 3,075 0
Tearctedl sl ceets foe Bbe p:izcs or SF‘CL'.iSJ. D promeation: 17,4980 2RA05
Total Met Assebs 3322179 2159,510
Sew apeempanyiog nolos Co che f1aacial spzoonments,
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DEPARTMENT OF 'I'HE LOTTERY
SUATEMENT OF REVENIIES, EXPENSES, AND CFHANGES I NET ASSETS

Years ended June 30, 2008, and June 30, 2008

fIn Thousands}
30 20 Tune 30, 2005
Croemting Revennes:
Tidect zales . $3,058,057 31174770
Bl cleft eeppomse {1,256 (a7
Oa-lice foes and miscellimessos 195 TR
Herailer fecs 210 2
Totsl Oparaiing Revennes . AT 4181876
Chpsemlingr Haponae:
Prues 2540372 ZAYL D57
Herailer cormonissions 220 5458 235,405
Seruch- O3 rickets 31,893 35,155
Cia-line pemey 27952 25,165
Advertising 34333 34,700
Pemsonal services G, 85T ET.240
Oither mamredeal senvios T8z ®.540
Margtials and siepplica 2047 1,400
Drepredason Gt #95
Trod Opcrating Expeoses ZE02.018 286557
{perating lncome 1,352171 1,216,254
Monopetaring Revonues (Lxoenses):
Interest EAEL 13,355
Soounncs lending incyme 12,183 33,1589
Seruriries lending fees (5,980 {44.855;
Icvestment manigement b [327) [0
et appredation (Bepredation) in fair wilue of inveszments 45,832 &2,149
ooty chiggositiom {loaz) £31) (513
Amormzatioa of grand pozes piymizle (757 VGRS
I'neal Maonoperating Revenues {Expenses), Net (1,947 34,181
Tnoome Befure Operding Transfers 1,250,221 L350457
Traes bems 1o Feluesrionz! Hnhanoanent Tonse Tecd:
Transfors fooen moeenue n1.241.013) (1,216,534
T'rana fres froon tndaimed paiees 46 540 6,270
Total Tramsbers 10 Educationa] Enhancement Trust Fand O 2ET AR (1,283 4414
Chaoge in Met Assom (AY LI 47,033
gl Agacts, Beginning of Yoar 130,810 9z
Mot Assers, End of Yeur 5122379 5159810

Se ursme{snyings nones te the fnandal stacemors.
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DEPARTMENT OF THE LOTTIERY
STATEMENT OF CASH FILOWS

Years coded June 30, 2009, and June 30, 2008

{In Thousands)
nar 3, 2009 e S0 2GR

Cipeming Aeiwincg

Tickes: sales ¥ 3,335,608 & 4,168,731

D'ies g o winners 23T TS el R

Crmmsions pad a3 parments th reilecs (220,558 235,651}

Lhsad 1o Tendars for poods 2o seracs (07 243 {125,904

Faill 1 eonplippees 26,090 (27,1300

Cither opeeasng ronenee L )
Met Caxh Proorided by Operatimg Actirtes 1260787 1284634
Meozeapr] Fiazncing Activities

Saymerts 1o Educationa] Frhancement Trus: Fund 1310565 (1227703
Met Cash Terd in Noacapilsl Financing Activities 11,318,755, [L,287 2:8)
Lepala: and Reated Tinzncing Activiies

Puschase of cagisal assets 57 118,
et Cash Thaed in Capital und Relared Financing Activities {75 an
Tnvesting Actvibes:

T rocedved from sz of grawd rine imastments " : 219930 246,337

Cata pard to grand prizewinners upen nxe of grand prive investmess (219,920 (246,337)

Teveszmens b, 0or of foes . 16624 19565
Mer Casl Provided by Investing Activirics 16,855 19,145
e Nncrease (Decreass) in Cash and Cash Bquivalents (20,757 15,419
Czsh 2ned Cask Tovivalents, Bgniiung o tear 211537 ) 46
Cashiacx] £zsh Fonivalens, Bl of Yeae 5 1 SE $ AN
TeconcliuSun of Laccan from Cperzbons to Wet Casl Provded by Operazng -
AvTvities

Tneoere from opertions 3 1232178 kt 1,316,256

Adinatraents r seconeils imoeme fron operstions o oet cass proeaded by

CuerETicT activitiss:
Dieptecation - e 5
Chamgees i1 4seets an] shilitics

{lacsoasc) Cocreuse o

Moot eoceimable. K] IS
InFuntoriss 1 123
Pre-paad cxpongss = 0
Trorese iecrewss)
Adparznce Eor nacnilec=hie acvecns . 1,408 1
Accorne puvable s acomed [bilties 537 [ra;
[izzs parable 14,735 o N
Cropenmted abacnocs pagable 32 143
l'etamphymens healteare benefis pavable E 52
Mer Cyah Prowided by Operacog Activilies 5 1 260,237 s 1,284 454

Waoncask Investing. Caparal and Financing Setivities .
Dicecase/ ideoress] in fuir valug of gwesenenss ] e 04, 255)

See 2ocompanying ueles 1o Sogncial starerments
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DEPARTMENT OF THE LOTTERY
Years ended Juane 30, 2009, and June 30, 2008

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Reporiing Entity

‘The State of Flobda, Tepartment of the Lottery (the Tartery) was cstablished as 2 State ageacy with
the enactruent of the Flodda Fublic Edecation Lomery Act {the Act) in 1987 The purpose of the Azc
is “tv implement Section 15, Article X of the State Constimtion 1 2 mannet that enables the prople of
the State 1o benefiz from sigaificant additional moneys for educalion and also enzbles the people of the
State to play the hesr loreery pames available™

Tn evaluanng the Lottety a8 a tepotfing cnity, manegement has addressed all potential component
umits for which the Lottery mey be fnancafly accounzable and, 25 such, be incladable m the Lottery™s
fmancial statermeats. The Tottery s financially accovntable if' it appoints a voting majoriey of the
organizaion’s governing board and {1} i 15 able ko impose its wall on the crganizaiion o {2 thene 15 5
potendal for the organizalion to provide specfic finincid benetit to of impose speafic financial
burden o the Lottery. Additomally, 'he primary govemament 15 requited to comsider wther
otganizadons for which fe nature and sigeidicance of their relarionship wath the pomuty govermment
is such thar exclusion would cause the reporting enoty’s flnancial statements o be misleading or
incomplete, Managrtnenl’s analysis has disclosed no component uaits thar shovld be incleded in the
Laollery™s fuvancial statcnients,

b. Basis of Presentation

The Lottery is acconnied for a5 a propnetaty type enterprse fund, Enterprise finds aze ased to
account For activities thal ate fioanced and operared in a mwanser similar to povate business enterprises:
{1} whewe the costs of providing goods and setvices 1o the gemeral public on 2 contiming bags ate to
be financed through user charges; ot {Z) where the pedodic determination of act iecome is considered
approptiate. The Lottery is reported as an enterprise fond within the Stale of Floeida's Comprehensive
Annual Financiel Report,

¢. Basis of Accounting

Kasts of accomrting refers to the tiring of recopnttion of revenue and expenscs In the accounts and
repordng i the financial statements. The haanchal statemepts arc prepazed on the accmal basis of
accomnting in accordance with generzlly 2ecepted accountng prineiples. Under this method, revenues
arc recognized when they are enrned and cxpenses ate recognized when they are incureed.

The measurement focns of propdetary fumd t7pes i on a How of economic rescurces mether], which
emohasizes the determinstion of net income, financial position, and cash flows, Al fand assets and
liabilites, enrrent and soncurrent, ae sccouwnred for on the Statement of Met Assets. Under
Ciovernmental Accovnting Standards Board (GASE) Staternent No. 20, <lossnting and Pinawcial
Espartine for Propristary Fands and Other Govermsuortad Fakitfer that wee Propristary Fend Accousiing, propoetaty
funds have the opton to elect to apply all pronouncements of the Fieandal Accountng Srandards
Buerd (FASB) issued after November 30, 1989, The Lottery has elected not to apply FASB
pronouncements ssued sfter November 300 1989, As also provided by (GASE, the Lotlery has efected
mot to adopt any FASE starements 1ssued after Wovember 30, 1985 unless so directed by GASE,
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The Dutreny’s operating revenues and cxpenses generally result from the sale and muthering of T.otrery
Helets and the payment of relsted prizes. Al reveoues and expenses not meeting this definiton ate
reported as nonoperating revenues and expenses.

Cash and Cash Equivalents
‘The Lottery considers ll highty liquid inrestments with an origingd manwite of three months or less
when purchased, to be cash eouivalents. This incledes cash in banks, repurchase agreements with

finendial institutions, petty cash, balances held by the State Board of Admimsrracon (SBA), and peoled
investments in the State ‘U'reasury.

Investments
Florda Sramses mrhorze the Lottery o invest in certain mstraments.  The bactery reports

ivestments at fuit value Investments that arc oot publicly quored are priced by a third party Ihrough
a discounred cash Aow merhed, Details of investmenss are incinded 1n Naote 2.

Allowarnice for Doubtful Accounts

The allgwanre for donbrful accouncs is based on an analysis of colleetbiliy of accounts recavable,
wluch considers the age of the accornrs.

imventories

Supsly inventory and promorional items are valned at cost, using the frst-in, fisst-our methad. Supply
invenrory s comprsed of pame merchandise and prepaid postape.

Frepaid expenses

Prepaid expenses reptesent warranty agreements paid for during the cument year but which will not oe
conswoed or wsed up el & fugare period.

Capital Assets

Capiral azsets are stated at cost less acoumulated depreciation,  As reguired by Chapier 275, Flowida
Statules, & capifalization threshold of $1,000 and useful life extending beyond one year is emplored.
Depreciation on capital assets is compured using the straight-line method over the fellowing estmated
uzefi] hves:

Data processing eqiipanent 3 to 3 years
CHiGge Barniture and foeares 3 1 153 pears
Vehteles amd other egudprment 3 tor 20 years |

When capital assets ate tetired or otherwise dispossd of, the costs and relared sccutmulazed
depreciation are remaoved from the accounls and any resulting gain or loss is reflected in the Statement
of Revenues, Expenses, and Changes fa Mot Assets, in the period of disposal  3ee Note 3 {or more
demailed information on Capital Assets,

MNet Assels

Ner Assets mcludes caterores For net investments in capiml asschs, resmivted ner asses foe
undizsiribured appreciation on restdcled investments, estdcted net assers for famre pozes or specl
pdzc _pmﬁuliﬁns, rescricted net assers for the Restdered Prize Pool, and restdared net assets for Muld-
State Lotery Assocladon (MUSLY. See INote 6 for more informadon on MLEL.
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‘L'he met investments in capital assets category seprescnrs the fnvestment in capital assets, recorded ar
cosl less aceumuiated deprecation.

The restrcted net assets for undistrbured appreciation on restdcted NvesSTMENTS CAREOIY [CPrescits
e pmliseributed apprectaticn for all restocted asset accounrs. '

The reszocted net assers for fulure pozes or special prize promotons calegory represents the portton
of unclzinzed prize oblipations fegally reverted back o the Tomery for the payment of futute prize
poois o special pose promolions in accordence with Section 24.115(2), Florida Stamees.

The resrricted nef assers for Restricted Proze Pool calegory represenss the prize expense reserved o
support pryments o wieners of the Flotida Tomo $2 and $3 jackpots in accordance wath Bnle
R3ER(8-12, Plotida Adrainistrative Code, whick was teplaced by Rude 33LER05-85, Flodda
Adninrstrateee Code,

The mestrictad ner assers for MIUSL cetegory sepresents the amount placed nto reserve for the Florida
Lotrery by the MUSL Powetball Product Growp o accordance with Rule 33EROS-84, TMoada
Adminisrrarmee Cnde.

Revenue Recognition

Tottery games are sold to the public by contracted retalters. Revenue 1 recopgnieed when Om-line
dekets are sold tw players and when books of Serarch-Off dckers are sertled  Certain games include
rickets that entidle the bolder w0 cxchange one licket for annther (free tickets)h, Such lckels are deemed
1o be replacements and, therefors, ave not included in ocket sales.

Commissions

Retailers receive a commssian of five percent on tcker sales, The comrission on ticket sales for
Sctatch-C¥F games i based wpon tozal tickets dismibuted ro the plavers (including free lickets) which,
when compared to revenue, causes the percenage to be sliphtly higher thag five percent. Addmonally,
retailers are paid conmissions through a ome petcent cashing bonus on redemprion of rickers
including free nckets),

Prizes

[n accordance with the Act, vatalle percenmages of the pross revenue fom the sale of Online and
Sctatch-OHF lotrery tickets shall be retorned to the public in the form of pozes pasd by the Lotesy ot
tetailers as authoozed, Poos to July 1, 2004, the Act authoozed, as neatly as practicable, at least futy

percent of ticket sales musr be remirned to the public in the form of prizes.

Prize expensc for On-line games 1s recorded hased on pnzes won by the players, a5 tevenue is

© recognized.  Any prize that rerains unclamed ar the end of 4 180-day period following @ draw 15

cansldered nnclaimed.

Prive expense for Serarch-Off games is recorded based on the prederermined prze stmcture for each

 game, as revemme is recopnized. Any prive Lhat remains uneleimed 60 days after 4 Scratch-Of game is

clased 15 considersd unclaimed.

As of Juiy 1, 2003, 80 percent of all unclaimed prize money b5 deposired in the Exlucational
Enhancement U'most Fund (EETF. The remeining 20 percent of unclaimed preize money is added o
the poot from which fumre pozes are to be wwerded or wred for special prive proinotons and is
reported as sestricked net assets for funire prezes or speaal prze promotions. As any undlasmed prze
money is remitted to EETF, it redoces overall poze expense The Tottery alio maaraing reserves {or
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Lotto Plus and POWEREBALL with Posrer Play. If.ﬂ:l'l"j' of these seserves are transfermed 1o EETE, it

tedires prize expense.

All prizes are recozded at the scteal swoont except for the annmty-tunded przes, which are paid ow
on a deferred basis. The acmel pore cxpensc for these brpes of prizes i based on the present value of
Ap anmuity wsing the interest vield on the investments, which were acquired to fund e ansuicy.

Compensated Absences

Lmplovees cam the rght to be compensated deting absences for vacation, liness, and voused specisl
compensatory leave earned for honw worked on legel holidays. Cotopensared absences for annual
leawe are recorded as a lability when the henefits are earned. {ompensated absences for sick Jeeve ate
calonlared based on the vestng method  Wichin the Hmits established by law or mule, noused leave
benedrs are paid to é:mplo}-tes upon sepatation from Sete sarvice. The cost of vacaton and caleulated
sick teave benefics is accrned i the pened o which saened. The compensated absences amounts are
based on cumeat vear-end salaty rates and include emplover social seoumity and pession contribuations
Al CurTenr rdfes.

Self-lnsurance

The Tottery patricipates in the warious selfinsnrence programs estalilished by the Stare of Florida for
property and casualty losses wed etmploves health insurance.  Coverapes inclode property, geeerad
lahility, automebile liabilicy, wodlcrs’ compeasanon, court-awarded attomey fees, and Federal dwil
vphts actions, Property is self-imsuced For actnal cash value to a0 appregate of 2 million per loss evenl
for all perils except named wondstorm and flood,  Properly losses in exeess of 32 million arc
commercially imsumed up Lo 200 million pet Inss event cwdading nased windstorm o {locding
events. INamed windstorm and food losses have a 52 million dedoctible per ocomoreoece, wath a $40°
million anoual aggregale deducthle with commmerciel msurance coverage up to §50 million per
occureence.  Workers” compensztion s provided to comply with the applicable lawe The cmploryee
health and dental iosurance progeam provides For pavorent of medical oladms of employees and
eovered dependenss.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make eslimaies and assarnptions thar affect the reported smouats of assets,
liahtlities, restricted net asscts, tovenucs, and cxpeoses, and discloswres of conringent sssets and
Eabifites, Actusl results cowld difiet from those estimzres.

Bad Debt Expense

Bad debt cxpense was reclassified from an operating expenze to a reduchon ie pross revenue for the
fiscal vears ended June 30, 2009, and Junc 30, 2008, Bad debr eapense iz recognized when a Lontery
retaler’s uncollected revenue is past due. The mnount of expense 15 based on an sccounts recelveble
ace analysis. The bad debt expesse for the fiscal vears ended Jone 30, 2009, and June 30, 2008, was
£1,236.000 and F674.000, respectvely,
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2. CASH AND INVESTMENTS

=5

Cash and Cash Equivalents

Cash s held in demind deposits ar varous financtal msttndons. These deposis, wizh 2 book valve of
approximately $893.000 ar June 30, 2009, and $1,168,000 at June 30, 2008, were nsvred by either the
Staic’s collateral for public deposits in accordance wich Section 2800, [lenda Stanutes, or Federal
clepositiony insurance.

Chepter 280, Flodda Stemites, geoerally requites public funds to be deposited i a Qualified Pubhc
Depository, which is 2 benk or savings asscciation that is designated by the State of Florida Chief
Finangal Officer (State CECR as awthorved o veceive deposits in the State and thar meers the
collatera] requirements. The State CEO determines the collateral requirements and collateral pledging
level for each Qualified Public Depositoty following guidelines cutlined m Sceoon 280,04, Flodda
Starares, and Chapter 6942, Flonds Administrarve Code.  Collateral pledging levels include 25, 50,
125, and 200 percent of & Qualified Pulilic Depasitory’s average daily deposit balance or, ¥ needed, an
amount a5 prescribed by the Staze CHO. Collatersl may be held by another custodian with approval of
the State CEC if condidans ate met thar protect the Stare’s mtereat. Dlgible collateral inchudes tederal,
federally-gnaranteed, state and local government olligadons, corpozate bonds, and other seountics
designated allowable under conditions ser by the State (10,

Starutes provide that if a loss to public depositors 15 not covered hy depasit insurance and the procoeds
from the sale of secutdes pledged by the defantting depository, the difference wAll be provided by an
aszessment levied apainst other Qualified Public Deposilotes of the same type as the depository o
defazdr, '

Due o the mvesting policy of the Lottery, book ovendrafls were approvimaiely 32,117,000 at Junc 30,
2009, and 52,769,000 &t June 30, 2008, represcncop ousstanding poee payment checks and veratler
pavineat checks,  ‘Lhese outstanding checks are incduded s & component of prozes parable and
accounls pavable The Totrery has an agreemens wich a foancial instmdon to hanor prze pagments
and retmler pavments, as they are presented to the bank, up to 375 million

Surplus cask is madntained in rhe Seate Treasury's general pool of Invesmoenrs. The Srate CFO poals
funds from alf departmenss. [ocuded in the pool ere pritwarly tme deposits, U5 Government
sevudtes, federal agency secutities, bankers” accepramces, commerdal paper, componete boods and
notes, repurchasc sgrcemcnts and reverse repurchase agreemenrts.  The Tottery's shaze of chus
investment pool wis approsimately 3175739000 and 3216211000 at Jume 30, 2009, and 2002,
respectively. No allocation will be made as to the Lotteny™s share of the trpes of ovestmenrs or thelr
Osk categomies, The Lottery™s shace of the assets ancd Babthues adsing from the secutities lending
agreements administered by the State Treasury will likewise not be carded an the Smtement of Nes
Assets sizee the Jwate Treasery opetates on a pooled basis asd w0 do so may give the misleading
impression that the Lottery itsclf has cotered 1noto such agresmnents. For forther information, reter to
the Stawe of Flodds's Cotprehensive Anmuel Finencul Report or publicadons of the State of Flonda
Departmet of Finaneisl Serdees, Otfice of the Chief Finandsl Ofacer.

Investments, Grand Prize

The gtand prize vestments primearily consist of 1.8, Government obligations beld on the Lotery’s
behalf by the SBA. Grand prize investments and related grend prizes pavable arc not preseated in
cument 2ssets or Eabilities. They are 2ot part of current operations but Instead are restrcted assers and
liabilities chet 2re held by the Lottery for grand prze winnings to be paid on o deferred basis if the cash
pavment oplion s not selecred.
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Grand ptize investnents are shown at Fare value, and the tedared grand prizes payable are adjusted to
the ner present value using the veld oo the investments. The difference between the fait vakue of the
investrnents and the net present vale of the grand odzes payable is veflected as a restnection for
undiseributed appreciaton on iovestments in net assets. This represcots the unrealized gwins on the
investments, Because these investments are held restnedvely for grand prizewinners, this balence &
not avaitable for transfer 1o the EETTE,

Inrerest acereted on grand prize investments duriag the vear 15 teflected as an increase in the carrying
value of prand prizes parable on the Statetment of Net Assets, and as a nonoperabing eapense on the
Staternent of Fevenues, Fxpenses, and Changes in Nex Assets,  Net gppreciation in fair vae of
investments is reflected as 2 nonoperatng fevenue on the Smtement of Reveoues, Expenses, and
Changes im Net Assets, and takes into 2ecount all changes 1a fair velue that occurred during the year,
inchuding purchases, mamietes, and sales.

Investments, Cther

These invesrments eonsist of the fair walue of inveslments made with cash collateral held by the SBA
o the Lottery’s behulf 53 part of 1 securittes lending program,

The $BA, authorzed by Scction 21547, Florida Statures, participates 1o a secunities lending program
involving grend prize investments. The Lomery, through the SBA, loans warons securities to
bottowets For coflarcral with a simultaneous agreement to renirn collateral for the sane secorities in
the future. Collaters] received from borrowers may be cash or ULS. Govemmernt securrties. Lhe SBA
is contractuelly imited from pledging of selling collareral except i the event of bomower defanlt. The
commicl with the lending agent requires it to indemrify the SBA iF the borrowess fafl to retuzn the
undetlying securrtics or fail ro pay income distdburions oo them. Mo sigaificont violsions of legat or
conimielual provisions eooarred, and ne losses resulted from Dorromer ot lending apent defaults.

Meflon Banlk is the apent for lendiag U.S, Treasary sernrities o vaous authodzed brokers for cash or
11.5. Gowernmenr secnrities. bnitally, collzters] recedved shall he tn the form of cash an 100 percend, ot
other securities walued at 102 percent, of the fair value of the seonndes loaned as required by the
lending ngreement. Borrowers trmst be aporoved for lending Ty Mellon Bank’s credit dcputmcut
Meflon Bank monmors the fair walue of collateral provided 2nd the socunties oo loan on g daily basis.
Additnunal collateral is required if the fair value of he collateral for any loan is less than 100 percent of
the fair value of the sccudties provided {oe sach loan. The 5BA had o credit fsi evpoesnte to
bormowers al year-enid

The SBA received $887.749 000 of eash collateral for the leoding progmam as of Juse 30, 2009, and
51,093,328,000 s of Jone 30, 2008 At Jusc 30, 2009, the collateral thae was held for the seounbes
lending transactions cxcceded che feir value of the securities wndedying the agreements {jechding
accrued interesth.  The cash was invested n sccudtes authomzed by the lending aprecment
Autharized securities inclnde pimanly certificalss of deposit, corporate and medium tenm notes, asset-
backed securtes, and repurchase agreements. The invested cash collaters] generally has a shorter
tratatity than the securities on boan,

A psk facor associared with this lending agreement Is the potential for shortfalls in the walue of the
invested cash collatersl I the iovested cash collateral 35 recuired o be hquidated, any shorcbzli
between the value of the fvested cash collateral and the scondties lending obligadon becomes the
responahilicy of the Lottery. As of June 30, 2009, and Juse 30, 2008, the porcntal unrealized shortlall
was $45 million and $27 million, respectively. (Other osk factors include counterparty defanlt and
faflure of the cusrodial hank to indernisy the Lottery.
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Securites lending income and expenses for the years ended Jume 30, 2009, and 2008, consizted of (1n

thorsands):
. 2009 ZOUE
Semnces [ending ingyme ¥ 13153 Foanla
Less broker rebates . TS 43,106
T.cs5 hank fees (L 145 {1.782)

Met seouzities lending rovenue b3 0203 3 B.301

d Investment Crodit Risk
Lotrery grand pozewinner investments have been linited ro ULE. Government guearanteed secutities.
The State Treasey Investment Pool’s carrent satng by Standand and Poor™s is A+E

Listed bedow are the Standurd and Poor’s credit radings for the lending program®s iovesled oash
collateral {in chousands):

Az af June 30, 2009
. Seanclard and Piowwe’s Ceedit Ratine

Luvestnent Type AR Y} A BBE BB 0L R Totats
Certihcares of Tremosit 3 - 5 - 3 - E - g - - % - 5 .
Tromeste Corpamale Boawds &
Notoa - YNEE THS2EY 12210 - - 44021 232077
Drernastic Mon-marmmment A sse:
tueled Socunie: 517,620 - - 2150 15948 ARE] 141,357 339,78
Danestc MNot-povornoment )

Liackod RS 313 - - - - - R )
Internativnz] Corpole Boruds &

ool 19,043 - - - - - 19042
Iaternationsl Meop-govecnment

Axsat-backed Securiies 12,150 - - - - - 12,730
Taternatiimzl Bea-govcenamnent .
Baeked Chiid's T2235 - - - - - T22E5
Repurchase Apessmants - - - - - - 171 ey YL
Gramd Toml g 26,55 % 0053 % 105,387 % L0012 § Le9a % D114 & 10,260 5 4268

As of Tune 30, 2008
Standard & Toor's Credic Babioye

Lovestoent T ype AAA Ah A =33 ™R “Tavals
Coenrdi Dlences ol Dieposic % - 13 - 1 . =3 - = Tont R TA0G
Iroupesnc Corpoonis Ponds &

Teabens D856 154 255 RN & 10 - - 00455
Iornesnc INor-oms rameant

Agsekleerked Seeosiues 75,158 - - 5537 14833 ALA 508
Incerasnonsl Corpooate Bonds

A ™k LT - - - - 19847
Incernanonsl Mon-govecnment .

Aussmerbachked Seeenues A ARG - - - - ' 30285
Inperaacione Mon-government

Packed ChHs _ . loadaz : 108 462
Repurchaie Agrecnents - - - - 714 AL
Gramd Totd $ 541795 T 199833 5 2906ds 5 5537 85 MIS1E OB 1 OGE ALY

RN
L
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a2,

Invasiment Interast Rate Risk

The investment policy ohjectve is to mateh tmtusities of rvestments with the matertes of the lotrery
winner amaires. Therefore, investments are held 1o meturily after rheéy aze- purchased thereby
eliminatng inrerest rate sk, Listed below are the Totrerys investments in U5 Treasury Scrips {in
Hhosassds )

As of June 30, 2009 As of Jurre 30, 2008
Time to Matrity Fair Value Time to Maturity Fair Value
< 1 vear g 20 47T < 1 yeat g 217,587
=] veme e 3 yess 325,604 = 1 yoar to 3 vy 338,333
= 3 vears o B voats 221,393 =3 ir'ea_ts Lo 5 years 231,279
= 3 oyeans 1o 1) yeurs 178,920 = 5 years 1o 10 yeats 730054 -
> 10 vears to 15 veass 47,805 > 10} years ca 13 vears 4,310
=15 pears ta 20 yeass 57020 =15 FERLS T 20 yoars T54T0G
= 20 voats to 25 veass 15,419 = 20 pears to 23 veurs 17,77t
= 25 years 1864 > 23 yeors ’ 950
Total 5 14029739 Total 3 1,161,202

‘Ihe Lottery contracts wilh the SBA to execuie the sconndes lending program. The secutitics lending
anthorizasion agreement berwoen Mellop Bank and the 5BA requites that the maxtmoutn weighted
average potifalio malutity not excead 90 days. The lending program invests » significant amounr of its
azserz in floating rate secadtics and Lmirs the toaximom reset period for iaterest rate changes 1o six
months, MNexl reset dares are used in the calenlation of welghted avezsge mamity. Listed belowr are
the weighzed averape memerities for the lending program’s trvested cash collateral (in eousands):

fume 30, 2007
Wetuhied
Average
Fair Value Malurity
Investment Type ('L housamd=) (Dhays)
Dinmestic Cosporare Bonds &0 Mot 5 CEEEGTT 42
Domeste Mon-government Sssel-badoed Scardncs 33R,TEa 11
Fomescic Mon-government Badied (30 o013 7
Intemation: Corprombs Bonds & MNaores 15,047 13
Ineemadonsl Non-government Asser-baded Searrties 12,1530 i
Iotemations Yon-gmevemrm et Badoed Chit)s V2,223 a2
Erpurchaze Agrocments 171,088 1
‘L'otal Fair Value § 842 681
Pocdiilio vn:ighé::d AVETe Eaturity 23

The effcctowe duradon of the Stare Treasury Tnwestment Pool 2t June 30, 2009, and JTune 30, 2008, was
approxreately 1.84 years and 3.31 years, respecowely.
fnvestment Concentration of Credit Risk

Since all lostg-term mvestments {other then in the securtes lending progtame) arc iz U5 Governines|-
guaranteed secudtes, the Eottery has not adopted 2 policy regarding concentralion of crediz risle The
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secunnes kending program bas established investinent coacentmadon of credit tisle policics that hmit the
SOCTETATE EXPORLIE T0 4D ofIc Issuer or guarznsor that 35 not the U8, Government or guaranteed by
the U5 Govemnment ta 1 percent of the book value of the lending program’s invested cash collateral.
an dnvesied cash collatersl cxceeded the 10 percent Brmitation.

g. Investment Custodial Credit Risk
{nstodial credic Ask is defned a3 the risk that an entity may oot recover secarities held br another
party. The Loctery does not have a formal policy regurding cusiodial credic ask. The custodian for the
SBA-adminisrered lending program is alse the conaterparny o the invesiment transactions. Therefore,
the amount of imvesiments subiect 1o investment austodial credir risk az jurne 30, 2009, and June 30,
2008, was $542.681,000 and F1,068,317,000, respectivehy,
AL June 30, 2009, and June 30, 2008, all non-leading investments held were vither insuzed or registered
and held by the Lottety of its agents in the Lomery's name and thus were nar subject to custodial credit
nsk.

h. Foreign Currency Risk
The Loliety had ne exposure o forcpn currency tsk as of June 30, 2009, and Juoe 30, 2008,

i Investment Summary

The foliowing schedole summanzes all Investments and trresrments loaned under securities lending
agreeoaents at Juos 30 (o thoesands):

June 30, 2009 June 30, 2005

Invesment Type Carrving ¥alue Carrying Value
Ceortficates of [deposit % - % 7,966
Repurchase Agreoments . 171,988 T.714
UL, {Government Chbligations & Federally Guaraniesd

Orolipations . 132,504 To413
1Yomestic Corporate Bondz & Notes 2224677 {10 4355
Tromestic Nongovernment Ssset-backed Secnrities 339736 303,508
Inrernations] Corporare Bonds & Notes 190942 19947
Tnternadenal Non-government Asset-backed Scourites 12,1580 30,285
Dromestic Non government Backed CE0Ys 3,013 .
International Non-government Backed CMO's 72,225 10,262
Inveztmeats Held by Crhers Under Secorifies Lending

Agreements - U5 Obligrdons a7T, 1M TR TED
Pooled Invesonents with Srate Treasuty 175,750 216,211
Tot:d nvestments 5 258190 % Z2A45 730

The following schedules teconcile cash and invessments (o the Stacement of Net Assets 4t June 30 (in
thousands):
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Junc 30, 2009
Cash at Cash at
Finangial Stare
Iovestments  Institotions  Treasuoy Total
(Tash and cash equivalents B 125,169 5 a07 £ An FoL26,062
Testricred cash and cush eguivalents EUIETN - - 30,5090
Tnvestments, grand prize 1,029 759 - - 1,020 740
Investments, other 542 081 - - H42a81
Tuotal £ 2043199 ] a0y % Hia 2049092
June 30, 2005
Cach at Cash m
Financial State
lovestments  Insdmions Treasury Total
(st and cush eguivelents 3 141843 % GR7 s 431 S 143051
Restricind cash and cash evuivalents T4 5348 - 74345
Lewestrreres, prand pozc 1,161 202 - - 1,161,202
Lrvestreenes, olher 18 317 - - 1 563 317
Total § 24457M3  F GHT o 431 52440, 898
3. ACCOUNTS RECEIVABLE
Accouns receivable as of JTune 30 consisted of (in thousands):
A 2009 2008
licket sales ceceivable 3 44533 F 4247y
Cither ecedvibles 112 57
Toral receivables 44651 ©oAZ5348
Less allerarance for doulsful goonns C1. 460G FATR
Accounts receivahle, oot 5 43185 T A0

4. SECURITY DEPOSITS AND DEPOSITS PAYABLE

The Tottery teceives certificates of deposit and cashier’s checks from cemain vendors and retuilers in order
o secure contract perfonaance.  Certificates of depasi are held in toest by the State with any nterest
garnings being credited to the vendor oz retatber, Cashier’s checks ate held as cash by the Lottery. These
deposits are established to redwuce the potentizl financial risk to the Lottery in the event of a breach ot
vontract.  The ceriificates appear on the Smtement of Net Assels, in assets a5 secunty deposits, and in
babilities, 25 deposits payable. The checks appesr on the Statement of Net Assers, n assets a5 cash, and in
Babilities, as depasits payable.
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B

6.

CAPITAL ASSETS

Capital assexs at func 34 consisted of n thoosands):

2007-08 DHZ-0D

Balatee FEalance Balance

I fm-07  Toerease  Dhecreate 30-Juo-08  loooease Decrease S0-Tuenr-0F

D proccssing cquicaions T L 5 - 5 {158 5 QG 5 317 34063 f i L
Cifbee coquipmeanr and bxmices 3l ] - 3008 - . 3,268
Vihicies and oilier cqripment 3172 116 2200 5.050G k) b 1,110
18,526 113 (344 TAZ00 &R (A7 14474

T ey accumulazed deprecianon 18,12 G5 (333 16051 it (4200 13234
Tt capitd assers, net = 1008 3 37T = (52) Lo1.=27 3 El S T 1235

MULTI-STATE LOTTERY ASSOCIATION

WILE]. i an unincorporated povernment-henefit volunlary asseciation created for the purpose of
administering joint lottery games. MUSL tneluded 30 state lottery cotties, the Disitot of Columbia, and the
Virgin Tslands during fiscal vear 2008-09. This associaton offers the POWERBALL with Power Play Cn-fine
game and several other On-line games in participating states. The chief executive officer of each member
Inctery setves on the MUSL board of dircetors, '

During the fiscal yesr, the Lottty joined the MITSL POWERBATL with Power Play On-line game on
Janmary 4, 2009, As 2 member of MUSL, the Lottery is required to confribute 1o vanous poze teserve {unds
maintained hj, AMIUSL, The prze reserve funds serve a2 a contingency teserve to proect MUSL from
unindeseen prie paymonts, BALTEL pedodically reallocates e pﬁ?e teserve fonds ameay the states based ao
relative POWERBALL with Power Play sades Jevels. . All remaining funds remuitted, and the relared interes:
earnings {nes of administrazive costs), will be remrned to the Lottery epon leaving MESL, less amy porton of
unznticipated prze claims that may heve lisen paid from the fnd.

As of June 30, 2009, the Lottery had deposics wmh MUSL of 53,073,441 representing the Lotleny™s
depoaits of reserve: funds.

A copr of the MUSL fnancial statemests may be obtatned by submitting a wiitten sequest to MIUSL, 4400
U5 Urbandale Drove, Uzbandale, Tows 21322,
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7.

LONG-TERM LIABILITIES

a. Grand Prizes Payable

arand preize: parable at June 30 comsizted of fin thousands)

LTy prearnd preizs (face walied)

Mega Moner grand prizes fface value)
Wi for Life prand prizes {Sos waluc)
Flamingn Forreoe Crame Show grand orves (Sawe viue)
Monthly Grand gaone prizes (fac wahac)
Win a Million grend ooses (faose vahee
Yoatly Bonns prand prizes (fog wilng
Ludey oo Life grend poses (faee waiee)
Ser For Life grand paze {facs wahzc)

sk Specamlar grand powe (Fae valoe)
Cash foor Tife

Loraded zpc Like

Giltion Tz Blodiousrer

Cras for Life

T.osa impured intorost

Bet present vifue uf prand pziees payehle

Cuttem | poees payable fromn restrimed asscis

errommens prines paveble from restricied] assets

Total grand prizes payablc

200% 200F
$ 1,159,483 § 1,351,603
#0871 FLaG0
13,022 13386
D00 1,000
12 36
4501 5010
200 230
11,500 12,500
2,640 2,820
0 730
240 230
3,150 3,230
9,500 .
2t -
205, T3 (316,561
313,745 § 1046 544
194955 212299
715,77 EA4,545
913,745 § 104654

The followang depicts by fizcal pear the walue (In theosands; of the grand prize annuities to pay

prizswinnets:
Y ear Ended Time i

A et

2414

2

2532

215

peiAHE

2601 5201 %

2224

2Z5-ZFZE

260340 - 2054

P T

Citand rdwes (v walind)
Less impartesd interest
Met pregcnt value of prand prizes pavable

b. Compensated Absences Payable

¥ a0 GRS
178, <28
134,477
132,613
Lk, Bl
23052
3,00
1,735
38557
x 1)
12140084
SO, TS

% 15745

Cotmpensated absences payahle an June 3 consisted of (n thousands)

2000
Clartent componsaied absenoes 3 BEY
MNopouceent compesated dieoces 2012

TYeoral ] 3.831

2HIE
5 867
597
§ 3749
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¢. Changes in Long-Term Liabilities

Changes in long-term liabilsties are suprmanzed as foflows (n thousandsh

ZO0E-200Y
Aot
Due
Balance Balamce Within
Julv 1, 2008 Addivioms Reductions  Tune 30, 200%  One Year
Cemard presness ppahle 51,040,843 S5, 581 (32195280 §913,745  F194.555
Compeosated absences pavable 3,749 1,773 VLR 3,831 BET
Posternpployment kealtheare
bencfits parabls 252 206 - 454 -
Tarnd long-teron Hahilities 51,0541 845 SHE.HGT [5223.673) S018.034 31958244
20072408
Amount
De
Balance ] Bulunce Wirhin
July 1, 2007 Addidona Eeductons Tume 30, 2008 O Yoar
CGrand prines payasle 31,213,219 579762 $246,337) FAN e oA B 2z
Comoensyted bsenoes Joveble 3,893 LEGS 1,558 3740 £52
Postemproymnt eslthoare .
uemedits aysble - 252 - 232 -
Tkl Bong-term liabilities 81,217,311 251,519 £5245 F85) $1,050 545 £215.151

Jes Wote 9 for additienal information regasding the postemploymest healthoare benefits payable

DUE TO EDUCATIONAL ENHANCEMENT TRUST FUND

In accordance with the Acr, effectie July 1, 20003, vasable percentages of the gross revenue from the sde of
(n-lne and Scratch-Off lotrery tickets as determined by the Lotlters, and other eamed reveone, excluding
applicadon processing fees, shall be depasited in the Educanesnal BEnbancement Trust Fuend (EETF) as
nrovided in Secdon 24.121, Flonda Statutes, as atnended, Previcusly, the Act required ar least 39 pescent of
On-line and rodscellanenus resrenme, et af verailer fees, be tranaferved 1o the EETF for the benefil of pubdic
educanion. Cffectve July 1, 2002, the Department was avthorised, pocsuant o Section 24121017, Floada
Statutes, to inctease the petcentage of Soratch-CHY game revenues temurned as prozes and transter & vadable
percentage o the BT, The Lottery implemented this strategy in Seprember 2002, The amount
transteired for the Sscal vear ended June 30, 2009, was 31,287 853,000 (32,6 percent of revenues), and {or
the fiscal year erded June 30, 2008, the mansfemed amount was $1,383,414,000 (307 percens of revenues).

Brosuse the et apprediation n fatr value of investments and amortizanor of grand pazes payable, included
in nonoperadng revenue and expenses, relate 1o vahuatons of the restocted grand prze investments and

grand pozes payable, they are excluded from the delemmination of taansfers fo the KETE

Effective Tuly 1, 2005, prosisions of the Act relating to the allocaden of reverues for public education wee
tevized. The changes in the provisions were designed to maximise the transfers of monews to the GITIT
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8.

These revislonz sosulted m chanpes i the medhedology wsed by caleulate the eransfer based on a business
model of revenue minus expenses rather than a percent of revenue. '

The atneant doe o BETE at [une 30, 2009, and faos 30, 2008, wes as follows (i th.ousaﬂds]l:

- Jume 30, 20 Teene 30 2003
Ondine goker sales ] 1LETINIT 5 1,505 4G
Average prercent wimsfereed 4% Ja
Transter of On-ine ccled males TaT2S GT554T
Vaclamed On-hoe ockss oriees 30,810 33514
Prarcent trasmefemed . s Lt
Trzsfer of pueitirmed On-line Scker orizes 20153 25411
Gerarh {3 deber zales 062,135 EaR TR
Axerame percent transferred s Vo
Tramaler of Serarely-(0F deket saics L i ) al1253%
SToelaieseed Serarel-UAC deker pines AT G )
Percens wassfeerod R0 e
Tranzfer of anclamed Scotch G nekel prizes 175387 ENLE)
Meonpperating reven e Erpenses), ne L2447y =.1m
el
Mt (aopreciaton) depreciation in £or vidue ol Hvesmmenss g (B L
SAannctizaton ol grmd poizes papable ’ 54,757 TS0
T'awl Monoperadas ereanes, et 15078 ILAZ3
{lx-dine Foes and miscellmeons cvaone 7 AN Tz
Dine For the e 3 1 ERT.AAS ] 1.285414
Halmee dec, begaing of peax IR L 217;433
Pad dutiny the year (1316069 1 EETAOE)
Tue o Bducadonal Eohamcement Trost Fund, June M 3 23765 = 170

PENSIONS AND OTHER POSTEMPLOYMENT BENEFITS

a. Retirernent Programs

Flosida Retirernent System. The VPlorda Retrement Systenr (FRS) &5 potnadly a State-sdinindsrered
cost-shadnp mutiple-employer defined benefit retirement plan (Plani. FRS provisions aee estabhshed by
Chapters 121 and 122, Florida Stamtes; Chapter 112, Pert IV, Flodda Stamstes; Chaprer 238, Flotida
Sratutes; znd Flonda Hetrement System Rades, Chapter 608, Florda Administeative {{ode; whercin
cligibility, contnbulions, and benefits are defined and descobed n derml Essentially, #l! regular
emplovees of parmoipating employers are eligible to entall as mernbers of the FRE.

Brenefits in the Plan vesl al six vears of service All members are cligible for normal retirement beosdivs at
age 62 or at any age after 30 vears of service, which may inclede up w4 years of eredic For military
service.  The Plan also includes an eady sedtement provision, but imposcs a pemalty for each year a
member retires before his or her normal retirement date, The Plan provides retivernent, disabilisy, and
death benefivs, and annual cosi-of-living adjistmenrs.

A Deferred Refirement Opdon Program (DROP). subjec to provisdons of Sectivn 121091, Florida
Statutes, peomies emplovess eligble for normal retirement under the Plan to defer reccipt of monthly
benefit pavmenrs while continning emplommnent wath an RS emploven, An emploves tay paticipate o
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[3RO? for a period ot to cxcced 60 months after clecrng to particpete. Dudng the period of DROP
participation, defemed monthly beoefits are held in the FRS Trust Fund and secmme interest

The Stare of Flogida csmblishes contobution rates for pardopating employers, Comtdlebon wales 25 4
percentige of gross salary wers as Tollows:

Fizcal Year Fiscal Year

Ended Ended
Class or Plan Juoe 3, 200%  June 30, 2003
Sertor Manapernent 13212 porcens 1312 pescent
Rerelar Broployees 985 porcone D.8E pocent
Hpreal Risk 20092 percent 20092 porcont
DRLP - Appicahle o members From
all rf the abrree classes 1091 peocent 1091 pescent

Employer mtes include 1,21 peccent for the postempioyment insurnes
subsidy. Also, emplover oates, other then for DROP pacticpanes, incdede
05 porcent for adminstoative costs of the Public Employes ol
Redremcor Progon.

The Loltwery's lizbility for participation is limited o the pavment of the required contobueton at the rates
zu1d frequencics established by law on fwture payrolls of the Lottary. The Lotleny’s contrilnutions For the
fizcal vezrs ended June 30, 2009, [une 30, 2008, and Juac 30, 2007, tomaded §1,503,000, $1.575.000, and
$1.603,000, espectively, which were squal to 100 percent of the reguived costrbutions for ezch fiscel
year. These contiburions represented 8.4 percent, 8.7 percent, and %4 percent of covered payroll, for
the fiscal years eoded June 30, 2009, Tune 30, 2008, and Fune 30, 2007, respectively.

Section 1214501, Florida Stetmres, provides for a Public Bmplovee Optonal Retmement Program
(PELORF). The PEORP is o defined conmbuton plan allemalive available to all FRS members in lien of
the FRS defined benefit plan.  lottery employees zleeady participanng 1o DROP ae oot eligible to
participate in this program. Emplovet coatdbutions are defined by law, but the ulsimare benefit depends
in pazr on the performance of mvesoment funds. The PEORY s fonded by cmpleyer contmbutons that
wrc based on salary and membership dlass (Regular Class, Spedial Risk Class, ete). Comteibations ave
dizected 1o individieal member accounts, and the inderidnal members allocate contnbunons aod acoount
balances amwong vodous approved investment choices.  Beguired employer conmibutions made o
FEORDP for the fiscat years ended June 30, 2000, 2008, aed 2007, totaled 320295, 3281510, aud
3218,750, respectvedy,

Fimancial statements and other sapplementary information of the PES are mncluded 1o the States
{lomprchensive Armual Flinande]l Report, which s available from the Flodda Department of Finaneial
Services. An anmual teport on the FRE, which includes its ficancial statemenrs, required supplementary
mformerion, acmadal seport, zod other relevant information, #s avadlable from the Florida Departroent of
Blanagernent Services, Divizion of Retirement.

Senior Managemont Scrvice Optonal Aoouity Program. Some Lotiery eroplayees also pacticipate in
the Sepdor Management Sewvice Optional Anruity Program SMSCOA. The SMSOAP is a defined
contribution plan that peovides tetrement 2od death benefts to the parSapent pumsuant to Secton
121,035, Flodda Statutes. Participants have full sud immediate vesting of all contributions pad on thewr
behalf 1o the participating provider companies to nvest a5 directed by the participants. Emplovess in
chigible State positions may make an irevocable election to participate in the SME0AD in lien of the
Senior Wanagement Service (lass. Emplavers contnbuted 12,49 percent of coversd payroll for July 2008
through Junce 2009, This cuntdbution rate includes 2 contribution that would otherwise be paid to the
Belitee Health Tnsurance Snbstdy (HES: Toogram described below o the SMEOAP retiree s not eligible
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o tecere monthly HIS henefiis. A pamicipant may coptdbute by salany reducdos so amount nor o
execed the percentage contdbuted by the employer.

Retiree Health Insurance Subsidv (HE8). The Renrec Health Insurance Subsidy 115) was crested by
the Flodda Legeslature in 1987 to assist FRS retitees in paying health insuzence costs. The HIS is a cost-
shating nultiple-emplover defined benefit pensioe plan established voder Section 112.363, Florida
Stanttes. Por the fiscal years ended June 30, 2009, and 2008, eligitle retirees or benchcianes recelved a
monthly HIS pavment equsl to the mumber of vears of credimable servce completed st the time of
retireeeent mudtslied by 35, The payments to individhel retivess or benefcizries were at least $30 but oot
more than 150 per month. T be eligible to recebve the HIS, an TRS redrec must agply for the hegedi,
provide proot of health insurance coverage, which can inchide Medicare or TRICARE, aad be apoooved.

The HIS i funded by veguited contributions from FRS participanopr cmployess, Fur the yeass ended
June 30, 2009, 20018, and 2007, the Lottery contdbuted 1.1 petcent of payroll for all active cmployees
covered by the FRE, prrrsuanc to Section 112.363, Mosida Statores. For the years eoding Juns 30, 2009,
2008, and 2007, the Lottery contdbuted $184,076, $185,528, and 3180607, respecirvely, 1n cmplover
contteilutions o the HES Programn. HIES contributions are deposited fo a separate rusl hand Trom which
HIS payments ore authomzed. If these conufiutons fall fo provide tull sobsidy benehts to all
pacticipants, the subsidy payments may be redeced or canccled.

Further disclisores and other suppletnantary infoemarion for che HIS are inclnded in the Comprehensive
Anmual Minancial Report of the 2tate of [londa, which may be obteined frosn the Flotida Department of
Financial Services,

Deferred Compensative Flan, The Lotery, through the State of Florda, affers itz employess a
deferred compensation plan ereated in scenrdance with Secton 457 of the lnrernal Reveoue Code. The
plan {refer to Section 112.213, l'londa Statuees), available to all regular payroll State emplovees, permits
them to defer a portion of their sularies until futire years. The deféored compensation &5 not available to
emplovees uotil terminaton, setremenr, death, or an unfosscen emergency.

Al amounls of compensalion deferred under the plan, all property and nphts purchased with those
amounts, and all income arbuteble to those amounts, propetty, or fghts are held in tost for the
exclustve benedit of participants and thelr beneficiaries a2 mandated by 26 U505 43701

The Lottery docs not contribute to the plas. Pamclpaden under the plan s solely at the discrenon of the
ermploves.

The %tate has oo liabiliy for losses under the plan but Joss have the dury of due care thar would be
recquired of an ordinaty and predent investor. Pursuant to Sccton 112215, Flonde Stalutes, the
Deferred Compensaaon Trust Pend i created In the Stare Tressony,

Postemployment Healthcare Benefits

The Loogery putcipates in the Stare Hmolovees’ Health Insurance Progrars, 8 cost-sharing mnltiple-
cmplover defined beaefic postetnployzaent heaitheare plan administesed by the Stare of Flonda,
Pepartment of Management Services, Division of Stite Group Insurance, 10 provide group health
benefits. Section 110,123, Floddu Statules, provides that tetiress mey pamcipate in the State’s group
health insutance programs and assigns the authonty to cstablish and amend bevefic provisions to she
Dicparement of Management Services. Although preminms ave paid by the retitee, the premium cost to
the vetiree i3 implicitly subsidized by the comminpling of caims expedence in & sugle risk poal with a
single premium determinaton. An actuadael valuanoo has been performed for the plan and che Lotterys
etmplovess wers {ncluded in the actnarial avalpsis.  For more mwfommaton on the plan regarding the
funding policy and actuadal methods and assumptivos, see the Stute’s Comprehensive Annual Vinancial
Repott, which is available fromm the Department of Financial Scrvices.

In secordance with GASE Stazement 43, the Lottery 15 required o record its pottion of the implieir
postemplovtoent healh bepefit  Lalifiny beglaning in the Bscal wear coded June 30, 20608
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10.

11.

12

Postemnloyment healeh benefits pavable 2t June 30, 2009, and Juns 30, 2002, was $433,000 and 5252 000,
mespectsely,

OPERATING LEASES

'Lhe Lottery has cotered inte opematieg leases for the mental of office and warehouse space for the
headquarters and disrrict offices as welf as the rental of compuicr equipment. Certain leases are renswable ar
the opton of the Lottery,

Futare tintmum tental paymenes as of June 30, 2009, are schednled as follvas (1o thousands):

Year

Ending

June 30 Headguartecs BPhstrices Total
2010 5 2,587 3 249 3 3,586
21 IEi2 B85 3497
2mz 2,639 359 3,524
23 2,040 G 3290
4 2,693 27 2,507
"Toral 5 13197 § 3627 3 16,824

Rental expensc under all operanng leases totaled approximarely §2.959,00H and 53,412 004 For the fiscal years
ended June 30, 2009, and 2085, respectively.

OTHER COMMITMENTS

The Lottery hes entered inlo contractiosl agreements under which Oh-ine and Scratch-Of lotrety game
vendots provide gaming svstoms, mckets, and related services,  The Lottery’s On-line gaming spstem
conlmctor is compensated at a rate of 11499 percent of sales. The conteeoor’s compensasden for On-Lne
sames for the fiscal vears ended |unc 30, 2009, and 2008, was 327 952,000, and $26,165,004, respecrreely.

The Lottery entersd oo a new contmact for Seranch-C6F grme tickets and selated services on Octaber 1,
2008 The rares under the new conmact ranpe from 009744 percent 1o 224 petosnr based oo vicket pace
points and 1ot annusl sales. The e in effect for July 1, 2008, dhongk September 30, 2008, was 225
percent based on net sales. Compensaton under these agrecments amounted o 531,893,000 for the fiscal
vear ended June 30, 2009, and $53,135.000 {or (he fscal pear ended June 30, 2008

LITIGATION

‘The Lottery 35 involved in lifgaton and other claims incidental to the ordinery course of s oporadens. In
the opinion of T.otery management, based on the advice of legal counsel, the ultimate disposition of these
lawrznits and claims will not have 2 matertal adverse effect on (he financial position of the Lottery,
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AUDITOR GENERAL
STATE OF FLORIDA

(374 Claude Pepper Building

Diavid W, MasTIN, CPA 111 West Madison Street _ PHONE: S50-188-3534
AUDITOR GENERAL Tallahassee, Florida 3230%-1450 Fax: §30-458-£075

The Presidenr of the Senate, the Speaker of the
Ilouse of Represencataves, 2od the
Legisladee Audiing Cormmittee

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED OM AN ATTDIT OF THE FINANCIAL STATEMENTS PERTFOEMED
IN ACCORDANCE WITH GOVERNMENT ALTNTING STANDARLS

We have mdited the finandal staterments of the Florida Department of the Toitery (the Pottery) as of and for the
fiscal vear cnded June 30, 2009, and have issucd our wepost therzon included under the heading INDEPENDENT
AUDITOR’S REPORT ON FINANCIAL STATEMENTS. We conducted owr audit in accordance with
auditing stapdards generally accepted in the United States of America and the standards apphicable to firangal audics

contgined tn Gosernsre Awdiar Siamdards izsned by the Comprroller General of the Umted States.,
Tnternal Contrel Over Financial Reporting

We have examined the Fomterys imerml control over fnancial teporting as of Juve 30, 2009, based on cmledia
established in futerad Contral - Infepratsd Fromeavrd issuad by the Committee of Sponsoting Onmanivahons of the
Treadway Commission {COSO). The Lottery’s management Is responsible for maintainiag effective inlernal conrrel
over finarcial reporting, and for irs assertion of the cffectiveness of internal control over Boancal repoting, mclided
in the accompanying MANAGEMENT'S REPORT ON TNTERNAL CONTROIL OVER ¥FINANCIAL
REPORTING. Our responsihilicy s to cxpress an opinion oo the Lotery's internal control over finanaal reporling

il

based on oor exarmimnation.

Chyr examination was conducted i.n. accordance with attestation standards established by the Amedecan Enstitute of
Cerrified Public Accountants, and the srandards applicable to sirestation engagements conrained in Caovernmee! <ledittg
Standardr issued by the Comptroller Gencral of the United States. Those standards require thae we plan and perform
the cximjuaﬁpu Lo chiam reazonablc assurance sbout whether effective internal conlral over fnancial repurtng was

maintained i 4l marerial respects. Cut exatnination tncladed obraining an undersranding of the 1eternal coatrol aver
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Anancial reposting, asscssing the osk that a matoral weakness exists, and testing and evabiating the design and
opemating effeciveness of the internal conrtol based on the sssessed risk. Our exeminanion zlso incheded performing
such ether procedures as we considersd necessary in the cireumstances. We believe that our ezamination provides o

reasonabie Dasis for our opinion.

An oniry's nternal contrel over financial reporting s 2 process wfected by those charged with povernamee,
mansgement, and other personnel, desigoed to provide tewsonable sssurance vegarding the preparanion of rehable
financial statements in accotdance with accounting prnciples generally accepred in the Unired States of Amenca. An
enfity™s internal conirol over Hmancial repeorting inclades thosc polides and procedures that (I3 pertain to the
maintenaare of records that, in reasonable dewatl aconrately and fairly reflect the tansaclions and dispositions of the
asscts of the entty; (2} provide reasonable assutance that ensaclions are recorded as necessary to pernut preparation
of financia? statements in accordance with accoucting principles generally accepted in the United Stotes of Ametics,
and that teceiprs and expendintes of the entity are being made coly o accordance with authetzations of management
and thosc charped with governance: asd (3} provide reasonable sssurance I:t‘gﬂ,:l‘.ditlg preventicn, of dmely detccton
a=d cormecton of unauthorized acquisidon, wse, or dsposition af the enfiry's assers that could have 2 matenal offect

o Lhe Anancial statermens.

Because of its nherent limitations, internsl control over finandal reporting may not prevent, or defect and correct
misstatements, Alse, projecdons of any evaluetion of effectiveness to futuse petiods are subject to the Ask that
eonttols may hecome inaderquate becauss of changes in conditions, or that the degree of compliance with the policies

ot procedures may deteriorate.

In nur epinion, the Lottery mamntined, in all marerial respects, effecdve internal contral over financizl reparting as of

Junc 340, 200%, based on the cateta established by Infem! Canirnd — Drtygreted raweveek tszned by £050.

We did note addibons] malkers imvolving the izlemmal contral over financial reporting, whick are discussed in the

SCHEDULE OF FINDINGS.
Comphance and Oxther Marcters

Az patt of obraimng :ca,su;lna]:ulu assurance about whether the Lotery’s fnancial sttements are free of metemad
messtatemnent. we petforioed lests of ils compliaoce with certeain provisions of laws, roles, repulations, contracts, and
granl agresnents, noncompliance with which could have 2 direct and matedial effect on the detenminalion of financia
szatﬁ;ment ameounts. However, providing an opinion on compliance with those provisions was not an objecnve of our
sudit and, accordinply, we do not cxpress suchk an opimon. The resulis of aur rests disclosed no mstances of
noncompliance or other matters that are required to be reported under Cunermment Sadithyy Viandards,  However, we
ooted certnie addiional masttets imvelving legal compliance, which are discussed mn the SCHEIMILE OF
FINDINGS, -
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The Lottery’s respomse to the findings descrbed in the SCHEDULE OF FINDINGS section of this report is
inclncded az Fxhibit — A, We did not audie the Lolrery’s response and, accordingly, we express 0o opinion on It

Patsnant to Secoon 11.45{4), Flotida Statutes, this report 1s a public recond and its distribunon 1s ot Hroited.
Audicng standards generdly accepred in the United Stares of Amenca require s to indicate thet the provisions of dhis
report relating to compliance and other marters are intended solely for the mformation and use of the Tegisladive
Auditing Commiriee, members of the Flofda Senate and the Flotda House of Representatives, and applicable

roanagetnent and are pot ntended to be znd should not be nsed by anvone other than these specitied parnes.

Respectiully subomarted,

(210 ) A=

Trawid W blactn, CPA
Januazy 26, 2410
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FLORIDA LOTTERY

ot's $eport on in

The Florida Iottery™s internsl eopirol over finandcial reporting is a proocess
cffected by those charged with goveomsee, mansgement, and ofer persoans,
desipred ta provide ronsonsble assurancs reparding the preparation of rolisble
financial gatements in accardance with accounding principles geaewlly sommed
in the United Stetes of Amerfea.  An onlify's intermal comtrol over finarcial
reporing Declodes thase policies and prmeedures thet (1) prviain to the
Lreinteneace of vecords thet, in reasenable detatl, seousntely and falrly reflect the
transactions and Jmpositions of the assem of the enihy {23 provide Tessonable
asseranet that transactions are recorded as mecessary i peanit preparation of
finmmidal statements in accovdance with sccounting poneiples generally sccested -
in the United Statzs of Americe, and that roceipts and expendituras of the crbidy
arc being made gnly in accordzrce with authorzations of management and {hose
charmed witk gpovernance; and {3) provide reasopable agsurance reganding
prevention, or imsly detection and comeeton o urawhorized acquisition, use, or
Cispoaiton of the enfity™s assets that could have g materia: cffect on the financial
RAfETCs,

hianazement s respopsible for establishing and mafntaining effective intornat
contral over fisancisl reportiog.  Managament assesged the efibeiivesess of the
Fiorda Lottery’s intemned controb aver fmancid mepurtmg 2= of June 30, 2003,
bascd ot the framevwork set forth by the Corwnibtter of Sponsering Orpantzations
of the Toeadwoy Cownrmsion i Frermal Conpal — lpegrated Framework,
Based on that assossment, manapement conctuded that, a5 of jues 30, 2009, the
Frodde Lottery™s interna] comtee] over financial reporting iz cffective based on the
criteria esigblished in fuernal Conirels — Integrated Framework,

the Flovida Uottery
b ‘Q
! + 3 b__‘ — :r--_--"
120 THEeniopo

GBoametary

Jereuary 246, 2010
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. - - N

230 MARRIOTE DRIVE + TAILAFIASSEE, FLORIDA « 323037 « (B30 J8V.7777
vy flptosoe oo come
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Infommation technology {IT) controls are ntended to protect the confidenoality, mtegnty, and svailabilily of data and
1T resources. During our andit, we identdfied the need for enhancements to the Lottery’s 1T control practicez. To
avoid the possibility of comprotising T.ottery information, specific details of these findings aze nor disclosed in this
repor. However, the approptiate Toitery personnel have bren nodfied of these issues. While the Lottery had made
progress o resolving many of the pindings disclosed in cosmention with the proor andit, some lssuess presiousty
tepotred had not yet been telly addressed,

Recommendation: We again recommend that the Lottety make the necessary enhiancements to jts IT

conttol practices to address the issues idendficd.

The Lotrery pays the prizewinness of vadous games (hiowgh a deferred paymene plan (annuity) option rather than a
single mp-sam payment. The Lottety awnuslly pavs approximarcly $220 milhon mw dts 795 aanuity recipients,
approximsately 716 of whom receive (keir paymenrs through an clecmonic funds transfer. In Auditor Ceneral Report
Bio. 2009-101. we conduded (hat controls over related clectronic funds transfer payments could be fmproved. Our
review of claims processing proceduses nsed by the Lottery dutng fiscal vear 2008-200% disclosed thar although the
Luttery had made some improvements In controls over electronic funds transfers to anouiry recipients, these controls
could be farther improved. Spoctfic details of this matter 2re nor disclosed in this reporr w avotd the possibility of -
compromising Lottery information.  However, the approprate Lottery personnel have again been noufied of this

1R31IC.

Recommendation: We rccommend that the Tottery make the peccssaty cobancements to its controls

over electronic fands teansfer payment of annuities.

Tn accordance with Sceton 24.105(4), Flodda Statures, the Tottery issucs monthly repotts 10 the Governor, the State
of Elorida Chief Financial Officer (State CFO), the President of the Senate, und the Speaker of the Howse of
Representatives, These repotts disclose details of the total Lottery revenues, prize disbursements, anc other cxpenses
of the Lowery dudng the preceding month and present Ascal year-to-dute cutnalarive norals.
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A teview of the 12 monthly teprocs submined for the 2006809 fiscal vear disclosed 13 instances whete amounts
shiown for the reporeed month were meorrect on 5 of the reports, Examples of entars included the Following:

# Ia the November 2008 repott, the month’s prive disburserent amounts for Mega Money and Seratch-Off
tickels were teported with October’s monthly wotals rather than the November smownts. As 3 tesalt, Mega
Money prize disbursements were overstated by $85,000 and Seraueh-Off ricket prize disbursements were

rverstated by approsiomately §3.7 million,

# Tn the June 2009 report, due to 2 fonmuds crror, the combined towd for June®s prive disbarsements was
ovetstated by approsisately $2.5 million,

# In the Tramsfers Dhee o Fducadon table in the Aprit and May 200% reports, a furmatdng etror resulted in
each menth’s On-line expense total bang rounded to millions and sppeating as S90,000 and $%6,000,
zespectively. On-line capense for Apol and May 2009 should have been shown as approximarely $90 milion
and approamately $96.3 million, tespectdvely, The caleclation of the otal available for transfer was cormecs

Crar audit disclosed that thers were ne prorcedures in plce for a fnal proofing of the eports 1o check for
mathematical accuracy prior to sending them o the overstght bodics. Lottery perseonel indicaled that these reports
wete produced throngh a mannal process that depended Iargely on spreadshests o calentare monthly activity, They
also indicated chat this meneal process, alung with staffing dssues, led 10 the underected repor crrors.

Reports such as these ate relied upon by oversight eatities such az the Govereor, the State CFO, and the Legislalure
iz order to morilor Lottery opetations. When the amounts reported ame in eoror, the conchrsions drawn in reliance on
these reports mav also be prone to crroe

Recommendation: We recomamrend that the Lotiery establish and follow a procedurs for the
petformance of & final review of these reports prior to sending them to the Governot, the State CFO, and the
Legislarare.

Secton 24113, Florida Stamates, requires that 153 pereent of the Lottery’s retallers shall he minority bustness

enferprises, 25 defined in Section 288.703(2), Flodda Statutes; Bowever, no more than 35 percent of such retmlers shall
ke owned by the same type of minedty petsun, as defined by Secrion 2887033}, Florida Samtes.

Onar awdit disclosed that s of Augist 24, 2009, verailets comprising one minodty type totaled &4 percent of the rotal
mamber of minodey tetalers, A similar fnding has been included in previcws audit repors,

The Lottery has developed an outreach progmm to incresse retailer pardcipation i uoder-represenred mincrity
grongys; howevar, despite these effors, the leve of paricipation from these groups has decreased slightly ower ehe past

fiscal vear.

Recommendation: We tecommend that the Lottery continme to take steps to reselve this Goding,
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EXHIBIT- A
MANAGEMENT'S RESPONSE

L CRBEGNG
Sewremiry

LHARKIE CRIST
[e Ny N

FLORIDA LOTTERY

Jarwary 28, 2000

David W. Martin, CFA

Auditor General

574 Chude Pépper Building

111 Wast Madison Street .
Taltahassee, Florida 22300-1450

Dear MrMatin

The Lottory has received your January 13, 2010 repiort of prefiminary and
tantstiva indings ard recommendations, rasuﬁmg Fromm your auidht of the
Lotieny's fingncial activities for the fiscal ysar ended June 30, 2009 The staft
has discussed your recommendations and respends as tollows:

1. ‘Redommendation: The Lakery should makis nécessary erfhancement to its
T eorirol prectives fo address the issues identifad,

Hiezponsa: The Lottary has 3n shgoldg procéss to improve techaoiogy
controls for intormation technology. The enhancemants presemeci oy thia
‘audit have been sonsidered and either have been orare in the process'of
impdarnantsion,

2. Reccmmendation: The Lotlery should make e recessany eshancemants
io its. comirods 'ovsr annuity electfonic fonds transfar payments.

Reapomss: The Lotlery will update all writien procedures.and refated
documents 10 ensurg the new seounty anhauaenwnts aré canataténts
uiilzed.

. for the peﬂmmame af a final review :JE the rmnﬂ"siy feporks pnnr =3
gending them o tha Governor, fhie State CFD, and the Legislaturs.

)
g
m =

250 MARRIGTT DRIVE -« TALLARASSER, FLORIDA + 32003 » {5500 4877777
h vowew ot '
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REFORT MO, 2010-032

EXHIBIT- A
MANAGEMENT'S RESPONSE {Continucd)

Cavid ¥, Mariin, CPA

Auditor Gareral _

Hesponge to Prefiminary dnd Tentative Findings
Jammry 26, 2010

Page 20of2

Response; The Loltary fakes its finandial reporting requirements very
sermu:.!y Ao ensure alt data ks tinely and acourate. The departmearit will
enhance its review processes as well as evaluale additional afternatives to
EREUrE acouracy of munth[y and year it date data.

4. Hecommendation: The Lottery continue 1o take stéds io resolvé the
Minority Hetafier Parlicipation requirement of Section 24,118, Florida
Siafites.

Hesponze: As recommended the Lottary hasand will coritinge i address
the Minosity Fetailer Participabon crilaria established in .24 113 wsing a
vatiety of approsehés.  In addition to-attempts 1o amend 5. 24.113{1} 10
gliminate thie confiict created by including both a floor amd a ceiling, the
Lettery has implemented stiategic Inftatives 1o seék out and recruit under
represented minarities, The stiatenic inttiafives lnclude Kentifying end
partnering Wffﬁ"'mihbriiy orieniad business associations, conducling rétailer
recruitinent seminars, adverlising for nsw retaiers in community -
newspapers and magazines and explarng. fon-tradionat trads. styles for
Lottery retailer prospecis. As abways, the Lottery mustensure that EETE
fransfars ars the foremost objective when making retader cordract and
teminagl placement decisions.

1 would Hke to thank yourstaﬁ'for théif ﬂ:ﬁgéﬂt aiiqﬁ_s orr behalf of the Lobiery
amd ok fenwaid Io receiving your final report,

Sii‘li:é;EIy :

Feo Dl

Le::r DiBenigng
Secretary

£0r  Dlgmnis Harmon, Depuly Sesrglary
Ken Harl, General Gounse!
Marcy _Jac_kson Chisf Financizl Officer
Andy Mompelisr, Inspector Genesd!

4{



The 2009 Florida Statutes

Title v Chapter 24
EXECUTIVE BRANCH ' STATE LOTTERIES

24,123 Annual audit of financlal records and reports.--

(1) The Legislative Auditing Committees shall eantract with a certified public accountant licensed pursuant to
chapier 473 for an annual financial audit of the department. The certified public accountant shalt have no
financial interest in any vendor with whom the department is under contract. The certified public accountant
shall present an audit report no later than 7 months after the end of the fiscal year and shall make
recommendations to enhance the sarning capability of the state loitery and to improve the efficiency of
department operations. The certified public accountant shall alse periorm a study and evaluation of internal
accounting contrals and shall express an opinion on those controls in effect during the audit period. The cost
of the armual financial audit shall be paid by the department.

(23 The Auditor General may at any time conduct an audit of any phase of the operations of the state lottery
and shall receive a copy of the yearly independent financial audit and any security repart prepared pursuant

to s, 24,108,

(3} A copy of any audit performed pursuant to this section shall be submitted ta the secretary, the Governer,
the President of the Senate, the Speaker of the House of Representatives, and members of the Legislative

Auditing Cammittes.

History.--5. 23, ch. B7-65; s. 4, ch. 2001-&9,

Copyright & 1995-2010 The Florida Legistature « Privacy Statement - Contact Lis




OPPAGA Review
Department of the Lottery



Projects

® Annual Review — s. 24.123 Florida Statutfes
* ldentify options to
= erthance earning capability
a jmprove operational efiiciency

* Examine Field Support Services Delivery —
2009 GAA proviso directive

" Lottery Advertising — return on investment

Lilagihs Ledislatuse Dffic of Program Fulivy Audveis & Suavernuewt Acgunntnkilie: 3




Transfers to Education
Have Leveled Off
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Revenue Enhancement

= | ottery has taken steps to increase sales/transfers

* Joined Powerball
* Installed 1,000 Instant Ticket Vending Machines
* Redesigned LOTTO
= New products that could increase revenues and
education transfers
* Video Lottery Terminals - $404 million to $648
million in transfers
* Keno - $64 million o $358 million in transfers
* Mega Millions - $26 million to $35 million in
transfers

Flagila Lugialabere (8 ol Posdeaw Folior Analysis & Gruemmment oo




Delivery Options Could Increase
Revenues and Transfers

" Full Service Game Vending Machines —
currently illegal in Florida

= Internet sales — requires legal clarification

" Increase the retailer network
* Net loss of 86 retailer outlets in 2008-09

* 1,500 more retailers required to meet the top-

performing states’ average market
penetration rate — estimated additional $32

million in fransfers

el Loisdabuee Ol of Progearm Prficr Andlpsic & Ouvermzenl Ascountabitisr ]

About Half of Florida Has
Low Market Penetration

Tallahassee

0 ALY [
-

Tt

Resicert Ragulatian per Retailar
in =13, 186 setaiters) Dleiriet
High Warkst Fanatration (under 1,200:1)

|:| Irddle Ranga Marksl Faratmtion 11,2061t 1,400 1)
[ Lo Marscat Penciration fouer,490:1)

F Flerida Lokery districtaRices

Tlagida Tagistaturs (WMice ul Poadraw Lalioe Avalysis & Graernment Aeeuun Lability




Retailer Recruitment Efforts
Have Had Mixed Results

" Field Sales Biitz — 294 new retailers
" Recruitment Seminars — 38 new retailers

" Not all recruitment mechanisms have been
examined for return on investment and not
all costs were included in those that were
reviewed

#luzida Eatslatere Cbfice of Pongram Fulicy Auderde 8 Ousenuuenl Ascowrtabilier T

New Games and Delivery Options
May Have Complications

E Increases state gambling
® Negative social costs/consequences

® Indian fribes gaming compact
negotiations

Flirita Lugialutizes £ ul Peesteais Palicr Analusis & Gerersment AvezanLlidity




The Lottery’s Administrative
Expense Rate Has Declined

i
B2 Toral Administrotve Expense Rate i
—— Lepislative Standard

9.52%  9.50%

T aa

Fr FY Fe Y FY
200405 2005-06 200807 00702 20C3-09

ucide Lealalatuee U0 of Trogoan Palice Anely=is & Greeern mens Ao ntadiilivy -

Commission Structure Pays
Disproportionately for Some Tickets

® Retailer Commissions
= 5 cents for every $1 ticket sold
= §1 for each $20 tickef sold
= $1.50 for each $30 ticket sold

" Lottery directed to review and report
on commission structure

Flacil Legicdatn rz Olce ol Pogtnoe Palice dnabsis & Goremment Acroontakilie: L]




Lottery Leases Excess
Headquarters Space

" Since 2002 OPPAGA has recommended
reduce excess office space

= | otiery leases about 30,623 sq. ft. of excess
office space - $496,000 annually

® Draw studio moving in-house (3,756 sq. ft.)

= Special use space should be consolidated
and warehouse space hetter utilized

2 DMS should help develop
renovation/consolidation plan

Flaridn Tegielbure £ Mliee o] Critaune Labies daadysis & Government decomnbabiliny A

Lottery Leases 30,623 Square
Feet of Excess Office Space

2 M5 Qffice Space Allowance
= Rffice Spage Oooupied
B Special Use Space

30,822 Square Fect of
Exceoss Office Space

~

Epace Dcoupied Estimated Necded Space
bytha Lottery (112.454)
{343,107)

Tlorids Togialatary ¢ of Pragron By Aclpaiv & Gaveeuweet Ascounstabilit: 12




Field Support Services are
Delivered In-house

® Field support services includes

* 115 sales representatives; 125 accounts
cach

* 12 field sales managers
* 5 sales executives

= $10.8 million current cost (salaries,
benefits, fleet)

Fracda Legistatirs Dfien of Progrur Talior dnulvais & Govenupent Aeconntahilitr

1z

Field Support Services are
Outsourced in Some States

® Six states have outsourced field support
services — 4 total; 2 partial

* Texas and Pennsylvania have sales forces
comparable in size to Florida

* Pennsylvania Lottery ranked 8 nationally

= Generally successful model but emphasis
on contract details for consistency, quality

¥ Prohibitively expensive to bring function
back in-house

Tiloride Leatslatuce CFice of Program Pulicy Anclpeis & Goveeuueul Accoaatakili:

14




Outsourcing Field Support
Services has Pros and Cons

¥ Pros

* increased staffing flexibility

* potential reduced cost to the state if a vendor can
perform the function cheaper

* ahility fo provide incentives — pay, schedule, etc.

B Cons

* no direct-line autherity over sales force
* limited legislative oversight and accountability
* potential loss of established retailer relationships

Blagkda Lozielatore O of Magrazn Coliey Analyris & Guvernmen L Asemwniabilibr 45

Recommendations

" Depariment of Lottery

* Consider joining Mega Millions

* [ncrease retailers — targei areas of low penetratlon and
non-saturation; request iegislative authorization o raise
terminal cap as necessary
Evaluate recruitment efforts and target corporate
accounts
Reguest legistative authorization for more instant ticket
vending machines (if performance warranis}
* Work with DMS to reduce excess office space

Update the business case study io examine the option
of outsourcing field support services

Liluebla Lageslazuve O of Pragoon Zaliy duwlysis & Goaermnmene docou nzabilicy 16




Recommendations

= |egislative
* Authorize full service vending machines (with
on-line and scratch-off games}

* Consider authorizing Internet sales following
legal interpretation

* Consider authorizing new games, taking into
account the social implications

Eozida Dngielaban 08 ol Vet Polior Analysin & Guseenanzt dwccuatabiline Lid

Advertising

" Lottery spends $34.8 million annually -
includes vendor fees, production costs,
and a compulsive gambling helpline

= Separate vendor contracts for Spanish
and English language markets

Blagiela Lagislature €956 of Criglrzun Palioe Analusin & Gervermnuiel et bilitr 1




Jackpot Size is the Primary
Driver of Ticket Sales

——Combled LOTTO ek pain ——LOTTC saks

200,30

S220.00

p-r i)

5138.00

1000 .

55000 ¢

H

Flarila Tagielatn r= Ollice ol Yeestenin Policr Amalpein & {rccznail Aoceaustabalin: L]

Advertising is Necessary
to Maintain Sales

® States that eliminated or severely reduced
advertising experienced a 7% - 16% drop
in sales.

" If Florida Lottery advertising were reduced
by 10% and sales dropped 7%, education
transfers would be reduced by $83 miilion.

Eravila Ligielature: Ollice ul Peoeain Palicy Analpsie & Grmemuznea Avcowntaliling Bl
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Increased Advertising Expenses May
Mean Increased Education Transfers

Return to Education Tor $1.00 of
Adwartlsing
S100 1
180 =
F1LED .55
51,40 -
180 -
7100 ;
SB04 -
S0ED -
Sid] -
50,20 -
& - —_
Adl adwartising cosis

15

| 3072

Fiarila Tagielatnre Oliew ul Poddears Lolier Analrsis & Gauemmuet Avencaladility

Costs Affect Advertising
Return on Investment

2 Media buys represent the greatest return on
investment - returning $.98 to $2.17 with a
midpoint of $1.57

" Production costs reduce the advertising
return on investment - returning $.72 fo
$1.58 with a midpoint of $1.15

" Reduced production costs translate into
increased media buys and return on
investment

Ylosida Ledislature Qfice of Progmon Frlicy Anulyiz & Ceweznanent Acconatakilin: B
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Gambling Helpline Calls

® {n FY 2008-09, 39% (868 of 2,253) of helpline
callers identifying a specific gambling issue
mentioned Lottery

¥ | ottery-related helpline calls did not
increase commensurate with advertising
spending

= Lottery-related helpline calls are linked to
the state’s unemployment rate

Faacila Legizlatorn 05 q af Teergraen linr Acalysis 8 Gowrmmunt ez Lililile

QUESTIONS?

Sabrina Hartley
hartley.sabrina@oppaga.fl.gov

Office of Propram Policy Analysiz & CGoveroment Avcinn L hilidy

CTPAG A seppuris Che Faridd gl by provkusg svauative rosers ol cbjeiive omalyss o promale
ol e Ic aEEEINMmbETEY and {he sirienl acd eifecling use ol pulbEe respuroe,
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Florida Lottery™

OPPAGA Report

Lottery Profits Flat; Increasing
Retaifer Qutlets is Critical to
Increasing Sales




1/20/2010

Florida Lottery Response

DPPAGA: Consider offering Maga Millions, another mult-
state lottery pame

.;.L [
Lottery .
- Evaluation underway y _
+ Net gain in sales and EETF? i

. Impact on FLORIDA LOTTO sustainability? €535,

« Timing of another game launch AT
C.%v?f Bic,
O

Eincida Lorrcry ﬂFF.EW""‘“

OPPAGA: Take additional steps to increase the number
of participating retailers

Loftery
« Geegraphically-focused sales outreach; W§

fewer retailer seminars _ g
« Increased Lottery website presence and ué‘*;:ﬁ#r:*-H

recruitment advertising I RNEY )
« Fresh look at Business Development unit ~ -----{%;_f'*:_
acperations :_.:Eﬁ}\_,r:_

« Continued refinement of Retailer :

Recruitment System as a research tool G{ﬁj‘; e
o

’ -'x_.--SﬁTEH




Florida Lottery Response

CPPAGA: Evzluate and report on retailer recruitment

efioris and target increasing corporate Pl DA
accounts b
Lottery Sk
+ Committed to comprehensive ROl covering =~
all recruitment strategies; using standard .itj]gis
criteria MEINRY X
+ Improved coordination between Business .. .7 .
Development and Sales Team [
+ Strengthening of corporate recruitment S e
efforts; but, need to be realistic ngf“? .
R Ty
TAFFET
Florkia Lotery”

DPPAGA: Request lenislative autharity to install
additional Instant Ticket Vending Machines
LTI,

Lottery R )

+ Legislative authority would be budgetary st
rather than statutory LA

» ITVMs completely installed for 90 days at m
this point _, '

+ Early indications good—Retailers with “;;;&,
ITVMs up 18% vs retailers statewide down S
2% l.i -'!":c-l :-

8y
R
OFFS
Fhaarlcin Ledttmry™
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Florida Lottery Response
OPPAGA: Examine the retailer sommission structure .
teifie)
Lottery '
+ Study complete as per proviso ‘ﬁwﬁf
+ Touched base with more than 500 Florida jyre:- W
Lottery retailers é),,,, NET
» Looked at other U.5. lotteries Fi"“*f'" 4‘
- Next step: Decide on changes, develop ok BT
specifics 4 ,ﬁ‘; """
Gﬁm s
. SCRATCH ™
Feaha Loy UEFEWM

CPPAGA: Work with the Department of Management

Senvces to reduce excess office space m

Lottery R

- Committed to continuing work with DMS, T
continuing to streamiine cur need for N np,-\-:ﬁ"“ o
space gﬁﬁ

- Significant reduction in excess office .
space Pid

- Best course—Restructured lease terms for .- -
existing site @;{

—— e

1/29/2010



Florida Lottery Response

OPPAGA: Update the business case siudy regarding
field support serdcas

Loftery

» Will update the business case study by
January 2011

» Vital that we maintain and improve the
quality of our service to retailers and ;
players R

A
g
Flarkia Latiary” &VW

OPPAGA Legislative:

+  Authorize the Lottery to offer on-fing game vending '.f=_1_ T ‘

machines
+ Caongider authorzing the Lottery to offer Intemet sales ﬁﬁ'ﬁﬁ
« Consider authorizing new games, but congider social W '
implications :‘» _[Er-;‘.ﬁ
' R
Lottery B ¥
. . . - ? L s
+ Wil assist Legislature in any way we can N
in analyzing these proposais C oay
I I-"ﬁ ,_)
... SERATEH
mEES
Farkin Loktecy”

1429/2010



Florida Lottery Response

QOPPAGA Report

Loftery Jackpots, Retailer Density,

and Advertising Drive Transfers fo e~
Yo

Education

.
-

L.

i OPPAGA Finding:

Prize payouts are the primary driver of
education tfransfers

« Larger prizes increase transfers to education oy
+ Adding more Lottery retailers would increase ¥

education transfers

1/29/2010Q



Florida Lottery Response

Lottery

which we can influence each of these
factors

IgLOF L
« Legislature’'s grant of variable prize R
payout authority has worked well % A 57
« Committed to improving the
effectiveness/coordination of our retailer _&;Jrﬂ _\':%B
recruitment effort . / i
« Important to be mindful of the degree to ?%:3:

OPPAGA Finding:

limited effect on net revenuess

« Advertising is necessary {0 maintain sales

« Increased Lottery advertising may have a
limited effect on increasing transfers ©
- education

+ Reducing advertising production costs would
increase education transfers

While advertising is critical to maintain Lotteryqig:
sales, additional expenditures may have a *_

1/29/2010



Florida Lottery Response
Lotiery
ERa T
Fleased that the OPPAGA study found what %ﬁ’%’?@
previous studies and our experience clearly show . . )
about the critical role of advertising ﬁﬁiﬁﬁ
+  GCongur with suggestion to shift funding to media— .
our strateqy for the past year Y ;,r 1.u -
+  Sole reservation: OPPAGA’s finding that addltmnalL
spending “may have limited effects on revenue” S~ e~
— Not at “saturation poinf” ‘P awﬂ'
— Revenue percentages devoted to advertising by e
competing companies C_i*w
....... ..g:nﬁﬂ"
Pttt S ES g

QPPAGA Finding:

Lottery gambling problems are more strong[y m
related to unemployment than advertising
mﬁfr
« About two out of every five callers fo the siafe . o e
gambling helpline mentioned the Lottery %‘Eﬂﬁ

I
« Lottery-ralated helpline calls are not driven by .. e o

Lottery advertising or awareness levels but ; Vi I

b
H
.\

' Y

are related to ¢changes in the state L
unemployment rate C; 07 o
LQ%!,'_: [

~SCRRTCR™

e - S

11292010
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January 2010

Report No. 10-16

Lottery Profits Flat; Increasing Retailer
Outlets Is Critical to Increasing Sales

at a glance

Growth in Lotlery iransfers to the Educational
Enhancement Trust Fund has leveled off and curmrent
forecasts indicate continued slowing of revenue
growlh dug to the economit recession.

The Lottery has taken several steps fo maximize iis
sales and transfers to education, including joining
Powsrball, adding instant tickst vending machines,
and redesigning Lottg. While the Legislature could
consider autharizing new games such as video
lattery, keno, vending machines for on-line games,
and intemet-hased games, these opfions would
likely increass associated negalive social costs and
could conflict with fhe proposed Indian gaming
compact A mere acceptable attemative would be
for the Lottery to increzse the number of
participating retailers, as its marke! penetration rate
is lower than that of oiher successiul state otteriss,

The lotiery’s operafing expense rafe comtinues io
decline, making i among the mast efficient L.S.
lotteries. It could realize additional sfficiencies by
continuing to explore ways o reduce costs for
leasing office space, providing figld suppor
funetions, and compensating retailers.

Scope

As directed by the Legislatare, OPPAGA
examined the Department of the Lotiery and
assessed options te enhance s - earning

capability and improve its effidency, including
alternatives for providing Lottery field support
seTvices.!

Background

Following wvoter approval of a constitutional
amendment, the 19587 Legislature enacted the
Horida Public Education Lottery Act. The act
created the Department of the Lotfery to
generate funds for educabon and o enable the
stafte’s cfizens to play state operated lottery
games. The Lottery provides both on-line and
scratch-off games. On-line games  allow
players to pick from a range of numbers on a
play slip. On-line game tickels are printed by
terminals that are connected to the Lottery’s
central computer system for a drawing at a
later date. Scratch-off games sell tickets with a
latex covering that plavers scratch-off to
determine whether they have won.

The Lottery is headguartered in Tallahassee
with mine district offices that serve the dual

I Cection 2£123, FS, vequires an annual Snancal andit of S
Lotbery, which Is to inglnde tecommendations o enhanoe the
Lottery's earnintg  capadbility and elliciencr. The [oinl
Legislative Aunditing Coramittes directed OPTACA to comduct
the assessment of Lottery effiviency, while the Auditor Cenerd
was direcied o conduct the required fmancal zudit of the
Lottery.  Chepter 20083, fanw of Fowides alse direcled
COTPAGA o wxamine altemuative fefd support seevice delivery
madels and the cffecivenes:s of major advertsing and
promational campaigns for loftety games {see OFFPAGA Expatt
Mo 10-37),

Office of Frogram Policy Anafysis & Government Accountabilify

an office of the Florids Legislature
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role of providing field support services fo
retailers and acting as prize redemption and
payment centers” The Lottery’s nine district
offices sell and redeem fickets and act as a hub
for the field support services.

The Lottery generates revenue from the sale of
both on-line and scratch-off tickets.  The
Lottery is self-supporting and receives no
general revenue. For Fiscal Year 2009-10, the
Legislature appropriated %139 milbon and 438
positions for Lottery operahons.

Since its inception, the Lottery's core functions
to produce, advertise, and sell tickets have
been outsvurced to retailers and private
vendors. To sell Lottery products, the Lotfery
contracts with a wide range of retailers across
the state such as supermarkets, comvenience
stores, gas stations, and newsstands. Retailers
receive comumssions for  selling  Lottery
products at 2 rate of 5% of the ticket price in
addifion to 1% of the prize value for redeeming
winning Hckets. Reiilers can also receive
bonuses for selling select winning Hckets and
performance incentive payments.

The Lottery procures several major services
from private vendors including those below.

e In January 2005, the Loftery entered a
six-year contract with GTECH, its on-line
gaming system vendor, to provide
computer systems, retailer terminals,
soffware, telecommunications, and
techmnicad support services.

= In November 2007, the Lottery entered a
three-yvear contract with Machado Garda-
Serra Advertising, Inc., for Hispanic market
advertising,.

= In October 2008, the Lottery entered a six-
year contract with Scientific Cames to print,
maiket, and distribute scratch-off game

= In September 2009, the Lottery entered a

three-year confract with 5t. John & Pariners

L ptery retailers can pay prizes up 0 5599, District offices can
Fay op to 325008 for Flonda Lotery prizes and ue t0 51
million for Fowerball. Prires exceeding these amounts muost he
collected st Lottery headaquatters In Tallahasses.
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Advertising and Public Relations Inc., for
English market advertising,

In Fiscal Year 2009-10, approximately 66%, o
$91.5 million, of the Lottery's $139 millien
appropriation was allecated to pay vendors for
advertising and on-line and scratch-off games.
Fetailer commissions are paid diectly from
sales revenues and do not appear in the
department’s appropriabomn.

| ottery Transfer Performance

In. Fiscal Year 2008-09, the Lottery transferred
$1.3 bilion to the Educational Enhancement
Trost Fund; $4 milion more than in the prior
yvear. The Lottery exceeded ifs legislatively
approved transfer performance standard of
$1.206 bilhion for Fiscal Year 2008-09 and has
reported a primary objective of transterring at
least §1billion annually to the Educational
Enhancement Trust Fund. The depariment
has & long-term goal [o increase annhual
education transfers o $1.5 billion by Fiscal Year
2012-13.

As shown in BEdubit 1, Tottery transfers to
educalon have leveled off, due primarily to
the depressed economy that limits constimers’
discretionary spending on lottery products.
The October 2009 Revenue EsHmabng
Conference projected that Lottery transfers to
education will decline by $75.6 million in Fiscal
Year 2009-10 and by about 57 mitlion in 2010-11
before increasing the following year {see
BExhibit T). These projections indicate that the
Lottery must wmake a concerled effort to
increase its transfers or offer a declining value
to the stake.

The effect of inflaion also lowers the
purchasing value of the Lottery’s transfers to
education. As shown in Exhibit 1, inflation
adjusted transfers to education has remained
relatively flat over the past 20 years and has
declined annually since 2006-07. Inflation will
comtinue to ernde the value of the Loltery’s
education fransfers unless the Loftery increases
the dollar value of the transfers o at least meet
the rate of inflation.
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Exhibit 1
Unadjusted Transfers to Fducation Increased $4 Miion {0.3%) in Fiscal Year 2008-09
But Are Projected to Decling in 2009-10
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' Projected transtfers romt the Octaber 14, 2005 Brverme Estimating Conlerence were adpusted for inflation wslng » five-year average @b of

167,

Source: CPPACA analysis of Lalsry fnandal datm, Revenue Tetimating Conberance, Octaber 14, 2005 and U.5, Depackment of Labor,
Furesn of Labor Statsties, Censumer Brice Tndex.

Revenue Enhancement Options expand product distribation by adopting new

ways of selling loffery tickets and expanding its

The Lottery has talen several steps in the past relailer metwotk, a5  Florida's market
vear to maintain and increase s sales and penetration is relatively low compared to other
transfers to the Educational Enhancement states, Expanding the number of refailers
Trust Fund, including joining Towerball, would Ykely increase sales with relatively Tow
adding instant ticket vending machines, and negative sodial consequences (see Appendix B
redesigning its Lotto game. While generally for a list of additional product distribufion
successtul, these steps have not reversed the options).

overall trend of relatively flat Lottery lransfers The Loftery has launched Powerball, installed
to education. : vending machines, and redesigned Lotto fo

We assessed two strategies the Lottery could
implement to increase sales and wansfers in
fulure years; both require legislative approval.

maintain sales and transfers. In January 2009,
Florida became the 30th state to join Powerball,
a muli-state jackpot game. With jackpots

First, the Lottery could tmplement additional starting at $20 million and increasing with each

games that have been nsed in other states, such
as video lottery and a keno game. However,
these options would likely increase the
negative sodal costs of gambling and conld

rollover, Powerball offers players the chance ko
win large jackpots for $1 per play.” Powerball
reached sales of $2234 milliom in Florida

* Between Jantazy 4, 2009, and Octaber 15, 2009, Florids has had

conflict with the P_mposed !ndian glzu.nlng ome player win 2 $189 milion jackpef, 13 wimers at e §1
compact (see Appendix A for a list of additional million prize level, 49 winners al the SAWACO evel, and a ol

game optonsp.  Second, the Loktery oould S ln

of more than 83 millien players winning eome than $273.8
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during the last six months of Flscal Year
200809 which tanslates to approximately
$94.9 million in transfers to edocation.! The
February 2009 Revenue Estimating Conference
estimated that 51.9% of Towerball sales were
due to a shift in sales from other Lottery
products, resulting in an estimated $45.7
million et fransfer to education in Fiscal Year
2005-09. Without the addilion of Powerkall to
the Florida Lottery product mix, Lottery
transfers to education would likely have
deglined about 3% in Fiscal Year 200813

The Lottery has continued o refresh its games
to stimulate sales and o ensmume an effective
product mix. For example, with the addition of
Powerball in Janwary 2005, the LoHery
conciuded that there was no longer a need for
Lotto to be designed as a super jackpot game,
and it redesigned its add-on feature and
launched Lotk Xira on October 17, 2009, Xira
offers players the opportunity to multiply their
non-jackpot winnings by up to-fve tmes with
$1 more per play. During the first 16 Xira
drawings, nearly 10% of Lotto players opled to
pay the additional dollar, adding $3.8 million
in sales, The Xtra number, from 2 to 5, is
drawn at rantdom preceding the Lotto drawing
to determine the non-jackpot cash prize
mulfiplier for that draw.

Also, between Aungnst and October 2009, the
Laottery installed 1,000 instant ticket vending
machines across the state at exising retailers to
increase scratch-off ticket sales®®  Vending
machines are used by 29 other US. lotteries,
producing more than $2 billion in national
sales in 2007-08. The Lottery’s first experience
using vending machines, which was
discontinued in 2002, found that they were
cost-effective in only certain locations. The
Lottery conducted an instant ticket vending

 Cnvline pame bansfer Tates avemgred 4685, for Fiscal Year ZNE-09.

" Bechion Z4T05(9)( , S5, proviles that the anly player-activated
machine which may be uwhleed is a machine which dipenses
inetant lotiery game tckets following the rsertion of a ecin or
ourmency by a ket pudhasar.

O The Lottery's aost o lease the 1000 vending machines from i on-
b vender, GTECH, s $328 per momth per vendding machine or
23048000 per year OO0 May 27 ZEE, the Lothmy mecebved
spending authority to base the 1000 vending, mashines.
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machine pllot study in 2007 and conduded that
the machines were cost-effective in grocery
stores, and it has installed the nstant ticket
vending machines primarily in these locations.
During the first 15 weeks, scratch-off weekly
sales averaged about $2,300 per vending
machine, and the May 2009 Revenue
Estimating Conference projected the net fiscal
impact of the vending machines will be $3.4
mition anmually after expenses.” In addition to
increasing scratch-off ficket sales, the vending
machines provide players convenient access to
a larger selection of games, transmit sales in
real-fime, allowing the Lottery to better track
ticket sales, and improve retailer operational
efficlency.

Some new Loftery products coold generate
subsfantial revenues buf would represent
expanded gamhbling. There are several options
for Lotlery games that could atfract new
plavers and substantially increase state
TEVETUES, for example, Florida could
infroduce video lottery terminals, which could
gencrate an additional 5404 million to $648
million in transfers t0 educabon, while
introdocing keno (a quick draw game) could
genetate belween 564 million and $358 million

in additional transfers®*? In Fiscal Year

T Cormparing 153 weeks of sl betiveen Octeber 12 and Jormary,
IR to DOUE-ED, pelailars with mwtamt tHoket vending eachine
seratch-off sles inereased 15% M oondmat t0 a 2% dedine o
seeatch-off safes for all Lotery retalers.

E Tt kerd o 2 quick draw game & an o lee loBery gamne in which
Players chiose as many a3 10 prmbers from a pared of 30 numbes
in the hape of matehivg their choices e those drsm by 2 centzal
complibes. Kena ks stmilar in princtple to othesr o-line: games, bt it
s more frequent [pormally every five minutes] and normaliy
Played i 2 social seling such as a bar or restrarant, Video letteny
terrrinals an: player activaled and cn be progronmed to play
cazin-siyle gemes such as poker, Bladjack, kene, and bingos or
sivndate mechanical slot machines or roulette wheels.

" OHPAGA': keno gevetius estimates ate based om oilier states” per
capita sales performance, while videa latlery termiinal novenue
avtrrmtes ate ased om Flotida's net fncomes pere st maching. The
keno mnge is based on high and dow stahe por capita sades aller
exchzdimg the vutlier states Boen the oppet and bower quartilss,
The video lottery terminal range is based o Flotida's pas-mzbred
Towsest et coime per siot madmne to the highsst net neome per

" siat machine.  For keno, Hre Fiscal Year 2010-11 poojected online
transker rte io the Educatonsd Enhasement Trost Fund of 40207
and o 3L09% blended hmrsfer mbe for video lottery terminal
petimates. Lottery adminisbative oowts for operating video [olery
terminals at pac-mgtie]l Boliies ate assumed o be ooveted by
liceraing fees.
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2007-08, & skates operated video lotlery
terminals and 13 offered keno.

Another option would be for Flonida to sell the
muli-state  Mega Milllons game, which
opetates similar o Powerball The Lottery
could offer both games, as the multistate
lottery associations are expected to permit
states to cross-sell Powerball and Mega Millions
starfing n early 2010, Currently, Georgia
participates in Mega Millions and florida in
~ Powerball. Rather than potentially lose sales to
Georgia, particularly when Mega Millions
offers large jackpots, Florida could keep sales
in-state by selling both games. Since Powerball
drawings are held Wednesday and Saturday,
and Mega Millions drawings are held Tuesday
and Friday, cross selling provides players more
choice. Based on other statey’ sales, the LoHery
could generate an additional $26 million to $33
million in transfers to education by offering
Mega Millions®  However, potental sales
shifts from Lotto could substanifally weaken
the game's viability.

However, adding some new lottery games
would represent an expansion of legalized
gambling and could produce negative social
costs.  Video lottery ferminals and keno are
considered to be more addictive than
traditional lotlery games and could contribule
to problem and pathelegical gambling rates
and increase faw enforcement costs to combat
crime typically associated with gambling. A
small percentage of gamblers develop
pathological addictions leading to a variety of
financial, physical, and emotional problems.
Studies indicate that problem and pathologicat

Wy geal experience by other sttes ceoss—selling Fowerball and
Mega Millions yel exists. Therefore, the fransfer eslimate: =
subject to e,  OFPALGA's revente cslimabe for the Mepa
Millions game s based oo ofher slates’ per capite selos
peformance.  These figures were multiphed by Blovida’s
projected population for Fecal Year 2000-11 10 delsrmine an
estimated sdes amoint,  These sales smourss were flen
teddneed by the estimated tansiker wmie to the Bdovatonst
Enhancernent Trust Fand and fuether reduced by a sales shitt
psfimate, The Fiscal Year 2010H11 projected on-ling Iransier
rate to the Fdueatinnal Enhancement Trust Fund of 40.25%
wis used while the sales shift estimate usad was 09
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gamblers can  suffer financial hardship,
bankruptcy, unemployment, and may resort to
crimes to support their addiciive behavior as
well as comput domestic viokenee, engage in
substance abuse, andfor commut suicide
Studies have shown that the negative effects
associated with problem gambling may take a8
iong as three to four years to manifest. As a
result, some long-term adverse effects are not
immediately — apparent when legalized
cambling s approved or expanded.

The WNational Gambling Impact Study
Comrnission estimated that the annual average
costs. of job loss, unemployment benefits,
welfare benefits, poor physical and mental
health, and problem or pathological gambling
treatment to soclety are approximately $1,195
per  pathological gambler per year and
approximately $715 per problem gambler per
vear.

Further, implemeniing video lottery terminals,
quick-draw gamies, and Internet lottery games
could conflict with the proposed Indian
caming compact. The compact, as currently
drafted, would grant Florida tribes exclusive
rights to operate some types of gambling, and
it appears that expanded Lottery games could
oonflict with these provisiona.

Somo =tates are using vending machines for
on-line games and are planning te implement
Interneti-based games. Several of the top
performing state lotteries are starfing to use
new vending machine technology to dispense
on-ine games.! However, the Florida Lottery
does not have legislative aunthorization to use
vending machines to dispense on-dine game
tickets since the law was written before such
technology  existed. Authorizing  player
activated vending machines for ondine games
could facilitate the recruitment of large
corporate accounts such as Walmart and CVS."™

' Top-perfomiing siate latteries; hased oo per capifta sates thet
are beginning 0 use ondine vending machines inchide
Ceotpla, Michizgan, and Mew Jersey,

2 Currently, Walmart and W5 do nat sell Inttery products
anywhere in fhe 1.5, bot the Flotida Tottery cohlinoes to
pussare these retailer cutlets,
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Fudl service vending machines (Le., selling both
on-line and scratch-off games) may be
attractive to large corporate chaing, as they
minimize on-site required labor and provide
increased plaver choice and potential for larger
sales. For example, the most recently available
2007 data provided by GTECH.indicates that
Lottery sales from adding full service vending
machines at 167 Walmart super stores could
potentialty provide from $71 million to $140
mallion annually in transfers to edocation. As
of October 2009, Walmart operated 167
Supercenters and 112 smaller stores in
Florida.”

Selling Lottery products over the Internet
could increase sales but legal barriers would
need to be addressed. Other states that permit
player-activated terminals sell subscripbons for
select on-line games over the Internet, bt do
not offer individual on-line or scratch-off
tickets. Yor instance, New Hampshire sells
Tri-State Megabucks ancd Powerball
subscriptions over the Internet, but requires a
New Hampshire mailing address, and
telephone number, and a charge card to make
the purchase. Florida law currently restricls
the use of player-activated terminals and does
not authorize the use of credit cards for lottery
purchases without purchase of $20 in other
goods.  According to Lottery esbmates, if
Florida performed at average levels, annual
sales through subscriptions could generate an
addittonal $10 million in transfers to education.

Selling individpal lottery fickets over the
Internet requires enhanced technology to
ensure that Internet sales are made within a
state’s borders. Currently, no U5 lottery is
selling individual lottery Hckets over the
Internet, but New Hampshire is developing
plans to launch such individual game sales in
2016  Brifsh Columbia does offer Internel-
based games. The Brifish Cohumnbda Lottery

Y Ihis estmatr is tased ona projection made by the Lottery’s
on-line vendor asmmine optEnistic sales condibons.  The
projection estimates that average sales would be $22 million
per center.  OFFAGA calewlated the profit usmg a blended
transfer mic of 31L0%% and corsidering current econamic
coqndibomns.
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Corporation uses computer infrastructare to
ensure player identification and location.

There are conflicting inferpretations about
whether federal law authorizes Internet sales
of lottery products. Proponents argue that
federal law may be interpreted o allow
irtrastate Internet gambling 20 long as a bet is
imtated, feceived, and paid within the same
state. Huowever, opponents contend that it is
not feasible to ensure that Internet lottery sales
occur only intrastate because data transmitted
by the Internet likely cosses stake tines. The
U.5. Department of Justice has not issued an
opimon on the matter. Infernet sales could
provide players with increased access but,
given the convendence and privacy of play,
may also increase associated negative sodal
consequences.

Increasing the retailer neftwork wounld
Increase ravenues while largely awvoiding
negative social consequences. Increasing the
number of retailers that sell lottery tickets has
the potential 0 increase revenues by making
lottery ‘products more teadily available to
residents and toursts. Nationwide data on
state lotteries shows that there is a significant
relationship between per capiiz sales and the
rumber of residents per retailer, with states
achieving higher sales when they have maore
retaiters per 10,000 residents. However, the
Florida Lottery ranks 15" in retailer density
ameng 42 U.S. loteres {excluding the lowa
Lottery that did not report the number of its
on-line retatlers for 2007-08),

In Fiscal Year 2007-08, the top mine ULS.
lotterles ranked by per capita sales had an
average of 1,200 residents per retailer. Buring
that peried, the Florida Lottery averaged
almest 1,400 residents per retailer, and ranked
107" among U.S. lotteries in per capita sales. To
meet the [fop-performing states’ average
market penetration, the Lottery would need to
expand its retail nebwork from 13,500 o 15,000
retailers.® Adding 1,500 new retailers has the

BTy de so, the Lattery would neod spending authesdity to
operate additonal sales ferminals, as i is corrently adthorized .
up & 13300 terninals,
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potenticl fo generate about $32 million
annually in  addidonal fransters to the
Educational Enhancement FTrust Fund.

The Lottery’s current market penetration rate
varies ‘across the state with pockets of the
" highest market penstration typically found in
rural counties (see Exhibit Z). Approximately
half (32) of Florida's 67 counbes have low
market penetfration, including highly
populated urban counties such as Broward,
Hillsborough, Orange, and Palm Beach. These
areas represent the greatest opportunity to
expand the department’s refailer network.

Bxhibit 2
Retailer Market Penetration Varies
Across the State

-calls to

Resicen Populzbrn per Zulaile: 5 3 Eaimh
(1= 53,195 resiars)
=R High Merkat Parscratfon junder 1,200:1)
E2T Midde Hahdn Maraet Fanstratien (1,200 21,4007
ST Low Markel Seertardicn Jover 1,468201)

# Frorlda Lattery Fxtict cdfices

Sontrce: CPPAGA analysis of |Latery data.

The department has taken steps to recruit
addidonal retailers, but i has also lost many
retatlers due to factors incuding the current
economic conditions, which have forced =ome
participating businesses to close. [n Fiscal Year
2008-02, the Lottery recruited 2,087 new
retailers but lost 2,173, for a net loss of 86
putlets.

Both headquarters and dishick staff work to
recruit corporate and independent retailers.
Corporate chain acoounits represent muttiple
retailer outlets and the potental for significant
sales and education transfers. Currently, both
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the QOffice of Business Development, located in
the Lottery's Tallahassee headquarters, and
five sales exerubfives, disoibuted across the
state, participate in  corporate  chain
recrudtment. It is important that the Lotlery
balance its recruifment efforts between
independent and corporate accounts and
continue to specificallv target and coordinate
gfforts fo increase corporate retailers. More
corporate outlets would have a positive effect
on both 2ales and transters to education.

To increase the number of independent
retailers, the Qffice of Business Development
gmploys three primary recruiting methods:
prospecive  refalers,  retailer
recruitment seminars, and responding io
refailer inguiries from the Lottery's website,
telephone, mail, and fx To  recruit
independent retailers in  the field the
department conducted a ‘sales blitz’ retailer
recruitment competifon.

The department’s inspector general recenily
reviewed these activities and concluded that, -
in general, recruitment seminars and oulreach
phone calls produced Hmited return on
investment, while the depariment’s website
ard the field recruitment ‘sales blity” were
more effechive. However, the Lottery’s Office
of Business Development disagreed with this
assessment and asserted that its  retailer
recruitment seminars were successtul. With
the exceptlon of the retailer recruibment
serninars, neither the Office of the Inspector
Ceneral nor  the Office of Business
Development performed a cost benefit analysis
to  assess the cost effectiveness of the
department’s other recruitreent methods.

The Office of Business Development has
hosted 10 retailer recruitment seminars across -
Florida over the past three years i0 educate
prospeciive independent retailers about the
benefits of becoming a Florida Lottery retailer.
These events were relatively expensive — the
department estimated that it spent $370,000
hosting eight of the seminars, and this estimate
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did not incdude all  associated  costs’
Collectively, the department recruited 38 new

retailers through the seminars.

The Lottery's Division of Sales conducted a
district-level retailer recruibment competibon,
or ‘sales blity’, for three months in 2008
(January thm March). This effort used the
department’s 115 sales representatives fo solicit
new retaiters, with a goal of obtaining 500 new
retailers, This effort recruited 294 new retailers.
The department did not track how much fime
staff spent conducting these recruiting efforls,
and thus its per-retailer recruitment cost
rannot be identfed.”

Also, the department has not assessed its
recriaitment  efforts o determine which
mechanisms work best in different areas of the
state and which methods are most successful in
recroiing  retailers with the highest sales
potential. While the Lottery began tracking
retailer referrals in Cctober 2008 it has
examined only select recruitment mechanisms
in detail and has attempled to caboulate a
return on mvestment for only one. Tn addilion,
the department doees not collect information on
its staff costs  assodated  with  refailer
recruitment efforts, which limits its ability to
evaluate the cost efficiency of those efforts. As
a result, the departement does not have an
overall perspective on the effectiveness of its
recruifiment efforts.

5 The Lobery oWl eight sermnaes lecated in Fopl Wyees,
Camesville, Jackspmville, Hollywood, Culando, Persacela,
Tallahassee, and West FPalm Beachy  The estieeted oot for
fhege events did not nclude staff cnsk o plan the cvent;
typically ooe FTE delicated for nine weeks per semninarn The

- Lotery did oot cefleet docamented cost indopmation for
seniinars held in Miami in 2008 and Tampa in 2007,

19 We petievate that, as of June 30, 2009, these additional remilers
produced Lottery seles that resulted in a ppmoximately $215,000
in edumbon transfers; this figens & based on OFTAGA's
analysis ol the pscruitment mechanisms and their mte of
rehay

W psBuate that Mese additiona] retailers perdoced sales that
rasufter] in about 583 milliom in education rarsters.
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Operational Efficiency Options

The Lottery has reduced ifs administrabive
costs as a result of lower vendor fees. There
ate two areas where the Lottery may be able to
achieve  additional  administrative  cost
reduchion:—modifying its retsiler commissions
and reducing excess office space. In addition,
the department may be able to realize
operational  andfor cost  efficdencies by
examining how iI provides field support
services.

The department’s administrative expense rate
has declined. The Lodery's administrative
expenses in relation to its sales continue ko be
lower than the legislative standard as shown in
Exhibit 3 and this rate has declined over time.
After increasing in each of the last five years,
the Lottery reduced its administrative expenses
in the HFscal Year 200841 by 10%, or 538
million. This was primarily due to a reduction
in vendor fees in the new scratch-off Hicket
contract.

Exhibit 3

The Lottery’s Administrative Expense Raie Has
Declined Over Tims

EEmm Total Administrative Expense Rata

—&— Legidative Standard

D505 1ppow

2.55% G.33% 9.52%

Ft Fr F¥ FY Fy
200855 20050 200507 200708 ZODEDG

Source: CTPTAGA analysis of Lodlery petformance information
sufbpitted to the Legislaton:.
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The department coculd medify ifs retailer
cammissions to reduce costs. The Lottery's
current  retwiler commission stuchwe pays
disproportionally high comimissions for selling
some lottery tickets. These commissions are based
on 5% of the Hcket poce and 1% of prize
redemptions. While retailers inour the sarne costs
1o sell all tickets, they receive higher commissions
without inceased labor costs when they sell $20
and 530 scratch-off fickets. Refailers receive five
cents for every $1 ficket sold, 51 for each 520 ticket
sold, and $1.50 for each S30 ficket sold. The
department expressed concern that some retailers
may nwot stock higher priced fGickets if the
department changes its commission structure;
potentially reducmg inteoime and overall educalion
transfers. This could be addressed by adopting a
comemission stroctore that is ted to performance
angd actual transfers o educabion.

Consistertt with prior OFPAGA
recommendations, the 2009 Legislature directed
the Department of Lattery, in proviso language, to
study the retailer commission structure for all
games and devclop alternatives for rewarding
retailers’ performance. The department’s report is
due Jaruary 31, 20144

Leased heatgquartets space continoes fo exceed
Lottery needs.  Currently, the Lottery pays
$496,000 annuatly to lease shout 30,623 square feet
of excess office space and it needs to consclidate
its special use space. Since the ate 1990s the
Lottery has reduced ils need for headquarters
office and warehouse space through staff
reducions and outsourcing  functons  like
telemarketing and scratch-off ticket distribution.
At the same time, however, the Lottery has not
cornmensurately reduced the amount of space it
leases.

With the assistarce of the Department of
Management Services' enant broker, the Lottery
recently renegotiated the lease for its 159759
square foot headquarters building and is in its
secorid year of a 1d-year lease. The Lottery's
annual lease payment is $2.6 million for Fscal
Year 2009-10.  In effect, the Lottery pays a
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combined office and warehouse rate of $16.19 per
square foot for its headquarters building. "

The Lottery oocupies 143107 square feet of the
building affer subleasing 16,652 square feet to
three of its major vendors.” Of the 143,107 square
feet occupied by the Lottery, 74,276 square feet is
office space and 68,831 square feet is special use
space {e.g,, conference and fraiming centers, secure
storage  areas, cafeteria/break rooms, wnmer
conference areas and warehouse space).

While the Lottery occupies about 74,276 square
feet of leased office space for its 242 headguarters
employees (e, asbout 300 square feet per
employee} it needs only 43,653 square feet of office
space acocrding to Department of Management
Services standards™  Therefore, as shown in
Exhibit 4, the Lottery leases abouf 30,623 square
feet of excess office space (see Appendix C for a
detiled inventory of department headquarters
space).

Exchibit 4

The Lotiery Leasss About 30,623 Square Feet of
Excess Gffice Space

= DMS Office Space Allowanca
< OHflee Space Dooupied
= Special Use Space

30,623 Square Feet of
Excess ffice Space

Space Occupied Exstimated Nesded Space
by the Lottory (112,434}
(143,107)

Saurce: OFPACGA anatyss of Lattery data.

¥ The Lofttery's lease rate includes janiteral services and Iswn
care but gocs not incheds wiilites,

¥ The Ledtery cwrzently subleases office and warehouse space,
teducing its lease paymnent by 5232400 In Fscal Year 20089-H]
(F168.745 for office space and $62,655 for warshouss space),

W iy addition to the 242 cmployees, 16 Lottery employass have
offices located in special use space and 4 Dhstct 1 osales
nepresenibives housed In he headaguarters building am net
assigned office space.
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in addition, the Lottery should consolidate its
special use space. Tihis space incindes 45,4341
square feet of conference and training centers,
secure storage areas, a cafeferia, winner
conference. arens, and 23,410 sq_'uai‘e feet of
warehouse space occupied by the Lottery.
Based on our review and facllity observabions,
mech of the special use space is underubilized.
For example, the conference and training
certers are used mfrequently and rarely
sitnultaneousty; indicafing that there may not
be a need for both centers. Cur tour of the
Lottery's warehouse space found that it was
undemilized and used in parf to store emply
boxes, excess furniture, and surplus gaming
egaipment, that could Likely be consolidated or
properly disposed.

To  address  this  issue, the General
Appropriations Act has annually, for the last six
vears, required the Lottery to develop a plan o
consolidate its lease of office space where
economical and to sublet excsss office and
warehouse space to suitable tenants.™ The
Lottery is in the process of redudng ifs excess
leased headquarters office space by 4,220
square feet. To do this, the department is
moving its leased offsite production stiudio;
where winning lottery numbers are drawn, o
i headquariers. The new sudic will cccupy
3,736 square feet of space at the headquarkers
building. The facility is currently under
construction and the department anticipates
moving draw productions to the new facility
beginning Aprif 2010. To further reduce excess
space, the department expanded the amount of
subleased spave by subleasing 464 square feet
to ifs advertising fizn.

In response to the appropriations proviso, the
department reports that it has sought o find
an appropaiate tenant but has not been able ko
do =0 due, in part, to concerns that portions of
the Loltery headquarters are high security
areas. The Lotiery has not yet developed a
written headquarters consoldation plan, but it
plans to develop a proposal fo renovate iis

U Chapter 2000-81, Lawes o Flarida,

13

Report No. It-ie

headquarters fadlity using landlord provided
tenant improvement funds and present this
proposal to the department secretary in spring
2010. Department officials reported that this
proposal is expected fo consolidate excess
office space to make it more readily available
for sublease and improve operational
effidencies by moving like units In dose
proximity to one another. The Lottery should
work with the Department of Management
Services in developing its renovation and
consolidation plan, as the department bas
expertise in evaluating the space needs of state
agencies. Collectively, the two agendies should
evaluake the Lottery’s current and futare space
needs, develop a consolidation plan, define
space available to sublef, and find a switable
tenant.

The Lottery should continue o evaluale
affernative fleld support services delfvery
models

As the Loftery is a sales operation, funchons
that support ticket sales are aifical fe ifs
success int generating funds for education. The
Lottery maintains a workforce of 115 field sales
representabves that work directly with retaiters
to promote sales. These staff visit retailers,
deliver new game peint-of-sale materials,
recruit and train new retailers, and assist in
stocking, ordering, and display. Hach sales
representative provides support for an average
of 125 retailer accounts along an established
route. In addifion, the Lottery has 12 fcld sales
managers that supervise the field support staff,
and five sales executives that service and
support corporate chain accounts.  Together,
these staff, sales representabves, field supporn
managers, and sales executives, make up field
support services. The department spends §10.8
million annually for field support services,
including salaries and benefits and related
expenses.”

EThiz fignre is based on the wmtber of field  =ales
tepreseiiatives, sales  managers, and  sales  executives
vmployed as of Movember 2006
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In contrast, at least six other states, including
one of the top performing state lokteries, have
outsourced all or part of their field support
staff, There are advantages and disadvantages
assoctated with oufsourcing this function, and
there is relatively little dala to compare the
Florida Loteery's costs to those of the other
states. The Lottery should prepare an updated
business case study to inform a decision on
whether te outsource field support services.

Six states hava outscurced all or part of their
lottery sales force. At least six states currently
outsomrce either all or a portion of their loftery
sales force; four oufsource  all  sales
representative  functions, and two partially
outsource  these  functions® Lottery
administrators from these states indicated that
this cutsourcing has generally been successful.
Omne of the states, Pennsylvania, is among the
top 10 performing lotteries in the nation,
ranking eighth, based on per capita sales.

Two of these states (Texas and Pennsylvania)
have a sales force comparable in size o Florida.
Texas contracts for its entre sales force of 140,

" Mzbraska, Oblabwo, Texie, and West Vigginda outsource the
enlite  smie  loftery sales  fome, while Delaware and
FPenreylraria outsnuroe a pordon of the lottery sales force.
Terrwylvariz uses coniracted slaff primarily for training and
supmort of tedr entployed sales fomee, while in Delasware three
cutsawroed ficld steff pedfoem the samwe funclions as three
stat-emploved safes staff. Al of fle states that have
outsoutced All or part af their field sales foree hive used this
service delivery model long:lerm; thres since inceptvn of the
state’s Jottery and thoes for a decads orlonger.
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while Pennsylvania employs 92 state sales
representatives and coniracts for 18 support
field positions; for a total sales force of 110
The remaining four states have smaller sales
forces than Florida.®

Thers are advantages and disadvantages to
outeourcing field support services, but little
cost-effectiveness information is available.
States that have outsourced their sales forces
reported that this ophion provided them with
greater  flexibility in obtaining needed
positons, but cautioned that service contracis
must be well-written and sufficiently detailed
to ensure consistent, quality service. The
primary disadvantage cited by these states was
that their loteries did not directly supervise
their sales force. Several state lottery
admimstrators reported that once ontseurced,
it would be prohibitively expensive to bring
this fancion back in-house due o the
infrastructure needed to provide field support
services. Exhibit 5 summarizes the advantages
and disadvantages associated with oufsourcdng
feld support services.

2 Oklahowa has an ontsoutced seles force of 20 positions. while
Mubraska hag 13 pesitions. West Virginia bas 16 and Delavwan:
has & positions, of which 2 a2 cuourced =nd 3 arc stab
emploTrees. :
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Exhibit &

Heport No, 10-18

There Are Several Pros and Gons Relzied fo Duisourcing Loltery Field Support Services

iy

" Dutsource field = Ingreased flgxiailiy t0 bice sfaff and modify staiffng fn

SR SErvices

meet changing needs

Potential 1o reduce costs B vendar{s) can provide
comparable senvices cheapsr fhan the $10.8 million
curenthy paid by the deparment {neludes
sataries/benefits; fleet suparision)

Ehifting employment to 2 somractor educes the
state's llahility for lang-term: benefits and retrerment,

Aovender mey be mare qualifisd o provide trasning o
haotfe sales representatives and retsiters.

Axilily o incettivize the sales fores to increase sales
and‘oT retailers

Adifity to provide Rexible schedoles

Abitity to confraciually hald vendar aceountzble for
SpecTis sales figurss

Ablify to foeus staff fo tanget arzas for special
piniesis or atemion

Potential to shift distict facility costs to a vendar
Mo staif unian rasirictons

B
Dieparment no longer kas direct line sutharity aver
sakes foree rapresentatives,
Daparmentsales reps fase the direet relationskip
with eetailats.
Renuires Nigh level of communiealion o ensure that
goals, ohiactives, operaioes ars cleady
commonicated
Legizlative oversight and accauntahilty i limdted
since senvices are no longer performmed by st
emiplayees.
Transition dme of 36 monthg could cesultIn
decreased sales andfor service tn retailers.
Lignificant up-frant infrastructire eosts if services an
izter brought back in-houss
Departmert may iecor 2 onetme expanss of up 1o
$736.000 in aceroed leave i exdsting sales force wes
no lenger emplayed,
Potandial additonal state unemployreeimt
compensation £o2i if current sales reps are not hired
by e comTactorvendor

DutsolErce a pordon = Alows the depariment fo compars coste and

of field szpport

SEMVices

-opetations cn a pilod besis

Could repreget a cost savings to the stete ifa
portion of the cost of Sigld suppot services cauld b
Borne by & wendar at a lower cost

Could resuft in a divided aed onequal warkferee i
there are varylng f2vels of access o fraining and
information: ardor differing pay and incentive bonus
struciures

Informigdon aad daia aceess may be resiicted for
vender-employad sales reps.

Curenty, ko need to 'supplement’ or 'support’ the
stae’s existing sales wrce

Costs to bring owmsourced oparations in-houss when
nilet ends

Snurce: Interviews with ot stafes and Flonda Lotery administrados, distict persanmel, and sales reprosentedves.

We could not determine whether ouniscurcng
the Florida Lotkery's field support services
would be cost-effective.  Nelther of the two
nabonal vendors (GIECEH and  Scientific
{zames) that provide lottery field support
services would provide cost information about
the outsourced lottery sales forces they
provide. The two vendors reported that this
information is -proproefary and both would
likely submit a propesal should Florida seek to
omtsomree the funcion. Likewdse, most states
with outsourced lottery sales forces were
unable to provide cost data because they could
not break out the cost for these services from
their total contract costs.
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The two states that could provide esimated
costs  for outsourced field support  skaff
reported that their cost per field representative
ranged from $75,000 to $138,000." The Florida
Lotery's cost for field support services
averages about $57,000 anmually per field
representative, including salaries, benefits,
supervision, and vehicle costs; however, this
fipure excludes costs for new vehicle purchases

*The Pennsyfvenia Lottery reported that it pays s vendoe
approximately $25 million for B8 contract feld support
positiones; o2 approximately $1235000 aunually per contacked
positon.  The Mebraska Lottery mportecd that its conteacied
sales pepreseniatives cosk about 573,000 anmmally wiher: salary,
bumefits, neendives, and Hest costs am included.
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and storage space that sales representatives use
at district offices.™

The Lottery should update its field support
cervices business case study. Florida statutes
requite state agencies considering oultsourcing
a function to develop a business case that
evaluates the feasibility, cost-effectiveness, and
gfficiency of outsourcing the service™ The
business case must include a detaifed
description  of  services; an  analysis  of
advantages and disadvantages; 2 cost-benefit
anakysis; spedfic performnance standards; and,
a descipHon of neceszary legislative and
budgetary achons.

The department has considered the option of
outscawreing its field support services in the
past and, in 2004, submitted a draft business
case proposal to the Legislature. The draft
repert recommended conducting an open and
competitive bid to take into account increased
retailer numbers and o allow for oultiple
vendors to respond.  Although the Center for
Effident Government in February 2003
approved the Lottery fo proceed with the bid,
the deparimcnt has taken no further action.
Tnstead, the department reporis that it adopted
efficiencies identified through the business case
vrocess while retaining the funclion in-house.
Since that time, economic condiions hawe
changed and additional operational efficiencies
may exist.

The Lottery should update its feld support
services business case study to clearly define its
operations and related costs, identify potential
operational effidencies, and assess the
potential risks and benefits of outsourcing the
function. If these results indicate poiential
benefits and acceptable risks for oulsourcing
field support gervices, the department should
issue a formal request for proposals to
determine whether outsourcing field support
services could be cost effective. As part of this
process, the Lottery's sales division shonld

* Phis cost figure 8 baved oo fhe nuesber of sales reprasentalives
emgloved as of Movernber 2000

T Section 2570571, F 5
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submit its own proposal to maintain the
function within the department This process
wotld enable the department to determine
whether contracting cut Held support services
in Florida would pose acceptable risks and
produce material costs savings.

Recommendations —

There are steps that both the Legislabure and
the Department of Lattery can fake to increase
sales, redure administrative expenses -and
ultimately increase transfers to educafion.

Depariment Recommendations

We recommend that the Depariment of Lottery
take several steps to enhance ifs revenues and
increase it efficiency.

Consider offering Mega Millions, another multi-
stata lottery game. Infroducing a second
minlti-state super fackpot game could increase
transfers to0 education. The Lottery should
carefilly  evaluste the benefits  and
disadvantages of adding another mulfi-state
game and provide the results of its assessment
to the Legislature,

Take additional staps to increase the rumber
of participating retaifers. We recornmend that
the department examine its market penefration
geographically by type of retailer to identify
specific areas in need of addilional rekailers
based on the population rate, and to largct
retailer recruibnent efforts in Iocations with
low penetration rates and trade styles that
have not been saturated, such as independent
grocery stores, drug stores, and lquor stores.
When the deparment approaches 13,500
terminals, the maximum currently authorized,
it should request legislalive budget authority o
increase the number of retailer terminals,

Evaluate and report on retailser recruitment
efforts and target increasing corporate
accounts. We recommend that the
department evaluate its retafler recruitment
gfforts by conduchng a cost-benefit ratio
analysts that includes all assodated planning
and production costs, to determine what
methods work best where and to identify an
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acceptable cost per retailer per recruiting
method. This information should be collected
on a regular basis and reported to executive
management. In addition, the deparbment
showuld establish standard criteria $o be used by
both the Office of the Inspector General and
the Office of Business Development to evaluate
specific recruitmentt mechanisms. To maximize
the number of retilers statewide, the
department should also target its recruiiment
efforts on increasing corporate chain accounts.

Request legislative authorizalion to Install
additional 1nstant Ticket Vending Machinas.
If instant ticket vending machines smeet or
cxceed projected sales levels, we recommend
that the department seek legislative authority
to expand the number of instant ficket vending
machines statewide with the ophon of
installing the equipment in both existing and
new retail outlets.

Examine the ratailor commission structure.
We recommend that the department continue
te review s reteiler comnmission payvinent
structure including prize cashing bonus and
incenbves to reward retatlers for performance
that reflects the volume of Hickets s0ld and their
contribution o education.

Wark with the Depzritment of Management
Sorvices to reduce excess office space. To
ensure the state’s short- and long-term
interests are madntained, the [Legislature
should direct the Departiment of Lottery to
develop a space consolidation plan  in
conjunchion  with  the Department of
Management Services. This plan should
clearly identify space to be consolidated where
economical, parbculmly excess office and
redundant special use space, including the
warchouse, and to dearly identify space most
spitable for sublease. In this way, rather than
shopping for a sublet fenant based on
undefined available space, the Departmenl of
Management Services and the Lotkery ecan
search for a tenant that is appropriate for the
defined awailable sublet space. This plan
showld then be presented to the Legistature for
approval before the Lottery may proceed with

14
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any further renovation plans. The Legislature
should also  direct the Department of
Management Services to evaluate the Lottery's
current and future headguarters space needs,
identify options for meeting those needs, and
present the options to the Legislarere.

Update the business case study. We
recommend that the department update its
field support services business case study. If
the results indicate that the benefils and risks
of outsourcing feld support services are
acceptable, it should issue a request for
propusals for the function. For complete
comparalive irformation, the Lokery's sales
division should submif a proposal o mamfain
the services in house.

Legisiative Recommendations

We also recommend that the Legislature
consider authorizing the Loltery to expand its
current gamnes to enhance revenues.

n  Authorize the Lottery to offer on-line game
vending machines. The Legislahure could
consider anthorizing the department to use
vending machines to distdibute on-line
products, Vending machines selling both
scratch-off and on-line games have the
polential to appeal to large corporate
retailers not currently distribuling Lottery
products.

¥  Consider asthorizing the Lottery to offer
Internat sales. The Legislature could
consider selling Lottery products over the
Internet, but would need to address several
legal barricrs. The Legislature would at a
minimum need to authorize player
activated technology for purposes of
purchasing Lottery products over the
Internet. To ensure agatnst the potential
for violating federal law, the Legislaiure
may need to request the LS. Justice
Department issue an opinion regarding the
legalkity of an intrastate system for Internet
sales of Lottery products under the
intrastate provision of the Unlawful
Internet Gambling Enforcement Act.
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f  Consider atherizing new games, but
consider zocial implicatiens, The
Legislature could consider expanding
Lottery smmes which have the greatest
potential to significantly increase transfers
o education {video lokery terminals and
kento), but this would entail an expansion
uf legalized gambling in the state.

Agency Response

In aceordance with the provisions of 5. 11.51{5),
Florida Statufes a draft of our report was
submikted fo the Secretary of the Deparbment
of the Lollery for review and response. The
Secretary’s writlen response o this report is in
Appendix D.
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Appendix A
New Lottery Game Options

New games that attract new players have the potential to substantially increase revenues to the
Lottery. While the Legislature could consider anthorizing the Lottery fo offer new games such
as video lottery and a keno game, these oplions would likely increase the negative social costs of
cambling and could conflict with the proposed Indian gaming compact. The following table
lists these and other game options that could increase Lottery sales and transfers to education,
their advantages and disadvantages, and estimated revenues where we were able to develop

reasonable estimates

Table A-1

New Games Could Raise r ﬂ Milfion uca

Video Eptiery Terminas -
Flayers use vidzo terminals that can bs
programmad o play casino-styds cemes

zueh as paker, blackjack, keno, and dinge, -
ar simulate mechanical st mackines ar

rculette whaels.

Poendal resurnng trensiers io ecucation
range from $40< million to 3548 millkon per
YR,

To reduece izsuesfconcssns ahout undsrage
plavars, alay could be limited to parkowcusl
faciimies sUch as racstracks or
establizhmants with liques licenses,

Bacause of s rapid play style, # nay be
more addictve tian oher [omEry games
Inzreasing soeial costs associated with
prablem and petholagical gambiing.
Could violate corditions of the proposed
indian gaming compact

Sepresents 4 subsEntial change ior
gambling in Faride by permitisyg casiso-
gyle Iotiery games statewide and could
bz criticized by anti-gambling groups
Wizaild raquire legisiadive acton to
lenallzs nlayar-activated temminas in
Flerida

i iunched [7 raginos (i, horse or dog
reos fracks with casinos), it coeld erode
galez of treditienal Florida Lottery games
wWlthiz CoMair Marks: SEGMENE.

£ould be considered an expans |on oF
gambiing

Fast Draw Keno -
0n-lirz [ottery game in which plavers choose

as o=y as 10 numbers from a penel of 80 o
RUMEESS in fhe hope of matching their

chaices to those drawm by the central

computar & Loteny headquarters. | may be
olayed Tequently 4., evary fhia mingies)

an renitors in sedlal seiings such as bars

ar Mestauranis.

Fotential recurting sransfers to edusation
renge from 564 to 3358 millian per year.

ft z=n ba lirmited to existing sceas where
betling Is allowed such as per-mutusl
facslisies or 2ocfal setizgs sizeh as bars and
sestzuranis.

Fast kzne is maore addictive than
frediticnal lottery garnes, theugh not &3
addistre 25 videa lokares,

Could be regressive in that a larger
percenizge o disposakle incoms fram
lorerar SCCi0-BConOMIs piayers 1s
wagezed

Goald b2 corsidersd ar expangion of
garmhbling

Cally Keng .
On-ling ledery gaine in which pleyers choose

2s many as 11 numk=rs from a panel of B0
numbers in the fapes of matehing sheir

choites to these drawm by the ceniral

compuser 2t Loftery Beadguarters. Similar in
princicle fa etha on-ling games, [tmay be
playsd wagkhy o7 Gaily,

Patential recursing fransfers to educaticn
Tanoesrom $6.8 to 3112 million peryear,

Could Be conzidered an sxpansion of
gambling

16
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Mega Millions
Penartall states and Maga Millions Fistes
naw Fave the awtharity to ciass-sell gases,

dvaRiADes: i
Potemial ragurring transfers to education
rance fram: $24 mdlion to $35 millicn
anrzually.
fr afiers pleyers gradier opooruciies for
uEny LANe jackRniE.

OFPACGA Reporf

£ Disacvangages
Moze frEquent mega jackpats cookd
reducz incertive for oecasicnal players to
respond 1o large jackpots.
Prefablz sales shift from Fowerball and
Flarida Latto

Could k& corsidarad an sxpension of
gamhblizg

Higher Priced Scraien-gff Games

A3 the economy stengid:ans or the value o
the dalla dapracistes, Fgher oriosd scratch-
off games car: be affered: (e.g. $50 games)

Sinee 2002, mos: seratch-off growid in
trensters to education in Flerida has been
du= o higher prive polot games proving
higher priced tickets have sigrificart
revenue geszrating notenkzl.

Gomparsd to ather states offering high
preced tickets, Flonda is an industry leader
in S20 znd $20 seratch-05 gamse salks
proving its SUCGESS in thiz ared and
potzstial fo 20 high priced Hckess,

Higher priced scrateh-off gamss ara
contingant ¢a the strengih of the
ecanomy. Doby Texas 18 cursthy
offzring tlekats abova 530,

Forida's experierss with S5 tickes was not
encouraging and the crowth in scratch-=aff
2a|es has hegqun to lewel off Tdisating hara
38 limits o what will sell ]

{Inty seven states offer scratoh-oif fekets
ayer 520 dollars, including Canrseticut,
Fiorda, Indiana, Maw Hampstere, Naw
*ork, Fenngylvaniz, and Texas. Texas
m.ers the onby 350 game.

Monitor Garnes

Compuier arimeed gasnes simalating Rorse
zelng, golf, etc, thet are played on in-store
mpnitars similar o the way Keno & dlayed.

riay have [Ess assceiation 1 Casing
gambling than Keno

Could appeal o emsging markes of Loty
pizyers that have Grown up laying
COMPLtEr ganes

Blawa the Lottany to recruit new retalers in
scoial vanles such &3 hars ard restaurants

Because of its rapid play shyle, it could bs
meze addictive han tredifional lottany
games.

Could be feqressive in thet & langer
percestzge o tis posanle Incams from
[oer SCoio-gconomic pleyars is
wazered

Could be congidersd en Epansion of
gamhbling

[Retamt On-line Games )

Thesa games 2llow piaysrs t find aut fhe
rag13ts instanty ar s soan as the fckes am
orimed fror the iotery taminal.

{In-ling tickets would bawe mors qraphic
friges and cen use famitiar gamss sue as
Binge ard Fic Tac Toe.

Mlay have small player bass

Gould procuce shift in szles from
traditional scratzh-off games

Caufd be considassd an expansion of
gambing

Pulitzhs/Breakopan TieKeks

Players win instasty Dy ‘Sreaking apen’ the
ficket imatead of scratzhing of tha caverng,
Fulitaivs cen be 5ol in eeis that have a
pradetermined numbas of winning tekats.
Retatars arder individual sets guarantaeing
tier of a 5pociic number o2 winners iz eacn
feal

PFotertial Tepuzring transfers fo aducation
range froam 22 ta S10 midlon ser year.

Wy D2 nossinle to increase Lotery sal=s
oy affering a new product that cen be scld
o eortrolled establishments net considered
Taditicra! [pteny refmilars such as bars

Pultak/Breakecpen tickets would compete
with tha same funding source as seraich-
off ganes, which could cause a dscrease
insass for scraich-off games dus o
[owBr prize papauts.

Gould cause shiftin sales fram other
Lattesy producs., parficulany scratch-ms
QamE:

Implernematicn weuld raguize |=ase o
puncheze of validabon equipriant

Sould be considered an expanzion of
gambling

Irierastive Games

Playars purchase & tickat at & Lotery reteiler
and take it home to piay animeracive game

ch the Loitery websiiz ar hrough a C0-Ror

Paotzrtial recwrring trarsfars 1 educstion
range frarm 4 o F6 millian pes year.

Plzy style offers mes intrissle velue than a
Faditional papar Iotary Soket and may be
mere marketele.

Attracts o tha young sduit market (20-34
YEEIE)

Gan have validation codes 1o wrevent
uncierage narobling and underage players
wiould not be permitt=d ta redeem fokats
evzn f shey played the CD

Higher apsrational costs than ofher
seratoh-of shin games

Coutd |ose some enzertainent waile
since gratmcaton i defemed, as players
must play the garne on a eomplster, not
an the pratises

Mzy incraass undersge gamhbling by
anpealing to younger market segmens
Could be carsidared an sipansion of
nambllsg

Solpre; OPPAGA anabvsis of indwstoy and Lottery formation.
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Appendix B
Product Distribution Options

Increasing the number of retailers has the potential to increase revenues by making lottery
products more teadily available to residents and tourists and has been shown to drive lotrery
sales more than advertising or jackpot size. Florida's retailer penetration rate lags behind that of
the top performing states. New equipment such as on-line vending machines and product
distribution through the intermet could also increase the number of retailers and subsequent
revene,  The following table lists these and other product distribution options that could
increase Lottery sales and education transfers, their advanfages and disadvaniages, and

estimated revenues where we were able to develop reasonable estimates.

Table B-1

Expand Retailer Netwoark

Add additicnal Lattery retailers i bath
radilengl lecatic:s such as
canvenisnce and crocery stares and
ron-iradsterz] lozations such as
rparts, fxels, and restaurants.

Expanding Product Distribution Could Raise Qver $32 Million for Education

dvaniages
Shouid reswst io incremental sales increases
werinals are placed in the righs retailer
locasians
Horida has been below the aviarage in wminal
ey compased to othar successtl Lodtery
suates so expanding ks retwors should
IMET0vE per capa sales.
Gould increase procuect Sistribution and
awaraness, rseking preducts available to new
players tha den’t shop wrhers predoss ane
courmenthy beirg sold
Adding 1,500 rew retailers has the petantizl to
cenerate abouz 232 millian asnuzlly In
acddiional razsfers to the Educational
Enhzncemant Trust Fund,

Disaivantages.

Rizcuires feqislative budget spproval sor
meve terminals

Ratailar expansion has Deen difficulz cuning
recession hecsuss retaiiar closings have
been higher than mew retailers recruited.
The nanstrad tion 2 lattary dusinass model
miay require the approval of differen:
praducts and distebution stratagies.

iy reguire additlenal leteny staff 1o senice
Mels ACCHLHE

Eepand Instard Ticket Vending
Machines (IFVME)

Zaif-servics vending machines for
Seratch-ofi tickets sre currenly beinn
installad in 1,000 Lotery ratatlers,

Allcws additicnal product facings at high
volume Loftery retaliers

Latast techineiogy providss improwed
funcrionality, betier secursty, and beEer
ACCoUMming.

Early [TWM satas show increases in retailer
gales where [MAls are gold.

Could ba cost-effective witere soratch-mf
fictzts ars not Deing scld, such as in HiokEels
and reztacrants

Racuires koislative bucdet approval Zor
e MR units

Azuires mardtorizg o: und2rage play
Somea eritleize tha poiamdal ease of acoeses
ta problem gamblers.

Autharze Full-Saevice Vendlbg
Machires

The Lagiglaturs weotd amend the law
o permit player acivated vending
machines that are capable m seling
an-line quick pick toksts.

Frovies mers ComeEniente to players wha do
it want 7o s¥and in ine o purchase tickets
Bueeesshl in otiar Loteny states

My ateet lange corporate retailers currently
not selling lattery producis

Frovides a business medel 2llowing refailer
network Expansicn irte non-taditionz retadler
sacetians, B0, in aimedts and hotsl,

Winubd not requirg & modification to the LoZeny
setailer coniracts that require retaitzes b cary
heths serateh-off and en-lns games

fold potantially increase transfars to
sducstion oy a rangs of 71 million to §143
miliion annzzzlly

Rzzuires a Florida Statuta change to 2llonw
pleyer activated terminals sor on-ling gares
Aequiras Jzgislative budget 2ppraval
Raquires monitarng of underage pay
Some criticize the smemtial ease of access
to problem gamblers

Could be cons=derad an expansion of
gambling
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Rtz (riemet Sales _
The leglslarors would enact [aws to
suthorize infrasta® Internet szles af
Letery products.

Frowvides more cosmeniencs b phayers who
nrefer to purchaze their Lottens products frem
their personzl computer o cellclzr device
Canadiaz ttaries are selling individeal games
aver the Internet Lsing technolooy hat detects
the players facation (z.0., British Geiumbia
Lotery Corgaraton af wwwbele.com).

OPPAGA Report

« The etete would need to recuest the LS.

Justiea Departent 1o 53U an opinian
rEganding the legality of an intragtate system
for Internat saizs of Lotery products under
the Intastate provision of she Unlawful
Intemet Gzmbling Erdorcernect ACt Absant
4 clear answer from his edersl govarmmeant,
authorzing Infemet safes of Lodary
oroducis conld violate fedeal 2w,

Could be considersd an expansion of
gamhbiing

Subserpton Play

Players can si:Dscrng 1 Gr=ing game
drawings for up to one year in
advance o e fanda Loteny
websitz,

Fatentiz| to generate abaut 310 millkan
znnaally in additianal transfers to t
Educational Enhaieement Trus Fund

Imsermet tecinciocy has mads subserption
237vices st essier and more cost-gifective
far lottaries t2 manage.

Key benzfits 1oz the corsUmErs ars no missed
draws, no weaiting in lines, and sass of prizs
claims.

Preaides the abliity for peoples te pizy whe may
not ke shle to cihamwdz2 srch as seasonal
residents and phyzlcally chailenged rasidents
Subscription play is offersd in about 35 L5,
loiteres.

Uze of credit cards for lottery purchasss
withgut purchass af 320 in other Joods
woutd require 2 shangs.

Wust comply within federal i2ws that restést
subscrptions fam out-of-5t2t8 Elayers
unless they have in-atate mailicg adcresses
Game changes recuire communication wit
players and possibly 2 replacement tickes
Beranse gl prize payments wid oe paid
autamatically, subscription piay wiz
QBNerd-e No LTclaimed prize wunds.

Couid be considared an axoenslon of
cembing

Selling &t Grogary Siome

Checkotit Lanes

Gregesy stongs typically have betwesn
S and 15 eheckout sines that cosld be
uzed 1o distributs iitary products.

May lacrease product diswibution peints znd
make it easier to purchase £nd redears oty
praducts

Could incresss sale2 because it snoouUragss
impuise purchases and is a player
CCETYANIENGE

It eould canse sormE SECGUMING issues or
oroceny stares in tracking the s2les at every
checkoot line,

Wanld Fequire expeaditures far dispersars
far each grocery some 1o
dispiaymerzhandise the product & the
point of ourchase

May be diffizuli to et supammarkets ta
paricipats because i would reuire
recartfiguenng tstr cparaticn and sysems

Faying at the Pamg for Scrateh-olf
Games
Paying at e pump for lottery fickets
. would give anatier distibugon outlet
for puzehasing lctiery tickets. idealty,
+he consumer would be 2ble to
camihing thelr gas and Lotteny
purcheze.

& play at the pums apsion wauld add playss

convemante ant ragy ztract new players whe'

might rat otharaise seek samewhere ta play.

Meat liely would require the purchass of
epecisk disparsing machlazs fka instant
tiekzt yending machings ard this fecknoiagy
i5 in development _
Flertda laws saqulre credit card pierchages
for lottery ficksts have 820 sales of ather
products.

Flecda laws cumertly de nat 2low pizysr-
aciretsd terminals.

Paying atthe purnp for gas elininges the
need oL Many GoNsUCmEers to go inside
wisich will kave a dirset impact on all
praduct saks inside the stora,

Adverse reaction from retailars with weant
plzyers o fams ioto the store

Could prasent site-hased securty issues,
such as theit ar usderage ourchase

Sovrce: OPPACA analysls of indestry and Lottery information
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Appendix C
| ottery Headquarters Leased Space

As shown in Table C-1, current floor plans show the Lottery's headgquarters building has 159,759
square feet of rentable floor space including 130,461 square feet of office space (located mostly
on the top two floors of a four-story building) and 29298 square feet of air-conditioned
warehouse space (located on the bottom floor and two stories high). The Lottery leases about
30,623 square feet of excess office space.

Table C-1
The Lottery asas About 30,623 Square Fest of Excess Office Space

ety Headd

Renrtakrle Floor Space [warekouse and office) 158,759
Special Use Space (warehouse) :

Subilegssd to Lotery Vendor (GTECH] 5,888
Lottery Oopwpied 25410

Rentable "Warehouse Spage 28,208

_Fentable Cffice Spece 130,461
Special Use Spece {office)
Subleasad i Lofery Vendor (GTECH} a2
Subleased 3 Lotery Verdor (Sciemific Gamez) ga8
Subleased 1o Lottery Vendor (3t John & Parners) 464
Bathrooms 3,642
Public Reception Areas {for winners and to check security 2,460
Craw Studio (for public viewieg of pumber draws) 3,756
Elgwator Machinz Eocm 162
Serurity CAS Baclkap 40%
idail R and Janitodsl Seqvices 1,695 )
Armery 451
(ffce {for computar repai) 165
Imiprmaticn Resourse Management Data Center 2,150
Ledge (for B 10 B2 aceess) 37d
_Security File Room B iy _

rorensics Labs 859 -
=yidence Reom o
Test Lab 69
Eyidence Storage 1B6
Hling Records Stogage 2
Infznmation Techaology TrainingTesting and Auditing 2878
Inspecter Genaral Confidentiel imerview Boom A
Securgd Storage 190
Merehandiss Inventary T
Cafeterta 2,248
Empdoyee Records File Rogm 552 N
Districi Customer Service 14
Training Center 1,306
DoreTance Center 4,792
Draw Room (for monfenng draws) 160

Net Uzahie Area [Spesial Use Space) 43,419

Cireutation 30% of net usabla space® 12 9h6

Tatal Usahle Soecial kze Space 56,185
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Aernaining Fantable Office Space (Remabie Office minus Special Use Space] 74,276

Personnel Spacs’
Exeeirive (enclosed office) 3,150
Adrninisirator (encinsed office} 1,500 -
Maragers Requiring Lonfidentality gnglosed office) 4 900
Professinnals [workstation) 11,680
Parg Professional dworkstation) 1,380
Support Space”
Rscepion (SHL
LAM Ropms B0
Dpen Files 1521
Siorane B00
Parfry 500
Gopy a0
ComerenceMegting Roams 2,650
Met Usabie Space (zum of Personne] and Suppor Space) 1,181
Circalatien 40% of net nsable spacs® 12472
Tatzl Usablg Personael and Sepport Space 43,653
Excess Leased Remable e Space 30,623

! bdcasuements taken Fom (e Lot s most corent floor plens deted My 22, 26407, Lottory reparled measuzemets; and (PPAGA
carculations of Hoos plus space,

* Thased ot the TIME space allocation wosksheer (T3 4100 TREAY) afiowantes.

* Pased on the DM3 spass Allocasion worksheet allowances c2oss walkod to Lotteny staff pusitions.

Sowrce; (PPATA analvsis of Loty Tieadguart=te ficor plans, buillize toue, iniervicws with Lotery and DM3 officiais, and DMS space

wllacation workehect.
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Appenaix D

THARLIE CRIGT LEC» SHBEMNIGD
Craves o FreTeiany
FLORTDA TOTTERY -
Jemapry 28, 2010

Gary B Vanb.andbsgham, Phb,
Birectar

O of Peogram Polloy Analysis and
Covemmsnt Accoumiability

117 Wesr Madion Streot

Tallaszes, Florids 32399-1473

Dear O, Vanland mghaen;

Thank you for the appotlamity to respond to your office’s report sntitled “Eottary Feofits
Flat lncreasime Hetailor Cutlels Is Coticed to Increesing Sales™  (ur response is
orgarized mound yvour secommendatioons.

Consider offering Mega Millions, anether roolti-state lotery game,

Tmprodieeing o seeond multi-state super fackpor game could incrense frasgfers io
educorion. The Loners showld carebdly evaluate the dencfits and divadvanapes of
adding mnother mmulii-ttare gomme @d previde the raxulls of itz arsessment o the
Legislomure, -

The Lotery coacms with ts recommcndesion snd is currently in the process of
evalnating the benefits and disadvantages of adding weother multi-siate game, e will
kean the Legisiamme spprised as thae evaluation procecds, One stedy indicates thas,
arnong 1.5, lotteries, the Fiarida Loteary has the feast to gaim by lauaching Mega
Miiflions ab this time, giver the faet that vee have offered Powerbell for only one voas and
bave noz vet redlized its fll saies impect. In sddition, the megagive impact 2 second
rrwalti-state game coudd have om ot in-state Floridz Lovte game could jeopardize the wery
Eaure ind mustoinability of that same. The Lastery would Ie barter served 1o take the
time oo learn from ofter siimes” experiences befars rosking a decision abou whether to
join Mega Mitlians or to weait for a possibic Nasonsd Caroe at 4 later datc

Take additiors) stens fo increase the numbrer of parficipating retailers.
We recawmmend that the deparsment examine B murket ponerraiion geograpiocadly i

nvme of Ferariler do identtfy specifc arpar in need of additions! verailers ased or the
popelatian e, and to target retailer recrufment gfforts in locomions with low

oy
Ll ]
W
=3 S ;
230 MARIOTT ORIVE « TALLATLASSHE, LCarDA + 32300 o [B50487-T7TT
. wraeanfalottery ons
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ey B VanLavetinghaa, P,
DFPAG A Feiponse 50 Pretominasy and Tonwsoive Findings
Jzrzary 28, 2010

Fzme 2050

pereration rarer-and irade sivles that hove pot sateried, sl as indapendant grocery
stores, drug stoves, and lqeor sfoves. Wher the depormment appraachics 13,300
termlnals, e mecdnum ety awfiorined, i showld regusst lepislative ndper
suthariry ta inerease the rignber of retafler terminalr.

The Lattery coperss with this recommmemdarion and & eurrently moaifying the ilepbote
mereach retedler recruitment program ancd pursng osher altermatives. to sirengthes e
repmiEment of new Lofteey retailers, This molades, but & not fenited to revising the
asdipned work strsctore within the Brsmess Tevelopmsent unit fo Hmpoorede ilephine
suereach rorafler recmitment progrars, koidig gasgraghically-focused sales oetrescl
missiens in addition totwo:rsiaifer momtiinent setinars annually, Teductang the ovets]
cost of the Tetaiter recmttment sominacs, copdueting specific retaiber reoriiiment
advertising on the Lottery™s aobsite, comlivcting en-going nparades to e oo ratadler
recrtitmed: syssem to-finker improve monttoning end erackieg of the saccoss.of the
progmans, wid contining to. provids lead souree sugpord w the Sales Team for future
stulewide rarziles recruitment conesty. Finally, e Business Devalopment unit
condiets angaing research to ddentify new reemuitmets sless havies the petzndalte
ncrensg the sixe 2ud quality of thes Blorida Lotteny' s netailer nedwarl.

Evalnute gt repori on retailer recruibment siforts and target increasion corperate
AMCEIS, |

W reommmend e the degorinend evolwats B reniler recntitment effires by cofdicting
e cipb-ramafE! ritte aralriis thetineiedey oll gesociated plaaning and production el
ia detemnine what mefods work bést wherd to and o tdenilly an sccepralle couf gér.
retailer per recrelitng meftod, This bntbrnetion should be collécied on & regular hasks
amd reporizd to enecdive menagemert o tddizion, the devarmnont shonld exiehilk,
stapdard criterd ter e wxped by Both the Office of nspector Gonerad and the Office of
Busifess Develorprment fo evaliate specfie Fecndpont mechowdsns, To mimdmize the
warmbr of retaflens statewide, the depaitmant should alss rokget 5 retruinnent effores aii
M rEaTg conparali’ SR AC T

The Tarery conones with his recompecditish. The Bushness Dovolopment anit will
ok with the Corpeordts Soles Team and. othar wnits-of the Letisne o condei: 2
comprahensive Retdon oy Investineit andl vais, nsing respally agresd-eaon figridord
e appoEiate for o varions recmudment merheods,

The Lotz alresidhy goflerns, on an on-gotan hatis; in-depih Dformation on-all retdiler
Trospeiiy nsing i Rersiler Récmifineml Sysoem (REE] The BRE was desiged 1o
menifor, mimage. mack andhelp to identity Rew recraiiuengt opporsnitics, The RRS.
povides the Lottery wilh v eftendive data’hase for nse It evaboaliig this cist-
cﬁ].-:_{:ti{r:nmé of 184 redajler secruinpent efforz, The Butingss Thevelopienl anil evaluates
werkly g mmemtizly feprts fat e RRS to 2ssess retaller recnitoent effrs dnd td
identify ways to Morease the marrder af Lotwary retaiters.
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- Ciury B W anlandinghig, B
CHPAGH, Rewonz: 1. Prefiminary end Tentattve Findimzs
Faneiary 28, 2084
Pazedalf

FSipilY, the Lotery's Business Developinens. and Corperate Sales uriis. wall re-douhle
thsir offorts & forease the'afactiveness of corporme roomiment siforts., However, the
chalionge of eomet ecomomeic conditions grd the programs sfrzady imdersway should be
recogrieed,

Prosecshy, the Business Drevelopment smic begins it salicitation offon with 3 catporate
:em Yar wrompery by providing a kitforsS preseitation ie that prospest. Should the
prospect seapond with crpressions S mersst, 2 thots in. geptl formal proposal is
sifbniteed. D-.}mplete with detuticd cstimatis of thesdles, dustomer, walke and other
berefics ihe corporation could ciperirnes v seiling the Lodery prodact Hing 2y wellm
dfars of assistancs In capeditial Lotwry votailes 2pplication progedurzs. This proposal is
foblewad ap Iy calis to fic apprugiie, seecn fvérlevel potmts of ontac withia' the
comporation wirh offers to mawer funber flestions and resolve aay ssapsic.

An aftermative sequercs s sometimed lldwed, peeticrlarby by the Eathery™s Corporile
Siled ani. Therd, the gractice is ta stert y appeoachiap regionm ar distriet corporats
mandaars with the nodon of scliing Leifery products T the hope of cnzaging theas péople
in cowincing corposte headquastens o the pdvaritages of partnering with the Eottery,
e any interest 35 registered, the follow-kp pmodédiees can e mock the seme ss #i ke
Iyt appeoack.

Rajuest begiglative aufllorization. fo install addittonal Iestant Ticket ¥Vending:
Mlachines.

IF inette Yokt vending anaekines meet or Sceed projecied sales Irvels, we recoinmnend
the the dlepariment st depislatiie anthorio 2o mmﬁ' il mumber of ireyran lckes
varding muchines Samwide with the aptton o festolling. the pquinment in botl exlfting
anzd maw Feloll et

The Leitery coneurs with this recommmendaiion and 1s closely meditodng the incremental
il of the cuorent atlocation of B0 metamt Ticket Vending Machines, Ones the
demartrment feg sufficiane data to sopport alegislative reest for additional anis, the
detarstnent may. geal: addiztoeal beeictative budaoi aan h@n[y

Creming the retafler cammissic.n strachors.

We regonumend that the departomais eomlnne 2o roview s reraifer commtssion poyment
srrnchire fnclding price cashimy bower and incengives 4o resward reteilery for
mEeriEnoe thal reflecty the volume of ickats sold and thelr comtribulion Io education,

The 1 otrery concurs witk this recermmendation. Ax memdeted in e Genesal
Appropriatons Act for this fiscal vesr, dis Lottery is completing @ thorough anabysis.of
the stracnre of its 1otniler cumpeEsetion peogiarn. This siudy will he subraitted 1o the
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Lt B Vanlao i, 2D, .
CPRATA Fesponse ta Pradiminamy and Taniative Findings
Tinhary 28, 2010

Pagad of &

chaics af the S-:m&- ComaTatiae o el Ghvaseent dpprpprstions Hyd the Beuse
Government OPc:mm_s AprrupHations Commitss: by feoary 3.

The Retaifer Comenmation sudy will soabye fetssnes déntihed in peovizo lanzmes,
inchiding, &m ﬁza'uf fxed compenyation p:i' toked, piviurmadice incentives, Flar*da 5
retaticT caTings, 10 accnmp'lsdl 'H:us i rm-:ty oF f&.:arch t-:r.:hmqutz_‘. wﬁl hav._a_t_taen
used mc]udu‘-g, direct disoussions with Lonsry tehilers thangh survels, Forns sroups sed
imerviews, 5t is the Lottory's haps thit te stidy™ s ndings will provide the bagls for
tmpmoving e program in ways tiar stengihen the Lopery’s zelationisbip wis s
retaiters, AMpPIove wastomer servics and protric incressed 2pies and educetional
enhandemrent fopdicg,

Work with the Bepartwent of Management Services 4o redace exvcess sfficespace,

T emitire the stake s short- and dong-term imerests are mpeinieined, e Leislatire
showld direct-the Beporiment of Letigry to davelop a space gorolidalion plog in
gorgfuaclion with fre Department of Manspemens Senvioes, This plan sheold elearly
ideniffy space to-be consolideited witore. ecaxomical, pm.ﬁmfan’} EXCERF (Tfice and
veelandinr speclad wie space, inclading the werelisuse, and @ clzarly identify space most
tuftaple for swhlepre. T fhiy we, rofher than Shopping fora sebler fenad ‘hared on
wadgiined nvailable Spase, e Denqynrent-of Managesent serileer and the Lotterypcan

setered for o fenent $hat is apprapetsie for the defined atailable sublet spece. This plan
shoidd ther b preserted fo the Leolilmure fov apmrovel bofora the Loty mey, proceed
wilht vy fieriher. renavetiony plang. The Leaisiatnre should alse divectthe Deparinta of
Mipggemen: Semvices frevdloats the Lofl:er} 5 cuprens and frtive feadqiarters space
meady, identilV npiions for meging fose needs, and prevent? the optioss fo e
Lazizinnure.

The Lottery concmes wirh OPFAGA tor continne working with DS to reduce cxeocss
LEfpee space. The Florids Liottery Fras been diljzear in arteniptive to sebloase exoess
office spact to meluds conseiiaben with the Deparimant of Mecagesnent Serviees as well
w5 ks TS -anthorized temo: braker {Cushman & Wakatisld “O&W ™.

The s’y intereats were enbanced by 2nmagirs CAW to ossist in the reeegnitaton-of the
lease al the heademartery faciliny. CRW assessed the macket and svalusted options such
2§ opher svailalile peivats Jease apase, Sata-owied spacs, and hrdld-to-mit CEW s
hirsiness review reggmnrnendsd thas the Lotisry negotiste a lease renciwiat with,
zostruclured tormms. The recommendetion vk based ou fhe sheence of private or state
spacs sutitle 1o the Tolery's mesls, snd the Soctthat prevailing merket rtes wire o
cxeess of what the Lty was pruying. Additiesatly, hboild-to-suft epfion was
dotérimined To bo cost aroiibitve, Frally, mlocation axpenses of severatmillios daliars
were-ales & forctor in CW's analysty, The Lomery could only consider such

éxpenditires i the Legislatire mdiealed a desive . apoedprizte the funding,
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-Gary R VanLaadingiem, Phil. -

CFOPAGEA Respaniee to Preliumiasry apd Teatrive Findings
Tamupgry 28, 2020

Pz 5l

Givea this formation, the Lofery opted for a Isasesenewal that resnlted in inmectiate
saviags to the State rother than pursuicg alaceafives that might have resulied @ grester
zavings and close conlommity to DS standapds, bt anly sfter mary yeass of delay and
deferment of those cosl susdangs, The restractared lease forma resulted @ ummue] mbe
reductions averagimg $50,000, a3 well rs.the laodlord abscding famitovisd and lawn care
services of approsciustely $170,000 aonuaily, Finally, the landlord agreed to.benant
Enprovernent fands of $2 34 milion for themenavation of the Tacilisy,

fn an: effar tr furtier streamline brefess opriatons and better utilize availeble space, fiv
Lottery 3 celocating iis televised gume drawings 5o the headearters building in Aptil
2040, which wilt wse 3,736 squace foct of the “enedss® spave identtfied by CPPAGA Just
YR

The Flosids Loteey contimsoisly sesks npportenities fo sireamtine is Facilities operations
to-achizve adminisirative effitiencies and econsmiss. The Lotrery, with the conturrenes
of DS, alan recoanizas that ackieving the prestnd DMS-resammendad seandasds oo e
Gesility thar wirs el veer 30 years age. fot & vmigus bisinesy oegeeization and o
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imvoiving wsjor addifional fundiee,

The Leatery lios srite Ggniticant zaids in reducing “oxcrss oifice space™ £y ilefined by
CIPPAGA = a poview of previas OFPAGA rojonts show:

TIFPAGA Ama] Bepost Expes HpOffice Space

2006 62905 sy fest

HIOT FEBOD 5q. feet

205 33475 =g fest

2008 58,633 sq. fect

Hian - 304833 2q foot
Epdate the husiness cise study,

e wEbimend theet Jee Separiment spciate T6 f2ld Spport FaFviags Dubinsst £008 aited))
I the results tndicase fhi the frendfis and, risky of oatsourcing fleld supjror bervicds ave
qreemehle, i phowld dvue o regieest for orapotls 7o the firction. Fof complete
Comparative infommation, (e Lottery's sufes S0igion el subamit 6 progowel T
siniEin the serviper B houre,

The Lotieoy senents with fhis resommendatinn ahd wilt update ity besiness case stedy hy

Janaary 2011, Should te Fodings warknt tat wi do so, ¢the Lottery then will coesider 2
competitive procurement to. provide e basis for-a decision on dul-sonrding,
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Lottery Jackpots, Retailer Density, and
Advertising Drive Transfers to Education

at a glance

While adverfising is critical to maintaining Lottery
sales, additional expenditures may have a fmited
effect on net revenues and fransfers o the Florida
Educational Enhancement Trust Fund. Lottery ticket
sales also are affected by factors such as jackpot
amounts and retailer density, which are mare highly
related fo net Lofery prodits han advertising
expendifures.  Florida’'s compuisive gambling
helpline receives few calls specifically related to the
Loftery, and there does nol appear I be a Jink
between Lotiery advertising spending and Lottery-
relzted calls o the sigte’s gambling helpline.
Instead, Loitery-related calls are more strongly
associated with state unemployment rates.

Scope

As directed by the Legislature, this meport
examines the effectiveness and refurn on
investment of the Depariment of Lotkery's
advertising and promotion campalgns.

Background

The Florida Lottery's primary purpose is to
maximize its net revenue ko sapport public
education. The Lottery repulatly conducts
advertising campaigns to bolster s profils,
atiract new plavers, and maintain sales. The
Lottery contracts with private vendors for

advertising services targeted towards a vaniety of
media outlets in 10 Flotida market areas.

The Lottery was appropriated $34.8 million for
advertising in  Fiscal Year 2009-10, which
includes vendor fees, production costs, media
buys, and operating a compulsive gambling
helptine! The department sells two produck
lines—on-line and scrafch-off games. On-line
games, such as PowerBall, LOTTO, and Fantasy
Five, allow players to pick from a range of
numbers on a play slip. On-line game bckets are
printed by terminals that are connected to the
[ottery's central computer systemn for @ drawing
at a later date. Scratch-off games are pre-printed-
tickets with a2 latex covering that the player
removes o determine whether he or she has
WOTl 4 PIiZe. :

The department contracts with two vendors to
provide adverbising services for these games. In
November 2007, the Lottery entered a three-year
comtract with Machado Carda-Serra Advertising,
Tnc, for Hispanic market advertising, and in
September 2009 it entered a thvee-year contract
with 5t. John & Partners Advertising and Public
Relations Inc., a Jacksonville based company, for
English market advertising. These finns are
responsible for creating, producing and placing
Lottery adverlising in television, radio, print,
and other media.

LThe 2000 General Appropriabons Ack spodified that, of the ol
apprupmation, 53,436,945 he used for adwertising amency feos and
51,175,000 for a compulsive gambling pogram-

Office of Program Policy Analysis & Government Accountabifity

an office of the Florida Legislafure
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Methodology

The purpose of Lottery advertising is fo
maximize ticket sales and net profits, which are
deposited  into  the Florida Educabonal
Enhancement Trust Fund. We analyzed the
cutcomes  of the Lobery's  advertising
expendifuzes based on their effect on educafion
transfers. During the three-vear perod from
July 2006 to July 2009, the Lottery transferred
21% of its ticket sales revenue o the Florida
Fducational Enhancement Trust Fund. This
combined Iransfer rate reflects total transfers
from on-line games {about 404 of sales) and
scratch-off games (about 20% of sales).

To assess Lottery adverhising effectiveness, we
analyzed the relationship between adverkising
expendilures and sales over three years {from
March 2006 to March 2009) using depariment
data for its 10 market areas. We present a range
and midpoint for estimates of the retrn on
investment on advertising expenditures; the
midpoint Is the best estimate of the return an
investment and there is a 55% probability that
the actual return falls within the range®

The econometric model we used to estimate the
advertising return on investment is strong,
explaining 87% of the variation in Lottery ticket
sales.  However, since the three years we
examined include the worst economic
downduirn in recent Florida history, our retum
on investment estimates may understate
future returns on advertising spending® See
Appendix A for a more detailed discussion of
oy research methodology.

Advertising is crifical to mainfaining Lottery
sales, but addifional expenditures may not
necessarily franslate info increases in  net

“We do not present o febrn on jveshment anabysis for spedfic
eniline and scrtch of advestising or lor media fypes (eg., TV,
tadio, biliboseds) as oor estmatr meges had cenciderable
evedap, elicaling ne difference. '

Cior anabwis comstdesed e econotic dowmmm and found a
higher retum on adverbising spending pelor ta the downbmn.
Howewer, doe 1o the limited monnber of observations, we coeld
not A a stbstical disimetion berwesn lottery sales duting the
periods of cosnpanic groweh and conlgaction.
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revenues and fransfers to  the Florida
Educational Enhancement Frust Fund. Jackpot
atnounts and retailer density affect Lottery bicket
sales and resuliing profils more than advertising
expenditures. Advertising spending levels do
not appear to be linked to Lottery-related calls o
the state’s gambiing helpline.

Prize payourts are the primary
driver of education transfers

(O analysis and studies of other states lotteries
indicate that Lotiery sales and resulbng transfers
to education are affected by multiple factors
including  jackpet amounts, lottery retailer
density, and advertising. Jackpot amounts have
the greatest effect on sales and transfers to
educabon.

Larger prizes Increzse transfers to education.
Our econometric analysis indicated that jackpot
amounts are the single largest driver of Lottery
sales and educational tranisfers. Players are more
likely to buy Lottery tickets when large jackpots
are avallable for on-line games such as LOTTO
and PowerBall. As Exhibit I shows, over the last
three years, there was a strong relabonship
between LOTTO sales and jackpots.  For
example, in November and December 2007,
LOTTO jackpots rose by $137 million due lo
rollovers when no plaver had a winning ficket;
sales increascd by $37.4 million during this
pericd. In the following month (January 2007},
LOTTO jackpots fell $116 million, and sales
dedined by $315 million. The correlation
between LOTTO sales and jackpots was lower
after May 2008 due to the economic downturn
and the introduction of PowerBall, a new on-line
game. While PowerBall has increased overall
on-line lotkery sales, it has reduced LOTTO sales.

Increasing prizes for scatch-off games also
typically increases sates® This occurs because
some players are more likely to buy dckets for
seratch-off games that they perceive as paving
higher prizes. Also, players who win small

1Far mare Information an this mlatonstds, see o prioe peparts
Feotory Scrudch off Sples fnereass, Opfons Availelle fo Enhadee
iEnsitns fo Ffoosfon OFFAGHA Report Noo F-0%, and
Jusiiffeation Review Sale of Lotkery Froducts Frogram, OFPAGA
Feport Mo, 02-11-
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prizes such as §1 or 53 will frequenty use some
of their winmings to purchase more hckets for
that game. Since 2003, when the Legisiature
authorized the Lottery to use variable prize
payouts 0 maximize education transfers, annnal
Lotery sales have increased by $867 milliom,
(fromn $2.07 billion in Fiscal Year 20034M to 53.94
billion i Fiscal Year 2008-09%  Most of this
increase, {81%), was attributable fo increased
scratch-off ficket sakes.

Adding more Lottery retailers would increase
education transfers. A second factor that is
highly correlated to Lotlery sales and ransfers to
education is the availability of retailers who sell
Lottery producls. In general, customers are
more likely to buy lottery tckets when these
products are readily available. Qur analysis
mdicated that market areas in Florida with
greater comcentrations of participating retailers
terid to have higher per capim sales and

OFPAGA Report

transfers to edocation. For examnpde, the Panama
City market area has the most Lottery retailers
per capita as well as the highest
average monthly per capita sales; $19.22. The
Fort Myers-Naples market area has the fewest
retailers per capita along with the lowest average
monthly. per capita sales; $13.94.

In Fiscal Year 2007-08, the top nine state lotteries
ranked by per capita sales had an average of
1,200 residents per retailer. In combrast, the
Florida Lottery averaged about 1400 residents
per retailer, and it renked 107 among US.
lotteries in per capita sales. To maich the fop-
performing states” average market penetration,
the Lottery would need to expand ifs retail
network to 13,000 retailers”  We estimate that
adding 1,500 néw rckailers would generate about
$32 million annwally in addifonal transters fo
the Educational Enhancement Trust Fund.

i Ta do 20, the Loitery would need spending aulhaerity o openate
additional sales tesminals, as it s comently authorized up o
13,500 terminals and Ias £330 1eeminals in epemtion

Exhibi
Eﬂucgﬁ;n Transfers Tend to Increase as LOTTO Jackpots Rise?
=== Combinad LOTTO Jackpots e | QTTO Sales
S300.00 - —— s
$250.06
S200,00
£150.00
slﬂo,dﬂ
85000
$- —TT—— T T T T T T —r——T T T T T T
jul Sep Mov fan Mar May Jul Sep Now lan fer May Jul Sep New lan Mar May
700G 2006 20062007 2007 20072007 2007 2007 20082008 2008 2003 2008 2008 2009 2002 2030

f Wl in s exhibit are in millions of dollaxs.
Cawrce: OPTAGA analysis of Florida Department of Tectery data,
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While advertising is critical to maintain
Lotiery sales, additional expendiiures
may have a limited effect on et
TEVenues

Both our analysis and studies of other state’s
lotteries show that advertising has a positive
cffect on lotery tcket sales. Howver,
increasing  the LoHery’s current jevel of
adverising expenditures may not necessarily
franslate into an increase in net revenues and
education  fransfers, Reducing advertising
production costs, which would allew a larger
proportion of advertising funding to be spent on
media buys (airtime}, would help increase
education fransfers.

Advertising is necessary to maintain salas.
Experiences in other states show that major
reductions in Lottery advertising reduce sales. A
stady of three states that significantly curtailed
lottery adverlising (two states eliminated
television advertising and the third reduced it
advertising budget by 97%) estimated that each
10% reduction in adverlising expenditures
resulted in a sales reduction of 7% ka 16%. If the
Florida Lottery reduced its adverhising
expenditures by 10% and experienced a 7%
decrease in sales, education transters wonld be
reduced by a net of $83 million based on Fiscal
Year 2008-09 sales data.®

ncreased Lottery advertising may have a
limited effect on im:raasi'ng transfers  to
education. While Lotery advertising does not
appear to have reached a saturation point in
which & dollar spent on advertising {media buys,
producton costs, and vendor fees) refurns less
than a dollar to education, there is uncerfainty as
to whether additional adveriising expendifures
wodd produce a net return In educational
transfers.  As shown in Exhibit 2, the estimated
‘range of return o education for an additional

® This estimate assumes that 30% of the Latery's $384 million
adwertisdng budpet would be transfersed o the Fdoestiond
Enhancement Trst Fund. Gales woeald: decline by an estimazed
2176 million, which wonld msidt in s decline of 55 million in
edncitional teansfers, far a not reduction of $53 mitlion.
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dollar of Lottery adverising spending Is
between 3072 and $1.58; the midpoint (most
likely) estimnate is that the refurn on investment
is £1.157 Iowever, as the bottom range of this
estimate is below $1, there is a potential that
additional advertising expenditures could result
in a net decreasc in transfers o education if the
advertising was funded with funds that would
otherwise have been directly deposited inta the
Educabonal Erthancement Trust Fund. As most
of the estimated return on investment is above
$1, reducing the current level of advertising
woudd tikely reduce transfers to education.
Exhibit 2 '
Increased Lottery Advertising May Have a Limited
Effect on Increasing Education Trust Fund Revenuss

Return to Educationfar
$1.00 of Advertising

52.00 -
$1.50 41.58
51 an Break Even 51‘15

40.72
50.50 -

R :
All Advertising Costs

Sonree: DPPAGA analysts of Tlodda Deparhment of Lethesy dada,

Reducing advertising prodoction costs would
increase education transfers, While media
buys {IV and radic airime, billboard space,
print advertisement} affect Lottery sales, this
rehun  on  investment is  diminished by
advertising production and vendor costs. We
estimate that each adverfising doflar spent on
dirzct media buys returns $1.57 #o education,
with an estimated range of $0.98 ta $2.17. (See
Exhibit 3.) However, this refurn on investment
is reduced when advertising production and

7 This estimats contmois for factors including jackpot amounts and
market azesz with different retiler concentzalion rates.
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vendor costs are included i the analysis
Drering Fiscal Year 2008-09, the Lottery spent
$24.8 million in media costs and 55.4 mitlion on
producion and vendor fee costs.

Exhibit 3 - ‘

The Retum on Lotiery Advertising |s Reduced by
Production Costs and Vendar Fees

Returnto Education for
0 of Advertisin
52.50 ~ &
: 8317
200 4
E
[ $150 157 l £1.58
i E .
0. 5115
5100 | 2098
( Break I 5072
40,50 i Even
!
5 2
Media Costs Oaly Al Advertising Costs

Searee; OFPAGA 2nabysis of Flods Depacment of Lotk data.

Accordingly, it s important for the Lottery to fry
to reduce its advertising production costs so that
funds can be shifted to media buys. In this way,
the department can attain the highest return on
its overall advertising inveshment. For example,
the Lottery should explere options such as
extending the life of spme adverhising campaigns
rather than producing new campaigns, which
would reduce production costs and allow a
areater proportion of advertising funds to be
spent on airtime purchases. However, if 15 also
important te  recognize that advertising
campaigns must be refreshed pericdically to
avoid loss of effectiveness.

OFPAGA Report

Lottery gambling problems are
more strongly relaied to
unemployment than advertising

One issue of concern i3 whether Lottery
advertising tends fo produce negative social
consequences by increasing  compulsive
gambling. QOur analysis of calls ko Flonda's
compulsive gambling helpline showed that it
receives rtelatively few calls related to the
Lottery, and there is no correlation between
Lottery advertising levels and the number of
callers who reported Lottery related problems.
However, changes in the state’s unemployment
rate are sornewhat more strongly correlated with
Lottery-related helpline calls than to calks related
to other forms of gambling.

Ahout two out of every five callers to the state
gambling helpline mentioned the Lottery. In
Fiscal Year 200809 the state’s compudsive
gambling helpline received 2,253 ealls in which
the caller identified a spedific gambling issue. Of
these, 868 calls {(39%) were spedfically related to
Lottery gambling,’

Eottery-related helpline calls are not driven by
Loftory advertising or awareness levels but are
rolated to changes in the state unemplioyment
rate. We found no correlation between Lottery
advertising spending and the number of
Lottery-related helpline calls, or belween
awareness of the Lottery advertising and
helpline calls. In those months where the
department spent the most on adverfising, there
was no increase i Lottery-related callz to the
state’s gambling helpbine. For example, in
August 2008, the Lottery spent approximately
£2.9 million on advertising and the helpline
received 42 Lottery-related calls. In contrast, the
Lottery spent 5306000 on advertising in March
2009 and the hotline received 74 Lottery-related
calls. There was a similar lack of correlalion
between public awareness' of the Lottery, as
measured by the Lottery’s monthly public
surveys and Lottery-related helpline calls.

AOF these cellers, 272 peported Lottery play et thelr peimary
gambling isaue and 598 reporied il 25 a secondary issue.
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[n comrast, there is a relatively strong positive
{0.62) correlation between  Lottery-related
helpline calls and the state’s unemployment
rate, while there is no correlafon between the
state  unemployment rate and non-Lottery
helpline calls? For example, when Florida's
unemployment rate was 5% in January 2008,
there were 56 Lottery-related calls made to the
gambling helpline; however, calls increased to &3
when the state unemployment rate Tose to over
7% in October 2008. Owerall, for the last two
fiscal vears, each percentage point increase in

¥ A perlecily orreelated refationship has a vakue of 1, while o valoe
af O means o telaliomshipy the cioser o 1 the oomeletion, the
sironger the nelationshag,
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the state’s unemployment rale was assocated
with an increase of five Lottery-related calls to
the stale's gambling helpline.

We did not find a similar relationship between
the unemplovment rale and non-Lottery 1elated
helpline calis.  For example, in Jamary Z008,
when the state’s unemployment rate was below
5%, the number of non-Lottery related helpline
calls was 165. When the unemplovment rate
rose o over 7% in Ociober 2008, the number of
non-Lottery related gambling helpline calls was
lower at 102,
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Appendix A

Method Used to Estimate the Return to Education
from Advertising Lottery Products

To esimate transfers to the Educational Enhancement Trust Fund generated by Lottery
advertising, we used ordinary least squares ime scrics regression. This statistical method
uses the correlation between the timing of lottery sales and media expendifitres to estimale
the return in sales for a doflar spent in media expenditures, which can be converted to
estimate the impact of a dollar in advertising expendifures on transters to the Florida
Educabonal Enhancement Trust Fund.

Data. The Departmenl of Lottery provided sales data for the 36 month period between july
2006 and June 2009, and advertising expenditure dala for the period March 2006 through
March 2009. We used these slightly different time periods because sales tend to shightly lag
advertising expenditures; prior research on lottery advertising concluded that advertising
spending affects sales in the month that the expenditure was made as well as subseguent
months. Also, the department was unable to provide expenditure data through June 2009,
when we made our data request becanse compiling advertising expenditure data was a
manuzl process. The departinent also provided data on lottery refailers, advertised jackpots,
and the types of lottery games offered during the period (e.g., available payouts by type of
scratch-off and online game}, The Legislature’s Office of Economic and Demographic
Research provided county-level data on population and taxable sales, and we obtained
county-level unemployment information from the TS, Bureau of Labor Statistics.

Methods of analysis. We used ordinary least squares time seties repgession {o estimate
monthly lottery sales per capita generated by a dollar in monthly media expenditures per
capita {excluding advertising production costs and vendor fees). We aggregated these data
by month and market area, producing 33 months of observations for Florida’s 10 market
areas (n=330). Our model included media expenditures per capita for the current and prior
month, as well as combined monthly jackpot amounts for online games, population per
lottery retiler, an indicator of the months affected by the economic downtarmy the calendar
month {allowing us to adjust sales for seasonal patterns); and the market area. The market
area vadables adjusted for local differences. that influence sales, such as pepulation
chatacteristics that are not otherwize ncuded in the model. We adjusted for serial
correlafion in the Hnie series dala using a correction based on the Durbin-Watson statistic
{Gujarati, 1988). The final model explained 87% of the variabon in [ottery sabes.

The return on investment for media expenditures {eg, purchased radio and television
airtime or billboard space) is the estimated regression coefficient from the model deseribed
above. We made two adjustments to this coefficient to produce an estimnate of the transfers fo
education per dollar of tolal advertising expenditures. First, we estimated the return in sales
from total advertising expenditures, including media, production, and ad agency costs
(SALESTOTS = (SALESMEDIASI I/MEDIAS(TRODS+ AGENCYS)) + 1). In this equation,
the rehum in lottery sales (SALES) per every dollar of total ad vertising expenditures (TOTS) is
computed using the ratio of sales (SALES) lo media expendifures (MEDIAS) and the ratio of

7
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media expenditures (MEDTAS) 10 the sum of production expenditures (PRODE) and vendor
fees (ACENCYRE).

Second, we muliplied the estimate calculated above by (131 to reflect the results in terms of
transfers to edueation.  About 31% of lotery sales are transferred lo the Educational
Enhancement Trust Fund to be used for education.

Statistical results. As shown in Table A-1, the model produced corfidence intervals, which
are showmn as the range of predicted estimates of return on investment. The midpoint is the
most likely result. Overall, we estimate that a dollar of advertising expenditures generated
$1.13 {range of return from $0.72 to $1.58) in transfers to education.

Table A-1
One Dollar of Advertising Expenditures Generates $1.15 in Transfers to Education

Lodtery sales ner $1 in media 2xpendituras zh{3 $3 14t 6.9
Lottery sales per $1 in bl adventising sxpendiires $3.8¥ $2 2010 $5.04
Transiers to the Educaionat Enhanegment Trisst Fund 115 $0.72 10 $1 58

Sourci: OTTACA onalysis.

Table A-2 shows the model estimates and the 93% confidence mkervals for the effect media
expenditures, combined online jackpots, and people per retailer have on monthly per capita
lottery sates.

Cur model found that monthly lottery sales were affected by media expenditures in Lhe
month of the sale and the previous month. One dollar in media expenditures for a month
generated a total of $5.03 in lottery sales; $3.33 in the month of the media expendifure and
$1.70 in the following month.

The effect of online jackpol amounts was non-linear, with lottery sales increasing with larger
jackpots bt at a lower rate as jackpots rise.” For example, an increase In a combined onlime
jackpot total of $10 million to $20 million is estimated to increase monthly sales by §12.5
million, while an increase in monthly ontine jackpols from 320 millon to $30 million is
estimated to increase monthly sales by $9.2 million.

Qur medel also predicted that lottery sales will decrease as the number of people: per retailer
increases (ie., sales fall when there are fewer retailers per person). Thas; increases in the
number of lottery refailers will tend to increase lottery sales. Our model estimate that
redudng the rabic of persons in an area to tetallers by 100 (for example, from 1400 individuals
per retailer to 1300) increases per capita monthly sales by 51.20, generating $22.8 million in
statewide Lotiery sales.
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Table A-2
Advertising Media Expenditures, Jackpets, and Retailers Per Capita Affect Lotiery SpalsT -

Eottery sales per media sxpendires

Gaurrent morh ' $3.33 $2.36 10 5425

Frior manth .70 $0.76 m 52 63
Lattary sades per $10 million in sombined onling jaskpots _

Carmbined online jackpots in curnemt menth $0.93 $0.764 3106

Sguars af combined onling jackpats in sument montn -$0.08 50,90 to -$0.07
Loitery sales per retailler density {peopla Der retdilar) =502 _ -F0.074 to -$0.010

| Tuthmates are adjusted for the sonnemic downim, seasonafsy, and mirket ares cheracteristicn. Level of statistiva] sienifes e
i paiE
Srurner OFPAGA analysis.
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Gury B VasLandingham, PhD.
Pirector

Offies of Pragraem Policy Analysis and
{FOVETDMEGT Acooantability

111 Wit Madison Soct

Talizhasses, Florida J2395-1473

Dlewr T, VamLandizhann:

Trank you foz He oppornity torespond to vour office’ s tepett eafitied “Lottery
Yackpots. Botaiter Density, angd Advertising Drive Eransiers 1o Edicalion.”

OPPAGA i 10 be comemended Loy the éxtedaive data compilation aed rigololis anzlysis
raflected i this soody. While the susdy pressnis no recommendations, the Loty
inferpress ils Tesults oz affireing the divection of previous malwsss conductad by the
Peverme Brtimating Oooference and the Letery itsel! 1 maad tothe positive cifests of
sdvertising speading. Felajler depaity and jackpot tewels on Latery corfrfberions to the
Fincatienal Enhakcement Trust Fund ¢EETT). That e retommi on the investments-in
sbepiising oo streewhat lower than previcusly foumd we Winld witdbate priadly o the
cdifferent Bme [Tames. xsminss in B i erent stzdies and, i particnfer, to the
dmmpening effocts of the cumrent recession.on hevelumms—a fect also noted by OPPATGA
I il Analysis

The= Lotrery i5 algo pleased with OF&AGA"S finding thar investrusnis 15 rpedia
expenditarss have a better reni 6 BETF dan sxpenditaes for prodaction costs, Tais is
the: basis For thelr sngesstion that we atiempt io redues produstion césts afd shift the
raonay 4o media buys. This had been 4 strategy-the Tottery has boon folfowing for Lhe
past yedr as is sxemnlificd By dof consclidabion of several donurersial *Shoots™ fato one
sesston and {He.sdontian of @ continging ad campaign thet con foature & visiety of Lottery
AMTEE.

There e b0t one Tecervakion the Loilery hag aboud dee stody wrire-np, We see nobass in
{he matysis for thestatement: Mnoreased Lottery adventising ey have a fimited offect
o, indedsing rransfers o ecucation.” " fpage 4) ('}PPA(: A izelf arates that™, ., Lotfary

=%
. e

25 MARRIOTT ORIVE « TATLATIASSHEE, PLOESRA « 33301 « (S50) 2877777
vy flelasteryienm
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Report No. 10-17 ' OPPAGA Report

Gary &, Yord andiorham, Ph.

OPFAGA Resporss i Frelinnasy and Tentative Thadmes
Tumeary 25, 2010

Fage2ofZ

advezinsing docs ool uppa tu have veached the sataration point . {also page 4). Nor
are aivy data prosided supporsing o diminishing retores relabionshin for adverising
sponding.  The tetom of nvestneat tings of $0.72 10 3158 charmetorzzed e skt af
avertising experionced exXamined by OPPAGHA, Hased on this sludy, one duabt sipen 2
Tefiam i thisanee {With a “mest likaly” ssimate of 51,13} whether o7 not the Lodtery’s
adverrising cxpendinres were sbove of below the aortent approprisgon Tevel.

To tlysirate the point aboese, coisider Giat fvples] consmer produst cormpandsy (shat ars
dirost comperisors wo Jotery tiokecs) fivest many tmes the perceaiage of fevEnnc o
arwsrtising than does the Lodtery, As a prrcentage of vevemue, Lotery advétisiag iz lass
fen (SR, while connpanies 1ke Pepsi, Anhonier Busch and Wrigley's Gum spend fron
5% w0 28% ofitheiT revenus un advertising. Again, while the Lofiecy. agrees with
DPPACIAS ronclusion thet ws Rave el To kit ok advartsing “saturatios poine”, i s
imypomant w0 crophasize oo position that sdverdsing cxpr:ndtturas 25 1 percentage of
mvserte cotll be Soublad oravin h‘lp il bt any feor of ackeving saluration.

Aggairs, fhank you for the analysis el for 2lleswing us the opporiehity i ¢oninent oo i

S repar.

Sineensiy,

¥
i
'3

-/ uh.mf»en g ‘i

Szoretary

o

oo Dheeiis Harmnon, Dep*mr Secreiary
Andy. Mompeller, Tnspoosm General.
Marcy jabkﬁﬁ 1, Chisf Biraneial Oificer
Pal ¥oom, Chiel Marketing Offeer
e Har, Gomezs! Douhss|
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The Florida Legislature

Office of Program Policy Analysis
and Government Accountability

OPPAGA provides performance and accountability information about Florida
government in several ways.

Reports deliver program evaluation, policy analysis, and Sunset

reviews of state programs fo assist the Legislature in overseeing government
operations, developing policy choices, and making Florida government better,
faster, and cheaper. -

PolicyCasts, short narrated slide presentations, provide bottom-line briefings of
findings and recommendations for select reports.

Government Program Summaries (G5}, an onfine encyclopedia,
www.oppagastate flus/covernment, provides descriptive, evaluative, and
performance informatfon on more than 200 Florida stale government programs.

The Florida Monftor Weekly, an electronic newsletfer, delivers trief announcements
of research reports, conferences, and other resources of interest for Florida's policy
research and program evaluation community.

Visit OFPALGA s website at wmvw.opf}aga,state.ﬂ.us

OFPAGA suppsts the Plorda Legishaure by providing svaluative research and cbiective analyses te promote gevemment
accountzbility and the efficient and effaciva usa of public resources.  This praiect was conducted in acetedance with apalicable
gvaluation standards. Copies of this repart in print ar altemets accessible format may be obtained By telephone (BEG4EE-0021), by
EAX (B50/457-380), in person, o by mafl {OPPAGA Report Producian, Claude Pepper Building, Room 312, 111 W, Madisen 5t.,
Taltahazses, FL 32399-1475). Cover phota by bark Foley.

OFEARS wabsita: waw,.00p20astate fl.us

Project supervised by Jane Flatcher (350:457-5355]
Project eonducted by Sabrina Hartfey (350/4487-6232); Steve Harkreader; Mark West
Gary R, VanLandinghar, Fh.S., OPPAGA Cirector

12



LR DIGEMIC NG
Secrebary

CHARTIE CRIST
{Foveraor

FLORIDA T.OTTERY

Oclobar 30, 2004

Reprezentative Greg Evers

Alternating Chairman, Joint Legisiative Auditing Committee
876 Psepper Buiding

111 West Madizen Strest

Tallahassee, Florida 32389-1400

Dear Rapresentative Evers:

The General Appropriations Act for the last fow vears has included proviso lahguage
directing the Floiida Loitery to continue o develop a plan to consolidate its lease of
office space, where economical, and o sublet excess office and warshouse space to
suitabie tenants. The Lotiery is further directed to report its progress, at lzast annualty
1o the chair of the Senate Committee on General Government Appropriations, the char
of the House Government Operations Appropriations Commitiee, the Office of Program
Policy Analysis. and Govemment Accountability, and the Joint Legistative Auditing
Committee. As an update, | am pleased o provide the following report,

General Backaround

. The Lotiery currently leases spproximately 157,653 square feet of office and wareshouse
space at 250 Marriott Drive in Tallzhassee. The four-story building houses the Loftery's
headquarters and Tallahassee District office. The Florida Lotiery cumenily subleases
16,756 square feei of office and warehouse space.

In & February 2002 Justification Review, OPPAGA reported that the lottery's
neadquarters building exceeds the Department of Management Services standard for
leased office space. Both the Lottery and OPPAGA agree that the excessive space
resulied from a 42% reducdtion in the size of the Lottery's workforce over fiscal year
1988-99 levels. In addition, there are certain inherent building design inefficiencies,
such as 1) oversized hallways that would be cost prohibitive to comect and 2} vertical
column penetrations that. complicate the efficient layout of modular office systems.
Finally, relocating to another building has been considered in the past, but at a minimum
cost of $5 million. This option was also deemed cost-prohibitive, and might subject the
Lottary fo legal Labilities for breaking the |sase.

—c
=3
-

Florin, Lotiary,
350 MARRIOTT DRIVE » TALLAHASSEE, FLORIDA = 32301 « (250} 487-7777
wwwilelatteryonm )




Representative Greg tvers
ctober 30, 2008
Page 2

The OPPAGA Justification Review recommeanded the {oliowing:

s Moving the Tallahasses District office into the headquarters building;
s Consolidating district offices; and
s Subleasing a portion of headquarters space to another suitable agency.

As discussed in earlier Lottery reporis as required by simiar proviso language
contained In previous general appropriations acts, the Loffery has undertaken and
complated the first two recommendations. The Tallahassee District office was relocated
to the headquarters building in July 2003. Approximately 2,000 square feet of cifice
space and 3,423 square feet of warehouse space are used to meet the district's space
needs, The Lottery has also implemented ihe recommendation fo consclidate cistrict
affices. in July 2003, the St. Petarsburg District office was closed. Staff was reassigned
to the Tampa District office 1o meet the custemer service heeds of [ottery players in that
region. The Ft. Lauderdale District office was also closed. Steff was reassigned {o the
hiami District office.

In a December 2004 follow-up Justification Review, OPPAGA, using a new DMS
standard of 180 square feet per fulltime equivalent position, determined that the Lottery
was leasing approximately 49,000 square fest of excess office space. As a result of the
new standard, the Lottery fell further out of compliance with the DMS benchmark, even
taking inio account the significant advancement the Lottery achieved in the relocation of
the Tallahassee District office. In the 2004 follow-up report, OPPAGA again recognhized
that it might be difficult for the Lottery fo fully meet the DMS standards becauss
compliance “would require a major reconfiguration of its existing layout of hard waif
offices and hallways at substantial upfront costs.”

After achieving two of the three major OPPAGA recommendations, the Lottery has been
focusing its efforis on the third recommendation, namely finding a suitable tenant fo
sublease any excess office spacs that may be available. VWhile admitiedly the Lottery's
attempts at finding a suitable fenant have thus far been unsuccessful, it hasn't bean for
a lack of will or effort. The layout and access of the Lottery’s headquarters buiiding is
what it is and has been since the Lettery first ocoupied the building in 1987, it is
important to note, that in order to ensure the security and integrity of Lottery operations,
and maintain a high level of public confidence in the Loitery, it is crucial that any
sublease in the headquarters building recognize the need fo resirict access o the
Lottery by non-Lottery employees. Subleasing a portion of the buiiding io a non-tottary
contract denant may require construction of a new entrance and possible reconfiguration
of these portions of the building o restrict access fo the Lottery by non-Loftery
emplovess. Subleasing space to a non-Loftery tenant would also be complicated by fire
escape roufes that are designed for a single tenant facility.

e S S o



Feoresentative Greg Evers
Crotober 30, 2009
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Additionally, as stated in previous Lottery reports, requesting from the Legislature
auihority to hire additiona! security personnel necessary to accommodats a sublease
tenant and funds for acquisition of new security equipment would be required. This is
supported in the bi-annual securily audits required in section 24.108(7} Florida
Statutes, which has required multiple layers of security in the Loflery's operations,
including facility security.

To sublease space to an organization that is not involved with the Florida Lottery's
operations would present security issues that would require exfensive rodification 0
faciiity security operations.

in 2008 the Loftery contracted with Cushman & Wakefield to renegoliate the renewals
for its headquarters lease agreement. This sngagement included a business case
analysis that indicated renewing the leass was the most cost effective and efiicient
action, despite the excass office space. The ensuing renewal provided the Florida
Lottery with a restructured |esse agreement which lowered its annual lease rafes,
provided Tenant Improvement Funds and assigned janitorial and landscaping cosis to
the fandiord. Absent major reconfiguration of the headquarters building and with the
undarstanding that relocating the Lottery to another building or construction of a new
facility (build-to-suit) is both impracticable and cost-prohibitive, the Lottery continues fo
move forward on two major fronts in order fo achieve the staied and shared goal of
making the most efficient use of its currently leased headquarters office and warehouse
space.

Specifically, the Lottery is actively nursuing the following two oblectives:

1. Streamiine operations and make more efficient and appropriate use of
headquarters office space; and

2 Seek a suitable sublease fenart, state agency or otherwise to sublease office
sSpace.

A partial listing of entities that the Lotfery has been invalved in discussion with regarding
a possible sub-lease agreement include!

RESPECT of Florida;

Pitney Bowes for a central maf! distribution center;
Department of Health;

Department of Cducation;

Department of Transportation;

Florida Department of Law Enforcement;
Depariment of State; and

Department of Highway Safety and Mplor Vehicles.
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Two of the most promising discussions took place with the Florida Department of Law
£ nforcement (FDLE) and RESPECT of Florida. The FDLE discussions centered around
their need for a new DNA Lab where approximately 12,000 scuare faet of the Lottery's
excess office space was initiafly ideniffied as a suitable location that could provide
space, resources and asccess that FDLE required while providing the safeguards
required by the Lottery.

Unfortunately, after further review and a more in-depth analysis, which included a site
visit by FDLE personnel, the Lottery was informed by letter in Cetober 2006 that FOLE
decided to proceed with a formal RFP process to assist them in identifying suitable
space for thair proposed DNA lab. The FDLE letter made 1t clear that ihe available
Lottary space did not meet thelr guidalines. :

Iy regards to RESPECT of Florida, that organization and the Lottery discussed an
arrangemert where it would consolidate and expand its t-shirt manufaciuring activities
into the Lotiery's avaitable office space. This arrangement was viewad as positive on
two fronts since the Lottery and RESPECT of Florida were engaged In contract
negotiations. First, achieving the Loftery's goal of finding a tenant for the unused cofilce
space and, secondly, having another vendor Igeatad within the Lottery headquarters
sullding might produce additional cost savings or at a minimum a more efficient
distribution miethod for a product the Lottery uses sveryday. Again, the discussions
ended an November 30, 2006, when RESPECT of Florida informed the Lottery that they

were already foo far along in the parmitting and site preparation for construction of &

new Taciity.

The Florida Lotiery has been diligent In seeking opportunifies 1o sublease space,
particuiarly when it comes to soliciting for new contracts in which it would be beneficial
for business operations to have confractor staff co-located with the Lotiery. Specific
examples includs:

Solicitation for Lottery Drawing Auditing Services;
Salicitation for Instani Scratch-Off Tickets;

Soficitation for General Market Advertising Services; and
Production Senices

# & * =

As the above examples clearly indicate, the Lottery conlinues to make reascnable
efforts to identify pofential sublease tenanis for the excess office space. However, it
should be noted that the first priority is to accommedate opportunities that allow the
Florida Lettery to streamline its operations. Once the Lottery’s business operations have
been accommodated, then subleasing with an oulside tenant could be considered.
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Again, it should be noted that to accommodate such a sublease, the requisite facility
and operationai changes or modifications would come at significant costs to the Lotiery
and would offsei any savings that might othenwise bs realized from a sublease
agreement with a tenant that is not assoclated with the Florida Lottery's operations.

An obvious driving factor that will determine whether the Lottery can find such a tenant
will ulttmately be the open marketplace. Therefore, any hope lo find a suitable tenant is
dependent on those tenants finding the available space suitable for their nesds, not fie
Lotteny's need fo find suitable tenants.

In the report filed in 2008, the Florida Lottery identified the following tactics in our efiorts
1o ideniify a tanant that finds the available space suitable to their needs and crganize
the current uss of office space In a more efficient manner:

1. Continue working with DMS and a DMS-contracted tenant bioxer to gssist in
locating & suitable tenant; ' .

2. Have discussions with the Lottery advertising vendor for 2 possible sublease of
space;

3. Consider the relocation of the nightly Draw Studio from its clrreni location into
the Lottery headquarters buiiding; _

4. include the availability of excess space for functions provided by the Lottery's
scratch-off vendor when the procurement solicitation was released; and

5. Conduct and complete a reorganization of the Lotiery's current configuration and
use of various funciions in a more efficient and approprate manner.

Warehouse Space Background

In response io follow-up questions fromt OPPAGA concerning adjustments ic the
Lottery’s efforts 10 subleasa warchouse space, the Lottery responded in December
2008 that no excess warehouse space was present. Specifically, there Is no standard
rate of space measurement, nor a Depariment of Management Services i Building
Owners and Managers Association {BOMA) standard for warehouse space.

Notwithstanding the absence of standards, the Lottery fully utilizes all warshouse space
hy subleasing space as well as storing Lottery items in safely accessitle space. But for
the safety factor, the Lottery could actually expand vertical and depth storage capacity
in the warehouse. The necessary equipment (double-reach electric forklit) is not
available due to budoet resfrictions. Loffery warghouse items include materials
associated with claims processing, marketing, special events, Information resources,
records sforage, district operations, and facilities management.
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Recent Accomplishments

The Florida Lottery completed the renovation of excess office space into a new Draw
Studio in Summer 2008. The new location occupias 3,756 square feet of what was
previously excess office space.

Discussions with the previous incumbent general market advertising coniractor, Gooper
DDB on moving its Tallahassee opsrations in the excess office space resulted in not
being advantageous at the fime. However, the Florida Lottery has completed the
solicitation process as identified above and the new advertising firm, St. John &
Partners Advertising and Public Relations, has subleased 484 square feat of previously
excess office space.

Moving Forward

This year will present the Flerida Loflery with opportunities as identified above 1o
sfreamliing ite business operations while significantly diminishing its excess leased oifice
space. These opportuniiies are the direct result of initfating activities to implemeant most
of the tactics previously mentoned.

In preparing for the rencvation and planning for realigning business operations, the.
Florida Lottery met with DMS to discuss space measurement methodologies and
subsequently coniractad with an architeciural and engineering firm to develop as-built
fluor plans and fo measure the headquariers space and provide a report on the Lobtery's
space considering the DMS standards. After applying the DMS standards, it was
determined that the Florida Lottery currently leases 25,682 square feet of excess offtce
Space.

In the upcoming months, the Lottery will hegin renovation of iis headquarters facility
using the tenant improvement funds pravided by the landlord. The renovation efforts will
include working with the Department of Management Services and an ofiice space
planner to assist staff in achieving compliance with the DMS standards as much as
possibie while increasing operational efficiency by aligning integrated work Units. These
efforts will target sharing business rescurces such as copiers, fax machines, prnisrs
and filing areas. ' '
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Finally, should there be sufficient excess leased office space after the above inifiatives
nave been accomplished, the Florida Lottery will reengage the Depaﬁmen! of
Managament Services and the Lotiery’s confracted tenant broker representatives
{Cushrnan & Wakefield) to assist in seeking a suilable tenant.

if you have any guesiions, or require additional details pertaining to the above
information, please contact ma.

Sincerely,

iec DiBenigno
Secretary
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Joint Legislative Auditing Committee
Monday, February 1

Summary Report of IT Audit Findings
Included In Our Financial and Operational Audit Reports
lssued During the 2008-09 Fiscal Year

Auditor General's Gffice
Feport Mo, 2010-062
December 2003

Why We Prepared
This Summary Report

Information and the related technology are
critical public assets.
This is the age of e-Government: public entities

at all levels of government depend on IT to
achieve their missions and serve the public.

The widespread use of I, without proper
safeguards, can lead to significant risks to entity
operations and assets.

Appropriate, cost-effective information security
measures are necessary to mitigate the risks.

1/26/2010



Inherent T Risks

Loss or theft of payments and collections.
Use of IT resources far unauthorized purposes.

Disclosure of confidential or exempt infermation.

Disruption of critical operations.

Modification of information for identity theft,
embezzlement, or other types of crime.
Unavailable/poorly functioning IT-dependent
services.

Costly mismanagement of IT system acquisitions
or development.

improvement is Needed in Florida’s
Information Security Management

Opportunities for improvement have been
reported in our financial and operational
audits for some time.

Similar IT audit findings have tended to recur
from entity to entity.

1/26/2010



Overall Summary Results

87 of 167 financial and operational audit
reports issued during 2008-09 included IT
audit findings.

613 IT audit findings involving 80 public
entities.

23 percent (144) were repeat findings.

Most prevalent — issues with access to data
and [T resources, IT security management.

Findings By Control Category

1/26/2010



Examples of Commonly Found
IT Control Deficiencies

Risk management deficiencies.

User identification and authentication (e.g., shared
user 1Ds and weak passwords).

Inappropriate or unnecessary access privileges — some
involved administrator {largely unrestricted}
capabilities.

Lack of timely removal of access privileges.

Deficient measures protecting sensitive data.
Inadequate logging/monitoring of security activity.
See Exhibit B for a detailed breakdown.

QOverall Recommendation

Entity management, those charged with
governance, and stakeholders at alt levels of
government need to place increased emphasis
on [T security and control,

Special attention is needed in Florida’s
education system — no single IT security
champion.

1/26/2010
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A listing of the specific condes for which sudit reports inchaded infosmation techoodiogy TT) awdit findings is
rrcluded io this report ay Exhibade A
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. SUMMARY REPORT OF
INFORMATION TECHNOLOGY AUDIT FINDINGS

Included In Qur Financial and Operatonal Audit Reports
Issucd During che 2008-09 Fiscal Year

Public entities rely heavily on information techrology (IT) to achieve their missions and business objectives.
As such, I'l' controls arc an integral part of entity internal control systems. The Auditer General evalnates
the effectivensss of entity controls over 1T as a part of financial and operational andits. I'T andit findings
inclrded in cur fihnancial and operstional avdit teports issued during the 2(H8-09 fiscal year are summarized
below:

® In 87 andit reports, we disclosed 613 FI' andir findings involving 80 public entities. These findings
related to codty IT comtrols that were deficient or needed improvemcnt. Of the 613 IT aundit
findings, 144 findings, or approxdimately 23 percent, were also included in andit reports for the same
catitics from previous fiscal vears. Wineteen of the findings bad been ingluded in more than one
previous audit report for the samc cndty,

¥ The most prevalent ¥T' andit findings disclosed that jmproveinents were needed in controls over
access to entity dara aonsd IT resources and described deficicncics in cotity I'T security management.

# ‘The paturc and extent of (he IT acdit findings disclosed in our andits and the pewcentage of
repeated findings are indicadve of the need for cotity mapagement, those charged with govemance,
and other stakeholders 1o place increased emphazis on improving the secotity and control over data
and I'T resonrces.

Informmation and the related technolopy are cdtcel public assets.  Public entides, inclnding Stawe agendes asd

insmimeons of public education, depend on ET 1o achieve their missions and 1o record, process, maintan, and repors
cssential financial and progran mformarion. However, the widespread nse of T, without proper safeguards, can lead
tr velnerabilisies thet enable the pempetration of errors by employess in their daily work processes and fravds by

reraons wich maliciows iotentdons,

Public eadry managetmens, therefore, has an impormnt stewardship responsibility for establishing effeciive 1T controls
(hal provide reasonable assurance of the achiovement of management’s control objectives, inclnding, in parhcular, the
eomfidentality, intepmity, and availability of dals and TT tesources. The zbscnce of effective IT conlrol: can resulr i
sizmficant sks 1o enuty operations and azeets, such a2 sk of nnauthonzed or emoneous disclosure, modificaton, or
desrmcrion of financial informaton and I7T resources. Examples inchade:

#  Finmangial tesqurces, such 23 pavraents and collectons, could be losL ot stalen.

IT resoutrces could be used for nnaurthonzed purposes, including diverting financial resonsces and launching
amacks on other systeins or nebworks,

\:.I'

¥

- Taformation thet i confidenta! or cxempt from public Jisclosere by law, such as stmdent data, taxpayet dala,
Soci] Secudty numbers, medical recards, orher personally ien#fiable information, and propristary business
informarion conld be inappropriavely added, disclosed, copied, maodified, delered, o destroyed.

# Cntical operations, such 2= those supporting law esforcetnent snd steergency services, could be destupred.
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¥ Information could be modified for purposes such as idendty theft, embearlement, anc other fypes of erime.

Public confidence in State government and the public cducation syslem could be dimvnished a5 a resull of
smbarrassing ncadents such as the disclosure of personalty identifiable informadon, unavadlable or poody
functioning IT-dependent sexvices, TT-related fraud, or cosdy mismanagement of lerpe 1L system acquusitors
ot development protecrs,

W

Recogniving Lhe need for improved IT semueiy management 1o Stute govermment, the Fleada Legislanere has enacred
recent legislation (Chaprer 2009-80, Laws of Flonda) that provides fo- addmenal IT serudly management and
reporting responsibilities for the Agency for Enrerpeise Informacion 'Lechnology (AETT) and other Stare agencies a3
defined 1o Section 216.011(13qg), Florda Staruzes, Vhis legisleton provides; in part, thao

¥ lhe Office of Informaton Securire ({Jefice) is esmablished within the Agency for Enrerpose Informeston
TechnologT, to be overscen by a stace Chief Information Security {Miicer

¥ The Office is responsible for establishing rules and publishing suidelines for essuring an appropriate lewel of
secrdhy fur all data and TT tesoutces for execurve branch agendces,

The Office i reguired to develop, and anomally update by February 1, an enrerpoze information secunty
stratcgic plan.

7

#  The {}rce is required to submit to the Govemor, President of the Serate, and Speaker of he Horse of
Representalives by December 31, 2014, a proposed imolementaton plan for T secursry.

#  Srame AZEINIES A0S eequived to annuelly submie to the Ofhce stoalegie and eperaticnal secudty phaoy pumswant
tn the meles and guidehoes estalilished by the Office.

Simitar provisions of law do niot exist for insemnons of public educaticno.

The Auditor Gemersl conduers finanmal and operatioral audits of State agendies, wniversitics, coremumity colleges,

Jistriet school boards, and other governmental cotifies pursuanl © Seerinn 11.43{2) Dlodda Starutes. The Anditos
Cremeral may, pursuant to Secton 11.45(3), Flotds Sramtes, condnce andits o other engagements of the accounis,

recosds, and P programs, activities, fanetions, or systems of any governmental enriry ereated or established by law-

We evaluare 1T conrrols in finsncial audits and i0 many opetadonal audits.  Condsideration of TT conrrals = an
esscntial and sipmifcant part of the auwdit process in these audits becanse entey uginess prrocesses thar are relevant to
the audiz objeclives are generally dependenr on Il Io sddiden, [T systems ate the sproitic topic of muey opetarional

audits by our 1T Audizs Divlsion,

Druring the 2008-00 fscal yesr, we issued 219 audit reports, ecluding 367 financial or operatonal sudi seports. Of
the 167 financial o operational audit reports, 87 repoms representing 80 entites) mcdeded ome or tmore fndings
relating to cotity management and control of T, for a wtal of 813 dandings, Of the 613 TT audii findings, 134
findings, ur approximalely 23 percent, were also melnded in audit reporis {or the same entitics from previous fisca]
vears, Ninersen of the fincdings hed been incleded in maore than one previous andit report for the sume entity.

We have enalyzed cach of the 613 IT sudit findings and, for the purposes of this report, sumtratrized the bndinps 1ote
nine control categores based on the Federsl nformation Spstem Coentrols Aodis Manval (FISCAM, dssued by Lhe
United States Government Accouatabilicy Office (GAC) in Felbruary 2009, The nine control categories, tepresenting

a grouping of related controls having smmlar tvpes of risks, are:
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Ciencral Controls

# Semarity Menapement Conools providing sssurance that seonoty magagement is effectve. Examples include
a secunty managerment prograrn, perindic sk asscssmests and validation, and scoaty coomol policles and

procedures.

# Access Controls: Controls providing assurance har access m data, softeare, eouiprrent, and facilitics 1s
easonable and resiticred o authosized mdividnals,

#  Coofiuradon Mamsgernenn  Controls providing zssuracce that changes to FI' systemr mesoumdss are

authorized and systems are confymired and operated securely and 2z ntended.
#  Sepwrafion of Durtes: Conmols providing assurance that incompatible duties are effectively separated

» Conlingercy Plenning:  Controls protectog infommation resources, mimimizing the tisk of unplaencd
wirerrzprons, and providing for the recovery of crncal operations should intermptions ocoar

Busness Process Application Controds
#  Applipfion Levet (enerl Controls:  General conlrols, including the five wpes of controls listed zbowe,
npcrating at the business process application level.
#  Posiness Process Commply  Actomaled and manual centrals applied to busness process flows, including

cunmols over transacton dara kepur, processing, and oulput and comtrals over moster data.

# Ipierfuce Contrels: Controls over the omely, accutate, and complete processing of information betscen
applications and other feeder and recetving systems and the complete and acourate mipration of clean dara
duting conversion.

¥ Data Managernent Svstern Conrrels:  Controls wsed in data management systems, sech as darabase
maragement systems, muiddlewsre, dara warehouse soboware, and dats exvtaction and seporting sofowass,

The [T controls inclnded within the scope of individusl andiss varied based on many factors, mcluding the overall
andit objectives aad scope, the natute of entity bustness operations and the enrify’s nse of T1' the emtity’s IT
covironment and other risk-based plaoning considerations.  Cantrols such as Access Coslrols and Secuzity
Managernent were frequently sclected for audis. In contrast, other FT contrels such as Intetface Controls were not as
frequently mncluded fn the scopé of andits. -Consequently, any conchmions draven bazed o the distnbudon of TT andir
findings wnong the nine conerol categores skowuld rake into considersrion that certsin IT controls were addressed n

andits more freqeentty than other IT conels.

Ihe followiog table and -;:h-fr:rt oravide a high-lewel summary of TT audit findings b contul categoty {for a mote
detailed reakdown and description of the fndings, please see Fxhibiz 13 of this report):



DECEMEER 2009 REPORT N5, 2010-062
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Conongency Planning 20
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As shown above, the predomimant [T audit findings were in the categodes of Access Controls asd Scourty
Manapcment. Although these calegories of T eontrals were frequently ineluded within the scope of the 87 audits, the
oumber of fndings in these rwo cateporics mdicates that many sppottunities exist within Sware government and the

public edurcation system for improving IT secoudty, as diseussed below.

Access Contred Findings

Access comtrols lemit ot dereet imapproposte access to 1T resoutces, therebr protectieg the IT resoorces from
wnauthorzed disclosume, modificedon, sand Joss.  Withour adequatc access controls, unanthocized individusls,
including vutside iviruders and former emplovees, can sumeptdously sead end copy scostive data and make
wndetected chenges or deletons for malidous putposes or persomal gain  In addifion, auchorized users can
intentiorally o- cointentiomadlly read, add, modify, delew, or cxfiltrawe (remove) data or execurc changes that are
ourside their spun of authoricy.

The Following table and char provide a breakdown of access conrrol findings by the specifie contrel technagne

necding Improvetnsnot.
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AppatpEag Adcess Privilogs
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Securty Management Flodings

The effectivensss of an enlity’s access contols and other aspecs of 1T scourity are dependent in part on the
cficcoveness of 1tz overall seenticy management. An entitywide securty management program is the foundation of a
secudty contol stmcture and a reflection of semior mamgement’s commitment to addressing secuwtly tisks. The
security manggemnent program should establsh a framewosk and contionons orcle of actiwity for assessing risk,
developing and implementng effeciive security procedures, end monitedng the effectvencss of the procedures.
Trporversents in the overall IT secusty managomest of public enoties would enhance their ability fo idencfy, 15:68s,

and remedy deficiencies in TT security conurols in a cost-effecdve manner

The followsny zable and chart provede 2 breakdomm of secusrity managsment fodings by the specific eoetrol rechnique

nesding improvetnent.

decurity Policies and Procedutes
Security Awargrigss Program
Bisk Managrment

Positons of Spedal Trust and Background Saeening a 5
1

Security Management

Number of Findings By Coattol Technigue

Secalsity Polcies anc
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; sr
L

SecUrity SWareress
Prograra

Seettity hManazereal

Progras
Pasitions of Specizl RISk MmaEement
Treist ard Backgroand 1%
Screening

H
H
.
i
i
H
H
i
;
H i
;
;
;
;
;
i
'
;
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Oither Contrel Catesones

The foltowing rabe and chares provide a brealderam of 1T audit fndings that weoe grouped mto the seven other
confrol categones, including the specific cantrol techniques that were the subject of the inchngs.

. .. - Apolicatien Progem Change Conencels 45
Applivadion Pavel Geoeral Conerols e S et e
LCrocumaem taron fomimis 3 2
ST Cantgeney ln Developinen, Mudh deatioz,
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e

Blainttaining effective itnternal controls, including [T controds, 15 an 1ospomant mansgement responsbdily. As showm
i zhe snmumanzations of [ conrrol issuc: provided above, the natere and extent of TT auliz findings noted n our
audit reports lssusd dutdng the 2008-09 Aieal vear and the percentage of repeated findimgs wdicate thet information
security progtams have not vet been fully or cfccovely implemsenved for summerous cobties aod that entity
management, those charged wath governsoce, and other stakeholders should place an inereased emphasiz on
improving the security and control of public dar and 1T resources. Without cffective FE scconzy and countrol
practices, controls may contiome o be inadequare; responsibiliies mey be unclear, misundersiood, or inproperly

implemented; and controls may be inconsstentdy anplied.

A5 previonsly discnssed, Chaptes 2009-80, Laws of $lorda, prosades that the Office of Informatios Seoudty wdtiin
AEIT Is responsible for establishing rules and publishing suidelines for ensudng ao appropriare level of security for
date and IT resoutces {or executive Lranch agencies. Tn additon, Secdon 28231804, FMonda Sttures, provides that
gach agency head = rezponsible for assizung the Ofbee by, in part, conductoy and vpdatng comprehensive seourity
osk analpses, cstablishing wrtten interns] polickes and procedutes, developing coseelfective safepuards @ reduce
wlentifierd secutity tisks, end ensuring the conduct of penodic internal andits and eveluatives of agency secerity
programs for data, 1aformation, sod TT resources,  Coosislent with ihéss requirements, we encourage 2gcncy
management, those charged with governance, and other smkebolders to work toward toproving I seconity and

womtrol practices.

Simlar provisons do not exist in Stale lsw for promoting and enconraging effective IT security and coatrol in
Flords’s F-20 edusaton sypsrem. Some administrartre noles and ropnbfatons exiss thar addmess centan 17 seousity
requiscments for educational eptities. Tlowevet, State lw does ot cleady address respomsibilities wathin the pablc
education systemm for the secusity and conrro] of data and TT rescurces. '

2f the &0 entides for which audic reports were releascd In che 2008-0% fscal vear dsclosing IT audit fndings, 36 were
cdncatiesal entiies. The significant numhber of educationd entlies with TT audit findings. the impostance of 11 to <he
accomplishinent of educational encty missions, 2nd the existence of sigmfreant confidennal and exempt information
within edurational entity L' systoms indicates 2 zeed to promote aad encourage IT securly and control pracrices in

the public education system.

Edenlifving and addressing responsibilides within Florida™s ¥-20 public education spstem for the secundy wnd contol
of data and 1T resousces 15 a sipnificant task,  Dlodda’s K—20 public educsbon systemn ¢onsists of a diverse gronp of
cnoties, incuding the Stake Undversity System, the State college system, and distrier school boasds, as well 25 other
related entiries sach as Fiorida [istance Leammng and che I'lopda Certer for Libeary Avtomation These edecational
endties have different missions, governance struckares, Iogquirements, and levels of resources. These entines all use 1T
Lesources to vedows degrees; however, the TT emvitonments vary from entity 1o entity in such arcas as the type of 1T
infeastracture, type and number of application systems, age of the mfrastructes and syscems, siee of the eolity Deing
supported, znd the nnmber 2nd qualifications of staff and amount of menetary tescrces avatlable to support 1T
Finandial application systems used by educational enlities rangs from complex Hrterprise Resource Plansing systerms
to tegacy malnframe systers.  Many educational coatics wse I1 consortia, regonal date centets, o peivate service

paoRders fq: warous lewels of I sendces,
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Because of the diverse and comples paluge of the educational entities” environmenss, a collaburative approach i
meceisary 10 identiiy steategies and seludous for achieving an apprepdate level of secudty of data and 1T resources
among all educational entities while at the same time allowing these engides the autonomy prowded for in State
Constiruton and law.  Within the goversance structere for Floridas K20 pubhe cducativn system, there are
organizations thar may be able to assiss enfifes within their jnasdicoon. Such organizslions include rhe Department
of Kdncarinn that has cortain oversight responsibilities for school disucls and colleges; the Informanon Resource
Mamagement office within the State Universicy Spstem DBoard of Coversors that has dsseed a vegnlation for
Tniversities regardmng secunty of data and related ¥1' resources; and the Chief Tnforrmation Officers (C10ks) of
coucatonal eottes, who collsborate and share infoamation regarding the advancement of cducational technology. Tn
addidan, AETT is well positioned 1o provide informator and assistance to all public entides regarding TT securiry and

conrenl best practices.

Recoinmendatdon: Yie recommend tfhat the Legislamure considet establishing a wotligroup compoesed of
applicable stakeholders to study and make recomumendations for strategies to promote an appropriate level
of security of data and IT resources for Flodda’s cducational cntitfes. The worlgroup shonld include
represcntatives from the Department of Education, the Board of Governors of the State University System,
the educational eatities® €10 communities, and AETT. Batters to be addeessed by the workgeoup could
include smategics in the following areas: promoting information secnrity awarcncss, standards, and
guidelines; conducting security planning and risk analyscs; cstablishing cost-effective IT security and
control practices to redvce identified security risks; and ensusing the condner of periodic internal adizs and
evalvatons of information security programs. The workgroup should consider establishing a long-range
sccurity plan for achieving an appropriate Ievel of security of data and IT resources for Florida®s K20
educatdon system.

The objective of this project wes to analyze and sutomatize all T aedic fndings reported by the Auditor GGeaeral
durdag the 200809 {tscal veas

The scope of this project included a review of 167 Auditor Geoersl Snaccial o opetational audie reposts seleased

durieg the 2008-08 fseal year

Our methodology included 4 vevisw of applicable a=diz reports and ac analyss and surptratization of 1T audic
findings. We conducted this review in accordance with applicabls generally accepied government auditing standards.
e believe that the procedures pedfonmed provide a reazemable basis for the sumeades of IT awdil Gedings inghided
in this report.

14



DECEMEER 2009 © REPORT NoO. 200-062

Pursuant to the provisions of Secdon 11.45(3)(0), Flodds Stanues, T have divected that this report be prepated to
present a summuty of TT andic frlings included in our financial and operetional audit reports Sssued during the
2008-09 fiscal vear.

(L0 &) A

Eraviel W Miastin, CPA
Avdirer (enerat
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XHIBIT - A

LISTING OF
FINANCLAL AND QOFPERATIONAL AUDTT REPORTS IssUED DICRING THE 2008-09 F1scal YEAR
THAT INCLUDED INFORMATION TECIINOLOGY (1T AUDTT FINDINGS
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EXHIBIT B

SInARY OF I'T AUTTT FINTINGS
BY CONTROL CATEGORY AND TRCHNIQLE
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