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AGENDA
JOINT LEGISLATIVE AUDITING COMMITTEE

DATE: Monday, February 2, 2009
TIME: 4:00 p.m. to 6:00 p.m.
PLACE: Room 309 Capitol

MEMBERS: Senator Alex Diaz de la Portilla, Chair
Representative Marti Coley, Alternating Chair

Senator Larcenia J. Bullard Representative Joseph Abruzzo

Senator Andy Gardiner Representative Charles McBurney
Senator Jeremy Ring Representative Scott Randolph
Senator Stephen R. Wise Representative Ron Schultz

1.  Organization of the Committee

1A Election of Chair
1B Election of Alternating Chair
1C Adoption of Rules
2. Introduction of Staff
3.  Discussion of Committee Responsibilities

4. Presentation by David W. Martin, Auditor General

5. Presentation by Gary VanLandingham, Director, Office of Program
Policy Analysis and Government Accountability (OPPAGA)

6. Presentation and discussion of the Auditor General’s Audit of the
Department of the Lottery

7. Other Committee Business
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Joint Legislative Auditing Committee
Election of Chair and Alternating Chair

Pursuant to s. 11.40(1), Florida Statutes, the members of the Joint
Legislative Auditing Committee elect a Chair and Vice Chair. The
Chair and Vice-Chair serve a one-year term starting in November.
They alternate positions the following November.

S. 11.40, F.S., Legislative Auditing Committee.--

(1) There is created a standing joint committee of the Legislature
designated the Legislative Auditing Committee, composed of 10
members as follows: 5 members of the Senate, to be appointed
by the President of the Senate, and 5 members of the House of
Representatives, to be appointed by the Speaker of the House of
Representatives. The terms of members shall be for 2 years and
shall run from the organization of one Legislature to the
organization of the next Legislature. Vacancies occurring
during the interim period shall be filled in the same manner as
the original appointment. The members of the committee shall
elect a chair and vice chair. During the 2-year term, a member of
each house shall serve as chair for 1 year.
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Joint Legislative Auditing Committee
Adoption of Rules

Pursuant to s. 11.40(2), Florida Statutes, the Committee is governed
by the joint rules of the Senate and the House of Representatives.

S. 11.40, F.S., Legislative Auditing Committee.--
(2) The committee shall be governed by joint rules of the Senate
and House of Representatives which shall remain in effect until
repealed or amended by concurrent resolution.

During the Committee meeting in which the Chairman and Vice
Chairman are elected, the Committee adopts the rules of the
presiding Chairman’s chamber. These rules are used for the general
operation of the Committee.
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JOINT LEGISLATIVE AUDITING COMMITTEE

Committee Staff

Terry L. Shoffstal], Staif Director
Kathryn H. DuBose, Senior Legislative Analyst
Deborah E. White, CPA, Legislative Analyst
Cathy Boyett, Administrative Assistant

Committee Office

Room 876, Claude Pepper Building
111 West Madison Street
Tallahassee, Florida 32399-1400

Telephone: (850) 487-4110, Suncom 277-4110
Facsimile: 922-5667, Suncom 292-5667
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Annual Report
Florida Auditor General

Joint Legislative Auditing Commitiee
February 2009

1/28/2009

Audit Divisions

i}

FEducational Entifies and Local Government
Audits

a Jim Valenzuela, CPA, Deputy Audiior General
State Government Audits

m Don Hancock, CPA, Deputy Auditor General
Information Technology Audits

s Dorothy Gilbert, CPA, Deputy Auditor General

£

v}

Canmtzndmd e
Statutory Audit Authority

o Conduct audits of the public records as
prescribed by —
& Law
Concurrent resolution of the Legislature
Legislative Auditing Committee

Discretionary authority of the Auditor General




Annual Audits

1 Financial Statement and Federal Awards Audits
n State of Florida
@ Universities {11)
B Community colleges (28)

72 Financial Statement, Operational, and Federal
Awards Audits

m District school boards (43 in counties with
population under 150,000)

1/28/2009

Annual Audits

i Financial Statement Audits
& Department of Lottery

s State Board of Administration — Local Goverament
Investment Pool

m Operational Audits
a Information Technology
@ Wireless Emergency Telephone System Fund
m Florida School for the Deaf and the Blind

Annual Audits

i Operational Audits

w Summary of Audit Findings and Financial Trends
¢ Local governmenis
~ District school boards
: Charter schools

a Review of CPA Audit Reports
= Local governments
= District school boards
= Charter schools




Biennial Audits

1 Operational Audits
m State agencies
m Universities
= Community colleges
a

Local Government Financial Reporting System

1/28/2009

Triennial Audits and Reviews

72 Financial Statement, Operational, and Federal
Awards Audits

= District school boards (in counties with populations
of 150,000 or more)

i Operational Audits
m Department of Revenue — Ad Valorem Tax Laws
m Citizens Property ITnsurance Corporation

Triennial Audits and Reviews

=z Reviews of State Agency Internal Audit
Functions

]

o1 Attestation Engagements (Operational)

a Florida Bducation Funding Program — District
school boards




Special Audits

r Audits directed by the Legislative Auditing
Committee
= Municipalities
= Local referendum
a Other

Audits requested by local governments

[

1/28/2009

Rules of the Auditor General

71 Applicable to Audits of
n Local governments
1 District school boards
m Charter schools
u

State Financial Assistance
= Nonprofit and for-profi: entities

Audit Reports Issued
October 1, 2007, through October 31, 2008

o Over 200 reports -

= State of Florida financial statement and Federal awards
audits

m  Over 90 financial statement audits of educational entities

a Over 80 operational audits of State agencies, educational
entities, local governments, and information technology
systems

»  Aftestation engagement reports on Florida Education
PFinance Program fimding for 25 school districts




Statutory Recommendations
Section 11.45(7)h), Florida Statutes

1/28/2009

= Consider amending Section 218.39, Florida
Statutes, to encourage local governments to
address audit findings
n  Audit Report No. 2008-175
Marilyn Roseiti, Audit Manager

Statutory Recommendations
Section 11.45(7)(h), Florida Statutes

2 Amend Section 985.686(6), Florida Statutes, to
require funds provided for the costs of
predisposition juvenile detention be deposited
in the Shared County/State Juvenile Justice
Trust Fund. Law currently addresses another
Trust Fund as the depository.
®»  Audit Report No. 2008-029

Sherrill Norman, Audit Manager

Statutory Recommendations
Section 11.45(7)h), Florida Stamtes

o Clarify Section 1011.71(2)(d), Florida Statutes,
regarding allowability of capital outlay millage
proceeds for acquisition of computer software
m  Audit Report Nos. 2008-084 and 2008-158

Gregory Centers, Audit Manager




Statutory Recommendations
Section 11.45(7)(h), Florida Statutes

1/28/2009

1 Evaluate relevance of restriction on school
districts to make electronic disbursements for

Florida Statutes)
a Gregory Centers, Audit Manager

Statutory Recommendations
Section 11.45(7)(h), Florida Statutes

=1 Clarify Section 287.055(2)(g), Florida Statutes,
regarding whether the $1 million threshold for
design professional services applies to
individual projects or groups of projects
#  Audit Report Nos. 2008-084 and 2009-012
Gregory Centers and Marilyn Rosett,
Audit Managers

Statutory Recommendations
Section 11.45(7)(h), Florida Statutes

=z Amend or repeal Section 16.58, Florida
Statutes, related to the Statewide legal research
bank
& Audit Report No. 2008-021
Nancy Tucker, Audit Manager




Statutory
Section 11.45(7)(h), Florida Statutes

Recommendations

1/28/2009

o Amend Section 215.5595, Florida Statutes, to
provide instructions as to the aflowable usage
of Insurance Capital Build-Up Incentive
Program moneys
a  Audit Report No. 2008-060

Kathryn Walker, Audit Manager

R R

Section 11.45(7)(h), Florida Statutes

Statutory Recommendations |

= Amend Section 28.37, Florida Statutes, to
allow Clerks of Court to remit funds to the
Department of Revenue Clerks of Court Trust
Fund based on an estimate of the projected
surplus rather than the current one-third of
coliections
» Audit Report No. 2009-016

Marilyn Rosetti, Audit Manager
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oppaga
Key Legislative Contacts

Gary VanLandingham,
Director

850-487-0578 Office

850-559-7314 Cell
vanlandingham.gary@oppaga.fl.gov

Jan Bush,
General Counsel
850-487-9162 Office

850-443-1271 Cell
bushjan@oppaga.fl.gov

Jane Fletcher,

Staff Director
Education
850-487-9255 Office

850-294-1840 Cell
fletcher.jane@oppaga.fl.gov

Tom Roth,

Staff Director
Economic Development,
Environment and
Transportation
850-488-1024 Office

850-339-6982 Cell
roth.tom@oppaga.fl.gov

Kathy McGuire,

Deputy Director
850-487-9224 Office

850-264-9558 Cell
meguire kathy@oppaga.flgov

Kara Collins-Gomez,
Staff Director
Government Operations
850-487-4257 Office
850-591-0834 Cell

collins-gomez kara@oppaga.fl.gov

Marti Harkness,
Staff Director
Criminal Justice
850-487-9233 Office

850-322-2977 Cell
harkness.marti@oppaga.fl.gov

Becky Vickers,

Staff Director

Health and Human Services
850-487-1316 Office

850-443-3841 Cell
vickers.becky@oppaga.fl.gov

Office of Program Policy Analysis and Government Accountability




Key Legislative Contacts by Area

Criminal Justice

Marti Harkness, Staff Director = Office: (850) 487-9233 u Cell: (850) 322-2977 m Email: harkness.marti@oppaga.fl. gov
Attorney General Justice Administrative Commission PRIDE

Capital Collateral Regional Counsels Juvenile Justice Public Defenders

Correctional Medical Authority Law Enforcement State Attorneys

Corrections Parcle Commission State Courts System

| Economic Development, Environment, and Transportation
Tom Roth, Staff Director u Office: (850) 488-1024 » Cell: (850) 339-6982 m Email: roth.tom@oppaga.fl.gov

Community Affairs Highway Safety and Motor Vehicles
Environmental Protection Transportation

Fish and Wildlife Conservation Water Management Districts
Governor's Office Workforce Innovation
Education

Jane Fletcher, Staff Director m Office: (850) 487-9255 » Cell: (850) 294-1840 ® Email: fletcher.jane@oppaga.fl.gov

Community Colleges School Districts
Education State Universities
Lottery

Government Operations
Kara Collins-Gomez, Staff Director @ Office: (850) 487-4257 m Cell: (850) 591-0834 = Email: collins-gomez kara@oppaga.fl.gov

Agriculture and Consumer Services Military Affairs

Business and Professional Regulation Public Service Commission
Citrus Revenue

Financial Services State

Management Services State Board of Administration

Health and Human Services
Becky Vickers, Staff Director = Office: (850) 487-1316 = Cell: (850) 443-3841 ®» Email: vickers.becky@oppaga.fl.gov
Children and Family Services Health Care Administration

Elder Affairs ) Persons With Disabilities
Health Veterans' Affairs




The Legislature’s Policy Research L
Offlce e

Joint Legislative Auditing Commtttee e
) - February 2, 2009 - R

' . Gary Va_nLandingham,_Di_recto_r.

' 6pératidns
2 OPPAGA products

mterest

Prowde the Leglslature
with independent and -
unbiased policy research .
~and recommendations to
improve government =




: Iegislatwe ieadership _
Flat internal organization :
maximizes analysis
resources for Legislature

Highly fiexible and
responsuve .

“ policy reviews
Progress reports

Research assistance to Iegislators :
and committees

“@Florida Government Accountamhty
Report :

. Work Allocation by Product Type

7 Bccountability Report - 38




. legislative Ieadersh:p

3 Focus on making government
better, faster, cheaper

2 Will issue 55 reports this year - i

provides research support for the
Joint Legisiative Sunset
- Committee -

Four agencnes will be exammed

“years after initial reports

2 Assess whether agencies
have taken actions to resoive
‘problems .

@ ldentify whether addttlonai
actmns are needed




OPPAGA
recommendatlons
|mplemented

members and comm:ttees
a Generally provided through e
-~ memoranda and briefings; -
expect to prov:de around 160
thts year - : T

iUnique encyc!opedla of:majo
-state ‘programs:(240)

1 Describes programs, :ssues
and agency contacts '

1Provided hard coptes and CD-- ~
ROMs to district offices . '
n-line vers:on prov:des driil .
_ down detaii . :




~ OPPAGA communications

areissued =~
4 New “PolicyCasts” SRR
1 The Florida Monitor Weekly -~ 7

Monthly “In progress” emails ~ - -
a All reports and FGAR on '

OPPAGA website

Always availabie f i 'ﬁngs '

Schoo! breakfast and lunch progr
People First & MyFloridaMarketPlace

Medicaid Reform (series of 9 reports)

Department of Corrections Medical
Five new projects from appropriatic
~implementing bills_ B




OPPAGA Reports Published in 2008

REPORT TITLE BY AGENCY (Publicaion Date)

‘;?ISélz"'-.'S‘ufficfen'c {December 2008)

08-50 Warkforce Fstimating Conference Streamiined: University Funding /s Not Directly Tied fo Workforce Demand (September 2008)
08-36  Medical Fducation Funding Is Complex; Betfer Expenditure Data /s Needed (June 2008)

8-29  Options Exist to Address the Rising Cost of Textbooks for Florida’s College Students (April 2008)
08-11  /nconsistent Implementation of Common Prerequisites Creates Barriers fo Effective 2+2 Articulation (March 2008)

State Food Safety Programs Should lmprove Performance and Financial Self-Sufficiency (December 2008)
Several Steps Could Be Taken to improve the Consiruction Complaint Process and Increase Homeowier Protection (April 2008)
Privatization Has Helped Improve Flevator Safety; Additional State Oversight Is Needed (April 2008)

08-61  Farly Learming Coalitions’ Administration and Program Support Expenses Vary Widely; Opinions Divided on Coaﬂﬁdﬂ Eﬁ‘/ciency
(October 2008)

8-52  DCF Takes Action fo Improve implementation of Staz‘e‘s Community-Based Care Inffiatives (September 2008)
08-51 A/l But One Aging Resource Center Is Fully implemented (September 2008)

08-39  DCF Improves Contract Oversight of Lead Agencies; fiscal, Quality, and Performance Assessment Are Undergoing Change
{June 2008)

The Governance Structure of Florida’s Early Education Programs Presents Some Administrative Challenges (June 2008)

08-32  Department of Children and Families Has Strengthened its Contract Oversight System (May 2008)

08-27  Responsibility for the Foucation of Exceptional Students in Residential Treatment Facilifies Needs Clarificafion (April 2008)
8-17  fncompetent to Proceed Adjudications increasing (March 2008)

08-14  Statewide implementation of Aging Resource Center Initiative Is Substantially Complets (March 2008)

08-13 ACCESS Improved Productivity; Additional Refinements Would Better Manage Workload (March 2008)

08-08  Pilot to Outsource CBC Program Oversight Encountered Setbacks, Fifectiveness Unknown (February 2008)
8-06 Additional Strategies Would Help Address the Barriers to Successful Adoptions (January 2008)

08-05 Lead Agencies Structure Their Adoption Programs in a Variety of Ways (January 2008)

8-62  Expedited State Review Pilot Program Working Well But Faces Challenges (November 2008)




Office of Program Polfcy Analysis & Government Accountability Reports Published in 2008
an office of the Florida Legislature Page2

Report No. " REPORTTITLE BY AGENCY (Publication Date)

08-71  Wihile DMS Has Improved Monitoring, It Needs fo Strengthen Private Prison Oversight and Contracts (December 2008)
08-60  Sax Offender Registration and Public Notification Improved: Some Aspects of the Process Could Be Streamiined (October 2008)
08-20 Comections’ Contraband Effort Is Sound, Cell Phone Penalties and Warden Consistency Are Needed {April 2008)

08-16  Afternative Placements for the Correctional Education Program Would Be More Costly (March 2008)

8-12  Several Altematives Could Be Used to Reduce Increasing Imprisonment of Persons Driving with Suspended Licenses
(March 2008)

The Deigys in Screening Sexually Violent Predators increase Costs; Treatment Facilify Securify Fnhanced (February 2008)

08-70  Student Participation in Acceferation Programs Has Increased: Legislature Has T: akeh Sfeps fo Reduce Pfagram Goéfs
{December 2008)

8-68 7The Corporate Income Tax Credit Scholarship Program Saves State Doflars (December 2008)

8-61  Early Learning Coalitions’ Administration and Program Support Expenses Vary Widely; Opinions Divided on Coalition Efficiency
{Octoher 2008)

8-59  [egisiature Overhauled Florida’s System of Gareer and Professional Academies (October 2008)
08-50 Workforce Estimating Conference Streamiined: University Funding Is Not Directly Tied fo Workforce Demand (September 2008)
08-47  Staps Taken to Reduce the Need for College Remediation; Accountability Processes Should Be Strengthened (July 2008)
8-42  The Department of Educalion Has Taken initial Steps to improve Student Progression Data (June 2008)
08-35 The Governance Structure of Florida’s Early Education Programs Presents Some Administrative Challenges (June 2008)
08-34  7The Business Fnterprise Program Has Improved Yendor Contract Opportunities, Training, Support, and Monitoring (May 2008)
8-28  Volusia County School District Eligible for the State’s Seal of Best Financial Management (April 2008)
08-27  Responsibility for the Education of Exceptional Students in Residential Treatment Faciities Needs Clarification (April 2008)
08-26  Dividing Large Florida School Districts Would Pose Financial, Legal, Other Complex Challenges (April 2008)
8-25  Postsecondary Student Use of the Florida Academic Counseling and Tracking for Students (FACTS) /s Low {April 2008)
08-24  Steps Taken to implement the Exceplional Student Fducation Funding Matrix, But More Monitoring Needed (April 2008)
8-23  671% of Voluntary Prekindergarten Chitaren Are Ready for Kindergarten; Accountabifity Process Needs improvement (April 2008)
8-11  Inconsistent implementation of Common Prerequisites Creates Barriers o Effective 2+2 Arficulation (March 2008)

08-04 Steps Taken to Improve Charler School Financial Management and Performance Accountability; Additional Action Needed
(January 2008)

08-03  Suppfemental Report: Profifes of SUCCEFD, Harida! Grant Recipients (January 2008)
8-02 SUCCFED, Aoridal Grants Show Mixed Results Under Current Funding Siructure (January 2008)
08-01 Florida’s Gifted Student Popuiation Grew Faster Than the Overall School Enroliment (January 2{)087)

08-51 A# But One Aging Resouirce Genter Is Filly implemented (September 2008)
8-14  Statewide Implementation of Aging Resource Center initiative Is Substantially Complete (March 2008)

Florida’s Current Regulatory Framework Creates Chaflenges for State’s Title Insurance Regulation (September 2008)

" 08-74  Options Exist for Restructuring the Forida Fish and Wildlife Conservaion Commission’s Fisheries Outreach and Education
Programs (December 2008)
08-73  Florida Fish and Witdlife Conservation Commission’s Public Relations and Outreach Activities Similar to Other Agencies;
Options Presented for Restructuring or Downsizing (December 2008)




Office of Program Policy Analysis & Government Accountability Reports Published in 2008
an office of the Florida Legislature Page 3

"REPORT TITLE BY AGENCY (Publication Date)

etho. T R R G

___ 8-65 ' Black Busmess Investment Act s Being Implementad, But Progress Was Slow in Distributing Loan Program funding
{December 20083)

Workforce Fstimating Conference Sireamiined;

University Funding Is Not Directly Tied fo Workforce Demand (September 2008)

08-64 Medicaid Reform: Reform Provider Netwbrk Hetmrre;’m.e'm‘s= é‘anfe aé Tréa?ffana/ Meoﬂ'bé/d' lmbmyémebfs Néeded z‘a Ensbfe |
Beneficiaries Have Access fo Speciafty Providers (November 2008)

08-55 Medicaid Reform: Oversight to Ensure Beneficiaries Receive Needed Prescription Drugs Can Be Improved; information Difficult
for Beneficiaries fo Locate and Compare (September 2008)

08-54 Medicaid Reform: Risk-Adjusted Rates Used to Pay Medicaid Reform Health Plans Could Be Used to Pay All Medicaid
Capitated Pians (September 2008) '

08-46  Medicaid Reform: Choice Counseling Goal Met But Some Beneficiaries Experience Difficulties Selecting a Health Pian That Best
Meets Their Neads (July 2008)

08-45  Medicaid Reform; Beneficiaries Eam Fnhanced Benefits Credits But Spend Only a Small Proportion (July 2008)
8-40  Medicaid Reform: Two-Thirds of the Initial Pilot Counties’ Beneficiaries Are Enroffed in Reform FPlans {(June 2008)
8-38  Medicaid Reform: More Managed Care Oplions Available; Differences Limited by Federal and Stale Requirements (J ung 2008}
08-37 Medicaid Reform. Few Beneficiaries Have Participated in the Opt-Out Program (Jung 2008)
08-15 APD Should Take Steps to Ensure New Needs Assessment and individual Budget Process Is Timely and Effective (March 2008)
AHCA Making Progress But Stronger Detection, Sanctions, and Managed Care Oversight Needed (February 2008)

08-67 - State Food Safely Programs Shoutd Improve Performance and Financial Se/f—Sdﬁ?‘ci.ency {December 2008)

8-44  Early Steps Has Revised Reimbursement Rales Buf Needs to Assess Impact of Expanded Oulreach on Child Participation
{July 2008) '

8-12  Several Alternatives Could Be Used to Reduce Increasing imprisonment of Persons Driving with Suspended Licenses
(March 2008}

Prea:r/a 2 easé Pragra}ﬁé ll'/afyAcfass tﬁe Stare New Reporting Requirements Pose Challenges (December 2008)
Incompetent to Proceed Adjudications Increasing (March 2008)

08-58 Pilot to Waive Fees for Delinguents Has Low Fnroliment and Is Not Teaching intended Skilis (October 2008)
8-56 [/ Should Use Evidence-Based Practices lo Address Juvenile Gang involvement (Octaber 2008)
08-41  Redirection Program Achieves Lower Recidivism and a $14.4-Million Cost Savings Compared fo D/ Commitment (June 2608)
08-07 D.4J Should Better ldentify At-Risk Youth, Use Proven Prevention Models, and Revise Funding Fractices {February 2008)
8-60 Sex Offender Registration and Public Notification lmproved: Some Aspects of the Process Could Be Streamiined
{October 2008)

08-19  Lotlery Profits Continue to Increase; Options Available to Enhance Transfers to Education (April 2008)

08-72  Fconomically Targeted Investment Program Under Development (December 2008)

8-71  While DMS Has improved Monitoring, It Needs fo Strengthen Private Prison Oversight and Contracts (December 2008)




Office of Program Policy Analysis & Government Accoun tability Reports Published in 2008
an office of the Florida Legislature Page 4

ReportNo. . " REPORT TITLE BY AGENCY (Publicaion Date)

08-57  Less Costly Altematives fo the Executive Aircraft Pool Exist for State Officials and Employess (October 2 008)

08-43  7The Legisiature and Department of Management Services Have Taken Steps fo improve Acquisition Management (July 2008)
08-31  DMS Has Improved People First, But Some System Components Are Stil Not Fully implemented (May 2008)

08-30  Aorida Retirement System Pension Plan Filly Funded and Valuation Met Standard (April 2008)

08-22  DMS Has Improved State Leasing Processes, Additional Performance Measures Needed (April 2008)

4 08-69 2008 ﬁnﬁbféféd Lfsﬂﬁg of OPPA GALeg/slaﬂye }?ebb}ﬁ)ﬁendaﬁoﬁs {December 2008)
08-66  Agency Electronic Records Management Has improved, But Statewide Strategic Plan Still Needed (December 2008)

8-33  Further Actions Need to Be Taken to improve the State’s Consumer Complaint System (May 2008)

08-49  Agency for Persons with Disabilities Has Made Several Changes to the Prior Service Authorization Process (August 2008)
8-15  AFPD Should Take Steps fo Ensure New Need’s Assessment and /ndfwdua/ Budget Pracess /s T meg/ and Effective (March 2008)

The PSC and Legisiature Coultd Consider Several Options z‘b Enfiance 'Seryices and Cansumef meecﬁon {(Nove m ber 2008)

0883 Florida’s Curent Regulatory Framework Creates Challenges for State’s Title Insurance Regulation (September 2008)
08-48  Department Process Changes Resulfted in Fewer Administrative Chitd Support Orders Than Expected (August 2008)

Worktorce Esﬂ?ﬁéﬂhﬁ(,‘bnfeféncé .'S?reéﬁi‘med'.ﬂbﬁ/ersitj/. Fund’ing /s 'Noz" Direct/jv fied to Wor/rfbrbe Jemand (September 2008)
Options Exist to Address the Rising Cost of Textbooks for Florida’s Coliege Students (April 2008)

Agency Flecironic Records Management Has improved, But Stale wideg’.fréfegl"b Pfaﬁ SM Neea’eif ('[)--eéember 2008)

8-61  Farly Learning Coalitions’ Administration and Program Support Expenses Vary Widely, Opinions Divided on Goalition Efficiency
(October 2008)

08-59  Legisiature Overhauled Forida’s System of Carser and Professional Academies {October 2008)
8-50  Waorkforce Estimating Conference Streamiined, University Funding 1s Not Directly Tied to Workforce Demand (September 2008)
08-35  The Governance Structure of Florida’s Early Fducation Programs Presents Some Adminisirative Challenges (June 2008)

OPPAGA supporis the Florida Legislature by providing evaluative research and objective analyses to promote government
accountability and the efficient and effective use of public resources. This project was conducted in accordance with applicable
evaluation standards. Copies of this report in print or alternate accessible format may be obtained by telephone (850/488-0021), by
FAX (850/487-3804), in person, or by mail (OPPAGA Report Production, Claude Pepper Building, Room 312, 111 W. Madison St.,
Tallahassee, FL, 32399-1475). Cover photo by Mark Foley.

Gary R. VanLandingham, Ph.D, OPPAGA Director Fiorida Monitor: www.oppaga.state.flus
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- DEPARTMENT OF LOTYERY
' Financial Audit "

" For the Fiscal Year Ended June 30, 2008

AG Repert No. 2008-101 1°

o > :Basi'c_ﬁnancial stateménts;_' S i

. "« Effectiveness of internal controls. . .

N Conjﬁ]ianﬁe:With legal_redui}eme_nts. S

" AG Repert No. 200901

S Basic _Finan'cial_'_St_atem'en'ts

In our-opinion, the financial statements for.
““the FYE June 30, 2008, present, in all
“material respects, the financial position
~-and changes in financiat position and cash
~flows of the Lottery in accordance with

AG Report No, 2005101




Internal Contro!s and Comgiianc

E _'u In our opmlon the |ottery mamtalned in all
“‘material respects, effective internal control
~“over financial reporting as of June 30, 2008.

7 No-instanices of noncompliance of matertal -
‘consequence to the financial statements L

{ " g.Chapter 24, Florida Statutes. :
" w Bond covenants. ’

- “'w General appropriation acts.

" AG Report No. 2009101

{)’z%zer Gbsﬁ;va;_son:, a ; ne:% r\gs -

s Informatzon Technology Controls
; ::_.fs Marketmg and Research. Support Funds.

" uElectronic Funds Transfer of Annual Prize
~Payments : :

: _3 - Noncompl;ance W|th Sectlon 24, 113 F.S.

A ReportHa 2008501

@i}eratmﬁ fncome Summanf_ o
(En M !ms) '

SRl 200708 - 200607 . {Bec}
* .- Operating Revenues:

Ticket Sales (Slide ) - 5 4175 5 4122 § 53

. .Other o ) 7 7 :
Total Operating Rewenues 4,182 4,129 83
-Less Opereting Expenses (Slide 8) T 2,866 2,870 ()

;. Operating Income . - . % 1316 § 1.25% § 57
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Summary of Report on Financial Statements

The financial statements prepared by the Department of the Lottery present fairly, in all material respects,
the financial position of the Lottety as of June 30, 2008, and 2007, and the changes in the financial position
and cash flows thereof for the years then ended in conformiiy with accounting principles generally
accepted in the United States of America.

Summary of Report on Internal Control and Compliance

In our opinion, Lottery management maintained, in all material respects, effective internal control over
financial reporting.

The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards; however, we noted certain additional matiers as
suminarized below.

Additional Matters

INFORMATION TECHNOLOGY CONTROLS

Finding Ng.1: During our audit, we identified the need for enhancements to the Lottery’s I'T control
practices, many of which were recurring issues disclosed in ptior audits of the Department. Specific details
of these matters are not disclosed in this report to avoid the possibility of compromising Lottery
information. However, the appropriate Lottery personnel have again been notified of these issues.

MARKETING AND RESEARCH SUPPORT FUNDS

Finding No.2: The Lottery’s On-line ticket and Scratch-Off ticket gaming service vendors are
contractually required to periodically make deposits into marketing and research support funds (fund). In
our prior reports, we recommended that the Lottery amend applicable provisions of each contract to
include language that specifically addtessed the ownetship of each fund. The Lottety executed a new
contract with its Scratch-Off vendor effective October 1, 2008, that includes provisions stipulating that any
temaining moneys in the fund will be returned to the Lottery and establishing the Lottery’s right to hold
back final payment to the vendor if the moneys are not returned. The Lottery had chosen not to pursue
contract remnegotiations with its On-line vendot, but intends to utilize all available moneys prior to the
contract’s end.

ELECTRONIC FUNDS TRANSFER OF ANNUAL PRIZE PAYMENTS

Finding No.3: The Lottery pays the prizewinners of various games through a defetred payment
(annuity) option rather than a single lump sum payment. Our review disclosed that controls over related
elecironic funds transfer payments could be improved.

MINORITY RETAILER PARTICIPATION

Finding No.4: Section 24.113, Florida Statutes, tequires that 15 percent of the Lottery’s retailers shall be
minority business enterprises, as defined in Section 288.703(2), Florida Statutes; howevet, no more than 35
percent of such retailers shall be owned by the same type of minotity person, as defined by Section
288.703(3), Florida Statutes. Our andit disclosed that as of November 3, 2008, retailers comprising one
minotity type totaled 63 percent of the total number of minority retailers. A similar finding was included in
prior reports.

Audit Objectives and Scope

Our audit objectives were to determine whether the Department of the Lottery (Lottery) had:
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» Presented the Lottery’s basic financial statemenis in accordance with generally accepted
accounting principles; ‘

% Established and implemented effective internal control over financial reporting and compliance
with requirements that could have a direct and material effect on the financial statements;

» Complied with the various provisions of laws, rules, regulations, and contracts that ate material to
the financial statements; and

¥ 'Taken corrective actions for findings included in report No. 2008-069.

The scope of this audit included an examination of the Lottery’s basic financial statements of and for the
fiscal years ended June 30, 2008, and 2007, and an examination of the effectiveness of the Lottery’s internal
control over financial reporting. With respect to intetnal control over financial reporting, our examination
included obtaining an understanding of the internal control over financial reporting, testing and evaluating
the design and operating effectiveness of the internal control, and petforming such other procedures as we
considered necessary in the circumstances. We also examined various transactions to determine whether
they were executed, both in manner and substance, in accordance with governing provisions of laws, rules,
regulations, contracts, and grant agreements.

Audit Methodology

The methodology used to develop the findings in this report included the examination of pertinent Lottery
records in connection with the application of procedures required by auditing standards generally
accepted in the United States of America, and applicable standards contained in Government Auditing
Standards issued by the ComptroHer General of the United States.

i
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building
David W. Martin, CPA 111 West Madison Street §50/488-5534
AUDITOR GENERAL Tallahassee, Florida 32399-1450 Fax: 850/488-6975

The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR'S
REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Department of the Lottery (the Lottery), an
enterprise fund of the State of Florida, as of and for the fiscal years ended June 30, 2008, and 2007. These financial
statements are the responsibility of the Lottery’s management. QOur responsibility is to express opinions on these

financial staternents based on our audit.

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

overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 1, the financial statements present only the Lottery and do not purport to, and do not, present
fairly the operations of the State of Florida as of June 30, 2008, and 2007, and the changes in its financial position
and its cash flows for the years then ended in conformity with accounting principles generally accepted in the United

States of America.

Tn our opinion, the financial statements referred to above present faitly, in all material respects, the financial position
of the Lottery as of June 30, 2008, and 2007, and the changes in financial position and cash flows for the years then

ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Gosernment Auditing Standards, we have also issued a report on our examination of the
effectiveness of the Lottery’s internal control over financial reporting and on our tests of its compliance with certain

provisions of laws, rules, regulations, contracts, and other matters included under the heading INDEPENDENT




JANUARY 2009 REPORT NO. 2009-101

AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDI TING STANDARDS. One putpose of that
teport is to describe the scope of our testing of internal control over financial reporting and to provide an opinion
thereon. With respect to compliance, the purpose of that report is not to provide an opinion on compliance, but
rather to describe the scope of our testing of compliance and the results of that testing. That report is an integral
part of an audit performed in accordance with Govermment Auditing Standards and should be considered in assessing

the results of our andit.

The MANAGEMENT’S DISCUSSION AND ANALYSIS (pages 3 through 11} is not a required part of the basic
financial statements, but is supplementary information required by accounting principles generally accepted in the
United States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.

However, we did not audit the information and express no opinion on it.

Respectfully submitted,

SO )

David W. Martin, CPA
Decemnber 23, 2008
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YEARS ENDED JUNE 30, 2008, AND JUNE 30, 2007

As management of the Florida Lotiery, we offer readers of the Florida Lottery’s financial statements this overview
and analysis of the Lottery’s financial results and position for the fiscal years ended June 30, 2008, and 2007. We
encourage readers to consider the information presented here in conjunction with the financial statements and notes

to the financial statements, which begin on page 12.
FINANCIAL HIGHLIGHTS

‘The Florida Lottery has as its mission the maximization of revenues for the benefit of education in a manner
consistent with the dignity of the state and the welfare of its citizens. The Florida Lottery is considered a mature
lottery with a full complement of both Scratch-Off and On-line products. The Department has maintained ticket
sales in excess of §2 billion for nineteen consecutive fiscal years and has transferred a minimum of $800 million
annually to the Educational Enhancement Trust Fund (EETT) during this same period, with the fiscal year 2008

transfer exceeding $1 billion for the sixth consecutive year.

For the fiscal year ended ]ﬁne 30, 2008:

» Transfers to the BEETF increased from approximately $1.26 billion to approsimately $1.28 billion or 1.6%,

over the ptior fiscal year.

> Florida Lottery’s ticket sales increased 1.2 % over the prior fiscal year from approximately $4.12 billion to
$4.17 billion.

» Prize expense decreased $8.5 million (0.3%) during fiscal year 2008. The Lottery has the authority to vary
the ptize expense in order to maximize transfers. This expense represented approximately 59.3% of net

ticket sales.

» The gaming vendors’ fees and retailer commissions are based on sales and therefore fluctuate in parallel
with sales revenue. Fiscal year 2008 expenses for these items increased over the prior year expenses by

1.5%.

» Administrative operating expenses, which includes advertising, salaries and benefits, rent, uvtilities and
maintenance, professional fees, depreciation and other administrative expenses, experienced a minor
increase. Administrative 6perating expenses for fiscal years 2008 and 2007 were $73.3 million and $73.2

million, respectively.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Lottety is accounted for as an enterprise fund, reporiing transactions using the accrual basis of accounting
similat to a business entity. This discussion and analysis is intended to serve as an introduction to the Lottery’s basic

financial statements, along with the notes to the financial statements. The Statement of Net Assets on page 12, the

3
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Statement of Revenues, Expenses and Changes in Net Assets on page 13, and the Statement of Cash Flows on page
14 report the Lottery’s net assets and changes therein. The notes to the financial statements provide additional

information that is essential to a reader’s understanding of the data provided in the financial statements.

The Lottery transfers its net profits each fiscal year to the EETT. As a result, the Lottery’s net assets consist of
funds invested in fixed capital assets and restricted assets. The restricted assets consist of the twenty percent for
unclaimed prizes designated for future prizes, a reserve fund established to pay set prize amounts, and investments
being held by the thtery to fund deferred prize payouts. The investments do include the cumulative effect of
periodic adjustments to recognize the fair value of the grand prize investments despite the fact that Lottery
purchased the investments with the intention of holding the investments until maturity in ordet to meet the future
obligations and, therefore, would not realize any gains ot losses related to these investments for distribution as net

proceeds.
SUMMARY OF NET ASSETS

Table 1 presents the Lottery’s condensed Statement of Net Assets as of the current ﬁécal year ended June 30, 2008,
and the prior fiscal years ended June 30, 2007, and 2006, as derived from the Statement of Net Assets.
Table 1

Condensed Statement of Net Asscts
As of June 30, 2008, 2007, and 2006

(In Thousands)
2008 2007 2006
Assets

Current Assets $ 188,200 $ 223,108 £ 178,017
Restricted Assets 2,306,205 2,553,972 2,879,757
Capital Assets, Net of Depreciation 1,279 1,908 1,244
Total Assets 2,495,684 2,778,988 3,059,018

Liabilities
Current Liabilities : 187,526 218,842 175,955
Cureent Liabilities Payable from Restricted Assets 1,310,654 1,488,254 1,665,130
Noncurrent Liabilities 837,694 979,115 - 1,118217
Total Liabilities 2,355 874 2,686,211 2,959,302

Net Assets
Net Investment in Capital Assets 1,279 1,908 1,244
Restricted Net Assets 158,531 90,869 98472
Total Net Assets $ 159,810 $ 92,777 $ 99,716
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Assets

Total assets at the end of fiscal year 2008 decreased by $283 million from $2.8 billion at June 30, 2007, to $2.5 billion
at June 30, 2008. At the end of fiscal yeat 2007, total assets were $280 million less than the $3.1 billion at the end of
fiscal year 20006.

» Current assets decreased from $223.1 million in 2007 to $188.2 million in 2008, representing a decrease of
$34.9 million. This decrease is primarily due to a dectease of $40.0 million in cash and cash equivalents and
a $5.2 million increase in retailer accounts receivable due to the timing of billing and collections from our
retailers at year-end cutoff. In fiscal year 2007, current assets had increased $45.1 million from $178.0
million at June 30, 2006. That inctease was primarily due to the increase of $36.5 million in cash and cash
equivalents and a $10.1 million increase in retailer accounts receivable due to the timing of billing and

collections from our retailers at year-end cutoff.

» Restricted assets decreased $247.8 million from $2.5 billion in 2007 to $2.3 billion in 2008. This decrease is
mostly attributable to the continuing decrease in the size of the deferred payment investment portfolio.
The net appreciation in fair value of the grand prize investments increased $116.2 million. Hd}xrever, the
size of the total portfolio continues to decrease due to a consistent pattern of jackpot prizewinners selecting
the cash option when they have the option of selecting either an annuity or cash. This pattern resulted in a
payout of annuities for the current fiscal year of $246.3 million and purchasés of only $3.4 million in new
investments. In fiscal year 2007, payouts of annuities were $246.5 million and purchases of new
investments consisted of $19.5 million. As a result of the diminishing size of the investment pottfolio, the
value of the collateral from the lending of those securities was also less than in the prior year. At june 30,
2008, the Lottery held $1.1 billion in collateral verses $1.2 billion at June 30, 2007, and $1.4 billion at June
30, 2006.

Liabilities

Total liabilities at June 30, 2008, were $2.3 billion, which is $350 million lower than the total liabilities of $2.7 billion
at June 30, 2007. The total hiabilities at June 30, 2007, were $273 million lower than the June 30, 2006, amount of
$2.9 billion. V

»  Current liabilities decreased from $218.8 million on June 30, 2007, to $187.5 million on June 30, 2008. The
decrease of $31.3 million is largely due to a decrease in the year-end payable to EETF of $4.6 million and a
decrease in ptizes payable of $27.1 miltion. The dectease in prizes payable resulted primarily from a Raffle
game. with prizes payable on June 30, 2007, of $16.5 million and none on June 30, 2008, as well as a
reduction in prizes payable for Scratch-Off games of $16.3 million. The June 30, 2007, current liabilities of
$218.8 million were highet than the June 30, 2006, amounts-of $175.9 million. The primary reasons for the
$42.8 million increase was the increase in transfers to EETF of $23.5 million and the increase in prizes
payable of $17.6 million. | '

¥ Current Habilities from restricted assets decteased $177.6 million from $1.49 billion at June 30, 2007, to
$1.31 billion at June 30, 2008. This decrease can be primarily attributed to a net decrease in obligations
under security lending of $152.6 million. The June 30, 2007, cucrent liablities from restricted assets balance
of $1.49 billion was $176.8 million less than the june 30, 2006, balance of $1.66 billion. Again, this decrease
can be ptimarily atiributed to 2 net decrease in obligations under security lending of $177.2 mullion.
Nonecurrent liabilities principally consist of grand prizes payable, which reptresents the amount to be paid to
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grand prizewinners over future years. Grand prizes payable experienced a decrease of §$141 million from
year-end 2007 to 2008 and a decrease of $139 million from year-end 2006 to 2007.

Net Assets and Changes in Net Assets

Net assets increased by $67.0 million from June 30, 2007, to June 30, 2008. Net assets at June 30, 2008, 2007, and
2006 were $159.8 million, $92.8 million, and $99.7 million, respectively. The fiscal year 2008 increase is primarly
due to increases in restricted net assets for future prizes and promotions of $10.2 million and in restricted net assets
for undistributed appreciation on restricted investments of $12.8 million, as well as the newly established reserve for

the new Lotto Plus game of $44.7 million.
SUMMARY OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

The most important element demonstrated with the Lottery’s financial statements is the transfer of net income to
the EETF. Accordingly, the primary focus of these financial statements is determining net income available for
transfer, rather than the change in net assets of the Lottery, which reflects the changes in fair value of restricted

investments and restricted reserves.

Table 2 presents a condensed Summary of Revenues, Expenses and Changes in Net Assets for the current fiscal year
ended June 30, 2008, and the prior fiscal years ended June 30, 2007, and June 30, 2006, as derived from the Lottery’s

Statement of Revermes, Expenses and Changes in Net Assets.

Table 2
Condensed Statement of Revenues, Expenses and Changes in Net Assets
As of June 30, 2008, 2007, and 2006

(In Thousands)
2008 2007 2006

Operating Revenues

Ticket Sales $4,174,776 $4,122.116 $3,929.030

On-Line & Retailer Fees and Miscellaneous 7,724 7,438 7,291
Total Operating Revenues . 4,182,500 4,129,554 3,936,321
Operating Expenses

Prizes ' 2,476,032 2,484,519 2,340,859

Retailer Commissions 235,651 234291 224 570

Vendor Commissions : 81,300 78,090 ' 75,047

Other Expenses 73,261 73,219 71,994
Total Operating Expenses 2,866,244 2,870,119 2,712.470
Income from Operations 1,316,256 1,259,435 1,223 851
Nonoperating Revenue, net of expenses 34,191 {3,102 (105,001)
Income Before Operating Transfers 1,350,447 1,256,333 1,118,850
Transfers to EETF from Revenue (1,216,839 (1,224,524) (1,182,763)
Transfers to EETF from Unclaimed Prizes (66,575) (38,748) {41,888)
Total Transfers to EETF (1,283 414) (1,263.272) (1,224,651}
Change in Net Assets 67,033 (6,939 (105,801)
Net Assets, Beginning of Year 92,777 99,716 205517
Net Assets, End of Year $ 159810 & 92777 $ 99,716
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Sales

.For the fiscal year ended June 30, 2008, overall ticket sales increased $52.7 million due primarily to growth in the
Scratch-Off market. Sales for On-line products decreased. The $4.17 billion sales figure represents the highest sales
in the history of the Florida Lottery. Fiscal year 2007-08 is the second year in which the Lottery has surpassed its $4
billion sales goal, although the sale of lottery tckets has been affecte.d by the downtura in the economy.

The foliowing chart shows sales by product for the various Lottery games during the June 30, 2008, and 2007 fiscal
years:

Sales by Product for 2007-08 Sales by Product for 2006-07

Mega Money Mepa M

3% €88 MOISY  pafile

Lotto Lotto 3% 55
g«

18%\

Fantasy 5
7%

Fantasy 5
8% Scratch-QOff
Scratciz—Off Play 4 35%
57% 6%
Cash 3 : Cash 3
8% 8%

Play 4
5%

Sales of Scratch-Off tickets for the fiscal years ending June 30, 2008, and 2007, were $2.37 billion or 57% and $2.28
billion or 55% of cotbined sales in each of the two years. The continuing increase in Scratch-Off sales is
attributed to the introduction of higher price point Scratch-Off games introduced over the last three yearé, record
sales of holiday-themed games, vtilization of central-themed games across price points and, more generaily, the

effecis of the variable prize payouts, implemented in September 2002.

The following chart and table shows sales by game for the last ten fiscal years:
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Department ofthe Lottery
Historical Lottery Sales by Game
fin Thousands)

24 500,000
34,000,060 i
53,500,000 £
$3,000,000 42
32,500,000
$2.000,000 £

£1,500000 £

B Searatch-OfF
BRAFFLE
S1600,000 £ @MEGA'S
. EICASH 3
$300,000 OPLAY 4
BFANTASY 5
0 LOTTO
1999 2000 2001 2002 2003 2004 2003 2006 2007 2008
Fiscal Year
Department of the Lottery
Historical Lottery Sales By Game
Last Ten Fiscal Years
(In Thousands)
Fiscal Year FLORIDA MEGA MILLIONAIRE  Scratch-Off Combined
Ended June 30 LOTTO™ FANTASYS® PLAY 4™ CASH3I™ MONEY™  RAFFLE™ Tickets Sales
1999 $737,687 $241,799 $169,415 $339,273 $ 14,861 $393,691  $2,096,726
©-2000 864,983 216,303 - 158,620 318,972 121,266 568,352 2.248 496
2001 845,433 191614 163,157 326,471 108,842 639,209 2,274,726
2002 806,023 262,923 170,708 329,830 98,315 662,566 2,330,365
2003 925,474 239,999 182,716 330,001 95,930 1,073,861 2,867,981
2004 785,415 259,728 192,580 349,227 125,944 1,338,068 3,070,962
2005 689,820 252,467 206,982 343,598 131,248 1,844,619 3,470,734
2006 835,028 306,679 215,529 343,174 128,302 . 2,100,118 3,929,030
2007 735,585 326,241 225,285 348,694 130,142 72,549 2,283,620 4,122 116
2008 778,954 306,445 227,940 336,096 122,742 30,818 2,368,781 4,174,776

As shown, Scratch-Off ticket sales have continued to increase dramatically (74.42%) over the past five years while
On-line ticket sales have increased only 5.44%. The Lottery has been able to “ride the coattails” of its Scratch-Off
ticket boom, and is focusing efforts on cultivating and ensuring its continuance. However, at the beginning of fiscal
year 2008, game sales began showing declines when compared to prior years. The rapid rise in gasoline prices and
the resulting drop in available funds for discretionary spending in products like lottery tickets seem to be the key
factors for the declines; however, other economic conditions, most notably the dramatic decline in the housing

market, the credit crisis, and the increase in grocery prices, are also likely contributors.
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Expenses

Section 24.121, Florida Statutes, stipulates that funds remaining in the Operating Trust Fund after the transfer to
EETF shall be used for the payment of administrative expenses of the Department. These expenses include On-
line game expenses, Scratch-Off ticket expenses, advertising, and other expenses required for the dayto-day

operations of the Lottery.

The following chart shows the major components of Lottery operating expenses and transfers as a percentage of

ticket sales for the June 30, 2008, and 2007 fiscal years:

Operating Expenses, Transfers Operating Expenses, Transfers
and Rescrves 2007418 and Reserves 2006-07
Advertising Transfers Other Expenses” Advertsing
Other 12 1% ! 1%
Expenses ° Reserves - Future o
Transfers 1% Prizes T
31% %

Retailer

Commisstans Vendor Prizes
\ Ticket % Fess 60%
Reanler Vendar Prizes 2%
Commissions Pess 58%
&% 2% ) ’ *inciudes Reserves - Future Prizes

Prizes, commissions, and vendor fees directly relate to sales and ﬂuctuate'accordjngly. In fiscal year 2008, these
expenses increased proportionally, yet as a percentage of total expenses they remained constant The other
expenses, which consist of advertising, salary and benefits, professional fees, rent, maintenance, bad debt, and
depreciation, have remained relatively stable. Fiscal year 2008 and 2007 administsative expenses were $73.3 million
and $73.2 million, respectively.

Transfers

The Lottery’s contribution to the EETF for the fiscal year ended June 30, 2008, $1.28 billion, was the highest since
the Flotida Lottery began making transfers in 1988. Fiscal year 2008 is the sixth straight year in which the Lottery’s
contribution to EETF has been over $1 billion. Total transfers to the EETF increased by $20.1 million from the
prior fiscal year. When adjusted for inflation, the Lottery’s transfer amount for fiscal .year 2008 was lower than the
prior year adjusted-for-inflation transfer amount. However, overall the Lottery’s transfer rates have increased

slightly over the rate of inflation during the 20-year period.

The following chart shows the total transfers to the EETF for the past five fiscal years:
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Transfers
{TIn Millions)

Transfers to Educational Enhancement Trust Fund

$1,800

$1.200 -

$600 1

2004 2005 2006 2007 2008
Fiscal Year-End

ECONOMIC FACTORS AND FUTURE IMPACTS

The main economic factors affecting lottery sales are population growth, personal income growth, tourism, and

competition for discretionary consumer spending. The Lottery must continue to find ways to maintain the annual

transfer to EETF of over $1 billion. The Lottery’s strategies revolve around enhancing On-line product sales and

increasing retailer penetration in the state. The following are some of the functional strategies currently being

explored by management:

>

Increase the focus of research and product development for the On-line product segment. This
functional strategy will be accomplished through product extensions, redesign of existing On-line games,

On-line promotions, etc.

Chapter 24,121, Florida Statutes, authorizes the Lottery to utilize vatiable prize payouts for both On-line
games and Scratch-Off games. The Lottery began utilizing higher prize payouts for On-line games in fiscal
year 2005. Although the Depattiment did not expect the same rate of return for the On-line games, it has

- experienced a positive return from applying the variable prize payout strategy. During fiscal year 2007-08,

the Lottery utilized the hipher payout authority to launch the new Lotto Plus feature, an EZ Match
promotion, one complete raffle, and started a second Raffle game. Iridivida]ly these efforts resulted in
increased sales and transfers to EETF and overall helped to offset the negative effects of a downturn in the

economy.

Improve market penetration through expansion of Lottery retailer network. As a result of the 2005
Online vendor contract, approximately 2,000 retailers that were only selling Scratch-Off tickets now sell all
On-line products as well. As of the end of fiscal year 2008, the retailer base had grown to approximately -
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13,400 resailers. The Department has set internal goals for continuing to grow the number of retailers over
the next two and a half years by another 5%.

FINANCIAL CONTACT
The Florida Lottery’s Financial Statements and this Management’s Discussion and Analysis are designed to give a
general overview to all interested parties. If you have any questions regarding this report or require additional

information, please contact the State of Florida, Department of the Lottery, Chief Financial Officer, 250 Marrioit

Drive, Capitol Complex, Tallahassee, Florida 32399.
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EXHIBIT A
DEPARTMENT OF THE LOTTERY

As of June 30, 2008, and June 30, 2007
(n Thousands)

Assets .
June 30. 2008 June 30, 2007

Current Assets:

Cash and cash equivalents $143,031 $183,031

Interest receivable 728 1,312

Accounts receivable, net 40,072 34,700

Inventories 844 967

Security deposits 3,525 ' 3,098
Total Current Assets 188,200 223,108
Restricted Assets:

Cash and cash equivalents 74,348 18,429

Securities lending income receivable 2,338 3,343

Investments, grand prize 1,161,202 1,287,954

Investments, other 1,068,317 1,244,246
Total Restricted Assets 2,306,205 2,553,972
Capital assets, net 1,279 1,908
Total Assets 2 495,684 2, 778,988

Liabilities

Current Liabilities:

Accounts payable and accrued liabilities 11,792 11,868

Prizes payable 58,478 88,5876

Due to Educational Enhancement Trust Fund 112,879 117,433

Deposits payable 3,625 3,098

Compensated absences payable ) 852 867
Total Current Liabilities 187,526 218,842

Current Liabilities Payable from Restricted Assets: -
Pending purchases payable 1,022 0

Securities lending fees payable ) 2,005 2,994
Obligations under securities lending 1,095,328 1,247,931
Grand prizes payable 212,259 237,329
Total Current Liabilities Payable from Restricted Assets 1,310,654 1,488,254

Noncurrent Liabilities:

Grand prizes payable 834,545 976,090
Compensated absences payable 2,897 3,025
Postemployment healthcare benefits payable 252 0
Total Nencurrent Liabilities 837,694 979,115
Total Liabilities 2,335,874 2,686,211
Net Assets
Invested in capital assets : 1,279 1,908
Restricted net assets for undistributed appreciation on restricted investments 85,206 72,440
Restricted net assets for Restricted Prize Pool 44 662 0
Restricted net assets for future prizes or special prize promotions 28,663 18,429
Total Net Assets $159,810 $92, 777

See accompanying notes to financial statements.
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EXHIBIT B
DEPARTMENT OF THE LOTTERY

"Years ended June 30, 2008, and June 30, 2007

(In Thousands)
June 30, 2008 June 30, 2007
Operating Revenues:
Ticket sales : $4,174,776 - $4,122,116
On-line fees and miscellaneous 7,482 7,198
Retailer fees ' 242 242
Total Operating Revenues 4,182,500 4,129,654
Operating Expenses:
Prizes 2,476,032 2,484,519
Retailer commissions 235,651 234,291
Scratch-Off tickets - 55,135 53,298
On-line games 26,165 24,792
Advertising 34,706 34,575
Personal services 27,240 26,147
Other contractual services 8,546 7,615
Materials and supplies 1,400 3,071
Bad debts 674 1,085
Depreciation ‘ 695 726
Total Operating Expenses 2,866,244 2,870,119
Operating Income 1,316,256 1,259,435
Nonoperating Revenues (Expenses):
Interest 13,465 10,138
Securities lending income 53,189 74,549
Securities lending fees (44,888) {(71,374)
Investment management fees (290) (297
Net appreciation (depreciation) in fair value of investments 89,149 - 71,930
Property disposition (loss) - I $lrp)]
Amortization of grand i)rizes payable (76,383) (87,951)
Total Nonoperating Revenues (Expenses), Net 34,191 {3,102)
Income Before Operating Transfers i 1,350,447 1,256,333

Transfers to Educational Enhancement Trust Fund:

Transfers from revenue (1,216,839) (1,224,524)
Transfers from unclaimed prizes (66,575) (38,748)
Total Transfers to Educational Enhancement Trust Fund (1,283,414) (1,263,272)
Change in Net Assets 67,033 (6,939
Net Assets, Beginning of Year 92,777 99,716
Net Assets, End of Year $159,810 $92,777

See accompanying notes to financial statements.

13




JANUARY 2009 REPORT NO. 2009-101

EXHIBITC
DEPARTMENT OF THE LOTTERY

Years ended June 30, 2008, and June 30, 2007
(I Thousands)
Jdume 30, 2008 dune 30, 2007
Operating Activities:

Ticket sales % 4,168,731 8 4,110,980

Prizes paid to winners (2,503,131) (2,466, 776)

Commissions paid and payments to retailers {235,651) (234,297)

Paid to vendors for goods and services (125,904) (121,703)

Paid to employees (27,130) {26,125)

Other operating revenue 7,723 7,439
Net Cash Provided by Operating Activities 1,234,638 1,269,524
Noncapital Financing Activities:

Payments to Educational Enhancement Trust Fand {1,287,968) (1,239,762)
Net Cash Used in Noncapital Financing Activities ’ {1,287,968) (1,239,7%62)
Capital and Related Financing Activities:

Purchase of capital assets ) (116) (1,48%)
Net Cash Used in Capital and Related Financing Activities (116) (1,488)
Investing Activities:

Cash received from maturity of grand prize investments 246,337 246,500

Cash paid to grand prizewinners upon maturity of grand prize investments (246,337) : (246,500)

Investment income, net of fees ) 19,365 15,422
Net Cash Provided by Investing Activities 19,365 15,422
Net Increase in Cash and Cash Equivalents 15,919 43,696
Cash and Cash Equivalents Beginning of Year 201,460 157,764
Cash and Cash Equivalents, End of Year 3 217,379 3 201,460
Reconciliation of Ineome from Operations to Net Cash Provided by Operating
Activities:

Income from operations $ 1,316,256 3 1,259,435

Adjustments to reconcile income from operations to net cash provided by

operating activities: .

Depreciation 695 26
Changes in asgsets and liahilities
(Increase) decrease in:
Accounts receivable (56,371) (10,061)
Inventories : 123 470
Increase (decrease) m:
Accounts payable and accrued liabilities (76) 1,178
Prizes payable {27,098) 17,744
Compensated absences payable (143) 22
Postemployment healthcare benefits payable 252 ) 0
Net Cash Provided by Operating Activities $ 1,284 638 $ 1,269,524
Noncash Investing, Capital and Financing Activities:
Increase/(decrease) in fair value of investments 3 (64,268) 3 {75,543)

See accompanying notes to financial statements.
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1.

- EXHIBITD
DEPARTMENT OF THE LOTTERY

Years ended June 30, 2008, and June 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a.

Reporting Entity

The State of Florida, Department of the Lottery (the Lottery) was established as a State agency with
the enactment of the Florida Public Education Lottery Act (the Act) in 1987. The purpose of the
Act is “to implement Section 15, Article X of the State Constitution in a manner that enables the
people of the State to benefit from significant additional moneys for education and also enables the
people of the State to play the best lottery games available.”

Tn evaluating the Lottery as a reporting entity, management has addressed all potential component -
units for which the Lottery may be financially accountable and, as such, be includable in the Lottery’s
financial statements. The Lottery is financially accountable if it appoints a voting majority of the
organization’s governing board and (1} it is able to impose its will on the organization or (2) there is a
potential for the organization to provide specific financial benefit to or impose specific financial
burden on the Lottery. Additionally, the primary government is required to consider other
organizations for which the nature and significance of their relationship with the primary government
are such that exclusion would cause the reporting entity’s financial statements to be misleading or
incomplete. Management’s analysis has disclosed no component units that should be included in the
Lottery’s financial statements.

Basis of Presentation

The Lottery is accounted for as a proprietary type enterprise fund. FEaterprise funds are used to
account for activities that are financed and operated in a manner similar to private business
enterprises: (1) where the costs of providing goods and services to the general public on a
continuing basis are to be financed through user charges; or (2) wheze the periodic determination of
net income is considered appropriate. The Lottery is teported as an enterprise fund within the State
of Florida’s Comprehensive Annual Financial Report.

Basis of Accounting

Basis of accounting refers to the timing of recognition of revenue and expenses in the accounts and
reporting in the financial statements. The financial statements are prepated on the accrual basis of
accounting in accordance with generally accepted accounting principles. Under this method,
revenues are recognized when they are earned and expenses are recognized when they are incurred.

The measurement focus of proprietary fund types is on a flow of economic resources method, which
emphasizes the determination of net income, financial position, and cash flows. All fund assets and
liabilities, current and noncurrent, are accounted for on the Statement of Net Assets. Under
Governmenial Accounting Standards Board (GASB) Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Entities that use Proprietary Fund .
Accounting, proprietary funds have the option to elect o apply 2ll pronouncements of the Financial
Accounting Standards Board (FASB) issued after November 30, 1989. The Lottery has elected not
to apply FASB pronouncements issued after November 30, 1989. As also provided by GASB, the
Lottery has elected not to adopt any FASB statements issued after November 30, 1989, unless so
directed by GASB.
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The Lottery’s operating revenues and expenses generally result from the sale and marketing of
Lottery tickets and the payment of related prizes. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

Cash and Cash Equivalents
"The Lottery considers all highly liquid investments with an original maturity of three months or less
when purchased, to be cash equivalents. This includes cash in banks, repurchase agreements with

financial institutions, petty cash, balances held by the State Board of Administration (SBA), and
pooled investments in the State Treasury.

Investments
Florida Statutes authorize the Lottery to invest in certain instruments. The Lottery reports

investments at fair value. Investments that are not publicly quoted are priced by a third party
through a discounted cash flow method. Details of investments are mcluded in Note 2.

Allowance for Doubtful Accounts

The allowance for doubtful accounts is based on an analysis of collectibility of accounts receivable,
which considers the age of the accounts.

Inventories

Supply inventory and promotional irems are valued at cost, using the firstin, first-out method.
Supply inventory is comprised of game merchandise and prepaid postage.

Capital Assets

Capital assets are stated at cost less accumulated depreciation. As required by Chapter 273, Florida
Statutes, a capitalization threshold of $1,000 and useful life extending beyond one year is employed.
Depreciation on capital assets is computed using the straightline method over the following
estimated useful lives:

Data processing equipment 3 to 5 years
Office furniture and fixtures 3 to 15 years
Vehicles and other equipment 3 to 20 years

When capital assets are retired or otherwise disposed of, the costs and related accumulated
depreciation are removed from the accounts and any resulting gain or loss is reflected in the
Statement of Revenues, Expenses and Changes in Net Assets, in the period of disposal.

Net Assels

Net Assets includes categores for net investments in capital assets, restticted net assets for
undistributed appreciation on testricted investments, restricted net assets for future prizes or special
prize promotions, and restricted net assets for the Restricted Prize Pool.

"The net investments in capital assets category represents the investment in capital assets, recorded at
cost less accumulated depreciation. A

The restricted net assets for undistribuied appreciation on restricted investments category represents
the undistributed appreciation for all restricted asset accounts.
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The restricted net assets for future prizes or special prize promotions categofy repiesents the poriion
of unclzimed prize obligations legally reverted back to the Lottery for the payment of future prize
pools or special prize promotions in accordance with Section 24.115(2), Florida Statutes.

The resticted net assets for Restricted Prize Pool category represents the prize expense resetved to
support payments to winners of the Florida Lotto $2 and $3 jackpots in accordance with Rule
53ER08-12, Florida Administrative Code.

Revenue Recognition

Lottery games are sold to the public by contracted retadlers. Revenue is recognized when On-line
tickets are sold to players and when books of Scratch-Off tickets are settled. Certain games include
tickets that entitle the holder to exchange one ticket for another (free tickets). Such tickets are
deemed to be replacements and, therefore, ate not included in ticket sales.

Commissions

Retailers receive a comraission of five percent on ticket sales. The commission on ticket sales for
Scratch-Off games is based upon total tickets distributed to the players (including free tickets} which,
when compared to revenue, causes the percentage to be slightly higher than five percent.
Additionally, retailers are paid commissions through a one percent cashing bonus on redemption of
tickets {including free tickets).

Prizes

In accordance with the Act, variable percentages of the gross revenue from the sale of On-line and
Scratch-Off Lottery tickets shall be returned to the public in the form of prizes paid by the Lottery or
retailers as authorized. Prior to July 1, 2006, the Act authorized, as nearly as practicable, at least 50
petcent of ticket sales must be returned to the public in the form of prizes.

Prize expense for On-line games is recorded based on prizes won by the players, as revenue is
recognized. Any prize that remains unclaimed at the end of a 180-day period following a draw is
considered unclaimed.

Prize expense for Scratch-Off games is recorded based on the predetermined prize structure for each
game, as revenue is recognized. Any prize that remains unclaimed 60 days after 2 Scratch-Off game
1s closed is considered unclaimed.

As of July 1, 2005, eighty pcrcént of all unclaimed prize money is deposited in the Educational
Enhancement Trust Pund (EETF). The remaining twenty petcent of unclaimed prize money is
added to the pool from which future prizes are to be awarded or used for special prize promotions
and is reported as restricted net assets for future prizes or special prize promotions.

All prizes are recorded at the actual amount except for the annuity-funded prizes, which are paid out
on a deferred basis. The actval prize expense for these types of prizes is based on the present value
of an annuity using the interest yield on the investments, which were acquired to fund the annuity.

Compensated Absences

Emiployees earn the right to be compensated during absences for vacation, illness, and unused special
compensatory leave earned for hours worked on legal holidays. Compensated absences for annual
leave are recorded as a liability when the benefits are earned. Compensated absences for sick leave
are calculated based on the vesting method. Within the limits established by law or rule, unused
leave benefits are paid to employees upon separation from State service. The cost of vacation and
calculated sick leave benefits is accrued in the pedod in which earned. - The compensated absences
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amounts are based on current year-end salaty rates and include employer social secutity and pension
contributions at current rates. '

Self-Insurance

The Lottery participates in the various self-insurance programs established by the State of Florida for
property and casualty losses and employee health insurance. Coverages include property, general
liability, automobile lability, workers’ compensation, court-awarded attorney fees, and federal civil
tghts actons. Property is self-insured for actual cash value to an aggregase of $2 million per loss
event for all perils except named windstorm and flood. Property losses in excess of $2 million are -
commercially insured up to $200 million per loss event excluding named windstorm or flooding
events. Named windstorm and flood losses have a $2 million deductible pet occurrence, with a $40
million annual aggregate deductible with commercial insurance coverage up to $30 million per
occurrence. Workers® compensation is provided to comply with the applicable law. The employee
health and deotal insurance program provides for payment of medical claims of employees and
covered dependents.

Use of Estimates

The preparation of financial staternents in conformity with generally accepted accounting principles
requires management io make estimates and assumptions that affect the reported amounts of assets,
liabilities, restricted net assets, revenues, and expenses, and disclosures of contingent assets and
liabilities. Actual results could differ from those estitnates.

2. CASH AND INVESTMENTS

a.

Cash and Cash Equivalents

Cash is held in demand deposits at vadous financial institutions. ‘These deposits, with a book value
of approximately $1,168,000 at June 30, 2008, and $3,269,000 at June 30, 2007, were insured by either
the State’s collaterz! for public deposits in accordance with Section 280.04, Florida Statutes, or
¥ ederal depository insurance.

Chapter 280, Florida Statutes, genetally requires public funds to be deposited in a bank ot savings
association that is designated by the Chief Fmancial Officer as authorized to receive deposits in the
State and that meets the collateral requirements. Collateral in the amount of the greater of the
average daily balance of public deposits multiplied by the depository’s minimum collateral pledging
level, established by the Chief Financial Officer, or 25 percent of the average monthly balance of
public deposits or 125 percent of the average daily balance of public deposits greater than capital, is
required to be deposited with the Chief Financial Officer as security for public deposits. Collateral
may be held by another custodian with approval of the Chief Financial Officer if conditions are met
that protect the State’s interest. The amount of collateral may be increased to 125 percent of the
average daily balance of public deposits if specified conditions exist. Eligible collateral includes
federal, federally-guaranteed, state and local government obligations, corporate bonds, and other
secuities designated allowable under conditions set by the Chief Pinancial Officer.

Statutes provide that if a loss to public depositories is not covered by deposit insurance and the
proceeds from the sale of secutities pledged by the defaulting depository, the difference will be
provided by an assessment levied against other qualified public depositoties of the same type as the
depository in defanlt.

Due to the investing policy of the Lottery, book overdrafts were approximately $2,769,000 at June

30, 2008, and $4,415,000 at June 30, 2007, representing outstanding prize payment checks and retatler
payment checks. These outstanding checks are included as a component of prizes payable and
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accounts payable. The Lottery has an agreement with a financial institution to honor prize payments
and retailer payments, as they ate presented to the bank, up to $75 million.

Surplus cash is maintained in the State Treasury’s gcneral pool of investments. The Chief Financial
Officer pools funds from all departments. Included in the pool are primarily time deposits, U.S.

Government securities, federal agency securities, bankers” acceptances, commercial papet, corporate
bonds and notes, repurchase agreements and reverse repurchase agreements. The Lottery’s share of
this investment pool was approximately $216,211,000 and $198,120,000 2t June 30, 2008, and 2007,
sespectively. No allocation will be made as to the Lottery’s share of the types of investments or their
tisk categories. The Lottery’s share of the assets and liabilities arising from the security lending
agreements will likewise not be carried on the statement of met assets since the State Treasury
operates on a pooled basis and to do so may give the misleading impression that the Lottety itself has
entered into such agreements. For further information refer to the State of Florida’s Comprehensive
Annual Financial Report ot publications of the Office of the Chief Financial Officer.

b. Investments, Grand Prize

The grand prize investments primarily consist of U.S. Government obligations held on the Lottery’s
behalf by the State Board of Administration (SBA). Grand prize investments and related grand
prizes payable are not presented in current assets or liabilities. They are not part of current
operations but instead are restricted assets and liabilities that are held by the Lottery for grand prize
winnings to be paid on a deferred basis if the cash payment option is not selected.

Grand prize investments are shown at fair value, and the related grand prizes payable are adjusted to
the net present value using the yield on the investments. The difference between the fait value of the
investments and the pet present value of the grand psizes payable is reflected as a zestriction for
undistributed appreciation on investments in net assets. This represents the unrealized gains on the
investments. Because these investments are held restrictively for grand prize winners, this balance is
not available for transfer to the EETE.

Interest accreted on grand prize investments during the year is reflected as an increase in the carrying
value of grand prizes payable on the statement of net assets, and as 2 nonoperating expense on the
statement of revenues, expenses and changes in net assets. Net apprecistion in fair value of
investments is reflected as a nonoperating revenue on the statement of revenues, expenses and
changes in net assets, and takes into account zll changes in fair value that occurred during the year,
including purchases, maturities, sales, and interest on maturities.

c. Investments, Other

These investments consist of the fair value of investments made with cash collateral held by the SBA
on the Lottery’s behalf as part of a secuzities lending program.

The SBA, authorized by Section 215.47, Florida Statutes, participates in a securities lending progzram
involving grand prize investments. The Lottery, through the SBA, loans varous secutities to
borrowers for collateral with a simultaneous agreement to return collateral for the same secunties in
the future. Collateral received from bortowers may be cash or U.S. Government securities. The
SBA is contractually limited from pledging or selling collateral except in the event of borrower
default. The contract with the lending agent requires it to indemnify the SBA if the borrowers fail to
return the underlying secusities or fail to pay income distributions on them. No significant violations
of legal or contractual provisions occurred, and no losses resulted from borrower or lending agent
defaults.

In March 2008, Mellon Bank replaced Dresdner Bank as the agent in lending U.S. Treasuty securities

to various authorized brokers for cash or U.S. Government securitiés. Initially, collateral received
shall be in the form of cash at 100 percent, or other securities valued at 102 percent, of the fair value
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of the secusities loaned as required by the lending agreement. Borrowers must be approved for
lending by Mellon Bank’s credit department. Mellon Bank monitors the fair value of collateral
provided and the securities on loan on a daily basis. Additional collateral is required if the fair value
of the collateral for any loan is less than 100 percent of the fair value of the securities provided for
such loan. The SBA had no credit risk exposure to borrowers at year-end.

The SBA received $1,095,328,000 of cash collateral for the lending program as of June 30, 2008, and
$1,247,931,000 as of June 30, 2007. At June 30, 2008, the collateral that was held for the securities
lending transactions exceeded the fair value of the securities underlying the agreements (including
accrued interest). ‘The cash was invested in securities authorized by the lending agreement.
Authorized securities include primarily certificates of deposit, corporate and medium term notes,
asset-backed securities, and repurchase agreements. The invested cash collateral genetally has a
shorter maturity than the securities on loan.

Securities lending activity for the years ended June 30, 2008, and 2007, consisted of (in thousands):

2008 2007
Securities lending income $ 53,189 $ 74,549
Less broker rebates (43,108) - (70,582)
Less bank fees {1,782) (792)
Net securities lending revenue $ 8,301 $§ 3175

Investment Credit Risk

Lottery grand prize winner investments have been limited to U.S. Government guaranteed securities
in order to comply with Section 24.120(2), Flotida Statutes. The Treasury Investment Pool’s current
rating by Standard and Poors is AA-f. Listed below are the Standard & Poors credit ratings for the
lending program’s invested cash collateral (in thousands):

Standard & Poors Credit Rating

Investment Type AAA AA A BB . NR Totals
Certificates of Deposits $ - kS - g - $ - $ 7,966 $ 7,966
Domestic Corpotate Bonds & Notes 9,956 199,833 290,646 - - 500,435
Domestic Asset-backed Securties 373,148 - - 5,527 14,833 393,508
International Corporate Bonds &

Notes 19,947 ’ - - - - 19,947
International Asset-backed Secutities 30,285 - - - - 30,285
International Backed CMO's 108,462 108,462
Repurchase Agreements - - - - 7,714 7,714
Grand Total § 541,798 $ 199833 § 290,646 $ 5527 S 30513 § 1068317

Investment In teresf Rate Risk

The investment policy objective is to match maturities of investments with the maturities of the
lottery winner ansuities. Therefore, investments are held to maturity after they are purchased
thereby eliminating interest rate risk. Listed below are the Lottery’s investments in U.S. Treasury
Strips at fune 30, 2008 (in thousands):
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Tim e to Maturity Fair Value
< 1year g 217,587
> 1 vyear to 3 years 358,555
> 3 years to 5 years 251,279
> 5 years to 10 years 239,954
> 19 years to 15 years 40,310
> 15 years to 20 years 34,796
> 20 years to 25 years 17,771
> 25 years 95 ¢
Total $ 1,161,202

“The Lottery contracts with the SBA to execute the securities lending program. The securities lending

authorization agreement between Mellon Bank and the SBA requires that the maximum weighted
average portfolio maturity not exceed 90 days. The lending program invests a significant amount of
its assets in floating rate securities and limits the maximum reset period for interest rate-changes to 6
months. Next reset dates are used in the calculation of weighted average maturity. Listed below are
the weighted average matutities for the lending program’s invested cash collateral (in thousands):

Weighted
Average
Fair Value Maturity
Investment Type (Thousands) {Days)
Certificates of Deposits $ 7,966 0.01
Dotnestic Corporate Bonds & Notes 500,435 i 19.63
Domestic Asset-backed Securities 393,508 6.73
International Corporate Bonds & Notes 19,947 0.28
International Asset-backed Securities 30,285 1.18
International Backed CMQ's 108,462 4.23
Repurchase Agreements - 7,714 0.01
Total - $ 1068317 32.07

A sk factor associated with this lending agreement is the value of the invested cash collateral. 1f the
invested cash collateral is required to be liquidated, any shortfall between the value of the invested
cash collateral and the securities lending obligation becomes the responsibility of the Lottery. As of
June 30, 2008, the potential unrealized shortfall is $27 million. Other risk factors include
counterparty default and failure of the custodial bank to indemnify the Lottery.

The effective duration of the Treasury Investment Pool is approximately 3.31 years at June 30, 2008
Investment Concentration of Credit Risk

Since all long-term investments (other than in the securities lending program) are in US.
Government guaranteed securities, the Lottery has not adopted a policy regarding concentration of
credit risk. The secarities lending program has established investment concentration risk policies that
limit the aggregate exposure to any one issuer or guarantor that is not the U.S. Government or
guaranteed by the US. Government to 10 percent of the book value of the lending prograrm’s
invested cash collateral. No invested cash collateral exceeded the 10 percent limitation.

Investment Custodial Credit Risk
Custodial credit risk is defined as the risk that an entity may not recover securities held by another
party. The Lottery does not have a formal policy regarding custodial credit risk. The custodian for

the SBA-administered lending program is also the counterparty to the investment transactions.
Therefore, $1,068,317,000 of investments were subject to investment custodial risk at June 30, 2008.
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At June 30, 2008, and june 30, 2007, all non-lending investments held were either insured or
registered and held by the Lottery or its agents in the Lottery’s name and thus were not subject to
custodial credit risk.

h. Foreign Currency Risk

The Lottery has no exposure to foreign currency sisk as of June 30, 2008, and june 30, 2007.

i. Investment Summary

The following schedule summarizes all investments and investments loaned under security lending
agreements at June 30 (in thousands):

June 30, 2008 June 30, 2007

Investment Type ‘ Carrying Value Carrying Value
Certificates of Deposit % 7966 % -
Repurchase Agreements 7,714 -
11.8. Government Obligations and Federally Guaranteed : ’

Obligations 79413 56,452
Domestic Cotporate Bonds and Notes 500,435 -
Domestic Non-Govemmental Asset-backed Securities 393,508 -
Internatioral Cotporate Bonds and Notes 19,947 -
International Non-Governmental Asset-backed Securdties 30,285 -
International Non-Governmental CMO's 108,462 -
Investments Held by Others Under Securities Lending

Agreements - US. Obligations 1,081,789 1,231,502
Pooled Investments with State Treasurer 216211 198,120
Money Market and Mutual Fands - 1244246
Total Investments $ 2,445 730 § 2,730.320

The following schedule reconciles cash and investments to the Statement of Net Assets at June 30 (in

thousands):
June 30, 2008
Cash at
Financial Cash at State
Investments Institutions Treasury Total

Cash and cash equivalents % 141863 % 687 % 481 % 143,031
Restricted cash and cash equivalents 74,348 - - 74348
Investments, grand prize 1,161,202 - - 1,161,202
Investments, other 1,068,317 - - 1,068,317
Total S 2,445 730 $ 687 3 481 § 2,446,898
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June 30, 2007
Cashat
Financial Cash at State
Investments Institutions Treasury Total
Cash and cash equivaents % 179,601 $ 3,269 3 718 18303
Restriged cashand cash equivalents 18,429 - - 18,429
Investmerts, grand pdze 1,287,954 - - 1,287.954
Investments, cther 1,244,246 - - 1,244 246
Total S 2730320 S 3269 ) ! § 2733660
3. ACCOUNTS RECEIVABLE
Accounts receivable as of June 30 consisted of (in thousands):
2008 2007
Ticket sales receivable $42,477 $ 37,237
Other receivables 67 253
Total receivables 42 544 37,480
Less allowance for doubtful accounts (2472) (2,790}
Accounts receivable, net . $40,072 $ 34,700

4. SECURITY DEPOSITS AND DEPOSITS PAYABLE

The Lottery receives certificates of deposit and cashier’s checks from certain vendors and retailers in order
to secure contract performance. These instruments are held in trust by the State with any interest earnings
being credited to the vendor or retailer. These deposits are established to reduce the potential financial
risk to the Lottery in the event of a breach of contract. These certificates and checks appear on the
Statement of Net Assets, in assets as security deposits, and in liabilities, as deposits payable.

5. CAPITAL ASSETS

Capital assets at June 30 consisted of {in thousands):

200607 2007-08

Balance Balance Balance

39Junds Increase Decrease 30-Jun-07 increase Decrease 30-fun-08
Data processing equipment $ 8,332 $ 1,283 3 (421} 5 9,394 3 - g {158} 8 9,236
Office equipmentand fixrures 6,563 5 {608) 5,960 8 - 5,948
Vehicles and other equipment 3,297 200 (325) 3,172 110 (226) 3,056
18,392 1,488 {1,354) 18,526 118 {384} 18,260
Less:accumulated depreciation 17,148 726 (1,25 6) 16,618 695 {332) 16,981
Total capital assets, net 3 1,244 3 762 3 {28) h] 1,908 $ (577) 3 (52} 3 1,279
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6. LONG-TERM LIABILITIES

a. Grand Prizes Payable

Grand prizes payable at June 30 consisted of (in thousands):

Lotto grand prizes (face valug)

Mega Money grand prizes (face value)
Wwin for Life grand prizes (face value)
Big 10 grand prizes (face value)

Flaminge Fertune Game Show grand prizes {face valus)

Manthly Grand game prizes (face value)
Win a Million grand prizes (face value}
Yearly Bonus grand prizes (face value)
Lucky for Life grand prizes (face value)
Set for Life grand prize (face value)

Cash Spectacular grand prize (face value)

Cash for Life

l.oaded for Life
Less imputed interest

Net present value of grand prizes payable

Current prizes payable fromrestricted asseis

Noncurrent prizes payable

Total grand prizes payable

2008 2007
$ 1,351,603 $ 1,596,403
7,660 5,594
13,386 13,750
- 10
1,000 1,100
38 60
500 550
250 300
12,300 12,700
2,820 3,000
750 300
250 -
3,250 -
(346,061) (420,848)
3 1,046,844 3 1213419
$ 212,299 $ 237,329
834,545 978,000
$ 1.046.844 § 1,213,419

The following depicts by fiscal year the value {in thousands) of the grand prize annuities to pay

24

prizewinpers:
Year Ended June 30 Amount
2009 $ 219,980
2010 200,237
2011 176,977
2012 153,026
2013 131,162
2014-2018 309,807
2019-2023 71,615
2024-2028 79,224
2029-2033 48,495
20342037 3,282
Grand prizes (face value) 1,393,805
Less imputed interest ©(346,961)
Net present value of grand prizes payable $ 1,046,844
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b. Compensated Absences Payable

Compensated absences payable at June 30 consisted of (in thousands):

2008 2007
Current compensated absences $ 852 $ 867
Noncurreni compensated absences 2,897 3,025
Total $ 3,749 $ 3,892

¢. Changes in Long-Term Liabilities

Changes in long-term Habilities are sumnarized as follows (in thousands):

Amount
Balance ' Balance Due Within
July 1, 2007  Additions  Reductions  June 30, 2008 OCne Year
Grand prizes payable $1,213,419 $79,762 ($248,337) $1,046,844  $212,299
Compensated absences payable 3,892 1,805 {1,248) 3,74% 852
FPostemployment healthcare
benefits payable - 252 - 252 -
Total long-term liabilities $1,217,311 $81,819  ($248,285) $1,050,845  $213,151

See Note 8 for additional information regarding the postemployment healtheare benefits payable.
DUE TO EDUCATIONAL ENHANCEMENT TRUST FUND '

In accordance with the Act, effective July 1, 2005, vatiable percentages of the gross revenue from the sale of
On-line and Scratch-Off lottery tickets as determined by the Lottery, and other earned revenue, exciuding
application processing fees, shall be deposited in the Educational Enhancement Trust Fund (EETF) as
provided in Section 24.121, Florida Statutes, as amended. Previously, the Act required at least 39 percent of
On-line and miscellaneous revenue, net of retailer fees, be transferred to the EETF for the benefit of public
education. Effective July 1, 2002, the Department was authotized, pursuant to Seciion 24.121(1), Florida
Statutes, to increase the percentage of Scratch-Off game revenues returned as prizes and transfer a variable
percentage to the EETF. The Lottery implemented this strategy in September 2002. 'The amount
transferred for the fiscal year ended June 30, 2008, was $1,283,414,000, (30.7 percent of revenues} and for
the fiscal year ended June 30, 2007, the transferred amount was $1,263,272,000, (30.6 percent of revenues).

Because the net appreciation in fair value of investments and amortization of grand prizes payable, included
in non-operating revenue and expenses, relate to valuations of the restricted grand prize investments and
grand prizes payable, they are excluded from the determination of transfers to the EETF.

Effective July 1, 2005, provisions of the Act relating to the allocation of revenues for public education were
revised. The changes in the provisions were designed to maximize the transfers of moneys to the EETF.
These revisions resulted in changes in the methodology used to calculate the transfer based on a bustness
model of revenue minus expenses rather than a percent of revenue.

During fiscal year 2008, the Lottery established a restricted prize reserve to support prize payments to
winners of the Florida Lotto $2 and $3 jackpots. This change directly impacted the On-line transfer rate
and was the primary reason for the rate recuction.

The amount due to EETF at June 30, 2008, and June 30, 2007, was as follows {in thousands):
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June 30, 2008 June 30, 2007
On-liee ticket sales % 1,805,996 $ 1,838,496
Average percent traos ferred 3% 3%
Transfer of On-line ticket sales 675,547 717,013
Unclaimed On-line ticket prizes 33,514 32,969
Percent transferred 80% 8%
Transfer of unclaimed On-line ticket prizes 26,811 26,375
Scratch-Off ticket sales 2,368,781 2,283,620
Average percent trans ferred 2% 21%
Transfer of Scratch-Off ticket sales 512,143 487,396
Unclaimed Seratch-Off ticket prizes 49,703 15,466
Petcent transferred 80% 805%
Transfer of Scratch-Off ticket prizes 39,764 12,373
Nonoperaiing (revemues) expenses, net 34,191 (3,103
Add
Net {appreciation) depredation in fair value of investments {89,149 (71,930
Amortization of grand prizes payable 76,383 87,951
Total Nenoperating revenue, net 21,425 12,919
On-lige fees and miscdlaneous reverme 7,724 7,196
Dhue for the year 5 1,283 414 $ 1,263,272
Balancee due, beginmiog of year 117,433 93,923
Paid during the year (1,287,968 {1,239,762)
) 112,879 $ 117 433

Due to Educational Enhancernent Trost Fund, June 30

PENSIONS AND OTHER POSTEMPLOYMENT BENEFITS

a. Retirement Programs

Flotida Retirement System. ‘The Florida Retirement System (FRS) is primarly a

State-administered, cost-sharing, multiple-employer, defined benefit retirement plan (Plan). FRS
provisions are established by Chapters 121 and 122, Florida Statutes; Chapter 112, Part IV, Florida
Statutes; Chapter 238, Florida Statutes; and Florida Retirement System Rules, Chapter 60S, Florida
Administrative Code; wherein eligibility, contributions, and benefits are defined and described in
detail. Bssentially, all regular employees of participating employers are eligible to enroll as members
of the FRS.

Benefits in the Plan vest at 6 years of service. All members are eligible for normal retitement
benefits at age 62 or at any age after 30 years of setvice, which may include up to 4 years of credit
for military service. The Plan also includes an early retirement provision, but imposes 2 penalty for
each year a member retires before his or het normal retirement date. The Plan provides retirement,
disability, and death benefits, and annual cost-of-living adjustments.

A Deferred Retirement Option Program (DROP), subject to provisions of Section 121.091, Florida
Statutes, permits employees eligible for normal retirement under the Plan to defer receipt of
monthly benefit payments while continuing employment with an FRS employer. An employee may
participate in the DROP for a petiod not to exceed 60 months after electing to participate. During
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the period of DROP pardcipation, deferred monthly benefits are held in the FRS Trust Fund and
accrue interest.

"The State of Florida establishes contribution rates for participating employers. Contribution rates
as a percentage of gross salary were as follows:

Fiscal Year Fiscal Year
Ended Ended

Class or Fan June 30,2008  June 30, 2007
Senior Management 13.12 percent 13.12 percent
Regular Employees £.85 percent 2 .85 percent
Special Risk 20.92 percent  20.92 percent
DeferredRetirement Option Program

{DROP} - Applicable to members fromafl

of the above classes 10.91 percent  10.91 percent

Employer rates include 1.11 percent for the post-employment insurance
subsidy. Also, employer rates, other than for DROP participants, include
0.05 percent for administrative costs of the Public Employees Optional
Retirement Pragram.

The Lottery’s liability for participation is limited to the payment of the required contribution at
the rates and frequencies established by law on future payrolls of the Lottery. The Lottery’s
contributions for the fiscal years ended June 30, 2006, June 30, 2007, and June 30, 2008, totaled
$1,283,000, $1,605,000, and $1,575,000, respectively, which wezre equal to 100 percent of the
required contributions for each fiscal year. These contributions represented 7.4 percent, 9.0
percent, and 8.7 percent of covered payroll, for the years ended June 30, 2006, June 30, 2007, and
June 30, 2008, respectively.

Section 121.4501, Florida Statutes, provides for a Public Employee Optional Retrement
Program (PEORP) The PEORP is a defined contribution plan alternative available to all FRS
membess in lieu of the FRS defined benefit plan. Lottery employees already participating in
DROP are not eligible to participate in this program. Employer contributions are defined by
law, but the ultimate benefit depends in part on the performance of investment funds. The
PEORP is funded by employer contributions that are based on salary and membership class
(Regular Class, Special Risk Class, etc). Contributions are directed to individual member
accounts, and the individual members allocate contributions and account balances among various
approved investment choices. Required employer contributions made to PEORP for the fiscal
yeats ended June 30, 2008, and 2007, totaled $281,510 and $218,759, respectively.

Financial statements and other supplementary information of the FRS are included in the State’s
Comptehensive Annual Financial Report, which is available from the Florida Depattment of
Financial Services. An anmual report on the FRS, which includes its financial statements,
required supplementary information, actuarial report, and other relevant information, is available
from the Florida Department of Management Services, Division of Retirement.

Senior Management Service Optional Annuity Program. Some Lottery employees also
participate in the Senior Management Service Optional Annuity Program (SMSOAP). The
SMSOAP is a defined contribution plan that provides retirement and death benefits to the
participant pursuant to Section 121.055, Florida Statutes. Participants have full and immediate
vesting of all contributions paid on their behalf to the participating provider companies to invest
as directed by the participants. Employees in eligible State positions may make an irrevocable
election to participate in the SMSOAP in lieu of the Senior Management Service Class.
Employers conttibuted 12.49 petcent of covered payroll for July 2007 through June 2008. This
contribution rate includes a contribution that would otherwise be paid to the Retiree Health
Insurance Subsidy (HIS) Program described below so the SMSOAP retiree is not eligible to
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receive monthly FIIS benefits. A participant may contribute by salary reduction an amount not
to exceed the percentage contributed by the employer.

Retiree Health Insutance Subsidy (HIS). 'The Retitee Health Insurance Subsidy (HIS) was
created by the Florida Legislature in 1987 to assist FRS retirees in paying health insurance costs.
The HIS is a cost-sharing multiple-employer defined benefit pension plan established in Section
112.363, Florida Statutes. For the fiscal years ended June 30, 2008, and 2007, eligible retirees or
beneficiaties received a monthly HTS payment equal to the number of years of creditable service
completed at the time of retirement muliiplied by $5. The payments to individual refirees or
beneficiaries were at least $30 but not more than $150 per month. To be eligible to receive the
HIS, an FRS retiree must apply for the benefit, provide proof of health insurance coverage,
which can include Medicare or TRICARE, and be approved.

The HIS is funded by required contributions from FRS participating employers. For the years
ended June 30, 2008, and 2007, the Lottery contributed 1.11 percent of payroll for all active
employees covered by the FRS. For the year ending June 30, 2008, the Lottery contributed
$185,528 in employer contrbutions to the HIS Program. This contribution was deposited 1n a
separate trust fund from which HIS payments are authorized. If these contrbutions fail to
provide full subsidy benefits to all participants, the subsidy payments may be reduced or
canceled.

The State of Florida’s implementation of GASB Statement No. 43, Financial Reporting for
Postemployment Benefit Plans Other Than Pension Plans, resulted in a reevaluaton of the HIS
classification as a “postemployment benefit other than a pension” and its reclassification as a
“pension benefit.” The accounting and financial reporting for the HIS is now governed by
GASB Statements No. 25 and 27, Accounting for Pensions by State and Local Government
Employers, which was implemented for the fiscal year ending June 30, 2007, the transition year.
Further disclosures and other supplementary infotmation for the HIS are included i the
Comprehensive Annual Financial Report of the State of Florida which may be obtained from the
Florida Department of Financial Services.

Deferred Compensation Plan. The Lottery, through the State of Florida, offers its employees
a deferred compensation plan created in accordance with Section 457 of the Internal Revenue
Code. The plan {refer to Section 112.215, Florida Statutes), available to all regular payroli State
employees, permits them to defer a portion of their salaries vntl future years. The deferred
compensation is not available to employees untit termination, retitement, death or an unforeseen
EINErgetIcy.

All amounts of compensation deferred under the plan, all property and rights purchased with
those amounts, and all income attributable to those amounts, property, or rights are (not-
withstanding the mandates of 26 U.S.C.5.457(b)(6), all of assets specified in subparagraph 1) held
in trust for the exclusive benefit of participants and their beneficiaries as mandated by 26
US.Cs457(g)(1).

The Lottery does not contrdbute to the plan. Participation under the plan is solely at the
discretion of the employee.

The State has no liability for losses under the plan but does have the duty of due care that would
be required of an ordinary and prudent investor. Pursuant to Section 112.215, Florida Statutes,
the Deferred Compensation Trust Fund is created in the State Treasury.

b. Postemployment Healthcare Benefits

The Lottery participates in the State Employees” Health Tnsurance Program, a cost-sharing
multiple-employer defined benefit postemployment healthcare plan administered by the State of
Florida, Department of Management Services, Division of State Group Insurance, to provide
group health benefits. Section 110.123, Florida Statutes, provides that retirees may participate in
the State’s group health insurance programs and assigns the authority to establish and amend
benefit provisions to the Department of Management Sexvices. Although premiums are paid by
the retiree, the premium cost to the retiree is implicitly subsidized by the commingling of claims
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10.

11.

experience in a single risk pool with 2 single premium determination. An actuarial valuation has
been performed for the plan and the Lottery’s employees were included in the actuarial analysis.
For more information on the plan regarding the funding policy and actuarial methods and
assutriptions, see the State’s Comprehensive Annual Financial Report, which is available from the
Department of Financial Services.

In accordance with GASB Statement 45, the Lottery is required to record its portion of the
implicit post employment health benefit liability beginning in the fiscal year ended June 30, 2008.
Post employment health benefits payable at June 30, 2008, was $252,000.

OPERATING LEASES

The Lottery has entered into operating leases for the rental of office and warehouse space for the
headquarters and district offices as well as the rental of computer equipment. Certain leases are
renewable at the option of the Lottery.

Future minimum rental payments as of June 30, 2008, are scheduled as follows (in thousands):

Year Ending
June 30 Headquarters Districts Total
2009 $ 2,562 3 946 $ 3,508
2010 2,587 06 3,493
2011 2812 3803 3,415
2012 2,839 691 3,330
2013 2,666 354 3,020
Total $ 13.066 $ 3,760 3 16,766

Rental expense under all operating leases totaled approximately $3,412,000 and $3,323,000 for the years
ended June 30, 2008, and 2007, respectively.

OTHER COMMITMENTS

The Lottery has entered into contractual agreements under which On-line and Scratch-Off lottery game
vendors provide gaming systems, tickets, and related services. The Lottery entered into a new contract
for an On-line gaming system, which took effect on January 31, 2005. The new contractor is
compensated at a rate of 1.1499 percent of sales, The contractor’s compensation for On-line games for
the fiscal years ended June 30, 2008, and 2007, was $26,165,000, and $24,792,000, respectively.

The Lottery is entering into 2 new contract for Scratch-Off game tickets and related services to take
effect on October 1, 2008. The rates under the new contract will range from 0.9744 percent to 2.385
percent based on ticket price point and total annual sales. The current rate is 2.25 percent in effect
since October 2006. Compensation under this agreement amounted to §55,135,000 for the fiscal year
ended June 30, 2008, and §53,298,000 for the fiscal year ended June 30, 2007.

LITIGATION
‘The Lottery is involved in litigation and other claims incidental to the otdinary course of its operations.

Tn the opinion of Lottery management, based on the advice of legal counsel, the ultimate disposition of
these lawsuits and claims will not have a material adverse effect on the ficancial position of the Lottery.
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AUDITOR GENERAL
STATE OF FLORIDA

G74 Claude Pepper Building
David W. Martin, CPA 111 West Madison Street $50/488-5534
AUDITOR GENERAL Tallahassee, Florida 32399-1450 Fax: 850/488-6975

'The President of the Senate, the Speaker of the
House of Representatives, and the
Legislative Auditing Committee

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

We have audited the financial statements of the Florida Department of the Lottery (the Lottery) as of and for the
fiscal year ended June 30, 2008, and have issued our report thereon included under the heading INDEPENDENT
AUDITOR’S REPORT ON FINANCIAL STATEMENTS. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to financial audits

contained in Government Auditing Standards issued by the Comptroller General of the United States.
Internal Control Over Financial Reporting

We have examined the effectiveness of the Lottery’s internal control over financial reporting as of June 30, 2008,
based on criteria estzblished in Infernal Control — Integrated Framework issued by the Comunittee of Sponsoring
Organizations of the Treadway Commission (COSO). The Lottery’s management is responsible for maintaining
effective internal control over financial reporting. Qur responsibility is to express an opinion on the effectiveness of

internal control based on our examination.

Our examination was conducted in accordance with attestation standards established by the American Insttute of
Certified Public Accountants, and the standards applicable to attestation engagements contained in Government
Aunditing 8 Landards issued by the Comptroller General of the United States. Our examination included obtaining an
understanding of the internal control over financial reporting, testing and evaluating the design and operating
effectiveness of the internal control, and performing such other procedures as we considered necessary in the

circumstances. We believe that our examination provides a reasonable basis for our opinion.

Because of inherent limitations in any internal control, misstatements due to errors or fraud may occur and not be
detected. Also, projections of any evaluation of the internal control over financial reporting to future periods are
subject to the risk that the internal control may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.
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In our opinion, the Lottery maintained, in alt material respects, effective internal control over financial reporiing as
of June 30, 2008, based on the criteria established by Internal Control — Integrated Framework issued by COSO. While
we noted no matters involving internal control over financial reporting and its operation that we consider to be
tnaterial weaknesses, we did note additional matters involving the internal control over financizl reporting, which are

discussed in the SCHEDULE OF FINDINGS.
Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Lottery’s financial statements are free of material
misstatement, we performed tests of its compliance with certain proﬁsions of laws, ruales, regulations, contracts, and
grant agreements, noncomphance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
mnstances of noncomp]iénce or other matters that are required to be reported under Government Auditing Standards.
However, we noted certain additional matters involving legal compliance, which are discussed in the SCHEDULE
OF FINDINGS.

The Lottery’s response to the findings described in the SCHEDULE OF FINDINGS section of this report is

included as Exhibit E. We did not audit the Lottery’s response and, accordingly, we express no opinion on it.

Pursuant to Section 11.45(4), Florida Statutes, this report is a public record and its distribution is not limited.
Auditing standards generally accepted in the United States of America requite us to indicate that the provisions of
this report relating to compliance and other matters are intended sdlely for the information and use of the
Legislative Auditiilg Commitice, members of the Florida Senate and the Florida House of Representatives, and
applicable management, and are not intended to be and should not be used by anyone other than these specified

patties.

Respectfully submitted,

SLC ]

David W. Martin, CPA
December 23, 2008
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Information technology (IT) controls are intended to protéct the confidentiality, integtity, and availability of data
and I'T resoutces. During our audit, we identified the need for enhancements to the Lottery’s I'T control practices n
fourteen separate arcas, thirteen of which included issues that were tepeated from the prior audit. ‘To avoid the
possibility of compromising Lottery information, specific details of these matters are not disclosed in this report.

However, the appropriate Lottery personnel have again been notified of these issues.

Recommendation: We again recommend that the Lottery make the necessary enhancements to its IT
control practices to address the issues identified.

The Lottery’s On-line ticket and Scratch-Off ticket gaming service vendors are contracially required to pericdically
set aside amounts into marketing and research support funds (fund). The contracts require that the vendors
maintzin the funds; however, the Lottery is responsible for determining the ultimate distribution of the amounts in
the funds. Cash balances for the funds held by the Scratch-Off and the On-line vendors at June 30, 2008, were
$1,272,298 and $18,602, respectively.

In previous Auditor General reports, we recommended that the Lottery continue its renegotiation efforts with its
Scratch-Off vendor to amend its existing contract to include language that addressed the ownership of the
marketing and research support fund. We also recommended that, in lieu of renegotiating with the On-line vendor
to amend its existing contract, the Lottery continue to closely monitor the balance in the fund, with the ntention

and expectation of effectively utilizing all of the available moneys prior to the contract’s end.

"The Lottery executed a new contract with its Scratch-Off vendor effective October 1, 2008, that includes provisions
stipulating that any remaining moneys in the fund will be returned to the Lottery and establishing the Lottery’s tight
to hold back final payment to the vendos if the moneys are not returned.

The Lottety has continued to monitor the marketing and reseatch fund balance held by its On-line vendot. The
Lottery’s intention remains to fully expend all moneys in the fund. Lottery personnel indicated that the issue of
ownership would be considered for the next On-line vendor contract. The current contract expires in March 2011,

Recommendation: We recommend that, in lieu of renegotiating with the On-line vendor to amend its
existing contract, the Lottery continue to closely monitor the marketing and research support fund balance
with the intention and expectation of effectively utilizing all of the available moneys prior to the contract’s
end.
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The Lottery pays the prizewinners of various games through a deferred payment plan (annuity) rather than a single
tump sum payment The Lottery annually pays approximately $246 million to its 846 annuity reciplents,
approximately 740 of whom receive their payments through an electronic funds transfer. Our review disclosed that
controls over related electronic funds transfer payments could be improved. Specific details of this matter are not
disclosed in this report to avoid the possibility of compromising Lottery information. However, the appropriate
Lottery personnel have been notified of this issue.

Recommendation: We recommend that the Lottery make the necessary enhancements to its controls
over annuity electronic funds transfer payments.

Section 24.113, Florida Statutes, requires that 15 percent of the Lottery’s retailess shall be minority business
enterprises, as defined in Section 288.703(2), Florida Statutes; however, no more than 35 percent of such retailers
shall be owned by the same type of minosity person, as defined by Section 288.703(3), Florida Statutes.

Our audit disclosed that as of November 3, 2008, retailers comprising one minority type totaled 63 percent of the
total number of minosity retailers. A similar finding has been included in previous Auditor General reports.

The Lottery has developed an outreach program to increase retailer participation in under-represented minority

groups and patticipation has increased slightly.

Recommendation: We recommend that the Lottery continue to take steps to resolve this finding.

Management’s response is included as Exhibit E.
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ExuiBIT E
MANAGEMENT’S RESPONSE

CHARLIE CRIST
{Faver

EEO DIBENIGND
Seereiry

FLQRED& LOT’E’ERY

January 23, 2009

Wi, David W. Martin, CPA
Agditor Geperal
-G74 Glaude Pepper Building

111 West Madison Sweot.
Tallahassee, Florida 323991460

Dear Mr. Marting

The Lottery has received your Dacember 23 2008 repbriof pretiminary and tenialive
-fmdmg;ﬁ aned reeommendations resuﬁang fom our audit of the Lottery's findnelal
achivities for the fiscal yeat ended June 30, 2008. The stall has discussed your
recommendations and responds asfoliows: .

1. ﬂecommendatuon The Lotiary should male necessary antiancement fo its 1T
“eontrol pragices o address the issues identified.

Responga: The Lotiery fias an angeing pmﬂess to inprove echnology confrols
for information iechnoiogy The enﬁaacemems presented by this audit have been
congidered and eitherhave baen-or are il 1he process of implemantation,

2. Regommenddtion: The Lotiery should continug 1o ¢losely monitor the marketing
angd research support fund balance with e inlention and expegtation of
effectively utilizing all of the availgble moneys: prior 1o the contradts end.

Regponse: The Lottery has and will continus to monitor the matketing and

‘research sUpport fund batance-and fWilly expecis 16 Utilize 4 dvalisbie moneyd
-prior o conbracts end.

5-.0

Recommendation: The Lotiery should make the. necessary ez’ahansemen%s s
_eantrals gver anriuity electronic funds ?ransfer payments,

Response: The Lottery has plans o further Strengthen exisiing controls over all
-annuity electronic funds tfansfer payments.
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EXHIBIT E _
MANAGEMENT’S RESPONSE (CONTINUED)

David W. Martin, GPA

Auditor General

Response to Preliminary and Tertative Findings
Januany23; 2008

Page 2 of 2

4. Recommendation; That the Lotiery continue to take steps 10 resolve the Minority
Hetailer Pariicipation requirement of Section24.113, Florida Statutes.

Response: As recorhmended the Lobtery has angd will continue to address:the
Minority Retaiter Parficipation criletia established in 5.24.113 using & varisly of
approaches. In addition to aitémpls to -amend §. 24.118(1) 1o eliminate the
confligt created by including bBoth a floor and a céiling, the Lodtery has
impiementied shategic initialives to seek out and reeruit undet-répresented
minoritigs.  The strategic Initiatives: include identifving and parinering with
minortity -orienied business associations; conducting rataiier recrditment
seminars, advertising fornéw retaiars in commumty newspapers-and magaZines
and expiofing non-traditional trade styles for Lotiery retailer prospects.  As:
always, the Lottery must ensure that EETF transfers are the foremost objective
when making retafier aontrastand terminal placement devisions:

Fwoild fike 1o thank ‘your staff for' their diligent efforls on behalf of the Lollery and
lnck forward 1o/ recelving your final report.

Sincerely,

Leo DiBenigné
Secretary

LD/ANY

ce: Dennis Harmon, Dépiity Secretary
Ken Hant, General Counsel _
Marcy Jackson, Chief Binancial Officer
Ardy Mompoller; Inspector General
ET Nortelus; Legistative Affairs Director
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