
____________
1/ Instant Tickets, Advertising, On-line Vendor Fees, and Retailer Commissions are appropriated as a percentage of sales.  Therefore, the amounts shown

for those line items in FY 2004 and FY 2005 are estimates only.
2/ An amount equal to 2.7% of gross lottery game sales, but no more than $11,000,000, is appropriated for Advertising in accordance with A.R.S. § 5-505,

that states that not more than 4% of the annual gross revenues shall be expended for Advertising.  This amount is currently estimated to be $7,697,700 in
FY 2004 and $7,897,500 in FY 2005.  (General Appropriation Act footnote)

3/ Of the amount appropriated for Compulsive Gambling Treatment and Information, 50% shall be used to contract for a statewide toll free crisis hotline to
promote public education and awareness about compulsive gambling problems and to provide public information on gambling addiction.  The remaining
50% of the appropriated amount shall be used to contract for the treatment of individuals who are compulsive gamblers.  (General Appropriation Act
footnote)

4/ An amount equal to 3.1% of actual instant ticket sales is appropriated for the printing of instant tickets or for contractual obligations concerning instant
ticket distribution.  This amount is currently estimated to be $4,727,500 in FY 2004 and $4,975,500 in FY 2005.  (General Appropriation Act footnote)

5/ An amount equal to a percentage of actual on-line game sales as determined by contract is appropriated for payment of on-line vendor fees.  This amount
is currently estimated to be $6,616,800 in FY 2004 and $6,586,900 in FY 2005 or 4.99% of actual on-line ticket sales.  (General Appropriation Act
footnote)

6/ An amount equal to 6.5% of gross lottery game sales is appropriated for payment of sales commissions to ticket retailers.  In accordance with Laws 1997,
Chapter 214, an additional amount of not to exceed 0.5% of gross lottery game sales is appropriated for payment of sales commissions to ticket retailers.
The combined amount is estimated to be 6.7% of total ticket sales, or $19,101,700 in FY 2004 and $19,597,500 in FY 2005  (General Appropriation Act
footnote)

7/ General Appropriation Act funds are appropriated as a Operating Lump Sum with Special Line Items by Agency.

Fiscal Year 2004 Appropriations Report 212 Arizona State Lottery Commission

Arizona State Lottery Commission A.R.S. § 5-501

Executive Director:  Kathleen Pushor JLBC Analyst:  Tom Mikesell
FY 2002
Actual

FY 2003
Estimate

FY 2004
Approved

FY 2005
Approved

OPERATING BUDGET
Full Time Equivalent Positions 123.0 123.0 110.0 110.0
Personal Services 4,017,700 4,308,500 4,308,500 4,308,500
Employee Related Expenditures 858,100 1,018,500 1,167,900 1,029,600
Professional and Outside Services 310,000 341,600 341,600 341,600
Travel - In State 218,300 246,400 246,400 246,400
Travel - Out of State 8,600 16,700 16,700 16,700
Other Operating Expenditures 1,085,600 1,110,100 1,146,200 1,142,000
Equipment 323,300 64,500 64,500 0
OPERATING SUBTOTAL 6,821,600 7,106,300 7,291,800 7,084,800

SPECIAL LINE ITEMS
Advertising 1/ 6,128,000 7,554,600 7,697,7002/ 7,897,5002/

Compulsive Gambling Treatment and
   Information 455,900 500,000 300,0003/ 300,0003/

Instant Tickets 1/ 3,582,400 4,634,500 4,727,5004/ 4,975,5004/

On-Line Vendors Fees 1/ 7,543,500 6,502,000 6,616,8005/ 6,586,9005/

Retailer Commissions 1/ 19,763,200 18,746,600 19,101,7006/ 19,597,5006/

Sales Incentive Program 21,800 50,000 50,000 50,000
Telecommunications 2,596,900 2,814,400 2,814,400 2,814,400
AGENCY TOTAL 46,913,300 47,908,400 48,599,9007/ 49,306,6007/

FUND SOURCES
Other Appropriated Funds
State Lottery Fund 46,913,300 47,908,400 48,599,900 49,306,600
  SUBTOTAL - Other Appropriated Funds 46,913,300 47,908,400 48,599,900 49,306,600
AGENCY TOTAL 46,913,300 47,908,400 48,599,900 49,306,600

AGENCY DESCRIPTION — The Arizona Lottery is responsible for administering sanctioned games of chance.  Arizona-
specific games include instant tickets, the Pick, Pick 3 and Fantasy 5 on-line games.  Arizona also participates in the multi-state
Powerball on-line game.
.
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PERFORMANCE MEASURES
FY 2002

Appropriation
FY 2002
Actual

FY 2003
Appropriation

FY 2004
Appropriation

FY 2005
Appropriation

� Amount of estimated on-line sales ($ in
millions) 112.9 151.4 105.4 132.6 132.0

� Amount of estimated instant ticket
sales ($ in millions) 136.9 143.4 140.1 152.5 160.5

� Average amount of sales per Instant
Ticket Vending Machine (ITVM)
(in $) 98,754 86,900 107,477 -- --

� % of active retailer accounts in good
standing 99.8 99.5 99.8 99.8 99.8

� % of agency staff turnover 13.5 11.4 13.5 11.4 11.4
� Administration as a % of total cost 8.1 NA 8.1 8.3 8.3
� Customer satisfaction rating for

retailers (Scale 1-8) 6.0 NA 6.0 6.1 6.1
� % of Lottery ticket sales distributed to

state beneficiaries -- 27.95 -- 27.95 27.95

Comments:  The agency did not submit information for any measure labeled as “NA.”  The average sales per ITVM was below
the estimate for FY 2002 due to the introduction of 100 new ITVMs which had a lower sales per machine than the base
machines used to calculate the estimated average.

Technical Adjustments — The FY 2004 approved
amounts include technical adjustments for Employee
Related Expenditures, Risk Management charges, Other
Fund retirement changes; and Other Fund AFIS charges.
(Please see the General Provisions section at the end of
this Appropriations Report for further details on these
changes.)

Vacant FTE Position Reduction — The approved
amount includes a FY 2004 and FY 2005 decrease of (13)
FTE Positions below the FY 2002.  The approved
reduction is due to the elimination of vacant FTE
Positions.

Computer Upgrades – The approved amount includes a
FY 2005 decrease of $(64,500) below FY 2003 for the
elimination of one-time computer replacement expenses.
In FY 2002 the Lottery commenced a 3-year computer
replacement schedule.  The last year of the plan is FY
2004.

Special Line Items

Advertising — Monies in this line item are used to market
Lottery games.  The approved amount includes an
estimated FY 2004 increase of $143,100 above FY 2003
and an estimated FY 2005 increase of $342,900 above FY
2003.  The actual appropriation is for 2.7% of total ticket
sales.  The displayed increases are derived by applying the
forecasted sales amounts to the approved spending
percentage.  (See Other Issues for a discussion of the JLBC
Staff forecast of Lottery ticket sales.)

Compulsive Gambling Treatment and Information —
Monies in the line item are used to pay for programs

related to gambling addiction.  The approved amount
includes a decrease of $(200,000) in both FY 2004 and FY
2005 below FY 2003.  Pursuant to a General
Appropriation Act footnote, each year $150,000 shall be
used to contract for a compulsive gambling toll-free crisis
hotline, and $150,000 shall be used to contract for
treatment of individuals who are compulsive gamblers.

Instant Tickets — Monies in this line item are used to pay
for instant ticket printing and distribution costs.  The
approved amount includes an estimated FY 2004 increase
of $93,000 above FY 2003 and an estimated FY 2005
increase of $341,000 above FY 2003.  The actual
appropriation is for 3.1% of instant ticket sales.  The
displayed increases are derived by applying the forecasted
sales amounts to the approved spending percentages.  (See
Other Issues for a discussion of the JLBC Staff forecast of
Lottery ticket sales.)

On-Line Vendor Fees — Monies in this line item are
used to pay the vendor that operates the on-line game
computer system.  The approved amount includes an
estimated FY 2004 increase of $114,800 above FY 2003
and an estimated FY 2005 increase of $84,900 above FY
2003.  The actual appropriation in FY 2004 and FY 2005
is equal to the percentage specified in the Lottery’s
contractual agreement with the vendor.  This is currently
estimated to be 4.99% of on-line ticket sales.  The
displayed reductions are derived by applying the
forecasted sales amounts to the estimated approved
spending percentage.  (See Other Issues for a discussion of
the JLBC Staff forecast of Lottery ticket sales.)

Retailer Commissions — Monies in this line item are
used to compensate retailers for selling lottery tickets.  The
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approved amount includes an estimated FY 2004 increase
of $355,100 above FY 2003 and an estimated FY 2005
increase of $850,900 above FY 2003.  The actual
appropriation in FY 2004 and FY 2005 is equal to 6.5% of
total ticket sales.  Pursuant to statute, an additional 0.5% of
total ticket sales may be paid to retailers based on their
attainment of specified sales and marketing objectives.  It
is estimated that 40% of the retailers will meet these
objectives, resulting in an additional 0.02% in retailer
commissions and a total retailer commission rate of 6.7%
of total ticket sales.  The displayed increases are derived
by applying the forecasted sales amounts to the approved
spending percentage.  (See Other Issues for a discussion of
the JLBC Staff forecast of Lottery ticket sales.)

Sales Incentive Program — The approved amount
includes no change in funding from FY 2003.  Monies in
this line item are used to provide monetary incentives to
employees in the Lottery’s Marketing Division for
working with retailers to increase sales.

Telecommunications — The approved amount includes
no change in funding from FY 2003.  Monies in this line
item are used to pay for all costs related to the Lottery’s
telecommunications network.  The Lottery provides
telecommunications services to retailers who sell on-line
game tickets through a contract with private vendors.

Additional Legislation:  Omnibus Budget Reconciliation;
Public Finances (Chapter 263) — This act includes a
provision that requires the Lottery to return to the state
31.6% of the total revenues accruing from the sale of
multi-state lottery tickets in FY 2004.  This provision is a
continuation of FY 2003 session law.  Current permanent
law would only require that the Lottery return 29% of
multi-state ticket sales.  This provision will allow an
estimated additional $2,236,000 in FY 2004 to be returned
to the state above the statutory minimum.  This amount is
in addition to the amount displayed in the Forecast of
Lottery Revenue Distribution table below.

Other Issues:  Lottery Profit Forecast and Distribution —
The JLBC Staff forecasts total Lottery ticket sales of
$285,100,000 in FY 2004 and total sales of $292,500,000
in FY 2005.  This represents a FY 2004 increase of
$5,300,000 from the FY 2003 estimate and a FY 2005
increase of $12,700,000 from the FY 2003 estimate.

The forecasted sales increase is primarily the result of
increasing instant ticket sales. The JLBC Staff forecasts
FY 2004 instant ticket sales growth of $3,000,000 above
FY 2003 and FY 2005 instant ticket sales growth of
$11,000,000 above FY 2003.  Slower growth is forecasted
for sales of the multi-state Powerball on-line game and
declining sales are forecasted for Arizona-only on-line
games, such as the Pick, Fantasy 5, and Pick 3.  The JLBC
Staff currently forecasts a FY 2004 on-line ticket sales
increase of $2,300,000 above FY 2003 and a FY 2005 on-
line ticket sales increase of $1,700,000 above FY 2003.

These sales growth estimates are used in calculating the
FY 2004 and FY 2005 estimates for the Instant Tickets, the
Advertising, On-Line Vendor Fees, and the Retailer
Commissions Special Line Items.  (See individual special
line item discussions above for further information.)

The following table displays the JLBC Staff forecast of
Lottery ticket sales and the corresponding profit
distribution.  Included in the table are total ticket sales
amounts, on-line ticket sales amounts, and instant ticket
sales amounts.  These forecasted amounts were used to
derive the estimates for the budget line items derived
through statutory rates.

Forecast of Lottery Revenue Distribution

FY 2004 FY 2005
Sales:
  Instant Sales $152,500,000 $160,500,000
  On-Line Sales 132,600,000 132,000,000
Total Sales $285,100,000 $292,500,000
Less:
  Operating Budget   $41,308,100 $42,221,800
  Prizes 1/ 168,923,200 174,660,400
Net Profit 2/ $74,868,700 $75,617,800
Profit Transfers:
  LTAF $23,000,000 $23,000,000
  CAF 7,650,000 7,650,000
  Heritage 16,998,500 17,747,600
  Clean Air 0 0
  Econ. Development 2,220,200 2,220,200
  Mass Transit 0 0
  Health & Welfare

Programs 0 0
  General Fund 25,000,000 25,000,000

Total Transfer $74,868,700 $75,617,800

____________
1/ Prizes are estimated by subtracting net profit and operating

budget expenditures from total Lottery sales.
2/ To derive the profit transfer amounts, we applied the actual

FY 2002 rate of return for each game to the current forecast.

Fund Transfers — The General Appropriation Act
transfers $2.5 million from the State Lottery Fund to the
General Fund in FY 2004.  This transfer is not part of the
agency's appropriation and is not reflected in the table
above.
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