Arizona State L ottery Commission

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE BASELINE

OPERATING BUDGET
Full Time Equivalent Positions 104.0 104.0 104.0
Personal Services 4,238,700 4,636,800 4,636,800
Employee Related Expenditures 1,725,800 1,744,600 1,744,600
Professional and Outside Services 337,300 384,300 384,300
Trave - In State 218,600 269,800 269,800
Travel - Out of State 0 16,700 16,700
Other Operating Expenditures 520,600 1,173,900 1,173,900
Equipment 30,900 0 0
OPERATING SUBTOTAL 7,071,900 8,226,100 8,226,100
SPECIAL LINEITEMS
Advertising 12,334,000 15,500,000 15,500,000
Charitable Commissions 0 0 2,400,000
Instant Tickets 10,848,900 13,610,100 14,608,700
On-Line Vendor Fees 7,991,500 7,027,800 7,054,700
Retailer Commissions 36,935,000 37,586,900 39,159,100
Telecommunications 384,100 0 0
AGENCY TOTAL 75,565,400 81,950,900 86,948,600
FUND SOURCES
Other Appropriated Funds
State L ottery Fund 75,565,400 81,950,900 86,948,600

SUBTOTAL - Other Appropriated Funds 75,565,400 81,950,900 86,948,600

SUBTOTAL - Appropriated Funds 75,565,400 81,950,900 86,948,600
Other Non-Appropriated Funds 336,595,400 344,338,900 361,880,200
TOTAL - ALL SOURCES 412,160,800 426,289,800 448,828,800

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

Powerball on-line game.

Operating Budget

| Charitable Commissions

The Baseline includes $8,226,100 and 104 FTE Positions
from the State Lottery Fund for the operating budget in
FY 2012. These amounts are unchanged from FY 2011.

The Sales Incentive Program SLI funding of $50,000 has
been shifted to the operating budget in FY 2012 and all
years have been displayed accordingly.

Advertising

The Baseline includes $15,500,000 from the State Lottery
Fund for Advertising in FY 2012. This amount is
unchanged from FY 2011.

Monies in this line item are used to promote and market
Lottery games.

The Basdline includes $2,400,000 from the State Lottery
Fund for Charitable Commissions in FY 2012. This
amount funds the following adjustment:
FY 2012
Charitable Commissions OF  $2,400,000
The Baseline includes an increase of $2,400,000 from the
State Lottery Fund for a newly-created Charitable
Commissions Special Line Item beginning in FY 2012.

Monies in this line item are used to compensate charities
for selling lottery ‘Tab Tickets. Laws 2010, Chapter 126
established a special type of instant ticket, Tab Tickets, to
be sold exclusively by charitable organizations, who
receive a 20% commission for selling the games. The
displayed amount is derived by applying the approved
percentage to the forecasted Tab Ticket sales. Chapter 126
also alows the department to collect 15% of total Tab
Ticket sales for their operating budget and the department
will distribute the remainder as prizes. Overdl, the
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department’s operating budget is limited to 18% of total
ticket sales, including the 15% of Tab Ticket sales the
department may collect. The Baseline does not include a
new appropriation for administration of Tab Tickets as
these monies will be expended as part of the department’s
regular budget.

I nstant Tickets

The Baseline includes $14,608,700 from the State L ottery
Fund for Instant Ticketsin FY 2012. FY 2012 adjustments
would be asfollows:

Instant Ticket Sales|ncrease OF 998,600
The Baseline includes an increase of $998,600 from the
State Lottery Fund for Instant Tickets due to higher
projected sales in FY 2012. (See Table 1 for more
information.)

Monies in this line item are used to pay for instant ticket
printing and distribution costs. The actual appropriation is
for 3.6% of instant ticket sales. The amount displayed is
derived by applying the approved spending percentage to
the forecasted salestotal.

On-Line Vendor Fees

The Baseline includes $7,054,700 from the State Lottery
Fund for On-Line Vendor Fees in FY 2012. FY 2012
adjustments would be as follows:

On-LineVendor FeesIncrease  OF 26,900
The Baseline includes an increase of $26,900 from the
State Lottery Fund for On-Line Vendor Fees due to higher
projected sales in FY 2012. (See Table 1 for more
information.)

Monies in this line item are used to pay the vendor that
operates the on-line game computer system. The actual
appropriation is equal to a percentage of on-line ticket
sales specified in the Lottery’s contractual agreement with
the vendor, which is 3.7%.

Retailer Commissions

The Baseline includes $39,159,100 from the State Lottery
Fund for Retailer Commissions in FY 2012. FY 2012
adjustments would be as follows:

Retailer Commissionsincrease OF 1,572,200
The Baseline includes an increase of $1,572,200 from the
State Lottery Fund for Retailer Commissions due to higher
projected sales in FY 2012. (See Table 1 for more
information.)

Monies in this line item are used to compensate retalers
for selling lottery tickets. The actual appropriation is equal
to 6.5% of total non-Tab Ticket sales. Pursuant to statute,
an additional 0.5% of total non-Tab Ticket sales may be
paid to retailers based on their attainment of specified sales
and marketing objectives. Since 40% of retailers are

estimated to meet these objectives, this would result in an
additional 0.2% in retailer commissions and a total retail
commission rate of 6.7%. The displayed amount is
derived by applying the approved percentage to the
forecasted salestotal.

FORMAT — Operating Lump Sum with Special Line
Items by Agency

FOOTNOTES

Sandard Footnotes

An amount equal to 3.6% 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
$14,608,700 in FY 2012.

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 $7,054,700, or 3.7% of actual on-line ticket
salesin FY 2012.

An amount equal to 6.5% of gross lottery game sales,
LESS TAB TICKETS, is appropriated for payment of
sadles commissions to ticket retailers. An additional
amount not to exceed 0.5% of gross lottery game saes is
appropriated for payment of sales commissions to ticket
retailers. The combined amount is currently estimated to
be 6.7% of total ticket sales, or $39,159,100 in FY 2012.

New Footnotes

An amount equal to 20% of Tab Ticket saes is
appropriated for payment of saes commissions to
charitable organizations.  This amount is currently
estimated to be $2,400,000 in FY 2012. (The Charitable
Commissions SLI appropriates a percentage of Tab Ticket
sales to the agency in each fiscal year. This footnoteis for
the newly-created Charitable Commissions line item.)

OTHER ISSUESFOR LEGISLATIVE CONSIDERATION

Lottery Forecast

The JLBC Staff forecasts a 3.0% increase in overal
Lottery ticket sales in FY 2011, followed by a 5.0%
increase in FY 2012. For FY 2011 and FY 2012, the
JLBC Staff forecasts Lottery ticket sales of $567,997,800
and $596,464,500, respectively.

Sources and Uses of Lottery Profit Distribution

Table 1 shows the sources of forecasted Lottery profits by
revenue stream and illustrates the actual distributions to
fund beneficiaries for FY 2010 and the J.BC Staff
projected distributions for FY 2011 and FY 2012. For
explanations of the distribution amounts to each
beneficiary, see the Arizona State Lottery Commission
pages of the FY 2011 Appropriations Report.
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Tablel

Forecast of Lottery Revenue Distribution

($in Millions)

Sales FY 2010 EY 2011  EY 2012
Instant Sales $336.9 $378.1 $405.8
On-Line Sales 214.6 189.9 190.7
Total Sales $551.5 $568.0 $596.5
Less:

Operating Budget ¥ $ 75.6 $ 82.0 $87.0
Fund Transfers 97 17 0
Gaming Distribution 0.3 0.3 0.3
Prizes¥ 336.6 344.3 3619
Net Profit ¥ $129.3 $139.7 $147.3
Profit Transfers

Debt Service Fund ¥ $ 23 $ 19.4 $ 207
General Fund —Part 1¢ 46.6 61.3 59.9
LTAF 1Y 5.1 NA NA
LTAFY 12.7 NA NA
CAF¢ 42 NA NA
Heritage 16.1 10.0 10.0
Health and Welfare 187 19.6 20.1

Programs

Homeless Shelters 1.0 1.0 1.0
General Fund — Part 27 155 155 155
University Capital 0 8.8 104
Genera Fund —Part 37 14 1.2 6.5
Economic Development & _57 _29 _32
Total Transfer $129.3 $139.7 $147.3
1/ Of this amount, an estimated $1,400,000 in FY 2011 and an

2/

1Q

estimated $2,400,000 in FY 2012 will be distributed to charities.
Transfers in FY 2010 include an advertising fund transfer of
$4,162,700, $1,000,000 due to a combined Fund Reduction and
Transfer (FRAT) and personnel expense reduction, $4,055,000
due to a 10% county proceeds transfer, an additiona $8,700
personnel expense reduction, and an additiona FRAT of
$528,400 as enacted by Laws 2009, 5" Special Session, Chapter
1. Transfersin FY 2011 include a $226,600 personnel expense
reduction and continue a FY 2010 combined $1,000,000 FRAT
and personnel expense reduction as well as an additional
$528,400 FRAT.

Prizes are estimated by subtracting net profit and operating
budget expenditures from total Lottery sales.

To derive the profit transfer amounts, the actual FY 2010 rate of
return for each game was applied to the current budget forecast.
The cumulative profit transfer rate is 25.56%.

Of the $21,630,000 in debt service payments scheduled for FY
2011, $2,255,000 was paid with profits generated in FY 2010.
Distribution cumulatively reduced by $(4,055,000) in FY 2010
and eliminated in FY 2011 and FY 2012.

Excluding fund transfers, total distributions to the General Fund
totaled $69,751,400 in FY 2010 and are estimated to be
$77,900,900 in FY 2011 and $82,009,600 in FY 2012. The
FY 2011 estimate includes $18,268,600 due to redirected
distributions for Mass Transit, Local Transportation Assistance
Fund (LTAF), County Assistance Fund (CAF) and the State Parks
Board Heritage Fund and the FY 2012 estimate includes
redirected distributions of $49,650,000 as enacted by Laws 2010,
7" Special Session, Chapter 12.

Dedicated funding from 2 instant ticket games.
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FY 2010 FY 2011

SUMMARY OF FUNDS Actual Estimate

State Lottery Fund (LOA2122/A.R.S. § 5-521) Partially-Appropriated

Sour ce of Revenue: Sales of lottery tickets, retailer license fees, and interest earnings.

Purpose of Fund: A portion of the fund is appropriated to pay for all costs of the Arizona State Lottery Commission. After all expenses are
paid including prize monies, displayed below in the Non-Appropriated Funds Expended line, Lottery profits are distributed to a number of
different functions.

Appropriated Funds Expended 75,565,400 81,950,900
Non-Appropriated Funds Expended 336,595,400 344,338,900
Year-End Fund Balance 17,078,400 15,228,400
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