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We are pleased to present to you the COMPREHENSIVE ANNUAL FINANCIAL REPORT of
the Rhode Island Lottery (Lottery) for the Fiscal Year ended June 30, 2001. This report has been
prepared by the Finance Department of the Lottery, The Lottery is responsible for the accuracy of
the financial data and the completeness and fairness of the presentation, including all disclosures.

The Lottery is 2 component unit of the State of Rhode Island, and its financial statements are
included in the State’s Comprehensive Annual Financial Report. This report presents Lotiery activity
i a single enterprise fund, Only the activity of the Lottery, and no other data or informaticn related
to any other State agency or fund, is included in this report.

This report iz prescnted e four sections — Introductory, Financial, Statistical, and Compliance.
The Introductory Section, which 15 unaudited, includes the transmittal letter, the Lottery's
organizational charl and list of principal officials. The Financial Section contains the Independem
Auditor’s Report, financial statements, notes (o the financial statements, and supplementary
information. The Statistical Section, which is alzo unaudited, contains selected financial, economic,
and demographic data, including current and trend data specific to the national lottery industry. The
Compliance Section contains the Independent Auditor’'s Report on Compliance and on Internal
Control over Financial Eeporting,

The Lottery was created by Constitutional Amendment passed on Movember 6, 1973 The legislation
to create the Lottery was passed in March of 1974, and the Lottery began in May of 1974, The
Lottery 15 operated as a business within the framework of State laws and regulations, Like any
business, the Lottery’s goal is to maximize income. As a State agency, however, the challenge lies in
acgomplishing this while maintaining the trust and best interest of the citizens of Rhode Island. 1t is
our goal to achieve both,

THE LOT

1425 Pontiae Avenue Cranston, Rhode Island 02920 401-463-6500 wun,.rilot.com



History of the Lottery Industry

State run lofteries have long represented to povernments an attractive alternative to other taxation
methods, since their profits were retumed 1o the public through community works, cultural activities,
or financing of various projects. Two examples are the Vatican Museums and the Rialto Bridge in
Venice.

To fully understand the history of lotteries in America, one must recognize the fact that the American
colonies, at the tume of their founding, lacked the capital, both in the public and private sector. needed
to start the process of economic and cultural development.

As the English sertled in America, the model of development that stressed private rather than public
investment motivated them, Royalty in England were simply unwilling to spend their own money or
tax their subjects to subsidize the development of the colonies, and lotterics became an important
method of raising capital for both the public and private initiatives, In fact, the “Great Standing
Lottery™ held in London in 1612, was staged to help bail the Virginian Company, the corporation in
charge of the settlement of Virginia, out of debt. A notable outcome for the ficst drawing of this lottery
was that Anglican churches held two of the three winning tickets,

Perhaps one of the most poignant lottery stories is that of the abortive attempts to bail Thomas
Jefferson out of an $80,000 debt by holding a lottery on his behalf on the 50" anniversary of the
adoption of the Declaration of Independence, an anniversary that coincided with the precise day of his
death.

In the 17005, many other founding fathers zlso supported American lotteries and used them for projects
such as the financing of cannons for the Revolutionary War {Benjamin Franklin), the rebuilding of
historic Fanewil Hall in Boston (Jehn Hancock) and the financing of construction on the Mountain
Road, which opened westward expansion from Virginia (George Washington).

The period from 1740 to 1820 witnessed an explosion of public works construction, such as roads,
bridges, and canals, much of which was financed by lottery proceeds.

Many of America’s elite, private universities, Yale, Princeton, Harvard, University of Pennsylvania,
and Columbia, have buildings funded through the proceeds of lotieries. The fact of the matter was,
that lacking the endowments built up over centuries by places like Oxford and Cambridge, American
higher education had no chowce but to resort o lotteries.

Many of the principal religious denominations of America (irenically, many of those which would, in
the middle part of the 19" Century, lead the fight against lotteries) actually depended heavily on
lotteries to get their start,

While very few people in America would have denied there was a need to raise money to build
colleges, bridges, roads, or churches, then s now, America differed over whether lotleries were the
appropriate way w oraise those funds. The arguments for and against lotteries have not changed
significantly over the course of the 200 vears. from the 17" Century Puritan and Quaker denunciations
of all games of chance, to those similarly voiced by fundamentalist Protestant religious groups in the
19% and 20" Centuries.



The concern about gambling, however, was often overwhelmed by the recognition that the lottery was
a means that enabled the accomplishment of useful public projects. William Ames, a Cambridge
teacher of many of the leaders of the Massachusetts Bay colony, denounced the playing of the lottery
solely for the purpose of gain, but defended lotteries as long as they were intended for some pious end.
The settlers of New England would find many wvirtluous purposes toward which to direct lowery
proceeds. During the colonial period, the New England colonies authorized more lotteries than any
other region of the country, which benefited colleges, churches, and every other manner of public
works construction cne could think of.

By the time of the Revolution, most every American colony joined the New England colonies in using
loteeries as a primary method for financing both public waorks and private economic development. This
reliance on lotteries was the result of the coming together of two powerful forces, a desperate need for
capital to fight the war against Great Britain and the reluctance to impose taxes. It is during this time
in history that some of America’s most respected statesmen publicly campaigned for lotteries as a
means of raising revenues. The two most well known for this were Thomas Jeffersen and Alexander
Harnilton.

Thomas Jefferson described a lottery as a “salutary instrument . . . where men run small risks for the
chance of obtaining a high prize.” It was, he said, a “tax laid only on the willing,” and was therefore
more sccepted than any other form of direct taxation. Alexander Hamilton described lotteries as a
means by which an ordinary man could “hazard a trifling sum for the chance of considerable gain.”
Hamilton offered advice, which has been relevant to every lottery organizer since that time. He said
there were two cardinal rules for a successful lottery: keep it simple, so that everyone understands the
rules, and keep the tickets cheap, so that evervone could afford to participate.

The peried of time from 1800 to the Civil War was the most active time for lotteries. There were an
incredible number of lotteries in America during this period, some held for public purposes, some for a
mixture of public and private purposcs, and some for private purposes as entrepreneurs attempted to
raise maoney for their own projects. It was at this time in history that charges of fraud and deception,
which coincided with a resurgence of religious opposition to lotteries as being sinful, began.

By the 1820s, there was a vast array of lotteries being conducted, sometimes at the same time on the
sarme day, and although the lottery ticket sellers became more clever in their efforts (P.T. Bamum was
& lottery agent), the market was overwhelmed. Because of that, there were many instances where the
proceeds from the lottery were not sufficient to pay the prizes, a preblem that often resulted in lottery
organizers leaving town with the money in hand before the drawing could be held,

Charges of fraud and deception surrounded lotteries of the 19" Century, and the two most comrmnonty
believed reasons for these were dishonest lottery promoters and increasing religious oppoesition. There
were, however, many other factors, including the growth of the banking institution, which offered an
alternative means for entreprencurs to raise money; an economic boom in the 19" Century which
created sources of excess capital that could be used for investment in public works; and lastly, the
willingness of state governments to step in and raise taxes to finance worthwhile public projects.

The full history of the decline of the lottery in America lasted from the Civil War until the resumption
of the lottery in 1964 when New Hampshire established a state-run lottery for the purpose of raising
money for education. New York, which had been the State to pass the first constitutional prohibition
of lotteries in the United States in the 18205, followed New Hampshire’s retum into the lottery
business in 1967, In 1971, the State of New Jersey started their lottery and introduced a computer-
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based weekly game, which offered inexpensive tickets (50 cents), convenience of sale, and a weekly
prize of $50,000. In its first vear of operation, the New Jersey Lottery grossed $142.5 million and set
the trend for the lottery industey. New York and New Hampshire revamped their systems, and other
states introduced lotteries utilizing New Jersev's operation as a model.

Lotteries, through the years, have become more diversified. The wast array of lottery games in
existence today caters to a variety of consumer tastes. These changes are largely attnbutable to the
work of marketing experts. With greater selections, come increased sales. Considerable changes and
new possibilities were introduced in lotteries through major technological innewvations such as
centralized on-line computer svstems (1971) and magnetic strip tickets (1992),

By developing and tailering products to the needs of clientele, the lottery has cstablished itself as an
everyday element in today's society,

History of the Rhode Island Lottery

In 1744, Rhode Island’s first lottery raised money for a bridge at Wevbossel Street in Providence.
Tickets cost about $12 each and raised approximately 36,500 for the bridge. Several other lotteries
were conducted throughout the 17005 including a lottery used to partially finance the building of a
brick Colony House, which became Rhode Island’s fiest State House following the Declaration of
Independence. One of the most successful lotteries in Rhode Island was the one authorized to build
Thames Street in Newport. It paid over 51 million in prizes and was so popular that the people of
MNewpaort were able to build, pave and extend streets theoughout the ciry.

On Novernber 6, 1973, more than a three to one margin passed a Constitutional Amendment to create a
lottery in Rhode Island. The amendment mandated that the General Assembly proscribes and regulates
all future lotteries in Rhode Island. Legislation was passed to start the Lottery in March 1974, and it
began in May of 1974, The original purpose of the Rhode Island Lottery was to make up for the
revenue lost from allowing the value of a trade-in automobile toward the sales tax habihity on a new
automobile.

The Lottery's first drawing was held at the State Houwse on May 30, 1974, This weekly 30-cent game
had a top prize of $50,000. The Numbers Game began on February 13, 1976 and continues today,

The first instant ticket game, Play Ball, was introduced on May 11, 1976, Since that time an additional
277 instant ticket games have been introduced.

On-line games started in February of 1978, and Lottery sales doubled with this new addition. Rhode
Island was the first state to televizse a live lottery drawing in January of 1973, at no expense to the
Lottery, which is still the case today. That same year Rhode Island became the first state to have a
weekly lottery television program. The 440 Game began in the spring of 1981, with variations to that
game being made throughout the vears culminating with the Rhody Cash game in January of 19935,

The Multi-State Lottery Association {MUSL) was formed in 1988 for the purpose of atfording small
states the opportunity to offer games with a higher jackpot than their population alone would generate.
Along with Rhode Island, the initial members were the District of Columbia, Towa, Oregon, Kansas
and West Virginia. The first such game was called Lero-America, which was replaced with
PowerBall on April 22, 1992, In February of 1993, Rhode Island replaced the Multi-State Daily



Millions Game with the introduction of its own lotto game called Roll Dows, which was in tumn
replaced in March of 2000 with Easy Win and replaced again in November of 2000 with Money Roll.

Keno was introduced in the State on September 13, 1992, becoming the second 1.8, Lottery {Cregon
was first) to do so. Around this same time, Fideo Lottery Terminals (VL Ts) went on-line at the State’s
two pari-mutuel facilities.

History of Lottery Games

Lotto Games

The Germans were the first to bring the modem lotto game to the market. Norwest Lotto in
northwestern Grermany launched the first game on October 9, 1955, Plavers simply marked 6 figures
out of a total of 49 on thewr coupon. The idea quickly teok off, and many other countries s00n
followed the Germans® lead.

Today, the /4% formula is the most widespread, with approximately 31% of lotteries worldwide
utilizing this format. This is followed by the 6/42, 6/45, 636, 7/47 and 6/44. More than 20 formulas
are available, and some lotieries run several different formulas at the same time.

Mare than half of the lotteries offering lotto games have drawings twice a week, Approximately 36%
have one weekly drawing. In the vast majority of cases, the top prize rolls over if a drawing does not
produce a jackpot winner,

With the “quick pick™ feature, players can have the computer generate their numbers at random,
About 71% of lotteries offer this option.

Alexandre Fichet (1799-1862), who designed a svstem o replace manual draws using balls, developed
technology for lomo drawings in France. He invented a way to carry out lottery drawings using wheels
with numbers from 1 to & around the rim. At the end of the wheel’s rotation, the winning number was
clearly shown through a window.

In 1985, the launch of Tri-Sate Lotto, the first multi-state lottery, linked Maine, New Hampshire and
Vermont state lotteries.

Instant Tickets

The first instant lottery ticket was marketed in 1974 in the Commonwealth of Massachusetts. which
became the first state lottery to develop and sell an instant game. Today, all state lotteries offer instant
tickets, and this type of lottery game is recognized as one of the most popular lottery offerings in North
AmmeTica.

Video Lottery

Although the invention of the “slot” machine dates back to 1890, it was only in 1976 that the first
black and white video technelogy was developed. Color video terminals were launched on the market
several months later.



Initially, video lottery machines were onlv associated with casinos; however, in 985, the State of
Mebraska changed its legislation and allowed the Nebraska Lottery to test a video lottery that was not
connected toa central svstem. The experiment was terminated that same vear.

Several years later, when the South Dakotla Lottery was searching for new sources of revenue, it took
up the idea of video lottery. [n March of 1989, legislation allowing the establishment of the first
server-connected video lottery was approved. In the fall of 1990, South Dakota offered the first
operational video lottery in all of the United States. By 1992, Oregon, Rhode Island, and Louisiana
had video lottery terminals up and running in their respective states.

Keno

Keno originated in China more than 2,000 vears ago. Legend has it that this game financed the Great
Wall of China. The onginal Chinese game was played with characters from the “Thousand Character
Classic”, an ancient poem of luck by Confucius. Keno subsequently spread far bevond the borders of
China and was well established in both Evrope and the Umited States by the turn of the " Century.
Today, Keno is a very popular lottery offering because of its flexibility in the number of spots that can
ke played, which in effect means there are actvally several games going on at the same time all with
different odds of winning a prize. Daily Keno drawings have proven more successful than those held
two or three times a week. Rhode Island is one of only a handful of lotteries offering a new Keno draw
every 4 minutes.

Rhode Island Lottery Product Offerings

The Rhode [sland Lottery provides the opportunity to participate in the following games:

Instant Tickets

Instant (or scratch) tickets arc plaved by scratching the latex covering off the playv area on the ticker. In
order 1o win, the player must match two or three of a kind, get like ssmbaols or wild features, Instant
ticket offerings in Rhede Island include card games, as well as whimsical, sports, money, and local
landmark themes. A new instant game is infroduced every 11 working days, Sales for Fiscal Year
2001 were $69,394.994, an increase of 57,581,990 over Fiscal Year 2000.

Daily Numbers

The Daily Numbers game has been very popular in Rhode Island since its inception in 1976, Plavers
can wager on 2, 3, or 4 digits. Wagers on 3 and 4 digits can be plaved in exact or any order. Players
can sclect their own numbers or utilize the computer “quick pick.” The Daily Numbers drawing is
televised live Monday through Saturday at T:00 p.m. and at 6:30 p.m. on Sunday. Sales for Fiscal
Year 2001 were 528,439,883 compared to 328,159,762 for Fiscal Year 2000,

Keno

Keno was introduced in September of 1992 and quickly proved to be a very popular game. Rhode
Island Keno has a 10 of 20 of 80 matrix, with & 510008 top prize. Players can wager on 1 to 10
numbers (spots) utilizing their own number selection or a computer “gquick pick.” In January of 2004



Keno drawings increased from every 5 minutes to every 4 minutes. These Keno drawings occur from
6:00 am. to 12:45 am., Monday through Saturday and 7:00 a.m. to 12:45 a.m. on Sunday. In April of
2001, Keno Plus was introduced. Players have the option to purchase this feature that could increase
their winnings by ten times, thus giving Keno players the potential to win up to $1,000,000. Keno
sales for Fiscal Year 2001 were 562,190,444, an increase of 38,388,451 over Fiscal Year 2000

PowerBall

PowerBall 1s a Multi-State Lottery game offered in 20 states {including Rhode Island), plus the District
of Columbia. Players select “5 out of 49" numbers and a PowerBall “1 out of 42." Players can select
their own numbers or utilize a computer “quick pick.” Jackpots start at $10 million and grow by a
minimum of 32 million for each drawing not producing a jackpot winner, Televised drawings are
shown on Wednesday and Saturday at 10:59 p.m. PowerPlay, which is a multiplier for PowerBall
winnings, was introduced in March of 2001. Players who choose the PowerPlay option on their
PowerBall ticket have the chance to increase their winnings by up to 5 times, however, the multiplier
does not apply to a jackpot win, PowerBall sales were 336,437,944 in Fiscal Year 2001 compared to

37,456,233 n Fiscal Year 2000. Sazles can flucuate considerably from year to year duc to the
randomness of jackpot wins, with sales increasing proportionately with the jackpot.

Easy Win

Easy Win, which replaced Roll Down in March of 2000, is an on-line game with cash prizes offered to
players matching 4, 3, or 2 numbers in any of the 4 sets drawn out of a field of 50 numbers. Players
get 4 sets consisting of 4, 5, 6 and 7 numbers. Players can pick their own numbers in the first four
number sequence only, or they can utilize the computer “guick pick™, all other numbers are
automatically generated by the computer “quick pick”. The top prize of $25,000 is paid to the player
who matches 4 out of 4 in the first number sequence. Sales for Fiscal Year 2001 were $1,545,704
compared to 51,802,708 for Fiscal Year 2000,

Money Roll

Money Roll, which replaced Easy Win in November of 2000, is an on-line game based on the
previously popular on-line game Roll Down; however, Money Rell is designed to produce more
winners as well as improved chances of winning top prizes. Players wager on 4 numbers out of 39 by
picking their own numbers or by utilizing the computer “quick pick”. Cash prizes are offered 1o
players matching 4. 3, or 2 numbers and prizes are paid on a pari-mutual basis with the jackpot being
splil evenly between the 3 of 4 winners if there are no 4 of 4 winners, Sales for Fiscal Year 2001 were
$1,971,470.

Video Lottery

Video Lottery debuted in Rhode Island in September of 1992, There are a total of 2,478 video lottery
terminals operating in the State’s two pari-mutuel facilities, Lincoln Greyhound Park and Newport
Grand Jar Alai. Vanous card and reel games are offered on the video lottery terminals (VLTs). The
WVLTs afford Rhede Island a chance to compete with MNative American casinos in a neighboring state.
Fiscal Year 2001 VLT sales were $771,019,263, a §100,254,496 increase over Fiscal Year 20{{.



Pull Tabs

Rhode Island General Laws mandate that pall tab tickets be sald onlv by non-profit organizations. The
Ehode Island Lottery oversees the sale of pull tab tickets to these groups. Pull tab net sales for Fiscal
Year 2001 were $211,876 compared to net sales of $229,991 for Fiscal Year 2000.

Rhode Island Economic Outlook

The Rhode Island economy continued to expand in 2000 with a slight increase of 682 jobs. Job growth
was concentrated in retail trade, services and construction.  Projections indicate that by 2003
employment should increase 15.1 percent with the largest gains occurring in the services and retail
trade industries.

Personal income in Rhode Island rose 6.9 percent, with per capita personal income slightly above the
national average.

With the completion of the Providence Place Mall and the opening of other national retail chains such
as Target and Best Buy, retail employment has continued to increase,

While the total number of new construction housing permits declined the permits for multi-family
housing rose 6.0 percent.

Cwerall, the economic outleok for Rhode Island 15 positive,

Lottery Industry Economic Outlook

The Umted States Lottery Industry expenenced et another upswing during Fiscal Year 2000. Based
on unaudited figures from the North American Association of State & Provincial Lotteries, sales
increased from 536.22 billion in Fiscal Year 1999 to $37.47 billion in Fiscal Year 2000. The Rhode
[zland Lottery ranked first in the nalion in per capita sales and ranked second with a 16.58% sales
increase for Fiscal Y ear 2000,

Highlights of Fiscal Year 2001

The Rhode Island Lotterv's sales for Fiscal Year 2001 totaled $978.019.702, a 13.19% increass
comparad to Fiscal Year 2000 sales of F864.001,725, A record amount of 180,743,897 was
transferred to the State General Fund in Fiscal Year 2001.

On March 4, 2001, the Lottery added a new feature to the PowerBall game called PowerPlay. This
new feature allows players to multiply their winnings up to five times the original prize on all non-
jackpot prizes. Mon-jackpot winners now have the potential to win up to $500,000.

Om April 1, 2001, the Lottery introduced a new addition to its Keno game called Keno Plus. Keno Plus
15 a multiplier effect on 115 widely used Keno games. This new addition to the Keno game will epable
playvers to purchase baoth a regular ticket and an additional multiplier, which will compound winnings
in 60% of the drawings. Players can now win up to 31,000,000 playving Eeno Plus.



In April 2001, the Rhode Island Lottery, along with Public Gaming Research [nstimate, co-sponsored
the International Lottery Expo 2001 in Newport, Rhode Island. In attendance were representatives
from 35 Lotteries from around the world, This four-day program offered valuable information on how
to keep sales strong and growing. It also took 2 look at the fumre and what Lotteries can do to keep up
with the competition in our fast-paced world of entertainment options.

The Rhode Island Lottery sponsored its 8 Annual Hat Night at MeCoy Stadiurn in Pawtucket, Rhode
Island. Invited guests included children with special needs, enderprivileged children and area little
leapuers.

GFOA Certificate of Achievement

The Government Finance Officers Associztion of the United States and Canada (GFOA) awarded a
Certificate for Excellence in Financial Reporting to the Rhode Island Lottery for its Comprehensive
Annual Financial Report (CAFR) for the last four consecutive Fiscal Years (1997, 1998, 1999 and
20{H¥). The Certificate of Achievemnent is the highest form of recognition in the area of governmental
accounting and financial reporting.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily
readable and efficiently organized comprehensive annual financizl report, whose contents conform Lo
program standards. The CAFR must satisfy both generally accepted accounting principles and legal
requirements.

A Certificate of Achievement is valid for a period of one vear only. The Rhode Island Lottery
reccived a certificate on its first attempt, in May of 1998, We believe our current report will conform
to the Certificate of Achievement program requirements, and we are submitting it to the GFOA.

Rhode Island Lottery Financial Information

The Lottery conducts its operations as an enterprise fund within the State of Rhode Island and is
included in the State’s Comprehensive Annual Financial Beport. Enterprise activities include the sale
of lottery tickets to the general public and related supporting functions of personnel, security/legal,
planning/research, marketing, finance, and management services. Meither general government
functions or judiciary operations are managed by the Lottery nor are any included in this report.

Total sales for Fiscal Year 2001 surpassed $978 million. This represents an increaze of 114 million
over the previous record of £864 million in Fiscal Year 2000. The increase in sales is attributed
primarily to higher video lottery sales.

Of the total sales reported in Fiscal Year 2001, video lottery sales comprised $771.0 million or 78.8%
of total sales. However, most importantly, the Lottery transferred to the General Fund a record $180.7
million, which represents an increase of $30.4 million or 20.3%% over the prior Fiscal Year.



Distribution of the vear’s revenue was as follows:
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Accounting Systems and Procedures

The Rhoede Island Lottery operates the Lottery fund, an enterprise fund which, like a private business,
utilizes the accrual basis of accounting in accordance with accounting principles generally aceepled in
the Linited States of America. Under the accrual basis of accounting, revenues are recognized when
carnied, and expenses are recognized at the time the related liabilities arc incurred.

Budgetary Controls

The eperating budget of the Rhode Island Lottery is submitted to the Lottery Commission for approval
on an annual basis. The Lottery also participates in semi-annual state revenue estimating conferences,

Internal Control Environment

Management of the Lottery is responsible for establishing and maintaining an internal control structure
designed to ensure that assets are protected from loss, theft, or misuse and to ensure that the accounting
system allows compilation of accurate and timely financial information.  The structure is designed 1o
provide reasonable assurance that these objectives are met.

Since the Lottery manages a valuable ficket inventory and controls the disbursement of prizes, the
following steps are laken to ensure the operations remain honest and secure:

= Employing specialized security staff.

= Maintaining secure lottery facilities and limiting access to them.

= Performing background checks on retailers, vendors, and employvees.

« Trinting lottery tickets with special security features.

= Hiring an independent CPA firm to witness the recording of MUSL drawing results.

= Providing a variety of access and other controls in the computer system.

L0



» Implementing a Video Lottery System Monitoring Plan to ensure the integrity of video lottery
gamcs and to ensure that contro] procedures are operating zs designed.

= FPerforming unannounced video lottery inspections at each retailer to ensure compliance with
operating procedures.

= DMonitoring video lottery terminals on a daily and weekly basis and reconciling to a cash
MANEZCmMent systam.

+ Processing daily transaction data of all vendor activity by Lottery personnel using the Lottery’s
internal control system programs and reconciling transactions to reports generated by the on-line
system.

» Development of a comprehensive information security plan for the Lottery’s on-line and video
lottery systems.

The Lottery currently has 55 employees, all of whom are located at the headquarters in Cranston,
Rhode Island. Scparated from the headquarters, the drawing studio is located at the broadeast facilities
of the television station that produces the nightly drawing.

Debt Administration

The Lottery's long-term liabilities are payments owed to lotto jackpot winners. The payments due
winners are fully funded by investments in United States Treasury zero coupon bonds. Jackpot prizes
awarded under PowerBall are satisfied through investments purchased by the MUSL. MUSL
purchases United States government obligations, which are held in irrevocable trusts established by
MUSL for the benefit of participating state lotleries. Accordingly, the Lottery does not record an
obligation for PowerBall jackpot awards which are payable in installments from funds provided by
MUSL.

Cash Management

The Lottery collects cash due for instant and on-line sales from its 1,200 retailers, through electronic
transfer, on a bi-weekly basis. Cash collected from VLTs is deposited in designated banks and is
electronically swept Monday through Friday, The Office of the General Treasurer invests the
Lottery’s excess cash in short-term finaneial instruments such as United States Treasury securities and
repurchase agreements.

Risk Management

The Lottery’s risk management and insurance program is independent of the State of Rhode Island.
Lottery staff administers the program. Insurance with private carriers is maintained to prevent
economic loss from uncontrollable risk.

i1



Future Projects

Beginning July 1, 2001, the Lottery introduced a new retailer incentive program that will allow
retatlers who achieve a specific sales goal to be awarded with a 25% bonus commission on sales from
instant tickets.

In the fall of 2001, the Lottery will be introducing a new on-line game that will replace its current
Money Roll Game. The new on-line game will feature rolling jackpots that are expected to grow to
over 5200000, Plavers will select 5 numbers from 2 field of 35 and a bonus number will be drawn
which will increase players chances of winning. This game iz designed to result in higher jackpots,
There will be three weekly drawings with pari-mutual jackpots averaging approximately $85,000 per
draw.

The Lottery recognizes that the Internet 15 a rapidly expanding information source for many customers.
To tzke advantage of this interest in the Internet, the Lottery issued a Request for Propesal (RFP) to
redesign its current Web Site in the hope of providing the best possible service to its players. The new
Web Site is expected to be implemented some time in the spring of 2002, Players will be allowed to
conveniently access the latest winning numbers and game information. The new site will be more
market onented, user friendly and interactive.

In July of 2001, the Lottery 1ssued an BRFP for a new Video Lottery Central Computer Systemn Provider
{(CCSP). The CCSP will operate a Central Control Computer, which must be linked to all Video
Lottery Terminals. The contract resulting from the RFP will be for an initial five (5) years with
opticns to extend the contract for an additional five (5) years. The RFP is requiring all new equipment
to be installed. It is expected that a new contract will be signed in the fall of 2001.

In November of 2001, the Lottery is planning to introduce its first ten-dollar (310) instant ticket. The
new game called Rhode Island Holidays will feature instant prizes from 310 to $100,000,

Independent Audit

The Rhode Island General Laws require semi-annual audits to be performed by the State Auditor
General. The Fiscal Year 2001 audit of the financial statements has been completed in accordance
with auditing standards generally accepted in the United States of America and Government duditing
Standards. The Independent Auditor’s Report on the Lotterv's financial statements is included in the
financial section of this report.
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Preparation of this report could not have been accomplished without the efforts of Gina Grant, Anne
D" Antueno, Lisa Jackson, Ray Perry, Sandra Reynolds, Peg Rose and Betty Zhang.
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This Comprehensive Annual Financial Report refiects our commitment to maintain the Rhode Island
Lottery’s financizl statements and record keeping systems in compliance with the highest standards of
accountability. Due credit should be given 1o Lottery Commission Chairweman Marvellen Goodwin
and the Members of the Lottery Commission for their commitment to operating the Lottery in a
responsible and progressive manner,

Respectfully submirtted,

Gierald 5. Auhin
Executive Director

Deennis B. Tripod:
Finance Administrator
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Rhode Island Lottery Commission Structure

The Rhode Island Lottery Commission consists of nine Members, all of whom are citizens and
residents of the State of Rhode Island, The Senate Majority Leader appoints three Members
from the State Senate, and the Speaker of the House appoints three Members from the House of
Representatives. Not more than two of the three Members appointed by either the Senate
Majonty Leader or the Speaker of the House can be from the same political party. The Governor
appoints three Members who are representatives of the general public.

The Commission Members are appointed for three-year terms and can be reappoimtad.  Any
vacaney on the Commission, occurring for any reason prior to the expiration of the term,
including but not limited to termination of active Members in the General Assembly, 15 filled for
the unexpired term by the appointing authority in the same manner as the original appointment.

Comrmussion Members receive noe salanes bt are allowed reasopable expenses im the
performance of their official duties.

The duties of the Commission include meeting no less than nine times per year for the purpose of
promulgating and reviewing mules and regulations relating to the Lottery, recommending and
setting policy for the Lottery, approving or rejecting actions of the Executive Director, and
transacting any other business that may be properly brought before the Commission,

The Lottery is under the immediate supervision and direction of the Executive Director. The
Executive Director i3 appointed by the Gowvernor, with the majority approval of the Commission,
and serves at the pleasure of the Commission. Any vacancy occurring in the Office of the
Executive Director shall be filled in the same manner as the original appeointment. The
Executive Director is required to devote hisher entire time and attention to the duties of higher
office and cannot engage in any other profession or cccupation. The Commission sets the
Executive Director's salary.

COMMISSTON MEMEBERS SERVING DURING FISCAL YEAR 201

SENATOR MARYELLEN GOODWIN
REPRESENTATIVE ROBERT FLAHERTY
REPRESENTATIVE WILLIAM 5AN BENTO, TR.
REPEESENTATIVE JOSEPH SCOTT
SENATOR DAVID BATES
SENATOR MICHAEL DAMIANI
ME. ROBERT MANCINI
MS. LYNNE URBANI
ME. WILLIAM WHITE

15
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CONTROLLER
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INDEPENDENT AUDITOR’S REPORT

Joint Committes on Legislative Services, General Assembly,
State of Rhode Island and Providence Plantations:
anil
Members of the Rhode Island Lottery Commission:

We have audited the accompanying financial statements of the Rhode Island
Lottery (Lottery), 2 component unit of the State of Rhode Island and Providence
Plantations, as of and for the vears ended June 30, 2001 and 2000, as listed in the Table
of Contents, These financial statements are the responsibility of the Lottery’s
management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards gencrally
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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial staterments. An audit also includes assessing the
accounting principles wsed and significant estimates made by management, as well as
evaluating the overall financial statement presentation.  We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the financial position of the Lottery as of Jung 30, 2001 and 2000, and
the results of its operations and cash flows for the vears then ended in conformity with
accounting principles generally accepted in the United States of America.
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Joint Commuittce on Lepislative Services
Members of the Rhode Island Lottery Commission
Page 2

In accordanse with Governmen: Awditing Standards, we have also issued our
report dated September 4, 2001 on our consideration of the Lottery’s internal control over
financial reporting and on our tests of its compliance with certain provisions of laws,
regulztions, and contracts.  That report 1s an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the resules of our audit.

Our audits were performed for the purpose of forming an opinion on the basic
financial statements taken as a whole. The supplementary information included in
Schedule 1 is presented for purposes of additional analysis and is not a required part of
the basic financial statements. Such information has been subjected to the auditing
procedures applied i the audits of the basic financial statements and, in our opinion, is
fairly stated, in all material respects, in relation to the basic financial statements taken as
a whole.

We did not audit the data included in the statistical section and, accordingly,

express no opinien thereon.

Emest AL Almonte, CPA, CFE
Auditor General

September 4, 2001
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FRHODE ISLAND LOTTERY
Balance Sheets
Jumne 30, 2000 and 2000

MsEals

Current assets:
Cash and cash equivalents (note 3)
Investments for jackpot avwards (note 3)
Accouns receivable-less allowance for doubtful accounts
of 3314593 in 2001 and SZ85,905 in 2000
Tucket inventory
Deposits with Multi-State Lottery Association {(MUSL) {note 1)
Deferred charges

Total current asseis
Investments for jackpot awards {note 3}
Property, plant and equipment, net (note 4)

Total asscis

Lizhilities and Betained Earnings

Current liabilities:
Cash overdraft (note 30
Mhoe to State’s Gieneral Fund (nate 5)
Current obligation for unpaid prize awards
Accounis payable
Accrued expenses
Deferred revenue

Total current liabilities
Long-term obligation for unpaid prize awards
Tatal habilities
Retained camings:
Feserved for building (note &)

Total habilitics and retained camings

See accompanying notes to financial statements.

20

2001 2000
4,795,950 19,405,047
Q02,000 1,208,000
6,004 652 4 8506836
TI5,696 a03,.801
354,748 394,553
72,598 k41,151
12,863,674 26,803,138
937,580 1,665 445
313,244 818,752
14,319 455 29 087 358

432782 -

1,443,897 12,883,635
5,029,304 6,739,201
5,752,145 7.057.537
475, M6 A07.314
141,136 255,410
13,274,970 27,243,097
937,580 1,665,448
14,212,550 28,908,545
106,548 178 E43
14,319,498 29,087,358




BRHODE ISLAND LOTTERY

Statements of Revenue, Expenses and Retained Earnings

Wears Ended June 30, 2001 and 2000

Sales (scheduls 17:
On-line games
Tnztant ganees
Yideo lottery

Total sales

Costof sales:
Commissions
Prize awerds
Cnclaimed prize recovery
Cost of tickets

Total cost of sales
Giross profit

(perating expenses:
Personne! services
Adveriizing and promotion
Contract services
Equipment leasing (note 13}
Deprecianion
Other

Total operating expenses
Crperating income

Mongperating income {expensas):
Interest and miscellaneous income
Pavmenis 1o the Sate's General Fund {nots 5}

Met loss (note B)
Retained camings, beginning of vear

Retained eamings, end of yvear

See accompanying notes to financial statements,

2001 2000
F 137605445 131,513,954
G930 904 GLLE13,004
1019263 670,764,767
978,019,702 864,001,725
129,021,159 121,323,091
R M E S00.aT0 183
(3,973.358) (2,778,517)
1,112,469 900,209
793 108,119 TI 213,966
184,911,583 153,877,759
A, 1464048 5,006,103
1220377 1,511,749
300,762 101,236
259312 293 822
217,457 218,768
739,627 593,506
5,503,041 5,735,184
179,018,542 148, 142 575
1,653 4460 2.06% 165
{180, 743,897 [130,283,635)
(71,895) (71,895)
178,843 250,738
5 106,948 178,843




EHODE ISLAND LOTTERY
Statements of Cash Flows
Years Ended June 30, 2001 and 2000

Cash flows from operating activities:
Cash recetved from sales
Cash received from MUSL for grand prize winners
Cash received from miscellanecus sources
Cach paid for prizes other than MUSL grand prize winners
Cash paid to MUSL grand prize winners
Cash paid for commissions - retatlers
Cash paid for commissions = video lottery
Cash paid for commissions - on-line games contractor
Cash paid to suppliers for goods and services
Caszh paid 10 emplovees for services

Met cash provided by operating sctivities

Cash flows from noncapital financing activities:
Pavmments to State's General Fund
MNegative cazh balance implicity financed

Met cash used for noncapital financing activities

Cash flows from capital and related financing activities:
Purchaze of fixed assers

Met cash used for capital and related
financing activities

Cash flows from imvesting activitics:
Proceeds from maturity of investments for jackpot awards
Interest income

et cash provided by invesling activities
Met increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalenig, end of vear

201 2000
5 976,709,169 5 Bp9926.E04
6,245, (K0 5,296,897
BG4 222 002474
(OG5 587,967 (590,091,008)
(6,:2:45,000) (6,256,897}
(14,472 546) (13,635.608)
{103,676,574) (99, 171,862)
(7,035,140 (6,872,420)
(3,568 487) (3,788,918)
(303,567 (2,999 553)
175,159,210 154,360,001
(192,183,635} (138.375047)
432,752 ]
(191,750,853) (138.375,047)
(193, 649) (237,940)
(193 ,649) (237,940)
1,200 57% 1,461,956
969,516 766,591
2, 179095 2228 547
(14 606,007 17,975,561
19,405,047 1,429 486
5 4. 798,950 3 L9405, 047




RHODE ISLAND LOTTERY
Srarements of Cash Flows
Years Ended June 30, 2001 and 2000

Reconcilianion of operating income to net cash provided by
Operating activities:
Operating income
Adjustzments to reconcile operaling income o net cash
provided by (used for) eperating activities;
Depreciation
Installment pavments for jackpot awards
Miscellaneous receipis classified as operating activities
Provizsion for doubtfal accounts
(Incroase) decrease in assets:
Investment for jackpot awards
Accounts recelvable
[mventory
Deposits with MUSL
Deferred charges
Increase (decrease) in liabilities:
Obligation for unpaid prize awards
Accounts payvable
Accrued expenses
Deferred revenue

Tatal adjustments

Met cash provided by operating activities

See accompanyving noles 1o Onancial statements.
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2001 2000
£ 179018542 £ 148,142,575
217,457 218,768
(1,209,579) (1,461,956)
To5,645 13053213
43,742 68,665
1.0335,863 1,285,427
(1,197,789 5,778,087
68,103 {233,363)
30,805 302,196
68,553 &, 203
(2,437,765) (2,013,813)
(1,308,352) 1,545,971
[ 58,352 38,917
(114,274) (61, 457)
{3,859,232) 6,217,426
175,159,310 S 154,360,001
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RHODE ISLAND LOTTERY

Motes to Financial Statements

Oreanization

The Rhode Island Lottery (Lotllery) was created in 1974 under the General Laws of the
State of Rhode Island to establish and operate lottery games for the purpose of penerating
resources for the State’s General Fund. It is governed by the nine-member Rhode [sland
Lottery Commission (Commission).

The Lottery offers various on-line games which include: a daily numbers game, Keno,
Money Roll, and PowerBall, which is operated by the Multi-State Lottery Association
(MLISL). The Lottery also sells instant lottery tickets, which do not invaolve prize
drawings. All tickets are sold through licensed lottery retailers. In addition, the Lottery
conducts video lottery games at two licensed facilities.

Prize payout percentages and ameounts required to be paid to the State’s General Fund as
stipulated in the Rhode Islamd General Laws are summarized below for the various games
operated bv the Lottery,

Ciame Prize Payout State's General Fund Share
Daily Numbers Mot less than 45%; or Mot less than 30% of ticket
Instant Ticlket Games more than 65% of sales | sales

MUSL — PowerBall

Money Eoll (1)

Fasy Win (2)

Kena Mot less than 45% or Mot less than 20% of ticket
more than 72% of sales | sales

Video Lattery Prize pavout not 51% of net terminal income
established by law (video lottery credits
purchased less credits
redeemed or redeemable) less
pro rata share of Lottery's
operating expenses

(1) The Meney Roll game began November 19, 2000.
(23 The Easy Win gpame ended November 18, 204K},
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RHODE ISLAND LOTTERY
MNotes to Financial Statements

Organization - (Continued)

Chapter 42-61.2 of the Rhode Island General Laws authorizes the Commission to
conduct and control video lottery games. This chapter stipulates the allocaton of video
lottery net terminal income (video lottery credits purchased less credits redecmed or
redeemable). The Commission’s share for deposit in the Lottery fund shall be no less
than 51% of net terminal income. The remaining net terminal income is divided among
heensed video lomery retailers, the technology providers (video lollery termminal
providers), the central communications system provider, the city or town in which the
video retailer 15 licensed, and the owners of dog kennels under contract with a heensed
video lottery retailer.

The Lottery sells PowerBall tickets, collects all revemues, and remits prize funds to
MUSL net of low-ter prize awards. Jackpot pnizes, payable in installments, are satisfied
through investments purchased by MUSL. MUSL purchases L5 government
abligations, which are held in irevocable trusts established by MUSL for the benefit of
participating state lomeries. Accordingly, the Lottery does not record an obligation for
jackpot awards which are pavable in installments from funds provided by MUSL.

The prize pool for PowerBall is 30% of each drawing period’s ticket sales. MUSL has
placed 2% of cach drawing period’s ticket sales for PowerBall, included as part of cach
member’s prize hability, in prize reserve funds. The maximum balance on the pnze
reserve funds for PowerBall is 577,000,000, Once the prize reserve finds exceed this
designated cap, the excess becomes part of the prize pool. The pnize reserve funds serve
as a contingency reserve o protect MUSL from unforeseen prize liabilities and these
reserve funds are to be used at the discretion of the MUSL Board of Directors,  The prize
reserve funds are refundable to MUSL mermbers if the MUSL disbands or if a member
leaves MUSL., Members leaving MUSL must wait cne wear before receiving their
remaining share, if’ any, of prize reserve funds. At June 30, 2001 and 2000, the prize
reserve funds for the PowerBall game had reached a maximum balance of 377,000,000 of
which the Lottery’s share was 52,126,422, The Lottery has charged amounts placed into
the prize reserve funds to prize awards expense as the related sales have occurred.

All investment earnings relating to the prize reserve funds are credited to an unreserved
account for each member state. This account can be utilized to offset operating costs or
for the promotion of any MUSL game as approved by the MUSL Board of Directors.
The Lottery's unreserved account 15 reported on the balance sheets as “Deposits with
MUSL”. The Lottery 15 assessed its pro rata share of MUSL's annual operating
expenses. MUSL reduced the Lottery’s unreserved account by 580,636 and 574,017 for
operating expenses for the fiscal years endad June 30, 20010 and 2000, respectively.

MUSL's independent auditors issue a publicly available annual financial report that may
be obtained by writing to the Multi-5tate Lottery Association, 1701 485 Siresr, Suite 200,
West Des Maoines, lowa 30266-6723,
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RHODE ISLAND LOTTERY

MNotes to Financial Statements

Summary af Significant Accounting Policies

(&) Basiz of Accounting

The financial records of the Lottery, a proprietary fund, are accounted for using the
economic resources measurement focus and are maintained on the accrual basis of
accounting. Under the accrual basis of accounting, revenues are recognized when
earned and expenses are recogrmized at the time the related liabilities are incurred.
The Governmental Accounting Standards Board (GASBE) has the responsibility for
establishing generally accepted accounting principles for governmental proprietary
fund type activities, In accordance with GASE Statement No. 20, in the absence of
specilic guidance from a GASB pronouncement, pronouncements of the Financial
Accounting Standards Board (FASB) issued on or before November 30, 1989 have
been followed.

(b} Reporting Entity

The Lottery 15 a component umit of the State of Rhode Island and Providence
Plantations (State) for financial reporting purposes. Accordingly, its annual financial
statements are included in the State’s Comprehensive Annual Financial Report
{CAFR).

(¢} Revenues and Expenses

Revenue from the sale of lottery tickets and video lottery, and expenses for prizes and
commissions are recognized as follows:

15 On-line lottery games with specific drawing dates - when the related drawings
are held.

el

Instant ticket lottery games - when ticket packets are charged o retailers.
Prizc expense is recognized in proportion to the number of tickeis sold based
on the stated prize structure for a specific instant ticket game.

3 Video lonery games - when pame credits are purchased and when game
credits are redecmable. Video lottery revenue and prize expenses are recorded
at the amount of credits purchased and the amount of credits redeemable.
These amounts are net of credits won and played.

The Lottery accrues for the maximumn pnzes payable. Prize obligations, other than
those relating to prizes payable in installments, which remain unclaimed one vear
after the drawing date, are reporied as a reduction to the cost of sales.
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RHODE ISLAND LOTTERY

Motes to Financial Statements

Summary of Significant Accownting Palicies - (Continued)

(d} Depreciation

Property, plant, and equiprment are stated at historical cost, Depreciation is computed
using the straight-line method based on the estimated useful lives of the asscis.

{2) Cash Egquivalents

()

Cash equivalents consist of highly liquid investments with a maturity of three months
or less at the time of purchase and are stated at cost plus acerued interest which
approximates fair value.

fnvesiments for Jackpor Awards and Cblipations for Unpaid Prize Awards

Tackpot awards for the Lot-O-Bucks game, which is no longer active, are paid in
annual installments.  The Lottery satisfied these obligations by purchasing
investments with matunties corresponding to the jackpot award annual installments,
Investments for jackpot awards purchased since November 15, 1983 are in the name
of the Lottery, Accordingly, the Lottery has a direct obligation to make future
installment payments to the jackpot winner. These investments and related
obligations are recorded at fair value. Fair value is the amount at which a financial
mstrument could be exchanged in a current transaction between willing parties, other
than in a forced or liguidation sale. The fair value of investments for jackpot awards
is generally based on published market prices and quotations from national security
exchanges and securities pricing services.

Far certain other games, annuity contracts were purchased in the name of, and paid
directly to, the jackpot winner. Accordingly, the Lottery has not recorded an
obligation for prize awards satisfied through annuity contracts purchased in the name
of the winner.

{g) Ticket Inventory

Inventory consiste of the cost of tickets for the instant games, which is expensed as a
percentage of sales from instant ticket games.

(h) Deferred Revenue

Tickets can be purchased in advance of scheduled drawing dates. Revenue from
advance ticket sales is recognized during the period in which the related drawing is
held, Sales pertaining to drawings to be held after the balance sheet date are reported
as deferred revenue.

27




()

(3)

RHODE ISLAND LOTTERY

MNotes to Financial Statements

Summary of Significant Accownting Policies - (Continued)

(1)

(i

Lise of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of conmtingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and expenses during the reporting
period. Actual amounts could ditfer from those amounts,

Reclassificarions

Certain prior pericd amounts have been reclassified to conform with the current
period presentlation.

Depasits and Mmvestment Risk

(a} Deposits

A cash overdraft of 3432 782 existed at Junc 30, 2001; the bank balance at that date
was 3108,146. The primary difference between the book and bank balances was
outstanding checks, The entire bank balance at June 30, 2001 is held by the State
General Treasurer. All General Treasurer accounts at a single institution are
aggregated for purposes of determining Federal Depository Insurance coverage,

The Lottery's book balance at June 30, 2000 was 512,208,934 and the bank balance
was 512,255,924, The primary difference between the book and bank balances was
outstanding checks, The entire bank balance at June 30, 2000 was held by the State
(eneral Treasurer.

(b Mmvesimenis

The Lortery’s investments are categorized below to provide an indication of the level
of market and credit risk assumed by the Lottery at June 30, 2001 and 2000.
Investments for jackpol awards were made by the Loitery in accordance with
guideclines established by the Commission. All other investments, principally cash
equivalent type mvestments, are made by the State General Treasurer in accordance
with guidelines established by the State Investment Commission, which is responsible
for the investment of all State funds. Pursuant to Chapter 35-10 of the R.I. General
Laws, the State Investment Commission may, in general, “invest in securities as
would be acquired by prudent persons of discretion and intelligence in these matters
who are secking a reasonable income and the preservation of their capital.”
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RHODE ISLAND LOTTERY

Motes to Financial Statements

Leposits and Invesiment Risk - (Continued)

» Category | includes investments that are insured or registered, or are held by
the Lottery or its agent in the Lotlery's name.,

* Category 2 includes investments that are uninsured and unregistered for which
the securities are held by the counterparty’s trust department or agent in the
Lottery’s name.

e Category 1 includes imvestments that are uninsured and unregistered, and are
held by the counterparty, or by its trust departmenl or agent but not in the
Lottery’s name.

All of the Lottery's investments are Category 1 investments, which are

summarized below,

Fair Value Fair Value
2001 2000
Zero coupon 1.5, Treasury bonds 5 1839580 § 2873448
L5, Government Agency Motes 4 798 950 7196113
Total investments 6,638,530 10,069,561
Less amounts classified as cash equivalents 4. 793950 5,196,113
Total investments for jackpot awards 1,839,580 2,873 448
Less short-term investments for jackpot awards 2,000 1,208 (200

Long-=term investments for jackpol awards # G37580  F 1663448

{c) Cash and Cash Equivalents

Cash and cash equivalents on the balance shests consist of the following:

2001 2000
Cash balance per haoks 5 - T 12208934
Investments reclassified as cash equivalents . 4,708 9500 7196 113
Cash and cash equivalents 3 ATusasn 5 19405047



REHODE ISLAND LOTTERY
Motes to Financial Statements

{4) FProperty, Flant and Equipmeni

A summary of property, plant and equipment follows:

Estimated

Llseful Life 2001 20}
Buildings 20 S 1437912 3 1437912
Building improverments 10 136,915 280,794
Ticket production and computer equipment 10 19,612 19,612
Office equipment 10 133,184 120,265
Fumniture and fixtures 10 25,194 42,311
Lottery drawing equipment 3 68,861 68,861
Automobiles 3 282,582 284 854
Computer equipment 3 293, 407 276,383
Trucks 3 22,445 22,445
2,425,112 2,553,439
Less: Accumulated depreciation 1,911,868 1.934.687
Froperty, plant and equipment {net) £ S1324 5 512752

Lottery headguarters are situated on land owned by the State of Rhode Island. The State
has assigned custody, control and supervision of the land to the Lottery at no cost
However, since title to such land remains vested in the State, it is not recorded in the
balance shesats.

(5] Due 1o State s General Fund

Due to State’s General Fund represents the balance of net income for the period (afler
adjustment for depreciation expense on the Lottery's headquarters - see Note 8) that is to
ke paid to the State’s General Fund, The amounts paid and amounts doe to State's
General Fund are summarized below:

2001 2000
Payments to State’s General Fund 5 180,743,897 § 150,283,625
Cash paid during fiscal vear (192,183,635) (138,375,047
Amount due to State’s General Fund,
heginning of vear 12 883,635 075,047
Due to State’s General Fund, end of year 5 443,897 8§ 2883635

30



(6)

(7

(8)

()

RHODE ISLAND LOTTERY
Notes to Financial Statements

i ik

The Lottery pays commissions to sales retailers and its on-line games contractor based on
a percentage of gross ticket sales. Video lottery commissions, as specified in the General
Laws, are paid to the facility operators, technology providers (video terminal providers),
the central communications provider and others based on vanous percentages of net
terminal income (video lottery credits purchased less credits redeemed or redeemable).

The General Laws provide for reductions of certain video lottery comrmmssions. The
amount reduced 15 to be credited to the State’s Distressed Communities Relief Fund,
which is part of the State’s General Fund. The Lottery has reflected the actual video
commissions paid as an expense.  The amount to be credited to the IDistressed
Communities Relief Fund is included in the transfer to the State's General Fund.

Comipensaied Ahsenoes

The Lottery accrues an estimated liabilicy for wvested benefits relating to future
compensated absences. This includes an expected obligation in connection with vacation
credits and accumulated vested sick pay for those employees eligible for retirement.  As
of June 30, 2001 and 2000, the estimated liability was 5190342 and 5137.,990,
respectively. The liability 15 calculated using the current hourly rates of pay.

Retaimed Earninges

The Lottery retained 51, 458275 of its earnings during the years 1980 to 1983 to finance
construction of a new office headquarters and aceounted for this as a reservation of
retained earmings. It adopted the policy of reducing reserved retaincd eamings by the
anmual building depreciation expense of $71,895.

Retivement Plar

Plan Deseription:

All Lottery emplovees must participate in a cost-sharing multiple-employer defined
benefit pension plan administered by the State of Rhede [sland Employees' Retirement
Svstem (ERS). The plan provides retirement and disability benehits, annual cost-of-living
adjustments, and death benefits 1o plan members and beneficiaries. The level of benefits
provided to state emplovess is established by Chapter 36-10 of the General Laws, which
is subject to amendment by the General Assembly. The ERS issues a publicly available
financial report that includes fnancial statements and required supplementary
information for plans administered by the system. The report may be oblained by writing
to the Emplovees” Retirement System, 40 Fountain Street, Providence, R1 02203,



(%)

(10}

(11}

(12)
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Retirement Plan - (Continued)

Funding Palicy:

The funding policy, as sct forth in Rhode Island General Laws, Section 36-10-2, provides
for actuarially determined periodic contributions to the plan. Howewver, the actuanally
determined contribution rates can be stamtorily changed by the legislature. Lottery
employees are required to contribute 8.75% of their annual covered salary. The Lottery
is required to contribute at an actoarially determined rate; the rate is 7.99% and 8.57%,
respectively, of annual covered payroll for the vears ended June 30, 2001 and 2000, The
Lottery contributed 5178,730, $181,386, and §192,085 for the years ended June 30, 2001,
2000 and 1999, respectively, cqual to the required contributions for each vear.

FPostemplavyment Benefits

In accordance with the General Laws, postemployment healthcare benefits are provided
ta all state emplovees who retire on or after July 1, 1989, The benefits in peneral cover
medical and hospitalization costs for pre-Medicare eligible retirees and a Medicare
supplement for Medicare eligible retirees. The retiree is required to pay a portion of the
monthly premium. This payment varies with years of scrvice and ranges from 50% for
retirees with 10-15 years of service to 0% for retirees with 35 vears of service. The
Lottery contnibuted .98% and .66%, respectively, of covered payroll for the years ended
June 30, 2001 and 2000 to fund the cost of these benefits. This benefit program is
administered by the State, therefore all required disclosures are included in the State’s
CATFE.

Deferrad Compensation

Employees of the Lottery may participate in a deferred compensation plan offered by the
State. Required disclosures are reported in the State’s CAFR.

Conmmiimenis

The Lottery has contracted with a vendor to furmish computer hardware and software
together with the related scrvices necessarv for the operation of the Lottery’s
computerized games. Commissions mange from 4% to 4.8% of sales from the on-line
games. The Lottery leases a portion of its headquarters to the vendor to house computer
hardware necessary for the on-line games. The term of the lease coincides with the
vendor contract and provides for a rent of $41,520 per annum. The Lottery recently
exercised its option of extending this agreement until October 21, 2007,

The Lottery has also contracted with this vendor to install, operate and maintain & central

communications system for the operation of its video lottery games. This contract is
effective through August 27, 2002, Commissions, equal to 2.5% of net terminal income
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Commidmenls - (Continged)

from video lottery sales, are paid from the technology provider's share of net terminal
ICOme.

FEguiprmen! Legsine

Leasas that do not meet the critena for capitalization are clagsified as operating leases
with related rentals charged to operations as incurred. The following is a schedule, by
year, of future minimum lease payments under operating leases as of June 30, 2001, that
have initial or remaining lease terms in excess of one vear.

Lease
Fizcal ¥ear Endipg June 30 Payvments
2002 5 152,529
2003 4316
Total future minimum lease payments 3 136,845

Contingencies
Litieation

A suit was filed by a former Lottery employvee against the members of the Commission in
their official capacity, the Governor and the Director of Administration. The litigation
concerns the former employee’s claim that his termination on March 25, 1996 was
unlawful. In Februarny 2001, a judge decided that the Commission was in violation of the
Open Meetings Act at 115 meeting on March 25, 1996, however, the employee was not
reinstated to his former position. The Commission was fined and the plaintiffs were
awarded attorney’s fees and costs. These amounts have been accrued at June 30, 2001
but continue to be appealed by both parties.

Damage to Lottery Headquarters

On March 6, 2001, due to & severe storm, a significant portion of the roof collapsed at the
Lottery headquarters. Tt 15 estimated that the cost of repaining the roof and building will
be 5850,000. As a result of the roof collapse, the Lottery entered into a sublease
agreement for temporary office space located at 1210 Pontiac Avenue, Cranston, Rhode
Island. The terms of the armanpement require the Lottery to pay an annual rent of
$103,250. The Lottery is also responsible for its pro rata share of all other amounts
required to be paid as additional rent under the master lease agrecment. The Lottery
expects the building repairs and rent ta be covered by insurance proceeads.
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Year Ended June 30, 2001

Sales, Commikszions and Prize Awards Expense

EHODE ISEAND LOTTERY

Years Ended June 30, 2001 and 2004
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Acanrds Prizme st ol Cos1 of Cireas
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Diog Kenmel Crwmers L, T, 05
CitwTawn 2. 80552
Tuoxal % 107 456913
fear Ended June 30, 2000
Frize Unclaimed
Mwards Prize Costaf Cost of moss
Sales Commissions Expense Beoovery Tickers Sales Frofit
JBLLETY EAreE!
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Fiscal Years 1992 through 2001
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Mote: Mot ol gamees were active during this 10-vear perind,
Wided Lotiery began in Fiscal Year 1993
Lonto smserben ended in Fiseal Year 1992
Cerenil Lol ended in Fiseal Vear 1993
Lot-0i-lineks ended in Fiscal Year [995
Fawirkall began in Flseal Year F99Z
Kemn began in Fiseal Yedr 199
Ry Caih higan in Biscal Year 1995 and ended in Fiseal Year 1997
[rafly Millions began in Piscal Year 1997 and ended in Hiscal Year 1998
Muoncy Hell bepan in Fiscal Year 2001
Easy Wim began in Piecal Year 2000 and ended in Fiscal ¥err 2001
Koll Dhavwn bisgam ia Fiscal Year 1998 pnd ended s Flseal Year 2000

Source: Rhoda |sland Lofleny
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Your Rhode Island Lottery

T Rhode Island Lottery

Expenses and Payments to the State's General Fund
Fiscal Years 1992 through 2001

EXPENSES

Prizea

Rt i Veadir Comminomss
Whdeo C o sm

Lostol TEues

Lisclyimed Prios Bscovsm
Adveriaicg and Promiodon
Cperafing Bepeasas

TOTAL EXFERSES

PAYMENTE TO THE STATE'S
GENERAL PUND

15

1993

155y 1995 1547 1997

Source: Rhode Island Lottery
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LUL.S. LOTTERIES FER CAPITA SALES

FISCAL YEAR 2000
TOTAL
SALES POPULATION FER CAPITA
LOTTERY {5 iT) SALES

RHODE ISLAND {2) 864.32 1.05 £823.15
‘South Dakola (2) EE1.05 0.75 5774.73
Defaware {1) 55645 0.7 2713540
Massachuselis 3.897.97 6,35 §582.36
Dislrict of Columbia ==* 215.51 0.57 £370.09
Georgia 2,313.55 E.19 £262.48
West Virginia (1) “447.07 1.81 $247.50
Cionnecticut Bav.51 3.41 $245.60
Oragen {1} TE0.01 3.42 222,23
Marylasd 1,175.14 5.30 §221.72
Mew Jergey 1,8308.80 g1 218,76
Ohio 220810 11.35 518463
MNew York * 3,629.26 16.98 510121
Michigan ™ 1,604.75 9,54 $170.50
Mew Hampshire 180.81 1.24 $153.88
Flarida 2.5324.39 15.98 T145.46
Kenlucky SB3.68 4,04 Fi44.48
Mirginia 87300 F.08 3137.43
Peannsylvania 1,679.86 12.28 5136.80
Texas ™" 2,657.29 20.85 5127.45
Vermaont 7542 0.61 $124.46
lllincis 1,503.868 12.42 £121.08
Maine 147.91 1.27 $116.46
Indiana 58263 6.08 50583
Miszouri G048.02 5.60 300.72
Colorada _ 370.96 4.30 $B6.27
Minnesata 39729 4.92 IB0.75
Washinglon 45261 5,89 F76.58
California 2,598,508 3387 $76.72
Wiscongin 406, 70 538 5?5:53
Kansas 192.56 269 §71.58
Idaho B6.51 .29 S67.06
Lewigiana 276.38 247 §61.83
lowsa 178.21 293 560.82
Mew Mexico 110,61 1.82 S60.77
AFZ0ra 205,55 513 S-‘-Q-ﬂ .1.-
Mebraska 68.17 ] $39.87
Montana 29.90 020 £33.22
TOTAL 37,473.79 243.04 $154.19

* FY ends 331
Y ands B39
= By ends W30

(1} Ineludas net VLT zafes feash v fess casi o)
(2} Includas gross VLT sales feash in)

Sawrce: Mosi recent informaton rapared by iha Borth fmoican Association
af Slale & Provincial LoBeries
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U5, LOTTERIES RAMKED
BY FISCAL YEAR 2000 SALES

U.5. LOTTERIES RANKED

BY SALES ¥ CHANGE

HARGE

LOTTERY LOTTERY =

1 Massachusels 3,365 16 3,697 4f 1 New Mexico 23,9685

2 Hew York " 3,607 63 3.620.26 2 RHODE ISLAND (2) 16.58%
_ 3 Texas' 2,572 55 2657280 4 Indiana 14.50%
4 California 2,50169 2508838 4 WWast Virginia (1) 14.10%

__ & Florida 2,178.59 2,324.39 8 Georgia 13.73%
B Georgia 2,024 31 231355 6 New.Jersay 10.95%

7 Ohio 2,144.73 220010 7 Massachusells 9.69%

8 Mew Jersey 1,658.20 1,835.80 B Marvand 7.00%

3 Michigan *** 1.768.70 1,694.75 4 Wermon 7.BE%

10 Pennsylvania 1,668 66 1,679.86 10 Florida 6.68%
11 Ningis 1.524.40 1.503.66 11 South Dakoda (2) 5.99%
12 Maryland 1.088.15 1,175.14 12 Delawara {1} 5.50%

_'IE_\."_-"P:EIJHI 03460 GF3.00 15 Orvegon (1) o A0
14 RHODE ISLAND (2 741.38 864,32 14 \irginia 411%
15 Conneclicut B71.00 B3T.51 15  Califomia 3.86%

16 Ovegon (1} T26.51 Te0.01 16 Colorado 3.62%

17 Kantucky 583.15 58368 17 Texas ™ 3.29%

18 Indiana 581.43 A2 63 12 Ohio 3.00%

189 South Dakota (2] SalE 5?';:':]_,5,_ 19 Deslrict of Colagmbia * 2.09%

20 Delaware (1) 527.43 §5645 20 Maine 2.33%

21 Missouri 513.33 _ 50802 21 Minnesota 1.87%

22 Washinglon 47340 452 51 22 Pennsylvania 067 %

23 West Virginia (1) Jg9e .62 447.97 23 Kenlucky 0.08%

24 Wisconsin 428.20 406.70 24 Montana -0.33%

25 Minnasota 390.01 397.20 25 Migsour =1 %8

26 Colorado 358.00 aT086 26 llinois = -1.36%

27 Louisiana 28904 27638 27 New Yok | _~1.85%
28 Asizona _268.26 26555 28 lowa -3.18%

29 District of Columbia *** 208.26 215.51 20 Kansas -5.20%

30 Kansas 198.92 192.56 30 Connecticut 3850

31 MNew Hampshire 188,20 180,81 31 Michigan *** -1.18%

32 lowa 164.07 17621 52 Mew Hamgpshire 4. 21%,

33 Maine T}, 5 147,91 33 Washington -2 A5

34 MNew Mexico ] 11061 34 Ildaho -4 A6%

33 |ldaha 445 55,51 35 Louisiana e LA

38 Vermnonl 70,39 7592 35 Arzona R
a7 mMebraska 1238 BRAT. 3T Wiscongin o029

38 Montana 30.00 2990 38 Nebraska -E 79%

TOTAL 36.219.76  37,473.79 3.46%

*FY ends 3431
** FY encis B
=t EY ands 350

(1] incluwdes net VLT sales [cash o less cash auwl)
(2] Includes grozs VLT sales foash il

Sourca: Most récent nfemation repoaried by the North American Assocializn
af Siate & Provincial Lothades
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE AND
ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Jomnt Committes on Lepislaiive Services, General Assembly
State of Rhode Island and Providence Plantations:
and
Members of the Rhode Island Lottery Commission:

We have audited the financial statements of the Rhode Island Lottery (Lottery), a
component unit of the State of Rhode Island and Providencs Plantations, as of and for the year
ended June 30, 2001 and have issued our report thereon dated September 4, 2001. We condacted
our audil 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, 155ued by the Comptroller General of the United States.

Comnpliance

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
provisions of laws, regulations, and contracts, noncompliance with which could have a direct and
material effect on the determination of financial statement ameunts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and zccordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

In planning and performing our awdit, we considered the Lottery's internal confrol over
financial reporting in order to determine our auditing procedures for the purpose of expressing
our opinion on the financial statements and not to provide assurance on the internal control over
financial reporting.  However, we noted a maller involving the internal control over financial
reporting &nd its operation that we consider to be a reportable condition. Reportable conditions
involve mallers coming to our attention relating to significant deficiencies in the design or
operation of the intemal control over fnancial reporting thatl, in our judgment, could adversely
alfect the Lottery's ability to record, process, summarize, and report financial data consistent
with the assertions of management in the Onancial statements.
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Toint Commitiee on Legislative Services
Members of the Rhode [sland Lottery Commission
Page 2

Eenariable Condition

Logical access secunty to the computer svstems used to operate the Loltery’s games
should be improved by (1) fully utilizing cemain designed functions of the systems, (2)
strengthening other system security aspects, and (3) implementing a comprehensive security plan
for these computer systems that includes delegating certzin aspects of security to the Lottery and
monitoring by the Lottery of the overall system security function. During fiscal year 2001, the
Lottery began implementing a formal comprehensive security plan including activation of certain
security features originally designed within the Lottery’s paming systems. Complete
implementation of this plan 15 necessary to énsure thalt access 15 approprately restnicted 1o
authorized individuals and any unauthorized access is detected by the Lottery on a timely basis
with appropriate follow-up.

A material weakness is a condition in which the design or operation of one or more of the
internal control components does not reduce to & relatively low level the risk that misstatements
in amounts that would be matenal in relation to the financial statements being audited may oceur
and not be detected within a timely period by employees in the normal course of performing their
assigned functions. Owur consideration of the internal control over financial reponting would not
necessarily disclose all matlers in the internal control that might be reportable condibions and,
accordingly, would not necessarily disclose all reportable conditions that are also considered to
be material weaknesses. However, we do not believe that the reportable condition descnbed
above 15 2 matenal weakness.

This report is intended solely for the information and use of the Joint Committes on

Legislative Services, the Rhode Island Lottery Commission and Lotlery management, and 15 not
intended to be and should not be used by anyone other than these specified parties.

Emest A. Almonte, CPA, CFE
Auditor General

September 4, 2001
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