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Janice Mueller
State Auditor

July 8, 2008

Senator Jim Sullivan and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Sullivan and Representative Jeskewitz:

As required by s. 13.94(1)(em), Wis. Stats., we have completed our annual financial audit of the
Wisconsin Lottery, which is administered by the Department of Revenue. We have issued an
unqualified opinion on the Wisconsin Lottery’s fiscal year (FY) 2005-06 and FY 2006-07 financial
statements. We also found that the Wisconsin Lottery was in compliance with statutory
spending limitations related to prizes, product informational advertising, retailer compensation,
and administrative expenses.

Total ticket sales increased $57.8 million, or 13.3 percent, from FY 2002-03 to FY 2006-07.
However, FY 2006-07 ticket sales of $492.8 million were $16.2 million, or 3.2 percent, less than
those of the previous year. Wisconsin Lottery staff attribute this decrease to the timing of large
Powerball jackpots, which have a significant effect on ticket sales. Total operating expenses
increased $42.5 million, or 13.6 percent, from FY 2002-03 to FY 2006-07, primarily because
lottery prizes and retailer compensation fluctuate with ticket sales. In FY 2006-07, lottery
proceeds of $160.0 million were distributed to provide property tax relief.

We appreciate the courtesy and cooperation extended to us by Wisconsin Lottery staff in the
Department of Revenue.

Respectfully submitted,

%/% /g«/t/w

Janice Mueller
State Auditor

JM/BN/ss
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Introduction =

The Wisconsin Lottery
sells instant and online
game tickets.

The Wisconsin Lottery began operations in September 1988, after
Wisconsin voters adopted a constitutional amendment in 1987 that
allowed the Legislature to create a state lottery and required net
proceeds to be distributed for property tax relief. Since August 1995,
the Department of Revenue has managed the Wisconsin Lottery,
which is permitted to sell tickets for instant and online games.
Instant games are tickets that reveal a prize when consumers
remove scratch-off or pull-tab coverings, while online games
generally involve consumers picking numbers from an automated
system, with winning numbers selected in drawings held at
intervals ranging from daily to twice a week. In March 2007, the
Wisconsin Lottery introduced a raffle style online game in which
players purchase a sequential ticket number from an automated
system and winning ticket numbers are selected by drawing.

We completed a financial audit of the Wisconsin Lottery to fulfill
our audit responsibilities under s. 13.94(1)(em), Wis. Stats., and have
issued an unqualified opinion on its financial statements for the
years ended June 30, 2007 and 2006. As part of our financial audit,
we reviewed lottery ticket sales, operating expenses, and property
tax relief distributions through fiscal year (FY) 2006-07. We also
assessed compliance with statutory requirements related to prizes
and other costs.
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Wisconsin Lottery sales
increased 13.3 percent
from FY 2002-03 to

Wisconsin Lottery Ticket Sales

The Wisconsin Lottery derives more than 99 percent of its operating
revenues from instant and online ticket sales. Total ticket sales
increased 13.3 percent during the past five fiscal years, from

FY 2006-07. 4350 million in FY 2002-03 to $492.8 million in FY 2006-07. Sales of
scratch-off and pull-tab games increased 13.9 percent during that
period, while online game sales increased 12.5 percent. However, as
shown in Table 1, ticket sales fluctuated and total sales decreased
during both FY 2004-05 and FY 2006-07. Wisconsin Lottery staff
attribute these decreases in total sales to the timing of large
Powerball jackpots, which have a significant effect on online game
ticket sales.

Table 1
Wisconsin Lottery Ticket Sales
(in millions)
Percentage
Change from

Fiscal Year Instant Games Online Games Total Sales Prior Year
2002-03 $249.5 $185.5 $435.0 -
2003-04 270.3 212.6 482.9 11.0%
2004-05 269.9 182.0 451.9 (6.4)
2005-06 285.7 223.3 509.0 12.6
2006-07 284.1 208.7 492.8 3.2)

Operating expenses
increased 13.6 percent
from FY 2002-03 to
FY 2006-07.

Wisconsin Lottery Operating Expenses

As shown in Table 2, the Wisconsin Lottery’s operating expenses
include prizes paid to winning ticket holders; retailer compensation,
including commissions and incentives; game development and
production costs, including instant game ticket printing and
delivery costs, payments to the vendor that provides and supports
the gaming system, and online telecommunication charges; product
information costs; and other costs, such as staff salaries and fringe
benefits. Operating expenses increased from $312.7 million in

FY 2002-03 to $355.2 million in FY 2006-07, or 13.6 percent, primarily
because of increases in prizes and retailer compensation, which
fluctuate directly with ticket sales.
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Table 2
Wisconsin Lottery Operating Expenses
(in millions)

Expense Type FY 2002-03 FY 2003-04 FY 2004-05 FY 2005-06 FY 2006-07
Prizes $248.5 $275.2 $262.1 $293.9 $292.1
Retailer Compensation 30.8 33.9 31.4 35.2 34.1
Game Development and

Production’ 19.2 19.3 14.4 16.4 16.5
Product Information 4.6 4.6 4.6 4.6 4.5
Other? 9.6 9.4 9.3 8.1 8.0
Total $312.7 $342.4 $321.8 $358.2 $355.2

! Includes instant and online vendor services, instant game ticket printing, online telecommunications, and instant game ticket delivery
expenses.

2 Includes staff salaries, fringe benefits, supplies and services, and depreciation expenses.

Costs associated with game development and production expenses
decreased by 14.1 percent over the past five fiscal years. This
decrease is primarily the result of the Wisconsin Lottery and
GTECH Corporation entering into a seven-year contract that took
effect in June 2004 to both maintain the instant and online gaming
system and provide telecommunications services. Under the current
contract, the Wisconsin Lottery paid $12.4 million to GTECH during
FY 2006-07. In FY 2002-03, the Wisconsin Lottery paid GTECH

$12.5 million to maintain the instant and online gaming system, and
$3.1 million to a different vendor for telecommunications services.

Other Wisconsin Lottery expenses also decreased by 16.7 percent
over the past five fiscal years. Wisconsin Lottery staff explain that
this decrease is primarily the result of strategies to reduce costs.

For example, prior to September 2004 the Wisconsin Lottery

leased a facility in Madison and a warehouse in Milwaukee. In
September 2004 it began a five-year lease of a warehouse in Madison
that expires in August 2009. Warehouse leasing costs prior to
September 2004 were approximately $413,000 per year. The annual
cost of the new lease is approximately $145,000. In addition, in
August 2004 the Wisconsin Lottery canceled the Super Money Game
Television Show, which eliminated approximately $300,000 annually
in television production costs.
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Approximately

52.6 billion in property
tax relief has been
provided since 1988.

Property Tax Relief Distributions

The Wisconsin Constitution requires that net proceeds from the
Wisconsin Lottery be used only for property tax relief. Under
current law, property tax relief is provided through the lottery and
gaming tax credit to owners of primary residences in Wisconsin and
through the farmland tax relief credit to certain farmland owners in
Wisconsin.

Since its inception in 1988, the Wisconsin Lottery has provided

$2.6 billion in property tax relief. As shown in Table 3, property tax
relief totaled $697.9 million over the past five fiscal years, including
$160.0 million in FY 2006-07.

Table 3
Wisconsin Property Tax Relief!
(in millions)

Lottery and Gaming Farmland Tax Total
Fiscal Year Tax Credit Relief Credit Distributed
2002-03 $106.1 $23.5 $129.6
2003-04 118.3 13.3 131.6
2004-05 131.7 11.7 143.4
2005-06 119.8 13.5 1333
2006-07 144.6 15.4 160.0
Total $620.5 $77.4 $697.9

' Property tax relief is funded by net proceeds from the Wisconsin Lottery and by transfers from
other gaming-related appropriations, including racing and charitable bingo operations.

The Wisconsin Lottery
returned 59.3 percent of
sales to players as prize
payments in FY 2006-07.

Statutory Requirements

State statutes and legislative action impose limitations on four types
of lottery expenses. The Wisconsin Lottery is in compliance with
each of the limitations.

Section 25.75(3)(a), Wis. Stats., requires that at least 50 percent of
Wisconsin Lottery sales be returned to players as prize payments.

As shown in Table 4, the Wisconsin Lottery’s prize expenses have
increased or decreased with fluctuations in ticket sales. As a
percentage of ticket sales, prize expenses have remained generally
consistent, although they increased to 59.3 percent during FY 2006-07.
Wisconsin Lottery officials attribute the 1.3 percentage point increase
between FY 2004-05 and FY 2006-07 to offering higher-priced instant
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games that include higher prize payout percentages. They also note
that the FY 2006-07 prize payout percentage may be higher because
the Wisconsin Lottery paid the $100,000 prize for Supercash! eight
times more in FY 2006-07 than in FY 2005-06. Lower-than-expected
sales of the new game Million Dollar Draw, which included a

$1 million prize, also contributed to the higher prize payout
percentage in FY 2006-07.

Table 4
Prize Expenses as a Percentage of Ticket Sales
(in millions)

Fiscal Prize Ticket Percentage of
Year Expenses Sales Ticket Sales
2002-03 $248.5 $435.0 57.1%
2003-04 275.2 482.9 57.0
2004-05 262.1 451.9 58.0
2005-06 293.9 509.0 57.7
2006-07 292.1 492.8 59.3

Administrative expenses
have remained within
the statutory limit of
10.0 percent of gross
operating revenues.

Section 25.75(3)(b), Wis. Stats., limits certain administrative expenses to
no more than 10.0 percent of gross operating revenues. These
administrative expenses include all expenses except prize payments and
retailer compensation. As shown in Table 5, the Wisconsin Lottery’s
administrative expenses have remained within the statutory limit and

were 5.9 percent of gross operating revenues during FY 2006-07.

Table 5

Statutorily Defined Administrative Expenses as a Percentage of Gross Operating Revenues
(in millions)

Total Statutorily Defined

Gross Operating

Percentage of Total

Fiscal Year Administrative Expenses Revenues Gross Operating Revenues
2002-03 $33.4 $435.1 7.7%
2003-04 33.3 483.2 6.9

2004-05 28.3 452.0 6.3

2005-06 29.1 509.2 5.7

2006-07 29.0 493.1 5.9
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The Wisconsin Lottery
provided 0.9 percent of
ticket sales for the
retailer performance
program in FY 2006-07.

The Wisconsin Constitution prohibits the expenditure of public
funds or of revenues derived from lottery operations for
promotional advertising. It directs any advertising to provide
information about the chances of winning and prize structures.
Through legislative action, the Wisconsin Lottery’s product
informational advertising expenses have been limited to $4.6 million
annually since FY 1990-91. This expenditure authority was not
exceeded in FY 2006-07. The Legislature has increased the Wisconsin
Lottery’s annual product informational advertising budget to

$7.5 million beginning with FY 2007-08. Wisconsin Lottery staff
project that increase will produce an additional $15.0 million in
annual lottery ticket sales.

State statutes establish maximum compensation rates for basic
commissions and performance program payments to retailers who
sell lottery tickets. Basic commission rates are 5.5 percent of the retail
price for online tickets and 6.25 percent for instant tickets. According
to s. 565.02(4)(g), Wis. Stats., performance program payments to
eligible retailers may not exceed 1.0 percent of total ticket sales. As
shown in Table 6, the Wisconsin Lottery’s retailer performance
program payments have remained within the statutory limit for the
past five fiscal years and were 0.9 percent of ticket sales during

FY 2006-07.

Table 6
Retailer Performance Program Payments as a Percentage of Ticket Sales
(in millions)
Retailer Performance Ticket Percentage of

Fiscal Year Program Payments Sales Ticket Sales
2002-03 $4.2 $435.0 1.0%
2003-04 4.8 482.9 1.0

2004-05 4.0 451.9 0.9

2005-06 4.6 509.0 0.9

2006-07 4.5 492.8 0.9
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Independent Auditor’s Report on the Financial Statements of the
Wisconsin Lottery

We have audited the accompanying financial statements of the Wisconsin Lottery
as of and for the years ended June 30, 2007 and 2006, as listed in the table of
contents. These financial statements are the responsibility of the Wisconsin
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 generally accepted
in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States. 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 statements. An audit also
includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements referred to in the first paragraph
present only the Wisconsin Lottery and do not purport to, and do not, present
fairly the financial position of the State of Wisconsin and the changes in its financial
position and its cash flows, where applicable, in conformity with accounting
principles generally accepted in the United States of America.
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In our opinion, the financial statements referred to in the first paragraph present
fairly, in all material respects, the financial position of the Wisconsin Lottery as of
June 30, 2007 and 2006, and the changes in its financial position and its cash flows
for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the financial
statements of the Wisconsin Lottery. The supplementary information, including
Management’s Discussion and Analysis and Schedules 1, 2, and 3, is presented

for purposes of additional analysis and is not a required part of the financial
statements. For Management’s Discussion and Analysis on pages 11 through 18,
we have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit the information
and express no opinion on it. The schedules on pages 44 through 46 have been
subjected to the auditing procedures applied in the audit of the financial statements
and, in our opinion, are fairly stated in all material respects in relation to the
financial statements taken as a whole.

In accordance with Government Auditing Standards, we have also issued a report
dated June 25, 2008, on our consideration of the Wisconsin Lottery’s internal
control over financial reporting; our tests of its compliance with certain provisions
of laws, regulations, and contracts; and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and
should be considered in assessing the results of our audit.

LEGISLATIVE AUDIT BUREAU

June 25, 2008 by %7 e W

Bryan Naab
Deputy State Auditor for Financial Audit
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Prepared by Wisconsin Lottery Management

This section of the Wisconsin Lottery’s financial statements presents management’s
discussion and analysis of the financial performance of the Wisconsin Lottery
during the fiscal years ending June 30, 2007, and June 30, 2006. This discussion
should be read in conjunction with the accompanying financial statements and
notes. The financial statements, notes, and this discussion are the responsibility of
Wisconsin Lottery management.

Financial Highlights

The financial highlights stated below discuss the financial statements for the fiscal
years ended June 30, 2007, and June 30, 2006.

*  Operating revenues generated from ticket sales for the
Wisconsin Lottery were $492.8 million in FY 2006-07. Sales were
the second-highest in a decade, surpassed only by the previous
year’s sales of $509.0 million. Sales decreased by $16.2 million, or
3.2 percent, from FY 2005-06, due primarily to a $25.2 million
decrease in Powerball sales. In FY 2005-06, annual ticket sales
increased $57.1 million, or 12.6 percent, with the increase
attributed to increased sales of Powerball, Wisconsin’s Very
Own Megabucks, and instant scratch-off game tickets.

11
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® Operating expenses for FY 2006-07 decreased $3.0 million, or
0.8 percent. For FY 2005-06, operating expenses increased
$36.4 million, or 11.3 percent, primarily as a result of higher
prize expense and retailer compensation necessary to support
the $57.1 million in increased ticket sales.

* Nonoperating revenues, consisting mainly of investment
income, increased $9.0 million, to post a gain of $3.7 million in
FY 2006-07, compared to a loss of $5.3 million in FY 2005-06. In
FY 2005-06, nonoperating revenues declined $8.2 million.

=  Net income before transfers was $141.6 million for FY 2006-07, a
decrease of $4.1 million, or 2.8 percent, primarily as the result of
lower ticket sales. In FY 2005-06, net income before transfers rose
$12.6 million, or 9.5 percent, as a result of record sales for that
year.

= Statutorily defined administrative expenses declined
$0.1 million, from $29.1 million in FY 2005-06 to $29.0 million
in FY 2006-07. The FY 2005-06 increase over FY 2004-05 was
$0.8 million. Administrative expenses remained well below
the statutory maximum of 10.0 percent of gross operating
revenues. As a percentage of gross operating revenues, defined
administrative expenses increased slightly, from 5.7 percent
in FY 2005-06 to 5.9 percent in FY 2006-07, while they were
6.3 percent in FY 2004-05.

Overview of the Financial Statements

The Wisconsin Lottery is accounted for as an enterprise activity, a type of
proprietary fund, reporting on all of the activity’s assets and liabilities using the
accrual basis of accounting, much like a private business entity. The Wisconsin
Constitution requires that net proceeds from the operations of the Wisconsin
Lottery be used to provide property tax relief. In addition, balances from other
gaming-related appropriations that are not administered by the Department of
Revenue (Lottery), including racing and charitable bingo operations, are
transferred to the Lottery Fund for distribution in the form of property tax relief.
The net assets of the Wisconsin Lottery consist of capital assets (equipment),
restricted deposits for Powerball reserves, restricted income related to unrealized
fair market value adjustments to investments, and restricted net assets for property
tax relief.
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This annual report consists of a series of financial statements, along with
explanatory notes to the financial statements and supplemental schedules. To
assess the Wisconsin Lottery’s financial position and financial health, the reader of
these statements should pay particular attention to changes in the components of
assets and liabilities as set forth in the Statement of Net Assets, and to changes in
income and expenses as set forth in the Statement of Revenues, Expenses, and
Changes in Fund Net Assets and the Statement of Cash Flows.

Net Assets

The Statement of Net Assets provides detailed information on the nature and
amount of the Wisconsin Lottery’s assets, liabilities, and net assets at the close of
FY 2006-07 and FY 2005-06. Table A presents these data in a condensed form for the
past three fiscal years. The relationship of assets to liabilities and resulting net
assets is one indicator of the financial condition of the Wisconsin Lottery.

Table A
Net Assets
(in millions)
June 30, 2007 June 30, 2006 Change June 30, 2005 Change

Investments $ 934 $103.7 $(10.3) $121.8 $(18.1)
Capital Assets (Net of
Accumulated Depreciation) 0.1 0.2 0.1) 0.2 0.0
Other Assets 50.9 66.9 (16.0) 42.2 24.7
Total Assets 144.4 170.8 (26.4) 164.2 6.6
Current Liabilities 38.8 36.6 2.2 32.7 3.9
Noncurrent Liabilities 72.6 82.1 (9.5) 91.5 (9.4)
Total Liabilities 111.4 118.7 (7.3) 124.2 (5.5)
Net Assets:

Invested in Capital Assets 0.1 0.2 0.1) 0.2 0.0

Restricted for MUSL Powerball

Reserves 3.9 4.4 (0.5) 4.5 (0.1)

Restricted for Investment Fair

Market Value Adjustment 6.2 7.1 (0.9) 15.8 (8.7)

Restricted for Property Tax

Relief 22.8 40.4 (17.6) 19.5 20.9

Total Net Assets

$33.0 $52.1 $(19.1) $40.0 $12.1
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As shown in Table A, total assets decreased $26.4 million, or 15.5 percent, while
total liabilities decreased $7.3 million, or 6.1 percent, during FY 2006-07. As a result,
the Wisconsin Lottery’s total net assets decreased $19.1 million, or 36.7 percent,
during FY 2006-07. During FY 2005-06, total assets increased $6.6 million, or

4.0 percent, and total liabilities decreased $5.5 million, or 4.4 percent, resulting in
total net assets increasing $12.1 million, or 30.3 percent.

The Wisconsin Lottery’s net assets are generally available for property tax relief
unless restricted for other uses. There are currently three restricted uses of the
Wisconsin Lottery’s net assets. Amounts invested in capital assets cannot be used
to provide property tax relief, just as Powerball reserve deposits held by the Multi-
State Lottery Association (MUSL) are not currently available for property tax relief.
Accounting principles dictate that the unrealized gains or losses related to the
change in the fair market value of investments be reported as a restricted net asset.
Investments have been purchased for the payment of installment prize awards and
are generally held to maturity. Therefore, the change in the fair market value of
these investments is restricted and is not available for property tax relief. All
remaining net assets are available for property tax relief.

Changes in Net Assets

The Statement of Revenues, Expenses, and Changes in Fund Net Assets provides
detailed information on the nature and financial impact of the Wisconsin Lottery’s
operations for FY 2006-07 and FY 2005-06. Table B presents these data in a
condensed form for the past three fiscal years. Also illustrated in this statement is
the change in net assets for the year.

As shown in Table B, total net assets decreased $19.1 million in FY 2006-07 and
increased $12.1 million in FY 2005-06. Ticket sales decreased $16.2 million for
FY 2006-07. The decrease in ticket sales was due primarily to a $25.2 million
decrease in sales of the Powerball game. FY 2005-06 ticket sales increased

$57.1 million, with $34.0 million of the increase driven by Powerball sales.
Powerball sales are driven by jackpot amounts, and several large jackpots
contributed to record Powerball sales in FY 2005-06. A discussion of ticket sales
results by game category follows this section.

Investment income increased by $8.9 million in FY 2006-07, following a decrease in
FY 2005-06 of $8.2 million. The FY 2006-07 increase primarily resulted from

$5.6 million in unrealized investment gains from changes in fair market value for
investments, following unrealized investment losses of $1.4 million from changes
in fair market value for investments for FY 2005-06.

Total expenses decreased $3.0 million, or 0.8 percent, for FY 2006-07, due mainly to
decreases in prize expenses, retailer commissions and incentives, and vendor
services. For FY 2005-06, total expenses increased $36.4 million, or 11.3 percent, due
mainly to increases in these same expense lines. In general, prize expenses and
retailer commissions and incentives are variable expenses, so they increase or
decrease in relation to ticket sales. Prize expense results by game category are
discussed later.
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Table B

Changes in Net Assets
(in millions)

FY 2006-07 FY 2005-06 Change FY 2004-05 Change

Revenues

Operating Revenues:
Ticket sales $492.8 $509.0 $(16.2) $451.9 $57.1
Retailer fees and miscellaneous revenue 0.3 0.2 0.1 0.1 0.1

Nonoperating Revenues:

Investment income (loss) 3.6 (5.3) 8.9 2.9 (8.2)

Miscellaneous revenue 0.1 0.0 0.1 0.0 0.0
Total Revenues 496.8 503.9 7.1) 4549 49.0
Expenses

Program Expenses:

Prize expenses 2921 293.9 (1.8) 262.1 31.8
Retailer commissions and incentives 34.1 35.2 (1.1 31.4 3.8
Instant and online vendor services 12.4 12.7 (0.3) 10.6 2.1
Other game-related expenses 8.6 8.3 0.3 8.4 0.1)
Office Administration Expenses 8.0 8.1 0.1) 9.3 (1.2)
Total Expenses 355.2 358.2 (3.0) 321.8 36.4
Net Income Before Transfers 141.6 145.7 “.1) 133.1 12.6

Operating Transfers

Transfer for Property Tax Relief (160.0) (133.3) (26.7) (143.4) 10.1
Transfer In from General Fund 0.3 0.7 0.4) 1.0 0.3)
Transfer for Compulsive

Gambling Programs (0.3) (0.3) 0.0 (0.3) 0.0
Transfer for Law Enforcement (0.3) (0.3) 0.0 (0.3) 0.0
Transfer for Lottery Credit Administration (0.3) (0.3) 0.0 0.2) 0.1)
Transfer Out to General Fund 0.1 (0.1) 0.0 0.1 0.0
Change in Net Assets $(19.1) $12.1 $(31.2) $(10.2) $22.3

The operating transfer out for property tax relief increased by $26.7 million, or
20.0 percent, during FY 2006-07, while it decreased by $10.1 million, or 7.0 percent,
during FY 2005-06. This may seem counterintuitive given the sales decline in

FY 2006-07. However, the transfers occur before the end of the fiscal year and are
based on an estimate of the total funds available for distribution under the lottery
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and gaming credit for property taxes. Therefore, it is possible that increases or
decreases in the transfer out for property tax relief will differ from the increases
and decreases in net income before transfers in any given year.

Wisconsin Lottery Ticket Sales and Prize Awards

Table C compares ticket sales for each lottery game category for FY 2006-07,
FY 2005-06, and FY 2004-05.

Instant scratch-off ticket sales decreased $0.4 million during FY 2006-07 after
increasing $17.4 million during FY 2005-06. Sales of $1 tickets as a percentage of
total sales continued to decline, while sales of higher-priced instant games
increased. The Wisconsin Lottery continues to strategically focus on higher-priced
instant games through marketing and higher prize payouts on those games. Pull-
tab sales decreased $1.2 million in FY 2006-07, following a $1.6 million decrease in
FY 2005-06.

Online game sales decreased by $14.6 million during FY 2006-07 after an increase of
$41.3 million during FY 2005-06, primarily due to the timing of Powerball and
Wisconsin’s Very Own Megabucks jackpot amounts.

Table C
Wisconsin Lottery Ticket Sales
(in millions)

FY 2006-07 FY 2005-06 Change FY 2004-05 Change
Instant
Scratch-off $280.0 $280.4 $(0.4) $263.0 $17.4
Pull-tab 4.1 53 1.2) 6.9 (1.6)
Online
SuperCash! 28.1 27.4 0.7 25.5 1.9
Powerball 88.1 113.3 (25.2) 79.3 34.0
WI Very Own Megabucks 28.4 24.4 4.0 18.1 6.3
Daily Pick 3 259 24.8 1.1 24.5 0.3
Daily Pick 4 11.7 10.8 0.9 10.4 0.4
Badger 5 23.1 22.6 0.5 24.2 (1.6)
Million Dollar Draw 3.4 0.0 3.4 0.0 0.0

Total $492.8 $509.0 $(16.2) $451.9 $571
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Table D compares ticket prize awards for each lottery game category for FY 2006-07,
FY 2005-06, and FY 2004-05.

Generally, prizes awarded are a function of ticket sales; higher ticket sales will
result in greater prize expense, while lower sales will result in lower prize expense.
For example, when Powerball had a decrease in ticket sales of $25.2 million during
FY 2006-07, prize awards also decreased $12.8 million. For FY 2005-06, Powerball
sales increased $34.0 million and the related prize awards increased $16.9 million.

See Schedule 3 after the notes to the financial statements for a multi-year summary
of ticket sales and their related prize expenses.

Table D
Wisconsin Lottery Ticket Prize Awards
(in millions)

FY 2006-07 FY 2005-06 Change FY 2004-05 Change
Instant
Scratch-off $180.4 $179.6 $0.8 $166.7 $12.9
Pull-tab 2.6 3.3 (0.7) 43 (1.0)
Super 2" Chance' 0.3 0.3 (0.0) 0.3 0.0
Online
SuperCash! 19.0 14.0 5.0 14.2 (0.2)
Powerball 421 54.9 (12.8) 38.0 16.9
WI Very Own
Megabucks 14.9 12.8 2.1 9.6 3.2
Daily Pick 3 13.6 12.2 1.4 12.5 (0.3)
Daily Pick 4 5.2 55 (0.3) 4.4 1.1
Badger 5 11.2 11.0 0.2 11.8 (0.8)
Million Dollar Draw 2.5 0.0 25 0.0 0.0
Super 2" Chance' 0.3 0.3 0.0 0.3 0.0
Total $292.1 $293.9 $(1.8) $262.1 331.8

' Super 2" Chance prizes are awarded through drawings to players who send in non-winning scratch-off and
online tickets. The prizes are funded from the original purchase of the scratch-off and online tickets.
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Other Known Facts

The Wisconsin Lottery contracted with GTECH Corporation for an integrated
gaming computer system and services effective November 24, 2003. In FY 2006-07,
payments to GTECH were $12.4 million. In FY 2005-06, these payments were
$12.7 million. GTECH payments are based directly on Wisconsin Lottery sales
volume and fluctuate in relation to those sales.

Contacting the Wisconsin Lottery’s
Financial Management

The financial statements are designed to provide the Legislature and the executive
branch of government, the public, and other interested parties with an overview of
the financial results of the Wisconsin Lottery’s activities, and to show the
Wisconsin Lottery’s accountability for the money it receives.

If you have questions about the financial statements or need additional financial
information, contact:

Wisconsin Department of Revenue

Attention: Director, Bureau of Financial Management Services
Post Office Box 8931

Mailstop 6-261

Madison, Wisconsin 53708-8931

Telephone (608) 266-8469

If you have questions concerning general program information relating to the
Wisconsin Lottery, contact:

Wisconsin Department of Revenue
Attention: Director of the Wisconsin Lottery
Post Office Box 8941

Madison, Wisconsin 53708-8941

Telephone (608) 261-8800
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Wisconsin Lottery

Statement of Net Assets
June 30, 2007 and 2006

Restated
June 30, 2007 June 30, 2006
ASSETS
Current Assets:
Cash and cash equivalents (Note 3) $ 41,282,068 $ 56,142,816
Investments for prize annuities (Note 3) 16,616,461 16,426,052
Accounts receivable (Note 4) 1,788,708 1,023,766
Due from other state programs (Note 4) 508,334 1,243,316
Ticket inventory 1,333,925 1,532,860
Grand prize deposit (Note 9) 1,261,273 1,188,583
Prepaid expenses (Note 20) 594,744 1,016,537
Interest receivable 157,840 196,225
Total Current Assets 63,543,353 78,770,155
Noncurrent Assets:
Investments for prize annuities (Note 3) 76,805,394 87,247,044
Grand prize deposit (Note 9) 3,832,620 4,421,161
Prepaid expense (Note 20) 96,160 135,160
Capital assets: (Note 10)
Equipment 766,678 760,043
Leasehold improvements 159,724 159,724
Accumulated depreciation (785,682) (741,509)
Total Noncurrent Assets 80,874,894 91,981,623
TOTAL ASSETS 144,418,247 170,751,778
LIABILITIES
Current Liabilities:
Annuity prizes payable (Note 5) 16,560,788 16,396,867
Prizes payable 15,700,358 12,178,533
Accounts payable (Note 4) 2,289,081 2,975,778
Due to other state programs (Note 4) 3,068,843 2,724,769
Lottery association payable 370,696 1,104,692
Deferred revenue 454,249 850,908
Due to other governments (Note 4) 51,010 43,108
Accrued payroll 204,251 196,650
Compensated absences (Note 17) 149,451 158,918
Total Current Liabilities 38,848,727 36,630,223
Noncurrent Liabilities:
Annuity prizes payable (Note 5) 72,294,666 81,813,926
Compensated absences (Note 17) 285,960 230,233
Total Noncurrent Liabilities 72,580,626 82,044,159
TOTAL LIABILITIES 111,429,353 118,674,382
NET ASSETS
Net Assets:
Invested in capital assets (Note 10) 140,720 178,258
Restricted for MUSL Powerball reserves (Note 14) 3,832,620 4,421,161
Restricted for investment fair market value adjustment (Note 14) 6,208,734 7,095,846
Restricted for property tax relief (Note 14) 22,806,820 40,382,131
TOTAL NET ASSETS $ 32,988,894 $ 52,077,396

The accompanying notes are an integral part of this statement.
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Wisconsin Lottery

Statement of Revenues, Expenses, and Changes in Fund Net Assets

for the Years Ended June 30, 2007 and 2006

OPERATING REVENUES

Instant Ticket Sales (Net of allowances of $399,758 and $419,379, respectively) (Note 7) $
Online Ticket Sales (Net of ticket discounts of $232,697 and $470,547, respectively) (Note 7)
Retailer Fees

Miscellaneous Revenue

Total Operating Revenues

OPERATING EXPENSES

Program Expenses:
Instant prize expense (Note 8)
Online prize expense (Note 8)