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November 18, 2003

Honorable Rick Perry, Governor

Honorable Carole Keeton Strayhorn, Texas Comptroller
John Keel, Director, Legislative Budget Board
Lawrence F. Alwin, CPA, State Auditor

Lady and Gentlemen:

We are pleased to submit the Annual Financial Report of the Texas Lottery Commission
for the year ended August 31, 2003, in compliance with TEX. GOV’T CODE ANN

§2101.011 and in accordance with the requirements established by the Comptroller of
Public Accounts.

Due to the statewide requirements embedded in Governmental Accounting Standards
Board Statement No. 34, Basic Financial Statements — and Management’s Discussion
and Analysis — for State and Local Governments, the Comptroller of Public Accounts
does not require the accompanying annual financial report to comply with all the
requirements in this statement. The financial report will be considered for audit by the
State Auditor as part of the audit of the State of Texas Comprehensive Annual Financial
Report; therefore, an opinion has not been expressed on the financial statements and
related information contained in this report.

If you have any questions, please contact Lee Devmey, Financial Administration
Director, at 344-5410.

Sincerely, ~ %

4
Re€agan Greer

Executive Director
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Texas Lottery Commission (362)

UNAUDITED

Exhibit | - Combined Balance Sheet/Statement of Net Assets — Governmental Funds

August 31, 2003

ASSETS
Current Assets:
Restricted:
Cash and Cash Equivalents:
Cash in State Treasury
Legislative Appropriations
Total Current Assets

Non-Current Assets:
Capital Assets: (Note 2)
Depreciable
Fumiture and Equipment
) Accumulated Depreciation
Total Non-Current Assets
Total Assets

LIABILITIES AND FUND BALANCES
Liabilities:
Current Liabilities:
Payables From:
Accounts Payable
Vouchers Payable
Other Intergovernmental
Payroll Payable
Interfund Payable (Note 7)
Employees Compensable Leave (Note 4)
Funds Held for Others
Total Current Liabilities

Non-Current Liabilities:
Employees Compensable Leave (Note 4)
Total Non-Current Liabilities

Total Liabilities

FUND FINANCIAL STATEMENT
Fund Balances (Deficits):
Reserved for:
Encumbrances
Undesignated
Total Fund Balances

Total Liabilities and Fund Balances

GOVERNMENT-WIDE STATEMENT OF NET ASSETS
Net Assets:
Invested in Capital Assets,
Net of Related Debt
Unrestricted
Total Net Assets

Governmental Fund
Types

General Governmental Capital Long-Term Statement
Funds Funds Assets Liabilities Other of
(Ex A-1) Total Adjustments  Adjustments Adjustments Net Assets
$ - $ - $ - $ - $ - $ -
388,658.62 388,658.62 388,658.62
388,658.62 388,658.62 - - - 388,658.62 -
207,457.13 207,457.13
(187,250.63) (187,250.63) -
- - 20,206.50 - - 20,206.50
$ 388,658.62 $ 388,658.62 20,206.50 0.00 0.00 408,865.12
$ 22,02228 § 2202228 § - $ - $ - $ 2202228
1,192.32 1,192.32 1,192.32
205,749.56 205,749.56 205,749.56
74,212.23 74,212.23 74,212.23
131,338.48 131,338.48
4,982.80 4,982.80 : 4,982.80
308,159.19 308,1569.19 - 131,338.48 - 439,497.67
88,260.58 88,260.58
- - - 88,260.58 - 88,260.58
308,159.19 308,159.19 - 219,599.06 - 527,758.25
18,017.94 18,017.94 18,017.94
62,481.49 62,481.49 62,481.49
80,499.43 80,499.43 - - - 80,499.43
$ 388,658.62 $ 388,658.62 0.00 219,599.06 0.00 608,257.68
20,206.50 20,206.50
(219,599.06) (219,599.06)
$ 20,206.50 _$(219,599.08) _$ - $  (199,392.56)

The accompanying notes to the financial statements are an integral part of this statement.
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Texas Lottery Commission (362)

UNAUDITED

Exhibit Il - Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances/Statement of Activities — Governmental Funds

For the Fiscal Year Ended August 31, 2003

REVENUES:

Legislative Appropriations:
Original Appropriations
Additional Appropriations

Licenses, Fees & Permits

Other

Total Revenues

EXPENDITURES
Salaries and Wages
Payroll Related Costs
Professional Fees and Services
Travel
Materials and Supplies
Communication and Utilities
Repairs and Maintenance
Rentals & Leases
Printing and Reproduction
Intergovernmental Payments
Other Expenditures
Depreciation Expense

Total Expenditures/Expenses

Excess (Deficiency) of Revenues over
Expenditures

OTHER FINANCING SOURCES (USES)
Transfers Out
Legislative Transfers In

Total Other Financing Sources (Uses)

SPECIAL ITEMS
EXTRAORDINARY ITEMS

Net Change in Fund Balances/Net Assets

FUND FINANCIAL STATEMENT - FUND BALANCES
Fund Balances—Beginning

Restatements

Fund Balances, September 1, 2002, as Restated

Appropriations Lapsed
Fund Balances--August 31, 2003

GOVERNMENT-WIDE STATEMENT OF NET ASSETS
Change in Net Assets

Net Assets, Beginning

Restatements

Net Assets, September 1, 2002, as Restated

Net Assets as of August 31, 2003

General Governmental Capital Long-Term Statement
Funds Funds Assets Liabilities Other of
(Ex A-2) Total Adjustments Adjustments Adjustments Activities
$ 2,674,932.00 $2674,93200 $ - $ - $ - $2,674,932.00
579,786.67 579,786.67 579,786.67
9,349,196.39 9,349,196.39 9,349,196.39
47,290.00 47,290.00 47,290.00
12,651,205.06 12,651,205.06 - - - 12,651,205.06
2,312,622.91 2,312,622.91 7,262.15 2,319,885.06
472,463.04 472,463.04 472,463.04
458,430.02 458,430.02 458,430.02
59,112.66 59,112.66 59,112.66
20,388.82 20,388.82 20,388.82
252.72 252.72 252.72
2,400.00 2,400.00 2,400.00
175,165.09 175,165.09 175,165.09
52,516.85 52,516.85 - 52,516.85
9,349,196.39 9,349,196.39 9,349,196.39
28,717.70 28,717.70 28,717.70
- - 7,647.90 7,647.90
12,931,266.20  12,931,266.20 7,647.90 7,262.15 - 12,946,176.25
(280,061.14) (280,061.14) (7,647.90) (7,262.15) - (294,971.19)
(124,938.35) (124,938.35) - - - (124,938.35)
8,370.44 8,370.44 8,370.44
(116,567.91) (116,567.91) - - - (116,567.91)
(396,629.05) (396,629.05) (7,647.90) (7,262.15) - (411,539.10)
503,513.00 503,513.00 503,513.00
186,726.48 186,726.48 186,726.48
690,239.48 690,239.48 - - - 690,239.48
213,111.00 213,111.00
$ 80,499.43 $ 80,499.43
(7,647.90) (7,262.15) - (14,910.05)
27,854.40 (212,336.91) - (184,482.51)
. 27,854.40 (212,336.91) - (184,482.51)

$ 20,206.50 _$(219,599.06) $

$ (199,392.56)

The accompanying notes to the financial statements are an integral part of this statement.
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Texas Lottery Commission (362)

Exhibit Illl - Combined Statement of Net Assets - Proprietary Funds

August 31, 2003

ASSETS
Current Assets:
Cash and Cash Equivalents:

Cash in Bank

Cash in State Treasury
Restricted:

Short Term Investments (Note 3)
Receivables from:

Accounts _
Interfund Receivables (Note 7)
Merchandise Inventories
Other Current Assets

Total Current Assets

Non-Current Assets:
Restricted:
Investments (Note 3)
Capital Assets: (Note 2)
Depreciable
Furniture and Equipment
Accumulated Depreciation
Vehicles, Boats, and Aircraft
Accumulated Depreciation
Total Non-Current Assets

Total Assets

LIABILITIES
Current Liabilities:

Payables from:
Voucher Payable
Accounts Payable
Payroll
Annuities
Other

Due to Other Agencies (Note 7)

Employees' Compensable Leave (Note 4)

Payable From Restricted Assets-Current Portion

Total Current Liabilities

Non-Current Liabilities:
Employees' Compensable Leave (Note 4)
Payable From Restricted Assets

Total Non-Current Liabilities

Total Liabilities

NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted for:
Expendable:
Restricted by Other
Pooled Bond Fund
Prize Reserve Fund
Unrestricted
Total Net Assets

UNAUDITED

Total
Enterprise
Funds
(Exhibit F-1)

$ 7,500.00
94,877,324.17

171,213,695.58

25,842,601.85
74,212.23
7,022,318.30
12,444,000.00

311,481,652.13

1,384,236,901.52

5,140,508.40

(4,086,305.38)
133,747.72
(86,362.16)

1,385,338,490.10

$1,696,820,142.23

$  7,821,708.50
16,264,604.20
1,348,415.63
10,722,979.00
168,021.78
9,356,175.88
817,827.39
234,923,037.67

281,422,770.05

433,859.04
1,328,286,219.12

1,328,720,078.16

1,610,142,848.21

1,101,588.58

5,000,000.00
6,089,256.57
74,486,448.87

$ 86,677,294.02

The accompanying notes to the financial statements are an'integral part of this statement.
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Texas Lottery Commission (362)

UNAUDITED

Exhibit IV - Combined Statement of Revenues, Expenses, and

Changes in Net Assets - Proprietary Funds
For the Fiscal Year Ended August 31, 2003

OPERATING REVENUES:

Sales of Goods and Services:
Lottery Proceeds
Ticket Sales
Lottery License Application Fees
Lottery Security Proceeds
Other Operating Revenues
Total Operating Revenues

OPERATING EXPENSES:
Salaries and Wages
Payroll Related Costs
Professional Fees and Services
Travel
Materials and Supplies
Communication and Utilities
Repairs and Maintenance
Rentals and Leases
Printing and Reproduction
Depreciation and Amortization
Bad Debt Expense
Interest
Lottery Prizes
Other Operating Expenses
Retailer Commissions
Lottery Operator Fees
Advertising
Retailer Bonuses
Other
Total Operating Expenses

Operating Income (Loss)

NONOPERATING REVENUES (EXPENSES):

Investment Income (Expense)
Gain/Loss Sale Capital Assets (GR)

Net Increase (Decrease) Fair Value
Settlement of Claims
Total Nonoperating Revenues (Expenses)

Income (loss) before Other Revenues, Expenses,

Gains/Losses and Transfers

The accompanying notes to the financial statements are an integral part of this statement.
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Total
Enterprise
Funds
(Exhibit F-2)

$ 3,130,692,602.20

243,320.00
127,032.50
474,626.63

3,131,537,581.33

12,367,347.23
2,957,372.55
5,452,769.93
258,995.56
2,141,923.34
394,325.44
587,307.55
5,886,915.12
14,521,222.80
385,657.77
560,655.12
786.02
1,845,198,256.92

156,554,910.59
83,408,526.67
28,106,543.78
3,606,783.55
1,239,094.85

2,163,629,394.79

967,908,186.54

33,837.67

8,000.00
(30,162,753.24)
(40,662.30)

(30,161,577.87)

937,746,608.67




'UNAUDITED

Texas Lottery Commission (362)
Exhibit IV - Combined Statement of Revenues, Expenses, and
Changes in Net Assets - Proprietary Funds (continued)

For the Fiscal Year Ended August 31, 2003

Total
Enterprise
Funds
(Exhibit F-2)
OTHER REVENUES, EXPENSES, GAINS/LOSSES
AND TRANSFERS:
Transfers-In 124,938.35
Transfers-Out (949,088,064.48)
Total Other Revenues, Expenses, Gains/Losses
and Transfers (948,963,126.13)
Change in Net Assets (11,216,517.46)
Total Net Assets, September 1, 2002 101,434,664.70
Restatements ' (3,540,853.22)
Total Net Assets, September 1, 2002, as Restated . 97,893,811.48
Total Net Assets, August 31, 2003 $ 86,677,294.02

The accompanying notes to the financial statements are an integral part of this statement.
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UNAUDITED

Texas Lottery Commission (362)

Exhibit V - Combined Statement of Cash Flows - Proprietary Funds

For the Fiscal Year Ended August 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers
Payments to Suppliers for Goods and Services
Payments to Employees
Payments for Other Expenses

Net Cash Provided by Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Proceeds from other Financing
Payments for Transfers to Other Funds
Payments for Other Uses

Net Cash Provided by Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Payments for Additions to Capital Assets

Net Cash Provided by Capital and Related Financing Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Sales of Investments
Proceeds from Interest and Investment Income
Payments to Acquire Investments
Net Cash Provided by Investing Activities
Net (Decrease) in Cash and Cash Equivalehts

Cash and Cash Equivalents--September 1, 2002

Cash and Cash Equivalents--August 31, 2003

The accompanying notes to the financial statements are an integral part of this statement.
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Total
Enterprise

Funds
(Exhibit F-3)

$ 3,133,076,134.00
(313,922,434.40)
(14,852,410.07)
(1,858,534,542.61)

945,766,746.92

(158,763,000.00)
(955,285,726.18)
34,446,469.80

(1,079,602,256.38)

(212,813.50)

(212,813.50)

158,763,000.00
33,837.67
(35,228,822.02)

123,568,015.65

(10,480,307.31)

105,365,131.48

$ 94,884,824.17




, UNAUDITED
Texas Lottery Commission (362)

Exhibit V - Combined Statement of Cash Flows - Proprietary Funds (continued)
For the Fiscal Year Ended August 31, 2003

Total
Enterprise
Funds
(Exhibit F-3)
Reconciliation of Operating Income to
Net Cash Provided by Operating Activities
Operating Income (Loss) . $967,908,186.54
Adjustments to Reconcile Operating Income
to Net Cash Provided by Operating Activities
Amortization and Depreciation ' 385,657.77
Bad Debt Expense 560,655.12
Operating Income and Cash Flow Categories:
Changes in Assets and Liabilities:
(Increase) Decrease in Receivables 1,5638,552.67
(Increase) Decrease in Inventories (1,579,757.43)
(Increase) Decrease in Prepaid Expenses (12,444,000.00)
Increase (Decrease) in Payables (10,602,547.75)
Total Adjustments (22,141,439.62)
Net Cash Provided by Operating Activities $945,766,746.92
Non Cash Transactions
Net Increase (Decrease) in Fair Value of Investments $ 75,846,149.88

The accompanying notes to the financial statements are an integral part of this statement.
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UNAUDITED.

Texas Lottery Commission (362)
Exhibit VI - Combined Statement of Fiduciary Net Assets - Fiduciary Funds
August 31, 2003 ’

Agency
Funds
(Exhibit J-1) Totals
ASSETS
Current Assets:
Cash and Cash Equivalents:
Cash in State Treasury $75,064.24 $75,064.24
Total Assets $75,064.24 $75,064.24
LIABILITIES
Current Liabilities: _
Funds Held for Others $75,064.24 $75,064.24
Total Liabilities - '$75,064.24 $75,064.04

The accompanying notes to the financials statements are an integral part of this statement.

8



Texas Lottery Commission (362)
UNAUDITED

Notes to the Financial Statements

NOTE 1: Summary of Significant Accounting Policies

* Entity

~ The Texas Lottery Commission is an agency of the State of Texas and its financial records comply with
state statutes and regulations. This includes compliance with the Texas Comptroller of Public Accounts’
Reporting Requirements for State Agencies.

The Texas Lottery Commission serves the state by operating lottery games. The Texas Lottery was
created on August 12, 1991, with the enactment of House Bill No. 54, as a division of the Office of the
Comptroller of Public Accounts. The Texas Lottery was approved by the voters of Texas in a general
election on November 7, 1991, and commenced operations on November 20, 1991. The Texas Lottery
Commission was formed by state lawmakers during the 1993 legislative session and became effective
September 1, 1993. On November 9, 1993, the Governor of the State of Texas announced the
appointment of three persons to the Texas Lottery Commission. The commissioners appoint the
Executive Director of the Texas Lottery Commission and the Director of Charitable Bingo Operations.

Effective April 1, 1994, House Bill No. 2771 transferred Bingo operations from the Texas Alcoholic
Beverage Commission to the Texas Lottery Commission. The Charitable Bingo Operations Division of the
Texas Lottery Commission collects fees and regulates the operation of charitable bingo in the State of
Texas. Fees collected are allocated to cities and counties with the balance being deposited in the General
Revenue Fund.

Due to the significant changes related to Governmental Accounting Standards Board Statement No. 34,
Basic Financial Statements—and Management's Discussion and Analysis-for State and Local
Governments, the Comptroller of Public Accounts does not require the accompanying annual financial
report to be in compliance with generally accepted accounting principles (GAAP). The financial report will
be considered for audit by the State Auditor as part of the audit of the State of Texas Comprehensive
Annual Financial Report; therefore, an opinion has not been expressed on the financial statements and
related information contained in this report.

Fund Structure

The accompanying financial statements are presented on the basis of funds, each of which is considered
a separate accounting entity. The Fund Types used to account for the operations of the Texas Lottery
Commission include the General Fund, General Fund Consolidated Account, two Enterprise Funds, and
two Agency Funds.

Governmental Fund Types
General Fund
The general fund (Fund 0001) is used to account for all financial resources of the state except

those required to be accounted for in another fund. The General Fund is used to account for the
Charitable Bingo Operations.




Texas Lottery Coﬁmission (362)
: : UNAUDITED

General Fund Consolidated Account-Fund 2981

Fund 2981 is used to account for the City and County portion of the Bingo Prize Fee (5% of
prizes paid) collected by the Charitable Bingo Operations Division of the Texas Lottery
Commission. The funds are allocated to the localities on a quarterly basis. In fiscal years prior
to 2002, this fund was reported as an agency fund. Due to the implementation of GASB 34, the
presentation and classification was changed for fiscal years ending after August 31, 2001.

Proprietary Fund Types

Enterprise Funds

Enterprise funds account for any activity for which a fee is charged to external users for goods
or services. Activities must be reported as enterprise funds if any one of the following criteria is
met.

1. The activity is financed with debt that is secured solely by a pledge of the net revenues
from fees and charges of the activity.

2. Laws or regulations require that the activity’s costs of providing services, including
capital costs (such as depreciation or debt service), be recovered with fees and
charges.

3. The pricing policies of the activity establish fees and charges designed to recover its
costs, inciuding capital costs.

The Texas Lottery Commission accounts for its proprietary activities in two separate funds,
as discussed below:

Lottery Fund— Enterprise (05) Appd Fund, D23 Fund 1100 (5025) - This fund is used to
record all transactions related to the operation of the State Lottery.

Lotto Prize Trust — Enterprise (05) Appd Fund, D23 Fund 0895 (0895) - This fund is used to
account for investments purchased by the Texas Lottery Commission to meet future
installment obligations to prize winners. In fiscal years prior to 1998, this fund was reported
as an Agency Fund. Due to the implementation of GASB 31, the presentation was changed
in fiscal year 1998.

Fiduciary Fund Types

Agency Funds

Agencies use agency funds to account for assets the government holds on behalf of others in a
purely custodial capacity. Agency funds involve only the receipt, temporary investment, and
remittance of fiduciary resources to individuals, private organizations, or other governments.

The funds established by The Lottery Commission to account for such transactions are
described below:

Suspense Fund (0900) - This fund is used to hold money prior to the ultimate disposition
of the funds to other governmental entities or the General Revenue Fund.

U.S. Savings Bond Fund (0901) - This fund is used to accumulate money withheld from
the salaries of employees for the purpose of purchasing United States Savings Bonds.
Bonds are purchased when an individual has accumulated a sufficient amount.

10




Texas Lottery Commission (362)
' UNAUDITED

Direct Deposit Correction Fund (0980) — This fund is used to hold money prior to the
ultimate disposition of funds to vendors, employees, other governmental entities, or other
funds. ‘ .

Basis of Accounting

The basis of accounting determines when revenues and expenditures or expenses are
recognized in the accounts reported in the financial statements. The accounting and financial
reporting treatment applied to a fund is determined by its measurement focus. The
governmental fund types that build the fund financial statements are accounted for using the
modified accrual method basis of accounting. Under modified accrual, revenues are recognized
in the period in which they become both measurable and available to finance operations of the
fiscal year or liquidate liabilities existing at fiscal year-end. The Texas Lottery Commission
considers receivables collected within sixty days after year-end to be available and recognizes
them as revenues of the current year for Fund Financial Statements prepared on the modified
accrual basis. Expenditures and other uses of financial resources are recognized when their
related liability is incurred.

Due to the implementation of Governmental Accounting Standards Board Statement No. 34,
Basic Financial Statements—and Management’s Discussion and Analysis-for State and Local
Governments, the governmental fund types that build the Statement of Net Assets column in
Exhibit | and Statement of Activities column in Exhibit Il are accounted for using the full accrual
basis of accounting. Under full accrual accounting, revenues are recognized when earned and
expenses are recognized at the time liabilities are incurred.

The proprietary funds are accounted for on the full accrual basis of accounting. Under the
accrual basis.of accounting, revenues are recognized when earned and expenses are
recognized at the time liabilities are incurred. Proprietary funds distinguish operating from non-
operating items. Operating revenues and expenses result from providing services or producing
and delivering goods in connection with the proprietary funds’ principal ongoing operations.
Operating expenses for the enterprise funds include the cost of sales and services,
administrative expenses, and depreciation on capital assets.

Budgets and Budgetary Accounting

The budget is prepared biennially and represents appropriations authorized by the legislature
and approved by the Governor (the General Appropriations Act). Encumbrance accounting is
employed for budgetary control purposes only for the General Fund. '

Unencumbered appropriations are generally subject to lapse 60 days after the end of the fiscal
year for which they were appropriated.

Assets, Liabilities, and Fund Balances/Net Assets

ASSETS

Cash and Cash Equivalents

For the purpose of the statement of cash flows, the Commission considers cash and cash
equivalents to be cash in bank and cash held in State Treasury.

Allocation of Income

Revenues from instant and on-line lottery ticket sales and fees, net of retailer commissions and
direct retailer prize payments, are deposited directly into an account in the Enterprise Fund
(5025). From this account, prize payment reimbursements are made to a separate local bank
account ("Lottery Prize Payment Account") to provide for prize payments. The Texas Lottery
Commission retains 12 percent of gross Lottery revenues accruing from the

11




Texas Lottery Commission (362)
UNAUDITED

sales of tickets for the payment of costs incurred in the operation and administration of the
Lottery operations, including not less than 5 percent for retailer commissions. For fiscal year
2003, the remainder of unspent administrative funds will be transferred to the Foundation
School Fund. Net proceeds will continue to be transferred to the Foundation School Fund
during fiscal year 2004. Unexpended amounts in the Lottery operations account at August 31,
2003 are included as Cash in State Treasury on the Lottery's balance sheet, since the use of
such funds is necessary to cover the Lottery's expenditures and prize payment obligations.

Accrued transfers in the amount of $9,356,175.88 are recorded as “Due to Other Agencies” as
of August 31, 2003. All accrued transfers are due to the Foundation School Fund (Fund 0193).

Investments

Investments are stated at fair value in accordance with GASB Statement 31 — Accounting and
Financial Reporting for Certain Investments and for External Investment Pools. Investments are
purchased to meet future installment payments to prize winners. The investments are shown at
fair value and the related payable is reported at amortized cost. The net unrealized gain (loss)
on investment securities, which is the difference between the fair value and the amortized cost,
is reflected as Unrestricted-Net Assets in the “Combined Statement of Net Assets-Proprietary
Funds”. ' '

Restricted Assets

Restricted Assets include monies or other resources restricted by legal or contractual
requirements. These assets include proceeds held in a repurchase agreement for payment of
lottery prizes, and investment held by a third party to satisfy future lotto prizes.

Inventories

Merchandise inventories consist of instant game tickets on hand at year-end, held for sale. The
inventory is carried at cost, as determined by the weighted average method.

Capital Assets

Assets with an initial individual cost of more than $5,000 and an estimated useful life in excess
of one year are capitalized. These assets are capitalized at cost or, if purchased, at appraised
fair value as of the date of acquisition. Purchases of assets by governmental funds are
reported as expenditures. Depreciation is reported on all “exhaustible” assets. “Inexhaustible”
assets such as works of art and historical treasures are not depreciated. Assets are
depreciated over the estimated useful life of the asset using the straight-line method.

All capital assets acquired by proprietary funds are reported at cost or estimated historical cost
if actual historical cost is not available. Donated assets are reported at fair value on the
donation date. Depreciation is charged to operations over the estimated useful life of each
asset, using the straight-line method.

y

LIABILITIES

Accounts Payable

Accounts Payable represents the liability for the value of assets or services received at the
balance sheet date for which payment is pending.

12




Texas Lottery Commission (362)
UNAUDITED

Payroll Payable

Payroll Payable represents the liability for the salaries and related payroll cost earned by
employees at the balance sheet date for which payment is pending.

Employees' Compensable Leave Balances

Employees' Compensable Leave Balances represent the liability that becomes “due” upon the
occurrence of relevant events such as resignations, retirements, and uses of leave balances by
covered employees. Liabilities are reported separately as either current or non-current in the
statement of net assets.

Prizes Payable

Lotto jackpot prizes of $4 million or more are payable in a lump sum or in annual installments.
Prior to February 1997, the Lotto prizes were paid in twenty installments. Beginning in February
1997, the players were given a choice at the time of purchase of receiving either a lump sum
payment or twenty-five annual installments. The first installment is processed on the day the
prize is claimed. The subsequent installments are funded with United States Guaranteed
Securities purchased by the Texas Treasury Safekeeping Trust Company on the Texas Lottery
Commission’s behalf, as are the installment payments for Weekly Grand, Weekly Bonus,
Monthly Money, Win for Life, and Twice as Grand prizes.

The amortization of the discount of investments held for prizes payable is based on yields
ranging from .98 percent to 7.33 percent and reflects interest rates earned by the investments

held to fund the prizes payable. The prizes payable relating to annual instaliments consisted of
the following at August 31:

2003
Total Obligation $2,074,225,000
Less-unamortized discount 584,601,781
Total carrying amount 1,489,623,219
Less-prizes payable within one year 161,337.000
Long-term prizes payable _ $1.328,286,219

The aggregate amount of prizes payable due in each of the five fiscal yeérs following August 31
2003 and the total thereafter in five year increments are as follows:

Principal Interest Princi Interest
2004 (Future Year 1) $161,337,000
2005 (Future Year 2) 161,187,000
2006 (Future Year 3) 161,097,000
2007 (Future Year 4) 161,097,000
2008 (Future Year 5) 161,097,000
2009-2013 782,503,000
2014-2018 305,818,000
2019-2023 150,617,000
2024-2025 29,472,000

13




Texas Lottery Commission (362)
UNAUDITED

Unclaimed Prizes

The ticket holder forfeits prizes that remain unclaimed for 180 days after the on-line drawing
date or 180 days after the close of an instant game. During fiscal year 2003, the Lottery
transferred unclaimed lottery prize winnings on a quarterly basis to the Texas Department of
Health's account in General Revenue for credit to the Tertiary Care Facility Account in the
amount of $66,993,269.00. No unclaimed prizes were transferred to the Multicategorical
Teaching Hospital Account during fiscal year 2003 as the statutory limit of $40 million per
biennium was reached during fiscal year 2002.

FUND BALANCE/NET ASSETS
The difference between fund assets and liabilities is “Net Assets” on the government-wide,
proprietary and fiduciary fund statements, and the “Fund Balance” is the difference between
fund assets and liabilities on the governmental fund statements.

Reservation of Fund Balance

Fund balances for governmental funds are classified as either reserved or undesignated in the
fund financial statements. Reservations are legally restricted to a specific future use or not
available for expenditure.

Reserved for Encumbrances

This represents commitments for the value of contracts awarded or assets ordered prior to
year-end but not received as of that date. Encumbrances are not included with expenditures or

liabilities. They represent current resources designated for specific expenditures in subsequent
operating periods.

Unreserved/Undesignated:

This represents the un-appropriated balance at year-end, which may‘ be subject to lapse.

Invested In Capital Assets, Net of Related Debt

Invested in capital assets, net of related debt consists of capital assets, net of accumulated
depreciation and reduced by outstanding balances for bond, notes, and other debt that are
attributed to the acquisition, construction, or improvement of those assets.

Restricted Net Assets

Restricted net assets result when constraints placed on net asset use are either externally
imposed by creditors, grantors, contributors, and the like, or imposed by law through
constitutional provision or enabling legislation.

Restricted Net Assets in the Enterprise Funds consist of the following:

Pooled Bond Fund

The Reserve for Pooled Bond Fund is established in accordance with the Texas Government
Code, Chapter 466. Specifically, Texas Government Code, Section 466.156 authorizes the
Executive Director of the Commission to establish a pooled bond fund from the collection of
cash from each sales agent to be used to reimburse the State for losses to the State from the
operation of the Commission’s sales. As of August 31, 2003, the balance in the Pooled Bond
Fund did not exceed the statutory cap of $5 million.
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Future Lotto Prizes

The Reserve for Future Lotto Prizes consists of 2 percent of the Lotto Texas prize pool
allocation. The Lotto Texas prize reserve fund may only be increased by the 2 percent
allocation. The Lotto Texas prize reserve fund may be decreased, for example, by rounding
down or by supplementing Lotto Texas prizes. The Lotto Texas prize reserve fund may be used
only for the Lotto Texas game.

Unrestricted Net Assets

Unrestricted net assets consist of net assets that do not meet the definition of the two preceding
categories. Unrestricted net assets often have constraints on resources, which are imposed by
management, but can be removed or modified.

Unrestricted Net Assets in the Enterprise Funds consist of the following:

Future Lottery Prizes

The Reserve for Future Lottery Prizes is used to account for the investments in enterprise fund
(0895) and their difference between fair value and amortized cost.

Unrestricted/Undesignated: .

This represents other balance at year-end, retained by the commissidn for operational
purposes.

Invested in Capital Assets, Net of related Debt $1,101,588.58
Restricted- :

Reserved for Pooled Bond Fund 5,000,000.00

Reserved for Future Lotto Prizes 6,089,256.57
Unrestricted-

Reserved for Future Lottery Prizes 54,955,192.22

Unrestricted/Undesignated ‘ 19,531,256.65

INTERFUND TRANSACTIONS AND BALANCES
The agéncy has the following types of transactions among funds:

(1) Operating Transfers: Legally required transfers that are reported when incurred
- as ‘Operating transfers in’ by the recipient fund and as ‘Operating transfers out’
by the disbursing fund. .
(2) Reimbursements: Reimbursements of expenditures made by one fund for
another that are recorded as expenditures in the reimbursing fund and as a
reduction of expenditures in the reimbursed fund.

The cbmposition of the agency’s interfund receivables and payables at August 31, 2003 is
presented in Note 7.
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Transfers to Foundation School Fund during fiscal year 2003 are as follows:

Cash transfers ' : $888,192,470.80

Accrued transfers at beginning of fiscal year ' (15,453,851.20)
Amount transferred from current year revenue 872,738,619.60
Accrued transfers at end of fiscal year 9,356,175.88

~ Total Transfers to Foundation School Fund $882,094,795.48

Transfers to the Tertiary Care Facility Account for unclaimed prizes during fiscal year 2003 are

as follows:

Cash transfers $66,993,269.00

Accrued transfers at beginning of fiscal year

Amount transferred from current year unclaimed prizes o 66,993,269.00

Accrued transfers at end of fiscal year 0.00

Total Transfers to Tertiary Care Facility Account $66,993,269.00
REVENUES AND EXPENSES

Recognition of Revenue

Lottery revenues are primarily composed of revenues from instant and on-line lottery ticket
sales and retailer fees. Instant ticket sales are recognized as revenue when settled with
retailers. Ticket packs are considered settled on the earlier of the date when 50 percent of the
low-tier prizes in the pack are validated or 45 days after the pack is activated by the retailer.
On-line ticket sales are recognized as revenue when tickets are purchased by Lottery players.
Revenues from retailer license and application fees are recorded when licenses are granted.

Lottery revenues are used for payments of prizes and to pay costs incurred in the operation and
administration of the lottery, such costs being limited to 12 percent of gross Lottery revenues
accruing from the sales of tickets, including not less than 5 percent for retailer commissions.
Any funds not used for these purposes are transferred to the Foundation School Fund of the
State of Texas (“Foundation School Fund”) at the end of each fiscal year.

Lottery Prizes

Prize expense for instant and on-line games is estimated as a function of sales based on the
predetermined prize structure for each game.

Retailer Commissions

Retailers receive a commission of not less than 5 percent based on total ticket sales.

Retailer Bonuses

A retailer who sells a Lotto jackpot prize is eligible to receive a bonus of one percent of the Lotto
jackpot ticket the retailer sold, not to exceed $500,000. Retailers were also eligible to receive a
one percent bonus for selling winning top-prize instant game tickets of $1,000,000 or higher,
maximum bonus of $10,000. A one percent bonus, not to exceed $10,000, was available for a
retailer selling a Texas Two Step winning jackpot ticket. A one percent bonus can also be
earned by a retailer for selling a "5 of 5" Cash Five prize. In the event that more than one
winning top-tier ticket is sold in connection with any of the games referenced above, the
retailers that sold the winning tickets will share equally in the bonus.
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Lottery Operator Fees

The Lottery operator received a fee of 2.6999 percent for fiscal year 2003 based on the total
lottery tickets sold, as defined in Section 7.3 of the RFP for Lottery Operator, dated December
21, 1991. In addition to the operator, the Texas Lottery Commission contracts for other goods
and services in the ordinary course of business. Payments under such contracts are charged to
expense as the goods and services are received.

NOTE 2: Capital Assets |

A sumrﬁary of changes in Capital Assets for the year ended August 31, 2003, is presented below:

PRIMARY GOVERNMENT

Balance Balance
9/1/02 Adjustments*  Reclassifications

s Additions Deletions 8/31/03
‘Governmental =

Depreciable Assets: .
Furniture and Equipment $213623.38 $(6,166.25)  $ 207.457.13
Total depreciable assets at historical cost 213,623.38 (6,166.25) 207,457.13

(7.647.90) 6,166.25  (187,250.63)
90) ,206.50

oo

PRIMARY GOVERNMENT
Balance Balance
9/1/02 Adjustments* Reclassifications Additions Deletions 8/31/03
- - . . .
‘ Depreciable Assets:
Furniture and Equipment $5,049,341.90 $212,813.50 $(121,647.00)  $5,140,508.40

133,747.72

_Vehicles, Boats, & Aircraft

4 3 v
Busmeés-Type activities capital assets, net: $1,274,432.85 $ $ $(1 72,844272 $ _ $1,101,588.58

The Fixed Assets of the Texas Lottery Commission are depreciated by using the Modified Straight-Line method. Fixed Assets depreciable lives are established by the State's
Property Accounting Division as follows:

Description Life

Furniture and Equipment 3-10

Vehicles, Boats, & Aircraft 57

Leasehold Improvements Life of the Lease

NOTE 3: Deposits, Investments, & Repurchase Agreements

The Texas Lottery Commission’s deposits are collateralized under a program administered by the Texas
Treasury Safekeeping Trust Company. State law requires that all State funds deposited in financial
institutions above the federally insured amounts be fully collateralized by the pledging of eligible securities
valued at market excluding accrued interest to the state. All securities pledged to the state must be held
by a third-party bank domiciled in Texas, the Federal Reserve Bank of Dallas or one of its branches, or in
the vault of the Comptroller of Public Accounts, Treasury Operations. The deposits in the Lottery prize
payment account were fully collateralized at August 31, 2003.
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Deposits of Cash in Bank

A. The carrying amount of $7,500.00 for Cash in Bank (including restricted assets) is
presented-below.

B. The bank balance of the Lottery Commission has been classified according to the
following risk categories:

+ Category 1: Insured or collateralized with securities held by the governmental entity or
by its agent in the name of the governmental entity.

+ Category 2: Collateralized with securities held by the pledging financial institution’s
trust department or agent in the governmental entity’s name. -

Category 3: Uncollateralized (which would include any deposits collateralized with
securities held by the pledging financial institutions or by its trust department or agent
but not in the governmental entity’s name).

Consisting of the following:

Cash in Bank (Exh 1)

Investments

The Texas Lottery Commission’s investments consist of United States Government Securities. These
investments have been purchased to provide for the payment of the Lotto jackpot prizes that are payable
annually to the winners over a nineteen year or twenty-four year period, as well as the instaliment
payments for Weekly Grand, Weekly Bonus, Monthly Money, Win for Life and Twice as Grand prizes, as
the investments mature. All investments are held-to-maturity; therefore, fluctuations in market price have
no effect on the ability of the Lottery to meet installment payment obligations as they become due. The
Lottery's investments, which are held by the Texas Treasury Safekeeping Company, are categorized to
give an indication of the level of risk assumed by the Lottery at year-end. All of the Lottery's investments at
August 31, 2003, with the exception of reverse repurchase agreements, are included in category 1, the
lowest risk, as defined by Governmental Accounting Standards Board Statement 3 to include investments
that are insured or registered or securities held by the Texas Treasury Safekeeping Trust Company or its
agent in the Comptroller of Public Accounts, Treasury Operations’ name.

The fair values of investments as of the balance sheet date (include both short-term and long-term) are
shown below. Investments are categorized to give an indication of the level of risk assumed by the agency
at year-end. The three categories are:

« Category 1: Investments that are insured or registered, or for which the agency, or its
agent in the agency’s name holds the securities.

» Category 2: Uninsured and unregistered investments for which the securities are held by the
broker's or dealer's trust department or agent in the agency's name.

+ Category 3: Uninsured and unregistered investments for which the securities are held by the
broker or dealer, or by its trust department or agent, but not in the agency's name.
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Categorized Investments:

"US. Govenment and | -
| Agency Obligatio _$1,362,744 $1,382,744,471.97

Uncategorized Investments:

Investments held by broker-dealers under reverse repurchase
agreements:
U.S. Government and Agency Obligations 172,706,125.13
‘ - . ~ $1,555,450,59

Consisting of the following:
Proprietary Funds Current Restricted Short Term Investments

$ 171,213,695.58

Proprietan ds No e

Reverse Repurchase Agreements

At August 31, 2003, certain investments were subject to reverse repurchase agreements entered into by
the Texas Treasury Safekeeping Trust Company. Such reverse repurchase agreements, which are
permitted by statute, consist of sales of securities with a simultaneous agreement to repurchase them in
the future at the same price plus a contract rate of interest. Proceeds are invested in securities that
mature at or near the same date as the reverse repurchase agreement and the proceeds from those
securities will be used to liquidate the agreement, resulting in a matched position and minimizing market
risk because the Texas Treasury Safekeeping Trust Company will hold the securities to maturity and
liquidate them at face value. The market value of securities underlying reverse repurchase agreements
normally exceeds the cash received, providing a margin against decline in market value. If the re-
purchaser defaults on the obligation to sell these securities to the Texas Treasury Safekeeping Trust
Company or provide securities or cash of equal value, an economic loss could result equal to the
difference between the face value and the market value plus accrued interest of the underlying securities.
Any such loss incurred would be the responsibility of the Texas Treasury Safekeeping Trust Company
rather than the Commission. To minimize the risk of such default, all securities backing the reverse
repurchase agreements are held by the Federal Reserve Bank in the name of the Comptroller of Public
Accounts, Treasury Operations.

The amount of investments subject to reverse repurchase agreements at August 31, 2003 was
approximately $86,432,634.00, at cost. The fair value of the securities underlying these agreements at
August 31, 2003 was approximately $172,706,125.13.
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NOTE 4: Summary of Long-Term Liabilities

Changes in Long-Term Liabilities

During the year ended August 31, 2003, the following changes occurred in liabilities.

Employees’ Compensable Leave

A state employee is entitied to be paid for all unused vacation time accrued, in the event of the employee’s
resignation, dismissal, or separation from State employment, provided the employee has had continuous
employment with the State for six months. Expenditures for accumulated annual leave balances are -
recognized in the period paid or taken in governmental fund types. For these fund types, the liability for
unpaid benefits is recorded in the Statement of Net Assets. An expense and liability for proprietary fund
types are recorded in the proprietary funds as the benefits accrue to employees. No liability is recorded for
non-vesting accumulating rights to receive sick pay benefits.

NOTE 5: Capital Leases

Not Applicable

NOTE 6: Operating Lease Obligations

The Texas Lottery Commission leases its headquarters facility in Austin, Texas, fourteen claim centers
throughout Texas, and five regional offices under the terms of operating leases expiring at various dates
through 2010. Rent expense for Charitable Bingo and Lottery operations under these and other leases,
including the rental of instant ticket vending machines, amounted to $5,183,549.34 in fiscal year 2003.
These lease agreements generally do not require payment of taxes, insurance and maintenance by the
Lottery, except for utility costs directly attributable to computer equipment. The Lottery also leases office
equipment under a month-to-month master-operating lease negotiated by the Texas Building and
Procurement Commission. Generally, management expects that leases will be renewed or replaced by
other leases in the normal course of business.
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Included in the expenditures or expenses reported in the financial statements are the following amounts of
rent paid or due under operating leases: '

Ge;éral Revenue Fund
General Revenue - Dedicated

$ 175,016.28

2,230,127.28

Future minimum lease rental payments under non-cancelable operating leases having an initial term of
more than one year are as follows:

04 : $ 2,414,191.20
2005 2,607,452.43
2006 2,525,510.96
2007 ' 2,202,398.96
2008 2,124,256.01
2009 through 2010

NOTE 7: Interfund Balances/Activities

As explained in Note 1 on Interfund Activities and Balances there are numerous transactions between
funds and agencies. At year-end, amounts to be received or paid are reported as:

Interfund Receivables or Interfund Payables

Due From Other Agencies or Due To Other Agencies
Due From Other Funds or Due To Other Funds
Transfers In or Transfers Out

Legislative Transfers In or Legislative Transfers Out

The agency experienced routine transfers with other state agencies, which were consistent with the

activities of the fund making the transfer. Repayment of interfund balances will occur within one year from
the date of the financial statement.

Individual balances and activity at August 31, 2003 follow:

Note 7 Presentation:

Fund 0001

| (Agency 362, D23 Fund 1100) _ $74,212.23
ENTERPRISE (05) Appd Fund 5025, D23
Fund 1100

(Agency 362, D23 Fund 0001)
B va
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 Note 7 Presentation:

ENTERPRISE (05) Appd Fund 5025, D23
Fund 1100
(Agency 701, D23 Fund 0193)

$ 9,356,175.88 Transfer

: Note 7 Presentation

ENTERPRISE (05) Appd Fund 5025, D23 Fund 1100

Agy 701, D23 Fund 0193 : 882,094,795.48 Revenue
Agy 501, D23 Fund 5049 66,993,269.00 Revenue
Agy 362, D23 Fund 0001 124,938.35 Service
GENERAL REVENUE (01) Appd Fund 0001, D23

Fund 0001 :

Agy 362, D23 Fund 1100 124,938.35 Service
Agy 479, D23 Fi d 0001 ] 370.44 Revenue

NOTE 8: Contingent Liabilities

Not Applicable.

NOTE 9: Continuation Subject to Review

The Texas Lottery Commission is subject to the Texas Sunset Act. During fiscal years 2002 and 2003,
the Commission underwent Sunset Review and was continued in existence through September 1, 2005.
The Commission is on the Sunset Advisory Commission’s review schedule for fiscal years 2004 and 2005.
Unless continued in existence as provided by the Texas Sunset Act, the Lottery Division is abolished and
Chapter 466, Texas Government Code, expires September 1, 2005. Additionally, unless continued in
existence as provided by the Texas Sunset Act, the Commission is abolished and Chapter 467, Texas
Government Code, expires September 1, 2005.

NOTE 10: Risk Financing and Related Insurance

Not Applicable.

NOTE 11: Segment Information

The Texas Lottery Commission is not required to disclose segment information because information is
already provided in the basic financial statements in the form of major individual enterprise funds.
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NOTE 12: Bonded Indebtedness

Not Applicable

NOTE 13: Subsequent Events

Not Applicable

NOTE 14: Related Parties

Not Applicable

NOTE 15: Stewardship, Compliance and Accountability

Not Applicable

NOTE 16: The Financial Reporting Entity

Not Applicable

NOTE 17: Restatement of Fund Balances / Retained Earnings

During 2003, adjustments were made that required the restatement of the amount in fund balance as

shown and discussed below:

(@) Correction of an error in the financial statements of a prior period.

$ 503,513.00 $ 101,434,664.70 $ 101,938,177.70

Restatements:
a. 186,726.48 (3,540,853.22) (3,354,126.74)
Net Restatements 186,726.48 3,540,853.22 3,354,126.74

NOTE 18: Employees Retirement Plan

Not Applicable
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NOTE 19: Deferred Compensation

Not Applicable

NOTE 20: Donor Restricted Endowments

Not Applicable

NOTE 21: Management Discussion and Analysis (Material Changes to AFR)

Financial Highlights:

instant ticket sales for the fiscal year ended August 31, 2003 increased by $197.7 million over fiscal
year 2002. This is an increase of 10.2% from the previous year.

Lotto Texas sales for the fiscal year ended August 31, 2003 decreased from Fiscal Year 2002 by
$67.7 million, or 11.4%.

Pick 3 sales for the fiscal year ended August 31, 2003 increased from Fiscal Year 2002 by $24.7
million, or 10.5%. Changes in the matrix to include a mid-day draw and an additional draw per week
were responsible for the increase.

Total prize expense, for all games, for the fiscal year ended August 31, 2003 exceeded prize expense
for the previous year by $129.8 million or 7.6%. The increase in prize expense has a direct
correlation to the increase in sales. »
Commissions paid to Retailers for the fiscal year ended August 31, 2003 were $156.6 million.
Administrative expenses for the fiscal year ended August 31, 2003 were $161.9 million, decreasing
from Fiscal Year 2002 by $9 million or 5.3%.

Unclaimed Prizes for Fiscal Year 2003 decreased from the prior fiscal year by $2.6 million or 3.8%.
The majority of the unclaimed prizes resulted from instant games.

Due to the overall increase in sales and a decrease in administrative expenses, the Texas Lottery
Commission was able to transfer an additional $22.8 million to the State’s Foundation School Fund
during Fiscal Year 2003.

Total sales for the fiscal year ended August 31, 2003 totaled $3.1 billion. This represents an increase

in sales from prior year of 5.5%. It also marks the highest sales total since the record-breaking sales
recorded in Fiscal Year 1997.

NOTE 22: Post Employment Health Care and Life Insurance Benefits

Not Applicable
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Exhibit A-1 - Combining Balance Sheet - All General and Consolidated Funds

August 31, 2003
Consolidated

General Revenue = Accounts
Fund 0001 Fund 1
(0001) (2981) Total
U/F (0001) U/F (0001) (Ex 1)
ASSETS
Current Assets:
Restricted:
Cash and Cash Equivalents: .
Cash in State Treasury $ - $ - $ -
Legislative Appropriations 383,675.82 4,982.80 388,658.62
Total Current Assets 383,675.82 4,982.80 388,658.62
Total Assets ' $ 383,675.82 .§ 4,982.80 $388,658.62
LIABILITIES AND FUND BALANCES
Liabilities:
Current Liabilities:
Payables From:
Accounts Payable $ 22,02228 $ - $ 22,022.28
Vouchers Payable 1,192.32 1,192.32
Payroll Payable 205,749.56 205,749.56
Interfund Payable 74,212.23 74,212.23
Funds Held for Others 4,982.80 4,982.80 .
Total Current Liabilities 303,176.39 4,982.80 308,159.19
Total Liabilities 303,176.39 4,982.80 308,159.19
FUND FINANCIAL STATEMENT - FUND BALANCES
Fund Balances (Deficits):
Reserved for:
Encumbrances 18,017.94 18,017.94
Undesignated 62,481.49 62,481.49
Total Fund Balances 80,499.43 - 80,499.43
Total Liabilities and Fund Balances $ 383,675.82 $ 4,982.80 $388,658.62

The accompanying notes to the financial statements are an integral part of this statement.
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Exhibit A-2 - Combining Statement of Revenues, Expenditures, and
Changes in Fund Balances — All General and Consolidated Funds

For the Fiscal Year Ended August 31, 2003

REVENUES
Legislative Appropriations:
Original Appropriations
Additional Appropriations
Licenses, Fees & Permits
Other
Total Revenues

EXPENDITURES
Salaries and Wages
Payroll Related Costs
Professional Fees and Services
Travel
Materials and Supplies
Communication and Utilities
Repairs and Maintenance
Rentals & Leases
Printing and Reproduction
Intergovernmental Payments
Other Expenditures
Depreciation Expense

Total Expenditures/Expenses

Excess (Deficiency) of Revenues
Over Expenditures

OTHER FINANCING SOURCES (USES)

Transfers Out
Legislative Transfers In

Total Other Financing Sources and Uses

SPECIAL ITEMS

EXTRAORDINARY ITEMS

Net Change in Fund Balances/Net Assets

FUND FINANCIAL STATEMENT - FUND BALANCES

Fund Balances--Beginning
Restatements

Fund Balances, September 1, 2002, as Restated

Appropriations Lapsed
Fund Balances--August 31, 2003

The accompanying notes to the financial statements are an integral part of this statement.

Consolidated

General Revenue Accounts
Fund 0001 Fund 0001
(0001) (2981) Total
U/F (0001) U/F (0001) (Ex 1)
$2,674,93200 $ - $ 2,674,932.00
579,786.67 579,786.67
9,349,196.39 9,349,196.39
47,290.00 47,290.00
3,302,008.67 9,349,196.39 12,651,205.06
2,312,622.91 2,312,622.91
" 472,463.04 472,463.04
458,430.02 458,430.02
59,112.66 59,112.66
20,388.82 20,388.82
252.72 252.72
2,400.00 2,400.00
175,165.09 175,165.09
52,516.85 52,516.85
9,349,196.39 9,349,196.39
28,717.70 28,717.70
3,582,069.81 9,349,196.39 12,931,266.20
(280,061.14) - (280,061.14)
(124,938.35) (124,938.35)
8,370.44 8,370.44
(116,567.91) - (116,567.91)
(396,629.05) . (396,629.05)
503,513.00 503,513.00
186,726.48 186,726.48
690,239.48 - 690,239.48
213,111.00 213,111.00
$ 8049943 §$ - $ 80,499.43
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Exhibit F-1 - Combining Statement of Net Assets - Proprietary Funds

August 31, 2003
Enterprise Enterprise
Fund Fund
(5025) (0895) Totals
U/F (1100) U/F (0895) “(Ex 1)
ASSETS ’ :
Current Assets:
 Cash and Cash Equivalents:
Cash in Bank $ 7,500.00 $ - $ 7,500.00
Cash in State Treasury 94,877,324.17 94,877,324.17
Restricted:

Short Term Investments

Receivables from:
Accounts

Interfund Receivables

Merchandise Inventories

Other Current Assets

10,872,185.76

25,842,601.85

160,341,509.82

171,213,695.58

25,842,601.85

74,212.23 74,212.23
7,022,318.30 7,022,318.30
12,444,000.00 12,444,000.00

Total Current Assets

151,140,142.31

160,341,509.82

311,481,652.13

Non-Current Assets:
Restricted:
Investments
Capital Assets:
Depreciable:
Furniture and Equipment
Accumulated Depreciation
Vehicles, Boats, and Aircraft

1,384,236,901.52

1,384,236,901.52

Accumulated Depreciation
Total Non-Current Assets :

5,140,508.40 5,140,508.40
(4,086,305.38) (4,086,305.38)

133,747.72 133,747.72
(86,362.16) (86,362.16)

1,101,588.58 1,384,236,901.52 1,385,338,490.10

Total Assets

$ 152,241,730.89

$1,544,578,411.34

$1,696,820,142.23

LIABILITIES
Current Liabilities:
Payables from:

Voucher Payable $ 782170850 $ - $ 7,821,708.50
Accounts Payable 16,264,604.20 16,264,604.20
Payroli 1,348,415.63 1,348,415.63
Annuities 10,722,979.00 10,722,979.00
Other 168,021.78 168,021.78
Due to Other Agencies 9,356,175.88 9,356,175.88
Employees' Compensable Leave 817,827.39 817,827.39
Payable From Restricted Assets-Current Portion 73,586,037.67 161,337,000.00 234,923,037.67
Total Current Liabilities 120,085,770.05 161,337,000.00 281,422,770.05
Non-Current Liabilities:
Employees' Compensable Leave 433,859.04 433,859.04
Payable From Restricted Assets 1,328,286,219.12 1,328,286,219.12
Total Non-Current Liabilities 433,859.04 1,328,286,219.12 1,328,720,078.16
Total Liabilities 120,519,629.09 1,489,623,219.12 1,610,142,848.21
NET ASSETS
Invested in Capital Assets, Net of Related Debt 1,101,588.58 1,101,588.58
Restricted for:
Expendable:
Restricted by Other
Pooled Bond Fund 5,000,000.00 5,000,000.00
Prize Reserve Fund 6,089,256.57 6,089,256.57
Unrestricted 19,631,256.65 54,955,192.22 74,486,448.87

Total Net Assets

$ 31,722,101.80

$ 54,955,192.22

$ 86,677,294.02

The accompanying notes to the financial statements are an integral part of this statement.
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UNAUDITED

Texas Lottery Commission (362)

Exhibit F-2 - Combining Statement of Revenues, Expenses, and

Changes in Net Assets - Proprietary Funds
For the Fiscal Year Ended August 31, 2003

OPERATING REVENUES:
Sales of Goods and Services:
Lottery Proceeds
Ticket Sales
Lottery License Application Fees
Lottery Security Proceeds
Other Operating Revenues
Total Operating Revenues

OPERATING EXPENSES:
Salaries and Wages
Payroll Related Costs
Professional Fees and Services
Travel
Materials and Supplies
Communication and Utilities
Repairs and Maintenance
Rentals and Leases
Printing and Reproduction
Depreciation and Amortization
Bad Debt Expense
Interest
Lottery Prizes
Other Operating Expenses
Retailer Commissions
Lottery Operator Fees
Advertising
Retailer Bonuses
Other
Total Operating Expenses

Operating Income (Loss)

NONOPERATING REVENUES (EXPENSES):
Investment Income (Expense)
Gain/Loss Sale Capital Assets (GR)
Net Increase (Decrease) Fair Value
Settlement of Claims

Total Nonoperating Revenues (Expenses)

Income (loss) before Other Revenues, Expenses
Gains/Losses and Transfers

Enterprise Enterprise

Fund Fund

(5025) (0895) Totals
U/F (1100) U/F (0895) (Ex IV)

$3,130,692,602.20
243,320.00
127,032.50
474,626.63

$ -

$ 3,130,692,602.20
243,320.00
127,032.50
474,626.63

3,131,537,581.33

3,131,537,581.33

12,367,347.23
2,957,372.55
5,452,769.93
258,995.56
2,141,923.34
394,325.44
587,307.55
5,886,915.12
14,521,222.80
385,657.77
560,655.12
786.02
1,845,198,256.92

156,554,910.59
83,408,526.67
28,106,543.78
3,606,783.55
$1,239,094.85

12,367,347.23

. 2,957,372.55
5,452,769.93
258,995.56
2,141,923.34
394,325.44
587,307.55
5,886,915.12
14,521,222.80
385,657.77
560,655.12
786.02
1,845,198,256.92

156,554,910.59
83,408,526.67
28,106,543.78
3,606,783.55
1,239,094.85

2,163,629,394.79

2,163,629,394.79

967,908,186.54

967,908,186.54

33,837.67 33,837.67
8,000.00 8,000.00
: (30,162,753.24) (30,162,753.24)
(40,662.30) (40,662.30)
1,175.37 (30,162,753.24) (30,161,577.87)

967,909,361.91

(30,162,753.24)

937,746,608.67

The accompanying notes to the financial statements are an integral part of this statement.
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UNAUDITED
Texas Lottery Commission (362)
Exhibit F-2 - Combining Statement of Revenues, Expenses, and

Changes in Net Assets - Proprietary Funds (continued)
For the Fiscal Year Ended August 31, 2003

Enterprise Enterprise
Fund ‘ Fund
(5025) (0895) Totals
U/F (1100) U/F (0895) (Ex IV)
OTHER REVENUES, EXPENSES, GAINS/LOSSES
AND TRANSFERS:
Transfers-In 124,938.35 124,938.35
Transfers-Out (949,088,064.48) (949,088,064.48)
Total Other Revenues, Expenses, Gains/Losses :
and Transfers (948,963,126.13) _ - (948,963,126.13)
Change in Net Assets 18,946,235.78 (30,162,753.24) (11,216,517.46)
Total Net Assets, September 1, 2002 "16,316,719.24 85,117,945.46 101,434,664.70
Restatements ($3,540,853.22) (3,540,853.22)
Total Net Assets, September 1, 2002, as Restated 12,775,866.02 85,117,945.46 97,893,811.48
Total Net Assets, August 31, 2003 $ 31,722,101.80 $54,95519222 $ 86,677,294.02

The accompanying notes to the financial statements are an integral part of this statement.
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Texas Lottery Commission (362)

Exhibit F-3 - Combining Statement of Cash Flows - Proprietary Funds

For the Fiscal Year Ended August 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Customers
Payments to Suppliers for Goods and Services
Payments to Employees
Payments for Other Expenses

Net Cash Provided by Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES

Proceeds from other Financing
Payments for Transfers to Other Funds
Payments for Other Uses

Net Cash Provided by Noncapital Financing Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Payments for Additions to Capital Assets

Net Cash Provided by Capital and Related Financing Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Sales of Investments
Proceeds from Interest and Investment Income
Payments to Acquire Investments
Net Cash Provided by Investing Activities
Net (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents--September 1, 2002

Cash and Cash Equivalents--August 31, 2003

UNAUDITED

Enterprise Enterprise
Fund - Fund
(5.025) (0895) Totals
U/F (1100) U/F (0895) (Ex V)
$ 3,133,076,134.00 $ - $ 3,133,076,134.00
(313,922,434.40) (313,922,434 .40)
(14,852,410.07) (14,852,410.07)
(1,858,534,542.61) (1,858,534,542.61)
945,766,746.92 - 945,766,746.92
(158,763,000.00) '(158,763,000.00)
(955,285,726.18) (955,285,726.18)
34,446,469.80 34,446,469.80
(955,285,726.18) _ (124,316,530.20)  (1,079,602,256.38)
(212,813.50) (212,813.50)
(212,813.50) - (212,813.50)
158,763,000.00 158,763,000.00
33,837.67 33,837.67
(782,352.22) (34,446,469.80) (35,228,822.02)
(748,514.55)  124,316,530.20 123,568,015.65
(10,480,307.31) - (10,480,307.31)
105,365,131.48 105,365,131.48
$ 9488482417 $ - $ 94,884,824.17

The accompanying notes to the financial statements are an integral part of this statement.
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UNAUDITED
Texas Lottery Commission (362)

Exhibit F-3 - Combining Statement of Cash Flows - Proprietary Funds (continued)
For the Fiscal Year Ended August 31, 2003

Enterprise Enterprisé
Fund Fund
(5025) ‘ (0895) Totals
: U/F (1100) U/F (0895) (Ex V)
Reconciliation of Operating Income to
Net Cash Provided by Operating Activities
Operating Income (Loss) $967,908,186.54 $ - $967,908,186.54
Adjustments to Reconcile Operating Income
to Net Cash Provided by Operating Activities
Amortization and Depreciation 385,657.77 385,657.77
Bad Debt Expense ' 560,655.12 560,655.12
Operating Income and Cash Flow Categories:
Changes in Assets and Liabilities:
(Increase) Decrease in Receivables 1,538,552.67 1,538,552.67
(Increase) Decrease in Inventories (1,579,757.43) (1,579,757.43)
(Increase) Decrease in Prepaid Expenses (12,444,000.00) (12,444,000.00)
Increase (Decrease) in Payables (10,602,547.75) (10,602,547.75)
Total Adjustments (22,141,439.62) - (22,141,439.62)
Net Cash Provided by Operating Activities $945,766,746.92 $ - $ 945,766,746.92
Non Cash Transactions
Net Increase (Decrease) in Fair Value of Investments $ 75,846,149.88

The accompanying notes to the financial statements are an integral part of this statement.
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' UNAUDITED

Texas Lottery Commission (362)

Exhibit J-1 - Combining Statement of Changes in Assets and Liabilities - Agency Funds
August 31, 2003 ‘

Beginning ‘ Ending
Balance . Balance
September 1, 2002 Additions Deductions August 31, 2003
UNAPPROPRIATED RECEIPTS
Suspense Fund (0900) U/F (0362)
ASSETS
Current
Cash in State Treasury $ - $ 76,415.09 $ 2977.01 $ 73,438.08
Total Assets $ - $ 76,415.09 $ 2977.01 $ 73,438.08
LIABILITIES :
Funds Held for Others $ - $ 76,415.09 $ 2,977.01 $ 73,438.08
Total Liabilities $ - $ 76,415.09 §$§ 2977.01 $ 73,438.08
Employee Savings Bond Account (0901) U/F (0901 )
ASSETS
Current
Cash in State Treasury $ 1,726.16  $ 18,276.16 § 18,376.16 § 1,626.16
Total Assets $ 1,726.16 $ 18,276.16 $ 18,376.16 §$ 1,626.16
LIABILITIES . :
Funds Held for Other: $ 1,726.16 $ 18,276.16 $ 18,376.16 $ 1,626.16
Total Liabilities $ 1,726.16 $ 18,276.16 $ 18,376.16 $ 1,626.16
Direct Deposit Correction Account (0980) UIF {0980)
ASSETS
Current
Cash in State Treasury $ 2,30000 $ - $ 2,300.00 $ -
Total Assets $ 2,300.00 $ - $ 2300.00 $ -
LIABILITIES
Funds Held for Others $ 2,300.00 $ - $ 2,30000 $ -
Total Liabilities $ 2,300.00 $ - $ 2300.00 § -
Totals - All Agency Funds
ASSETS
Current :
Cash in State Treasury $ 4,026.16 $ 94,691.25 § 23,653.17 $ 75,064.24
Total Assets $ 4,026.16 $ 94,691.25 § 2365317 $ 75,064.24
LIABILITIES
Funds Held for Others 4,026.16 94,691.25 23,653.17 75,064.24
Total Liabilities $ 4,026.16 $ 94,691.25 § 2365317 $ 75,064.24

The accompanying notes to the financials statements are an integral part of this statement.
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Texas Lottery Commission (362)

Schedule 4 - Schedule of Modified to Full Accrual Adjustments - Governmental Funds
Governmental Balance Sheet/Statement of Net Assets

August 31, 2003 ,

ASSETS
Current Assets:
Cash and Temporary Investments
Cash in State Treasury
Legislative Appropriations
Total Current Assets

Noncurrent Assets:
Capital Assets:
Depreciable
Furniture and Equipment
Accumulated Depreciation
Total Noncurrent Assets
Total Assets

LIABILITIES AND FUND BALANCES
Current Liabilities:
Payables from
Accounts Payable
Vouchers Payabie
Payroll Payable
Interfund Payable
Employees Compensable Leave
Funds Held for Others
Total Current Liabilities

Noncurrent Liabilities:
Employees Compensable Leave
Total Non-Current Liabilities
Total Liabilities

Fund Financial Statement-Fund Balances
Fund Balances (Deficits):
Reserved for:
Encumbrances
Undesignated
Total Fund Balances
Total Liabilities and Fund Balance

Government-wide Statement - Net Assets

" Net Assets:
Invested in Capital Assets,
Net of Related Debt
Unrestricted
Total Net Assets

Long-Term

Governmental Capital Statement
Funds Assets Liabilities of
Total Adjustments Adjustments Net Assets
$ - $ - $ - $ -
388,658.62 388,658.62
- 388,658.62 - - 388,658.62
207,457.13 207,457.13
(187,250.63) (187,250.63)
- 20,206.50 - 20,206.50
$ 388,658.62 $ 20,206.50 $ - $ 408,865.12
$ 22,02228 §$ - $ - $ 22,022.28
1,192.32 1,192.32
205,749.56 205,749.56
74,212.23 74,212.23
131,338.48 131,338.48
4,982.80 4,982.80
308,159.19 - 131,338.48 439,497.67
88,260.58 88,260.58
- - 88,260.58 88,260.58
308,159.19 - 219,599.06 527,758.25
18,017.94 - - 18,017.94
62,481.49 62,481.49
80,499.43 - - 80,499.43
$ 388,65862 $ - $ 219,599.06 $ 608,257.68
20,206.50 20,206.50
(219,599.06) (219,599.06)
$ 20,206.50 $ (219,599.06) $ (199,392.56)
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Texas Lottery Commission (362)

Schedule 4 - Schedule of Modified to Full Accrual Adjustments - Governmental Funds - Statement of Revenues,

Expenditures, and Changes in Fund Balances/Statement of Activities

For the Fiscal Year Ended August 31, 2003

REVENUES
Legislative Appropriations:
Original Appropriations
Additional Appropriations
Licenses, Fees & Permits
Other
Total Revenues

EXPENDITURES

Salaries and Wages
Payroll Related Costs
Professional Fees and Services
Travel i
Materials and Supplies
Communication and Utilities
Repairs and Maintenance
Rentals & Leases
Printing and Reproduction
Intergovernmental Payments
Other Expenditures
Depreciation Expense

Total Expenditures/Expenses

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Transfers Out
Legislative Transfers In

Total other financing sources and uses
SPECIAL ITEMS
EXTRAORDINARY ITEMS

Net change in fund balances/net assets

Fund Financial Statement-Fund Balances
Fund Balances--Beginning
Restatements
Fund Balances, September 1, 2002 as Restated

Appropriations Lapsed
Fund Balances--August 31, 2003

Government-wide Statement - Net Assets

Change in Net Assets

Net Assets, Beginning

Restatements

Net Assets, September 1, 2002, as Restated

Net Assets as of August 31, 2003

Governmental Capital ~ Long-Term Statement
Funds Assets Liabilities of
Total’ Adjustments Adjustments Activities
$ 2,674,93200 $ - $ - $ 2,674,932.00
579,786.67 579,786.67
9,349,196.39 9,349,196.39
47,290.00 47,290.00
12,651,205.06 - - 12,651,205.06
2,312,622.91 7,262.15 2,319,885.06
472,463.04 472,463.04
458,430.02 458,430.02
- 59,112.66 59,112.66
20,388.82 20,388.82
252.72 252.72
2,400.00 2,400.00
175,165.09 175,165.09
52,516.85 52,516.85
9,349,196.39 9,349,196.39
28,717.70 28,717.70
7,647.90 7,647.90
12,931,266.20 7,647.90 7,262.15 12,946,176.25
(280,061.14) _(7,647.90) (7,262.15) (294,971.19)
(124,938.35) (124,938.35)
8,370.44 8,370.44
(116,567.91) - - (116,567.91)
(396,629.05) (7,647.90) (7,262.15) (411,539.10)
503,513.00 - - 503,513.00
186,726.48 186,726.48
690,239.48 - - 690,239.48
(213,111.00) (213,111.00)
$ 80,499.43  $ (7,647.90) $ (7,262.15) $ 65,589.38
$ (7,647.90) $  (7,262.15) $ (14,910.05)
27,854.40 (212,336.91) (184,482.51)
27,854.40 (212,336.91) (184,482.51)
$ 20,206.50 $ (219,599.06) $  (199,392.56)
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