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statements and related information contained in this report.
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UNAUDITED

Texas Lottery Commission (362)
Exhibit | - Combined Balance Sheet/Statement of Net Assets - Governmental Funds
August 31, 2010

Governmental
Fund Types
General Governmental Capital Long-Term Statement
Funds Funds Assets Liabilities of
(Exhibit A-1) Total Adjustments Adjustments Net Assets
ASSETS
Current Assets: '
Legislative Appropriations $  653,022.20 $ 65302220 $ - $ - $ 653,022.20
Total Current Assets 653,022.20 653,022.20 - - 653,022.20
Non-Current Assets:
Restricted:
Capital Assets (Note 2):
Depreciable:
Furniture and Equipment - - 43,626.94 - 43,626.94
Less: Accumulated Depreciation - - (43,626.94) - (43,626.94)
Total Non-Current Assets - - - - -
Total Assets $ 653,022.20 $ 653,022.20 - - $ 653,022.20
LIABILITIES AND FUND BALANCES
Liabilities:
Current Liabilities:
Payables From:
Accounts $ 4,922.18 $ 492218 $ - $ - $ 4,922.18
Payroll 230,480.31 230,480.31 - - 230,480.31
Employees Compensable Leave (Note 5) - - - 172,704.79 172,704.79
Total Current Liabilities 235,402.49 235,402.49 - 172,704.79 408,107.28
Non-Current Liabilities:
Employees Compensable Leave - - - 136,456.07 136,456.07
Total Non-Current Liabilities - - - 136,456.07 136,456.07
Total Liabilities 235,402.49 235,402.49 - 309,160.86 544,563.35
FUND FINANCIAL STATEMENT
Fund Balances (Deficits):
Reserved for:
Encumbrances 2,011.18 2,011.18 - - 2,011.18
Undesignated 415,608.53 415,608.53 - - 415,608.53
Total Fund Balances 417,619.71 417,619.71 - - 417,619.71
Total Liabilities and Fund Balances $ 653,022.20 $ 653,022.20
GOVERNMENT-WIDE STATEMENT OF NET ASSETS
Net Assets:
Unrestricted - (309,160.86) (309,160.86)
Total Net Assets $ - $(309,160.86) $ 108,458.85

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

Texas Lottery Commission (362)
Exhibit Il - Combined Statement of Revenues, Expenditures and

Changes in Fund Balances/Statement of Activities - Governmental Funds

For the Fiscal Year Ended August 31, 2010

General Governmental Capital Long-Term Statement
Funds Funds Assets Liabilities of
(Exhibit A-2) Total Adjustments  Adjustments Activities
REVENUES:
Legislative Appropriations:
Original Appropriations $ 2,621,383.00 $ 2,621,383.00 $ - $ - $ 2,621,383.00
Additional Appropriations 556,874.35 556,874.35 - - 556,874.35
Licenses, Fees & Permits 12,294,833.90 12,294,833.90 - - 12,294,833.90
Other 50,415.54 50,415.54 - - 50,415.54
Total Revenues 15,523,506.79 15,523,506.79 - - 15,523,506.79
EXPENDITURES:
Salaries and Wages 2,230,421.05 2,230,421.05 - 31,972.88 2,262,393.93
Payroll Related Costs 556,815.02 556,815.02 - - 556,815.02
Professional Fees and Services 70,310.70 70,310.70 - - 70,310.70
Travel 65,104.09 65,104.09 - - 65,104.09
Materials and Supplies 21,180.86 21,180.86 - - 21,180.86
Communication and Utilities 11,354.50 11,354.50 - - 11,354.50
Repairs and Maintenance 2,094.00 2,094.00 - - 2,094.00
Rentals and Leases 37,095.47 37,095.47 - - 37,095.47
Printing and Reproduction 118.10 118.10 - - 118.10
Intergovernmental Payments 12,169,783.23 12,169,783.23 - - 12,169,783.23
Other Expenditures 17,087.61 17,087.61 - - 17,087.61
Total Expenditures/Expenses 15,181,364.63 15,181,364.63 - 31,972.88 15,213,337.51
Excess (Deficiency) of Revenues over
Expenditures 342,142.16 342,142.16 - (31,972.88) 310,169.28
OTHER FINANCING SOURCES (USES)
Total Other Financing Sources (Uses) - - - - -
Net Change in Fund Balances/Net Assets 342,142.16 342,142.16 - (31,972.88) 310,169.28
FUND FINANCIAL STATEMENT - FUND BALANCES
Fund Balances, September 1, 2009 680,422.01 680,422.01 680,422.01
Restatements (Note 14) 0.02 0.02 0.02
Fund Balances, September 1, 2009 as Restated 680,422.03 680,422.03 680,422.03
Appropriations Lapsed (604,944.48) (604,944.48) (604,944.48)
Fund Balances, August 31, 2010 $ 41761971 $ 417,619.71 $ 385,646.83
GOVERNMENT-WIDE STATEMENT OF NET ASSETS
Net Assets/Net Change in Net Assets 417,619.71 - (31,972.88) 385,646.83
Net Assets, September 1, 2009 - - (277,187.98) (277,187.98)
Net Assets, August 31, 2010 $ 41761971  § - $ (309,160.86) $ 108,458.85

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

Exhibit Ill - Combined Statement of Net Assets - Proprietary Funds

August 31, 2010

ASSETS
Current Assets:
Cash and Cash Equivalents:
Cash in Bank (Note 3)
Cash in State Treasury
Restricted:
Short Term Investments (Note 3)
Receivables from:
Accounts
Other (Note1)
Consumable Inventories
Merchandise Inventories
Deferred Charges
Total Current Assets

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

Total Assets

LIABILITIES
Current Liabilities:

Payables from:
Voucher
Accounts
Payroll
Annuities
Other

Due to Other Agencies (Note 12)

Employees' Compensable Leave (Note 5)

Payable From Restricted Assets-Current Portion

Total Current Liabilities

Non-Current Liabilities:
Employees' Compensable Leave
Payable From Restricted Assets (Note 1)
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

Unrestricted

Total Net Assets

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

Total
Enterprise Funds
(Exhibit F-1)

$ 7,500.00

57,261,177.60
206,211,384.74

40,769,784.47
934,350.00
859,676.21
8,710,120.88
1,141,194.52

315,895,188.42

1,067,984,609.31

5,961,038.04
(5,274,330.17)

32,706.57
(32,548.36)
69,837.23
(49,229.20)

1,068,692,083.42

$ 1,384,587,271.84

$ 8,114,637.77
16,020,413.62
1,795,739.36
12,612,158.76
3,854,735.14
2,870,925.53
1,256,323.65
261,859,114.40

308,383,948.23

958,306.09
963,180,414.09

964,138,720.18

$ 1,272,522,668.41

707,474.11

5,000,000.00
106,357,129.32

$ 112,064,603.43
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UNAUDITED

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

For the Fiscal Year Ended August 31, 2010

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
Retailer Commissions
Retailer Bonuses
Other Operating Expenses:
Lottery Operator Fees
Advertising
Other
Total Operating Expenses

Operating Income (Loss)

NONOPERATING REVENUES (EXPENSES):
Investment Income (Expense)
Net Increase (Decrease) in Fair Value
Total Nonoperating Revenues (Expenses)

Income (Loss) Before Other Revenues, Expenses,
Gains/Losses and Transfers

OTHER REVENUES, EXPENSES, GAINS/LOSSES
AND TRANSFERS:
Transfers-Out (Note 12)

Total Other Revenues, Expenses, Gains/Losses
and Transfers

Change in Net Assets
Total Net Assets, September 1, 2009
Restatements (Note 14)

Total Net Assets, September 1, 2009, as Restated

Total Net Assets, August 31, 2010

Total

Enterprise Funds

(Exhibit F-2)

$

3,738,369,486.50
295,360.50
60,775.00
940,059.10

3,739,665,681.10

17,263,115.65
4,280,291.16
4,180,610.32
315,408.99
1,854,030.21
742,251.98
525,694.53
4,869,431.19
14,515,994.20
307,681.10
308,990.65
11,5628.25
2,300,182,561.25
187,302,973.94
8,857,990.09

101,384,322.16
31,718,602.47
3,005,724.01

2,681,627,202.15

1,058,038,478.95

61.36
55,638,141.74

55,538,203.10

1,113,576,682.05

(1,063,084,878.81)

(1,063,084,878.81)

50,491,803.24

71,141,677.34
(9,568,777.15)

61,572,800.19

$

112,064,603.43

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, 2010

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

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, 2009

Cash and Cash Equivalents--August 31, 2010

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES

Operating Income (Loss)

Adjustments to Reconcile Operating Income
to Net Cash Provided by Operating Activities

Amortization and Depreciation

Bad Debt Expense

Operating Income and Cash Flow Categories:

Changes in Assets and Liabilities:
(Increase) Decrease in Receivables
(Increase) Decrease in Inventories
(Increase) Decrease in Deferred Charges
Increase (Decrease) in Payables
Total Adjustments

Net Cash Provided by Operating Activities

NON CASH TRANSACTIONS
Net Increase (Decrease) in Fair Value of Investments

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

11

Total
Enterprise Funds
(Exhibit F-3)

$ 3,752,845,030.16
(360,255,975.65)
(21,543,834.90)
(2,341,447,165.73)

1,029,598,053.88

(180,521,000.00)
(1,094,622,626.69)
169,010,000.00

(1,106,133,626.69)

(256,842.96)

(256,842.96)

180,521,000.00
61.36
(170,249,373 .54)

10,271,687.82

(66,520,727.95)

123,789,405.55

$ 57,268,677.60

$ 1,058,038,478.95

307,681.10
308,990.65

13,179,349.06

212,090.45

1,969,805.48
(44,418,341.81)

(28,440,425.07)

$ 1,029,598,053.88

$ 55,638,141.74



This page intentionally left blank.

12



UNAUDITED

Texas Lottery Commission (362)
Exhibit VI - Combined Statement of Fiduciary Net Assets
August 31, 2010

Agency
Funds
(Exhibit J-1) Totals
ASSETS
Current Assets:
Cash and Cash Equivalents:
Cash in State Treasury $ 4,601.51 $ 4,601.51
Other Current Assets 905,000.00 $ 905,000.00
Total Assets $ 909,601.51 $ 909,601.51
LIABILITIES
Current Liabilities:
Funds Held for Others $ 909,601.51 $ 909,601.51
Total Liabilities $ 909,601.51 $

909,601.51

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

Notes to the Financial Statements
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UNAUDITED

Texas Lottery Commission (362)

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 Reporting Requirements for State
Agencies as set forth by the Texas Comptroller of Public Accounts.

The Texas Lottery Commission serves the state by operating lottery games. The Texas Lottery was
created on August 26, 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 5, 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, the Charitable Bingo Operations Director and the Internal Audit Director.

Effective April 1, 1994, House Bill No. 2771, 73" Legislature, Regular Session, 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 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.

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 Revenue Fund, two Enterprise Funds, and Agency Funds.

Governmental Fund Types

General Revenue Fund

The General Revenue 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 Revenue Fund is used to
account for the Charitable Bingo Operations, including allocation of Bingo Prize Fees.

Capital Assets Adjustment Fund Type
Capital Assets Adjustment fund type will be used to convert governmental fund types’ capital

assets from modified accrual to full accrual.

Long-Term Liabilities Adjustment Fund Type
Long-Term Liabilities Adjustment fund type will be used to convert governmental fund types’ debt

from modified accrual to full accrual.
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UNAUDITED

Texas Lottery Commission (362)

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, including capital costs.

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

GR Dedicated — Lottery Account Fund — Enterprise (06) Appd Fund, D23 Fund 5025 (1100) - This
fund was used to record all transactions related to the operation of the State Lottery. Effective
September 1, 2007, the Commission discontinued the use of the use of this fund and transferred
all daily activity to Appd Fund, D23 Fund 5025 (5025) below.

GR Dedicated - Lottery Account Fund — Enterprise (06) Appd Fund, D23 Fund 5025 (5025) - This
fund is used to record all transactions related to the operation of the State Lottery.

Lotto Prize Trust Fund — Enterprise (06) 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 state 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:

Child Support Employee Deduct (8070) — This fund receives child support deductions
from employee payrolls prior to the ultimate disposition of funds to the Office of the
Attorney General.

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.

Warrant Hold Offset (9016) — This fund is used to account for monies collected on behalf
of the Lottery Commission for debt owed to the Lottery Commission.

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.

Deferred Compensation 401k (0942) — This fund is used to provide a temporary
depository for fund pending transmittal, by electronic means, to the administrator of the
state deferred compensation 401k program.
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UNAUDITED

Texas Lottery Commission (362)

Bingo Cash Bonds (1002) — This fund is used to accumulate security funds for tax on
gross rentals or the fee on prizes imposed under Chapter 2001, Section 514, Texas
Occupation Code.

Lottery Retailer Security Fund (1003) — This fund is used to account for funds, provided by
retailers that do not meet certain credit criteria during the licensing process, which are
held as financial security to protect the State in the event the retailer is unable to settle its
debt to the Commission during the collections process. The securities are typically in the
form of a Certificate of Deposit, maintained at a bank and assigned to the Texas Lottery
Commission.

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.

Governmental adjustment fund types that will build the government-wide financial statements are
accounted for using the full accrual basis of accounting. This includes capital assets, accumulated
depreciation, unpaid employee compensable leave, and full accrual revenues and expenses. The
activity will be recognized in these fund types.

The proprietary funds are accounted for on the 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).

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.
19



UNAUDITED

Texas Lottery Commission (362)

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, subject to appropriation limitation, accruing from the
sale 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 2010, unspent administrative funds were transferred to the Foundation School
Fund. Net proceeds will continue to be transferred to the Foundation School Fund and the Texas
Veterans Commission during fiscal year 2011. Obligated amounts in the Lottery operations
account at August 31, 2010 are included as Cash in State Treasury on the Lottery's balance sheet
because the use of such funds is necessary to cover the Lottery's expenditures and prize payment
obligations.

Accrued transfers in the amount of $2,870,925.53 are recorded as “Due to Other Agencies” as of
August 31, 2010. $24,512.00 is due to General Revenue for unclaimed prizes, $24,489.50 is due
to the Texas Veterans Commission (Fund 0030) for August sales, and the balance is due to the
Foundation School Fund (Fund 0193) for August sales.

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 investments held by a third party to satisfy future lotto prizes.

Inventories

Inventories consist of instant game tickets on hand at year-end, held for sale and consumable
inventories. The instant ticket inventory, recorded as Merchandise Inventory, is carried at cost, as
determined by the weighted average method. The consumable inventory is valued at cost,
generally utilizing the last-in, first-out method. The consumption method of accounting is used to
account for the inventories that appear in the proprietary fund types. The cost of these items is
expensed when the items are consumed.

Capital Assets
Assets with an initial individual cost equal to or greater than $5,000 and an estimated useful life in

excess of one year are capitalized. These assets are capitalized at cost or, if not 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. 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 acquisition
date. Depreciation is charged to operations over the estimated useful life of each asset, using the
straight-line method.
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UNAUDITED

Texas Lottery Commission (362)

Accounts Receivable — Other

The balance in Accounts Receivable — Other consists of amounts owed to the Texas Lottery
Commission by member states of the Mega Millions group on August 31, 2010 for their portion of
fixed prizes in the amount of $535,078.00 and expired fixed prizes in the amount of $24,523.00
and by member states of the Powerball group on August 31, 2010 for their portion of Power Play
fixed prizes in the amount of $374,749.00.

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.

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 Texas, Mega Millions, and Powerball jackpots are payable in a lump sum or in annual

instaliments. Prior to February 1997, the Lotto Texas prizes were paid in twenty instaliments.
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. Mega Millions jackpot prizes are
paid in twenty-six annual installments, unless the lump sum option is selected by the player.
Powerball jackpot prizes are paid in thirty annual graduated installments, unless the lump sum
option is selected by the player. 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, Twice as Grand, Weekly Bonus, Top Prize
$500,000, Deal or No Deal, Monthly Bonus, Win for Life, Set for Life, and Super Set for Life.

The amortization of the discount of investments held for prizes payable is based on yields ranging
from 0.16 percent to 4.00 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, 2010:

Total Obligation 1,478,544,000.00 |
Less - unamortized discount 327,564,585.91
Total carrying amount 1,150,979,414.09
Less - prizes payable within one year 187,799,000.00
Long-term prizes payable $ 963,180,414.09
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The aggregate amount of prizes payable due in each of the five fiscal years following August 31,
2010 and the total thereafter in five year increments are as follows:

Aggregate Amount
of Prizes Payable Governmental Activities Business-Type Activities
Principal Interest Principal Interest

2011 (Future Year 1) $187,799,000.00
2012 (Future Year 2) 187,799,000.00
2013 (Future Year 3) 164,817,000.00
2014 (Future Year 4) 132,647,000.00
2015 (Future Year 5) 103,566,000.00
2016-2020 327,093,000.00
2021-2025 224,565,000.00
2026-2030 100,816,000.00
2031-2035 49,442,000.00
Total Prizes Payable $1,478,544,000.00

In addition to the prizes that are payable in lump sum or installments, the Commission carries
$74,060,114.40 in prizes that are payable from current assets and are liquidated daily in the
normal course of business.

Unclaimed Prizes

In accordance with Subsection 466.408, of the State Lottery Act, 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 2010, the Lottery transferred a total of $66,591,791.39 in
unclaimed lottery prize winnings on a quarterly basis to the following agencies: The Comptroller of
Public Accounts received $56,591,791.39 for credit to the General Revenue Fund, and
Department of State Health Services received $10,000,000.00 for credit to the Multi-categorical
Teaching Hospital Account.

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.
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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, 2010, the balance in the Pooled Bond
Fund did not exceed the statutory cap of $5 million.

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 the difference between their fair value and amortized cost.

Unrestricted/Undesignated:
This represents other balances at year-end, retained by the Commission for operational

purposes.
Net Assets:
Invested in Capital Assets, Net of related Debt $707,474.11
Restricted-
Reserved for Pooled Bond Fund 5,000,000.00
Unrestricted-
Reserved for Future Lottery Prizes 104,298,684.16
Unrestricted/Undesignated 2,058,445.16
Total Proprietary Fund Net Assets: $112,064,603.43 |

INTERFUND ACTIVITIES AND BALANCES
The agency has the following type of transaction among funds:

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.

The composition of the agency’s interfund receivables and payables at August 31, 2010 is
presented in Note 12.
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Transfers to Foundation School Fund during fiscal year 2010 are as follows:

Cash transfers $1,000,434,317.75
Accrued transfers at beginning of fiscal year (14.116,488.29)
Amount transferred from current year revenue 986,317,829.46
Accrued transfers at end of fiscal year 2,821,924.03
Total Transfers to Foundation School Fund $ 989,139,753.49

Transfers to Texas Veterans Commission during fiscal year 2010 are as follows:

Cash transfers $ 7,328,844.43
Accrued transfers at beginning of fiscal year (0.00)
Amount transferred from current year revenue 7,328,844.43
Accrued transfers at end of fiscal year 24,489.50
Total Transfers to Texas Veterans Commission $ 7,353,333.93

Transfers to the Comptroller of Public Accounts — General Revenue Fund for unclaimed prizes
during fiscal year 2010 are as follows:

Cash transfers $ 76,859,464.51
Accrued transfers at beginning of fiscal year (20,292,185.12)
Amount transferred from current year revenue 56,567,279.39
Accrued transfers at end of fiscal year 24.512.00
Total Transfers to the Comptroller of Public _$ 56,591,791.39

Accounts — General Revenue

Transfers to the Department of State Health Services for unclaimed prizes during fiscal year
2010 are as follows:

Cash transfers $10,000,000.00
Accrued transfers at beginning of fiscal year 0.00
Amount transferred from current year revenue 10,000,000.00
Accrued transfers at end of fiscal year 0.00
Total Transfers to the Department of State Health

Services $10,000,000.00
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REVENUES AND EXPENSES

Recognition of Revenue
Lottery revenues are primarily composed of 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 70 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 payment 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, subject to appropriation
limitation, 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 and Incentives
The Lottery provides retailers additional compensation in the form of bonuses for selling high tier
prizes. The following table identifies the games offering a bonus option and the amount of the

bonus.
Game Bonus Structure
Lotto Texas 1% bonus of advertised jackpot, capped at $500,000; retailer bonus is pari-mutuel.
Texas Two
Step 1% bonus of advertised jackpot, capped at $10,000; retailer bonus is pari-mutuel.
Cash Five 1% of the top-prize winning ticket, no maximum,; retailer bonus is pari-mutuel.

1% bonus of advertised grand/jackpot portion won in Texas up to $1,000,000.
Mega Millions | Retailer bonus is pari-mutuel.
1% bonus of grand/jackpot portion won in Texas up to $1,000,000. Retailer bonus

Powerball is pari-mutuel.
Instant
Games * $10,000 bonus on top-prize tickets of $1,000,000 or higher

* Not all games offer high tier prizes of $1,000,000 or more.

Retailers can also earn additional compensation from participating in various retailer sales
incentive programs based on meeting sales goals throughout the year.

Lottery Operator Fees
The Lottery operator received a fee of 2.6999 percent for fiscal year 2010 based on sold tickets

processed by the Lottery Gaming System, less any tickets that have been canceled or returned,
and less any promotional tickets or promotional coupons and less any retailer adjustments. 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.
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NOTE 2: Capital Assets

A summary of changes in Capital Assets for the year ended August 31, 2010, is presented below:

GOVERNMENTAL ACTIVITIES PRIMARY GOVERNMENT
Reclassifications
Balance Completed Increase Decrease Balance
9/1/2009 Adjustments CIP Int'agy Trans __Int'agy Trans Additions Deletions 8/31/2010
Depreciable Assets
Fumiture and Equipment $ 43,626.94 - - - - - - $ 43,626.94
Vehicle, Boats & Aircraft
Other Assets )
Less Accummlated Depreciation for:
Fumiture and Equipment $ (43,626.94) - - - - - $ - $ (43,626.94)
Total Accumulated Depreciation (43,626.94) - - - - - - (43,626.94)
Depreciable Assets, Net - -
ntal Activitics Capital Assets, Net : : Ty E
BUSINESS-TYPE ACTIVITIES Reclassifications
Balance Completed Increase Decrease Balance
9/1/2009 Adjustments CIp Int'agy Trans _ Int'agy Trans Additions Deletions 8/31/2010
Depreciable Assets
Fumiture and Equipment $ 5,815,152.31 (69,837.23) - - - 256,842.96 (41,120.00) $ 5,961,038.04
Vehicle, Boats & Aircraft 32,706.57 - - - - - -8 32,706.57
Other Assets
Less Accumulated Depreciation for:
Fumiture and Equipment $  (5058,395.83) 41,154.28 - - - (297,708.62) 4112000 $  (5274330.17)
Vehicles, Boats & Aircraft (30,650.80) - - - . (1,897.56) -8 (32,548.36)
Other Capital Assets
Total Accumulated Depreciation (5,089,546.63) 41,154.28 - - - (299,606.18) 41,120.00 (5,306,878.53)
Depreciable Assets, Net 758312.25 (28,682.95) N N - (42.763.22) N 686,866.08

Intangible Capital Assets - Amortizable
Computer Software - Intangible
Other Intangible Cagitql Assets

o M tal As:
Less Accumulated Amortization for:
Computer Software - Intangible $ - (41,154.28) - - - (8,074.92) $ (49,229.20)
Other Intangible Capital Assets
Total Accumulated Amortization - (41,154.28)

- - - (807492 - (49229.20)
Intangible Capital As 20,608.03

28,682.95

The Capital Assets of the Texas Lottery Cc ission are depreciated by using the Straight-Line Method. Capital Assets

depreciable lives are established by the State's Property Accounting Division as follows:

Description Life
Furniture and Equipment 3-10
Vehicles, Boats, & Aircraft 5-7
Leasehold Improvements Life of the Lease
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NOTE 3: Deposits, Investments, & Repurchase Agreements

The Commission’s deposits are collateralized under a program administered by the Texas Treasury
Safekeeping Trust Company. State law requires that all State funds administered by the Texas Treasury
Safekeeping Trust Company 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 Texas Treasury Safekeepin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>