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INDEPENDENT AUDITORS REPORT 

The Commissioners 
New Jersey State Lottery Commission 

We have audited the accompanying balance sheets of the New Jersey 
State Lottery Commission (the "Commission") as of June 30, 1992 and 
the related combined statement of revenues expenditures, and 
changes in fund balance for the year then ended. These financial 
statements are the responsibility of the Commission's management. 
Our responsibility is to express an opinion on these financial 
statements based on our audit. 

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

In our opinion, such financial statements present fairly, in all 
material respects, the financial position of the Commission at June 
30, 1992 and the results of its operations for the year then ended 
in conformity with generally accepted accounting principles. 

Parsippany, New Jersey 
September 14, 1992 
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BALANCE SHEETS 
JUNE 30, 1992 

WITH COMPARATIVE TOTAL MEMORANDUM FIGURES FOR 1991 

latlllry latlllry 
Spa:lalFIIMlrlue ~ 

ASSETS 
Cash 
Accounts Receivable , Net 
lnterfund Receivable - Administration 
Investments: 

Deposit Fund Contracts 
State Of New Jersey 

Cash Management Fund 
Deferred Expenses 

Total Assets 

LIABILITIES AND FUND BALANCE 
Li aj>iliti es : 
Accounts Payable and Accrued 
Liabilities 

Obligation for Unpaid Prize Awards 
Due To State Of New Jersey - Education 
lnterfund ·Payable - Administration 
Installment Prize Obligations 
Total Liabilities 

Fund Balance : 
Reserved For Encumbrances 
Reserved For Prize Awards 
Reserved For Bond Insurance 
Total Fund Balance 
Total Liabilities And Fund Balance 
See Accompanying Notes To Financial Statement 

Fund 

$509,183 
14,608,589 

59,569,622 
3,189,659 

$77.877.053 

$9,229,445 
41,150,867 
17,489,069 

4,858,110 

Fund 

1,254,284 

719,431 ,445 

$720,685.729 

720,685,729 
72,727,491 720,685,729 

4,899,562 
250.000 

5,149,562 
$77.877.053 $720.685.729 
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lotlllry 
Admlnlanllw 

Fund 

$250 

4,858,11 0 

$4,858.360 

$3,295,964 

3,295,964 

1,562,396 

1,562,396 
$4,858.360 

Total 
(Memorandum Only) 

1992 

$509,433 
15,862,873 

4,858,110 

719,431,445 

59,569,622 
3,189,659 

$803.421.142 

$12,525,409 
41,150,867 
17,489,069 

4,858,110 
720,685,729 
796,709,184 

1,562.396 
4,899.562 

250,000 
6,711,958 

$803.421. 142 

1991 

$906,876 
9,097,191 
4,871,587 

578,848,869 

51 ,580,892 
2,779,385 

$648,084.800 

$8 ,361,016 
23,201 ,907 
28,407,923 

4,871,587 
578,848,869 
643,691,302 

639,806 
3,503,692 

250,000 
4,393,498 

$648,084.800 



REVENUES: 
GROSS SALES 

FORFEITED PRIZES 

INTEREST INCOME 

MISCELLANEOUS INCOME 

EXPENDITURES: 
PRIZE EXPENSE 

COMMISSION TO AGENTS & BANKS 

OPERATING EXPENSES 

GAME CONTRACTOR FEES 

COURIER COLLECTION FEE 

START UP COSTS 

PROVISION FOR DOUBTFUL ACCOUNTS 

OTHER FINANCING USES: 

CONTRIBUTION FOR AID TO 
EDUCATION AND STATE INSTITUTIONS 

TOTAL EXPENDITURES AND OTHER 
FINANCING USES 

NET CHANGE IN FUND BALANCE 

FUND BALANCE, BEGINNING OF PERIOD 

F 

See notes to financial statements. 

Comparative 
Statements 

Combined Statement of Revenue•. Expendlturee, and 
Changes In Fund Balance 

CUMULATIVE 
234 MONTHS 

*ENDED 
JUNE 30, 1990 

.,,···· ···, ·.·· ... ·.· .. 

.····•··>••·•·•1; Jg..™ii<.· c•u••••••1J ~THs 
.. ENDED : .. / : .. 

*Figures not covered by Independent auditors' report. 
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CUMULATIVE 
258 MONTHS 

*ENDED 

JUNE 30, 1992 " 
$13,480,424,293 98.57% 

149,892,280 1.10% 

42 ,822,319 0.31 % 

2,585,484 0.02% 

13,675,724,376 100.00% 

6,705,926,563 49.04% 

737,375,082 5.39% 

240,883,326 1.76% 

233,484,710 1.71% 

8,479,375 0.06% 

686,137 0.01% 

280,980 

.7,927 ,116,173 57 .97% 

5,741 ,896,245 41 .99% 

13,669 ,012,418 99.96% 

6,711 ,958 0.04% 



NOTES TO FINANCIAL STATEMENTS 

New Jersey State Lottery ~ission 
J t.ne 30, 1992 
(1) Organization and Acc0111ti~ 

Practices: 
Authorizing legislation: The New 

Jersey State Lottery Conmission (the 
1•conm1 ss ion" or the Lottery) was 
established in 1970 pursuant to the 
"State Lottery Law" N.J . S.A. 5:9-1. et 
~- The Conmissi~ within tne 
Department of Treasury of the State of 
New Jersey. The Conmission is authorized 
and empowered to pr0111.Jlgate rules and 
regulations regarding the conduct of 
lottery games, including the price or 
prices of tickets and the nuiber and size 
of prizes on wiming tickets, the 
licensing of agents, and the 
apportionment of ticket revenues. 

Basis of Accounting: The various 
funds of the Lottery are included as part 
of several funds in the State of New 
Jersey's aN1Ual financial report. As a 
result, the acc0111J8nying financial 
statements have been prepared using the 
same basis of accounting as follows: 

Lottery Special Revenue Funcl: This 
fund i s established to account for 
revenues and expenditures of specific 
lottery games and is classified as part 
of the State's special revenue fund. 

Lottery Aanmistrati ve Fund: This 
fund accounts for all operating expenses 
for the aaninistration of the Lottery and 
is class i fied as part of the State's 
general fund. 

Agency Fund: This fund accounts for 
installment prize obligations and the 
related investments held to satisfy those 
obligations. This fund is classified as 
part of the State's agency fund. 

For purposes of financial 
presentation the revenues, expenditures, 
and changes in fund balance of the 
Lottery Special Revenue Fund and Lottery 
Aaninistrative Fund have been cOll'bined. 
For the year ended June 30, 1992 the 
Lottery transferred $20,673,617 to the 
New Jersey State Treasury to reimburse 
the Treasury for expenses paid on behalf 
of the Lottery, of which approximately 
S4,8584360 was payable to the ireasury at 
June .)0, 1992. Such expenses are 
recorded and reported as expenses of the 
Lottery. 

The Conmission prepares its financial 
statements usin9 the modified accrual 
basis of account 1 ng for 9overr,nenta l fund 
types. Under the modified accrual basis 
of accounting, revenues are recorded when 
susceptible to accrual, i.e., both 
measurable and available. Available 
means collectible within the current 
period or soon thereafter to be used to 
pay liabilities of the current period. 
Expenditures are recorded when the 
liability is incurred. The following is 
a SUllll8ry of more significant accOl.f'lting 
policies. 
a. Al location of Revenue - The State 

Lottery Law requires at least 30X of 
gross revenues from ticket sales to 
be paid to the State Treasury for aid 
to education and state institutions. 
Pursuant to this law, the Conmission 
has also designated all lM'lallocated 
revenues for aid to education and 
state institutions. Contributions 
for the year ended Jllle 30, 1992 
aggregated to $574,209,481. 

The Conmission has designated 
that a minirrun of 45X of sales 
revenues be reserved for prize 
awards, including agent bonuses. A 
prize award obligation is established 
when the wiming ticket nuit>er is 
selected for the res~tive lottery 
game based on eligible wiming 
tickets sold. The obli9ation is 
funded from the respective prize 
reserve accounts. 

b. Unclaimed Prizes - Mew Jersey Law 
requires that prizes not claimed 
within one year from the date of the 
drawing are forfeited. Effective 
November 21, 1991 seventy percent of 
unclaimed prizes are being deferred. 
These funds are available to augment 
future prize awards or, at the 
discretion of the Executive Director, 
to augment the Lottery's contribution 
to aid education and state 
institut ions. For the year ended 
June 30, 1992 unclaimed prizes 
aggregating to S15,032,740 were 
forfeited. 

c. Revenue Recognition - Revenue from 
the sale of Lottery tickets are 
recognized as fol lows: -
(1) Pick Three, Pick Four, and Pick 

Six Lotto games on the drawing 
date. 

(2) Instant Games on a daily basis. 
Sales adjustments are recorded 
based upon final reconciliations 
prepared after the termination 
of a lottery instant game. 
Lottery tickets claimed and 
di sbursed by agents as free 
ticket prizes are not reflected 
as lottery ticket sales or prize 
awards. 

d. lnstal lment Prize Obligation and 
Amount Allocated to Prize Awards • 
Installment prize obligations are 
recorded based upon the present value 
of an aN1Ui ty at terms to yield a 
series of future payments needed to 
meet the obligations of the 
Conmi ss ion for prize disbursements. 
The Conmi ss ion purchases aN1Ui ty 
contracts from insurance c~nies to 
fund liability for installment prize 
obligations. Amount allocated to 
prize awards reflects the anticipated 
cost of aN1Ui ty contracts necessary 
to satisfy stated prize awards plus 
any single payment awards. At Jllle 
30, 1992, the projected future costs 
of _prize obligations amount to 
S1,359 009,016 which are due in 
installments ranging from ten years 
to the lifetime of the recipient. 

e. Equipment and Inventory. · Equipment 
and Inventory of The Lottery are 
recorded in the General Fixed Asset 
Account Group of the State of New 
Jersey. Items of this nature are 
recognized as expenditures during the 
period in which they are acquired. 

f. Vacation and Si ck Leave - Acclffl..llated 
l.npaid vacation, sick pay, and other 
employee benefits are recorded in the 
General Long-Term Debt AccOl.f'lt Group 
of the State of New Jersey. In the 
event of retirement or termination, 
an employee is reimbursed for 
acclffl..llated sick leave to one half of 
the unused days, not exceeding 
S15\000. Upon separation, an 
emp oyee is reimbursed for 
accumulated vacation pay. 
Acclffl..llated vacation and acclffl..llated 
sick leave are estimated to be 
immaterial. 

g. Investments in the State of New 
Jersey cash management fund are 
valued at cost which approximates 
market. The New Jersey Cash 
Management Fund is a conmen trust 
fund administered by the Department 
of the Treasury, Division of 
Investment. Securities in the fund 
are insured, registered or held by 
the Division in the Commission's 
name. 

h. Total Memorandun collmlS - Total 
memorandun collllllS are presented for 
additional analysis only and is not 
intended to present consolidated 
financial informati.on of the Lottery. 

(2) Acccults Receivable: 
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Accounts receivable consists 
primar i ly of amounts due from sales 
agents and are recorded net of the 
allowance for uncollectible accounts 
aggregating to S150,000 at June 30, 1992. 
(3) Investaents: 

The Lottery Conmi ss ion purchases 
aN1Ui ty contracts from insurance 
COll1J8nies to fund its liability for 
future installment prize obligations. An 
aN1Uity contract represents an obligation 
by an insurance C0111J8nY to provide a 
fixed series of payments over a specified 
period. Annuity contracts are carried at 
their current contract values which are 
based upon their original purchase price 
adjusted for credited interest and 
amounts already received. Annuity 
contracts are subject to credit risk. 
The Conmission seeks to control its 
exposure to such credit risk by 
purchasing annuity contracts only from 
insurance C0111J8nies which meet certain 
minirrun standards. Such standards 
include a minirrun required from A.M. Best 
& Co., a private rating agency, of at 
least "A+'. However, due to tne long 
term nature of these contracts, the 
credit quality of the insurer is subject 
to change. At June 30, 1992, the 
conmission held a1Y1Uity contracts 
totalling $719,431,445 issued through 
twelve insurance COl1l)8nies. During July 
1991, Mutual Benefit Life with whom the 
Conmission has S23,067,028 outstanding in 
a1Y1Uity contracts and $1,254,285 of 
interest receivable, was placed in 
temporary rehabilitation by the State of 
New Jersey, Department of Insurance. The 
Management of Mutual Benet it Life has 
stated that they will continue to make 
all a1Y1Uitypayments in full. Management 
of the Conmission does not believe that 
the status of Mutual Benefit Life will 
have a significant impact on the fair 
value of its annuity contracts. 
(4) Litigation: 

The Commission is a party to a nuit>er 
of lawsuits arising out of the conduct of 
its business. While the ultimate results 
of the lawsuits or other proceedings 
against the commission cannot be 
predicted with certainty, management does 
not expect that these matters will have 
a material adverse effect on the 
financial ~sition or results of 
operations of the conmission. 

ewJersey.: 



11 WHERE THE MONEY GOES11 

(Schedule Not Covered by Independent Auditors Report) 

State of New Jersey 
Programs Supported by State Lottery Resources 
For Fiscal Year 1992 

Programs: 

DEPARTMENT OF CORRECTIONS 

Institutional Control, Supervision & Rehabilitation : 

Adult Institutions 

Youth And Juvenile Institutions 

Institutional Care, Treatment & Rehabilitation: 

Adult Institutions 

Youth And Juvenile Institutions 

Maintenance Of Physical Plant 

DEPARTMENT OF EDUCATION 

Academy For Advancement of 

Teaching And Management 

Governor's Scholars Program 

Marie Katzenbach School For The Deaf 

New Jersey School For The Arts 

Non-Public School Aid 

Partners In Leaming 

Pre-Kindergarten For Urban Students 

Programs For The Gifted And Talented 

Projects For Handicapped Infants 

School Improvement/Effective Schools 

School Nutrition 

Statewide Testing Program 

Amounts: 

$88,299,000 

31 ,504,000 

42,885,000 

15,973,000 

19,196,000 

622,000 

3,135,000 

7,170,000 

144,000 

57,733,000 

115,000 

2,500,000 

128,000 

12,928,000 

257,000 

6,565,000 

600,000 
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Programs: 

DEPARTMENT OF 

HIGHER EDUCATION 

Aid To County Colleges For Operational Costs 

Aid To Independent Colleges And Universities 

Edward J. Blaustein Dist. Scholars Program 

Garden State Scholarship 

Governor's School 

Leaming Disabled Program 

Opportunity Program Grants 

Optometric Education 

Schools Of Professional Nursing 

Small Business And Entrepreneurship At Rutgers 

Supplementary Education Program Grants 

Veterinary Medicine Education 

Women's Studies Chair At Douglas College 

DEPARTMENT OF HUMAN SERVICES 

Operation Of State Psychiatric Hospitals 

OperatiOl"I of Centers For Developmentally 

Disabled 

DEPARTMENT OF MILITARY AND 

VETERANS AFFAIRS 

Operation Of Homee For Disabled Soldiers 

Total 

Amounts: 

81,605,000 

18,934,000 

3,500,000 

3,136,000 

974,000 

809,000 

15,271,000 

142,000 

833,000 

65,000 

8,819,000 

1,427,000 

75,000 

75,516,000 

57,098,000 

16,251,000 

$574,209,000 
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