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Operating Budget Data
($ in Thousands)

FY 01 FY 02 FY 03 % Change
Actual Working Allowance Change Prior Year

Special Fund $47,645 $50,566 $52,626 $2,061 4.1%

Total Funds $47,645 $50,566 $52,626 $2,061 4.1%

� The allowance provides an additional $747,285 for the lease purchase of additional game equipment to
help the lottery expand its player base.  

� The lottery is scheduled to move and consolidate its headquarters, sales office, and warehouse facility to
a new location.  The allowance provides an additional $1.4 million for additional rent, moving expenses,
build-out, and new furnishings for the new office.

Personnel Data
FY 01 FY 02 FY 03
Actual Working Allowance Change

Regular Positions 165.50 180.50 179.00 (1.50)

Contractual FTEs 4.50 5.50 5.50 0.00

Total Personnel 170.00 186.00 184.50 (1.50)

Vacancy Data: Regular Positions

Budgeted Turnover: FY 03 6.27 3.50%

Positions Vacant as of 12/31/01 11.00 6.15%

� The allowance provides for the abolition of 1.5 regular positions.  Specifically, a part-time supply officer
position that has been vacant for 30 months and an information systems technician position established
in the fiscal 2002 budget but deemed unnecessary by the lottery have been eliminated.

� As of December 31, 2001, the lottery had 11.0 vacant regular positions.  However, five of these positions
are new positions established in the fiscal 2002 budget.
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Analysis in Brief

Issues

Overview of Revenue Results and Forecasts:   Fiscal 2001 sales reached $1.211 billion, resulting in revenues
of $407.0 million.  Current revenue estimates total $425.1 million for fiscal 2002 and $431.9 million for fiscal
2003.  The agency is asked to brief the committees on efforts to increase sales and the player base.

Let It Ride Fails to Produce Estimated Revenues:  In his estimate of fiscal 2002 lottery revenues, the
Governor added an additional $10 million of revenues over and above that which the Board of Revenue
Estimates (BRE) officially recognized for the fiscal year.  However, due to poor sales, the Let It Ride game
was pulled from the lottery’s offerings in October 2002, and no revenues are expected to be attained during
the fiscal year.  The Department of Legislative Services (DLS) recommends the lottery comment on the
administration of the Let It Ride game during fiscal 2002 and whether the game produced a net
revenue loss prior to it being removed.

Marketing and Advertising:  The lottery’s fiscal 2003 allowance includes $15.3 million for marketing and
advertising.  Some changes are evident in the advertising strategies that the lottery intends to utilize during
fiscal 2003; specifically there is a greater emphasis on radio advertising.  The lottery has also identified as a
major goal an effort to increase the player base for its games.  DLS recommends the lottery brief the
committees on its advertising strategies, particularly those intended to increase the player base. 

Legislative Proposals Impact Lottery:  Several bills have been introduced during the 2002 session which
could potentially impact the lottery’s operation.  This issue identifies the major legislative proposals.  DLS
recommends that the lottery comment on how its operations may be impacted by the legislative
proposals. 

Recommended Actions

Funds Positions

1. Add budget bill language limiting increases through budget
amendments to instant ticket printing, freight costs, and vendor fees.

2. Add budget language requiring that the Legislative Policy Committee
has 45 days to review plans for any new lottery game.

3. Add budget language withholding a portion of the appropriation until
the lottery has advised the budget committees of its move to a new
office facility.
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4. Reduce funds for overtime. $ 20,000  

5. Reduce funds for various employee training programs in
Administrations and Operations.

55,000  

6. Reduce funds for the summer internship program. 7,379  

7. Reduce funds for travel expenses. 4,242  

8. Reduce funds for instant ticket printing. 179,400  

9. Delete funds for seasonal assistance. 7,500  

10. Reduce funds for drawing events. 10,347  

11. Reduce funds for promotional material and sponsorships. 104,757  

12. Reduce funds for outdoor advertising. 38,821  

13. Reduce funds for web site advertising. 100,000  

14. Reduce funds for television and radio advertising. 200,000  

15. Reduce funds for public relations marketing. 50,000  

Total Reductions $ 777,446
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Operating Budget Analysis

Program Description

The Maryland State Lottery Agency administers and operates the State Lottery games for the purpose
of generating revenue for the State.  The State Lottery Commission, consisting of five members appointed
by the Governor, has oversight responsibility for the agency.  The lottery, which has been in operation since
1973, consists of six divisions plus a security unit.  The six divisions are Administration, Finance, and
Operations (AFO); Information Technology; Marketing; Sales; Public Affairs; and Executive.

The lottery games are sold through lottery agents which are private businesses that receive fees in
exchange for selling the games to the public.  All operating expenses of the agency are paid out of the
proceeds from the games.

The lottery currently offers eight games:  Pick 3, Pick 4, Lotto, Instant Games, Bonus Match Five, Cash-
in-Hand, Keno, and the Big Game.  In April 2001, the lottery introduced a new game called Let It Ride;
however, due to poor sales the game was removed from the lottery’s offerings.  In fiscal 2001, 56.18% of
sales receipts was paid for prizes, 6.28% paid for agent commissions and redemption fees, 3.94% paid the
agency’s operating costs, and the remaining 33.61% of the receipts was credited as revenue to the State.

Fiscal 2002 Actions

Cost containment actions for fiscal 2002 related to the hiring freeze and the 1.5% reduction totaled
$1,081,000.  These reductions carry forward into the fiscal 2003 allowance, but the full year estimated
savings from the hiring freeze is $128,935 greater in fiscal 2003 than in the current year.  Over the two-year
period, $2,290,395 in reductions result from these cost containment actions. 

Lottery Budget Exempt from Spending Affordability

In December 2001, the Spending Affordability Committee decided to exclude the State Lottery Agency’s
expenditures from the spending affordability limit calculations.  This change was made to reflect the
committee’s policy that lottery’s expenditures are considered revenue-generating in nature.

Governor’s Proposed Budget

The fiscal 2003 allowance for the State Lottery is $52.6, which is $2.1 million or 4.1% over the fiscal
2002 working appropriation.  Exhibit 1 summarizes the major changes between the fiscal 2002 working
appropriation and the fiscal 2003 allowance.



ED.00 - State Lottery Agency

6

Exhibit 1

Governor’s Proposed Budget
State Lottery Agency

($ in Thousands)

How Much It Grows:
Special
Fund

2002 Working Appropriation $50,566

2003 Governor’s Allowance 52,626

Amount Change $2,060

Percent Change 4.1%

Where It Goes:

Personnel Expenses

Savings resulting from the abolishment of two positions . . . . . . . . . . . . . . . . . . . . . . . ($64)

Fiscal 2003 increments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 96

Annualize fiscal 2002 general salary increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 182

Net fiscal 2003 cost containment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (129)

Employee and retiree health insurance cost increase . . . . . . . . . . . . . . . . . . . . . . . . . . 76

Retirement contribution cost increase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 94

Turnover rate adjustment:  The lottery received 15 new positions in fiscal 2002 budget,
each of which was budgeted at a 25% turnover, which artificially increased the budgeted
fiscal 2002 turnover. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 278

Elimination of early retirement surcharge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (79)

Other adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 234

New Projects

Lease purchase and maintenance cost for 150 player activated terminals . . . . . . . . . . . 298

Lease purchase and maintenance cost for 500 Keno monitors and controllers . . . . . . . 105

Lease purchase and maintenance cost for 250 instant ticket vending machines . . . . . . . 344

Replacement of digital modems required for on-line terminal connection to telephone
network . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40

Office Relocation

Rent . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 515

Build-out and wiring of new office location . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400

Office relocation moving costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 200

Modular furniture for new headquarters office . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 230

Utilities.  The lease for the new office does not include utilities which the current lease
includes in rent. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71
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Marketing

Net marketing and promotional expenditures (see Exhibit 5 for itemized list of
expenditures) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (401)

Miscellaneous

Expiration of capital lease for previously purchased lottery game machines . . . . . . . . . (596)

Telecommunications to support on-line game terminal network . . . . . . . . . . . . . . . . . . 280

Reduced instant ticket printing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (107)

Reduced fees for on-line gaming system fee based on sale estimates . . . . . . . . . . . . . . (595)

Increased fees for instant game system vendor to reflect greater sales estimates . . . . . . 675

Reduced expenditure for new car purchases.  The department purchased ten vehicles in
fiscal 2002 and plans on replacing three vehicles in fiscal 2003 . . . . . . . . . . . . . . . . . (39)

Contractual employee payments for 6.0 full-time equivalent (FTE) employees and
summer internship program . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16

Additional legal services costs for trademark searches . . . . . . . . . . . . . . . . . . . . . . . . . 5

Employee training and skills development seminars . . . . . . . . . . . . . . . . . . . . . . . . . . 30

Communications . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (116)

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17

Total $2,060

Note:  Numbers may not sum to total due to rounding.

Personnel Expenses

The fiscal 2003 allowance provides $9.4 million for personnel expenses to support 179 regular employees.
This represents an increase of $688,006  or 7.9% over the fiscal 2002 working appropriation, and  comprises
17.9% of the lottery’s total allowance.  Significant changes to the agency’s personnel budget include the
abolishment of 1.5 regular positions, which saves $64,441; annualization of the fiscal 2002 general salary
increase and the proposed fiscal 2003 general salary increase and increments which adds approximately
$515,000 to the budget; an adjustment to the agency’s budgeted turnover which was higher in fiscal 2002 to
account for the 25% turnover applied to 15 new positions adding $278,052 to the budget; and the net impact
of the annualization of the hiring freeze which reduces the budget by $128,935.

Sales Network Expansion – New Equipment

The fiscal 2003 allowance provides an additional $747,285 for the purchase and lease of game equipment
intended to increase the lottery’s sales and revenues.  The increase is off-set by a reduction of $596,000
resulting from the expiration of a lease purchase contract for previously purchased game equipment.  The
purchases will support three specific initiatives which are summarized below.
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� Player Activated Terminals:  The allowance provides $298,036 for the lease purchase of 150 player
activated terminals.  The utilization of player activated terminals will expand the lottery’s distribution
system into the self-service market.  The agency intends to enter into a five-year lease purchase agreement
financed through the State Treasurer.  Annual lease payments are calculated at $369,872 and will be paid
in bi-annual installments.  For fiscal 2003, the lottery intends to make just one lease payment in the
amount of $184,936.  The addition of a maintenance contract adds another $113,100 to the budget
annually for the five-year term of the lease. 

� Keno Monitors and Controllers:  The allowance provides $105,207 for the lease purchase of 500 Keno
monitors.  The lottery intends to expand the network of locations offering Keno to take advantage of the
growth in Keno sales.  The agency intends to enter into a five-year lease purchase agreement financed
through the State Treasurer.  Annual lease payments are calculated at $150,414 and will be paid in bi-
annual installments.  For fiscal 2003, the lottery intends to make just one lease payment in the amount
of $75,207.  The addition of a maintenance contract adds another $30,000 to the budget annually for the
five-year term of the lease.

� Instant Ticket Vending Machines:  The allowance provides $344,082 for the lease purchase of 250
instant ticket vending machines to expand the current program of self-service locations.   The agency
intends to enter into a five-year lease purchase agreement financed through the State Treasurer.  Annual
lease payments are calculated at $493,164 and will be paid in bi-annual installments.  For fiscal 2003, the
lottery intends to make just one lease payment in the amount of $246,582.  The addition of a maintenance
contract adds another $97,500 to the budget annually for the five-year term of the lease.

Office Relocation

The State Lottery will be moving its operations from Reisterstown Road Plaza to Montgomery Park, the
former Montgomery Ward warehouse.  The move is expected to take place in September 2002, and the fiscal
2003 allowance pro-rates the rent accordingly.  The allowance provides an additional $1,416,000 for a variety
of purposes related to the move.  This includes an additional $515,000 for rent, $400,000 for additional build-
out and wiring of the building, $200,000 for office relocation and moving expenses, $230,000 for new
modular furniture, and $71,000 for utilities.  The lottery entered into a lease contract with Montgomery Park,
and the Board of Public Works approved the contract at its December 12, 2001,  meeting.  The lease
provides approximately 72,700 square feet of office and warehouse space for the lottery which is a substantial
increase over the current 25,478 square feet of leased office space at its Reisterstown location.  However,
under the lease with Montgomery Park, the lottery will consolidate its headquarters, sales, and warehouse
which accounts for the increased square foot requirements.  Currently, the lottery’s on-line vendor contractor,
Automated Wagering International (AWI), Inc., provides space for the lottery’s sales office and warehouse
needs.         

Marketing and Promotion

The lottery’s total marketing budget for fiscal 2003 is $15,293,000, which represents a decrease of
$401,500 from the fiscal 2002 working appropriation.  However, the elimination of $950,000 of one-time
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fiscal 2002 expenditures for advertisement of the Let It Ride and revamped Lotto games distort the
comparison between the fiscal 2002 and 2003 budgets.  Controlling for these one-time expenditures, the
lottery’s marketing and advertisement budget increases by $548,500 for regular ongoing marketing activities.
Additional analysis of the lottery’s marketing and advertisement budget is provided in the Issues section of
the analysis.

Performance Analysis:  Managing for Results

The lottery has articulated eight key goals in support of its mission of generating revenue to support State
programs.  Exhibit 2 shows the nine performance measurements used to assess the lottery’s overall
performance, the most important of which is the attainment of revenues to support State operations and
programs.

Exhibit 2

Program Measurement Data
State Lottery Agency
Fiscal 1999 through 2003

Actual
1999

Actual
2000

Est.
2001

Actual
2001

Est.
2002

Est.
2003

Ann.
Chg.
99-01

Ann.
Chg.
01-03

Net revenue generated 
($ in millions) 393.0 401.0 405.4 407.0 425.1 431.9 1.8% 3.0%

Number of ticket sales
($ in millions) 1,080.3 1,172.9 1,186.9 1,211.0 1,270.0 1,293.1 5.9% 3.3%

Player satisfaction index n/a 66.0% 67.0% 80.0% 81.0% 82.0% n/a 1.2%

Retailer satisfaction index n/a 81.0% 81.0% 83.0% 83.0% 84.0% n/a 0.6%

Percentage of adult Marylanders
who have played a lottery game in
the past 12 months n/a 61.0% 62.5% 53.0% 54.0% 55.0% n/a 1.9%

Percentage of adult Marylanders
who give lottery a positive
approval rating n/a 52.0% 54.0% 48.0% 49.0% 50.0% n/a 2.1%

Ratio of operating costs to sales 4.13% 3.83% 4.01% 3.93% 3.98% 4.07% -2.5% 1.8%

Percentage of operations
conducted on-line n/a n/a 35.0% 42.0% 50.0% 80.0% n/a 38.0%

Percentage of agency employees
who are satisfied with their job n/a 51.0% 53.5% 54.0% 56.0% 60.0% n/a 5.4%

Note:  Numbers may not sum to total due to rounding.

Source: Maryland State Lottery
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The lottery continues to increase ticket sales and the total amount of revenue generated from sales.  The
Board of Revenue Estimates (BRE) has set a goal for net lottery revenue of $431.9 million for fiscal 2003,
which represents a 3.0% annual increase from fiscal 2001 actual revenue attainment.  In order to obtain these
revenues it is estimated that lottery will have to increase ticket sales at an annual rate of 3.3% from the fiscal
2001 actual sales figures.  However, from fiscal 1999 to 2001, it took a 5.9% annual increase in ticket sales
to produce a 1.8% annual increase in net revenue.  

The lottery plans to maintain its efficiency rating by achieving a ratio of operating costs to sales of 5%
or less.  However, in fiscal 2000 and 2001, the lottery was able to operate with less than 4% of sales in
operating costs.  For the fiscal 2003 budget, the lottery estimates that it will utilize 4.07% of gross revenues
to support the agency’s operations.  The increase is most likely attributable to the additional costs of moving
the agency to a new headquarters. 

The lottery has begun tracking the number of State residents who have played a lottery game.  The figures
for fiscal 2000 represent just a partial year survey and thus are not comparable to the fiscal 2001 figures.  For
fiscal 2001, the survey indicated that 53.0% of the State’s residents played a lottery game within the past 12
months.  The lottery’s goal is to increase this figure to 55.0% for fiscal 2003.
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Issues

1. Overview of Revenue Results and Forecasts

Fiscal 2001 Results

The lottery recorded total sales of $1.211 billion during fiscal 2001.  This represents a  $38.1 million, or
3.25%, increase over sales recorded for fiscal 2000.   These sales resulted in net revenue of $407.0 million,
of which $385.0 million was credited to the State’s general fund after deducting the $22.0 million transferred
to the Maryland Stadium Authority.  Fiscal 2001 represented the first year since fiscal 1996 that lottery
revenues were not transferred to support the horse racing industry.

Pick 3 sales declined by $6.1 million, or 1.96% below fiscal 2000 sales figures.  Fiscal 2001 represented
the first year that Pick 3 was not the lottery's biggest seller, having been eclipsed by Keno.   Pick 4 sales
increased by $8.3 million, or 4.36%, over fiscal 2000 sales figures.  Lotto sales increased by $6.7 million in
fiscal 2001 after recording declining sales figures in each of the last two fiscal years.   Cash-in-Hand sales
remained relatively flat recording a decrease of $0.9 million.  The Big Game also recorded a decline in sales
of $23.6 million, or 33.24%, below fiscal 2000 sales figures.  This was the lowest sales figure for the Big
Game since 1998 after recording increases in each of fiscals 1999 and 2000.

On the plus side of the ledger, Keno enjoyed strong sales of $319.5 million in fiscal 2001 and has replaced
Pick 3 as the biggest sales generator. The lottery's instant ticket sales (scratch-off tickets) in fiscal 2001
generated $263.9 million representing a $42.0 million, or an 18.93% increase over fiscal 2000 sales.  This
increase is more than all other games combined.

Fiscal 2002 Revenue Performance

In December, BRE set the net revenue target for fiscal 2002 at $425.1 million which would result in
general fund revenues of $396.9 million.  This is an increase from the previous estimate (March 2001), which
set fiscal 2002 general fund revenues at $396.4 million.  A game-by-game comparison of year-to-date sales
(through December 31) in Exhibit 3 shows that sales are up 5.84% for all the lottery games.  Following
patterns evident in fiscal 2001 sales figures,  games such as Keno, Keno Bonus, instant tickets, and the Big
Game show strong sales growth in the first six months of fiscal 2002 as compared to the first six months of
fiscal 2001.  However, the Lotto and Cash-in-Hand games are showing reduced sales, much as they did for
fiscal 2001.
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Exhibit 3

Fiscal 2002 Year-to-Date Sales Versus Fiscal 2001

Game Fiscal 2001 Sales Fiscal 2002 Sales Difference Change

Pick 3 $187,244,455 $186,877,003 ($367,452) -0.20%

Pick 4 121,481,587 123,632,654 2,151,067 1.77%

Keno 146,309,495 156,325,446 10,015,951 6.85%

Keno Bonus 48,690,109 59,138,948 10,448,839 21.46%

Instant 151,540,800 174,582,600 23,041,800 15.21%

Big Game 30,138,693 32,899,615 2,760,922 9.16%

Lotto 29,637,432 24,393,021 (5,244,411) -17.70%

Bonus Match 5 0 528,295 528,295 0.00%

Cash-in-Hand 16,057,470 14,082,416 (1,975,054) -12.30%

Let It Ride 0 1,330,475 1,330,475 0.00%

Total $731,100,041 $773,790,473 $42,690,432 5.84%

Note:  Includes sales for July 1, 2000, through February 11, 2001, for fiscal 2001and sales for July 1, 2001, through
February 11, 2002, for fiscal 2002.

Source:  Maryland State Lottery

Fiscal 2003 Forecast

As shown in Exhibit 4, fiscal 2003 general fund revenues are projected to be $11.7 million higher than
fiscal 2002 revenues.  The December 2001 report of BRE shows general fund revenues of $408.6 million
after allowing for a transfer of $23.3 million to the Maryland Stadium Authority.
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Exhibit 4

Actual and Projected Lottery Revenues
Fiscal 2000 through 2003

($ in Millions)

FY 00 Actual FY 01 Actual FY 02 BRE FY 03 BRE

Sales $1,172.9 $1,211.0 $1,270.0 $1,307.9

Net Revenue 401.0 407.0 425.1 431.9

Less Stadium Authority Revenue (23.3) (22.0) (28.2) (23.3)

Less Transfer to Horse Racing (10.0) (0.0) (0.0) (0.0)

General Fund Revenue $367.7 $385.0 $396.9 $408.6

Change from Prior Year $17.3 $11.9 $11.7

Source:  Board of Revenue Estimates; Fiscal 2003 Budget

Sales Growth Outpaces Revenue Growth

Fiscal 2001 represented the fourth straight year that lottery sales increased, although at a rate of about
one-third as fast as the prior year.  The amount of each dollar received by the State, however, continues to
decline.  In fiscal 2001 it took an average of $2.96 in sales to generate $1 in State revenue, which is up from
$2.92 per dollar of revenue realized in fiscal 2000.  This change is due in large part to an increase in the
commission rate for lottery agents which was increased from 4% to 5% of sales for the fiscal 2001 budget.
In addition, the General Assembly has removed agent incentives and bonuses from the lottery agencies’
operating appropriation, allowing them to be more flexible and provide higher levels of incentives.

The lottery agency should be prepared to brief the committees on the latest results and forecasts
with respect to sales and revenues and steps being taken to improve results.

2. Let It Ride Fails to Produce Estimated Revenues

As part of the Governor’s fiscal 2002 budget submission, the administration added $10.0 million to the
fiscal 2002 estimate of lottery revenues available for fiscal 2002 operations.  The administration attributed
the additional revenue to the introduction of the lottery’s new Let It Ride game.  The BRE, however, never
recognized those revenues in its December 2000 estimate of fiscal 2002 lottery revenues.  Exhibit 5 shows
the difference between what the BRE included in its December 2000 estimate of lottery sales and revenues
and what the Governor included in his fiscal 2002 budget.   From the figures, the administration estimated
that sales would exceed the BRE estimate by $38.0 million resulting in an additional $10.0 million of fiscal
2002 revenues.
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Exhibit 5

Fiscal 2002 Lottery Sales and Revenues 
Difference between Board of Revenue Estimates and 

Governor’s Fiscal 2002 Forecasts
($ in Millions)

BRE Fiscal 2002
Estimates

Governor’s Fiscal
2002 Estimates Difference

Total Sales $1,226.6 $1,264.6 $38.0

Total Revenue $384.3 $394.3 $10.0

Source:  Board of Revenue Estimates; Maryland State Fiscal 2002 Budget

The lottery included Let It Ride as part of the agency’s game offerings in the spring of 2001.   During
fiscal 2001,  Let It Ride produced only $1.4 million of gross sales, and after deducting administrative costs,
including marketing and advertising, administration of the new game produced a $1.3 million net revenue loss
for the year.  Fortunately, strong instant ticket and Keno game sales in excess of  BRE estimates helped the
lottery exceed its fiscal 2001 revenues goals by $1.7 million. Confident the game would catch on, the lottery
continued to offer Let It Ride to the public at the beginning of fiscal 2002.  However, due to poor sales and
the prospect of additional revenue losses, the lottery pulled Let It Ride from its game offerings in late October
2002.  Neither BRE in its December 2001 estimate of fiscal 2002 lottery sales and revenues nor the Governor
in his lottery estimates included in Volume I of the Fiscal 2003 Budget Books is recognizing any sales or
revenues attributable to Let It Ride for fiscal 2002.   BRE now estimates net fiscal 2002 lottery revenues of
$396.7 million, which exceed the $394.3 million estimate assumed when the additional $10.0 million was
added by the Governor.  Extrapolating forward actual sales attained through February 11, 2002, indicate that
lottery game sales are 5.84% greater than what they were at the same point during fiscal 2001. Fiscal 2002
sales could be as high as $1,281.3 million, which exceed the $1,268.2 million assumed by BRE in its
December 2001 estimate of fiscal 2002 sales.  Revenues, which are based upon net sales, should
correspondingly exceed estimates as well, due to stronger than estimated instant ticket and Keno sales.

DLS recommends the lottery appraise the budget committees if the administration of Let It Ride
during fiscal 2002 has resulted in a revenue loss.  DLS also cautions against including revenues for the
purpose of balancing the budget for games which have not been introduced to the public and thus
have not exhibited a sales and revenue track record from which to base estimates.   
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3. Marketing and Advertising

Exhibit 6 shows the individual components of the lottery’s proposed fiscal 2003 marketing and promotion
budget.  The total marketing budget for fiscal 2003 is $15,293,000, which represents a decrease of $401,500
from the fiscal 2002 working appropriation.  However, the elimination of $950,000 of one-time fiscal 2002
expenditures for advertisement of the revamped Lotto game Let It Ride distorts the comparison between the
fiscal 2002 and 2003 budgets.  Controlling for these one-time expenditures, the lottery’s marketing and
advertisement budget increases by $548,500 for regular ongoing marketing activities.  

Exhibit 6

Lottery Advertising Budget

Description FY 2002 FY 2003 Change

Promotion for Let It Ride $450,000 $0 ($450,000)

Promotion for revamped Lotto 500,000 0 (500,000)

Public affairs general 30,000 25,000 (5,000)

Public affairs drawing events 85,000 85,000 0

Public affairs promotional material 82,000 213,000 131,000

Outdoor advertising 300,000 200,000 (100,000)

Radio advertising 2,500,000 4,057,000 1,557,000

Print media advertising 1,300,000 1,280,000 (20,000)

Television advertising 5,717,500 4,569,000 (1,148,500)

Point-of-sale advertising 1,000,000 1,000,000 0

Production advertising 1,550,000 1,580,000 30,000

Public relations 200,000 144,000 (56,000)

Direct mail 250,000 200,000 (50,000)

Internet advertising 250,000 200,000 (50,000)

Public affairs sponsorships 145,000 235,000 90,000

Public affairs agent promotional events 5,000 25,000 20,000

Promotional advertising 30,000 30,000 0

Relationship marketing 200,000 250,000 50,000

Drawing commitments* 1,100,000 1,200,000 100,000

Total (including drawing commitments) $15,694,500 $15,293,000 ($401,500)

Total (excluding drawing commitments) $14,594,500 $14,093,000 ($501,500)

* The lottery includes drawing commitments in its advertising budget, but the Governor’s budget department includes this item
in contractual services.  (The drawing commitment is a bartering arrangement in which the lottery agrees to purchase
commercial air time in exchange for televising of daily lottery drawings.)

Source:  State Lottery Agency 
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DLS makes several observations concerning the lottery’s proposed marketing and promotion budget.

� Less Emphasis on Television Marketing:  For the fiscal 2002 budget, the lottery intends to spend a
combined $8,217,500 for television and radio advertising.  Greater emphasis is placed on television
marketing as evidenced by the $5,717,500 of intended expenditures, compared to just $2,500,000 for
radio marketing expenditures.  For fiscal 2003, the lottery intends to spend a combined $8,626,000 for
television and radio advertising, which is an increase of $408,500.  Besides the increased expenditures
for fiscal 2003, the lottery also intends to more evenly distribute the advertising budget between television
and radio.  DLS recommends the lottery discuss the change in its advertising strategy which
increases the radio advertising budget while reducing the television advertising budget. 

� Marketing as a Tool to Increase Player Base:  As indicated in Exhibit 5, the lottery’s fiscal 2003
allowance provides $15.3 million for marketing and promotional activities. One of the lottery’s primary
goals articulated in its Managing for Results (MFR) is to increase the player base for its game offerings.
As indicated in the MFR performance data shown in Exhibit 2, the lottery reports that for fiscal 2001
53% of Marylanders played a lottery game within the 12 months of fiscal 2001.  DLS recommends that
the lottery articulate the specific strategies it intends to employ in using the marketing budget to
expand the player base and reach beyond the core lottery customer.

� Reductions to Non-Core Marketing Should Be Made:  The Spending Affordability Committee has
exempted the lottery’s expenditures from the spending affordability calculation in recognition of the
revenue-generating nature of the agency’s operations.  While the lottery’s primary objective is to produce
revenues for the State to support State operations and programs, there are some reductions to the
lottery’s marketing budget which can be made without necessarily impacting the lottery’s ability to expand
the player base of its games.  Any such reduction in special funds supporting the lottery will have a one-
for-one benefit of increasing the State’s general fund outlook since all unexpended lottery revenues are
distributed to the State general fund at the close of fiscal 2003 (pending any legislation which may divert
revenues over and above BRE estimates for other purposes).  DLS recommends the following reductions:

• $104,757 reduction for funds used to purchase promotional and sponsorship material.  Typical items
include hats, T-shirts, key chains, and other contest gift items.  The proposed reduction still provides
a 10% increase over the fiscal 2001 actual expenditure which is greater than the 6.09% increase the
BRE is estimating that fiscal 2003 net revenues will exceed fiscal 2001 net revenues.

• $38,821 reduction to outdoor advertising which includes billboards, buses, and sports arenas.  The
reduction still provides a 10% increase over fiscal 2001 actual expenditures which is greater than the
6.09% increase the BRE is estimating that fiscal 2003 net revenues will exceed fiscal 2001 net
revenues.

• $100,000 reduction for web site advertising.  The reduction still provides a 75% increase over fiscal
2001 expenditures.  

• $200,000 reduction for radio and television advertising.  The reduction will still provide a $208,000
increase over the fiscal 2002 appropriation for these activities.
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• $50,000 reduction for relationship marketing directed at corporate entities.  This reduction level funds
this activity for fiscal 2003.

4. Legislative Proposals Impact Lottery 

Several bills have been introduced during the 2002 session, which if enacted would have an impact on
the lottery's game offerings and revenues.

� Budget Financing Act of 2002:  Senate Bill 828 and House Bill 1274 provide for numerous changes
to the State's tax structure and revenue generating capacity.  The changes proposed include a reduction
in the commissions paid to lottery agents.  Chapter 640, Acts of 1999, which became effective October
1, 2000, increased the regular commission paid to lottery agents from 4% to 5% of the licensed agent's
gross receipts from annual ticket sales.  The proposed legislation would reduce the commission rate back
to 4%.  Based on the BRE's December 2001 estimate of total lottery sales of $1,307.9 billion for fiscal
2003, the potential savings could be as high as $13.1 million for the fiscal year.  The lottery, however,
believes the savings will not be as great as estimated by DLS because of the impact the commission
reduction may have on sales.  The lottery contends that agents will be less inclined to promote the sale
of lottery game tickets, which could diminish total sales and thus reduce the fiscal savings associated with
the proposed reduction in the commission rate.  DLS recommends that the lottery advise the budget
committees concerning the agency’s contention that lottery sales will be harmed by the proposed
reduction in commission rates, especially if a performance-based reward system were
implemented. 

� Multi-Jurisdictional Lottery:  Senate Bill 93 of 2000 authorizes the Director of the State Lottery, with
the approval of the Lottery Commission and the Legislative Policy Committee, to enter into agreements
to operate multi-jurisdictional lotteries with political entities outside the United States or private licenses
of a state or foreign nation.  The International Lottery Alliance plans to introduce a new multi-
jurisdictional game similar to Maryland's Big Game in the spring 2003.  In addition, the State Lottery is
considering participating in a multi-state game that was started in September 2001 called Lotto South.
The lottery estimates that if it were to join the international game being started by the International
Lottery Alliance in January 2003, sales would increase by approximately $13 million in fiscal 2003.  The
fully annualized increase in sales for fiscal 2004 is estimated at $28.6 million with net revenues estimated
at $12.0 million.

� Baltimore City Surcharge:  Senate Bill 526 of 2002 would authorize the Mayor and City Council of
Baltimore to pass an ordinance imposing a 5% surcharge on State Lottery tickets purchased in the City
of Baltimore.  The lottery has advised DLS that it opposes any surcharge on the grounds that it would
negatively impact sales. 

� Distribution of Unanticipated Revenues:  House Bill 475 of 2002 would require lottery revenues in
excess of the BRE's estimate for the fiscal year to be distributed to local jurisdictions, rather than to the
general fund.  The distribution would be made on a pro-rata basis calculated on total sales in each county.
The funds would have to be used by the local jurisdictions for public education purposes.  Similar
legislation introduced during the 2001 session failed.
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Recommended Actions

1. Add the following language:

, provided that this appropriation may not be increased by budget amendment or otherwise except
for increases in instant ticket printing, freight costs, and vendor fees, when sales exceed projections
upon which the budget is based.

Explanation:  This language allows the lottery to increase its budget by amendment only for items
specifically related to sales beyond budgetary projections.  Any other requests for additional funds
should be handled through a deficiency appropriation, which is subject to legislative approval.

2. Add the following language:

Further provided that no part of this appropriation may be used for the implementation of a new
lottery game until the Legislative Policy Committee has had 45 days to review and consider the
implementation of the new lottery game.

Explanation:  This language requires legislative review prior to the implementation of a new game.
This language is not intended to prevent the lottery from running various types of instant ticket
games.

Information Request

Description and justification
for any new game(s)

Author

State Lottery 

Due Date

45 days prior to
implementation

3. Add the following language:

Further provided that $515,000 of this appropriation is contingent upon the State Lottery notifying
the budget committees that the lottery has officially moved into a new office facility.  The budget
committees shall have 45 days to review and comment.

Explanation:  This language withholds a portion of the fiscal 2003 appropriation until such time
that the lottery notifies the budget committees of its move to a new office facility.  The budget
provides additional funds for rent over and above what the lottery pays at its Reisterstown Road
Plaza office facility.  This language would enable the budget committees to release only those funds
necessary to pay the additional rent incurred at the new facility based upon a partial year occupancy.

Information Request

Letter of notification of office
move

Author

State Lottery

Due Date

Upon official relocation of
lottery offices
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Amount
Reduction

Position
Reduction

4. Reduce funds for overtime to the level provided in the
fiscal 2002 working appropriation.

$ 20,000 SF  

5. Reduce funds for various employee training programs in
Administrations and Operations.  The reduction is
allocated as follows:

• $30,000 reduction for training and staff
development to the fiscal 2002 working
appropriation level which provides $20,000 for
these costs;

• $11,000 reduction for sales and motivational
training to the fiscal 2002 working appropriation
level; 

• $10,000 reduction for Managing for Results
training; and

• $4,000 reduction in Minority Business Enterprise
training to the fiscal 2002 working appropriation.

55,000 SF  

6. Reduce funds for summer internship program to reflect
a 10-week rather than a 13-week program.

7,379 SF  

7. Reduce funds for travel expenses to reflect a 5% increase
over the fiscal 2001 actual expenditure.

4,242 SF  

8. Reduce funds for instant ticket printing to reflect the
Board of Revenue Estimates’ sales forecast of $335.0
million.  The budgeted allowance is based on sales of
$348.6 million.

179,400 SF  

9. Delete funds for temporary employee payments for peak
seasonal assistance and promotional workload.

7,500 SF  

10. Reduce funds for costs related to daily drawing events to
5% over the actual fiscal 2001 expenditure.

10,347 SF  

11. Reduce funds for promotional material and sponsorships
to 10% over the fiscal 2001 actual expenditure.

104,757 SF  

12. Reduce funds for outdoor advertising on billboards,
buses, and sports arenas to 10% over the fiscal 2001
actual expenditure. 

38,821 SF  
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13. Reduce funds for web site advertising.  This reduction
still provides a 75% increase over fiscal 2001 actual
expenditures.

100,000 SF  

14. Reduce funds for television and radio advertising.  This
reduction still provides a $208,000 increase over the
fiscal 2002 working appropriation.

200,000 SF  

15. Reduce funds for public relations marketing to the level
provided in the fiscal 2002 working appropriation.

50,000 SF  

Total Special Fund Reductions $ 777,446



ED.00 - State Lottery Agency

21

Appendix 1

Current and Prior Year Budgets

Current and Prior Year Budgets

State Lottery Agency
($ in Thousands)

General
Fund

Special
Fund

Federal
Fund

Reimb.
Fund Total

Fiscal 2001

Legislative
Appropriation $0 $46,116 $0 $0 $46,116

Deficiency
Appropriation 0 0 0 0 0

Budget
Amendments 0 1,560 0 0 1,560

Reversions and
Cancellations 0 (31) 0 0 (31)

Actual
Expenditures $0 $47,645 $0 $0 $47,645

Fiscal 2002

Legislative
Appropriation $0 $48,698 $0 $0 $48,698

Budget
Amendments 0 1,868 0 0 1,868

Working
Appropriation $0 $50,566 $0 $0 $50,566

Note:  Numbers may not sum to total due to rounding.
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Fiscal 2001

The lottery finished $1,529,000 above its fiscal 2001 legislative appropriation.  The lottery received
an additional $1,560,470 through a budget amendment to fund on-line vendor fees and instant ticket printing
costs incurred due to sales growth above the original budgeted estimates.  The agency reverted $31,000 of
the additional funds to account for actual fiscal 2001 sales figures.

Fiscal 2002
 
Cost containment actions for fiscal 2002 related to the hiring freeze and the 1.5% reduction have

reduced the fiscal 2002 legislative appropriation in the totaled amount of $1,081,000.  This reduction is offset
by an increase of $2,948,639 for a budget amendment that DBM has included in the fiscal 2002 working
appropriation, which has not yet been submitted to the budget committees for review.  The additional funding
is comprised of $400,000 for additional advertising funds to support the reintroduction of the Big Game and
$125,000 for marketing research.    
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