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Operating Budget Data 
 ($ in Thousands) 
         
  FY 11 FY 12 FY 13 FY 12-13 % Change  
  Actual Working Allowance Change Prior Year  
        
 General Fund $11,875 $29,296 $72,857 $43,560 148.7%  
 Adjusted General Fund $11,875 $29,296 $72,857 $43,560 148.7%  
        
 Special Fund 88,597 193,310 239,088 45,778 23.7%  
 Adjusted Special Fund $88,597 $193,310 $239,088 $45,778 23.7%  
        
 Adjusted Grand Total $100,472 $222,606 $311,944 $89,338 40.1%  

 
 The fiscal 2013 allowance increases by $89.3 million over the fiscal 2012 working 

appropriation.  The increase is largely attributable to changes under the video lottery terminal 
(VLT) program.  The majority of the increase in special funds relates to the increase in 
payments to VLT licensees.  The majority of the increase in general funds is due to the lease 
of VLT machines for a third VLT venue in the State.   

 
 A small component of the increase in the fiscal 2013 allowance relates to the introduction of 

regular lottery sales over the Internet.  The allowance includes approximately $667,000 in 
additional special funds for this purpose. 

 
 

 
 

 
Personnel Data 

  FY 11 FY 12 FY 13 FY 12-13  
  Actual Working Allowance Change   
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Vacancy Data:  Regular Positions 
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 The fiscal 2013 allowance includes 3 additional regular positions under regular lottery 
operations to design the parameters of a new program to sell regular lottery games over the 
Internet.   
 

 The vacancy rate is significantly higher than what is required to meet turnover.  The majority 
of the vacant positions were added in fiscal 2012 in anticipation of the opening of a third VLT 
facility.  However, the opening date for the facility has been delayed and as such, the lottery 
agency has delayed hiring for the additional positions.  The agency has recently begun its 
recruitment process. 

 
 The allowance also reflects an increase of 4 contractual positions that would be dedicated to 

licensing responsibilities under the VLT program. 
 



E75D – State Lottery Agency 
 

 
Analysis of the FY 2013 Maryland Executive Budget, 2012 

3 

Analysis in Brief 
 
Major Trends 
 
Sales, Revenues, Prize Payouts Expected to Increase:  Fiscal 2012 and 2013 are expected to show 
gains in sales, revenues, and prize payouts.  The increases are expected despite new competition for 
the public’s gaming dollars from the State’s largest VLT facility that will open at the end of 
fiscal 2012. 
 
Record Sales Despite Decline in Advertising Spending:  Fiscal 2011 marked the fourteenth 
consecutive year that the lottery achieved record sales of its traditional lottery games. The record high 
level in sales was achieved despite a significant decline in advertising funds that began in fiscal 2010. 
 
 
Issues 
 
Sales of Traditional Lottery Games Exceed Estimates:  Of the lottery’s most popular traditional 
games, only one type of game experienced a decline in sales in fiscal 2011.   In fact, each of the other 
games not only demonstrated growth but exceeded the original sales estimates for the year.  The 
Department of Legislative Services (DLS) recommends that the lottery comment on the current 
mix of games and plans to encourage growth to maximize general fund revenue.  DLS also 
recommends that the lottery comment on the increase in price of the Powerball ticket and the 
impact that the increase will have on sales.   
 
Sales of Traditional Lottery Games Over the Internet:  In response to states seeking ways to expand 
revenue options, a recent ruling by the U.S. Department of Justice has cleared the way for an 
expansion of lottery gaming over the Internet.  The fiscal 2013 allowance includes funds to 
implement a program of online lottery sales in Maryland.  DLS recommends that the lottery 
agency brief the budget committees on its plans to implement sales of traditional lottery games 
over the Internet.  The agency’s comments should include the potential costs and benefits of the 
plan; possible pitfalls; a timeline for implementation; and the impact that such a program will 
have on sales of lottery games at brick and mortar establishments, including the impact on VLT 
facilities.  Additionally, the lottery agency should comment on the likelihood of expanding to 
other forms of online gambling in the State. 
 
Status of the Video Lottery Terminal Program:  Chapter 4 of the 2007 special session authorized the 
use of VLTs in the State and charged the lottery agency with the responsibility of administering the 
VLT program.  To date, only two of the five authorized VLT sites have opened.  The lottery agency 
has been responsible for the procurement and maintenance of 2,230 VLT machines and for providing 
staff for the two facilities.  It is also managing the same for a third facility to open in June 2012.  
Legal challenges, lack of viable proposals, and other delays have slowed the progress of the 
remaining authorized locations.  DLS recommends that the lottery agency brief the budget 
committees on the administration of the VLT program, the costs and revenues to date, and on 
the outlook for future facilities. 
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Recommended Actions 
    
1. Concur with Governor’s allowance.   
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Operating Budget Analysis 
 
Program Description 
 

Since 1973, the State Lottery Agency (SLA) has administered and operated lottery games to 
generate revenue for the State.  The lottery currently offers the following games:  Pick 3, Pick 4, 
Keno, Keno Bonus and Super Keno Bonus, Mega Millions, Powerball, Bonus Match Five, Instant 
Games, Multi-Match (which replaced Lotto in February 2006), and Racetrax and Racetrax Bonus. 
 

All games, except Instant Games, are online, meaning players pick their numbers or use 
computer-generated numbers, receive a ticket, and then wait for a drawing to see if they have won.  
With Instant Games, players scratch off a latex covering on a ticket play area to reveal preprinted 
combinations.  Games are sold through lottery agents, which are private businesses that receive 
commissions and fees in exchange for selling the games to the public. 
 

Proceeds from the games pay for prizes, agent earnings, and all operating expenses of the 
agency.  In fiscal 2011, 60.0% of sales paid for prizes, 6.6% paid for agent commissions and 
redemption fees, 3.1% paid for agency operations, and 29.1% was credited as revenue to the State 
(a small percentage is forwarded to the Maryland Stadium Authority per statute). 
 

The State Lottery Commission has oversight responsibility for the agency.  In 2008, the 
commission was expanded to nine members from five to address additional responsibilities stemming 
from the video lottery terminal (VLT) legislation.  The agency is responsible for the administration of 
the VLT program, including accounting for and distributing VLT revenues; managing the program’s 
central system; and regulation and licensing of operators.  The agency’s divisions include Executive, 
Administration; Finance, and Operations; Information Technology; Sales; Marketing and 
Communications; Legal; and VLT and Enforcement. 
 
 
Performance Analysis:  Managing for Results 
 
 Sales, Revenues, Prize Payouts Expected to Increase 
 
 As shown in Exhibit 1, prize payouts surpassed the $1 billion mark in fiscal 2009 and have 
not fallen below that point.  In fact, growth is expected in fiscal 2012 and 2013.  Growth in sales is 
also expected in fiscal 2012 (0.8%) and 2013 (0.5%) despite the opening of the State’s largest VLT 
facility at the end of fiscal 2012. 
 
 The Budget Reconciliation and Financing Act of 2009 decreased the agent sales commission 
from 5.5% to 5.0% in fiscal 2010 through 2012.  As such, agent earnings are a bit lower for these 
years.  The exhibit shows that in fiscal 2013, agent earnings increase to approximately $124 million. 
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Exhibit 1 

Lottery Sales and Expenditures 
Fiscal 2007-2013 

($ in Millions) 
 

 
 
 
*The operating budget does not include funds to operate the video lottery terminal program. 
 
Note:  General fund revenues exclude disbursements to the Maryland Stadium Authority. 
 
Source:  Maryland State Budget Books, Fiscal 2008 to 2013 
 
 
 The Budget Reconciliation and Financing Act of 2012 includes a provision to maintain the 
agent commission at 5%.  If that provision is enacted, the agent commission projected for fiscal 2013 
should fall to approximately $114 million with the difference accruing to the general fund. 
 

Record Sales Despite Decline in Advertising Spending 
 
 For the fourteenth consecutive year, the lottery achieved record sales of its traditional games 
in fiscal 2011.  The lottery generated over $1.7 billion in sales, an increase of $7.8 million from the 
prior year, despite a reduced level of advertising funds.   
 
 Exhibit 2 shows sales and revenues as compared to the agency’s total advertising 
expenditures.  Advertising expenditures include funds for radio, television, print and other 
advertisements, as well as for promotional events and materials.  The cost containment effort in 
fiscal 2010 reduced the advertising budget by $6 million from the original fiscal 2010 appropriation.  
The budget has remained fairly flat since 2010.  However, record sales have been achieved in 
fiscal 2010 and 2011, and record sales are predicted for fiscal 2012 and 2013.  Still, it should be noted  
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Exhibit 2 

Sales and Revenue Trends Compared to Advertising Spending 
Fiscal 2003-2013 

($ in Millions) 
 

 
 
 
Source:  Governor’s Budget Books, Fiscal 2006-2013; Lottery Budget, Fiscal 2005-2013 
 
 
that year-over-year growth is not as strong as in years with significantly more funds for advertising. 
It also appears that the growth rate is not keeping pace with those of some of the surrounding states.  
For example, sales in the third quarter of calendar 2011 were 6% higher than the third quarter of 2010 
in Delaware and Pennsylvania.  This is compared to a growth rate of 1% in Maryland over the same 
timeframe.    
 
 
Proposed Budget 
 

As shown in Exhibit 3, the fiscal 2013 allowance increases by $89.3 million from the 
fiscal 2012 working appropriation.  The increase is largely attributable to the opening of a third 
facility under the State’s VLT program.   
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Exhibit 3 

Proposed Budget 
State Lottery Agency 

($ in Thousands) 

 
How Much It Grows: 

General 
Fund 

Special 
Fund 

 
Total   

2012 Working Appropriation $29,296 $193,310 $222,606     

2013 Allowance 72,857 239,088 311,944     

 Amount Change $43,560 $45,778 $89,338     

 Percent Change 148.7% 23.7% 40.1%     

         

Contingent Reductions $0 $0 $0     

 Adjusted Change $43,560 $45,778 $89,338     

 Adjusted Percent Change 148.7% 23.7% 40.1%     
 
 
Where It Goes: 

 
Personnel Expenses 

 
  

New positions ....................................................................................................................................  $167 

  
One-time bonus of $750 in fiscal 2012 .............................................................................................  -148 

  
Additional assistance for VLT licensing ...........................................................................................  153 

  
Section 47 reduction of 2 positions in fiscal 2012 ............................................................................  -93 

  
Employee retirement .........................................................................................................................  86 

  
Turnover adjustments ........................................................................................................................  177 

  
Other fringe benefit adjustments .......................................................................................................  3 

 
Other Changes 

 
  

Lottery Operations 
 

  
Consulting services ...........................................................................................................................  670 

  
Online gaming contract .....................................................................................................................  302 

  
Statewide cost allocations .................................................................................................................  148 

  
Equipment, supplies, and IT maintenance.........................................................................................  104 

  
Utilities and communications ............................................................................................................  77 

  
Travel expenses .................................................................................................................................  19 

  
Advertising expenses ........................................................................................................................  -55 

  
Instant ticket printing contract...........................................................................................................  -411 
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Where It Goes: 

  
Video Lottery Terminal Program 

 
  

VLT machine leasing ........................................................................................................................  50,018 

  
Payment to VLT operators ................................................................................................................  42,295 

  
Software upgrades ............................................................................................................................  500 

  
Contractual licensing staff ................................................................................................................  169 

  
Maintenance for machines ................................................................................................................  -4,260 

  
Consultants .......................................................................................................................................  -472 

  
Bond payments .................................................................................................................................  -202 

  
Other .................................................................................................................................................  91 

 
Total $89,338 

 
 
IT:  information technology 
VLT:  video lottery terminal 
 
Note:  Numbers may not sum to total due to rounding. 
 
 

Regular Lottery Operations 
 

Absent VLT administration, the regular lottery allowance for fiscal 2013 increases by a net of 
$432,452 in special funds.  New personnel and consultant services are driving the increase.   

 
 Outside consulting services increase by $670,000 in special funds in the fiscal 2013 
allowance.  Of this total, $500,000 is dedicated to hiring a consultant to assist the agency with the 
development of an Internet lottery program.  An additional $105,000 in special funds will be used for 
a consultant to assist the agency in developing and maintaining a document imaging system for the 
storage of agency documents.  The remainder of the funds will be used for a consultant to provide 
technical assistance in various system upgrades. 
 
 The fiscal 2013 allowance also includes funds ($167,119 in special funds) for 3 additional 
positions. These positions will work with the outside consultant to develop the Internet lottery 
program.  Specifically, these positions will be responsible for creating a division to manage the 
launch of the program including procurement and development of the website and customer services 
needs.   
 
 The lottery agency maintains a service contract for the system that connects the games to the 
vendors from the central system.  The annual cost of the contract is based on a percentage of total 
sales.  Sales of the lottery’s regular games (minus instant tickets) are expected to increase in 
fiscal 2013.  Accordingly, the cost of the contract is increasing in fiscal 2013 (by $302,000 in special 
funds).   However, this increase is offset by an expected decline in instant ticket sales.  The cost to 
print the instant tickets will decline by approximately $411,000 in special funds in fiscal 2013. 
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 VLT Operations 
 
 The legislation that created the regulatory framework of the VLT program specified that the 
lottery agency would be allowed to retain 2% of the gross VLT revenues as special funds for the 
administration of the program.  Additional special funds are generated through licensing fees of VLT 
operators and employees.  However, these special funds are not sufficient to cover all costs associated 
with the VLT program.  The fiscal 2013 allowance includes $72.9 million in general funds and 
$184.7 million in special funds for the VLT program.  This represents a total increase of 
$88.9 million over the fiscal 2012 working appropriation, largely attributable to the opening of a 
third VLT facility in fiscal 2013. 
 
 Exhibit 4 shows the components of the fiscal 2013 allowance for the VLT program.  The 
majority of the funds relate to the payment to the VLT operator licensees.  The statute allocates 33% 
of gross VLT revenues to the owners of the facilities.  The amount budgeted for this purpose 
increases by $42.3 million based on the revenues expected from three fully operational facilities. 
 
 

Exhibit 4 
Video Lottery Terminal Program 

Fiscal 2013 Allowance 
 

 
General Funds Special Funds 

   Payments to Operators $0 $173,124,600 
Machine Purchase 8,706,198 0 
Machine Leasing 55,986,083 4,177,907 
Maintenance 0 7,443,243 
Central System 3,521,100 0 
Personnel 3,581,803 0 
Other 1,061,448 0 
Total $72,856,632 $184,745,750 

 
 
Source:  State Lottery Agency 
 
 
 The statute requires the State (through the lottery agency) to own or lease the VLT machines 
as opposed to ownership by the facility operators.  The lottery allowance reflects the costs associated 
with such ownership.  It includes the continuation of bond payments for the machines purchased for 
the first two facilities (Hollywood Casino Perryville in Cecil County and Ocean Downs in 
Worcester County).    
 
 The largest of the authorized facilities is scheduled to open in summer 2012 at Arundel Mills 
Mall in Hanover, Maryland.  The lottery agency has determined that it is in the best interest of the 
State to lease all the machines (4,750) for the new facility.  Accordingly, lease payments increase by 
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$50 million in fiscal 2013.  The fact that the lottery agency was required to procure such a large 
amount of machines at one time allowed it to negotiate a lower leasing rate than in previous VLT 
procurements.  In fact, the per-machine cost declined by about $10,000.  Machine maintenance is 
provided for within the leasing contract, and as such, the allowance does not include an increase in 
maintenance costs.  In fact, such expenses are expected to decline by approximately $472,000 in 
special funds.  This is because a small amount of maintenance funds were budgeted in fiscal 2012 for 
the Arundel facility. 
 
 Finally, the statute also requires that the lottery ensure that it has employees at any 
VLT facility during hours of operation to certify revenue from VLTs, receive complaints from the 
public, and monitor the operation and maintenance of machines and associated equipment and 
software.  Additionally, lottery personnel are required for licensing duties for all individuals 
employed or contracted by each facility.  The fiscal 2013 allowance includes the addition of 
4 contractual positions.  The lottery seeks these positions for an increase in licensing responsibilities 
associated with turnover at existing casinos, the influx of applications related to the newest facility, 
and turnover at machine manufacturers.  The allowance provides approximately $169,000 in general 
funds for this purpose. 
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Issues 

 
1. Sales of Traditional Lottery Games Exceed Estimates 
 

Of the lottery’s most popular traditional games, only Pick 3 experienced a decline in sales in 
fiscal 2011.  In fact, sales of each of the other games not only grew but exceeded the original 
estimates for the year.  Exhibit 5 shows the total sales of selected games, from fiscal 2007 through 
the estimate for fiscal 2012. 
 
 

Exhibit 5 
Sales – Selected Games 

Fiscal 2007-2012 
($ in Millions) 

 

 
 
 

Source:  Maryland State Lottery 
 
 

Exhibit 5 clearly shows the relative popularity of the games, with instant games and monitor 
games claiming most of the public’s gaming dollars.  Instant game sales picked up slightly in 
fiscal 2011 (0.5%), reversing a small downward trend.   Monitor games, consisting of Keno, Keno 
Bonus, Keno Super Bonus, Racetrax, and Racetrax Bonus, continued to increase in popularity and 
sales. 
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The lottery introduced Powerball to the State in fiscal 2010.  Powerball is a multi-state jackpot 
game that consists of 42 other lotteries.  The game is similar to the State’s other multi-state jackpot 
game, Mega Millions.  Previously, states entered into agreements to offer either Powerball or Mega 
Millions.  However, in 2009, an agreement was reached between the two games to cross sell the 
games to the same states.  The lottery decided that the introduction of a second high jackpot game 
would further its goal of increasing sales and revenues within the framework of a mature lottery.  It is 
believed that mature lotteries must be inventive in order to maintain public interest and to continue to 
generate high sales and revenues.   

 
 Together, Powerball and Mega Millions did show an increase in sales in fiscal 2011, which 
was the first full year of Powerball.  However, it seems that sales of Powerball have cannibalized 
Mega Millions sales.  Powerball sales almost doubled, while Mega Millions declined by 21.2% in 
fiscal 2011.  Beginning in January 2012, the price of a Powerball ticket increases from $1 to $2.  This 
action will result in larger jackpots and will also improve the odds and winning.  It is unclear, 
however, how it will impact sales of Mega Millions, or in fact, total sales. 
 

Popularity of Monitor Games Helps General Fund Bottom Line 
 

Instant ticket games continue to be very popular, in large part, due to higher payout rates than 
the agency’s other offerings.  This popularity, and the decline in traditional numbers games, has an 
impact on general fund revenues.  However, the strength of Keno games has helped to mitigate this 
negative impact.  

 
Exhibit 6 shows sales and revenues for each game type in fiscal 2011.  As shown, instant 

ticket sales make up 29.0% of sales but only 17.0% of revenues.  However, the second most popular 
game, Keno games has a smaller payout rate resulting in sales of 22.0% of total sales and revenues of 
21.0% of total revenues.  In fiscal 2011, total sales increased by 0.5%, while total revenues increased 
by 1.7%.  It is estimated that instant tickets sales will decline in fiscal 2012, while sales of Keno 
games are expected to increase.   
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Exhibit 6 

Sales and Revenues 
Fiscal 2011 

 
Sales 

 
 
 

 
Source:  Maryland State Lottery 
 

 
 The Department of Legislative Services (DLS) recommends that the lottery comment on 
the current mix of games and plans to encourage growth to maximize general fund revenue.  
DLS also recommends that the lottery comment on the increase in price of the Powerball ticket 
and the impact that the increase will have on sales.   
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2. Sales of Traditional Lottery Games Over the Internet 
 
 As mentioned above in this analysis, the fiscal 2013 allowance includes funds that will enable 
the lottery agency to develop a program to sell traditional lottery games over the Internet.  No funds 
were provided in fiscal 2012; however, the fiscal 2012 budget bill included language that restricted 
$250,000 in special funds until SLA submitted a report concerning the sales of traditional lottery 
games over the Internet.   The language reads as follows: 
 

, provided that $250,000 of this appropriation may not be expended until the State 
Lottery Agency submits a report concerning the sale of traditional lottery games over 
the Internet.  The report shall review progress made by other jurisdictions and the 
federal government in this area; review federal and State law; and detail the agency’s 
proposal regarding the development and implementation of Internet lottery sales and 
the impact Internet sales may have on existing Lottery retailers.  The report shall be 
submitted to the budget committees by December 15, 2011, and the budget 
committees shall have 45 days to review and comment.  Funds restricted pending the 
receipt of this report may not be transferred by budget amendment or otherwise to any 
other purpose and shall be canceled if the report is not submitted to the budget 
committees. 

 
Further provided that no portion of this appropriation may be expended for the 
implementation of the sales of traditional lottery games over the Internet until the 
Legislative Policy Committee has had 45 days to review and comment. 

 
 The lottery submitted the report on December 15, 2011.  Within the report, the lottery 
contends that (1) the advance of the Internet has already affected how its players interact with and 
gather information about its games, and (2) the lottery needs to adapt its business model to 
incorporate e-commerce or it will not remain competitive.   
 
 The lottery’s report goes on to address the specific areas of concern cited in the budget 
language.  In particular, the report reviews the experience of the states and nations with online lottery 
sales.  While programs within the United States are too new to understand the impacts, the lottery 
reports that the UK National Lottery shows increases in both traditional sales (at brick and mortar 
retail establishments) and online sales since it started sales over the Internet in 2003.  Also, the report 
concludes that while statutory authority for Internet sales would be the optimal long-term goal, the 
lottery could institute an online sales program through regulation as long as certain protections are 
incorporated in those regulations (e.g., protection against sales to minors). 
 

Justice Department Ruling 
 

In December 2011, the U.S. Department of Justice issued a ruling regarding the sales of 
lottery games over the Internet.  Previously, the Wire Act of 1961 was interpreted to mean that such 
activities were legally suspect.  However, as states are searching for ways to increase revenues, the 
subject was again brought before the department.  The language of the Wire Act in question reads as 
follows: 
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Whoever being engaged in the business of betting or wagering knowingly uses a wire 
communication facility for the transmission in interstate commerce or foreign 
commerce of bets or wagers or information assisting in the placing of bets or wagers 
on any sporting event or contest, or for the transmission of a wire communication 
which entitles the recipient to receive money or credit as a result of bets or wagers, or 
for information assisting in the placing of bets or wagers, shall be fined under this title 
or imprisoned not more than two years, or both. 
 
The department’s ruling relates to a change in interpretation of the phrase “any sporting event 

or contest.”  After analyzing the act’s legislative history, the department has determined that this 
provision does not apply to state lotteries; it applies only to wagering on sporting events.  As such, 
the ruling opens the door to the intrastate sales of lottery games on the Internet.     
 
 Fiscal 2013 Implementation 
 
 The fiscal 2013 allowance includes funds that will allow the agency to implement sales over 
the Internet.  Outside consulting services will be procured to investigate how best to launch the 
program.  Also, 3 additional positions will be responsible for creating a division to manage the launch 
of the program including procurement and development of the website and customer service needs.  
The games that are likely to be made available for purchase over the Internet include the following:  
Pick 3, Pick 4, Mega Millions, Powerball, Bonus Match Five, and Multi-Match.  The Governor’s 
fiscal 2013 budget assumes $2.2 million in general fund revenue from Internet sales. 
 
 It appears that the lottery agency is empowered to implement this program without the need of 
enabling legislation.  It is assumed, however, that the agency will be required to promulgate 
regulations that govern the security, scope, and other various rules of Internet sales.   
 
 DLS recommends that the lottery agency brief the budget committees on its plans to 
implement sales of traditional lottery games over the Internet.  The agency’s comments should 
include the potential costs and benefits of the plan; possible pitfalls; a timeline for 
implementation; and the impact that such a program will have on sales of lottery games at 
brick and mortar establishments, including the impact on VLT facilities.  Additionally, the 
lottery agency should comment on the likelihood of expanding to other forms of online 
gambling in the State. 
 
 
3. Status of the Video Lottery Terminal Program 
 

The lottery agency is tasked with the responsibility of administering the VLT program for the 
State.  This includes the regulation and licensing of operators; accounting for and distributing 
VLT revenues; managing the program’s central system; and the purchase or lease of gaming 
machines.  The Video Lottery Facility Location Commission is tasked with the review and awarding 
of facility licenses. 
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Award of Licenses and Initiation of VLT Operations 
 
In fall 2009, the Location Commission awarded three video lottery operation licenses.  

Penn Cecil Maryland, Inc. (Penn Cecil) was awarded a license to operate a facility with 1,500 VLTs 
in Perryville in Cecil County.  The facility opened to the public with 1,500 VLTs on 
September 27, 2010.  The State Lottery reports that the Perryville facility generated $110.8 million in 
revenues in calendar 2011. 

 
Ocean Enterprise 589, LLC (OE 589) was awarded a license to operate a facility with 

800 VLTs at Ocean Downs Racetrack in Worcester County.  The facility opened with 750 VLTs on 
January 4, 2011, and now has the full complement of 800 VLTs in place.  The State Lottery reports 
that the Ocean Downs facility generated $44.9 million in revenues in calendar 2011. 

 
Power Plant Entertainment Casino Resorts Maryland, LLC was awarded a license to operate a 

facility with 4,750 VLTs adjacent to Arundel Mills Mall in Anne Arundel County, contingent upon 
local zoning approval.  County officials approved zoning legislation in December 2009, but that 
legislation was petitioned to a local voter referendum at the November 2010 election.  On 
November 2, 2010, Anne Arundel County voters approved the zoning legislation, thus allowing the 
Arundel Mills VLT facility to go forward.  Phase I of that facility is currently scheduled to open with 
2,750 VLTs in June 2012, with the full complement of 4,750 VLTs in operation by October 2012. 

 
Remaining Licenses to Be Awarded 
 
Allegany County:  After rejecting in February 2009 the single proposal received for Allegany 

County, the Location Commission made several recommendations to the General Assembly related to 
the Allegany County location with the hope that the location could be made more attractive to 
potential applicants.  In response, Chapter 624 was enacted in 2010, which altered several provisions 
regarding the Allegany County VLT facility location.  Under Chapter 624, contingent upon the 
purchase of the Rocky Gap Lodge and Golf Resort by the licensee, 2.5% of VLT proceeds from the 
Allegany County facility for the first five years of operations that would otherwise be distributed to 
the Racetrack Facility Renewal Account would instead be distributed to the Allegany County facility 
licensee.  Subsequent to the enactment of Chapter 624, the Location Commission issued a new 
request for proposal (RFP) for the Allegany County location in July 2010, but no proposals were 
received by the November 2010 deadline.   

 
In an effort to provide further incentives for potential applicants for the Allegany County 

location, Chapter 240 of 2011 made several changes related to the Allegany County location, 
including increasing the Allegany County licensee’s share of the proceeds to 50% for the first 
10 years of operations.  The Location Commission issued another RFP for Allegany County in 
June 2011 and received three proposals on September 23, 2011, one of which was subsequently 
rejected for failing to meet various requirements contained in the RFP.     A second proposal was also 
rejected in January 2012 for not satisfying the terms of the RFP.  The third proposal is still pending. 
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Baltimore City:  In December 2009, the Location Commission rejected the single proposal 
for Baltimore City, finding that the proposal was not in the best interest of the State.  The applicant’s 
appeal of the Location Commission’s decision was denied by the State Board of Contract Appeals in 
December 2010 and also denied by the Baltimore City Circuit Court in June 2011; as of 
November 2011, the appeal is pending before the Maryland Court of Special Appeals.  The Location 
Commission issued another RFP for the Baltimore City license in April 2011, and on 
September 23, 2011, the Location Commission received two proposals.  However, one of the 
proposals was subsequently rejected by the Location Commission for failing to submit an initial 
license fee as required by statute and the RFP.  The Location Commission plans to make final 
decisions on both remaining licenses by early 2012. 
 

Revenues Fall Short of Estimates; Rebound Expected in Out-years 
 

Calendar 2011 marks the first full year of operation for the first two VLT facilities in the 
State.  Exhibit 7 shows the gross revenues generated by the two facilities over the calendar year.  
Statute dictates the allocation of the revenues by purpose as shown in the exhibit. 
 
 

Exhibit 7 
Penn Cecil and Ocean Downs Video Lottery Terminal Facility 

Gross Revenues 
Calendar 2011 

 

 
Percent Revenues 

   Education Trust Fund 48.5% $75,518,765 
Facility Owner 33.0% 51,383,902 
Horse Racing Purse Account 7.0% 10,899,615 
Local Impact Aid 5.5% 8,563,984 
Racetrack Facility Renewal Account 2.5% 3,892,720 
State Lottery Agency 2.0% 3,114,176 
Small, Minority and Women Owned Business Account 1.5% 2,335,632 
Total 100.0% $155,708,794  

 
 
Source:  Maryland State Lottery Agency 
 
 

DLS revises its revenue estimates as new information has become available.  Revenues from 
the Perryville facility have come in roughly close to the original estimate; however, revenues from 
the Ocean Downs facility underperformed the original estimate by nearly half.  It is estimated that the 
economic recession has reduced overall VLT revenues by approximately 10%.  Exhibit 8 shows the 
most recently revised revenue estimates for each VLT facility and the difference from the previous 
estimate. 
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Exhibit 8 

Estimates of Anticipated Revenues 
Fiscal 2012-2016 

($ in Millions) 
 

 
2012 2013 2014 2015 2016 

      Anne Arundel $0.0 $362.7 $438.2 $447.9 $457.9 
Baltimore City 0.0 0.0 184.0 362.0 410.0 
Cecil 115.0 115.0 117.3 119.6 122.0 
Worcester 46.0 46.9 47.9 48.8 49.8 
Allegany (Rocky Gap) 0.0 0.0 10.4 21.2 21.6 
Total Annual Gross Revenue $161.0 $524.6 $797.8 $999.5 $1,061.3 

      Difference from Previous Estimate $0.0 $0.0 -$143.7 $55.4 $114.3 
 
 
Source:  Department of Legislative Services 
 
 
 Revenue estimates for the Baltimore City location have been revised downward for 
fiscal 2014 as the anticipated opening date has been delayed and due to increased competition from 
casinos in the Philadelphia area.  However, the out-year estimates of growth have become more 
optimistic, especially for the Anne Arundel and Baltimore City facilities.  It should be noted that the 
Administration’s revenue estimates are slightly different than the numbers above.  The Anne Arundel 
facility is expected to open in June.  As such, the Administration assumes some revenues in 
fiscal 2012 for Anne Arundel.  DLS estimates are more conservative and assume that the revenues 
from the new facility will start in fiscal 2013. 

 
DLS recommends that the lottery agency brief the budget committees on the 

administration of the VLT program, the costs and revenues to date, and on the outlook for 
future facilities. 
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Recommended Actions 
 
1. Concur with Governor’s allowance.   
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 Appendix 1 
 
 

Current and Prior Year Budgets 
 

Fiscal 2011

Legislative 
Appropriation $11,567 $98,004 $0 $0 $109,571

Deficiency 
Appropriation 324 0 0 0 324

Budget 
Amendments 0 0 0 0 0

Reversions and 
Cancellations -17 -9,407 0 0 -9,424

Actual 
Expenditures $11,875 $88,597 $0 $0 $100,472

Fiscal 2012

Legislative 
Appropriation $29,280 $193,178 $0 $0 $222,458

Budget 
Amendments 16 132 0 0 148

Working 
Appropriation $29,296 $193,310 $0 $0 $222,606

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

Current and Prior Year Budgets

Fund FundFund
Reimb.
Fund Total

($ in Thousands)
State Lottery Agency

General Special Federal
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Fiscal 2011 
 

In July 2010, the Board of Public Works approved the creation of 5 new positions within 
SLA. The positions were necessary to assist with the extensive licensing responsibilities associated 
with the forthcoming opening of two VLT facilities. The original fiscal 2011 appropriation was 
increased by a general fund deficiency of $324,360 for the salaries and fringe benefits of these 
5 positions. 

 
The original special fund appropriation for fiscal 2011 was reduced considerably by the 

cancelation of over $9.4 million.  The vast majority of this cancelation is related to the payment to the 
operators of VLT facilities.  Payment to these operators is based on a percentage of revenues from 
VLTs.  Fiscal 2011 marked the first year of operation for the State’s VLT program.  Early estimates 
of revenue have since been adjusted downward, and as such, the original appropriation for the 
payment to operators was overbudgeted by about $6.9 million in special funds.  Similarly, expenses 
related to the leasing and other VLT activities were overestimated at the time of the original 
appropriation.  Accordingly, another $2 million in special funds were canceled at the end of the 
fiscal year.  Special funds of about $465,000 were canceled under regular lottery operations due to 
slight overbudgeting across operational expenses. 
 
 
Fiscal 2012 
 
 The original fiscal 2012 appropriation was increased by a total of $148,085 due to the 
allocation by budget amendment of the $750 per employee bonus enacted in 2011.   
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Object/Fund Difference Report 
State Lottery Agency 

 
  FY 12    
 FY 11 Working FY 13 FY 12 - FY 13 Percent 

Object/Fund Actual Appropriation Allowance Amount Change Change 
      

Positions      
01    Regular 215.00 208.50 211.50 3.00 1.4% 
02    Contractual 6.80 6.80 10.80 4.00 58.8% 
Total Positions 221.80 215.30 222.30 7.00 3.3% 

      
Objects      
01    Salaries and Wages $ 14,286,942 $ 15,910,204 $ 16,255,480 $ 345,276 2.2% 
02    Technical and Spec. Fees 180,527 209,382 387,967 178,585 85.3% 
03    Communication 341,590 403,522 433,793 30,271 7.5% 
04    Travel 70,820 32,000 59,000 27,000 84.4% 
06    Fuel and Utilities 144,701 119,468 159,172 39,704 33.2% 
07    Motor Vehicles 263,106 354,981 349,755 -5,226 -1.5% 
08    Contractual Services 48,594,857 53,334,115 49,358,943 -3,975,172 -7.5% 
09    Supplies and Materials 154,563 131,000 694,000 563,000 429.8% 
10    Equipment – Replacement 245,985 124,557 164,147 39,590 31.8% 
11    Equipment – Additional 1,297,022 11,472,147 61,450,432 49,978,285 435.6% 
12    Grants, Subsidies, and Contributions 34,033,822 130,829,820 173,124,600 42,294,780 32.3% 
13    Fixed Charges 857,465 9,674,737 9,496,852 -177,885 -1.8% 
14    Land and Structures 387 10,000 10,000 0 0% 
Total Objects $ 100,471,787 $ 222,605,933 $ 311,944,141 $ 89,338,208 40.1% 

      
Funds      
01    General Fund $ 11,874,980 $ 29,296,288 $ 72,856,632 $ 43,560,344 148.7% 
03    Special Fund 88,596,807 193,309,645 239,087,509 45,777,864 23.7% 
Total Funds $ 100,471,787 $ 222,605,933 $ 311,944,141 $ 89,338,208 40.1% 

      
Note:  The fiscal 2012 appropriation does not include deficiencies. 
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