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About the Lottery
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TICKET TO

IS HERE!

The South Dakota Lottery markets instant tickets and lotto games,
and regulates video lottery to raise revenue for state programs and
projects. In the 17 years the Lottery has been in operation, more than
$1.2 billion in revenue has been distributed.

The Lottery is a Division of the Department of Revenue and
Regulation and operates under the oversight of the seven-member
South Dakota Lottery Commission. The Commission meets quarterly
to establish policy within the legal framework set by the Legislature.
It reviews and approves major contracts and procurements and
consults on the management and operation of all aspects of the
Lottery.

The Lottery has 33 employees; its central office is in Pierre with

regional sales and redemption offices in Sioux Falls and Rapid City and a sales representative’s

office in Aberdeen.

The Year in Review

Lotto News

Thanks to four great Powerball jackpot runs, lotto sales experienced the biggest gains of all South
Dakota’s games in FY04. As a result, the state witnessed excited players, happy winners, busy
retailers, and, best of all, impressive state profits.

The fiscal year started with a July 9th Powerball jackpot of $261.3
million, the fourth largest in the game’s history. An October jackpot
of $191 million, a December jackpot of $210 million and a May
jackpot of $213 million also piqued player interest and sparked sales.

By year’s end, Multi-State Lottery Association sales comparisons
showed that South Dakota had the highest rate of sales increase in
FYO04 of all participating states in all three multi-state lotto games the

Lottery offers.

South Dakota Powerball ticket sales increased 26.8% for FY04
drawings, beating sales increases in all 24 other lotteries that also
offered the game for the complete FY03.

J.P. Studeny of Plankinton was our
luckiest Wild Card winner in FY04.



Fans of football and Powerball responded enthusiastically to the Power
Bowl Sunday promotion offered in the fall of 2003. Players purchasing
$10 worth of Powerball tickets received an entry coupon for two
trip-for-two prize packages to pro football’s championship game in
Houston, Texas. Steve Breuer of Sioux Falls and Guy Genz of Sturgis
were both thrilled to be selected as winners.

In February, the Lottery joined

the state’s Child Abduction Winners were the most prevalent in the Dakota Cash game with eight
Amber Alert Network, enabling players cashing in the game’s jackpot. We like to see lots of winners,
lotto terminals to receive and but so many winners mean lower jackpots and lower sales. Although
print messages about the the game is still popular with players, sales were down 13 percent.
abduction victim and suspect as

well as contact information. South Dakota players won two of Wild Card’s biggest jackpots of the

year. George Nelson Wolf of Custer won the Oct. 25, 2003 jackpot of
$354,838 and J. P. Studeny of Plankinton won the March 24, 2004 jackpot worth $570,255. Wild Card
sales topped the previous year by 28 percent.

Hot Lotto lived up to it’s name as sales continued to heat up throughout the year, generating a 31
percent sales increase.

Instant Success

A bevy of beautiful tickets and an amazing holiday sales
season resulted in a scratch sales increase of 14.9 percent.
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Video Lottery

Video lottery continues to be the South Dakota Lottery’s most lucrative product. Video lottery
revenue grew 2.1% in FY04, and generated $107,294,446 for the Property Tax Reduction Fund
from net machine income, and $30,000 to the state general fund from certain licensing fees.

FY04 Sales and Revenue

Total FY2004 Lottery revenue distributed to state funds was more than $115 million, a 3.3 percent
increase over FY2003 and a record amount of revenue distributed by the Lottery.

Instant Tickets

The Lottery launched 18 new instant ticket games
during FY2004. Prices for instant tickets range from
$1 to $10, with prizes ranging from $1 to $100,000
and merchandise prizes.

At the close of the fiscal year, there were 593
licensed instant ticket retailers across the state.
Retailers receive a 5 percent commission for selling
tickets, and a 1 percent commission for cashing
winning tickets with prizes up to $100 and 1 percent
for selling winning tickets with prizes of more than
$100.

BEESEE
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4 CHANCES TO WIN! 000m

Sales of instant tickets were up 14.9 percent in
FY2004 as compared to FY2003. The increase in
sales is attributed to successful design of popular games and the strong sales of holiday-themed
tickets during the holiday season.

Revenue from the sale of instant tickets is distributed to the General
Fund.

Lotto Tickets

South Dakota currently offers four lotto games; three are multi-state
games (Powerball, Wild Card 2, and Hot Lotto) and one is exclusive
to South Dakota (Dakota Cash).

At the end of FY2004, there were 371 licensed lotto retailers. Lotto
retailers also receive a 5 percent commission for selling tickets plus
varying bonuses for selling larger winning tickets.

George Nelson Wolf of Custer won
$354,838 playing Wild Card.



Sales of lotto tickets were up 22.9 percent in FY2004 from the previous fiscal year. While big
Powerball jackpot runs helped produce the largest amount of lotto ticket sales, the Lottery also had
significant sales increases in the two other multi-state lotto games: Hot Lotto and Wild Card 2.

The first $1.4 million of revenue from the sale of lotto tickets is distributed to the General Fund,

and the balance is distributed to the Capital Construction Fund.

Video Lottery

The Lottery regulates video lottery game activities through licensing

procedures for the machines, machine owners and operators, and
establishments, as well as a comprehensive secure central

computer system. Video lottery sales (cash in) increased 2.1 percent

in FY2004. The average number of active video lottery machines
during FY2004 was 8,325; the average number of licensed
establishments was 1,419.

FY2004 Lottery Sales and Revenues

Retailer Revenue
Sales Prizes Commissions Distributed
Instant Tickets $15,262,714 $9,631,687 $854,751 $3,418,115
Lotto Tickets 18,877,696 9,502,748 1,005,030 4,823,094

Video Lottery* 630,327,297 413,570,841 108,378,228

107,526,908

Total: $115,768,117

*Video lottery sales are cash in; prizes are cash out; private share of net
machine income is retailer commission.

FY2004 Lottery Revenue Distribution

Capital Property Tax Dept. of
Construction  Reduction Human

General Fund Fund Fund Services*
Instant Tickets $3,418,115
Lotto Tickets 1,400,000 3,423,094
Video Lottery 30,000 107,294,446 202,462
Totals $4,848,115 $3,423,094 $107,294,446 $202,462

*The Lottery annually provides the South Dakota Department of Human
Services funding for problem gambling treatment services. Funding
comes from the Lottery’s 0.5 percent of net machine income for
administration.

The revenue from video
lottery is calculated on
net machine income,
which is cash-in (sales)
minus cash-out (prizes).
Net machine income is
divided between the state
and machine operators on
a 50/50 split. One half of
one percent (0.5%) of
state’s share is retained
by the Lottery for
administration.

Revenue from video
lottery is distributed to
the Property Tax
Reduction Fund. A
portion of machine
manufacturer license fees
is distributed to the
General Fund.
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MARTIN L. GUINDON, CPA
AUDITOR GENERAL

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL REPORTING
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Honorable M. Michael Rounds
Governor of South Dakota

and

South Dakota Lottery Commission
State of South Dakota

We have audited the financial statements of the South Dakota Lottery, an enterprise fund of the State of South
Dakota, as of and for the fiscal year ended June 30, 2003, and have issued our report thereon dated December
10, 2003. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether the South Dakota Lottery’s financial statements are

free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
and contracts, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the South Dakota Lottery’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of management and the South Dakota Legislature and
is not intended to be and should not be used by anyone other than those specified. However, this report is a
matter of public record and its distribution is not limited.

Martin L. Guindon, CPA
Auditor General

December 10, 2003
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MARTIN L. GUINDON, CPA
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INDEPENDENT AUDITOR'S REPORT

The Honorable M. Michael Rounds
Governor of South Dakota

and

South Dakota Lottery Commission
State of South Dakota

We have audited the accompanying financial statements of the South Dakota Lottery, an enterprise fund of the
State of South Dakota, as of and for the fiscal year ended June 30, 2003, as listed in the Table of Contents.
These financial statements are the responsibility of the South Dakota Lottery’s management. Our responsibility
is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. 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 that our audit
provides a reasonable basis for our opinion.

The financial statements present only the South Dakota Lottery and do not purport to, and do not, present fairly
the financial position of the State of South Dakota as of June 30, 2003, and the results of its operations and
cash flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the South Dakota Lottery as of June 30, 2003, and the results of its operations and cash flows for the
fiscal year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated December 10, 2003,
on our consideration of the Lottery’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, and contracts. This report is an integral part of an audit performed in
accordance with Government Auditing Standards and, in considering the results of the audit, this report should
be read along with the independent auditor's report on the financial statements.

Martin L. Guindon,
Auditor General

December 10, 2003



SOUTH DAKOTA LOTTERY
STATEMENT OF NET ASSETS
June 30, 2004 and 2003

Assets

Current Assets:

Cash and Cash Equivalents
Accounts Receivable
Interest Receivable
Certificates of Deposit
Securities Lending Collateral
Prepaids

Total Current Assets

Noncurrent Assets:

Capital Assets less Accumulated
Depreciation

Total Assets

Liabilities

Current Liabilities:

Accounts Payable

Prizes Payable

Due to the Property Tax Reduction Fund

Due to the Capital Construction Fund

Due to the General Fund

Due to Other Funds

Operator Security Deposits

Escrows Payable-Reservation Sales

Accrued Liabilities

Deferred Revenue

Securities Lending Collateral Liability
Total Current Liabilities

Noncurrent Liabilities:

Accrued Liabilities

Total Liabilities

Net Assets

Invested in Capital Assets, net of Related Debt

Unrestricted

Total Net Assets

FY2004

$8,530,366
4,844,418
58,235
368,296
1,686,152

15,487,467

15,182

_$15502,649

$357,670
764,343
4,321,871
723,094
668,115
77,814
440,896
43,238
209,425
99,570

1,686,152

9,392,188

106,491

_$9,498,679

$15,182

5,988,788

__$6,003,970

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

FY2003

$7,031,288
5,046,738
68,783
777,448
2,209,692
9,609

15,143,558

10,141

_$15,153,699

$397,190
709,511
4,096,330
66,489
576,834
85,798
844,548
50,019
195,488
198,319

2,209,692

9,430,218

104,664

_ $9534,882

$10,141

5,608,676

$5,618,817



SOUTH DAKOTA LOTTERY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS

For the Fiscal Year Ended June 30, 2004 and 2003
FY2004 FY2003

Operating Revenues:

Video Lottery Revenue

9

$108,378,228

$106,127,331

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

Instant Ticket Sales 15,262,714 13,278,754
On-Line Ticket Sales 18,877,696 15,360,128
Terminal License Fees 937,800 911,800
Retailer License Fees 284,975 284,500
Total Operating Revenue 143,741,413 135,962,513
Direct Game Costs:
Instant Prizes 9,631,687 8,055,990
On-Line Prizes 9,502,748 7,788,318
Instant Retail Commissions 854,571 744,812
On-Line Retail Commissions 1,005,030 875,140
Instant Ticket Print Costs 532,247 259,865
Total Direct Costs 21,526,283 17,724,125
Gross Profit 122,215,130 118,238,388
Operating Expenses:
Personal Services and Benefits 1,330,363 1,286,014
Travel 127,742 141,847
Advertising 518,783 628,999
Contractual Services 4,368,871 3,922,133
Supplies and Materials 94,689 89,528
Depreciation 2,014 1,719
Total Operating Expenses 6,442,462 6,070,240
Operating Income 115,772,668 112,168,148
Nonoperating Revenues (Expenses):
Pooled Investment Income 96,702 503,441
Broker Rebate Expense (21,648) (28,378)
Payments to Reservations (43,238) (50,019)
Non-Compliance Fees 1,000
Powerball Rebalancing Refund 340,173
Miscellaneous Revenue 8,613 24,912
Total Nonoperating Revenue (Expenses) 380,602 450,956
Income Before Transfers 116,153,270 112,619,104
Transfers:
Transfers to the Property Tax Reduction Fund 107,294,446 105,066,058
Transfers to the General Fund 4,848,115 4,536,834
Transfers to the Capital Construction Fund 3,423,094 2,266,489
Transfers to the Department of Human Services 202,462 187,599
Total Transfers 115,768,117 112,056,980
Change in Net Assets 385,153 562,124
Total Net Assets - Beginning 5,618,817 5,056,693
Total Net Assets - Ending $6,003,970 $5,618,817




SOUTH DAKOTA LOTTERY
STATEMENT OF CASH FLOWS
For the Fiscal Year Ended June 30, 2004 and 2003

Cash Flows from Operating Activities
Receipts from Customers and Users
Payments for Lottery Prizes
Payments to Suppliers
Payments for Interfund Services Used
Payments for Employee Services
Other Receipts (Payments)

Net Cash Provided (Used) by Operating Activities

Cash Flows from Capital and Related Financing Activities
Purchase of Capital Assets
Net Cash Provided (Used) by Capital and Related Financing Activities

Cash Flows from Noncapital Financing Activities
Transfers to Other Funds
Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Investing Activities
Pooled Investment Income
Security Lending Rebate Fees
Net Cash Provided (Used) by Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
During the Fiscal Year

Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Reconciliation of Operating Income to Net Cash
Provided (Used) by Operating Activities
Operating Income
Adjustments to Reconcile Operating Income (Loss)

to Net Cash Provided by Operating Activities:
Depreciation Expense
Other Revenue
Decrease/(Increase) in Assets:
Accounts Receivable
Certificates of Deposit
Prepaids
Increase/(Decrease) in Liabilities:
Accounts Payable
Prizes Payable
Due to Other Funds
Operator Security Deposits
Escrows Payable
Accrued Liabilities
Deferred Revenue
Payments Made to Reservations
Powerball Rebalancing Refund
Bad Debts
Total Adjustments
Net Cash Provided by Operating Activities

The notes to the financial statements are an integral part of this statement.
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FY2004 FY2003
$144,005,255 $135,469,562
(19209378) (15873254)
(6715307) (5524461)
(854889) (853895)
(1314599) (1264234)
304,139 59,599
116,215,221 112,013,317
(7,055)
(7,055)
(114,794,690) (111,451,994)
(114,794,690) (111,451,994)
107,250 527,336
(21,648) (28,378)
85,602 498,958
1,499,078 1,060,281
7,031,288 5,971,007
$8,530,366 $7,031,288

$115,772,668

$112,168,148

2,014 1,719
8,613 25,912
202,320 (520,664)
409,152 (120,445)
9,609 1,607
(39,520) 259,598
54,832 (87,094)
(7,984) (791)
(403,652) 181,645
(6,781) 22,669
15,764 30,280
(98,749) 101,702
(43,238) (50,019)
340,173
(950)
442553 (154,831)

$116,215,221

$112,013,317




SOUTH DAKOTA LOTTERY
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2004 and 2003

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization The South Dakota Lottery Fund was created by the passage of Senate Bill 0254
during the 1987 Legislative Session. The South Dakota Lottery was authorized to market instant
win games, with sales commencing on September 30, 1987.

Video Lottery was created by the passage of Senate Bill 0129 during the 1989 Legislative Session.
The South Dakota Lottery was authorized to license and regulate a video lottery game with play
commencing on October 16, 1989.

The 1990 Legislature approved lotto games with the passage of Senate Bill 0086. In April of 1990,
South Dakota was accepted as a member of the Multi-State Lottery Association (MUSL) and on
November 15, 1990, South Dakota began selling MUSL's Lotto*America game. Powerball replaced
Lotto*America on April 19, 1992. Powerball was a 5 of 45 plus 1 of 45 game, with drawings twice a
week. On November 5, 1997, Powerball changed to a 5 of 49 plus 1 of 42 game. The Power Play
multiplier became available on March 3, 2001, and is an option to each Powerball play. A multiplier
of 1, 2, 3, 4 or 5 was randomly selected during each drawing and would multiply the Powerball set
prize amounts (except the jackpot) for players who purchased the option and won a set prize. On
October 6, 2002, the Powerball matrix changed to 5 of 53 and 1 of 42. The Power Play multiplier
also changed to one of 2, 3, 4 or 5.

Sales of Dakota Cash, South Dakota's own lotto game, with a minimum jackpot of $20,000, began
on April 12, 1993. Dakota Cash is a 5 of 35 lotto game with drawings twice a week. The prize pool
is 50 percent of each drawing period's sales. Two percent is put in a prize reserve fund until a cap
of $200,000 is reached. At June 30, 2004 and 2003, the prize reserve fund had a balance of
$189,609 and $200,000, respectively.

The South Dakota Lottery joined with the Montana and Idaho lotteries to offer Tri-West Lotto on
February 21, 1994. Tri-West Lotto was a 6 of 41 lotto game with a prize pool of 50 percent of sales.
After February 4, 1995, the game became a 6 of 33 lotto game with a prize pool of 55 percent of
sales. Tri-West Lotto was replaced by Wild Card on February 1, 1998. Wild Card was a 6 of 38
plus a 1 of 52 lotto game and also had a prize pool of 55 percent of sales. On May 22, 1999, Wild
Card was replaced by Wild Card 2, a 5 of 31 plus a 1 of 16 lotto game with a prize pool of 55
percent of sales. Wild Card 2 drawings are held twice a week.

The South Dakota Lottery began selling MUSL’s Daily Millions game on September 16, 1996. Daily
Millions was an all-cash lotto game played 7 days a week with a fixed top prize of $1 million. To
play Daily Millions, 2 numbers were drawn from 3 separate pools of 21 each. Daily Millions ended
and Cash 4 Life began on March 30, 1998. The Cash 4 Life game allowed 15 sets of 4 numbers
between 00 and 99 and was played 7 days a week. On September 8, 2000, Cash 4 Life was
replaced by Rolldown, a 5 of 55 lotto game. Drawings were held 3 days a week. If there was no
jackpot prize winner, the jackpot rolled down to all other prize levels. On April 7, 2002, Rolldown
was replaced by Hot Lotto, a 5 of 39 plus 1 of 19 lotto game with drawings held 2 times a week.

The purpose of the Lottery is to provide additional monies to fund vital public projects and
programs.

Basis of Presentation The South Dakota Lottery Fund is accounted for as a proprietary type
enterprise fund for the State of South Dakota. Proprietary funds are accounted for using the
accrual basis of accounting. The proprietary funds apply all FASB Statements and Interpretations
issued after November 30, 1989, except for those that conflict with or contradict GASB
pronouncements. Revenues are recognized when they are earned, and expenses are recognized
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SOUTH DAKOTA LOTTERY
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2004 and 2003

when they are incurred. The financial statements are prepared in accordance with generally
accepted accounting principles for proprietary (enterprise) funds.

Cash, Cash Equivalents, and Investments Funds of the South Dakota Lottery are on deposit
with the South Dakota State Treasurer who preserves the integrity of the fund cash balance of each
state fund while simultaneously allowing the deposit and investment of aggregate idle fund moneys.
Investing is controlled by the South Dakota Investment Council. Interest is prorated once a year to
participating funds and is recognized when earned. At June 30 these deposits were fully insured or
collateralized with securities held by the state or its agent in the state’s name.

Cash, cash equivalents, and investments are reported at fair value in accordance with GASB
Statement No. 31. Fair value is the amount at which a financial instrument could be exchanged in a
current transaction between willing parties, other than in a forced or liquidation sale.

Operator Security Deposits  ARSD 48:02:05:04(18) requires video lottery operators to furnish
security to the lottery by July 1 of each year equal to one-eighteenth of the state’s share of
estimated annual net machine income derived from the operator’s video lottery machines. Security
may be in the form of a surety bond, deposit in cash, an irrevocable letter of credit, or a certificate of
deposit issued by a South Dakota financial institution with the Lottery endorsed on it as a payee.

As of June 30, 2004 and 2003, the amount of certificates of deposit being held by the Lottery was
$368,296 and $777,448, respectively. The amount of $5,992,100 and $5,542,100, respectively, was
in the form of surety bond, deposit in cash, or irrevocable letter of credit. The total Security
Deposits on June 30, 2004 and 2003, were $6,360,396 and $6,319,548, respectively.

Accounts Receivable Accounts receivable (net) represents the following:

2004 2003
Uncollected instant/on-line ticket revenues $ 473,069 $ 911,736
Allowance for doubtful instant/on-line accounts (18,689) (18,689)
Uncollected video lottery revenues and fees 4,390,038 4,153,691
$4,844,418 $5,046,738

Furniture, Fixtures & Equipment Furniture, fixtures and equipment are carried at cost or
estimated historical cost if the original cost is unavailable. Fixed assets are capitalized, based on
the criteria of: a useful life of one year or more; tangible in nature; and a unit cost of $5,000 or more.
Depreciation is computed using the straight-line method over the asset's estimated useful life.
When assets are disposed of, the costs and related accumulated depreciation are removed from
the accounts. Any gain or loss is reflected in operations in the period of disposal.

Due to the General Fund and Due to the Capital Construction Fund The Lottery shall maximize
net proceeds to the state from the sale of instant and on-line tickets. These net proceeds are
transferred to the General Fund/Capital Construction Fund on an annual basis on or about July 1.
There was a liability for instant ticket sales to the General Fund in the amount of $668,115 and
$576,834 and a liability for on-line ticket sales to the Capital Construction Fund in the amount of
$723,094 and $66,489 as of June 30, 2004 and 2003, respectively.

Due to the Property Tax Reduction Fund SDCL 42-7A-63 sets the state’s percentage of net
machine income at fifty percent (50%) of which all but one-half of one percent (0.5%) of net
machine income shall be deposited into the Property Tax Reduction Fund. At June 30, 2004 and
2003, there was a liability to the Property Tax Reduction Fund in the amount of $4,321,871 and
$4,096,330, respectively.
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SOUTH DAKOTA LOTTERY
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2004 and 2003

Deferred Revenue A liability has been recorded for on-line tickets sold for future drawings that
were collected before June 30.

Accrued Liabilities Accrued liabilities that have been incurred but not yet paid as of June 30
include accrued wages, accrued bonuses and accrued benefits.

Revenue Recognition Sales of instant and on-line tickets are made to the public through licensed
retailers. Instant ticket sales for games in progress are recorded as retailers settle (sell) the books
of tickets. Adjustments based upon the known relationship of the number of tickets sold to the
number of winning tickets redeemed through the end of the accounting period are made as
necessary. Instant ticket sales for ended games and on-line ticket sales are reported as the actual
ticket sales made to the public through the licensed retailers.

Prizes  Prize expense for instant games is recorded as prizes are paid. Adjustments are made
based on the predetermined prize structure for each instant game as necessary. Prizes payable
represents the difference between the amount of prize expense recognized and actual prizes paid.

Prize expense and prizes payable for on-line games are recorded based on actual drawing results.
Prizes payable represents unpaid prizes not yet claimed or reverted.

A minimum of fifty percent (50%) of the projected revenue from the sale of lottery tickets, computed
on a year-round basis, is allocated for payment of prizes. Prizes may be claimed up to 180 days
after the official end of the game. Unclaimed prizes are added to the prize pools of subsequent
lottery games. Reverted prizes during the fiscal years ended June 30, 2004 and 2003, were
$366,645 for on-line prizes and $313,279 for instant prizes, and $517,899 for on-line prizes and
$225,558 for instant prizes, respectively.

Escrows Payable During the 1989 Legislative Session, HB 1344 passed which authorizes tribal
governments to receive up to fifty percent (50%) of the state's revenue on lottery products sold on
that reservation. Fifty percent (50%) of the state's share of revenue on the reservations has been
escrowed for payment to them.

Due to Other Funds A liability has been created for services provided by other components of
state government but not yet paid as of June 30.

Retailer Commission  Lottery retailers selling instant and on-line tickets receive a five percent
(5%) commission on each ticket sold or distributed to the public. Instant retailers receive a one
percent (1%) selling commission for selling instant prize winning tickets over $101 and a one
percent (1%) cashing commission for cashing instant prize winning tickets of $1 up to $100.

On-line retailers selling a jackpot winning Powerball ticket may receive a bonus of $30,000. Selling
bonuses of $5,000 and $500 may be paid to retailers selling Powerball tickets of $100,000 and
$5,000, respectively. Retailers who sell a Dakota Cash jackpot winning ticket may receive a bonus
equal to five percent (5%) of the value of the winning ticket not to exceed $5,000. Retailers who
sell a Wild Card 2 jackpot winning ticket may receive a bonus equal to one percent (1%) of the
value of the winning ticket, not to exceed $10,000. Retailers who sell a Hot Lotto jackpot winning
ticket or a $10,000 winning ticket may receive a bonus of $10,000 and $1,000, respectively.
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SOUTH DAKOTA LOTTERY
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2004 and 2003

NOTE 2. CASH, CASH EQUIVALENTS, AND INVESTMENTS HELD BY SOUTH DAKOTA
INVESTMENT COUNCIL

Cost and fair value of cash, cash equivalents, and investments on June 30 consist of the following:

2004 2004 2003 2003
Cost Fair Value Cost Fair Value
Cash, Cash Equivalents, and
Investments managed by the
South Dakota Investment Council $8,566,553 $8,522,149 $6,810,665 $7,022,171
Cash in Local Bank Accounts $8,218 $8,217 $9,117 $9,117
Total $8,574,771 $8,530,366 $6,819,782 $7,031,288

Securities Lending Transactions

State statutes and the South Dakota Investment Council (SDIC) policies permit the use of
investments for securities lending transactions. These transactions involve the lending of securities
to broker-dealers and other entities for collateral, in the form of cash or securities with the
simultaneous agreement to return the collateral for the same securities in the future. The cash
collateral is reinvested by the lending agent in accordance with contractual investment guidelines
that are designed to ensure the safety of principal and obtain a moderate rate of return. The
investment guidelines include very high credit quality standards and also allow for a portion of the
collateral investments to be invested with short-term securities. The earnings generated from the
collateral investments, less the amount of rebates paid to the dealers, results in gross earnings from
lending activities, which is then split on a percentage basis with the lending agent.

At year end, no credit risk exposure to borrowers existed because the amounts owed the borrowers
exceeded the amounts the borrowers owed. The contract with the lending agent requires them to
indemnify if the borrowers fail to return the loaned securities (and the collateral is inadequate to
replace the securities lent).

The securities loans can be terminated on demand by either the SDIC or the borrower, although the
average term of the loans is one business day. The term to maturity of the securities loans is
matched with the term to maturity of the investments of the cash collateral by investing in a variety
of short-term investments.

The ability to pledge or sell collateral securities can be made without borrower default. In addition,
no restriction on the amount of the loans exist or can be made. The amount reported as Securities
Lending Collateral of $1,686,152 and $2,209,692 and Securities Lending Collateral Liability of
$1,686,152 and $2,209,692 on the statement of net assets represents the Lottery’s share of the
SDIC total as of June 30, 2004 and 2003, respectively.

NOTE 3. ANNUAL AND SICK LEAVE

Annual leave is earned by all employees. Upon termination, employees are eligible to receive
compensation for their accrued annual leave balances. At June 30, 2004 and 2003, a liability
existed for accumulated annual leave calculated at the employee’s June 30 pay rate in the amount
of $101,291 and $96,563, respectively. Employees who have been continuously employed by the
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SOUTH DAKOTA LOTTERY
NOTES TO THE FINANCIAL STATEMENTS
For the Fiscal Years Ended June 30, 2004 and 2003

State of South Dakota for at least seven years prior to the date of their retirement, voluntary
resignation or death will receive payment for one-fourth of their accumulated sick leave balance,
such payment not to exceed the sum of twelve weeks of employee's annual compensation. At June
30, 2004 and 2003, a liability existed for accumulated sick leave for twenty-four (24) employees
calculated at the employee's June 30 pay rate in the amount of $125,158 and $110,789,
respectively. A potential liability also existed for unvested sick leave at June 30, 2004 and 2003, in
the amount of $7,592 and $8,000, respectively, of which $5,436 and $5,728, respectively, has been
accrued.

NOTE 4. OPERATING LEASES

The South Dakota Lottery entered into agreements to lease buildings and certain equipment. Some
of the operating leases contain the provision that the South Dakota Lottery may renew the operating
leases at the expiration date of the lease on a year-to-year basis. In most cases management
expects that in the normal course of business, leases will be renewed or replaced by other leases of
a similar nature.

The following schedule is a summary of future minimum rental payments by years required under
operating leases with lease terms in excess of one year as of June 30, 2004

Period Ending June 30:

2005 $ 79,352
2006 51,339
2007 5,640
2008 3,055
2009

Total Minimum Payments $ 139,386

Total rental expense for all operating leases for the fiscal years ended June 30, 2004 and 2003,
was $115,309 and $115,015, respectively.

NOTE 5. EMPLOYEES' RETIREMENT SYSTEM

The South Dakota Retirement System (SDRS) is a cost-sharing, multiple employer public employee
retirement system established to provide retirement benefits for employees of the State of South
Dakota and its political subdivisions. The SDRS provides retirement, disability and survivor
benefits. The right to receive retirement benefits vests after three years of credited service.
Authority for establishing, administering and amending plan provisions are found in South Dakota
Codified Law 3-12. The SDRS issues a publicly available financial report that includes financial
statements and required supplementary information. That report may be obtained by writing to the
SDRS, P.O. Box 1098, Pierre, SD 57501-1098 or by calling (605) 773-3731.

Employees are required by state statute to contribute 6 percent of their salary to the plan. State
statute also requires the employer to contribute an amount equal to the employee’s contribution.
The South Dakota Lottery’s contributions to the SDRS for the fiscal years ended June 30, 2004,
2003, and 2002 were $61,762, $59,290, and $47,024, respectively, equal to the required
contributions each year.
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NOTE 6. VIDEO LOTTERY

Following is a summary of video lottery revenues for the fiscal years ended June 30, 2004 and
2003:

2004 2003
Cash In (sales) $ 630,327,297 $618,254,711
Less Cash Out (prizes) 413,570,841 406,000,049
Video Lottery Net Machine Income 216,756,456 212,254,662
Less Operator and Establishment Share 108,378,228 106,127,331
Video Lottery Revenue Available to the State 108,378,228 106,127,331
Less Lottery Operating Share 1,083,782 1,061,273
Video Lottery Revenue to the Property Tax
Reduction Fund $ 107,294,446 $ 105,066,058

NOTE 7. TRANSFERS

Following is a summary of total transfers for the fiscal years ended June 30, 2004 and 2003:

Transfers Out: 2004 2003
General Fund Proceeds from Instant and On-Line $ 4,150,000 $ 3,900,000
Capital Construction Fund Proceeds from On-Line 2,700,000 2,200,000
General Fund Proceeds from Instant and On-line not Yet Transferred 668,115 576,834
Capital Construction Fund Proceeds from On-Line not Yet Transferred 723,094 66,489
Video Lottery Proceeds Transferred to the Property Tax Reduction Fund 102,972,575 100,969,728
Video Lottery Proceeds to Prop. Tax Reduction Fund not Yet Transferred 4,321,871 4,096,330
Video Lottery Grant to Department of Human Services 202,462 187,599
Video Lottery Fees Transferred to the General Fund 30,000 60,000

Total Transfers Out $115,768,117 $112,056,980

NOTE 8. PARTICIPATION IN THE MULTI-STATE LOTTERY

The South Dakota Lottery is a member of the Multi-State Lottery (MUSL), which operates the
Powerball/Power Play, Hot Lotto, and Wild Card 2 games. Each MUSL member sells tickets
through its licensed retailers and makes weekly wire transfers to the MUSL in an amount equivalent
to the member lottery's share of the prize liability less the actual low-tier prize liability.

The prize pool for Powerball and Hot Lotto consists of 50 percent of each drawing period's sales.
The prize pool for Power Play is 48.5 percent of sales. The prize pool for Wild Card 2 is 55 percent
of each drawing period sales with all cash prizes. Two percent of sales for Powerball and Wild
Card 2 and 1.5 percent for Power Play are placed in a prize reserve fund. For Hot Lotto, up to 1
percent of sales is placed in a prize reserve fund after the annuitized jackpot exceeds $2 million.
An additional 2 percent of sales is placed in a prize reserve fund after the annuitized jackpot
exceeds $5 million. The prize reserve fund serves as a contingency reserve to protect the MUSL
in cases of unforeseen liabilities. The money in this reserve is to be used at the discretion of the
MUSL Board of Directors.
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The prize reserve fund monies may be absorbed by a replacement game or are refundable to
member states if MUSL or the MUSL game group disbands or if a member leaves MUSL or a game
group. Members leaving must wait one year before receiving their remaining share, if any, of the
prize reserve fund. At June 30, 2004 and 2003, the MUSL Powerball prize reserve fund had a
balance of $68,267,775 and $63,909,373, respectively, of which the South Dakota Lottery's share
was $488,547 and $887,441, respectively. The set prize reserve fund had a balance of
$25,582,357 and $24,782,005, respectively, of which the South Dakota Lottery’s share was
$162,267 and $157,739, respectively. The Wild Card 2 prize reserve fund had a balance of
$990,926 and $953,073, respectively, of which the South Dakota Lottery's share was $224,860 and
$212,233. At June 30, 2004 and 2003, the Hot Lotto prize reserve fund had a balance of $199,909
and $0, respectively, of which the South Dakota Lottery’s share was $7,763 and ($26.35),
respectively. The reserves held by MUSL are not included in these financial statements.

Prior to November 5, 1997, the Powerball jackpot was payable to the winner(s) in annual
installments over 20 years, with the first payment being made by the member lottery starting at the
time of the drawing. Since November 5, 1997, players can choose one lump-sum cash payment or
receive the jackpot prize over 25 annual payments. Treasury zero coupon bonds that provide
payments corresponding to the member lottery's obligation to these prize winners are purchased by
the MUSL in the name of the member lottery. MUSL will hold these bonds and will cash the bonds
when due and wire the money to the member lottery's account on or before the anniversary date of
the win. The Wild Card 2 jackpot is paid in cash, and will be divided equally among all jackpot
winners for a specific drawing. The Hot Lotto jackpot prize can be taken as cash or annuity and is
divided equally among multiple winners.

As of June 30, 2004 and 2003, the MUSL had purchased, for the South Dakota Lottery, zero
coupon bonds to fund installment payments aggregating $12,466,937. The total purchase price of
these bonds was $6,509,238.

On October 24, 2003, MUSL made a refund to the Lottery of $374,180 by reallocating the reserve
shares between all member lotteries. Of this amount, $340,173 was recorded as a refund of prior
years’ operating funds used as the start-up payment and $34,007 was charged against current year
prize expense.

NOTE 9. CONTRACTUAL ARRANGEMENTS

A. Instant Tickets - The South Dakota Lottery entered into a contract with Scientific Games to
provide instant game tickets through June 27, 2005.

B. On-line and Video Lottery Vendor - The South Dakota Lottery has contracted with Scientific

Games to operate an on-line lottery system and a video lottery system through August 2, 2006,
with possible extension through August 2, 2009.

NOTE 10. SUBSEQUENT EVENTS

On August 9, 2004, a transfer of $3,000,000 was made from the Video Lottery Operating Fund to
the General Fund based on revenue estimates adopted during the 2004 Legislative session.
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