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Our Purpose

To provide safe gaming that allows New Zealanders to play and win
while contributing money back to New Zealand communities.

Our Goal

Our primary goal is to continue to generate improved earnings

so that we are able to maximise the contribution we make to
numerous New Zealand communities. At the same time, we
endeavour to minimise the incidence of any problem gambling and
under-age gambling associated with our products.

We will achieve this by creating winning outcomes for all our
stakeholders — our customers, our shareholder the government,
our retail network and other business partners, and our staff.




The Business of the New Zealand Lotteries Commission

The New Zealand Lotteries Commission (NZ Lotteries) was
established in 1987 and operates as a Crown Entity under the
Gambling Act 2003.

One of the largest Crown-owned trading enterprises, NZ
Lotteries employs approximately 120 staff mainly in Auckland
and Wellington. NZ Lotteries retail network of more than 870
lottery outlets employs over 4,000 people. It is the largest
single retail network in New Zealand and we are seen as a
leader in retail development, a position we aim to retain as we
continue to expand and refurbish our retail network.

Lotto, our flagship game, has become a national icon. Lotto
now incorporates the Winning Wheel, where players have the
chance to spin the wheel to win significant prizes on Lotto’s
live television draw. Alongside Lotto, NZ Lotteries other
products are Lotto Powerball, Lotto Strike, Keno, Instant Kiwi,
and Big Wednesday — NZ Lotteries latest game, launched in
October 2005.

NZ Lotteries profits are transferred to the Lottery Grants
Board (LGB) which administers funding allocations to arts,
cultural, sporting, and community groups. The transfers for the
year to 30 June 2006 totalled $138.5 million.

Most of the funding for Creative New Zealand and the New
Zealand Film Commission comes from NZ Lotteries profits
via the LGB. We are also a major supplier of funding to

Sport & Recreation New Zealand (SPARC). The remainder
of the LGB’s funding supports around 3,400 community
organisations and projects each year.

The activities of New Zealand’s artists, film-makers and
high-achieving sportspeople provide inspiration for us all; and
community organisations, assisted by the LGB, strengthen
the fabric of our society. Together, they play a vital role in
creating a positive sense of identity for New Zealand and
New Zealanders.

NZ Lotteries is New Zealand’s only gaming provider with a
pure community-benefit funding model. It has an established
history and presence in New Zealand society.

We are seen as a source of large-scale community funding
whose games are regarded as ‘fun’ or a ‘harmless flutter’
rather than gambling. As an organisation we are subject to
stringent government reporting and monitoring requirements.

One of NZ Lotteries statutory functions under the Gambling
Act is to maximise profits. However, this is subject to ensuring
that any risks of problem gambling and under-age gambling
associated with our products are minimised.

The integrity of our products, the transparency of our
systems, and our commitment to growing our business
without adverse social outcomes are the cornerstones of our
business practices.




Highlights of the Year

Sales reached $719.2 million
in the 2005/06 financial

year, the highest sales figure
attained since NZ Lotteries
started in 1987.

In the 2005/06 year NZ Lotteries transferred $138.5 million

to the Lottery Grants Board to fund sports, cultural, arts,

and community organisations and initiatives throughout New
Zealand. This was $15.1 million more than in the previous year.

NZ Lotteries new mid-week jackpotting game Big Wednesday,
launched in October 2005, has been well received by both
players and retailers. At the end of June 2006 there had been
three First Division winners — including the first (and to-date
highest) Big Wednesday First Division prize valued at $13.1
million sold in Thames.

NZ Lotteries was awarded two
accolades in the 2006 New Zealand

Marketing Magazine Marketing ULT’ M ATE
Awards (which recognise the L IF E STYL E
highest levels of marketing r

achievement). Our Big Wednesday
campaign was awarded both the
Consumer Services Award and

the Supreme Award for best
marketing campaign of the year.

The two largest individual prizes ever won in an NZ Lotteries
game were won in Lotto Powerball in 2005/06. The largest
prize was an $18 million Lotto Powerball prize sold in
Northland’s Kaeo during May, and the second-largest prize
was a $15.2 million Lotto Powerball prize sold in Auckland in
September 2005.

NZ Lotteries increased its number of retail outlets from 756
to 878 by year end, providing greater choice and convenience
for our customers. We have installed a new and more flexible
retail format in more than two-thirds of our stores.

Our new gaming system, lottery terminals, management
information systems, and IP Wide Area Network have all been
successfully implemented and now provide up-to-date in-store
terminals for our retail network. In addition the new system
provides the core
functionality for
making our products
available through
new channels such
as the internet.

On 22 June 2006 the Prime Minister, the Rt. Hon. Helen Clark,
officially opened our new national headquarters in Auckland.
This followed a programme of extensive modifications to the
building, which we acquired in early 2005.



The NZ Lotteries Board

The members of the New Zealand Lotteries Commission — who are appointed by
the Government — act as NZ Lotteries Board of Directors and are responsible for
NZ Lotteries policy setting and strategic direction. The Board has two committees:
the Audit and Risk Committee and the Remuneration Committee.

Responsibility for the day-to-day business operations is delegated by the board to the
Chief Executive and other members of the management team.

John Goulter pcnzm, FINSTD, FINSTM, IP
Presiding Member

Mr Goulter, former managing
director of Auckland
International Airport Limited, is
a director of the Reserve Bank
of New Zealand, Television New
Zealand and Vector Limited. He
is chairman of United Carriers
Group Limited. He is also an
external adviser to ABN AMRO
New Zealand Limited and a
trustee and board member of
the New Zealand Business and
Parliament Trust. In 2002, Mr
Goulter was the Deloitte Management Top 200 Executive

of the Year and NBR New Zealander of the Year. He was
inducted as a laureate into the New Zealand Business Hall of
Fame in 2003.

Paddy Austin pho
Deputy Presiding Member

Dr Austin joined the Board as
Deputy Presiding Member in
June 2005. She is currently
Chair of Christchurch City
Holdings Ltd (the holding
company for Christchurch
city’s trading assets) and is

a member of the Council of
the University of Canterbury,
a member of the Arts Council
of Creative New Zealand, and
a director of Canterprise Ltd.
A former Christchurch City
Councillor, Dr Austin is Chair of the Canterbury Museum
Trust Board, and a trustee for the Art & Industry Trust and

the Christchurch International Jazz Festival Trust. She is a
former Vice-President of the Canterbury Employers’ Chamber
of Commerce, and director of the Canterbury Development
Corporation.

SaIIy Jo Cunningham PhD (Computer Science)

Dr Cunningham joined the Board in January 2004. She is
a Senior Lecturer at Waikato
University’s Computer Science
Department and a Research
Fellow at the University of

lllinois at Urbana-Champaign. Dr
Cunningham has also served as
a national councillor for the New
Zealand Computer Society, and
is a Fellow of the NZCS. She
has published more than 90 IT
research papers, and presents
regularly at international
research conferences.

Guy Herbert LB (Hons), Dip TP

Mr Herbert joined the Board

in November 2003 and has

a professional background in
law, specialising in resource
management, local government
and commercial development.
He is the proprietor of hotels

in Canterbury and on the

West Coast. Mr Herbert is
also a director of the Kiwi
Education Group specialising
in the recruitment and teaching
of international students and has served on a number of
community organisations.

Kay McKelvie Lis, mea

Ms McKelvie joined the Board in November 2000 and is
Chair of the Audit and Risk
Committee. She is also Chair
of District Health Boards NZ,
Waitemata District Health
Board, and Quotable Value.
Ms McKelvie is also a Director
of Word Pictures Ltd (a private
media production company),
and was previously Chair

of Finance at Auckland City
Council and Professional
Standards Director of the
Auckland District Law Society.




Presiding Member of the Board, John Goulter, hands over a cheque
worth $138.5 million to the Minister of Internal Affairs, Hon Rick Barker.
The cheque represents the amount transferred by NZ Lotteries to the
Lottery Grants Board in 2005/06.

Changes

NZ Lotteries Chief Executive Todd McLeay puts in some time behind
the lottery counter at Countdown Lower Hutt.

Looking ahead

In June 2006 Trevor Hall resigned from his position as Chief
Executive to take up a new role in the tourism industry. In his
three years with us, Trevor played a crucial role in NZ Lotteries
business revitalisation. We are extremely grateful to him for
the contribution he has made to NZ Lotteries and we wish

him well for the future.

With Trevor’s departure, Todd McLeay was appointed as
Chief Executive. Todd was most recently Group General
Manager of Marketing for New Zealand Post, and before that
held a number of senior marketing positions at Vodafone New
Zealand Limited.

John Goulter bcnzm, FINSTD, FINSTM, 3P

Presiding Member

There are indications that the retail market may be softening.
Such a softening — along with the continued increase in
costs such as petrol — may have an impact on the sale of our
products.

It is always a challenge to follow in the footsteps of a record
sales year. We recognise this. But we hope to rise to this
challenge — by continuing to strengthen the appeal of our
games through our marketing and sales and public relations
support, by opening more stores, and by continuing to
implement our technology roadmap for the future.

It is important to take this opportunity to thank everyone who
has contributed to the tremendous result we have achieved
over the past 12 months. Our retailers and staff have made a
huge commitment to making the business strategy a success,
and their commendable efforts over the past year are very
much appreciated.

Todd McLeay

Chief Executive
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Big Wednesday and
Instant Kiwi Advertising

The launch of our new mid-week game Big Wednesday

in October 2005 offered players an irresistible chance to
indulge in the dream of winning their ‘ultimate lifestyle’.

Our television advertisements focused on a group of Kiwis
doing just that. Each of the luxury prizes — the two luxury cars,
the luxury travel, the credit card loaded with $250,000 cash,
the boat, and the $500,000 bach — had its own separate
advertisement. This showed people dreaming of, and then
living, the ultimate lifestyle they could indulge in if they won
the extra prize that week ... ‘a Porsche or a Range Rover

— we'll have both’.

Big Wednesday soon began to make a significant contribution
to profitability — and to the amount we can transfer to the
Lottery Grants Board for distribution to the community, which
is what NZ Lotteries is all about. We were also delighted

that Big Wednesday’s marketing campaign received the

New Zealand Marketing Magazine Marketing Awards’
Consumer Services Award and the Supreme Award for

best marketing campaign of the year.
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[nstant Kiwi

A new advertising campaign was launched for Instant Kiwi

in October 2005, combining sophisticated animation and
live actors. Among the animated characters were a number
of lovable characters such as a ‘charming frog prince’ and a
group of ‘fishing-fanatic garden gnomes’. The advertisements
were clearly popular, with the Instant Kiwi tickets that
featured the characters leading the way in sales during each
advertisement’s run on television.

This fun-loving gnome was one of a number of popular animated
characters that featured in the latest Instant Kiwi ads. The cheeky wee
gnome reeled in the ‘Big One’ for a number of lucky Instant Kiwi players.

-
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Big Wednesday
presenters Phil Vaughan
and Sonia Gray




Winning Players

Lotto’s Winning Wheel was introduced in August 2004 to

let everyone share a ‘winning moment’ every week, as well as
giving Lotto players another chance to win. One of these lucky
players was Kathy Laugesen, who became the first person to
spin and win $1 million live on television in September 2005.

Before she spun the wheel, Kathy says, she was just happy
to be there and had no great expectations about winning a lot
of money. But when the wheel stopped at $1 million, she was
absolutely delighted.

“Since winning the $1 million I've been sensible with the
money. But | did buy a new kitchen and have had a couple of
trips overseas.”

“It took about six months to truly believe I'd won the money
—and I'm glad | didn’t ‘impulse’ buy in that time, because

it could have easily slipped through my fingers! The one
luxury | give myself is now when | go to a garden centre | buy
whatever | want because | love plants”

One of the nicest aspects of winning the money has been the
reaction from Kathy’s friends and extended family, who have all
supported and congratulated her win.

“Their reaction has been one of the biggest pleasures of
winning,” she says.

Kathy still plays Lotto, just in case she can add to her win. Her
theory is that you have to be in to win!

A second player — Michelle Blampied from Mosgiel, near
Dunedin — also spun and won $1 million on the Winning
Wheel, just 10 weeks after Kathy’s winning spin.

An Ashburton man scratched his way to $500,000 in
Instant Kiwi's Set for Life game in November — winning
$50,000 a year for the next ten years.

The winner saw the three LIFE words on the ticket and
went into shock.

“| ran outside to show my partner and she looked at it,
then she broke into tears, right there, while she was at
the clothesline!”

“| just dabble in Instant Kiwi tickets and I've only bought
two other Set For Life tickets before. It's not like I'm lucky
— until now my best win was $29 on Lotto”

“This sort of thing is a once-in-a-lifetime occurrence, and
I'm thrilled”

A Christchurch woman'’s fear of flying turned into a
lucky phobia when she won $75,000 on her way from
Christchurch to Wellington.

The winner thought she had won $5,000 on the
$4 Instant Kiwi Scrabble ticket that she bought at
Christchurch Airport Bookshop.

“| was so excited on the plane that | stuffed the ticket

in my handbag. | just couldn’t look at it anymore. If I'd

realised the amount that | had really won, | don’t know
what | would have done”

“l don't like flying and | bought [the ticket] as
my friend had one with her to help pass the
time and | thought ‘what a good idea’!”

The winner says she was dumbstruck when
she went to claim her prize at Whitcoulls
Wellington Airport and staff told her she had
actually won $75,000.

“They said | had to fill out a Prize Claim
Form and asked me ‘what’s your name?’. |
was so shocked | went totally blank at first”

A Feilding man is lucky he didn’t put the rubbish out — if he
had, it would have cost him a Lotto Division Two prize of
$22,327.

The winner, who almost threw the winning ticket away, has
bought a new car with the $22,327 windfall.

“| checked my ticket on Teletext on the Saturday night, and |
didn’t think | had won anything. | thought ‘well, that's useless’
and put it in the bin;” he said.

Smiths Pharmacy Lotto supervisor Ellen Owen says the man
visited the store a few days later and staff told him they had sold
a Second Division prize-winning ticket that was yet to be claimed.

“When he came back in and claimed the prize the next day,
he told me how he went home and looked in the rubbish bin
about five times for the ticket, but that he still couldn’t find it”

“Then in the middle of the night he got out of bed and
carefully went through all the rubbish again, unfolding every
scrap of paper, until he found the ticket”




Winning Outcomes Allocations by the Lottery Grants Board for 2006/07

Total available for allocation 2006/07: $124,328,032

ow Lotteries MQDE! is SpenI* Allocated to: $
Regional Community Committees

Northland 1,254,882

Auckland 6,095,377

Waikato 2,301,989

Bay of Plenty/Gisborne 2,063,577

Lottery Grants Board Hawke’s Bay 1,151,701

(including proposed Taranaki 751,770

retained profit of about 1%) Manawatu/Whanganui 1,347,642

Wellington/Wairarapa 1,960,076

West Coast/Nelson—Marlborough 1,247,233

Taxes (includes Canterbury/Kaikoura 2,312,680

GST, gaming For every dollar Otago/Southland 1,594,404

duty and problem of sales Prizes 22,081,331

gambling levy) National Community Committee/Subcomittees

National Community Committee 11,880,000
Operating Costs Individuals with Disabilities 3,901,700
(expenses) Pacific Provider Development Fund 350,000
16,131,700
Retailer Commission TOTAL Allocated to Community Committees 38,213,032
Specialist Committees

Environment and Heritage 8,083,900
Health Research 2,816,000
Marae Heritage and Facilities 6,084,100
* Based on the results for the year ended 30 June 2006. Minister's Fund 165,000
Outdoor Safety 7,315,000
TOTAL Allocated to Specialist Committees 24,464,000
All NZ Lotteries’ profits are transferred to the New Zealand TOTAL to Lottery Distribution Committees 62,677,032

Lotter.y G.rants Board (LGB) for d|str|but|on.— and NZ Statutory Bodies
Lotteries is the LGB’s sole funder. Our profits are therefore Creative New Zealand 21,310,000
a major source of funding for sport and recreation, arts and Sport & Recreation NZ (SPARC) 30,890,000
culture, and community services. NZ Film Commission 8,801,000
. . ) . . NZ Film Archive (via NZ Film Commission) 650,000

x_\ NZ Lotteries has firmly established itself as a strong and reliable

source of funding for organisations that work towards improving ~ TOTAL Allocated to Statutory Bodies 61,651,000
New Zealand's arts and cultural sectors and communities. TOTAL ALLOCATION FOR 2006/07 124,328,032

As well as providing funding for Creative New Zealand, Sport Source: New Zealand Lottery Grants Board and Department of Internal Affairs

& Recreation New Zealand (SPARC), and the New Zealand
" Film Commission, the LGB also distributes funding through its

five specialist committees and 13 community committees. The
impact of the revenue raised by NZ Lotteries for the LGB and
its agencies can be seen from the LGB’s allocations for the
2006/07 year.

x

Lotto presenter Kyllee King-Turner
enjoys a magical fairy Christmas
at a Barnados Christmas function.
Barnados is one of over 3,400
community groups that enjoy
Lottery Grants Board funding.



Community Winners

In the 2005/06 year we transferred $138.5 million to the Lottery Grants
Board to fund sports, cultural, arts, and community organisations and

initiatives from Kaitaia to Bluff.

New Zealand has continued to put itself on the world cinema
map over the past year — and we’re playing our part in
putting it there, through our contributions to Lottery Grants
Board funding. The New Zealand Film Commission, a major
beneficiary of lottery grants, has been allocated $8.8 million
in funding for 2006/07.

The New Zealand Film Commission exists to support and
encourage talented New Zealanders by financing the
development and production of New Zealand films. The
results speak for themselves, with acclaimed movies such
as Whale Rider and In My Father's Den being recipients of
such funding.

Recent examples of cinematic excellence supported by the
New Zealand Film Commission are No. 2, Sione’s Wedding,
and The World’s Fastest Indian — all of which have impressed
critics at several international film festivals and been embraced
by audiences throughout New Zealand over the last year.

Toa Fraser’s feature film No. 2 screened in the New Talent
Competition at the Taipei Film Festival, at the Urban World
Festival in New York City, and at the Atlanta Film Festival where
one of its stars, Ruby Dee, won the Best Actress Award. It
also won the World Cinema Audience Award: Dramatic at the
Sundance Festival 2006.

The World's Fastest Indian broke box-office records in
New Zealand and was the third-highest grossing film

in New Zealand in 2005. It also features in the list of top ten
New Zealand movies of all time, replacing Whale Rider as
New Zealand’s highest-grossing film.

The World's Fastest Indian, which rocketed to the top of
the box-office, was one of numerous films funded by the
New Zealand Film Commission in 2005/06.

NZ Lottery Grants Board S I R C
TE PUNA TAHUA

Distributor of NZ Lottery Profits ihi I#DT E ARD,&'

A Winning Combination Spout & Reciostion Mow Fialand

New Zealand prides itself on being a top sports nation,
‘punching above its weight’ in international sport and having
a high level of participation in sporting activities at home.

Every year, Sport & Recreation New Zealand (SPARC)
receives significant lottery funding that helps keep New
Zealanders active and supports high-performance sports. NZ
Lotteries 2005/06 profits have meant that SPARC could be
allocated $30.89 million in lottery funding for the coming year.

SPARC's support for high-performance sports created
a resounding result over the last two years — 27

world championship titles, 70 world placings, and 31
Commonwealth Games medals.

SPARC is dedicated not only to supporting elite athletes, but
also to getting Kiwis ‘up off the couch’. That means getting
out into local communities and operating the well-known
Push Play programme that aims to get New Zealanders more
active more often — ‘all it takes is 30 minutes a day’.

Research in conjunction with Push Play has found that the
number of Kiwis who were physically active for six months or
more increased from 51 percent in December 2004 to 66
percent in December 2005.




Auckland A&P Showgrounds: Auckland’s showgrounds
received a grant of up to $4.7 million for a new exhibition hall.
This upgrade is expected to secure the showground'’s ability
to attract high-profile events such as trade shows and expos
from overseas.

Hastings Opera House: This historic municipal theatre will
be transformed into a modern opera house complex, with a
grant of $2.5 million for the completion of restoration and a
new courtyard.

Maungatautari Mountain Mainland Island Project: A
grant of up to $5.5 million will finance 47km of predator-
proof fencing around the forest margin and eradication of
introduced animals inside the fence in this Waikato-based
project.

Dunedin Chinese Garden: An authentic classical Chinese
garden designed, built, and maintained with the guidance of
sister-city Shanghai’s museum will soon take shape thanks to
a grant of up to $3.75 million.

Oparara Valley Eco-tourism: Oparara Valley on the South
Island’s West Coast will become an important eco-tourism
attraction through a grant of up to $1.8 million to develop a

network of tracks, attractions, historic sites, and visitor facilities.

Up to 300 grants are awarded to people with disabilities
each year.

The Lottery Grants Board’s Individuals with Disabilities
subcommittee, which administers these grants, is unique
because it funds individuals rather than organisations. It also
funds communication equipment, mobility scooters, and
wheelchair hoists.

The Individuals with Disabilities subcommittee has been
allocated $3.9 million in funding for 2006/07.

Creative New Zealand, another major beneficiary of lottery
grants, has been allocated $21.3 million in funding for
2006/07.

This funding enables Creative New
Zealand to foster excellence and creativity
in the arts, by supporting thousands of
arts projects throughout New Zealand.

A report commissioned by Creative New
Zealand in 2006, New Zealanders and
the Arts: nga iwi katoa o Aoteoaroa me
nga mabhi toi, found that a staggering
nine out of ten New Zealanders are
involved in the arts as participants
and/or audience members.
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Creative New Zealand says this
finding is “resoundingly positive” — it
vindicates New Zealand'’s significant
investment in its arts and artists.

The report also found that 84 percent of New Zealanders
attended at least one arts event in the past year and that 76
percent believe the arts help define us as New Zealanders.

The report is intended to help arts organisations and arts
marketers target their audiences more effectively and develop
programmes for first-time attendees.




NZ Lotteries Winners

Marketing and public relations keep NZ Lotteries
in the spotlight

Our biggest-ever Christmas promotion just
got bigger

NZ Lotteries popular marketing campaign ‘How Great Would
It Feel?’ continued in 2005/06, with the inclusion of new ads
along the same feel-good theme. From October 2005, this
Thursday-to-Saturday campaign was joined by a new start-
of-the-week campaign for Big Wednesday that called to New
Zealanders to dream about their ‘ultimate lifestyle’.

The Big Wednesday campaign has been extremely successful
— it was recognised by the marketing industry at the 2006
New Zealand Marketing Magazine Marketing Awards, and
Big Wednesday has already become a household name. As
Marketing Magazine said in its August issue “the marketing
team has been thorough in its exploration of the Kiwi psyche
and has created a winner”.

NZ Lotteries games create thousands of winners each
week, and this in turn creates considerable media interest.
Television, radio, newspapers, and magazines broadcast or
published more than 1,800 articles about NZ Lotteries and
its winners during the 2005/06 year — an increase of 600
articles over the previous year.

Our Lotto 2004/05 Christmas promotion was big.

But in 2005/06 it was even bigger. Lotto players were
again offered extra prizes — this year the top prize was

a cool $1 million house-and-land package. Also on offer
were Ford Escape cars with Haines Hunter boats in tow,
tours of Europe, Audi A6s, Caribbean cruises, Mini Cooper
convertibles, wads of $50,000 cash, Sony entertainment
systems, and shopping sprees worth $20,000 each.

The two-week promotion significantly boosted weekly ticket
sales and gave 55 winners some very special Christmas gifts.

talis "

June 2006 marked the completion of our 500" store to

be fitted with the new retail store format, with the honours
shared by two Waikato retailers — Matamata Paper Plus and
Hamilton’s Princes Convenience Store.

More than two-thirds of all NZ Lotteries retail outlets now have
the new-look design, which uses less space and can occupy
as little as 4.5 square metres. Lottery retail outlets previously
had to have at least 27 square metres of shop space
dedicated exclusively to lottery products. The new NZ Lotteries
design also provides a greater choice of store layouts.

Matamata Paper Plus owners Graeme and Kate Guilford, who
have owned the store for 13 years, are very happy with their
new-look store — they say it looks very smart and blends in
well with their recent Paper Plus refurbishments.

Princes Convenience Store is a new store. Owner Harish
Raniga was very happy with the compact set-up of the new
NZ Lotteries format, which he’s been able to build in
alongside his core business.

The roll-out of the new design is planned to be
completed by the end of 2007.




Prizes

$377,019,152 worth of prizes became payable to 22,815,075

winners during the 2005/06 year.

Promotions

Lotto

A total of 2,535,854 winners won $156,784,722 in Lotto
prizes, and we made 11 Lotto millionaires. Fifty-two people
won a total of $8,687,053 on Lotto’s Winning Wheel: there
were 43 cash prizes, four $50,000 shopping sprees, one
Volkswagen car, two Mercedes Benz, one $250,000 pick-
your-own-prize, and one prize of $1,000 a week for six years.
The average prize value won on Winning Wheel during the
year was $167,059.

Lotto Powerball

A total of 169,640 winners won $70,899,702 in Lotto
Powerball prizes — and six of these became multi-millionaires.
There were five prizes of $5 million or more, and the largest
prize was $17,700,000.

Lotto Strike

A total of 6,546,432 winners won $37,491,750 in Lotto
Strike prizes, including 24 Strike Four winners who won a
total of $7,724,106 in prizes.

Big Wednesday

A total of 2,101,435 winners won $35,046,933 in Big
Wednesday prizes. Three of these became multi-millionaires.
All three multi-million prizes were valued at over $4 million,
with the largest First Division prize being $12,820,124. A total
of 36 players won Big Wednesday’s Second Chance draw

— 21 of them won $25,000, and 15 won a Mercedes Benz.

Keno
A total of 1,711,235 winners won $13,253,542 in Keno prizes.

Instant Kiwi

A total of 9,750,479 winners won $63,542,503 in Instant
Kiwi prizes. There were 142 prizes of $10,000 or more — 51
prizes of $50,000, seven prizes of $75,000, six prizes of
$100,000, one prize of $200,000, and six prizes of $50,000
paid every year for ten years.

our Mother’s Day promotion.

In Lotto’s 18" Birthday promotion, 18 players won prize-packages of a Ford Escape 4WD sports utility
vehicle, a seven-night holiday for four people in Hawaii, and $25,000 cash. Ten players in our Father’s Day
promotion each won a Ford Performance Vehicle Typhoon, and ten Mercedes Benz SLK 280s were won in

During the year, players also won: twenty prizes of $50,000 travel + $50,000 cash; ten Holden Astra cars
‘stuffed’ with $50,000; five prizes of $5,000 a week for all of 2006; one $1 million house-and-land package;
two Ford Escapes with Haines Hunter boats in tow; three Audi A6s; four tours of Europe; five Holden HSV
Club Sports; six Caribbean cruises; seven Mini Cooper convertibles; eight wads of $50,000 cash; nine Sony
entertainment systems; and ten $20,000 shopping sprees.




319 Winners

(Powerball and Big Wednesday)

POWERBALL

2005/06 saw Lotto Powerball won at record levels, not once but twice.
In September 2005, Amigo’s Paper Power & Lotto in Mt Roskill sold

a Lotto.Powerball prize worth $15.2 million — and this was the largest
individual Powerball prize ever won until May 2006, when Kaeo Four
~Square in Narthland-sold a Lotto Powerball prize worth $18 million.

Retailers Ashok and Anu Bhatia from Amigo’s Paper Power &
Lotto who sold a Lotto Powerball ticket worth $15.2 million, the

Kaeo’s normally quiet main street became a hive of activity after Kaeo second-biggest individual prize ever won on Lotto Powerball.

Four Square sold the winning $18 million Powerball ticket. J 1
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In May 2006, the small Northland town of Kaeo became famous
overnight when it sold a Lotto Powerball ticket worth just under
$18 million. Every media outlet in the country descended on
the small town, and the burning questions were “where was the
winning ticket?” and “was it one of the 500 locals?”.

Those questions were soon answered when an Auckland
couple claimed the prize later that week in Wellington. Helen
and Geoff Henderson went public about their win on Paul
Holmes’ radio show several weeks later.

The couple hadn’t watched the draw, nor seen the results
the next day. Instead, it was a phone call from their son that
alerted them to their incredible win.

“Our son rang and told us the big one had gone off in Kaeo,
and did we buy a ticket there ... Because reception isn’t very
good, I'm standing in the middle of our section, it’s starting to
rain, Helen'’s sitting in the garage marking out the ticket, I'm
shouting them out to her;” Geoff later said.

“And I'd marked off five numbers plus the Powerball and | said
‘oh, we’ve won second division’ ... and then | thought ‘there’s
something funny here’ and | rang back to Auckland to check
the numbers ... they’d given me the bonus instead ... when
they corrected it, it was the sixth number”

“Then it hit us and we were stunned;” Helen added.
The drive back home was a slow one:

“It was the slowest journey I've ever driven. | was so focused
and every so often this seventeen-odd million would come
flashing across . . . You'd laugh out loud — it was just so funny
to even contemplate the fact that the money existed and was
possibly ours because it wasn't real. It was just this amazing
glimmer of a dream”

The winner of the $15.2 million Powerball ticket — now the
second-largest NZ Lotteries prize to date — can relate very
much to the ‘stunned’ feeling experienced by the Hendersons.

“| came home and checked Teletext and saw that there was
a single winner, and | thought ‘that’s a lot of money for one
winning ticket’ | hoped the ticket was owned by a number of
people;” the winner said.

“I went to bed oblivious to my windfall. | slept well and in the
morning | was stunned when | checked the numbers that | had
written down the night before”

“| then went to the NZ Lotteries website and got a second
confirmation of the win”




BIG WEDNESDAY

Imagine being the first people in New Zealand to begin living the
‘ultimate lifestyle’. That was the reality for one central North Island
couple who bought their Big Wednesday ticket at Martina Four

Square & Lotto in Thames.

Our first Big Wednesday winners took home $11,241,184
cash and a Porsche 911 Carrera, a Range Rover Vogue V8,
$50,000 travel every year for five years, an American Express
Platinum Card with $250,000, a Mustang 3200 Sports
Cruiser, and a $500,000 Kiwi bach.

It took 16 weeks for the first Big Wednesday winner to be
found — and, when it happened, the excitement of the win set
the whole country on fire. Like Kaeo, Thames was descended
upon by the nation’s media and the small town buzzed with
excitement and speculation.

Martina Four Square & Lotto owners Sue Disher and Heather
Jeffcoat were over the moon about selling the history-making
ticket. To boost the excitement of the win, they organised a
big window display as well as a red carpet and tinsel.

“It was great for the local community. Everybody was talking
about that win,” said Heather.

Among the many people discussing the win were the eventual
winners — although initially they left their ticket unchecked,
thinking that if they checked it then it wouldn’t be a winner
and the dream would be over.

“| heard about the draw and that the big prize had been won
by a ticket sold in Thames, but | had the ticket stuck in the
back of my wallet and wasn’t in any hurry to get it checked’
the winner said.

“| had absolutely no idea that we’d won anything until | went
and got the ticket checked and when it went through the
machine the lottery operator gave me the strangest look”

“Then they took me to another part of the store and told me
that I'd won the big one”

And a big one it was. Not only did the ticket make history

in winning the first Big Wednesday prize, but at the time of
the win it was the third-largest individual prize won on an NZ
Lotteries game (since the Kaeo win, it's become the fourth).

Retailers Sue Disher and Heather Jeffcoat from Martina Four
Square & Lotto in Thames sold the first Big Wednesday First
Division ticket worth $13.1 million.

While it took 16 weeks for the Big Wednesday prize to be
struck the first time, the second Big Wednesday major prize
winner was created just six weeks later — in March 2006. This
time the ticket was sold at Grey Lynn Stationers in Auckland.

The ticket was worth $4.1 million in cash and luxury prizes.

The winner says he had an ‘inkling’ of the win after the draw, but
wasn’'t completely sure he had won until the ticket was checked.

“| have never won anything before, and | really couldn’t believe
that the winner could
be me”

“| still can’t believe it. It
just seems incredible
that someone like me,
who never wins, has
won this huge prize;
he said.

The top prize was
struck again in May

— proving that, like
Powerball, Big
Wednesday is a game
that can be struck

at any stage in its
jackpotting cycle.

Six weeks after the Thames win, Grey Lynn Stationers in
Auckland sold the second Big Wednesday First Division
prize worth $4.1 million.

Incredibly, the third

Big Wednesday ticket was also sold in the Coromandel area,
this time at New World in Whangamata. The February win had
inspired this winning-ticket holder to buy a ticket.

“When Big Wednesday first started | thought it might be too
hard to win, but after the huge $13.1 million win in February
| decided to give it a go and have bought a few tickets since
then;” the winner — a regular Lotto player — said.

“On the Wednesday night | sat down to watch the draw. |
wrote down the winning numbers on a piece of paper. At
first | thought | had three correct. ‘That’s fine, I'll get a bonus
ticket; | thought”

“Then | realised | had four numbers. Then | looked again and
saw | had five. After that | looked at the last number and saw
that it was 45 and realised | had that too!”

“I just couldn’t believe it. | checked it about four times and then
rang a friend and asked them if they had the numbers from the
draw so | could cross-check mine, and they were correct”

“Then | rang another friend — they asked me if | was sure that | had
this week’s ticket. | knew | did, as I'd just got it out of my wallet”

“At that point | thought ‘Holy Moses, I've won’!”



Success in Meeting Key Strategic Objectives

For the year in review, NZ Lotteries followed seven key strategies
that were supported by various business objectives.

. Simpler games, more games, more often

* Big Wednesday was successfully launched in October
2005 and has been well received by the public, trading
above budget.

» The scoping of potential interactive and rapid game
products continued.

. Distribution ‘anywhere, any time’

e The retail network increased from 756 to 878 outlets.
We opened 151 new retail outlets and refurbished
182 existing outlets.

* We trained 2,500 retailers for Big Wednesday and
9,000 through other training programmes.

. Technology ‘anywhere, any time'
» The new gaming system was implemented in June.
* New terminals were installed in all retail outlets.

* A new management information system was
implemented.

e The IP Wide Area Network was implemented.

* Our new national headquarters, which houses the new
gaming system, was opened in Auckland.

. A brand that is all about winning and the community

e The new corporate identity continued to be integrated
into our retail design and corporate documentation.

» Significant news media coverage of winners continued
to be generated.

. A winning team

» Performance-management agreements are in place and
operational.

e Ourinternal Wellness programme has received good
support, with 63 percent of staff using the scheme.

. Operational efficiency

» Expenditure as a proportion of sales for 2005/06 was
7.3%, compared with 7.2% in 2004/05.

Communications that win the hearts and minds of all
our stakeholders

» Good relationships were maintained with all key
stakeholders. The opening of our new national
headquarters was a well-received stakeholder event.

e Ajoint branding strategy and Memorandum of
Understanding for brand alignment with the Lottery
Grants Board was implemented.

e Our Responsible Play Code of Practice and
Responsible Play brochures were updated.




Benchmarking

NZ Lotteries reviews its performance each year, comparing
it with that of similar organisations both in New Zealand and
overseas. This section sets out some of that information.

In December, Deloitte and New Zealand Management
Magazine provide a measure of the Top 200 New Zealand
companies for the past year. This analysis shows that, in
2004/05, NZ Lotteries would have ranked:

» 13" for profit after tax — $130.4 million
(6" in the previous year)

* 46" for turnover — $630.4 million
(40™ in the previous year).

Comparing lotteries is a complex business, and any

comparisons are no more than a guide to overall performance.

Lottery organisations vary considerably in their regulatory
frameworks, social and cultural environments, physical
terrain, potential numbers and relative economic wealth of
players, degree of state control, cost structures, and amount
of competition within their markets. So no simple overall
comparison can ever be strictly valid.

NZ Lotteries sales must also be viewed in the context of
relatively low national spending on gaming and gambling
products. Australia’s per-capita expenditure in this area

— turnover less winnings — is more than twice New Zealand'’s.

La Fleur's 2006 World Lottery Almanac provides per-
capita comparisons of most lottery organisations worldwide.
However, exchange-rate fluctuations affect these rankings
because they are calculated in United States (US) dollars

— and the New Zealand dollar declined by 5.2% against

the US dollar during the 2005 calendar year. According to
La Fleur's Almanac, NZ Lotteries ranking in 2005 was:

71 out of 177
(75" out of 176 in 2004)

Worldwide total sales

Worldwide lotto sales 49™ in the top 100

(51% in 2004)

Worldwide instant sales 62" in the top 100

(64" in 2004)

A comparison with Australian lotteries shows that their prize
sizes, number of games offered, spend per capita, and
distribution footprint are all greater than that of NZ Lotteries.
For example, in New Zealand we have an average of 2.1
lottery retailers per 10,000 people, compared with 2.3
retailers per 10,000 people in Queensland and 3.5 retailers
per 10,000 people in South Australia.

In the year to June 2006, spend per capita in all of Australian
state lotteries was substantially higher than ours, with the
average spend across Australia being 49 percent higher than
our own. (This calculation uses the exchange rate as at 1
August 2006 of $1 = A$0.80.)

Winning Wheel spinner
Christina Davidson

has used some of her
winnings to ensure her

class could go on a trip
to Australia.




Personal-income comparisons

In its April 2006 issue, the International Gaming and
Wagering Bulletin assessed all 41 US state lotteries on a
series of effectiveness and efficiency measures. Instead of the
usual per-capita comparisons, it used aggregated personal-
income figures for each US state to calculate the percentage
of personal income spent on lottery sales in the 2004/05 year.

The International Gaming and Wagering Bulletin’s approach
gives an effectiveness (market-penetration) measure that is
not distorted by some lottery markets having more citizens
with higher levels of disposable income. NZ Lotteries

has adopted this methodology and applied it to its own
performance as a means of international benchmarking.

NZ Lotteries ranked as follows for the 2004/05 year:
1. Effectiveness and market-penetration measure

Fiscal 2004/05 sales as a percentage of US state
personal income

NZ Lotteries comparative ranking was 11 at 0.61%
(9™ in the previous year)

2. Fiscal effectiveness measure

Fiscal 2004/05 government revenue as a percentage of
US state personal income

NZ Lotteries comparative ranking was 11" at 0.18%
(11%in the previous year)

3. Efficiency measure

Ranked by cents spent to generate one sales dollar in
fiscal 2004/05*

NZ Lotteries comparative ranking was 24" at 15.0 cents
(22" in the previous year)

* Economies of scale, population density, the percentage of rural and urban
outlets, the amount of competition, commission fees, and the costs of
telecommunications, advertising, and office accommodation all affect the
relative cost structures of different lotteries.

4. Fiscal efficiency measure

Fiscal 2004/05 revenue generated for community and
government as a percentage of gross revenue (sales
minus prizes)*

NZ Lotteries comparative ranking was 22" at 67.6%
(24" in the previous year)

* This measure uses gross revenue figures, and so evens out the effect of
lower prize payouts between lotteries.

Technical notes to the personal-income
comparisons

US state personal-income figures were for the calendar
year 2005.

US state lotteries revenue and expense results were
predominantly for the year to 30 June 2005.

New Zealand personal-income figures are consistent with
the definition used for US personal-income figures. They
were derived from Statistics New Zealand’s Household
Income and Outlay Account for the year to 31 March 2005.

NZ Lotteries revenue and expenses were for the year to
30 June 2005. GST has been treated as being fully paid
to the government. However, NZ Lotteries receives credits
of approximately $10 million because of the GST it pays
on services from its suppliers. These credits have been
treated as being ultimately paid to the government by
those suppliers.
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Comparison with Statement of Intent

Each year we provide the Crown with a Statement of Intent in
which we set out our plans for the next three financial years.
We also publish in each year’s Annual Report a comparison
between the financial performance targets contained in the
Statement of Intent and our actual performance.

The following table compares our performance in 2005/06
against the figures in the Statement of Intent for that year.

NZ Lotteries exceeded all its projected financial objectives
for the 2005/06 financial year. Sales of $719.2 million were
$79.2 million above budget for reasons noted in the Presiding
Member’s and Chief Executive’s Report. Our transfer to the
New Zealand Lottery Grants Board also exceeded its target
by $24.5 million.

Financial performance targets Statement Actual
of Intent

a) Total sales (GST inclusive) $640.0m $719.2m

b) Net profit $123.1m $145.0m

c) Paid to NZ Lottery Grants Board $114.0m $138.5m

Other performance measures

a) Annual per capita sales for adults $209 $235
18 and over (GST inclusive)

b) Share of retail spending* 1.6% 1.6%

Capital expenditure

Capital expenditure $32.0m  $30.0m

* NZ Lotteries uses retail sales as measured by the Department of
Statistics retail sales survey (excluding automobiles and automobile
products).

We also publish in our Statement of Intent several other
measures that show our commitment to integrity, responsibility,
and being a good corporate citizen:

To conduct all draws on time for Lotto (including Lotto
Powerball), Daily Keno, Big Wednesday, and any new draw
games introduced by NZ Lotteries during the year.

Achieved: All Lotto (including Lotto Powerball), Daily Keno, and
Big Wednesday draws were conducted on time.

Big Wednesday’s Draw 7 was successfully completed in
accordance with the draw procedures and signed off by Audit
New Zealand. However, the presenter twice misread balll
number six by announcing it was number nine — at which point
the live television broadcast of the draw was aborted. The stage
set-up was subsequently modified to ensure this mistake does
not recur.

To comply with the provisions of the Gambling, Fair Trading,
Commerce, and Consumer Guarantees Acts.

Achieved: During the 2005/06 year NZ Lotteries committed
no offences against the Gambling, Fair Trading,
Commerce, or Consumer Guarantees Acts.

Ensure that no complaints about New Zealand Lotteries advertising
are upheld by the Advertising Standards Authority Complaints Board.

Achieved: No complaints about the Commission’s advertising
were upheld by the Advertising Standards Authority
Complaints Board during 2005/06.

To monitor problem-gambling counselling national statistics
with the aim of ensuring that fewer than 100 problem gamblers
who seek counselling for the first time cite NZ Lotteries
products as their primary mode of gambling.

Achieved: Provisional problem-gambling figures for the 2005
year show that at most 27 (or 1.6%) of the 1,881
gamblers who received face-to-face counselling
for the first time cited our products as their primary
mode of gambling*

*  Figures from interim 2005 primary mode data for Problem Gambling
Intervention Services in New Zealand.
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Key Objectives for 2006/07

Financial objectives

NZ Lotteries key financial objectives for the 2006/07 financial
year are:

» to achieve gross sales of $710 million
» to achieve a net surplus of $138.6 million

 to transfer $138.6 million to the Lottery Grants Board.

Business strategies

The following strategies will remain the guiding principles in
2006/07:

Products and customers
Strategic objectives include:

» Attracting more players by strengthening the appeal of
our games, using effective and appropriate marketing and
promotional initiatives.

» Creating more opportunities for our customers to play
and win, taking into account the new Gambling Act
environment and its focus on harm minimisation.

Distribution
Strategic objectives include:

» Providing a flexible and cost-effective retail model that
meets the needs of a changing population.

* Moving to an environment in which customers may, if they
wish, purchase our products electronically.

Technology
Strategic objectives include:

» Ensuring that our gaming system
is capable of delivering our
products cost-effectively and
reliably through an expanded
distribution network.

» Continuing to implement our
technology roadmap for the future — interactive games,
interactive channels, and improved business processes.

Organisational identity
Strategic objectives include:

» Continuing the successful implementation of the new
organisational identity.

» Strengthening the public perception that all NZ Lotteries
games offer the opportunity to win prizes, that the
proceeds are used to enhance the New Zealand way of
life, and that our games are conducted with complete
integrity.

Winning team

Strategic objectives include:

» Promoting teamwork and success.

* Enabling effective delivery of products and support
mechanisms.

» Encouraging effective capture of market innovations.

Operational efficiency and processes

Strategic objectives include:

» Focusing on cost management to again improve
operational efficiency and drive down costs.

Connecting with stakeholders

Strategic objectives include:

* Increasing awareness of the benefits arising for the
community from our profits.

* Improving the quality of our communications with our
customers, retailers, staff, government, and associated
political and industry stakeholders.

22.8 million people
were winners in NZ
Lotteries games in
2005/06. Among

them was John
Smith who won
$500,000 on Lotto’s
Winning Wheel.



Statement of Responsibility

For the year ended 30 June 2006

The New Zealand Lotteries Commission’s (NZ Lotteries) Annual Report is prepared according to the provisions of the Public
Finance Act 1989 and the Gambling Act 2003.

NZ Lotteries management is responsible for the preparation of its annual financial statements and for the judgements used in
their preparation.

NZ Lotteries management has maintained a system of internal control that has been designed to provide reasonable assurance
about the integrity and reliability of the financial reports.

In the opinion of NZ Lotteries management, the annual financial statements fairly reflect the financial position and operations of
NZ Lotteries.

John Goulter benzwm, FINSTD, FINSTM, 3P Todd McLeay
Presiding Member Chief Executive
4 October 2006 4 October 2006



Audit Report

To the readers of the New Zealand Lotteries Commission’s
Financial Statements for the year ended 30 June 2006

The Auditor-General is the auditor of New Zealand Lotteries
Commission. The AuditorGeneral has appointed me,

John O’Connell, using the staff and resources of Audit

New Zealand, to carry out the audit of the financial statements
of the New Zealand Lotteries Commission, on his behalf, for
the year ended 30 June 2006.

In our opinion the financial statements of the New Zealand
Lotteries Commission on pages 30 to 43:

» comply with generally accepted accounting practice in
New Zealand; and

» fairly reflect:

— the New Zealand Lotteries Commission’s financial
position as at 30 June 2006; and

— the results of its operations and cash flows for the year
ended on that date.

The audit was completed on 4 October 2006, and is the date
at which our opinion is expressed.

The basis of our opinion is explained below. In addition, we
outline the responsibilities of the Board and the Auditor, and
explain our independence.

We carried out the audit in accordance with the Auditor-
General’s Auditing Standards, which incorporate the New
Zealand Auditing Standards.

We planned and performed the audit to obtain all the
information and explanations we considered necessary
in order to obtain reasonable assurance that the financial
statements did not have material misstatements, whether
caused by fraud or error.

Material misstatements are differences or omissions of
amounts and disclosures that would affect a reader’s overall
understanding of the financial statements. If we had found
material misstatements that were not corrected, we would
have referred to them in our opinion.

The audit involved performing procedures to test the
information presented in the financial statements. We assessed
the results of those procedures in forming our opinion.

Audit procedures generally include:

» determining whether significant financial and management
controls are working and can be relied on to produce
complete and accurate data;

» verifying samples of transactions and account balances;

NJDIT NEW EALAND

» performing analyses to identify anomalies in the reported
data;

* reviewing significant estimates and judgements made by
the Board,;

» confirming year-end balances;

» determining whether accounting policies are appropriate
and consistently applied; and

» determining whether all financial statement disclosures are
adequate.

We did not examine every transaction, nor do we guarantee
complete accuracy of the financial statements.

We evaluated the overall adequacy of the presentation of
information in the financial statements. We obtained all the
information and explanations we required to support our
opinion above.

The Board is responsible for preparing financial statements

in accordance with generally accepted accounting practice

in New Zealand. Those financial statements must fairly

reflect the financial position of the New Zealand Lotteries
Commission as at 30 June 2006. They must also fairly reflect
the results of its operations and cash flows for the year ended
on that date. The Board'’s responsibilities arise from the Public
Finance Act 1989 and Gambling Act 2003.

We are responsible for expressing an independent opinion on
the financial statements and reporting that opinion to you. This
responsibility arises from section 15 of the Public Audit Act
2001 and the Public Finance Act 1989.

When carrying out the audit we followed the independence
requirements of the AuditorGeneral, which incorporate the
independence requirements of the Institute of Chartered
Accountants of New Zealand.

In addition to the audit, Audit New Zealand acts as scrutineer
for all the Lotto products, Big Wednesday products, Daily
Keno games, and Instant Kiwi products, which are compatible
with those independence requirements

Other than the audit, we have no relationship with or interests
in the New Zealand Lotteries Commission.

John O’Connell, Audit New Zealand

On behalf of the Auditor-General, Wellington, New Zealand




This audit report relates to the financial statements of New
Zealand Lotteries Commission for the year ended 30 June
2006 included on New Zealand Lotteries Commission’s

web site. The New Zealand Lotteries Commission’s Board

is responsible for the maintenance and integrity of the New
Zealand Lotteries Commission’s web site. We have not

been engaged to report on the integrity of the New Zealand
Lotteries Commission’s web site. We accept no responsibility
for any changes that may have occurred to the financial

statements since they were initially presented on the web site.

The audit report refers only to the financial statements named
above. It does not provide an opinion on any other information
which may have been hyperlinked to/from these financial
statements. If readers of this report are concerned with the
inherent risks arising from electronic data communication
they should refer to the published hard copy of the audited
financial statements and related audit report dated 22
September 2006 to confirm the information included in the
audited financial statements presented on this web site.

Legislation in New Zealand governing the preparation
and dissemination of financial statements may differ from
legislation in other jurisdictions.




Statement of Financial Performance

For the year ended 30 June 2006

Sales (including GST) 2 719206 100.0% | 640,000 100.0% | 630,374 100.0%

Cost of sales 3 529,096 73.6% | 474,115 74.1% | 465,204 73.8%
190,110 26.4% | 165,885 259% | 165,170 26.2%

Other revenue 4 10,002 1.4% 6,460 1.0% 10,779 1.7%
200,112 278% | 172,345 26.9% | 175,949 279%

Operating expenses 5 52,407 7.3% 49,229 7.7% 45,552 7.2%

Net surplus after operating expenses 147705 20.5% | 123,116 19.2% | 130,397 20.7%

Revaluation of land and building (2,749) (0.4%) - - - -

Net surplus 144,956 20.2% | 123,116 19.2% | 130,397 20.7%

Distribution to the New Zealand Lottery

Grants Board 138,589 19.3% | 114,000 178% | 123,397 19.6%

Net surplus after distribution to the

New Zealand Lottery Grants Board 6,367 0.9% 9,116 1.4% 7,000 1.1%

The accompanying notes form part of this statement and should be read in conjunction with it.

For the year ended 30 June 2006

Net surplus for the year after distribution to the

New Zealand Lottery Grants Board 6,367 9,116 7,000

Total recognised revenues and expenses for the year 6,367 9,116 7,000

Movements in equity for the year 6,367 9,116 7,000

Equity at the beginning of the year 29,910 27,988 22,910

Equity at the end of the year 36,277 37,104 29,910

The accompanying notes form part of this statement and should be read in conjunction with it.



Statement of Financial Position

As at 30 June 2006

ASSETS EMPLOYED

Investments 8 97,229 45,394 71,686
Current assets 9 10,435 7550 13,427
Fixed assets 10 35,154 41,351 10,392
Total assets employed 142,818 94,295 95,505

FUNDS EMPLOYED

Current liabilities 11 78,329 43,600 52,568
Prize reserve account 12 23,709 10,591 10,968
Long-term liabilities 13 4,503 3,000 2,059
Equity 36,277 37,104 29,910
Total funds employed 142,818 94,295 95,505

The accompanying notes form part of this statement and should be read in conjunction with it.

John Goulter ocnzm, ip Todd McLeay
PRESIDING MEMBER CHIEF EXECUTIVE

4 October 2006 4 October 2006




Statement of Cash Flows

For the year ended 30 June 2006

CASH FLOWS FROM OPERATING ACTIVITIES

Cash was provided from:

Sale of game tickets 681,931 608,625 598,491
Interest received 6,788 2,950 5,089
Other receipts 9,199 5,260 7,335
Cash was applied to:

Prize payments 379,581 356,402 346,421
Lottery duty 40,235 35,595 33,785
Retailers’ commission 50,215 44702 44,079
Other payments 58,053 51,318 51,334
Net GST paid 611 - (1,403)
Payments to the New Zealand Lottery Grants Board 123,397 117,000 129,450
Net cash inflow from operating activities 15 45,826 11,818 7,249
CASH FLOWS FROM INVESTING ACTIVITIES

Cash was provided from:

Sale of fixed assets 6,709 48 568
Cash was applied to:

Purchase of fixed assets 26,903 32,011 8,756
Net cash outflow from investing activities (20,194) (31,963) (8,188)
Net increase in cash held 25,632 (20,145) (939)
Cash balance at the beginning of the year 71,608 65,589 72,547
Cash balance at the end of the year 97,240 45,444 71,608
Reconciliation of the cash balance at the end of the year with Statement of Financial Position items

Bank and cash deposits 184 - 48
Cash book overdraft (173) 50 (126)
Investments 97,229 45,394 71,686
Cash balance at the end of the year 16 97,240 45,444 71,608

The accompanying notes form part of this statement and should be read in conjunction with it.



Statement of Commitments

As at 30 June 2006

Capital commitments approved and contracted 13 2,249

Non-cancellable operating lease commitments payable:

Not later than one year 335 664
Later than one year and not later than two years 319 335
Later than two years and not later than five years — 319
Total non-cancellable operating lease commitments 654 1,318

Other non-cancellable contracts:

Not later than one year 5,957 3,685
Later than one year and not later than two years 4,302 592
Later than two years and not later than five years 11,100 -
Later than five years 10,328 -
Total other non-cancellable contracts 31,687 4,277
Total commitments 32,354 7844

The Commission has non-cancellable operating leases for all offices other than the freehold land and building at 117 Khyber
Pass Road, Auckland. These operating lease commitments are included in the table above. Further details are as follows:

Auckland office: The existing lease has been re-negotiated and now ends on 16 July 2006. The rental and estimated
share of expenses to 16 July 2006 is nil.

Christchurch office:  The existing lease runs until July 2007 with a renewal option of a further three years. The annual rental is
$16,265.

Wellington office: The existing lease runs until July 2008 with two renewal options of a further three years each. The annual
rental is $319,033.

At balance date the Commission had entered into non-cancellable contracts for the provision of services including building
services and computer maintenance.

Statement of Contingent Liabilities

As at 30 June 2006

There were no significant contingent liabilities at either 30 June 2006 or 30 June 2005.




Notes to the Financial Statements

Reporting entity

These are the New Zealand Lotteries Commission’s financial
statements. They are prepared subject to the provisions

of the Public Finance Act 1989 and the Gambling Act 2003.

Accounting convention

The financial statements are prepared under the modified
historical cost accounting method. The land and building owned
by the Commission are revalued periodically. The financial
statements comply with the Financial Reporting Standards and
Statements of Standard Accounting Practice issued by the
Institute of Chartered Accountants of New Zealand.

Budget figures

The budget figures are those approved prior to the beginning
of the financial year by the Board and subsequently confirmed
by the Minister of Internal Affairs.

Employee entitlements

Provision is made in respect of the liability for annual and
long-service leave on an actual entitlement basis. In addition
provision is made for future long-service leave entitlements
based on the portion of those entitlements that relates

to periods of service up to the end of the financial year.

The liability is based on current rates of pay and includes
superannuation contributions if applicable.

Financial instruments

The most significant financial instrument transactions entered
into by the Commission relate to investments which include
on-call funds, bank bills, and government stock.

Investments are recorded at cost, adjusted in the case of
government stock by the amortisation of any premium or
discount included in the purchase price. Interest is recognised
as income on the accrual basis.

Interest on investments relating to unpaid prizes and the
prize reserve account is credited directly to the prize reserve
account. Interest on other investments is credited in the
Statement of Financial Performance.

The value of investments held fluctuates as changes in market
interest rates occur. However, as the Commission is primarily
a short-term investor, the extent of such fluctuations in value
is limited.

The Commission’s policy is to restrict its investments to
instruments issued or guaranteed by either the New Zealand
Government or registered New Zealand banks. Although
investments are normally held to maturity, they are readily
marketable and therefore may be regarded as liquid assets.

From time to time, as appropriate, the Commission enters into
forward foreign currency contracts for the purpose of hedging
its exposure to expected future purchases in foreign currency
of computer hardware and software.

Fixed assets and depreciation

Al fixed assets are initially recorded at cost. The net current fair
value of the land and building is assessed by an independent
valuer every three years, and the book values adjusted
accordingly. Depreciation of fixed assets, other than freehold
land which is not depreciated, is calculated on a straight line
basis so as to allocate the cost of the assets, or the revalued
amount, over their estimated useful lives as follows:

Gaming computers and associated

equipment and software 7 years
Other computer hardware and software 3 years
Leasehold improvements 1-5 years
Draw equipment 5 years
Furniture and fittings 10 years
Motor vehicles 4 years
Office equipment 5 years
Building: Structure 50 years
Services 15 years
Fit out 10 years

In the case of leasehold improvements to the Auckland leased
premises the depreciation rate has been accelerated because
the lease was terminated in July 2006 instead of November
2006 as originally envisaged.



Goods and Services Tax (GST)

All items in the financial statements are exclusive of GST,
with the exception of amounts due from retailers for current
games, trade receivables, moneys received or receivable for
games not drawn at balance date, and trade creditors. Gross
sales and cost of sales are recorded as inclusive of GST in
the Statement of Financial Performance.

Leases

Operating leases

Leases where the lessor effectively retains substantially all
the risks and benefits of ownership of the leased item are
classified as operating leases. Operating lease expenses are
recognised on a systematic basis over the period of the lease.

Prize reserve account

This account is established in accordance with the
requirements of the rules governing the conduct and operation
of the Commission’s games. Transfers into this account
comprise amounts set aside from the prize pools for games,
together with prizes unclaimed after twelve months from the
date of the relevant draw or game closure. Funds accumulated
in this account are used exclusively for the purposes of
augmenting the prize pools for various draws and games.

Revenue and expense recognition

Revenues and corresponding direct expenses for Lotto
(including Lotto Strike and Powerball), Keno and Big
Wednesday are recognised when each lottery is drawn.
Instant Kiwi revenue and corresponding direct expenses are
recognised when retailers activate ticket stock prior to sale to
players, making those tickets part of a game.

Statement of cash flows

Cash means cash balances on hand, held in bank accounts,
demand deposits, and other highly liquid investments in
which the Commission invests as part of its day-to-day cash
management.

Cash flows from operating activities include cash received
from all income sources of the Commission, and cash
payments made for the supply of goods and services and to
the New Zealand Lottery Grants Board.

Investing activities are those activities relating to the

acquisition and disposal of non-current assets.

Taxation
The Commission is exempt from income tax by virtue of
Section 264 of the Gambling Act 2003.

The Commission pays the following taxes:

* lottery duty of 5.5 cents in the dollar on GST-inclusive
sales

* problem gaming levy of 0.14 cents in the dollar on GST-
inclusive sales less prizes payable

» goods and services tax charged on lottery sales less
related prizes payable

» fringe benefit tax.
Changes in accounting policies

The accounting policies are consistent with those used in
the previous annual financial statements.




Lotto, Lotto Strike and Powerball 502,999 490,500 501,883
Instant Kiwi 104,783 112,000 105,303
Keno 22,582 22,500 23,188
Big Wednesday * 88,842 15,000 -
Sales including GST 719,206 640,000 630,374
GST 35,531 31,375 31,264
Sales net of GST 683,675 608,625 599,110
* Big Wednesday went on sale on 17 October 2005 and the first draw was held on 26 October 2005.
GST 35,531 31,375 31,264
Lottery duty 39,557 35,200 34,671
Problem gaming levy 464 395 305
Retailers’ commission 50,345 44,800 44,117
Prizes paid and payable 376,226 344,419 336,938
Prize reserve fund 21,930 13,206 13,053
Ticket costs 5,043 4,720 4,856
529,096 474,115 465,204
Telecommunications and terminal
) 4,460 4,200 4,008
maintenance cost recovery
Franchise fees 1,105 1,000 966
Interest 3,457 1,200 2,957
Profit on sale of freehold property* — - 2,077
Other 980 60 771
10,002 6,460 10,779

* The profit on sale relates to the sale of the Cambridge Terrace, Wellington, property. The Commission entered into an unconditional contract to sell the
freehold land and building on 18 May 2005 for $7,140,000. A deposit of $500,000 was received on 20 May 2005 and the $6,640,000 settlement on
1 July 2005. Accordingly the transaction was treated as a sale of the property within the year ended 30 June 2005.



Operating expenses include:

Advertising, draws, other promotion and retail support 25,919 24,606 25,092
Audit fees for conducting the external audit 143 81 82
Audit fees for scrutineering lottery draws 176 63 63
Audit fees for other services 0 - 25
Commission members’ fees 117 117 108
Depreciation of fixed assets 3,659 2,952 2,483
Gaming system 4,630 4,656 2,927
Interest 2 7 5
Leasing and renting costs 755 547 384
Staff costs 11,245 10,470 8,658
Other 5,761 5,730 5725
Total operating expenses 52,407 49,229 45,552
The total depreciation charge for each class of assets for the year is as follows:
On cost:
Gaming computers and associated equipment and software 2,497 1,380
Other computer hardware and software 239 284
Leasehold improvements 249 128
Draw equipment 51 56
Furniture and fittings 48 40
Motor vehicles 205 186
Office equipment 63 51
Khyber Pass Road, Auckland - 98
3,352 2,223
On valuation:
Building (Cambridge Terrace, Wellington) - 260
Building (Khyber Pass Road, Auckland) 307 -
3,659 2,483




This note sets out the number of employees and former employees who received over $100,000 in total remuneration during
the year. Total remuneration includes the annual cost to the Commission of all elements of contracted remuneration packages
(salaries together with any benefits including motor vehicles, superannuation scheme contributions made by the Commission,
and fringe benefit tax). The information below reflects the amount actually paid, or, in the case of benefits, actually provided
during the year.

The remuneration package for the Chief Executive is set in accordance with the terms of the contract of employment, which is
negotiated by the Commission in consultation with the State Services Commission. The remuneration of other senior executives
is set by the Chief Executive in consultation with the Remuneration Committee of the Commission. In setting compensation

for all executives, market information for similar management positions within the full range of New Zealand businesses is
assessed. The information used for this purpose includes benchmark compensation indicators contained in the results of surveys
conducted by employment and remuneration specialists.

Total remuneration Number of employees
30/6/06 30/6/05
$100,000 to $109,999 4 4
$110,000 to $119,999 3 2
$120,000 to $129,999 — 2
$130,000 to $139,999 1 1
$140,000 to $149,999 2 1
$160,000 to $169,999 — 2
$170,000 to $179,999 2 1
$180,000 to $189,999 2 1
$210,000 to $219,999 1 —
$270,000 to $279,999 - 1
$330,000 to $339,999 1 _
$350,000 to $359,999 - 1
$390,000 to $399,999 1 _

The employees listed above include the former Chief Executive who resigned from that position on 25 January 2006 and left the
Commission’s employment on 30 June 2006. His total remuneration for the year ended 30 June 2006 fell within the $390,000 to
$399,999 range. The current Chief Executive was employed from 12 June 2006. His remuneration in respect of this financial year
was less than $100,000.

During the year seven people who ceased to be employees received a total of $106,366 as compensation or other benefits in relation
to the cessation of employment. This information is provided pursuant to section 152, subsection 1(d) of the Crown Entities Act 2004.

John Goulter, Presiding Member 37 37
Paddy Austin, Deputy Presiding Member from June 2005 23 2
Charles Chauvel, Deputy Presiding Member to _ 12
31 December 2004

Sally Jo Cunningham 19 19
Guy Herbert 19 19
Kay McKelvie 19 19

117 108




The fair value of investments (based on quoted market prices) together with their maturity terms and purchase yields were as follows:

On-call 4,231 4,231 6.75% 4,692 4,692 6.75%
Maturing within 1 year 92,998 93,002 7.35% 66,994 66,980 7.04%

97,229 97,233 7.32% 71,686 71,672 7.02%
The weighted average effective interest rates were: 7.32% 7.02%

The fair value of the financial instruments is approximately equivalent to the carrying amount of the investments disclosed in the
Statement of Financial Position except for forward foreign currency contracts as follows:

Short-term forward foreign currency - - 14,460 14,325
contracts

Bank and cash deposits 184 48
Due from retailers for current games 4,121 1,527
Trade receivables 393 315
Property sale receivable - 6,653
Accrued interest 846 421
Prepayments 2,847 1,883
Instant Kiwi ticket stock 1,413 1,391
Stock 631 1,189

10,435 13,427




At cost:

Gaming computers and associated 25,661 5562 20,099 20,743 19,248 1,495
equipment and software
Other computer hardware and software 4723 1,767 2,956 1,566 1,260 306
Leasehold improvements 351 346 5 1,988 1,845 143
Draw equipment 659 533 126 708 607 101
Furniture and fittings 1,204 350 854 1,538 1,224 314
Motor vehicles 829 448 381 827 333 494
Office equipment 1,329 868 461 1,255 1,118 137
Khyber Pass Road, Auckland - - - 6,205 98 6,107
34,756 9,874 24,882 34,830 25,733 9,097
At valuation:
Land (Khyber Pass Road, Auckland) 3,300 — 3,300 - — -
Building (Khyber Pass Road, Auckland) 7,000 67 6,933 - - -
10,300 67 10,233 - - -
Work in progress:
Gaming computers and associated - — - 232 - 232
equipment
Other computer hardware and software 39 - 39 759 — 759
Building renovations (Khyber Pass - - - 304 - 304
Road, Auckland)
39 - 39 1,295 - 1,295
45,095 9,941 35,154 36,125 25,733 10,392

The Commission’s freehold land and building are stated at their 31 May 2006 valuation as determined by an independent

registered valuer, TelferYoung (Auckland) Ltd, less accumulated depreciation in the case of the building. Capital expenditure of
$6.2 million was incurred in developing the building and infrastructure during the year. TelferYoung has assessed the current
market value as $10.3 million as at 31 May 2006. Previously the property was valued at purchase cost ($6.2 million on 28
February 2005) less accumulated depreciation on the building. The resultant write-down of the $2.7 million on revaluation has

been recognised in the Statement of Financial Performance.

Work in progress amounting to $39,000 was included in the gross and Book Value totals at 30 June 2006 ($1,295,000 at 30

June 2005).



Cash book overdraft (unsecured) 173 126

Moneys received or receivable for games not drawn at balance date 4,674 3,260
Prize liabilities 28,502 22,211
Trade creditors 6,478 5,592
Payable to the New Zealand Lottery Grants Board 24,589 9,397
Accrued expenses 10,622 6,977
Provision 2,685 4,465
Employee entitlements 606 540

78,329 52,568

Credit facilities
The Commission had a bank overdraft facility as at 30 June 2006 of $2,000,000 with Westpac Banking Corporation. The
interest rate on the Commission’s bank overdraft was 9.15% per annum.

There were also payroll and general letter of credit facilities amounting to $253,000 with Westpac Banking Corporation.

Movement in provision
The movement in the provision for restructuring is as follows:

Provision at the beginning of the period 4,465 2,238
Additional provision made during the period - 2,455
Charged against the provision for the period (1,780) (228)
Provision at the end of the period 2,685 4,465

These costs relate to a substantial reorganisation of the Commission’s retail outlets which is to be completed by 31 December 2007.

Opening balance 10,968 11,750
Amounts transferred based on game sales 21,930 13,053
Interest 3,756 2,327
Unclaimed prizes over twelve months old* 13,138 11,490
Transfers to prize pools (26,083) (27,652)

23,709 10,968

*  Prizes must be claimed within twelve months of the relevant draw or, in the case of Instant Kiwi, closure of the game. Prizes remaining unclaimed after
twelve months are credited to the prize reserve account.




Prize liabilities* 4,469 2,013
Employee entitlements 34 46
4,503 2,059

* This represents the fair value of amounts payable one year or more after balance date to prize winners of Lotto, Winning Wheel, Instant Kiwi and Big
Wednesday games. The fair value is calculated by the total term liability being discounted to present value at 5%.

Annual leave 569 489
Long-service leave 71 97
640 586
Current liabilities 606 540
Long-term liabilities 34 46
640 586
Net | fter distribution to th
et surplus after distribution to the 6.367 7000
New Zealand Lottery Grants Board
Add non-cash items:
Depreciation of fixed assets 3,659 2,483
Revaluation of fixed assets 2,749 -
Add (deduct) movements in working capital items:
Increase in receivables for current games (2,594) (847)
Increase in trade receivables (79) (250)
Increase in accrued interest (425) (195)
Increase in prepayments (964) (318)
Decrease in stock 536 (1,085)
Increase in moneys received or receivable for games 1,414 583
Increase in prize liabilities 9,064 6,285
Decrease in trade creditors and accrued expenses (1,861) 206
Increase in provisions - 2,227
Increase in payables to the New Zealand Lottery Grants Board 15,192 (6,053)
Increase in employee entitlements 54 91
Increase in prize reserve account 12,741 (782)
Less item classified as investing activity:
Profit on sale of fixed assets (27) (2,096)
Net cash inflow from operating activities 45,826 7,249




The total restricted amount was : 59,218 37,059

Part of the balance of cash and investments is restricted and may be used only for the payment of prizes.

The Commission is a wholly owned entity of the Crown, and has entered into a number of transactions with state-owned
enterprises on an arm’s length basis. Where those parties are acting in the course of their normal dealings with the Commission,
related party disclosures have not been made for transactions of this nature.

There were no other related party transactions.

The net surplus for the year amounted to $144,956,000, 20.2% above budget. This is mainly a reflection of initial Big
Wednesday revenues exceeding expectations and strong Lotto family sales which benefited from some large Powerball jackpots.
Sales have also increased due to the opening of new retail outlets (from 756 at 30 June 2005 to 878 at 30 June 2006).

On 24 November 2004 the Accounting Standards Review Board approved the stable platform of New Zealand Equivalents

to International Accounting Standards (NZ IFRS). This put in place the framework that enables the Commission to implement
the decision made in December 2002, by the Accounting Standards Review Board, that all New Zealand reporting entities be
required to adopt NZ IFRS beginning 1 July 2007 with the option of early adoption for periods beginning on or after 1 January
2005. The Minister of Finance announced in 2003 that the Crown will first adopt NZ IFRS for its financial year beginning 1 July
2007, which will also be the first period that the Commission adopts NZ IFRS.

Upon adoption of NZ IFRS, the Commission is required to restate its comparative financial statements to reflect the application
of NZ IFRS to that comparable period. In addition an opening position for the comparative period must also be determined as
if NZ IFRS have always been in place, subject to exemptions provided under NZ IFRS 1 (First Time Adoption of New Zealand
Equivalents to International Financial Reporting Standards) that recognises the practical difficulties of retrospective application.

The Commission is continuing work to assess the full impact from the adoption of NZ IFRS and is progressing to convert
existing accounting policies and reporting processes to NZ IFRS.
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NZ Lotteries Staff

as at 30 June 2006

Aaron Benson
Aaron Stevens
Adam Nicolson
Adrian Bosher
Adrienne Todd
Andrew Murray
Andrew Fell
Andrew Manson
Andrew McLeish
Avinesh Bahadur
Ben Coney
Brant Fuchs
Brett Cross
Brian Clark
Catherine Mclntyre
Cheri Nelson
Chris McBride
Chris Archer
Chris Lyman
Christian Wood
Christina Sue
Clare Crosby
Colin Smith
Craig Morrison
Dana Bethune
Darren McLean
Darryl Turner
Darryn Ying
David Hunt
Dean Tainui

Di Brittain
Dianna Bassett
Eleanor Blakey
Eva Wartmann
Evan Lawrey
Evette Homan
Felicity Weller
Francis Scordino
Gabi Tankersley
Gary Chapman
Gary Safe

Gary Hosking

Gilenis Beckford
Greg Penney
Helen Morgan-Banda
Helen Young

lan Restall
Jackie King
Jacqui Mason
Jane Vickers
Jane Campbell
Janice Maher
Janie Hall

Janine Legarth
Jennifer Shore
Joanna Vanpreseuth
Jody Reardon
John Gasson
Jonathan Winkworth
Julie Smith

Julie Comber
Justin Powell
Karen Moore
Kate Richards
Kathleen Andree-Wiltens
Kathleen Duncan
Kim Slikas

Kim Hayward
Kirsty Larsen
Lauren Bruce
Lee Perry

Liz Bostel

Liz Kight

Maria Kerr
Marion Nicholls
May Atelia
Megan Ching
Melanie Jones
Merry Pahetogia
Molly Lewis
Mona Hardie
Nathaniel Pearce
Neil Attridge

Nichelle Armstrong

Nicky Young
Nicola O'Keeffe
Nigel Steel
Nikkola Mathews
Paul Firkin

Peni Niwa

Peter Anderson
Phoebe Dobson
Pieter Ploos van Amstel
Prashanth Rai
Quinton Hall
Rachel Warner
Rachele Atkinson
Rene Vega
Richard McClure
Ross McKenzie
Rowan Townsend
Roz Sheerin
Sarah Duck
Sharon Saolele-Joy
Shirley Stokes
Stephen Macgregor
Steve Macaulay
Stuart Howard
Sue Carpenter
Sue Davey
Susan Burtenshaw
Talei Joyce

Tania Montrose
Timothy Barrett
Tini Roomataaroa
Todd MclLeay
Tony Austin

Tony Chaudhary
Tracey Cameron
Trevor Hall
Vanessa Govorko
Vivien Butler
Warren Salisbury
Wayne Pickup
Wendy Rayner
Willie Aiulu



New Zealand Lotteries Commission
+64 (4) 802 7000 TEL
+64 (4) 385 2787 FAX
www.nzlotteries.co.nz

Level 3, 54-56 Cambridge Terrace
PO Box 3145
Wellington, New Zealand

117 Khyber Pass Road
PO Box 8929, Symonds Street
Auckland, New Zealand





