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INCREASE IV W2 LOTTERY GRANTS BOARY
Funbing: NZ Lotteries has once again
increased the amount transferred to the
NZ Lottery Grants Board, distributing a
record $189.3 million, $32.4 million more

than last year — also an exceptional result.

BlG WEPNESPAY ‘MUST BE woN” PRAW:
Powerball’s record was then exceeded
when Big Wednesday jackpotted to a
‘must be won’ draw in June 20009.

MYLOTTO EXCEELS EXPECTATIONS:
Our new online sales channel,
MyLotto, had a successful first year
of operation, cementing its place as
a small but nevertheless important
part of our business.

BETTER RETURNS FOR RETAILEKS:

The increase in sales has meant the
total commission paid to retailers has
also increased significantly on last
year, a great result for them in more
challenging retail times.

WEW APVERTISING FOR INSTANT Kiw(
AP B(G WEPNESPAY: Popular

new communications campaigns

for Instant Kiwi and Big Wednesday
were launched during the year.

Gl
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The Business of the New Zealand
Lotteries Commission

Our Purpose representatives in various regions. The activities of New Zealand’s

To provide safe gambling that allows We have a retail network of around artists and film-makers provide

New Zealanders to play and win 1,000 lottery outlets that employs inspiration for us all, and the feats

while contributing money back to more than 4,000 people, the largest of our high performance athletes

New Zealand communities. single retail network in New Zealand. engage the nation. Our arts, sporting
Lotto, our flagship game, has become ~ and community organisations,

Our Goal a national icon. Lotto also incorporates ~ assisted by the NZ Lottery Grants

Our primary goal is to continue the Winning Wheel, where players Board, strengthen the fabric of our

to generate improved earnings have the chance to spin the wheel society. Together, they play a vital

so that we are able to maximise to win significant prizes on Lotto’s role in creating a vibrant identity for

the contribution we make to the live television draw. Alongside Lotto, New Zealand and New Zealanders.

community. At the same time, the NZ Lotteries’ other products are NZ Lotteries is a New Zealand

incidence of any problem gambling, Lotto Powerball, Lotto Strike, Big gambling provider with an established

and underage gambling associated Wednesday, Instant Kiwi, and Keno. pistory and a pure community-benefit

with our products, will be minimised. NZ Lotteries’ profits are transferred to funding model. As a Crown Entity, the

the New Zealand Lottery Grants Board,  organisation is subject to stringent
Te Puna Tahua. The NZ Lottery Grants ~ government reporting and monitoring
Board supports communities by funding  requirements.

a range of social, community, arts,
heritage, sports, recreation and health
research services and projects. The
NZ Lottery Grants Board provides
grants to around 5,500 of these

The New Zealand L o5 C . organisations and projects each year.
e New Zealand Lotteries Commission The transfers for the year to 30 June

(NZ Lotteries) was establlshegl in 1987 2009 totalled a record $189.3 million.
and operates as a Crown Entity under . The integrity of our products, the

) Much of the funding for Sport &
h ling Act 2003.
the Gambling Act 2003 Recreation New Zealand, Creative transparency of our systems, and our

We aim to 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.

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.

Our Background

One of the largest Crown-owned New Zealand and the New Zealand commitment to growing our business
trading enterprises, NZ Lotteries Film Commission also comes from without adverse social outcome;,
employs approximately 120 staff NZ Lotteries’ profits via the are the cornerstones of our business
mainly in Auckland, Wellington and NZ Lottery Grants Board. practices.

Christchurch, as well as territory

/4MS ST AKS . SW/N’E

StarJam is a New Zealand orgamsatlon : The \V4 Lottery Grants Board has
that changes, the lives of children with : contnbuted over $80,000 in fundmg
disabilities by:_encouraging them to express tarJam was established. *
their gifts and.talents through performance, P ' éx‘ 'emely grateful for the

dance and music ~ and the people around ssqstance_recelved from the NZ'Lottery -

them have their lives enhanced once - .. Grants Beard, and our'many other funders
they ve seen them perform too. “1" " and donofs. Withouit their assistance we
Since founder and CEO, Julie Bartlett , - - could not run any of the programmes
established StarJam in 2002, ithas - . ‘that are changing'thes_e kids’ lives so

: grown from-16 children to around _ ;dr'émrati:c;:ally,”‘ says Julie.
450 involved in the two programmes R

- “based in Auckland and Whangarei.




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.

The responsibility for the day-to-day business operations
of NZ Lotteries is delegated to the Chief Executive and
other members of the senior management team.

Judy Kirk — Chair

Judy Kirk was appointed Chair
of the New Zealand Lotteries
Board in May 2009. She is an
experienced director with a wide
knowledge of fundraising and
business. Mrs Kirk previously
chaired the New Zealand
Lottery Grants National Welfare
Committee and the Rotorua
Regional Lottery Distribution
Committee for five years. She also served as President

of the New Zealand National Party for seven years and is a
Justice of the Peace.

Laura Humphreys — Deputy Chair

Laura Humphreys joined the
Board in April 2007. She was
the founder and CEO of the
successful Wellington based
agency, Red Rocks Advertising,
which was named Agency of the
Year in 2003. Ms Humphreys
has three times been a finalist
as Business Woman of the
year and was awarded the

New Zealand Trade and Enterprise Outstanding Leader
Award in 2004. She is currently co-owner and Director of
Pet Angels Ltd, a pet services business based in Wellington.

Chris Curley

Chris Curley joined the Board
in August 2008 and has had

a long career in senior roles
within leading New Zealand
businesses. He is a former
General Manager Corporate
and Company Secretary, and
Chief Financial Officer, for
Auckland International Airport
Ltd. Previously, Mr Curley held
senior financial and company secretary positions at Ceramco
Corporation Limited. He has a Bachelor of Commerce
(Auckland) and is a Fellow of the Chartered Institute of
Secretaries and Administrators.

Dr Richard Janes

Richard Janes joined the
Board in July 2009. Dr Janes
is an experienced professional
company director with
appointments in both the
private and public sectors. His
current appointments include
Deputy Chair of AsureQuality
Ltd., Director of Gallagher
Holdings Ltd., Telarc -SAI Ltd.,
LEK Consultancy Pty Ltd., and Chair of the Electricity and
Gas Complaints Commission. Dr Janes has an extensive
background in management, especially in business
development and international brand marketing.

He is an Accredited Fellow of the Institute of Directors.

John Wright

John Wright joined the Board
in March 2007. Previous
governance experience
includes four years on the
Board of Transit New Zealand
and six years as an MP
serving on the Finance and
Expenditure Committee.

Mr Wright was Parliamentary
Under—Secretary for Revenue,
Economic Development and Racing for three years.

He has also been Presiding Member of the Canterbury/
Kaikoura Communities Lottery Grants Committee.
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Chair and Chief Executive’s Report:

It was an exceptional year for the New Zealand Lotteries Commission, with
sales and net profit results reaching new record highs, driven largely by
two phenomenal jackpot runs for Lotto Powerball and Big Wednesday.

Sales for 2008/2009 were $907.7
million, $137.7 million ahead of budget
and $129.8 million, or 16.7%, more
than last year’s previous record sales
of $778 million.

Net profit was $189.3 million, $36.8
million, or 24.1%, above budget and
$32.4 million, or 20.7%, ahead of
2008/2009.

As a direct result, NZ Lotteries has
transferred a new record amount to the
NZ Lotteries Grants Board — $189.3
million. The funding provided by this
transfer will directly benefit community,
arts, sports and cultural groups
throughout New Zealand.

We were pleased with the level of sales
generated throughout the year. But, the
Powerball and Big Wednesday jackpot
runs ending in ‘must be won’ draws
produced extraordinarily high sales

and provided a large layer of icing on
the cake for the year. It is important to
acknowledge that these jackpot runs
are statistically unusual. In most years,
there will not be one ‘must be won’
draw — let alone two. Accordingly, we
do not expect future sales and profits to
be maintained at the 2008/2009 level.

Putting Our Strategies into Action

In the past three years, NZ Lotteries
has pursued a strategy that we call
‘focused growth’. Focused growth
recognises that although NZ Lotteries
is a mature business, there are still

NZ LOTTERIES

many opportunities to grow through
widespread incremental improvement.

Off the back of this strategic
approach, we have seen our revenues
and profits available for distribution to
the NZ Lottery Grants Board steadily
increase. Sales in 2005/2006 were
$719 million, which increased to
$744.8 million in 2006/2007 and
$778 million in 2007/2008.

We are happy with the continued
improvements we have been able

to achieve across the board in
2008/2009. While the overall sales
result was boosted well above budget
by the two ‘must be won’ jackpot
runs, it has been the successful
implementation of our focused growth
strategy which has underpinned NZ
Lotteries’ performance and enabled
the business to capitalise on these
rare long jackpot runs.

Our mission to ‘fire people’s
imagination to play and win’ draws
on our established brands and works
to keep them fresh and exciting.

The health of our brands continues
to improve, with world-leading
advertising and engaging promotions.
Our retailers have continued to
improve on their already strong
customer experience performance,
and our online platform, MyLotto,

has been continuously enhanced.

The benefits of the game changes
made to Powerball in 2007/2008

have been realised this year, with the
increased likelihood of longer jackpot
runs leading to two jackpot runs

of more than ten weeks, including
one which reached the $30 million
maximum prize threshold. Our work
to offer compelling communications
meant that both jackpot runs, as
well as the Lotto promotions during
the year, were supported by strong
advertising campaigns.

A new prize line-up for Big Wednesday
was introduced with new advertising
themed around the proposition ‘The Day
After Wednesday’ which resulted in a
lift in sales during the second half of the
year. This lift in sales continued to gain
momentum as Big Wednesday kept

on jackpotting, reaching a crescendo

in the last week of the financial year
when the ‘must be won’ draw took
place. Meanwhile, Instant Kiwi’s new
advertising featuring the tagline ‘Live a
Little’ has proved very popular with its
quirky humour and catchphrases.

The development of a new game was
a key focus for NZ Lotteries, and we
look forward to launching this early

in the new financial year. This will be
a smaller, lower-cost game, and has
been designed to spark the interest
of infrequent lottery players.

Our retail strategy has focused closely
on engaging our retailers, and on how
this translates into a positive in-store
experience for our customers.



A retail agency renewal process
was introduced, the retailer incentive
programme continued for another
successful year, and we trialled new
in-store changes such as digital
point of sale to determine which
features can be improved upon,

and thus improve the overall
customer experience.

Our online sales channel, MyLotto,
has had a successful first year

of operation. There are now over
100,000 registered players, which has
far exceeded our aim of having 60,000
registered players by 30 June 2009.
This sales channel has provided an
important incremental sales lift, with
around 3% of total sales now taking
place via MyLotto.

Sales Performance

It was an excellent year for the Lotto
family, with sales of $589 million, more
than $86.1 million, or 17.2%, ahead
of budget. Sales were particularly
strong during the Powerball ‘must be
won’ jackpot run, but have also been
supported by the ‘What Would You
Do?’ brand advertising driving sales
throughout the year and successful
sales promotions.

The impact of a large jackpot on sales
is demonstrated by the performance
of Big Wednesday during 2008/2009.
While sales were lifted by the
introduction of a new prize line-up and
advertising in late 2008, it was huge
sales during the ‘must be won’ jackpot
run in the fourth quarter which resulted
in sales for the year reaching

$183.1 million, $53.1 million, or
40.8%, ahead of budget.

As noted in last year’s report, of all our
brands, Instant Kiwi is the one most
likely to be affected by an economic
downturn due to the ‘impulse
purchase’ nature of the product.

Sales for the year reflect this, finishing
at $110.1 million which is $2.4 million,
or 2.2%, under budget.

Keno sales continued to perform
steadily throughout the year, with
total sales of $25.5 million, up
2% on budget.

A total of $503 million in prizes became
payable to winners throughout

New Zealand in 2008/2009. This
includes New Zealand’s biggest prize
ever won, $36.1 million in cash and
luxury prizes on Big Wednesday by a
Masterton family syndicate in June 2009.

The balance of the prize reserve fund
at the end of the financial year was
$32.6 million, compared to $22.7
million the year before. The prize
reserve fund is used to boost prizes
through jackpots and special prizes.

Looking Forward

As noted, our strategy of focused
growth has proved successful for

NZ Lotteries since it was
implemented. We intend to continue
to follow this broad strategic approach
in the coming year although we are
now operating in tighter economic
conditions. The changed environment
has been reflected in our short-term
business priorities and a greater
emphasis on controlling our costs.
However, even in a more challenging
economic environment, we believe
there are opportunities to improve
and build our business.

In the year ahead, this means we will
be continuing to fire the imaginations
of our customers to play and win.
Following the successful revamp

of Big Wednesday and Instant Kiwi
advertising, the coming year will see
a new campaign for the Lotto family
of brands. High exposure during the
two Lotto Powerball jackpot runs has
meant that the advertising introduced
in 2007 had become over exposed,
and a new campaign will refresh our
communications strategy to ensure
our brands are in tune with the
current mood of New Zealand.

We will be reviewing Instant Kiwi and
working to improve each area of the
Instant Kiwi business, particularly
the quality of the games offered,

the range of games offered, how
they are sold in-store, and the
efficiency of our distribution systems.
The first in our smaller short-term

game category will be launched
in late 2009, the first new game

introduced since Big Wednesday

in 2005. The new game is targeted

at a younger demographic than our
traditional lottery games, and is part
of our longer-term plan to future proof
our business. The new game will be
available for purchase both from our
retail network and online.

Our large network of stores has a
major role to play in reinforcing the
emotional connection with players
and retaining a loyal player base.

We will continue to place a strong
focus on the in-store customer
relationship, ensuring that every point
of contact is a positive experience.

As MyLotto enters its second full year
of operation, we will concentrate on
improving the website play experience
and strengthening relationships with
our registered players.

We are again budgeting for sales

of $770 million for 2009/2010.

We believe this is a realistic target
given the unpredictability of Powerball
and Big Wednesday jackpots, and the
state of the domestic economy.

We extend our thanks to NZ Lotteries’
staff and retailers for their commitment
and enthusiasm during the year. It has
been an incredibly busy year, particularly
during the ‘must be won’ jackpot runs,
and we greatly appreciate the hard work
everyone put in to help achieve these
outstanding results.

Finally, we wish to acknowledge the
very considerable contribution made
by Sir John Goulter during his tenure
as Chair of the NZ Lotteries Board
from 2003 to 2009. NZ Lotteries
achieved a great deal under John’s
guidance and we thank him for his
dedication and inspiration.

ke

Judy Kirk
Chair

a

Todd McLeay
Chief Executive
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Powerball and Big Wednesday’s
Massive Jackpots

Both Powerball and Big Wednesday
had massive jackpot runs during the
year which resulted in the games
reaching their maximum jackpot
threshold and going to ‘must be
won’ draws.

Powerball was first, with a sixteen-
week run culminating in a $30 million
‘must be won’ draw in October. As the
First Division prize was not struck, the
prize pool was added to the Second
Division, with five lucky winners each
scooping just over $6 million each.

2008/2009

The biggest jackpot of the year was
also the last — Big Wednesday’s record
22-week jackpot run led to a Masterton
family claiming the country’s biggest-
ever prize. Huge sales in the final
week meant that the final top prize

was an incredible $36.1 million.

New Zealand Encouraged
to ‘Live a Little’

Instant Kiwi launched a new
communications campaign just
before Christmas which has proved
a hit with the New Zealand public.

The campaign centres on Doug, a
lovable but slightly timid Kiwi bloke
whose wilder alter-ego ‘Mexi-Doug’
encourages him to ‘live a little’.

From eating the last chocolate biscuit,
to letting loose on the dance floor,

to getting a perm, Mexi-Doug

ensures that Doug’s daily life is
anything but mundane.

-MILLION.

IN CASH AND
PRIZES

Big Wednesday’s New Ads

Big Wednesday’s prize line-up was
refreshed during the year and a new
ad campaign was created to showcase
them and the Big Wednesday

ultimate lifestyle. The ads humorously
compare life on Wednesday and

‘the day after Wednesday’, showing
how an activity is improved ten-fold
after someone wins Big Wednesday.
On Wednesday we see a commuter
squeezed onto a full bus, but the day
after Wednesday he is driving to work in
style in his brand new Audi R8, and so on.

A New Draw for Keno

A new Keno draw format was
introduced in June featuring interesting
ways for players to spend their Keno
winnings while still providing the twice-
daily Keno results. By adding some
freshness and entertainment to the
draw, it is hoped that new players will
be encouraged to give Keno a go.

.~ ' MUST BE Won" *.
. THIS WEEK

LR

P
1933

kB Your Ticker now! BIG
WEDNESDAT



Top Lotto Retailers

Chief Executive, Todd McLeay with Oparau Roadhouse staff.

Waikato’s Oparau Roadhouse may be in
the middle of nowhere, but after winning
top honours in the nationwide Game
On! retailer incentive programme, it's
the best place in the world .for owners
Bill and Brenda Rogers.

As the winner, Oparau Roadhouse :
demonstrated outstanding service and
exciting in-store promotions, mystery
shopping successes and excellent
knowledge of NZ Lotteries’ games.

“This achievement is what we want
Lotto stores to strive for throughout
the year — and despite being in a pretty
remote area, Oparau Roadhouse
proves it is a retailer’s heart and soul
that can really make a difference for
our top stores,” said NZ Lotteries’
Chief Executive, Todd McLeay.

Bill and Brenda built their store — a
one-stop-shop on SH31 — from scratch

18 years ago, but it’s been a team effort
from day one: “It’s the staff that make
or break a business, and we wouldn’t
be here without them,” says Bill.

“Winning the Game On! title is magic!
It’s a pretty good formula we’ve
worked out too — enthusiastic staff,
get in behind the product, and most
importantly, we all enjoy playing the
games ourselves.”

Eastridge Lotto in Auckland won the
In-Store Activity prize for 2008/2009,
which rewards the store which carries
out the best activity in their store over
the course of the year.

Owner-operator Anne Barker says
winning the title has been “the icing on
the cake.” She says her team has been
enthusiastic and creative in executing all
of the in-store activities throughout the
year. Anne and her team ran 21 in-store

(LTLITEXT o FEN—

Eastridge Lotto owner Anne Barker with
General Manager Retail, Chris Lyman.

promotions throughout the year
including several “Triple Dip Challenges”
where the aim was to increase sales

of Triple Dips by 100%, as well as
dressing up the store (and the staff) for
Valentine’s Day and Halloween, and
also running Instant Kiwi promotions.

Eastridge Lotto received the maximum
total of 800 points out of a possible 800.

ANNUAL REPORT 2009



Watch the Draw on MyLotto

Over the year, a new feature was The new ticket checking experience enables players to watch
devel oped for MyLotto which gives a simulation of the Lotto, Powerball, Big Wednesday and Keno

| the oAl d il draws which circles their winning numbers on their ticket as
P ay.ers e_ UL ferer el il the virtual balls drop out of the draw barrel.
playing online.

Players with unchecked tickets are given the option to
watch the draw when they log into the website. The short
draw provides an interactive way for players to find out if
theirs is a winning ticket, and is proving very popular with
our online customers.

NZ LOTTERIES



STELLAR YEAR FOR Kt HiEmS
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The New Zealand Film Commission (NZFC) received
an allocation of $9.58 million in 2008/2009 to
encourage and participate in the development; -
production, marketing and distribution of films
made in New Zealand by New Zealanders.

With more than 180,000 people watching Paul Murphy’s first feature movie, 0 !
Second Hand Wedding was the most popular New Zealand feature of 2008.

Second Hand Wedding was an independently 'produéed film shet mainly on -
the idyllically beautiful Kapiti Coast of New Zealand. The story centres on the
Rose family and the ripples their personal lives have on a small community.

Second Hand Weddling director Paul Murphy has already been déscribed

as an actor’s director and the rich characters in the story gave him ample
room to practice his talent.

Second in popularity in 2008 was Taika Waititi’s first feature Eagle vs Shark
— also funded by NZFC — which was seen by more than 84,000 people.
Four other NZFC-financed features were also released in New Zealand
cinemas during the year. :

ANNUAL REPORT 2009




Prizes

$503,434,521.51 worth of prizes became payable to 26,657,337 winners
during the 2008/2009 year. Thirty-one people became millionaires,
17 of them multi-millionaires, after winning the top prizes on our games.

U GIVING KIS BUSH SKILLS (3
- TOHELF OTHEKS 5

Youth Search and Rescue (YSAR) teaches-young - - - Their trip back to base camp was expected to take
people bush and survival skills, and at the same time between four and eight hours, depending on the level
. introduces them to Search and Rescue.in the hope of fitness and skill levels.

that they will join the organisation as volunteers. Upon completion, one of the kids said: “It was really
Aimed at 14 to 18 year olds, YSAR is an intensive six- ~ cool, and it’s good to know that | can handle a night in
month training course that equips members with bush the bush without shelter. I'm just glad it didn’t rain!”
navigation and awareness skills similar to those used by  youth Search and Rescue Hamilton Trust received
hunters and experienced bushmen. In addition, YSAR $11,390 from the NZ Lottery Grants Boand.jn o
members are trained to use Global Positioning System  20908/2009. ' '

devices and radios.

In one bush exercise, YSAR members used a compass
to naVigate their way, off-track, for 15 kilometres.

- ST T — e e
- ——




Sport and Recreation New Zealand (SPARC) received $30.89.
million from the NZ Lottery Grants Board in 2008/2009. Some v
of that funding went towards crucial sports science support

as part of the Beijing-Olympic campaign, which resulted in

nine medals — New Zealand’s best Olympics in 20 years.

Behind the scenes, SPARC’s performance consultant of technical
development, Richard Young, was part of a team working on sport
technology to help our athletes cope in Beijing’s heat and smog.

_The New Zealand team took more than 150. boxes with.more than
4,000 items of “acclimatisation gear” to Beijing, including scientifically
formulated drink mixes which had ingredients to help the body'
store water, New Zealand-made ice vests, and plunge pools to .
bring down core body temperatures during events at Beijing.

The investment in cutting-edge sports science will continue
to pay dividends for New Zealand athletes.

Big Wednesday

A total of 4,378,012 winners won $87,524,076 in Big Wednesday prizes.

Six First Division prizes were won, with all of the winners becoming multi-
millionaires. The largest First Division prize was $36,193,461 — the largest
prize won in New Zealand history. In addition, a total of 52 players won

Big Wednesday’s Second Chance draw winning prizes totalling $2,591,373 -

Keno

A total of 1,826,130 winners won $15,314,469 in Keno prizes.
There were two top prizes of $250,000 won during the year.

Instant Kiwi

A total of 9,471,298 winners won $59,217,320 in Instant Kiwi prizes. There
were 118 prizes of $10,000 or more - five prizes of $250,000 (including one of
$50,000 per year for five years), 21 prizes of $100,000, 37 prizes of $50,000,
18 prizes of $25,000, and 35 prizes of $10,000. There were also two

Subaru GTB Plus prizes won.

Promotions

A total of 2,366 people won $15,416,006 in promotional prizes. In August, Lotto’s 21st Birthday promotion included
two prizes of $1 million, three of $500,000, 21 of $20,000 and 2,100 prizes of $500. The Father’s Day promotion in
September included ten HSV GTS prizes and ten Harley Davidson FLSTF Fatboys.

In December, Lotto’s Holiday 100 promotion included one prize of $1 million, two prizes of $500,000 cash towards

a bach, three 4WD plus boat packages, four His ‘n" Her car packages, 40 $40,000 cash towards travel packages,
and 50 chilly bins filled with $10,000 cash.

The new year began with Lotto’s Endless Summer promotion with ten prizes of $150,000. This was followed by the Easter
Nest Egg promotion which included one prize of $500,000, three prizes of $100,000, six prizes of $50,000 and 90 prizes
of $10,000. The final promotion of the year celebrated Mother’s Day where ten winners had the choice between a Mustang,
a Mercedes or $120,000 cash.

ANNUAL REPORT 2009

28 people won $25,000, 16 won a Lexus 1S250 and eight people won $75,000.
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Winners

‘Irish Luck’ Syndicate of Four Claim $36 Million Prize
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A Masterton family syndicate, comprising three generations
of women, claimed the largest-ever lottery prize in

New Zealand, a $36,193,461 Big Wednesday First
Division prize in June 2009.

The syndicate won their prize on a $6 self select ticket
bought at Kuripuni Lotto and Post, which used lucky
numbers all chosen by the different family members.
The winners were a great grandmother, two sisters who
are a nurse and a bakery worker, and a full time mother.
The syndicate, which was called “Irish Luck” after their
late husband, father and grandfather, has been going
for a number of years.

“After my husband passed away, | could not afford
to buy a weekly Lotto ticket on my own pension, so
the family all passed the hat around,” said the great
grandmother. “It is just amazing that we have won.
My dream has come true, as now my family will

be well looked after.

“Only a couple of weeks ago, my bank turned me
down for a loan, as | badly needed a new car. | look
forward to going to see the bank manager now,”
the great grandmother added.

Two representatives of the family, sisters Fiona and
Siobhan, decided to go public about their big win due
to the number of rumours circulating in their home town.
They held a one-off media conference at NZ Lotteries’
Wellington office to get it "all over and done with!"

NZ LOTTERIES

$100,000 Instant Kiwi Win Warms Mount Maunganui
Man’s Heart

A Mount Maunganui man who signed off work waiting for

a heart operation got some heartfelt news after winning
$100,000 on a Jumbo Crossword ticket. The local man heard
from his doctor that he would need open heart surgery and
as a result would have to stop working for the rest of the year.

“I've been working in the same job for 36 years, and in
these economic times | was a bit concerned about not
being able to work and how we would pay the mortgage.

“I was in town at the social welfare office to inquire
about claiming my sickness benefit and afterwards

| went to buy some milk and thought | would get an
Instant Kiwi ticket to cheer me up.

“There was a once in a lifetime hail storm when | was
buying my ticket, and this is a once in a lifetime win
that will really help me and my family,” the winner said.

Rugby Club Syndicate Scores $500,000
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Six mates from the Melville Rugby Club in Hamilton scored
$500,000 with Lotto’s First Division in March 2009. The
six — Colin, John, Smithy, Waysy, Johnny Johnson and Bill
celebrated with a BBQ, and Colin and John left Hamilton
at 3.15am to drive to Wellington to collect their winnings.

“We couldn’t sleep anyway, so we just hopped in the car.
We stopped off to see a friend in Levin — he asked why

we were going to Wellington and we said ‘why else does
anyone suddenly go to Wellington? To get their Lotto prize!

“This syndicate has been going for 16 years, three of
us have been with it since the start, but Bill's the really
lucky one — he only joined two weeks ago!”

One of the rugby club members may well be kicking himself
as he was asked to join the group before Bill, but turned it
down. The guys each won an $83,333 share of the prize.



New Zealand’s Largest-Ever Lotto Strike
Winners Celebrate with Seafood Feast

An Auckland family celebrated with a special meal
of scallops and mussels after finding out they had
won New Zealand’s largest-ever Lotto Strike prize
of $1.7 million.

The father found out he was a big winner whilst
watching the live Lotto draw on Saturday night.

“When my wife came home | had to say to her —
how does it feel to cuddle a millionaire! She did
not really believe it was all real until we went back
to the Lotto shop in Drury to claim our prize.

“We then surprised the rest of our family with

the news over a lovely seafood feast.”

The husband marked his windfall with a visit to the

Big Boys Toys show in Auckland and the wife
planned to take an all girls shopping trip.

Couple Claim Lotto Prize on
Way to Birth of Their Child
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A Wellington couple made a quick stop in to NZ Lotteries’
Wellington office to claim their Lotto prize en route to hospital
where the couple awaited the birth of their second child.

The couple won a $250,000 share of Lotto First Division
and were understandably in a bit of a hurry to sort the
unexpected paperwork.

“The rest of the week’s probably going to be really
tied up, so we hit it while the opportunity was there.

“This is certainly going to be a day we'll never forget,”
the father said.

The couple, who also have another young child, told

NZ Lotteries that like other young families they have a
mortgage and debts so it'll be a relief to pay them off.
“With baby number two on the way today, we're down
to one income again so the money has come at a
perfect time for us.”

The baby girl arrived safety that afternoon by caesarean
section and weighed in at 3.5 kilograms.

New Plymouth Great Grandad’s Million-Dollar Spin

New Plymouth great grandad Arfon Williams will be
enjoying his retirement in style after spinning a massive
$1 million on Lotto’s Winning Wheel live draw.

The 84 year old, who wore his lucky red socks to the live
draw, said that he felt “on top of the world” after his million
dollar spin.

He was supported at the draw by his daughter, Bronwen,
and one of his grand daughters, Michelle, and plans to
share his good fortune with his family. Bronwen said she
always knew Arfon would win the top $1 million prize.

“I don’t know, you can't explain it, but we always said
he would get a million.”

Arfon was the eleventh person to win $1 million on Lotto’s
Winning Wheel, and the first in 2009 — so it was a great
start to the year for him and his family.
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Organisational Health
and Capabillity

\Q&

NZ Lotteries is committed to being a
good employer and providing equal
employment opportunities to all staff.
One of our core business strategies is
to develop a high performance culture,
based around embedding shared
values, enhancing strong leadership
and coaching within the business, and
offering better employee engagement.

New organisational values, developed in consultation with
a staff focus group, were introduced in late 2006/2007.
Following on from this, we have worked to promote and
develop them through our internal communications.

The values have now been integrated into a redesign of
the organisation’s performance management programme
which is being introduced in the 2009/2010 financial year.

The development of management and leadership skills
continued to be prioritised, with further talent management
and succession planning, as well as leadership training all
taking place during the year.

Staff engagement was once again measured through a
Gallup Q12 employee survey which commenced in late
June 2009. The results of the survey will be analysed in
the new financial year, and internal workshops will be held
to utilise the results in improving engagement within the
organisation.

Other initiatives by NZ Lotteries in meeting its obligations
to manage organisational health and capability include:

e the ‘Making the Difference’ employee recognition
and ‘Wellness’ programmes;

e annual performance management appraisals,
clearer career paths, and training and professional
development for all staff;

¢ internal applications permitted for all job vacancies
and holding group inductions for all new staff;

e encouraging a more open and inclusive culture;
e enabling flexible working hours for staff; and

e afocus on improved internal communications ensuring
all staff are kept up to date on business performance
and strategic issues.

NZ LOTTERIES

Workplace Profile as at 30 June 2009

NUMBER PERCENTAGE
Staff numbers FTE 114.85
Headcount 118
GENDER
Women 61 52%
Men 57 48%

SENIOR MANAGEMENT (CHIEF EXECUTIVE AND DIRECT REPORTS)

Women 2 25%
Men 6 75%

MANAGEMENT (OF FUNCTIONAL TEAMS, MORE THAN 5 REPORTS)

Women 3 21%
Men 11 79%
AGE

20 -29 24 20%
30-39 46 39%
40 - 49 28 24%
50 - 59 14 12%
over 60 3 3%
Undeclared 3 3%

ETHNICITY DISTRIBUTION

New Zealander 67 57%
Maori 2 2%
British/Irish 14 12%
Chinese 3 3%
European 9 8%
Indian 6 5%
Niuean 1 1%
Samoan 3 3%
Cook Island 2 2%
NZ/Maori 2 2%
Other Asian 2 2%
Other 5 4%
Undeclared 2 2%



Responsible Gambling

One of NZ Lotteries’ statutory functions for our retailers. Both of these documents can also be
under the Gambling Act 2003 is to downloaded from our corporate website www.mylotto.co.nz.
maximise pI’OfitS subject to ensuring During the year, NZ Lotteries obtained Level 2 certification

h iSlelof bl bli q from the World Lottery Association under its Responsible
that any risks of problem gambling an Gaming Framework, we participated in problem gambling

under-age gambling associated with conferences and research programmes, and we continued

our products are minimised. to be a member of the Ministry of Health and Department
of Internal Affairs’ joint Stakeholder Reference Group.

We have incorporated this commitment to minimise these 1 People’s Participation in, and Attitudes to, Gambling, 1985 — 2005;

risks as part of one of NZ Lotteries’ core business support Results of the 2005 survey, Department of Internal Affairs.

strategies. NZ Lotteries and its retail network are committed 2 Problem Gambling Intervention Services in New Zealand: 2007 Service-user

statistics. Public Health Intelligence Monitoring Report No. 18, Ministry of Health,

to conaucting all aspects of lottery business in a professional August 2008. (2008 statistics unavailable at time of preparation of this Annual Report).

and socially responsible manner. All efforts are made to
provide a safe, friendly and responsible play environment
that adheres to legislative and regulatory requirements.

Unlike other forms of gambling, lottery games are based
on the principle of a large pool of players entering a draw
for a low entry price. For most players, lottery games are
considered to be a bit of fun and light entertainment, and
lotteries provide a clear net community benefit. There are,
however, a very small number of people for whom playing
our games can create gambling problems.

Approximately 66% of New Zealand’s adult population
— more than two million New Zealanders — play Lotto
at least once each year and 41% play Instant Kiwi.!
Problem gambling figures for the 2007 year show

that 21, or 1.2%, of the 1,812 gamblers who received
face-to-face counselling for the first time cited our
products as their primary mode of gambling.?

NZ Lotteries supports programmes that help protect
people most at-risk through funds raised from the
Problem Gambling Levy.

Only one lottery product, Instant Kiwi, is age restricted,
and NZ Lotteries has put in place a range of measures to
minimise the risk of underage people playing this game.
An age-restriction mark appears on the back of all Instant
Kiwi tickets and we have an internal harm-minimisation
framework for reviewing all Instant Kiwi tickets during
their design. We also strive to ensure compliance with
the age restriction for playing Instant Kiwi, and this is
supported by in-store communications, such as

posters and brochures, and our operator training.

Have Fun and Play Responsibly brochures that promote
responsible gambling are available from every Lotto shop,
and a Responsible Play Code of Practice is also in place
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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 2007/2008, NZ Lotteries would have ranked:

e 11th for profit after tax — $156.8 million
(10th in the previous year); and

e 39th for turnover — $778.0 million
(38th in the previous year).

International Performance Measures

Comparing lotteries is a complex business and any
comparisons are no more than a guide to overall
performance. Lotteries vary in their regulatory frameworks,
social and cultural environments, physical terrain for
providing services, the potential numbers and relative
economic wealth of their players, degree of state control,
cost structures and amount of competition within their
markets. The degree of variation is so great that no simple,
overall comparison can ever be strictly valid.

In its June 2009 issue, Casino Journal assesses all

43 US state lotteries on a series of effectiveness and
efficiency measures. Instead of the usual per-capita
comparisons, Casino Journal uses aggregated personal-
income figures for each US state to calculate the
percentage of personal income spent on lottery sales.

The Casino Journal approach gives an effectiveness or
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

NZ Lotteries ranked as follows for the 2007/2008
financial year:

1. Effectiveness and market-penetration measure:
Fiscal 2007/2008 sales as a per cent of US state
personal income. NZ Lotteries’ comparative ranking
is 11th at 0.58% (9th in 2006/2007).

2. Fiscal effectiveness measure: Fiscal 2007/2008
government revenue as a per cent of US state personal
income. NZ Lotteries’ comparative ranking is 11th at
0.18% (11th in 2006/2007).

3. Efficiency measure: Ranked by cents spent to
generate one sales dollar in fiscal 2007/2008*.

NZ Lotteries’ comparative ranking is 32nd at

14.9 cents (29th in 2006/2007).

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

4. Fiscal efficiency measure: Fiscal 2007/2008 revenue
generated for community and government as a per cent
of gross revenue (sales minus prizes)*. NZ Lotteries’
comparative ranking is 23rd at 68.8% (26th in
2006/2007).

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

Technical notes to this particular international
benchmarking comparison:

— US state personal income figures were for the calendar year 2008.

— US state lotteries’ revenue and expense results were predominantly
for the year to 30 June 2008.

— 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 2008.

— NZ Lotteries’ révenue and expenses were for the year to 30 June 2008.
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.



Lottery Grants

NZ Lotteries’ profits are transferred

to the NZ Lottery Grants Board for
distribution — and the New Zealand
Lotteries Commission is the NZ Lottery
Grants Board’s sole funder. Our

profits are therefore a major source of
funding for sport and recreation, arts
and culture, and community services
throughout New Zealand.

As well as providing funding for
Creative New Zealand, Sport &
Recreation New Zealand (SPARC),
and the New Zealand Film
Commission, the NZ Lottery Grants
Board also distributes funding through
its ten specialist committees and
twelve community committees.

NZ Lotteries is considered a reputable
source of small and large scale
funding for organisations that work
towards improving New Zealand's arts
and cultural sectors and communities.

How Lotteries Money is Spent*

Z¥

For every $1 from combined sales:

B Prizes
Operating Costs

I Retailer Commission
Taxes (includes GST, gaming duty)
NZ Lottery Grants Board

* Based on the results for the year ended
30 June 2009

The impact of the revenue raised by NZ Lotteries for the NZ Lottery Grants
Board and its agencies can be seen from the allocations for the 2009/2010
year. As a direct result of NZ Lotteries’ exceptional sales, the NZ Lottery Grants
Board announced an increase to its allocations for the 2009/2010 year, with

an additional $14.2 million in funding made available to the statutory bodies

and community committees.

NZ Lottery Grants Board Allocations 2009/2010

BASE SUPPLEMENTARY TOTAL
STATUTORY BODIES $ $ $
Creative New Zealand 23,070,913 2,130,000 25,200,913
New Zealand Film Commission 9,997,396 923,000 10,920,396
The New Zealand Film Archive 769,030 71,000 840,030
Sport and Recreation New Zealand 30,890,000 2,840,000 33,730,000
Total Statutory Bodies 64,727,339 5964,000 70,691,339
COMMUNITY COMMITTEES
National Community Committee 13,943,875 1,033,580 14,977,455
Northland 1,420,074 155,470 1,675,544
Auckland 7,723,886 845,615 8,569,501
Waikato 2,881,033 315,417 3,196,450
Bay of Plenty/Gisborne 2,360,754 258,457 2,619,211
Taranaki 850,732 83,975 934,707
Hawke's Bay 1,303,310 116,543 1,419,853
Manawatu/Whanganui 1,706,717 186,852 1,893,569
Wellington/Wairarapa 2,449,093 268,128 2,717,221
West Coast/Nelson-Marlborough 1,411,418 125,807 1,637,225
Canterbury/Kaikoura 2,989,861 327,332 3,317,192
Otago/Southland 1,817,714 199,004 2,016,718
Total Community Committees 40,858,467 3,916,180 44,774,647
SPECIALIST COMMITTEES
Community Facilities 13,000,000 963,616 13,963,616
Community Sector Research 1,750,000 129,718 1,879,718
Environment and Heritage 9,148,059 678,094 9,826,153
Health Research 3,186,696 236,212 3,422,908
Individuals with Disabilities 4,415,317 327,282 4,742,599
Marae Heritage and Facilities 6,885,007 510,347 7,395,354
Minister's Discretionary Fund 315,000 23,349 338,349
Outdoor Safety 8,277,941 613,597 8,891,638
Pacific Provider Development Fund 500,000 37,062 537,062
Significant Projects (base ex reserves) 9,800,000 726,418 10,526,418
Applicant GST expenses ... 1,000,000 ... 4124 ... 1074124
Total Specialist Committees / Funds 58,278,020 4,319,820 62,597,840
Total Distribution Committees / Funds 99,136,487 8,236,000 107,372,487
Total Allocations 163,863,826 14,200,000 178,063,826

Source: New Zealand Lottery Grants Board and Department of Internal Affairs
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Comparison with
Statement of Intent

Each year, we publish 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
2008/2009 against the information in the Statement
of Intent for that year.

NZ Lotteries exceeded all its projected financial objectives
for the 2008/2009 financial year. Sales of $907.7 million
were $137.7 million above budget for the reasons noted
in the Chair and Chief Executive’s Report. Our transfer

to the NZ Lottery Grants Board also exceeded its target
by $36.8 million.

Porirua’s Te Rauparaha Events Centre was-a‘
drearn-finall.y realised after 20 years planning,
and with $2.9 million from the NZ Lottery
Grants Board.

The $17.5 million arena was officially opened by -

Porirua Mayor Jenny Brash in November 2008
and the name was gifted to the compléx 5
Ngati-Toa'in honour of their famous rangatlr“ -

The new arena ‘which is nearly fully booked %, 22
for its first year, has a 3,000-seat main stad+um
a smaller stadium, meeting rooms, a studio,_

an 80-seat theatre, and a fitness centre

Te Rauparaha Arena recreation manager :
Willie Taurima says the new building has

NZ LOTTERIES

Actual Statement
of Intent
FINANCIAL PERFORMANCE TARGETS
a) Total sales (GST inclusive) $907.7m $770m
b) Net profit $189.3m $152.5m
c) Paid to NZ Lottery Grants Board ~ $189.3m $152.5m
OTHER TARGETS
a) Achievement of the World Lottery 2 3
Association’s Responsible Gaming
Framework”
b) Monthly population penetration™ 70% 60%
CAPITAL EXPENDITURE
Capital expenditure $2.0m $5.1m

* The WLA's Responsible Gaming Framework has four levels of achievement,
each with clear key performance indicators which lotteries must meet to
qualify for each level.

** Based on research conducted by an independent research firm since April
2009. The period covered includes a large Powerball jackpot and the
Big Wednesday ‘must be won’ jackpot run, so is higher than expected.

something for everyone. "You can use every
space in this building for a range of things.
Its diversity reflects what the city demands.”




Corporate Citizen and Integrity
Performance Measures

We also publish in our Statement of Intent several
other measures, demonstrating our commitment to
integrity in all aspects of our business, and being
a good corporate citizen:

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

Partially Achieved: All Lotto (including Powerball),
Keno and Big Wednesday draws were conducted
on time with the following exceptions:

The Big Wednesday draw on 9 July 2008 was delayed
by approximately half an hour due to a technical fault
which prevented the ‘Second Chance Draw’ winning
number from being drawn and the ‘Coin Toss’ from
taking place, both of which are required for the live draw.
The technical issue was resolved on the night and

the draw completed successfully.

The Keno draw on the evening of 16 August 2008 was

delayed by approximately 40 minutes due to a technical
issue which occurred in the system's processes leading
up to the draw.

The Lotto draw on 18 October 2008 was delayed by half
an hour when both Powerball ‘Mimosa’ draw machines
failed to work correctly. The issue was resolved on the
night and the draw went ahead at 8.30pm with no further
disruptions.

The Keno draw on the evening of 12 January 2009 was
delayed for approximately 20 minutes due to a technical
issue which prevented the gaming system from connecting
to the random number generator.

1 Problem Gambling Intervention Services in New Zealand: 2007 Service-user statistics.
Public Health Intelligence Monitoring Report No 18, Ministry of Health, August 2008.

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

Achieved: During the 2007/2008 year, NZ Lotteries
complied with the Gambling, Fair Trading, Commerce,
and Consumer Guarantees Acts.

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

Partially Achieved: Complaint 08-525 to the Advertising
Standards Complaints Board in September 2008
regarding the Father’s Day Holden and Harleys promotion
was upheld. The complaint was that the promotion
advertisement said there were ten Harley Davidson Fatboy
prizes but the terms and conditions stated that a cash
prize equivalent to their retail price would be paid instead.

The Board ruled that the advertisement was in breach
of Rule 2 of the Code of Ethics, Principle 3 of the Code
of Advertising Gambling and Gaming, and Principle

3 Guideline 3(a) of the Code of Advertising Gambling
and Gaming.

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: The 2007 problem-gambling figures show that
21 (or 1.2%) of the 1,812 gamblers who received face-
to-face counselling for the first time cited our products as
their primary mode of gambling.* (Note, 2008 statistics not
available at the time of preparation of this Annual Report).
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Success in Meeting

Key Strategic Objectives

For the year in review, NZ Lotteries followed six key
strategies that were supported by a range of specific
business objectives.

Games

A new Instant Kiwi communications campaign
was introduced, engaging customers around
the ‘Live a Little’ proposition.

The Big Wednesday prize line-up was updated,
and new advertising and a new draw format
were introduced to support the new prizes.

Lotto held six special prize promotions using
media to engage and inspire customers.

A new Keno draw was introduced.

A new game is in development and is due
for launch in October 2009.

Retail

The retailer incentive programme, ‘Game On!’,
successfully completed its second year.

New menu board, digital signage and Instant Kiwi
dispenser layouts were trialled during the year.

An agency renewal process was introduced.

A website to enable retailers obtain sales and
performance data online was developed.

Interactive

Operational Excellence

e A team to support project management across
the business was formed, and relevant staff have
undergone a project management training course.

e |T education sessions have been designed to
educate the wider business.

Culture

e A second Gallup Q12 survey was conducted to
measure employee engagement. The results were
to be disseminated in the new financial year.

e The ‘Making the Difference’ and ‘Wellness’
programmes continued throughout the year.

e A new performance management framework was
developed which actively incorporates the staff
values as a performance measure.

e A leadership development programme was established.

Corporate Social Responsibility

The MyLotto message is included across all media
communications with a key focus on ensuring a strong
internet presence.

Usability improvements have been made to the website
in response to player feedback.

The registration process and security requirements
were enhanced to improve the playing experience.

NZ LOTTERIES

e NZ Lotteries achieved level 2 status in the World
Lottery Association’s Responsible Gaming Framework.

e A responsible gambling guidebook was distributed to
retail stores and a programme to raise awareness of
the Instant Kiwi R18 age restriction was implemented.

e NZ Lotteries joined the Sustainable Business
Programme and identified initiatives to make NZ
Lotteries’ operations more environmentally friendly.

e Community benefit messages appeared on the bottom
of all terminal-printed tickets and news stories on
lottery grants recipients were regularly published on
NZ Lotteries’ website.




Key Objectives
for 2009/2010

\&

Financial Objectives

NZ Lotteries’ key financial objectives for the 2009/2010
financial year are:

e to achieve gross sales of $770 million;
e to achieve a net surplus of $152.5 million; and

e to transfer $152.5 million to the NZ Lottery
Grants Board.

Our Mission

NZ Lotteries sells a unique product set. Our products
are intangible in nature and rely on the establishment
of a strong emotional connection with our customers.
Our underlying mission, and the link between our goals
and our business strategies, is therefore:

To fire people’s imagination
to play and win.

Business Strategies for 2009/2010

Growth Strategies

Games and Marketing

We aim to connect with more New Zealanders and
encourage them to enjoy playing our games more
frequently. This includes:

¢ ensuring our brands continue to be loved by
New Zealanders;

e expanding our game portfolio to broaden our
player base;

e revamping Instant Kiwi;
e deepening our customer insights; and

e driving greater value out of our investment
in advertising.

Retail

We aim to have a network of retailers providing convenient
access and excellent service for our customers.
This includes:

e making it easy for customers to buy our products;

e ensuring our retail network delivers a great experience
to customers; and

e working with retailers to help them improve
the performance of their stores.

Interactive

We aim to develop and manage a leading online business.
This includes:

¢ enhancing the player experience;
e marketing the channel; and

e progressing new games for growth.

Support Strategies

Operational Excellence

We will focus on improved system and process reliability
whilst ensuring value for money from suppliers and
projects across the business. This includes:

e doing more with less;
e driving core IT system reliability improvement;
¢ leveraging technology to improve productivity; and

e improving service quality.

Culture

We will continue to develop a high performance culture.
This includes:

e revamping the performance management system;
e implementing a programme to develop leaders; and

e reviewing our structure.

Corporate Social Responsibility

We aim to take a leadership position on corporate social
responsibility, with an emphasis on responsible gambling.
This includes:

e taking a leadership position on responsible gambling;
e reducing our impact on the environment; and

e promoting the community good from lottery grants.
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Statement of Service Performance
For the year ended 30 June 2009

The following statement compares actual service performance measurement data for the year ended 30 June 2009
with projections for the year set out in the Statement of Intent for 2009-2011, and actuals for the previous year.

Actual Budget Actual

2008/09 2008/09 2007/08
Financial
Total sales ($ million) 907.7' 770.0 778.0
Net surplus ($ million) 189.3 162.5 156.8
Distribution to the NZ Lottery Grants Board ($ million) 189.3 162.5 156.8
Operating expenses as a percentage of sales 6.7% 7.4% 7.3%
Operational
Number of adults purchasing our products at least once a month 2.17 1.92 1.87
Proportion of adult population purchasing our products at least once a month 70%? 60% 59%
Weekly spend per adult ($) 5.67 4.62 4.86
Number of retail stores at year end 1,018 1,050 997
Weekly sales per store ($) 17,326 14,185 15,189
Retail stores with “new look” (percentage of total stores) 100% 100% 100%
Customers rating their in-store experience as “extremely satisfying” or “quite satisfying” 81%3 >73% 86%
Selling system up-time 100.00% 99.98% 99.92%
Registered online players at year end (thousand) 108 60 29.5
Percentage of registered players purchasing at least once a month 54% 70% n/a
Achievement level for World Lottery Association’s Responsible Gaming Framework 24 3 n/a
Problem gamblers seeking counselling for the first time citing NZ Lotteries' products
as their primary gambling mode n/a° <100 21
Convictions for the sale of Instant Kiwi games to persons under 18 years Nil Nil Nil
Draws held on time for Lotto, Big Wednesday, Keno and any new games introduced during the year Not achieved® All All
Comply with all provisions of the Gambling, Fair Trading, Commerce, and Consumer Guarantees Acts Full Full  Not achieved”
Complaints upheld by the Advertising Standards Authority 18 Nil Nil

1. Sales exceeded budget by $137.7 million (17.9% increase). This occurred mainly as a result of the extra sales generated by two 'must be won’ jackpot runs: for Powerball
in October 2008, and for Big Wednesday in June 2009.

2. Based on research conducted by an independent research firm since April 2009. The period covered includes a large Powerball jackpot and the Big Wednesday ‘must be
won’ jackpot run, so is higher than expected.

3. Based on face-to-face customer interviews conducted in store by an independent research firm. Of the remaining 19%, 13% said they were neither satisfied nor dissatisfied.

4.  The WLA's Responsible Gaming Framework has four levels of achievement, each with clear key performance indicators which lotteries must meet to qualify for each level.
Four is the highest level of achievement.

5. At time of publication the Ministry of Health has not made this information available.

6. Technical issues caused delays to the following draws during the year: the Big Wednesday draw on 9 July 2008, the Lotto draw on 18 October 2008, and the 6pm Keno
draw on 12 January 2009. All issues were resolved and the draws successfully completed within 35 minutes of the scheduled draw times. The integrity of the draws was not
compromised.

7. A programming error resulted in the incorrect calculation of Division Three and Four prizes for the Lotto draw conducted on 24 November 2007. The total amount allocated
to these divisions was $340,548 which is $3,955 less than the amount calculated in accordance with the Lotto Rules 2000. The amount of the total prize pool for the draw
met the requirements of the Rules. Additional procedures have been put in place to prevent a similar error occurring in the future.

8. Complaint 08-525 to the Advertising Standards Complaints Board in September 2008 regarding the Father's Day Holden and Harleys promotion was upheld. The complaint
was that the promotion advertisement said there were ten Harley Davidson Fatboy prizes but the terms and conditions stated that a cash prize equivalent to their retail price
would be paid instead. The Board ruled that the advertisement was in breach of Rule 2 of the Code of Ethics, Principle 3 of the Code for Advertising Gambling and Gaming,
and Principle 3 Guideline 3(a) of the Code for Advertising Gambling and Gaming. Although we did not agree with the basis of the ASA's decision, we decided not to appeal.
No customers were placed at a disadvantage as a result of the advertising in question. However, we have clarified all of our relevant promotional material and believe that the
scope for potential misunderstanding regarding the nature of our prizes has now been minimised.

NZ LOTTERIES



FINANCIAL
STATEMENTS

Statement of Responsibility
For the year ended 30 June 2009

The New Zealand Lotteries Commission’s (NZ Lotteries) NZ Lotteries’ management has maintained a system of internal
Annual Report is prepared according to the provisions control that has been designed to provide reasonable assurance
of the Crown Entities Act 2004 and the Gambling Act 2003. about the integrity and reliability of the financial reports.

NZ Lotteries’ management is responsible for the preparation In the opinion of NZ Lotteries’ management, the annual financial
of its annual financial statements and statement of service statements and statement of service performance fairly reflect

performance, and for the judgements used in their preparation. the financial position and operations of NZ Lotteries.

SN W

Judy Kirk Chris Curley
Chair Chair, Audit and Risk Committee
14 October 2009 14 October 2009
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For the year ended 30 June 2009

30/06/09 30/06/09 30/06/08
Actual Budget Actual
Note $000 $000 $000

REVENUES
Revenues 2 872,666 739,599 749,955
Cost of sales 8 622,666 529,972 536,775
Gross profit 250,000 209,627 213,180

EXPENSES
Promotion and retail support 29,323 26,487 27,781
Property, plant and equipment depreciation 4 6,148 6,535 5,781
Computer software amortisation 934 830 903
Gaming system expenses excluding depreciation 6,188 5,778 5,000
Employee benefits 10,319 9,886 9,212
Other (5) 7,405 7,607 7,682
Loss on building revaluation 402 - -
Total expenses 60,719 57,123 56,359
Profit 189,281 152,504 156,821
Distribution to the New Zealand Lottery Grants Board 189,281 152,504 156,821
Profit after distribution to the New Zealand Lottery Grants Board - - -

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

For the year ended 30 June 2009

30/06/09 30/06/09 30/06/08

Actual Budget Actual

Note $000 $000 $000

Profit after distribution to the New Zealand Lottery Grants Board = = =
Total recognised revenues and expenses for the year = = =
Equity at beginning of the year 41,713 41,713 41,713
Net profit for the year as above — — —
Gain on land revaluation 450 - -
Equity at the end of the year 18 42,163 41,713 41,713

The accompanying notes form part of this statement and should be read in conjunction with it.
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As at 30 June 2009

30/06/09 30/06/09 30/06/08
Actual Budget Actual
Note $000 $000 $000
ASSETS
Current assets
Cash and cash equivalents 6, 8 102,543 37,265 90,663
Term deposits 7,8 19,778 20,636 -
Debtors and other receivables 9 4,844 8,400 6,664
Prepayments 5,203 3,305 3,561
Inventories 10 1,842 3,150 2,735
Total current assets 134,210 72,756 103,623
Non-current assets
Property, plant and equipment 11 29,798 33,775 34,168
Computer software 12 2,665 1,869 3,380
Total non-current assets 32,463 35,644 37,548
Total assets 166,673 108,400 141,171
LIABILITIES
Current liabilities
Creditors and other payables 13 88,514 45,340 70,345
Annuity prize liabilities 14 850 1,150 1,225
Employee entitlements 16 635 475 604
Total current liabilities 89,999 46,965 72,174
Long term liabilities
Annuity prize liabilities 14 1,852 4,500 4576
Employee entitlements 16 54 25 50
Total long term liabilities 1,906 4,525 4,626
Prize reserve account il 32,605 15,197 22,658
Total liabilities 124,510 66,687 99,458
EQUITY
Retained earnings 18 40,549 41,713 40,549
Asset revaluation reserve 17, 18 1,614 - 1,164
Total equity 42,163 41,713 41,713
Total liabilities and equity 166,673 108,400 141,171

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

SN W3

Judy Kirk Chris Curley
Chair Chair, Audit and Risk Committee
14 October 2009 14 October 2009

26 NZ LOTTERIES



For the year ended 30 June 2009

CASH FLOWS FROM OPERATING ACTIVITIES

Sales

Net GST received
Other receipts

Prize payments
Lottery duty
Retailers' commission
Employee costs
Other payments

CASH FLOWS FROM INVESTING ACTIVITIES

Net (increase) / reduction in term deposits
Sale of property, plant and equipment
Interest received

Purchase of property, plant and equipment
Purchase of computer software

CASH FLOWS FROM FINANCING ACTIVITIES

Discharge of annuity prize liabilities
Payments to the New Zealand Lottery Grants Board

Net (decrease)/increase in cash balances

Opening cash and cash equivalents balance

Note

30/06/09
Actual
$000

866,938
2,166
6,451

(512,244)

(49,421)
(62,402)

(9,896)
(49,205)

(19,778)
98
6,676
(2,219)

(3,300)
(161,819)

The net GST component of operating activities reflects the net GST paid to, or received from, the Inland Revenue Department.

The net term deposits component of investing activities reflects the term deposits placed less the amounts that matured during the year.
To provide more meaningful information for financial statement purposes, GST and term deposit components have been presented on a net basis.

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

30/06/09
Budget
$000

731,226
260
5,531
(438,123)
(43,124)
(53,496)
(9,891)
(41,294)

(1,395)
(1562,504)

30/06/08
Actual
$000

742,746
260
7,005
(431,168)
(42,307)
(54,649)
(9,082)
(47,267)

(1,225)
(156,395)

ANNUAL REPORT 2009

27



Statement of Commitments
As at 30 June 2009

30/06/09 30/06/08

$000 $000

CAPITAL COMMITMENTS APPROVED AND CONTRACTED

Property, plant and equipment 194 199

Computer software 289 -
Tota|cap|ta|comm|tments483 .............. 199
NON-CANCELLABLE OPERATING LEASE COMMITMENTS, PAYABLE

Not later than one year 377 374

Later than one year and not later than two years 377 374

Later than two years and not later than five years 73 440
Tota|non_cance||ab|eoperat,ng|easecomm|tments897 ............ 1’188
OTHER NON-CANCELLABLE CONTRACTS

Not later than one year 13,645 11,633

Later than one year and not later than two years 2,722 5,049

Later than two years and not later than five years 7,533 6,292

Later than five years 2,688 4,290
Tota| Other non_canceuaue Contracts ................................................................................................. 26’588 .......... 271264 -
Tota| Commmnents ................................................................................................................. 27898 B coo0000 28651 -

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

e Christchurch office — the lease runs until June 2013 with two renewal options of four years each. The annual rental is $36,415.
¢ Wellington office — the lease runs until July 2011 with a further right of renewal option for three years. The annual rental is $340,788.

Other non-cancellable contracts primarily relate to the retail network, gaming system maintenance, media, and other contracts for service.

Statement of Contingent Liabilities

and Contingent Assets
As at 30 June 2009

There were no contingent liabilities or contingent assets at either 30 June 2009 or 30 June 2008.
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1. Statement of Accounting Policies for the Year Ended 30 June 2009

REPORTING ENTITY

These are the New Zealand Lotteries Commission's financial statements.
They are prepared subject to the provisions of the Gambling Act 2003
and the Crown Entities Act 2004.

BASIS OF PREPARATION

Accounting compliance

These financial statements have been prepared in accordance with
New Zealand generally accepted accounting practice. They comply
with all New Zealand equivalents to International Financial Reporting
Standards (NZ IFRS) and other applicable financial reporting standards.
NZ Lotteries has determined that it is a profit-oriented entity for the
purpose of complying with New Zealand generally accepted accounting
practice and NZ IFRS.

Standards, amendments and interpretations issued
but not yet mandatory

NZ IAS 1 (Presentation of Financial Statements) issued in 2004, was
revised in 2007. The revised standard is effective for reporting periods
beginning on or after 1 January 2009. The revised standard requires
information in financial statements to be aggregated on the basis of shared
characteristics and introduces a statement of comprehensive income.

The revised standard gives NZ Lotteries the option of presenting items

of income and expense and components of other comprehensive income
either in a single statement of comprehensive income with subtotals, or in
two separate statements. NZ lotteries intends to adopt this standard the
year ending 30 June 2010.

Basis of measurement

The measurement base applied is historical cost modified by the revaluation of

certain assets and liabilities as identified in this statement of accounting policies.

The accrual basis of accounting has been used unless otherwise stated.

These financial statements are presented in New Zealand dollars rounded
to the nearest thousand.

ACCOUNTING POLICIES

The accounting policies set out below have been applied consistently
to all periods presented in these financial statements.

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.

Changes in accounting policies

There have been no changes in accounting policies.

Comparatives

When presentation or classification of items in the financial statements
is amended or accounting policies are changed voluntarily, comparative
figures are restated to ensure consistency with the current period.

Computer software

Computer software that is not integral to the operation of hardware is
recorded at purchase cost less any amortisation and impairment losses.
Amortisation is charged to the income statement on a straight line basis
over the software's useful life of three to seven years.

The useful life of computer software is reviewed at least annually to determine
if there is any indication of impairment. Where any software's recoverable
amount is less than its carrying amount, it is reported at its recoverable
amount and an impairment loss will be recognised in the income statement.

Contingent assets and contingent liabilities

Contingent liabilities are disclosed if the possibility that they will crystallise
is not remote. Contingent assets are disclosed if it is probable that the
benefits will be realised.

Employee entitlements

Obligations for contributions to the defined contribution retirement plan
are recognised in the income statement as they fall due.

Employee entitlements to salaries and wages, annual leave, long service
leave and other similar benefits are recognised in the income statement
when they accrue to employees.

Termination benefits are recognised in the income statement only when
there is a demonstrable commitment to either terminate employment prior
to normal retirement date or to provide such benefits as a result of an
offer to encourage voluntary redundancy.

ANNUAL REPORT 2009 29



30

Financial instruments

Cash and cash equivalents, and term deposits

Cash and cash equivalents include cash on hand, bank accounts and
deposits with maturities of up to three months from acquisition date.
Term deposits represent deposits and other instruments with maturities of
more than three months from acquisition date.

Itis NZ Lotteries' policy 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.
The value of investments held fluctuates as changes in market interest
rates occur. However, the extent of such fluctuations in value is limited.
Cash and bank balance figures include any cash overdrafts to reflect

a total cash position.

Cash equivalents and term deposits are recorded at cost, adjusted in

the case of government stock by the amortisation of any premium or
discount included in the purchase price.

Annuity prize liabilities

These represent prizes payable for Lotto, Winning Wheel, Instant Kiwi and
Big Wednesday games where the payments are spread over a period of
greater than 12 months from the date the prizes are claimed. These liabilities
are initially measured at fair value using the effective interest rate method.
Any changes in value are recorded through the prize reserve account.

Foreign currency transactions

Foreign currency transactions are translated into New Zealand dollars
using the exchange rates prevailing at the dates of the transactions.

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 for games not drawn at balance date, and trade creditors.

Inventories

Inventories held for sale are recorded at the lower of cost (calculated
using the first in, first out (FIFO) method) and net realisable value.

The write-down of inventories to net realisable value is recognised as an
expense in the income statement in the period the write-down occurs.

NZ LOTTERIES

Interest

Interest income is recognised using the effective interest rate method.
Interest on cash and cash equivalents and term deposits relating to unpaid
prizes and the prize reserve account is credited direct to the prize reserve
account. Interest on other cash and cash equivalents and term deposits is
credited in the income statement.

Judgements and estimations

In preparing these financial statements, NZ Lotteries has made estimates
and assumptions concerning the future. These estimates and assumptions
may differ from the subsequent actual results. Estimates and judgements
are continually evaluated and are based on experience and other factors,
including expectations of future events that are believed to be reasonable
under the circumstances. There are no estimates and assumptions that
have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year.

Leases

Operating leases, where the lessor substantially retains the risks and rewards of
ownership, are recognised in a systematic manner over the term of the lease.
Leasehold improvements are capitalised and the cost is amortised over the
unexpired period of the lease or the estimated useful life of the improvements,
whichever is shorter. Lease incentives received are recognised evenly over the
term of the lease as a reduction in rental expense.

Prize reserve account

This account is established in accordance with the requirements of the Rules
governing the conduct and operation of NZ Lotteries' games. Transfers into this
account comprise amounts set aside from the prize pools for games, together
with prizes unclaimed after 12 months from the date of the relevant draw or
game closure and interest eamned on investments representing prize liabilities.
Funds accumulated in this account are used exclusively for the purposes of
augmenting the prize pools for various draws and games.

Property, plant and equipment

[tems of property, plant and equipment are initially recorded at cost.

Revaluations

Land and buildings are revalued with sufficient regularity to ensure that
the carrying amount does not differ materially from fair value and at least
every three years. Fair value is determined from market-based evidence by
an independent valuer.

The carrying values of revalued items are reviewed at each financial year
end to ensure that those values are not materially different to fair value.
Additions between revaluations are recorded at cost.



Accounting for revaluations

The results of revaluing are credited or debited to an asset revaluation
reserve for land and buildings, treated separately. Where this would result
in a debit balance in the asset revaluation reserve, this balance is expensed
in the income statement. Any subsequent increase on revaluation that
off-sets a previous decrease in value recognised in the income statement
will be recognised first in the income statement up to the amount previously
expensed, and then credited to the revaluation reserve for that class of asset.

Additions

The cost of an item of property, plant and equipment is recognised as an
asset only when it is probable that future economic benefits or service
potential associated with the item will flow to NZ Lotteries and the cost
of the item can be measured reliably.

Disposals

Gains and losses on disposals are determined by comparing the proceeds
with the carrying amount of the asset. Gains and losses on disposals are
included in the income statement.

Subsequent costs

Costs incurred subsequent to initial acquisition are capitalised only when it is
probable that future economic benefits or service potential associated with
the item will flow to NZ Lotteries and the cost of the item can be measured
reliably.

The costs of day-to-day servicing of property, plant and equipment are
recognised in the income statement as they are incurred.

Depreciation

Depreciation of property, plant and equipment, 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 the shorter
of the economic life or the relevant lease periods as follows:

Gaming computers, associated equipment

and integral software 5 -7 years
Other computer hardware 3 years
Leasehold improvements 1 —6 years
Draw equipment 5 years
Furniture and fittings 10 years
Motor vehicles 4 years
Office equipment 5 years
Building 10 - 50 years

The residual value and useful life of an asset is reviewed, and adjusted if
applicable, at each financial year end.

Revenue and expense recognition

Revenues and corresponding direct expenses for Lotto (including Lotto
Strike and Lotto 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.

Taxation

NZ Lotteries is exempt from income tax by virtue of Section 264 of the

Gambling Act 2003. The following taxes are paid by NZ Lotteries:

e |ottery duty of 6.5 cents in the dollar on GST-inclusive sales;

® Problem gambling levy of 0.20 cents in the dollar on GST-inclusive
sales less prizes payable;

® Goods and services tax charged on lottery sales less related prizes
payable; and

e Fringe benefit tax.
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2. Revenues

30/06/09 30/06/09 30/06/08

Actual Budget Actual
$000 $000 $000
SALES
Lotto, Lotto Strike and Powerball 589,005 502,500 523,933
Instant Kiwi 110,117 112,500 111,196
Keno 25,488 25,000 24,871
Big Wednesday 183,100 130,000 117,960
.. sa|es mdUdmg GST ............................................................................................ 907,710 . [ 770,000 ......... 777]960 .
GST 44,161 38,001 37,680
sa|es eXdUdmg GST ........................................................................................... 863’549 . [ 731’999 ......... 740’980 .
OTHER REVENUE
Telecommunications and terminal maintenance cost recovery 5,334 4,885 5,005
Retailers' establishment fees 480 600 623
Interest 2,728 2,070 2,669
Other B 45 1,478
PSSP . . . . . . . . . 9117 ............ 7600 ............ 9675 .
Tota| Revenues .................................................................................................. 872666 . [ 739599 ......... 749955 .

30/06/09 30/06/09 30/06/08

Actual Budget Actual

$000 $000 $000

Lottery duty 49,924 42,350 42,788
Problem gambling levy 796 684 680
Retailers' commission & MyLotto transaction fees 62,192 53,550 54,412
Prizes paid and payable 466,810 399,219 405,208
Prize reserve account 37,089 28,769 26,789
Ticket costs 4,950 5,400 5,251
Cost of goods sold to retailers 905 - 1,647
622,666 529,972 536,775
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4. Property, Plant and Equipment Depreciation

30/06/09 30/06/09 30/06/08
Actual Budget Actual
$000 $000 $000
The total depreciation charge for each class of assets is as follows:
ON COST
Gaming computers and associated equipment 4,607 4911 4,120
Other computer hardware 419 514 576
Leasehold improvements 223 224 203
Draw equipment 68 67 72
Furniture and fittings 111 110 108
Motor vehicles 202 193 185
Office equipment 107 105 112
5,737 6,124 5,376
ON COST OR VALUATION
Building (Khyber Pass Road, Auckland) 411 411 405
6,148 6,535 5,781
5. Other Expenses
30/06/09 30/06/09 30/06/08
Actual Budget Actual
$000 $000 $000
Audit fees for conducting the external audit 148 148 161
Audit fees for scrutineering lottery draws 128 119 141
Board members' fees 125 148 137
Interest 2 7 7
Premises costs 1,041 1,121 1,016
IT & telecommunications 2,484 2,224 2,332
Other 3,477 3,840 3,898
7,405 7,607 7,682
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6. Cash and Cash Equivalents

30/06/09 30/06/08
$000 $000
Cash and bank balance 16 230
Short term deposits 102,319 89,776
Accrued interest 208 657
102,543 90,663
/. Term Deposits
30/06/09 30/06/08
$000 $000
Term deposits 19,700 —
Accrued interest 78 -
19,778 -
8. Fair Value of Investments
30/06/09 30/06/09 30/06/09 30/06/08 30/06/08 30/06/08
Carrying Fair Purchase Carrying Fair Purchase
amount value yield amount value yield
$000 $000 % $000 $000 %
The fair value of investments
(based on quoted market prices)
together with their maturity terms
and purchase yields are as follows:
On-call 6,269 6,269 3.50% 29,342 29,342 8.25%
Maturing within one year 115,750 115,957 3.73% 67,434 67,427 8.75%
122,019 122,226 3.72% 89,776 89,769 8.63%
Represented in the balance sheet as:
Cash and cash equivalents
— maturities up to
three months from
acquisition date 102,319 102,469 89,776 89,769
Term deposits
— maturities of more
than three months
from acquisition date 19,700 19,757 - -
122,019 122,226 89,776 89,769
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9. Debtors and Other Receivables

30/06/09 30/06/08
$000 $000
Due from retailers for current games 4,776 6,496
Trade receivables 68 168
4,844 6,664
The carrying value of debtors and other receivables approximates their fair value.
30/06/09 30/06/08
$000 $000
Not past due 4,778 6,547
Past due 1-30 days 44 21
Past due 31-60 days 13 29
Past due 61-90 days 9 47
Past due > 91 days - 20
4,844 6,664
10. Inventories
30/06/09 30/06/08
$000 $000
Instant Kiwi ticket stock 1,669 1,892
Other stock 183 843
1,842 2,735

The write-down of inventories held for distribution amounted to $425,654 as at 30 June 2009 (2008: $80,101). There have been no reversals of

write-downs. No inventories are pledged as security for liabilities.
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11. Property, Plant and Equipment

30/06/09 30/06/08

e 000 .....%000

LAND - KHYBER PASS ROAD, AUCKLAND
Valuation 3,300 3,300
Revaluation 450 —

.é arrymgam Oumat end Ofyear .................................................................................................... 3750 ............ 3300 -

BUILDING — KHYBER PASS ROAD, AUCKLAND
Cost or valuation 7,069 7,000
Additions 36 69
Revaluation (1,655) -

Va|u ahon atend Of year ............................................................................................................. 5’450 ............ 7!069 -
Accumulated depreciation at beginning of year 875 470
Depreciation for the year 411 405

- Reva|uat ,On ......................................................................................................................... (.1. 1253) ................. o

Accummated deprec|at|on atend Of year ............................................................................................... 33 .............. 875 -

.(.: arrymgamount at end Of year .................................................................................................... 5417 ............ 6194 -

LEASEHOLD IMPROVEMENTS
Cost at beginning of year 1,016 168
Additions = 863
Disposals 7 ®)

Costatendofyearggg ............ 1'016
Accumulated depreciation at beginning of year 339 137
Depreciation for the year 223 203
Disposals (a7 Q)

Accumu|ateddeprec|at|onatendOfyear545 .............. 339

Carrymgamountatendofyear454 .............. 677

GAMING COMPUTER EQUIPMENT
Cost at beginning of year 31,132 26,890
Additions 35 5,870
Disposals (400) (1,628)

o0 Costat end Ofyear ................................................................................................................. 30'767 .......... 31 '132 -
Accumulated depreciation at beginning of year 9,440 6,930
Depreciation for the year 4,607 4,120
Disposals (394) (1,610)

Accummated deprec|at|on atend Of year .......................................................................................... 1 3’653 ............ 91440 -

Carrymgamount at end Ofyear ................................................................................................... 17114 B coo0000 21692 -

11. Property, Plant and Equipment continued next page ...
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OTHER COMPUTER HARDWARE

Cost at beginning of year 2,310 2,011
Additions 619 302
Disposals (140) ®
Cost at end of year 2,789 2,310
Accumulated depreciation at beginning of year 1,726 1,152
Depreciation for the year 419 576
Disposals (139) )]
Accumulated depreciation at end of year 2,006 1,726
Carrying amount at end of year 783 584

DRAW EQUIPMENT

Cost at beginning of year 666 835
Additions 2 —
Disposals 3 (169)
Cost at end of year 665 666
Accumulated depreciation at beginning of year 472 5562
Depreciation for the year 68 72
Disposals 3) (152)
Accumulated depreciation at end of year 537 472
Carrying amount at end of year 128 194

FURNITURE AND FITTINGS

Cost at beginning of year 1,218 1,124
Additions 6 166
Disposals @1 (72)
Cost at end of year 1,203 1,218
Accumulated depreciation at beginning of year 384 317
Depreciation for the year 111 108
Disposals (20) (4N
Accumulated depreciation at end of year 475 384
Carrying amount at end of year 728 834
MOTOR VEHICLES
Cost at beginning of year 742 687
Additions 327 167
Disposals 261) 112)
Cost at end of year 808 742
Accumulated depreciation at beginning of year 355 267
Depreciation for the year 202 185
Disposals (202) 97)
Accumulated depreciation at end of year 355 355
Carrying amount at end of year 453 387

11. Property, Plant and Equipment continued next page ...
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OFFICE EQUIPMENT

Cost at beginning of year 763 840
Additions 8 49
Disposals (44) (126)
Cost at end of year 727 763
Accumulated depreciation at beginning of year 457 470
Depreciation for the year 107 112
Disposals (40) (125)
Accumulated depreciation at end of year 524 457
Carrying amount at end of year 203 306

WORK IN PROGRESS

Cost at beginning of year - 514

Additions 768 -

Capitalised - (514)
Costatendofyear'?@g ................. o
CarrymgamountatendOfyear768 ................. o
Total property, plant and equipment 29,798 34,168

NZ Lotteries' freehold land and building are stated at their 31 May 2009 valuation as determined by an independent registered valuer, TelferYoung (Auckland)
Ltd, less accumulated depreciation in the case of the building. TelferYoung assessed the current market value as $9.2 million as at 31 May 2009.

There are no restrictions over the title of property, plant and equipment, nor is any property, plant and equipment pledged as security for liabilities.

12. Computer Software

30/06/09 30/06/08
$000 $000
IN USE
Cost at beginning of year 5,545 2,427
Additions 161 3,118
o0 Costat end Ofyear .................................................................................................................. 5’696 ............ 5’545 -
Accumulated amortisation at beginning of year 2,165 1,262
Amortisation for the year 934 903
Accumu|atedamoms atlon 3 aten d of year .............................................................................................. 3’099 ............ Q} 1 65 -
.C.: arrymgamoumat end ofyear .................................................................................................... 2597 ............ 3330 -
WORK IN PROGRESS
Cost at beginning of year - 309
Additions 68 =
Capitalised - (309)
.é arrymgam Ountat end Of year ........................................................................................................ 68 ................. o
Total computer software 2,665 3,380

There are no restrictions over the title of computer software, nor is any computer software pledged as security for liabilities.
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13. Creditors and Other Payables

30/06/09 30/06/08

$000 $000

Moneys received or receivable for games not drawn at balance date 4,331 2,053
Prize liabilities 27,216 42,402
MyLotto player accounts 1,442 632
Trade creditors 12,023 6,437
Payable to the New Zealand Lottery Grants Board 36,781 9,319
Accrued expenses 6,721 9,502
88,514 70,345

Creditors and other payables are non-interest bearing and are normally settled within two months of becoming due. Accordingly, the carrying value of
creditors and other payables approximates their fair value.

Credit facilities
NZ Lotteries has a bank overdraft facility as at 30 June 2009 of $2,000,000 with Westpac Banking Corporation. The interest rate on NZ Lotteries'
bank overdraft facility, if utilised, was 8.75% per annum.

14. Annuity Prize Liabilities

30/06/09 30/06/09 30/06/08 30/06/08

Amounts Fair Amounts Fair
payable value payable value
$000 $000 $000 $000
Short term liabilities 850 850 1,225 1,295
Long term liabilities 2,110 1,862 ), 7 4,576
2,960 2,702 6,960 5,801

15. Prize Reserve Account
30/06/09 30/06/08
$000 $000
Opening balance 22,658 256,226
Amounts transferred based on game sales 37,089 26,789
Interest 3,948 5,499
Unclaimed prizes over twelve months old 14,323 12,459
Transfers to prize pools (45,413) (47,315)
32,605 22,658
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16. Employee Entitlements

30/06/09 30/06/08

$000 $000
Annua”eave577 .............. 543
Long service leave 112 111
589 .............. 654
Currenthabmtlesggg, .............. 604
Long term liabilities 54 50
689 .............. 554

30/06/09 30/06/08

$000 $000
opemngba|ance1,164 ............ 11164
Land revaluation 450 -
1614 ............ 1164

NZ Lotteries' freehold land and buildings have been valued as at 31 May 2009 by an independent registered valuer, TelferYoung (Auckland) Ltd
at $9.2 million, this has increased the asset revaluation reserve by $450,000.

18. Equity

30/06/09 30/06/08

Actual Actual

$000 $000

Retained earnings 40,549 40,549
Asset revaluation reserve 1,614 1,164
42,163 41,713

NZ Lotteries' equity comprises accumulated funds and other reserves.

In the financial statements for the year ended 30 June 2008, the composition of equity was not disclosed. Equity has now been split between retained
earnings and asset revaluation reserve. The comparative figure for asset revaluation reserve relates to the gain on land revaluation when the Khyber Pass
Road building (purchased in 2005) was first valued in May 2006.
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19. Reconciliation of Net Cash Flow from Operating Activities with Net Surplus

30/06/09 30/06/08

$000 $000
Profit after distribution to the New Zealand Lottery Grants Board - -
ADJUSTMENTS FOR NON-CASH ITEMS
Depreciation of property, plant and equipment 6,148 5,781
Amortisation of computer software 934 903
Building revaluation 402 =
CHANGES IN ASSETS AND LIABILITIES
Decrease in receivables for current games 1,720 2,518
Decrease in trade receivables 100 6
Increase in prepayments (1,642 (104)
Decrease in stock 893 avs
Increase in moneys received or receivable for games 2,278 430
Decrease in prize liabilities (15,186) 8,422
Increase in trade creditors 3,803 2,078
Decrease in provisions - (1,091)
Increase in employee entitlements 211 91
Increase in prize reserve account 9,947 (2,568)
INVESTING ACTIVITY ITEMS
Interest receipts (6,676) (8,068)
(Gain) / loss on sale of property, plant and equipment @7) 8
FINANCING ACTIVITY ITEMS
Annuity prize liabilities 201 (116)
New Zealand Lottery Grants Board payables 189,281 166,821
Net cash inflow from operating activities 192,387 165,828

20. Restrictions on Cash and Cash Equivalents, and Term Deposits

30/06/09 30/06/08

Parts of the balance of cash and cash equivalents and term deposits are restricted and may be used only for the payment of prizes.

21. Related Party Information

NZ Lotteries is a wholly owned entity of the Crown, and has entered into a number of transactions with other entities within the Crown on an arms-length
basis. Where those parties are acting in the course of their normal dealings with NZ Lotteries, related party disclosures have not been made for transactions
of this nature.

There were no other related party transactions during the year.
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22. Key Management Personnel Compensation

30/06/09 30/06/08

$000 $000
sa|ar|esandothershomermemp|oyeebenef|t31,978 ............ 11830
Other long term benefits 8 7
1986 ............ 1837

Key management personnel include all board members, the Chief Executive, and the six executives comprising the senior management team.

23. Employee Remuneration

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 NZ Lotteries of all elements of contracted remuneration packages (salaries together with any benefits including motor vehicles,
superannuation scheme contributions made by NZ Lotteries, 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 board

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 board. 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
30/06/09 30/06/08

$100,000 to $109,999 2
$110,000 to $119,999 3
$120,000 to $129,999 6
$130,000 to $139,999 2
$140,000 to $149,999 1
$150,000 to $1569,999 3
$170,000 to $179,999 1
$180,000 to $189,999 =
$210,000 to $219,999 1
$220,000 to $229,999 2 -
1
1

N N

$240,000 to $249,999
$320,000 to $329,999
$350,000 to $369,999 - 1
$410,000 to $419,999 — 1
$440,000 to $449,999 1 =

The employees listed above include the Chief Executive whose remuneration was between $440,000 and $449,999 (2008: $410,000 and $419,999).
During the year, seven people who ceased to be employees received a total of $213,298 as compensation or other benefits in relation to the cessation
of employment (2008: four people $37,604). This information is provided pursuant to section 152, subsection 1(d) of the Crown Entities Act 2004.
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24. Board Members' Fees

30/06/09 30/06/08

$000 $000

Paddy Austin, Deputy Chair to 8 August 2008 3 28
Chris Curley from 8 August 2008 21 -
John Goulter, Chair to 30 April 2009 40 45
Guy Herbert to 28 April 2008 - 18
Laura Humphreys, Deputy Chair 29 23
Judy Kirk, Chair from 1 May 2009 8 -
John Wright 24 23
125 137

30/06/09 30/06/08

$000 $000

LOANS AND RECEIVABLES
Cash and cash equivalents 102,543 90,663
Term deposits 19,778 —
Debtors and other receivables 4,844 6,664
127,165 97,327

FINANCIAL LIABILITIES

Creditors and other payables 88,614 70,345
88,514 70,345

26. Financial Instrument Risks

NZ Lotteries’ activities expose it to a variety of financial instrument risks, including market risk, credit risk and liquidity risk.

Market risk

Fair value interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market interest rates. NZ Lotteries’
exposure to this is limited to its bank deposits which are held at fixed rates of interest.

Credit risk

Credit risk is the risk that a third party will default on its obligation to NZ Lotteries, causing NZ Lotteries to incur a loss. Due to the timing of cash inflows
and outflows, surplus cash is invested with registered banks. NZ Lotteries’ investment policy limits the amount of credit exposure to any one bank.

Liquidity risk
Liquidity risk is the risk that NZ Lotteries will encounter difficulty raising liquid funds to meet commitments as they fall due. In meeting its liquidity
requirements, NZ Lotteries ensures sufficient funds are available by managing investments that mature within specified timeframes.

ANNUAL REPORT 2009

43



27. Events After the Balance Sheet Date

There were no significant events which have had an effect on NZ Lotteries’ financial statements after the balance sheet date.

28. Major Budget Variations

Sales exceeded budget by $137.7 million (17.9%). This occurred mainly as a result of two 'must be won' jackpot runs for Powerball in October 2008,
and for Big Wednesday in June 2009.

Operating expenses exceeded budget by $3.6 million (6.3%). This was due to increased promotion and retail support expenditure and an unbudgeted
loss on revaluation of the Khyber Pass Road building.

The resultant net profit for the year was $189.3 million, 24.1% above budget.
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