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Dr Sally Jo Cunningham

Dr Cunningham joined the Board in January 2004. She is a Senior
Lecturer at Waikato University’s Computer Science Department and
a Research Fellow at the University of Illinois at Urbana-Champaign.
She has served as a national councillor for the New Zealand
Computer Society, and is a Fellow of the NZCS. She has published
more than 90 IT research papers, and presents regularly at
international research conferences.

Guy Herbert

Guy joined the Board in November 2003 and has a professional
background in law, specialising in resource management, local
government and commercial development. He is the proprietor of
hotels in Canterbury and the West Coast. He is also a director of the
Kiwi Education Group, specialising in the recruitment and teaching of
international students, and has served on a number of community
organisations.

Kay McKelvie

Kay joined the Board in November 2000 and is Chair of the
Commission’s Audit and Risk Committee. She has LLB and MBA
degrees from the University of Auckland. Kay is Chair of Waitemata
District Health Board and of Quotable Value, a director of Word
Pictures Ltd - a media production company - and has previously
been Chair of Finance, Auckland City Council, Professional
Standards Director for the Auckland District Law Society and Chair
of Auckland Girls’ Grammar School board of trustees.
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A Winning Future

Over the past year NZLC has achieved a significant turnaround in its performance. High
sales levels and effective cost containment have resulted in improved profitability. At the
same time, solid progress has been made in rebuilding the business to position it to
achieve higher earnings on a sustainable basis.

NZLC’s purpose is to provide safe gaming that allows New Zealanders to play and win and
contribute money to New Zealand communities. Achieving a strong financial result has
allowed us to give more money back to our communities. We were delighted to transfer
$118.45 million to the Lottery Grants Board to fund arts, sporting and community projects
throughout New Zealand, this sum being $10.65 million more than in the previous year.

The excellent sales result was achieved by maximising the potential of the three extremely
large Lotto Powerball jackpots that have highlighted the past year and successfully
implementing other sales, marketing and public relations initiatives.

There were several successful Triple Dip promotions, Keno went from being available once
a day to twice a day, Instant Kiwi was reinvigorated and a second series of “First Division”, a
documentary featuring lottery winners, was screened in autumn with good television
ratings achieved.

Sales for the year were 16.4% above the last financial year at $628.8 million. This was the
result of a record-breaking first six months followed by an above-budget result in the third
and fourth quarters.

Strong sales figures and low operating expenses resulted in NZLC making a profit of
$133.45 million, 24% ahead of last year.

The prize reserve fund has been strengthened during the year with the balance now
standing at $11.75 million, an increase of $5.5 million on the previous year end. These
funds will be deployed carefully to enhance prizes on offer to players over the next year and
beyond.

Sales Performance

The previous sales record for any six-month period in NZLC’s history was $333.7 million
in the six months to 31 December 1998. This was exceeded by $8.8 million (2.6%) in the
six-month period to 31 December 2003.

Lotto Powerball led the way, jackpotting to a ‘Must be Won’ week twice in three
months. A record jackpot of $19 million in September produced massive public
interest and resulted in a record sales week of $28.7 million for all products.

Presiding Member
and Chief Executive’s
Report

Presiding Member
and Chief Executive’s
Report
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The top prize was shared by 14 winners. In December, eleven Division Two winners
shared a $17 million jackpot.

In April 2004, a ticket sold in Kawerau scooped the largest single win in New Zealand
lottery history winning $14.8 million. This story generated huge media interest.

NZLC’s Board responded to Lotto Powerball’s growing popularity by resolving at its
December meeting to change the rules of the Lotto Powerball game. It can now jackpot to
$30 million, up from the $15 million limit previously set in 2002.

Sales of the Lotto family of products, including Lotto Powerball and Lotto Strike, were
19.5% ahead of the previous financial year. A large part of the increase can be attributed to
the big Lotto Powerball jackpots that occurred during the year. Special draws featuring
Triple Dips were also a strong contributor to this result as were a new marketing team, a
restructured sales force, and a sustained public relations effort.

Instant Kiwi’s sales performance improved with sales 5.6% ahead of last year. The focus for
Instant Kiwi has been on increasing the number of ticket streams and supporting these
across more advertising mediums, increasing brand and ticket awareness. Ticket designs
have been made more attractive, and game designs improved, to make playing more
interesting and enjoyable.

Keno customers were given two chances to win each day when, on 10 May 2004, Keno went
from once to twice daily. Draws now take place at 1pm and 6pm. This change has been a
success with sales increasing by about 20% as a result.

During the year, a total of $349.5 million in prizes became payable to winners throughout
New Zealand. The Lotto family made 88 people millionaires, 50 people won cars, 10 won
cars and boats, 30 won home theatre systems, 50 won trips to the Rugby World Cup final
and 10 won Caribbean cruises. Three people became multi-millionaires after winning Lotto
Powerball.

Building for the Future

NZLC’s financial performance over the past year was, by any measure, an exceptional one.
The number of very large Lotto Powerball jackpots we had was statistically abnormal and
cannot be expected to occur each year. In the year under review, we estimate that the
jackpot runs may have added around $50 million to Lotto family sales.

To achieve long-term sustainable growth we must continue to make fundamental changes
to the business.

Several key decisions made this year will, when they come to fruition over the next three
years, place NZLC in a strong position to underpin continued success.

In looking forward we are focussing on four major areas for investment: revitalising Lotto,
developing new games, expanding and optimising NZLC’s retail network and replacing our
gaming system.
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Strengthening Lotto

Although sales of the Lotto family were up on the previous year, average weekly sales of
core Lotto, outside of special promotion weeks and big Powerball jackpot runs, continued
to decline. The need to strengthen the core Lotto game was apparent. In February 2004, the
Board approved a proposal for changes to the game aimed at simplifying and strengthening
Lotto and improving its entertainment value.

The main changes, implemented on 8 August 2004, have involved reverting to a shared First
Division prize pool, a Second Division prize of $20,000 on average, and the removal of the
second Bonus Ball resulting in better prizes for Sixth Division winners and giving a much
better result for all players.

In addition, a new feature of the live Saturday Lotto draw is Lotto’s Winning Wheel. It gives
all players, via a serial number draw, another chance of winning up to a million dollars, or
other substantial cash and non-cash prizes. The prospect of appearing live on the Lotto
draw and spinning to win big prizes has received an enthusiastic response from customers.

To give customers a better game with an improved prize structure it was necessary to
increase the price for the first time in 17 years. The price for a line of Lotto increased from 50
cents to 60 cents a line.

Expanding the Retail Network

Expanding our retail network to bring its reach more in line with overseas lotteries
commenced toward the end of the financial year.

In preparation for the expansion, and the optimisation of the existing retail network, the
sales force was reorganised into a Commercial Operations group. A retail development
team is now responsible for the expansion and refit initiatives whilst a retail support team
works with existing retailers to maximise the potential of our current network.

Retailers have previously had a minimum size requirement of 27 square metres for an outlet. Our
new retail prototype is modular and offers retailers much greater choice in respect of fit out. The
estimated cost of retail refurbishment will be about one-third of the previous cost for each store and
retailers who refurbish by 31 December 2006 will receive a $3,000 financial assistance package.

Replacement Gaming System

In December, the Board gave approval to proceed with a Request for Proposal (RFP) for a
replacement gaming system. A new system is required to ensure NZLC’s products can
continue to be sold through its retail network after the conversion of the
telecommunications data links to the Internet Protocol (IP) standard. In addition, the new
system will provide NZLC with the core functionality necessary for conducting remote
interactive gaming (RIG).

The total cost of the new system is estimated to be about $40 million. To assist with the
funding of the purchase of this system, $15 million of NZLC’s profits for the 2003/2004
year will be retained. This will cover new retailer terminals and central software and
hardware, including customisation. We are in the procurement phase for this system
and have received bids from seven prospective suppliers. The high interest taken by
overseas suppliers gives us confidence we will get a best of breed solution.
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Success in Meeting Key Strategic Objectives

For the year in review, NZLC followed eight key strategies, supported by various business
objectives.

Objectives

Simpler games, more games, more
often

A brand that is all about winning and
the community

Communications that win the hearts
and minds of all our stakeholders

A winning community-based
sponsorship programme

Distribution “anywhere, any time”

Technology “anywhere, any time”

A winning team

Operational efficiency

Assessment

A simplified and strengthened Lotto
game was launched in July 2004. Daily
Keno became Keno Twice Daily on
schedule on 10 May 2004. Instant Kiwi
streams were expanded from eight to
nine.

An organisational identity was developed
and integrated into new retail network
store prototypes for consumer and retail
testing.

Good relationships were established and
maintained with key stakeholders. A new
advertising campaign researched
positively with customers.

Potential new sponsorship partnerships
were reviewed.

A revised retail selection process was
developed and a new retail prototype
trialled in preparation for the expansion
of our retail footprint. A new retail
training programme was developed.

New Gaming System and Management
Information System (MIS) Request for
Proposal (RFP) processes were initiated.
The new systems will be operational in
2006.

The restructure was completed and the
organisation is well placed to deliver on
strategic objectives.

Expenditure as a proportion of sales for
2003/2004 was 6.7% compared to 7.4% in
2002/2003 and 7.7% in 01/02.

88

77

66

55

44

33

22

11
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NZLC believes its performance each year should be measured against similar
organisations in New Zealand and overseas. This section sets out some of that comparative
information.

National Performance Measures

In December each year, Deloitte Touche Tohmatsu provides a measure of the Top 200 New
Zealand companies. Using this analysis, in 2002/2003 NZLC ranked:
• 13th for profits3 (after tax) - $107.9 million4 (6th - $113 million in 2001/2002)
• 47th for turnover - $546.2 million5 (48th - $539.6 million in 2001/2002).

International Performance Measures

Comparing lotteries is a complex business and any comparisons are no more than a guide
to overall performance. Lotteries vary so much 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, that no simple, overall comparison can be
made.

NZLC’s sales must also be viewed in the context of relatively low national spending on
gaming and gambling products. Australia’s per capita expenditure - turnover less winnings
- is more than twice as high as New Zealand’s.

Per Capita Comparisons

La Fleur’s 2004 World Lottery Almanac provides statistical comparisons for most lottery
organisations worldwide. Exchange rate fluctuations effect these rankings because they
are calculated in United States (US) dollars. The New Zealand dollar rose by 19.8% against
the US dollar during the 2003 calendar year. According to the Almanac, NZLC’s sales give it
the following international rankings on a per capita basis:

2003 calendar year Our ranking

Worldwide total sales 79 from 179 (90 from 185 in 2002)

Worldwide Lotto sales 46 from top 100 (53 in 2002)

Worldwide instant sales 65 from top 100 (65 in 2002)

3 Note in the profit comparison that although NZLC does not pay income tax, it paid lottery duty of $30.7 million in 2002/03.
4 The latest Deloitte rankings relate to NZLC’s 2002/03 financial year.
5 The turnover figure is GST inclusive and includes sundry revenue.

BenchmarkingBenchmarking
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Personal Income Comparisons

A comparison with Australian lotteries shows that their prize sizes, number of games
offered, spend per capita and distribution footprint are all greater than our own. For
example, in New Zealand we have an average of 1.59 lottery retailers per 10,000 people
compared with 2.56 retailers per 10,000 people in Queensland6 and 3.5 retailers per 10,000
people in South Australia.

In contrast to New Zealand, most overseas jurisdictions have their Lotto games spread
through the week as opposed to all linked on one day. Despite this, the sales figures above
show that New Zealand is performing to a reasonable level internationally.

In its June 2004 issue, Lottery Business, a quarterly supplement to International Gaming &
Wagering Business magazine, assessed all 39 US State lotteries on a series of
effectiveness and efficiency measures. Instead of the usual per-capita comparisons,
Lottery Business used aggregated personal-income figures for each US State to calculate
the percentage of personal income spent on lottery sales.

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

NZLC ranked as follows for the 2002/2003 financial year:

1. Effectiveness and market penetration measure:

Fiscal 2002/2003 sales as a per cent of US State personal income. NZLC’s comparative
ranking is 12th at 0.579%.

2. Fiscal effectiveness measure:

Fiscal 2002/2003 government revenue as a per cent of US State personal income. NZLC’s
comparative ranking is 14th at 0.176%.

3. Efficiency measure:

Ranked by cents spent to generate one sales dollar in fiscal 2002/2003* NZLC’s
comparative ranking is 24th at 15.1 cents.

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

6 Queensland has a similar population to New Zealand.
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4. Fiscal efficiency measure:

Fiscal 2002/2003 revenue generated for community and government as a per cent of gross
revenue (sales minus prizes)* NZLC’s comparative ranking is 23rd at 68.7%.
* This measure uses gross revenue figures, evening out the effect of lower prize payouts

between lotteries.

Technical notes to the international benchmarking comparison:
• US State personal income figures were for the calendar year 2003.
• US State lotteries revenue and expense results were predominantly for the year to 30

June 2003.
• New Zealand personal income figures were for 31 March 2003. They were slightly

adapted to match the categories used for the US personal income figures.
• NZLC’s revenue and expenses were for the year to 30 June 2003. GST has been treated

as being fully paid to the government. However, NZLC receives credits of approximately
$10 million because of the GST it pays on services from its suppliers. These credits
have been treated as being ultimately paid to the government by those suppliers.
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Statement of Intent Actual
2003/2004 2003/2004

Financial Performance Targets

a) Total sales (GST inclusive) $542.1 m $628.8 m

b) Net profit $103.2 m $133.5 m

c) Ratio of net profit to sales 19.0% 21.2%

d) Paid to NZ Lottery Grants Board $103 m $118.5 m

Other Performance Measures

a) Annual per capita sales for adults $183 $205
16 and over (GST inclusive)

b) Share of retail spending* 1.5% 1.7%

Capital expenditure $4.5 m $2.7 m

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

The following table compares our performance in 2003/2004 against the figures in the
statement of intent for that year.

NZLC exceeded all its projected financial objectives for the 2003/2004 financial year. Sales of
$628.8 million were $86.8 million above budget for reasons detailed in the Presiding
Member and Chief Executive’s Report. Our transfer to the New Zealand Lottery Grants
Board also exceeded its target.

* NZLC uses the Department of Statistics’ retail spending index (excluding automobiles and automobile products).

Comparison with
Statement of Intent
Comparison with
Statement of Intent
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Corporate Citizen and Integrity Performance Measures

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

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

Not fully achieved: The Lotto draw 872, on Saturday 13 March, occurred as normal at
8:00pm. However, technical problems meant there was a delay in confirming the final
results from this draw. As a consequence, the Guaranteed Millionaire draw did not take
place until 3.15am on Sunday 14 March. The full official results were released in the normal
manner shortly afterwards.

For Lotto draw 883, on Saturday 29 May, the Lotto Powerball draw was delayed due to a
technical error. The standard Lotto draw was conducted on time. However, the Lotto
Powerball draw was televised live at the rescheduled time of 8:31pm.

On both occasions, Audit New Zealand and Department of Internal Affairs’ scrutineers were
present throughout the process until completion, and signed off the official draw certificate.

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

Achieved: During the 2003/2004 year, the Commission committed no offences against the
Gaming and Lotteries, Fair Trading, Commerce, and Consumer Guarantees Acts.

To have no complaints about NZLC’s advertising upheld by the Advertising Standards
Complaints Board.

Achieved: No complaints about the Commission’s advertising were upheld by the
Advertising Standards Complaints Board during 2003/2004.
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NZLC’s key financial objectives for the 2004/2005 financial year are:

• to achieve gross sales of $602 million (estimated to represent 1.6% of retail

spending*)

• to achieve a net surplus of $119.3 million (being 19.8% of gross sales)

• to transfer $114 million to the New Zealand Lottery Grants Board

• to hold NZLC’s expenditure to its budget of $43.4 million.

* Excluding automobiles and automobile products.

Business Strategies

Key business strategies established in 2003/2004 have been reviewed and refined as
follows:

Products and Customers
• Attract more players by simplifying and strengthening the appeal of our games.
• Create more opportunities for our customers to play and win, taking into account the

new Gambling Act environment with its focus on harm minimisation.

Distribution
• Develop a flexible, cost-effective retail model that meets the needs of a changing

population.
• Develop the ability to offer products electronically when desired by customers and

when available through our new gaming system.

Technology
• Ensure that our gaming system is capable of delivering our products cost-effectively

and reliably through an expanded distribution network.
• Develop our technology roadmap for the future - interactive games, interactive

channels and improved business processes.

Organisational Identity
• Implement a new organisational identity and brand into the market place successfully.
• Strengthen public perception that all NZLC products offer the opportunity to win prizes,

that the proceeds are used to enhance the New Zealand way of life and that NZLC
games are conducted with total integrity.

Key Objectives
for 2004/2005
Key Objectives
for 2004/2005
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Winning Team
• Promote teamwork and success.
• Enable effective delivery of products and support mechanisms.
• Encourage effective capture of market innovations.

Operational Efficiency and Processes
• Strengthen our focus on cost management to improve operational efficiency and drive

down costs.

Connecting With Stakeholders
• Raise awareness of the benefits arising for the community from our profits.
• Improve the quality of our communications with our customers, retailers, staff,

government and associated political and industry stakeholders.
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New Zealand Lotteries Commission
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The New Zealand Lotteries Commission’s Annual Report is prepared according to the
provisions of the Gambling Act 2003 and the Public Finance Act 1989.

The Commission’s management is responsible for the preparation of the Commission’s
annual financial statements and for the judgements used in their preparation.

The Commission’s management has maintained a system of internal control that has been
designed to provide reasonable assurance about the integrity and reliability of the financial
reports.

In the opinion of the Commission’s management, the annual financial statements fairly
reflect the financial position and operations of the New Zealand Lotteries Commission.

John Goulter DCNZM, JP Trevor Hall
Presiding Member Chief Executive

24 September 2004 24 September 2004

Management
Statement
Management
Statement
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Report of the
Auditor General
Report of the
Auditor General

To the Readers of
the New Zealand Lotteries Commission’s

Financial Statements

For The Year Ended 30 June 2004

The Auditor-General is the auditor of The New Zealand Lotteries Commission. The
Auditor-General has appointed me, John O’Connell, using the staff and resources of
Audit New Zealand, to carry out the audit of the financial statements of the New Zealand
Lotteries Commission, on his behalf, for the year ended 30 June 2004.

Unqualified opinion

In our opinion the financial statements of the Commission on pages 29 to 43:
• comply with generally accepted accounting practice in New Zealand; and
• fairly reflect:

- the New Zealand Lotteries Commission’s financial position as at 30 June 2004;
- the results of its operations and cash flows for the year ended on that date; and

The audit was completed on 24 September 2004 and is the date at which our opinion is
expressed.

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

Basis of opinion

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

We planned and performed our audit to obtain all the information and explanations we
considered necessary in order to obtain reasonable assurance that the financial
statements did not have material misstatements, whether caused by fraud or error.
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Material misstatements are differences or omissions of amounts and disclosures that
would affect a reader’s overall understanding of the financial statements. If we had found
material misstatements that were not corrected, we would have referred to them in the
opinion.

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

Audit procedures generally include:
• determining whether significant financial and management controls are working and

can be relied on to produce complete and accurate data;
• verifying samples of transactions and account balances;
• performing analyses to identify anomalies in the reported data;
• reviewing significant estimates and judgements made by the Commission;
• confirming year-end balances;
• determining whether accounting policies are appropriate and consistently applied; and
• determining whether all financial statement disclosures are adequate.

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

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

Responsibilities of the Commission and the Auditor

The Commission is responsible for preparing financial statements in accordance with
generally accepted accounting practice in New Zealand. Those financial statements must
fairly reflect the financial position of the New Zealand Lotteries Commission as at 30 June
2004. They must also fairly reflect the results of its operations and cash flows for the year
ended on that date. The Commission’s responsibilities arise from the Public Finance Act
1989 and the Gambling Act 2003.

We are responsible for expressing an independent opinion on the financial statements and
reporting that opinion to you. This responsibility arises from section 15 of the Public Audit
Act 2001 and section 43(1) of the Public Finance Act 1989.
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Independence

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

In addition to the audit, Audit New Zealand acts as scrutineer for all the Lotto products,
Daily Keno games and Instant Kiwi products. Audit New Zealand also carried out a follow
up review of the information systems capability and vulnerability review and a tax
compliance review, which are compatible with those independence requirements.

Other than the audit and these assignments, we have no relationship with or interests in
the Commission.

John O’Connell

Audit New Zealand

On behalf of the Auditor-General

Wellington, New Zealand
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Statement of Movements In Equity
For the year ended 30 June 2004

30/6/04 30/6/04 30/6/03
Budget

$000 $000 $000

Net surplus for the year after distribution to
the New Zealand Lottery Grants Board 15,000  218  68

Total recognised revenues and expenses for the year 15,000  218  68

Movements in equity for the year 15,000  218  68
Equity at the beginning of the year 7,910 7,496 7,842

Equity at the end of the year 22,910 7,714 7,910

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

Statement of Financial Performance
For the year ended 30 June 2004

30/6/04 % of 30/6/04 % of 30/6/03 % of
Sales Budget Sales Sales

NOTE $000 $000 $000

Sales (including GST) 2 628,819 100.0% 542,065 100.0% 539,880 100.0%
Cost of sales 3 461,399 73.4% 401,756 74.1% 398,873 73.9%

167,420 26.6% 140,309 25.9% 141,007 26.1%
Other revenue 4 7,888 1.3% 6,027 1.1% 6,295 1.2%

175,308 27.9% 146,336 27.0% 147,302 27.3%
Operating expenses 5 41,858 6.7% 43,118 8.0% 40,053 7.4%

Net surplus after operating expenses 133,450 21.2% 103,218 19.0% 107,249 19.9%
Revaluation of land and building - -  - -  619 0.1%

Net surplus 133,450 21.2% 103,218 19.0% 107,868 20.0%
Distribution to the
New Zealand Lottery Grants Board 118,450 18.8% 103,000 19.0% 107,800 20.0%

Net surplus after distribution to
the New Zealand Lottery Grants Board 15,000 2.4%  218 -  68 -

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

Financial
Statements
Financial
Statements
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Statement of Financial Position
As at 30 June 2004

30/6/04 30/6/04 30/6/03
Budget

NOTE $000 $000 $000

ASSETS EMPLOYED
Investments 8 73,814 25,996 30,025
Current assets 9 4,870 4,200 6,576
Fixed assets 10 9,158 10,697 8,637

Total assets employed 87,842 40,893 45,238

FUNDS EMPLOYED
Current liabilities 11 51,988 27,000 29,906
Prize reserve account 12 11,750 4,929 6,198
Long term liabilities 13 1,194 1,250 1,224
Equity 22,910 7,714 7,910

Total funds employed 87,842 40,893 45,238

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

John Goulter DCNZM, JP Trevor Hall
Presiding Member Chief Executive

     24 September 2004
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Statement of Cash Flows
For the year ended 30 June 2004

30/6/04 30/6/04 30/6/03
Budget

NOTE  $000  $000  $000

CASH FLOWS FROM OPERATING ACTIVITIES
Cash was provided from:
Sale of game tickets 603,211 515,591 516,133
Interest received 4,004 2,158 2,549
Other receipts 5,699 4,838 5,488

Cash was applied to:
Prize payments 344,971 304,856 299,649
Lottery duty 34,466 29,814 30,732
Franchised retailers’ commission 44,479 37,944 38,023
Other payments 37,737 44,510 41,290
Net GST paid  643  -  94
Payments to the New Zealand Lottery Grants Board 105,800 105,000 105,000

Net cash inflow from operating activities 15 44,818  463 9,382

CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided from:
Sale of fixed assets 191  100  41

Cash was applied to:
Purchase of fixed assets 2,590 4,500 1,561

Net cash outflow from investing activities (2,399) (4,400) (1,520)

Net increase in cash held 42,419 (3,937) 7,862
Cash balance at the beginning of the year 30,128 29,983 22,266

Cash balance at the end of the year 72,547 26,046 30,128

Reconciliation of the cash balance at the end of the year with Statement of Financial Position items

30/6/04 30/6/04 30/6/03
Budget

 $000  $000  $000

Bank and cash deposits 839  -  108
Cash book overdraft (2,106)  50  (5)
Investments 73,814 25,996 30,025

Cash balance at the end of the year 16 72,547 26,046 30,128

The accompanying notes form part of this statement and should be read in conjunction with it.
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Statement of Commitments
As at 30 June 2004

30/6/04 30/6/03
 $000  $000

Capital commitments approved and contracted  240  -

Non-cancellable operating lease commitments payable:
Not later than one year 329  338
Later than one year and not later than two years  329  338
Later than two years and not later than five years 136  478

 794 1,154

Other non-cancellable contracts
Not later than one year 3,938 4,474
Later than one year and not later than two years 2,205 2,079
Later than two years and not later than five years 1,361 6,240

7,504 12,793

Total commitments 8,538 13,947

The Commission has a non-cancellable operating lease for its Auckland office. The existing lease runs
until December 2006 with a renewal option of a further three years. The annual rental and an estimated
share of expenses is $329,000. This operating commitment is included in the above table.

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

Statement of Contingent Liabilities
As at 30 June 2004

There were no significant contingent liabilities at either 30 June 2004 or 30 June 2003.
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Notes to the Financial Statements

1. Statement of accounting policies

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 Public Finance Act 1989.

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

Budget figures
The budget figures are those approved prior to the beginning of the financial year by the Minister of
Internal Affairs.

Employee entitlements
Provision is made in respect of the liability for annual and long-service leave on an actual entitlement
basis.
In addition provision is made for future long-service leave entitlements based on the portion of those
entitlements that relates to periods of service up to the end of the financial year. The liability is based on
current rates of pay and includes superannuation contributions if applicable.

Financial instruments
The most significant financial instrument transactions entered into by the Commission relate to invest-
ments which include on-call funds, bank bills and government stock.
Investments are recorded at cost, adjusted in the case of government stock by the amortisation of any
premium or discount included in the purchase price. Interest is recognised as income on the accrual
basis.
Interest on investments relating to unpaid prizes and the prize reserve account is credited direct to the
prize reserve account. Interest on other investments is credited in the Statement of Financial Perform-
ance.
The value of investments held fluctuates as changes in market interest rates occur. However, as the
Commission is primarily a short-term investor, the extent of such fluctuations in value is limited.
The Commission’s policy is to restrict its investments to instruments issued or guaranteed by either the
New Zealand government or registered New Zealand banks. Although investments are normally held to
maturity, they are readily marketable and therefore may be regarded as liquid assets.
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Fixed assets and depreciation
All fixed assets are initially recorded at cost. The net current value of the land and building is assessed by
an independent valuer every three years and the book values adjusted accordingly. Depreciation of fixed
assets, other than freehold land which is not depreciated, is calculated on a straight line basis so as to
allocate the cost of the assets, or the revalued amount, over their estimated useful lives as follows:

Gaming computers and associated equipment ................. 2 - 5 years
Personal computers and associated equipment .................... 3 years
Leasehold improvements ....................................................... 5 years
Draw equipment ....................................................................  5 years
Furniture and fittings ............................................................ 10 years
Motor vehicles .......................................................................  4 years
Office equipment ...................................................................  5 years
Building
- Structure 25 years
- Services ............................................................................. 15 years
- Fitout ................................................................................... 8 years

Goods and Services Tax ( GST )
All items in the financial statements are exclusive of GST, with the exception of amounts due from
retailers for current games, trade receivables, moneys received or receivable for games not drawn at
balance date and trade creditors.

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

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

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

Statement of cash flows
Cash means cash balances on hand, held in bank accounts, demand deposits and other highly liquid
investments in which the Commission invests as part of its day-to-day cash management.
Cash flows from operating activities include cash received from all income sources of the Commission
and cash payments made for the supply of goods and services and to the New Zealand Lottery Grants
Board.
Investing activities are those activities relating to the acquisition and disposal of non-current assets.
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Taxation
The Commission is exempt from income tax by virtue of Section 264 of the Gambling Act 2003.
The Commission pays the following taxes:
• lottery duty of 5.5 cents in the dollar on GST-inclusive sales
• goods and services tax
• fringe benefit tax

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

2. Sales

30/6/04 30/6/04 30/6/03
Budget

 $000  $000  $000

Lotto, Lotto Strike and Powerball 512,523 430,035 428,983
Instant Kiwi 94,233 90,720 89,259
Keno 22,063 21,310 21,638

Sales including GST 628,819 542,065 539,880
GST 31,632 26,473 26,456

Sales net of GST 597,187 515,592 513,424

From 10 May 2004 Keno draws have been conducted twice daily for seven days per week. Prior to that date
the draws were conducted once daily seven days per week (once daily for five days per week prior to 7
August 2002).

3. Cost of sales

30/6/04 30/6/04 30/6/03
Budget

 $000  $000  $000

GST 31,632 26,473 26,456
Lottery duty 34,585 29,814 29,693
Franchised retailers’ commission 44,081 37,944 37,792
Prizes paid and payable 333,656 292,313 286,601
Prize reserve fund 13,614 11,493 14,607
Ticket costs 3,831 3,719 3,724

461,399 401,756 398,873



N E W  Z E A L A N D  L O T T E R I E S  C O M M I S S I O N36

4. Other revenue

30/6/04 30/6/04 30/6/03
Budget

 $000  $000  $000

Telecommunications and terminal maintenance cost recovery 3,928 3,840 3,701
Franchise fees 1,302 1,008 1,021
Interest 2,237  540 1,175
Other  421  639  398

7,888 6,027 6,295

5. Operating expenses

30/6/04 30/6/04 30/6/03
Budget

 $000  $000  $000

Operating expenses include :
Audit fees for conducting the external audit 78  73  73
Audit fees for scrutineering lottery draws 72  71  100
Audit fees for other services 23  -  -
Commission members’ fees 101  112  106
Depreciation of fixed assets 2,096 2,283 3,157
Interest  10  3  3
Leasing and renting costs 204  226  213

The total depreciation charge for each class of assets for the year is as follows:

30/6/04 30/6/03
$000 $000

On cost:
Gaming computers and associated equipment 1,048 2,176
Personal computers and associated equipment  329  322
Leasehold improvements  114  113
Draw equipment  38  44
Furniture and fittings  40  32
Motor vehicles  178  169
Office equipment  93  90
Building additions (Cambridge Terrace, Wellington) 15  -

1,855 2,946
On valuation:
Building (Cambridge Terrace, Wellington) 241  211

2,096 3,157
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6. 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 the Commission of all elements of contracted remunera-
tion packages (salaries together with any benefits including motor vehicles, superannuation scheme
contributions made by the Commission, and fringe benefit tax).
The information below reflects the amount actually paid, or, in the case of benefits, actually provided
during the year.
The remuneration package for the Chief Executive is set in accordance with the terms of the contract of
employment, which is negotiated by the Commission in consultation with the State Services Commission.
The remuneration of other senior executives is set by the Chief Executive in consultation with the
Remuneration Committee of the Commission. In setting compensation for all executives, market
information for similar management positions within the full range of New Zealand businesses is
assessed. The information used for this purpose includes benchmark compensation indicators contained
in the results of surveys conducted by employment and remuneration specialists.

Total remuneration Number of employees
30/6/04 30/6/03

$100,000 to $109,999  3  4
$110,000 to $119,999 1  1
$120,000 to $129,999  3  1
$130,000 to $139,999 1  1
$140,000 to $149,999 2  -
$150,000 to $159,999 -  1
$170,000 to $179,999 1  1
$180,000 to $189,999 -  -
$190,000 to $199,999 -  -
$200,000 to $209,999 -  -
$210,000 to $219,999 -  -
$220,000 to $229,999 1  1
$240,000 to $249,999 -  4
$260,000 to $269,999  -  1
$270,000 to $279,999 1  -

The employees listed above include the Chief Executive whose remuneration for the year fell within the
$270,000 to $279,999 range. In the previous financial year, the remuneration of the Chief Executive, who
was employed from 10 February 2003, was less than $100,000. The former Chief Executive’s remuneration
in that financial year fell within the $240,000 to $249,999 range.

During the year, nine persons who ceased to be employees received a total of $145,183 as compensation
or other benefits in relation to the cessation of their employment. This information is provided pursuant to
the Gambling Act 2003 (schedule 4, section 44).
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7. Commission members’ fees

30/6/04 30/6/03
$000  $000

John Goulter, Presiding Member from 24 October 2003 29  -
Kerry Marshall, Presiding Member to 23 October 2003  11  34
Charles Chauvel, Deputy Presiding Member 19  19
Sally Jo Cunningham  7  -
Guy Herbert  11  -
Sue Driver to 23 October 2003  7  19
Kay McKelvie 17  17
Richard Yates -  17

101  106

8. Investments

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

30/6/04 30/6/04 30/6/04 30/6/03 30/6/03 30/6/03
Carrying Fair Purchase Carrying Fair Purchase

amount value Yield amount value Yield
$000  $000 %  $000  $000 %

On-call 4,623 4,623 5.75% 1,313 1,313 4.7%
Maturing within 1 year 69,191 69,163 6.04% 28,712 28,709 5.5%

73,814 73,786 6.03% 30,025 30,022 5.5%

30/6/04 30/6/03

The weighted average effective interest rates were 6.03% 5.82%

9. Current Assets

30/6/04 30/6/03
 $000  $000

Bank and cash deposits 839  108
Due from retailers for current games 680 4,056
Trade receivables  65  59
Accrued interest 226  185
Prepayments 1,565 1,267
Instant Kiwi ticket stock 1,392  719
Stock 103  182

4,870 6,576
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10. Fixed assets

Gross Accumulated Book Value Gross Accumulated Book Value
Depreciation Depreciation

30/6/04 30/6/04 30/6/04 30/6/03 30/6/03 30/6/03
$000  $000  $000  $000  $000  $000

At cost :
Gaming computers and associated equipment 19,278 17,868 1,410 18,069 16,841 1,228
Personal computers and associated equipment 1,398 1,088  310 1,696 1,177  519
Leasehold improvements 1,988 1,717  271 1,948 1,606  342
Draw equipment 1,046  956  90 1,007  918  89
Furniture and fittings 1,504 1,192  312 1,322 1,198  124
Motor vehicles 749  233  516  681  393  288
Office equipment 1,353 1,197  156 1,464 1,328  136
Building additions (Cambridge Terrace, Wellington) 247  15  232  37  -  37

27,563 24,266 3,297 26,224 23,461 2,763

At valuation :
Land (Cambridge Terrace, Wellington) 1,000  - 1,000 1,000  - 1,000
Building (Cambridge Terrace, Wellington) 4,222  302 3,920 4,222  60 4,162

5,222  302 4,920 5,222  60 5,162
Work in progress :
Gaming computers and associated equipment 908  - 908 10  - 10
Personal computers and associated equipment 5  - 5 99 - 99
Leasehold improvements -  - - 10 - 10
Draw equipment 28  - 28 - - -
Furniture and fittings -  - - 177 - 177
Motor vehicles -  - - 91 - 91
Office equipment -  - - 99 - 99
Building -  - - 226 - 226

941  - 941 712 - 712

33,726 24,568 9,158 32,158 23,521 8,637

The Commission’s freehold land and building are stated at their 31 March 2003 valuation as determined by
an independent registered valuer, TelferYoung (Wellington) Ltd, less accumulated depreciation in the case
of the building. TelferYoung have assessed the current market value as $5.25 million as at 31 March 2003
($5.10 million as at 31 March 2000). The valuers have confirmed that the 31 March 2003 valuation
remained current as at 30 June 2004.

The government valuation of the land and building at 1 September 2003 was $5.60 million comprising land
($1.175 million) and improvements ($4.425 million).
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11. Current liabilities

30/6/04 30/6/03
$000  $000

Cash book overdraft (unsecured) 2,106  5
Moneys received or receivable for games not drawn at balance date 2,677 1,387
Prize liabilities 16,790 16,908
Trade creditors 3,027 3,511
Payable to Lottery Grants Board 15,450 2,800
Accrued expenses 9,250 4,867
Provision 2,238 16
Employee entitlements 450  412

51,988 29,906

Credit Facilities
The Commission had a bank overdraft facility as at 30 June 2004 of $2,000,000 with Westpac Banking
Corporation.
The interest rate on the Commission’s bank overdraft was 7.45% per annum.
There were also payroll and general letter of credit facilities amounting to $203,000 with Westpac Banking
Corporation.

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

30/6/04 30/6/03
$000  $000

Provision at the beginning of the period 16  12
Additional provision made during the period * 2,238  16
Charged against the provision for the period  (16)  (12)

Provision at the end of the period 2,238  16

* These costs relate to a substantial reorganisation of the Commission’s franchised outlets which is to be
completed by 31 December 2006.

12. Prize reserve account

30/6/04 30/6/03
$000  $000

Opening balance 6,198 1,117
Amounts transferred based on game sales 13,614 14,607
Interest 1,808 1,387
Unclaimed prizes over twelve months old 9,019 10,418
Transfers to prize pools (18,889) (21,331)

11,750 6,198
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13. Long term liabilities

30/6/04 30/6/03
$000  $000

Prize liabilities * 1,149 1,198
Employee entitlements  45  26

1,194 1,224

* This represents the discounted value of amounts payable one year or more after balance date to prize-
winners in two Instant Kiwi games.

14. Employee entitlements

30/6/04 30/6/03
$000  $000

Annual leave  401  342
Long service leave  94  96

Total  495  438

Current liabilities  450  412
Long term liabilities  45  26

Total   495  438
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15. Reconciliation of net cash flow from operating activities with net surplus

 30/6/04 30/6/03
  $000  $000

Net surplus after distribution to the New Zealand Lottery Grants Board 15,000  68
Add non-cash items:
Depreciation of fixed assets 2,096 3,157
Revaluation of land and building  -  (619)
Add (deduct) movements in working capital items:
Decrease in receivables for current games 3,376 1,764
Increase in trade receivables  (5)  64
Increase in accrued interest   (41)  (13)
Increase in prepayments   (298)  (193)
Increase in stock   (594)  934
Increase in moneys received or receivable for games  1,290  345
Decrease in prize liabilities  (167) (1,626)
Increase in trade creditors 6,155 (2,480)
Increase in payables to New Zealand Lottery Grants Board 12,650 2,800
Decrease in employee entitlements (131)  (57)
Increase in prize reserve account 5,552 5,081

Less item classified as investing activity :
Loss on sale of fixed assets (65)  157

Net cash inflow from operating activities 44,818 9,382

16. Restrictions on cash and investments

30/6/04 30/6/03
$000  $000

The total restricted amount was: 27,785 23,303

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

Minter Ellison Rudd Watts have been the principal legal advisors to the Commission since its inception. Mr
Charles Chauvel, a partner in Minter Ellison Rudd Watts, was appointed a Commission Member on 24
October 2000. On his appointment Mr Chauvel arranged for internal procedures to be put in place within
Minter Ellison Rudd Watts to ensure his separation for the term of his appointment from any further legal
work undertaken by his firm for the Commission. He also notified the Commission of his intention to
abstain from any discussion or vote as to the provision of legal services to it. In the twelve months to 30
June 2004 Minter Ellison Rudd Watts provided legal services on normal commercial terms to the
Commission at a cost of $293,821 ($278,496 for the twelve months to 30 June 2003).
There were no other related party transactions.

18. Major budget variations

Sales for the year were 16% above budget. This was achieved mainly as a result of Lotto Powerball’s three
jackpotting runs in September, December and April, supported by special promotional draws, an extra
draw for New Year’s Eve and an improved performance by Instant Kiwi. Keno sales exceeded budget
following its extension to a twice per day game. Operating costs were 3% below budget in total, due mainly
to savings in the promotional area. As a result of the sales performance and savings against budgeted
operating costs the net surplus exceeded budget by 29%.
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