
COLORADO LOTTERY COMMISSION

Minutes of Meeting

December 8, 2004


The Meeting (via videoconference and conference call) was called to order by Chair Acree at 9:11 a.m. on December 8, 2004 at the Denver Lottery office.  Present at the Denver Lottery office were Chair Micheal Acree; Vice-Chair Timothy Bachicha by conference call; Commissioner Joan Ringel; Commissioner Shephen Hess by conference call; Department of Revenue Executive Director Michael Cooke; Lottery Director Peggy Gordon; Deputy Director Tom Kitts; Security Director Robert Sexton; Deputy Attorney General Maurice Knaizer; Brent Voge with the Department of Revenue; Paul Louderman of Karsh and Hagan Communications; and members of the Lottery staff.  Present in the Pueblo Lottery office were Kathy Jump of GTECH; and members of the Lottery staff.  Commissioner Betty Martinez was out of the country.


Chair Acree inquired if there were any comments, additions or corrections to the Minutes of the Public Hearing and Meeting on November 10, 2004.  Commissioner Bachicha requested the addition of attendees’ names from the Pueblo Lottery office in the Minutes of the Public Hearing.  Following this change, Commissioner Bachicha made a motion to approve the Minutes of the Public Hearing and Meeting minutes on November 10, 2004.  The motion was seconded by Commissioner Ringel and passed unanimously.


The next item on the Agenda that Chair Acree called for was the presentation of the unaudited Financial Statement for three months ended September 30, 2004.  Accountant Deb Marroney stated sales for the month ending September 30, 2004 were $34.0 million.  Scratch sales were $21.9 million.  Lotto and Cash 5 were $3.1 million and $1.2 million, respectively.  Powerball and PowerPlay sales were $5.8 million and $2.0 million, respectively.  She reported the Administrative cost percentage through the month of September was at 7.4 percent, compared to the same time period of fiscal year 2004 at 8.2 percent.  She also reported the prize expense for Scratch games through the month of September 2004 was 65.44 percent after the write-off of Scratch Game No. 220, which dropped $30,394 to the bottom line.  To date, for FY05, the Lottery has dropped a total of $668,401 to the bottom line from the write-off of Scratch games.  The total prize expense percentage payout for all games through September 30, 2004 was 59.33 percent compared to 55.47 percent a year ago.  Distributions to date for FY05 are at $25.4 million compared to FY04 at $28.0 million.  Sales have increased by $4.9 million, while game costs have increased by approximately $7.8 million.  Operating expenses have decreased by $472,404, but other revenue decreased by $60,761. She further stated that as of September 30, the Lottery had achieved 99.25 percent of its year-to-date sales goal of $98.9 million.  Distributions for the first quarter totaled $25.4 million.  GOCO received $12.7 million, Conservation Trust Fund received $10.2 million and $2.5 million went to the Division of Parks and Outdoor Recreation.


Chair Acree inquired if there were any questions from the Commission.  Commissioner Bachicha inquired why game costs continue to rise.  Ms. Marroney stated that the game costs are not really rising, but last year they were significantly lower due to the Lotto jackpot reversion in August.


Chair Acree called for ‘Decision’ item, Approval of Prize Structures for Scratch games, presented by Product Manager Lee Burnett.  Mr. Burnett presented the Scratch game, 5 Card Draw, Game No. 297.  He reviewed the prize structure for the $1 game.  Mr. Burnett reviewed game features including prize levels, prize percentage payouts, number of times a player can win on a ticket, number of tickets ordered and the projected launch date of the game.  The next game for approval was Poker Showdown, Game No. 298.  Mr. Burnett reviewed the game features of the $3 game, including prize levels, prize percentage payouts, number of times a player can win on a ticket, number of tickets ordered and the projected launch date.  The next game for approval was Championship Poker, Game No. 299, which is a $10 game.  This game is poker with a multiplier.  Mr. Burnett reviewed game features including prize levels, prize percentage payouts, number of times a player can win on a ticket, number of tickets ordered and the projected launch date of the game.  The next game for approval was Star Wars, Game No. 301, a $2 game.  The Star Wars game does have a licensing fee, which equals 2 percent of sales.  The projected license fee is between $85,000 and $90,000.  This game will coincide with episode three of the George Lucas movie sequel, Star Wars, which will be released on May 15, 2005.  The game was presented by Oberthur Gaming, and the Lottery believes this is an excellent opportunity to market this game at retail to Star Wars fans.  Research will be done over the Internet to gather information about the players of this particular game for future product development.  Mr. Burnett inquired if there were any questions.  Commissioner Hess commented on the symbols on the ticket not relating to the Star Wars concept.  Mr. Burnett stated that the artwork had not arrived from Oberthur Gaming when he compiled this information for this Commission meeting.  These symbols will be changed.  Commissioner Hess went on to inquire about the prize structure payout column being highlighted in green on each game’s spreadsheet.  Mr. Burnett stated that this is just a visual reminder when applying the rules on the ticket.  Commissioner Hess added that the cover art on the Star Wars ticket should read, ‘Win up to $20,000.’  The dollar sign was omitted in the sample.  Commissioner Ringel asked if the licensing fee was typical when using a previously used name.  Mr. Burnett stated that there are trademarks and proprietary holds on using names on licensed properties, usually at 1 or 2 percent.  Commissioner Hess asked whether the Lottery has ever run a comparison on sales of licensed proprietary tickets versus tickets where the agency does not pay license fees.  Mr. Burnett has done this with some licensed games.  Licensed games associated with movies tend to index higher than other licensed products.  He further explained that there are restrictions on Star Wars, so the game could not be launched prior to four weeks before the movie.  Commissioner Bachicha commented that on the game Championship Poker, Game No. 299, the prize payout is 72 percent, which is higher than the others.  He asked if this was tied back to the cost of the ticket.  Mr. Burnett confirmed that this was the case.  This is common on $10 games.  There are no license fees with the poker games.  Commissioner Bachicha inquired if there is a possibility that there are any infringements on Championship Poker.  Mr. Burnett stated that Oberthur Gaming had their legal council research this and the Lottery is confident that it is not trademarked.  Commissioner Bachicha asked how many other states are using poker-oriented tickets.  Mr. Burnett stated that New Hampshire, Ohio and Kentucky are on their second printing of these games.  Commissioner Ringel inquired if this game could have been out on the market sooner if the Lottery did not have to go through the lengthy rule-making process.  Mr. Burnett said that it would and Deputy Director Tom Kitts concurred.  Chair Acree inquired if there were any more questions or comments.  There were none.  Chair Acree made a motion to approve prize structures on Games Nos. 297, 298, 299, and 301.  Commissioner Ringel seconded the motion.  These game structures passed unanimously.


Chair Acree called for the first ‘Information’ item, Performance Audit Update, presented by Deputy Director Tom Kitts.  Mr. Kitts stated that most of the items on the status spreadsheet have been completed, but that does not mean the work has ceased on these items.  The Marketing Plan, Recommendation No. 2, has become a more comprehensive measure of the Lottery’s future goals.  Already work is being done on the Plan for the next fiscal year.  Even though this will not be in effect until July 1, 2005, there are objectives that require lead-time to accomplish.  Recommendation No. 3 addressed more documented supervision of the sales staff.  An additional District Supervisor has been assigned and Performance Plans have been revised to more specifically address optimum sales.  This supervisor position was added from within the Lottery.  Another issue that the State Auditors reviewed was the Commission Awards Program for the sales representatives.  The Lottery has worked with the Department of Personnel on this and an analyst is meeting with Lottery staff later this week to discuss it further.  The Marketing Performance Program, for retailers earning a half percent bonus for merchandising our product, was to be evaluated.  Beginning January1, a separate group other than sales reps will be deployed to visit retailers to determine compliance with their agreement with the Lottery.  Security has done an outstanding job of meeting standards with our Fleet vehicles.  All staff assisted with permanent budget cuts.  Chair Acree inquired if there were any questions.  There were none.


Chair Acree asked for the next ‘Information’ item, Fiscal Audit Update, presented by Barb Aggson.  Two handouts were distributed, FY03 and FY04 audits.  Fiscal year 2004 had three recommendations.  The first deals with establishing an amount for promotional drawings, where auditors will not be present.  The second recommendation deals with the Lottery’s charity game.  Should the agency choose to release another game in which the prize goes to a nonprofit entity, a statutory clarification is required.  The third recommendation deals with financial reporting issues.  Chair Acree inquired if there were any questions.  Commissioner Bachicha asked what was required to obtain statutory clarification on a charity game.  Ms. Aggson deferred to Deputy Director Tom Kitts who stated that prizes generally are paid out of the prize fund.  Previously, when the Lottery had a charity game, it was paid out of the marketing fund.  The auditors want prizes paid out of the prize fund and the Lottery does not have the authority to pay an organization directly out of that fund.  The Lottery is under no liability for past games.  Revenue Executive Director Michael Cooke stated that Legislative Legal Services supported the auditor’s opinion on whether or not the agency has statutory authority.  The Lottery will not go forward with another charity game without statutory clarification.  The Department has decided not to pursue statutory change.  Chair Acree asked whether there were any questions or comments.  There were none.


Chair Acree had no Commission report, nor did any other Commissioner.


Chair Acree skipped agenda item ‘CMAC Update’ and stated that this item would go to Executive Session.


Chair Acree called for ‘Information’ item, Director’s Report, presented by Director Peggy Gordon.  Ms. Gordon stated that the Lottery received some positive press coverage regarding cost savings over the past year.  She said that this is a tribute to everyone at the Lottery.  Ms. Gordon went on to explain that the New Product Committee has put together a ‘white paper’ to outline products and research for future development.  Lotto sales are down more than 19 percent and continue to decline.  The Lottery has been working very hard at producing new games and doing a very good job.  The ‘white paper’ is a comprehensive look at where the Lottery stands today and the direction the Lottery may need to go.  There will be an On-line Product Committee meeting tomorrow, December 9th at 2:00 p.m.  Commission members are welcome to attend.  Ms. Gordon stated that a Lottery Commission Code of Ethics document has been revised, following the Ethics Training last month at the DU Business School by Professor Dennis Wittmer.  This item will be deferred to the January Commission meeting for final vote of approval.  Commissioner Bachicha stated that he did not get the ‘white paper’ handout.  This handout was passed out at the meeting, but will be mailed to all Commissioners not in the Denver office for the meeting.  Chair Acree asked if the ‘white paper’ addressed specific prize structures and Ms. Gordon answered that this document did not, but that more details will be discussed as the Lottery progresses.  Chair Acree asked whether there were any questions or comments.  There were none.  Ms. Gordon stated that the publication, ‘5280,’ has an article, Item #21 on the Christmas Wish List, that mentions Colorado Lottery tickets, with a nice write-up.  Also, Saturday’s (December 4) Denver Post, published a great insert on the ‘Twelve Days of Christmas’, submitted by Todd Greco.


Chair Acree inquired if there were any questions or concerns on any of the written reports.  Commissioner Bachicha asked about the Annual MUSL Review regarding monitoring Lottery deposits.  He asked Deb Marroney to address this at today’s meeting and report the status of solely tracking Lottery deposits.  Ms. Marroney spoke to the senior accountant at MUSL and they determined that it is not possible to monitor specific deposits due to the manner in which the funds are co-mingled with other monies.  Chair Acree asked if other states were audited and this same issue questioned.  No one was aware of another state audit.  Chair Acree stated that this might be an issue for MUSL to resolve in their financial statement.  Commissioner Bachicha inquired about a timeline for a decision or action regarding the Scratch Game Guidelines Justification that was presented at the last meeting.  Ms. Gordon stated that discussions continue with Executive Director Michael Cooke.  The Lottery will continue to look at this concept for the future.  Chair Acree asked whether there were any questions or comments.  There were none.  


Chair Acree inquired if there were any Commission issues.  Commissioner Ringel stated that she, Commissioner Hess, and Chair Acree attended the audit meeting and that it was nice to see how pleased the JBC and Legislature were with the changes in the way the Lottery is functioning.  All of the Lottery’s efforts did not go unnoticed.


Chair Acree asked if there were any comments from the public.  There were none.


Commissioner Ringel made a motion to convene into Executive Session to discuss CMAC Security, C.R.S. 24-6-402 3(a) IV, computer security.  The motion was seconded by Commissioner Bachicha and passed unanimously.  


Chair Acree adjourned the Meeting to Executive Session at 10:04 a.m.  Rodney Furuto and Robert Sexton were asked to attend.


Following Executive Session, Chair Acree reconvened the Meeting at the Denver Lottery Office at 10:18 a.m.  He inquired if there were any other comments or concerns from the Commission or the public.  There were none.  Chair Acree wished everyone a happy holiday.  Commissioner Ringel made a motion to adjourn the Meeting.  Commissioner Bachicha seconded the motion and Chair Acree adjourned the Meeting at 10:19 a.m. on December 8, 2004.
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