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January 9, 2023

To the Honorable Governor Tina Kotek and Citizens of the State of Oregon:

We are pleased to provide you with the Annual Comprehensive Financial Report of the Oregon State Lottery (Lottery) for
fiscal year ended June 30, 2022. This report is published to meet the requirement in state law for an annual accounting
of financial activities.

Lottery management assumes full responsibility for the completeness and reliability of the information contained in this
report, based upon a comprehensive framework of internal controls established for this purpose. Because the cost of
internal controls should not exceed anticipated benefits, the objective is to provide reasonable rather than absolute
assurance that the financial statements are free of any material misstatements.

The Secretary of State Audits Division, the constitutional auditor of public accounts in Oregon, audited the Lottery’s
financial statements for the fiscal year ended June 30, 2022. The auditors used generally accepted auditing standards in
conducting the engagement. Their unmodified opinion on the financial statements is the first component in the Financial
Section of this report.

A narrative analysis of the Lottery’s financial performance for the fiscal year can be found in the Management’s
Discussion and Analysis (MD&A) immediately following the independent auditor’s report. This letter of transmittal
complements the MD&A and should be read in conjunction with it.

Profile of Oregon State Lottery

The Oregon State Lottery was created through the initiative process in November 1984. Voters approved an amendment
to the Oregon Constitution that required the establishment and operation of a State Lottery. Initially, Lottery profits were
earmarked to create jobs and further economic development. In May 1995, voters approved a Constitutional amendment
allowing Lottery profits to be used for the financing of public education. Similarly, voters added state parks and salmon
habitat restoration projects to the list of allowable uses of Lottery proceeds in November 1998. Oregonians have voted
to use Lottery profits for programs that make Oregon a great place to live and support veterans and outdoor schools.

The Lottery was established as a state agency to market and sell Lottery products to the public. As directed in statute, it
operates to produce an optimal amount of net revenues for the people of Oregon commensurate with the public good.
Development of new products and game enhancements is a continual process in the effort to sustain long-term revenues,
while taking into consideration the potential impact of game decisions on problem gambling. The Lottery’s commitment
is to provide information and tools that help our customers make informed choices and enjoy Lottery games in a
responsible way. Further, the Lottery is committed to ensuring that players and their families know how to access
treatment for problem gambling, and that they understand treatment is free, confidential, and effective.

Lottery has a network of 3,909 retailers through which it offers players a broad mix of Traditional Games as well as Video
Lottery*™ and sports betting. Traditional Lottery games include: Scratch-its* Instant Tickets, Keno, Powerball®, Oregon’s
Game Megabucks®, Raffle*™™, Win for Life*, Mega Millions®, Lucky Lines*, and Pick 4. Video Lottery*" is a product sold
on stand-alone Video Lottery®™ terminals located in establishments licensed by Oregon Liquor Control Commission (OLCC).
The Lottery has approximately 11,784 Video Lottery*™ terminals deployed throughout the state. On January 18, 2022
Lottery partnered with DraftKings to replace the Scoreboard platform with the DraftKings Sportbook platform.



The Lottery, which is accounted for as a single enterprise fund, is entirely self-financed through its sales. Its operations are
designed to fulfill its duty to develop, produce, and market Lottery games; pay winners and operating expenses; and remit
the remaining net profits to the State. These net profits are transferred to the Oregon Economic Development Fund and
are then distributed by the State to finance the various uses allowed by law. Through its business units, the Lottery provides
services that are necessary to operate successfully including security, marketing, retailer support, finance, management,
and information services. Additional information about the Lottery is available on its website at:
http://www.oregonlottery.org.

The Lottery is operated under the direction of a five-member commission, with the commissioners appointed by the
Governor and confirmed by the Senate. The Commission directs the activities of the Lottery, including the adoption of
rules for the security and integrity of operations. The Governor also appoints a Director, who serves as the chief
administrator of the Lottery. This position is also subject to Senate confirmation. The Director is responsible for
operating the Lottery in accordance with state law and administrative rules and under the guidance of the Commission.

For budgeting purposes, the Commission adopts an annual Financial Plan based on activities identified in Lottery’s
Strategic Business Plan. The Financial Plan uses revenue forecasts prepared by the Oregon Department of Administrative
Services, Office of Economic Analysis. Budgeted revenues and direct expenses (prizes, commissions, game vendor
charges, and tickets) are revised quarterly for changes in revenue forecasts. Revisions to other expense items in the
adopted budget must be approved by the Commission. The budget is prepared on the accrual basis of accounting. Actual
expenses are monitored throughout the year for compliance with the approved budget and appropriate adjustments are
presented to the Commission for approval if necessary. By law, expenses to operate the Lottery are limited to no more
than 16 percent of total annual revenues and fiscal year 2022 expenses were 2.62 percent.

Since the Lottery’s first full year of operation in 1986 through fiscal year 2008, Lottery revenues demonstrated strong
and consistent growth. Lottery revenues declined in fiscal years 2009 and 2010 due to the impacts of Oregon’s economic
recession and the implementation of a statewide smoking ban in bars and taverns where Lottery products are sold.
Revenues stabilized in fiscal year 2011 and have shown steady but modest growth, except for fiscal year 2014 which
showed a slight decline. Revenue growth returned and continued to increase until the fourth quarter of fiscal year 2020.
Sales were significantly reduced by effects of the COVID-19 pandemic and resulting retailer location closures. Since
reopening in February 2021 Lottery sales have recovered from pre-pandemic levels.

TOTAL OREGON LOTTERY REVENUES! BY FISCAL YEAR (1986 - 2022)
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Economic Condition and Outlook

According to the December 2022 Oregon Office of Economic Analysis (OEA) Economic and Revenue Forecast, Oregon has
seen slower economic growth, high inflation, and rising interest rates, which has put economists on recession watch.
The fundamentals in the state are still sound, but there is risk that consumers will pull spending leading to potentially
lower sales and, possibly, recession.

Personal income and consumer spending in Oregon are rising but are struggling to outpace the fastest inflation the U.S.
has experienced since the early 1980s. The risks are real, and the outlook isn’t clear between a soft landing or a recession.

As an agency operating in the entertainment industry, we are encountering increased competition from other gambling
offerings available to the citizens of Oregon.

Long-term Financial Planning

The Lottery uses a Strategic Plan in conjunction with an annual Strategic Business Plan and budget to manage its
operations. Lottery’s main strategic objective is to responsibly offer games that appeal to both current and new players
on the gaming platforms they want to use. We operate with the highest standards of security and integrity to maximize
revenue for the people of Oregon, commensurate with the public good. As me move forward, we will continue to focus
on aligning our operations, improving processes, collaboration, and input.

In the December 2022 Economic and Revenue Forecast, the OEA is reflecting Lottery transfers of $1.80 billion for the
2021-2023 biennium. It is expected that competition for household entertainment dollars will increase, gaming
competition will increase, and potentially shifts in generational preferences and tastes when it comes to gaming.

Relevant Financial Policies

To provide resources for current operations and future investment, the Lottery Commission established a contingency
reserve fund. In June of 2022, the Commission authorized an increase to the contingency reserve with a cap of $135
million. At June 30, 2022, the actual cash balance in the contingency reserve was $119.27 million. The Lottery intends to
use operating funds to pay for future business initiatives that are key to our ability to compete, remain relevant to our
players, and maximize transfers to our beneficiaries, while maintaining the contingency reserve in the event of revenue
declines from other economic factors. Further details on this can be found in the MD&A section of this report.

Major Initiatives

The Lottery is currently implementing upgrades to back-office support systems that are facing obsolescence and end-of-
life support. The business modernization roadmap under development includes enterprise architecture options, a
movement towards known play, staging plans for the implementation of solutions, and system integration. The timeline
for the roadmap is three to five years. The assessment of Lottery’s business processes and capabilities and analysis of
the enterprise architecture has aided in the development of the foundational activities that will drive adoption and
ensure the long-term success of the business modernization program.

The key business modernization drivers are based on responsibly increasing revenues and leveraging a holistic
understanding of retailer and customer behavior, preferences, and motivators. The goal is to optimize investments in
marketing, product innovations and internal capability enhancements, leveraging product costs and personnel. The
Lottery has developed a strategic business plan, and work has begun to transform the agency into a data-driven, learning
organization, ensuring people have the right data to make informed decisions.

The most significant project in process as of June 30, 2022, is replacement of Lottery’s back-office ERP system Microsoft
Dynamics AX 2009 with current cloud-based ERP software Microsoft Dynamics D365, which will continue throughout
fiscal year 2023.

The Lottery has defined a customer-centric brand promise strategy and developed an integrated communications plan.
The Lottery has implemented a retail channel strategy to generate sustainable long-term growth that will expand the
market by reaching players through relevant channels. During fiscal year 2022, Lottery continued to develop our Brand
Promise initiative to attract new players and retailers, and appeal to a broad and diverse player and retailer base. We
achieve this by investing in both retail operations and participating in local communities to improve funding for programs
Oregonians care about.



Lottery has launched several initiatives to reach out to current and new players through a customer-first approach. A
positive digital customer experience is instrumental to the Lottery modernization and growth success. The Lottery’s
existing and new games, platforms, and venues are being enhanced to attract more diverse demographic groups to
maintain and enhance revenue performance.

During fiscal year 2022, the central gaming system for Scoreboard was replaced with new software provided by Draft
Kings. Draft Kings acquired the previous vendor, SBTech, during fiscal year 2021. Draft Kings offers an improved betting
experience, including the ability to make same game parlay bets, a robust customer facing promotional campaign, and
excellent customer service.

The Lottery continues its commitment to enhancing and expanding its Responsible Gambling Program, as part of its
overall commitment to Corporate Social Responsibility (CSR), which is an integral component of Lottery’s Brand Promise.
This includes sharing an Oregon Lottery Responsible Gambling Code of Practice with the public that details our values,
commitments, and areas of focus regarding the promotion of responsible gambling and enabling free access to problem
gambling treatment. The Lottery has created a program to produce an overall positive impact for Oregon by balancing
our business priorities with our social, economic, and environmental responsibilities. The overall CSR goals include
keeping lottery entertainment entertaining, promoting help and hope for those struggling with gambling addiction,
championing diversity, equity and inclusion and supporting sustainability.

Lottery recently adopted a Tribal Consultation Policy and related procedure outlining Lottery’s commitment to positive
government-to-government relations with Oregon’s nine federally recognized Tribes. During fiscal year 2022, the Lottery
director approached leaders of each of the nine federally recognized Tribes in Oregon to start the process to build
relationships based on trust, mutual understanding, and collaboration.
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The Honorable Governor of Oregon
Chair, Oregon State Lottery Commission
Director, Oregon State Lottery

Report on the Audit of the Financial Statements

We have audited the accompanying financial statements of the Oregon State Lottery, an enterprise fund of
the State of Oregon, as of and for the year ended June 30, 2022, and the related notes to the financial
statements, which collectively comprise the Oregon State Lottery’s basic financial statements, as listed in the
table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material
respects, the financial position of the Oregon State Lottery, as of June 30, 2022, and the changes in its
financial position and cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audit of the Financial Statements section of our report. We
are required to be independent of the Oregon State Lottery, and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audit. We believe that the audit evidence

we have obtained is sufficient and appropriate to provide a basis for our opinion.

As discussed in Note 1, the financial statements present only the Oregon State Lottery and do not purport to,
and do not, present fairly the financial position of the State of Oregon, as of June 30, 2022, the changes in its
financial position or its cash flows for the year then ended in accordance with accounting principles generally
accepted in the United States of America. Our opinion is not modified with respect to this matter.

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

255 Capitol St. NE Suite 180 (503) 986-2255

Salem OR 97310 50¢ dits



Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a
guarantee that an audit conducted in accordance with GAAS and Government Auditing Standards will always
detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting

from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered material if
there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment made
by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we

e exercise professional judgment and maintain professional skepticism throughout the audit.

e identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and the disclosures in the financial
statements.

e obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Oregon State Lottery’s internal control. Accordingly, no such opinion is expressed.

e evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, pension plan schedules and information, and other post-employment benefits
schedules and information (as listed in the table of contents) be presented to supplement the basic financial
statements. Such information is the responsibility of management and, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Oregon State Lottery’s basic financial statements. The budgetary comparison schedule is



presented for purposes of additional analysis and is not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the basic financial statements. The information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the budgetary comparison schedule is fairly stated,
in all material respects, in relation to the basic financial statements as a whole.

Management is responsible for the other information included in the report. The other information comprises
the introductory and statistical sections, but does not include the basic financial statements and our auditor’'s
report thereon. Our opinion on the basic financial statements does not cover the other information, and we
do not express an opinion or any form of assurance thereon.

In connection with our audit of the basic financial statements, our responsibility is to read the other
information and consider whether a material inconsistency exists between the other information and the
basic financial statements, or the other information otherwise appears to be materially misstated. If, based on
the work performed, we conclude that an uncorrected material misstatement of the other information exists,
we are required to describe it in our report.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December

29, 2022, on our consideration of the Oregon State Lottery‘s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of the Oregon State Lottery’s internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Oregon State Lottery’s internal control over financial reporting and compliance.

(9%1,,;;, 2 e M%‘ZWJ (Qude Drisrir

State of Oregon
December 29, 2022

10



Oregon State Lottery

Management’s Discussion and Analysis

This section of the Oregon State Lottery’s (Lottery) Annual Comprehensive Financial Report presents our discussion and
analysis of the Lottery’s financial performance for the fiscal year ended June 30, 2022. This analysis is to be considered
in conjunction with information in the transmittal letter of this report.

Financial Highlights
= Revenue for all Lottery products is $1.7 billion, an increase of 29.0 percent over fiscal year 2021.

=  Traditional (Scratch and Draw) game revenue decreased 2.9 percent from the prior fiscal year and Video
Lottery*™ revenue increased 44.9 percent.

= Pension expense allocated to the Lottery was negative $8.9 million compared to $26.7 million the prior
year, a decrease of 133.4 percent.

= Net position (equity) increased by $59.2 million.

=  The Lottery transferred $908.3 million to Oregon’s Economic Development Fund, which is $255.8 million
more than the prior year.

Overview of the Financial Statements

In addition to this discussion and analysis, the Financial Section of this annual report contains the basic financial
statements, which include the fund financial statements and accompanying notes; required supplementary information;
and an optional budgetary comparison schedule, which is presented as other supplementary information.

The basic financial statements offer short-term and long-term financial information about the Oregon State Lottery,
which is structured as a single enterprise fund. The required supplementary information contains further details
regarding pension and other postemployment benefits. The budgetary comparison schedule presents budgeted and
actual revenues and expenses for the fiscal year. In addition, a Statistical Section containing information regarding
financial trends, revenue capacity, as well as demographic, economic, and operating information is presented following
the budgetary comparison schedule.

The Statement of Net Position provides information about the nature and amounts of resources with present service
capacity that the Lottery controls (assets), resources that will be consumed in a future fiscal year (deferred outflows of
resources), obligations at the end of the fiscal year to use resources that the Lottery has little or no discretion to avoid
(liabilities), and acquisitions of resources that are applicable to a future fiscal year (deferred inflows of resources). The
residual (net) of these four elements is reported as net position.

All the current year’s revenues and expenses are accounted for in the Statement of Revenues, Expenses, and Changes in
Fund Net Position. This statement measures the results of the Lottery’s operations for the past year.

The primary purpose of the Statement of Cash Flows is to provide information about the Lottery’s cash receipts and cash
payments during the reporting period. This statement reports cash receipts, cash payments, and net changes in cash
resulting from operations, investing, and financing activities.

The financial statements are prepared on the accrual basis of accounting in accordance with accounting principles
generally accepted in the United States of America. Thus, expenses are recorded when liabilities are incurred, and
revenues are recognized when earned, not when received.

Analysis of Financial Position and Operations

Lottery’s net position for the current and prior fiscal year is summarized in Table 1 on the next page:
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Table 1: Oregon State Lottery's Net Position

Increase/
2022 2021 (Decrease)
Current assets S 499,280,658 S 458,415,289 $ 40,865,369
Capital assets 79,774,867 71,921,273 7,853,594
Other noncurrent assets 215,988,632 211,475,848 4,512,784
Total assets 795,044,157 741,812,410 53,231,747
Deferred Outflows of Resources 20,301,356 23,554,933 (3,253,577)
Total assets and deferred outflows of resources 815,345,513 765,367,343 49,978,170
Current liabilities 332,410,961 324,215,757 8,195,204
Noncurrent liabilities 151,511,874 192,182,164 (40,670,290)
Total Liabilities 483,922,835 516,397,921 (32,475,086)
Deferred Inflows of Resources 25,263,908 2,021,813 23,242,095
Total liabilities and deferred inflows of resources 509,186,743 518,419,734 (9,232,991)
Net position:
Net investment in capital assets 73,362,750 63,784,030 9,578,720
Restricted for OPEB Asset- RHIA 1,561,144 680,959 880,185
Unrestricted 231,234,876 182,482,620 48,752,256
Total net position S 306,158,770 S 246,947,609 $§ 59,211,161

Overall, assets increased $53.2 million. Current cash and cash equivalents increased from fiscal year 2021 by $23.1
million. Year-end current cash amounts reflect the Lottery Commission approved increase to the unrestricted
contingency reserve from $100 million to $135 million. Although approved, the total unrestricted reserve amount was
not reached by year-end. Securities lending cash collateral increased $12.8 million due to loans of Lottery securities. The
Oregon Treasury conducts securities lending activities on our behalf.

Capital assets, net of accumulated depreciation, increased 10.9 percent. Video Lottery*™ gaming terminal purchases of
$24.3 million, and $3.0 million for accounting software implementation and enhancements were the major acquisitions.
The newly acquired gaming terminals replaced approximately $8.4 million of older models which were disposed.
Accumulated depreciation grew $14.4 million as newer assets depreciated. At fiscal year-end Lottery had committed to
purchasing an additional $11 million of Video Lottery™ gaming terminals in fiscal year 2023. Additional information on
Lottery’s capital assets can be found in Note 6 of the financial statements-

Liabilities decreased $32.5 million. Noncurrent liabilities decreased $40.7 million as the net pension liability was reduced.
The pension plan had significant investment earnings compared to the prior year which lowered the overall liability of
the plan. Additionally, there was a reduction in Lottery’s allocated share. Current liabilities increased $8.2 million. As
mentioned previously, securities lending collateral increased $12.8 million driving its corresponding liability to increase
the same. Prize liabilities decreased $12.5 million as claim backlogs caused by pandemic issues were processed. Economic
development liability increased $6.4 million as transfer amounts increased.

Deferred inflows grew $23.2 million as the pension plan’s investment income was more than projected. Amounts over
the projection are recognized over 5 years. Amounts not yet recognized are reflected in deferred inflows.

A portion of the Lottery’s net position, 24.0 percent, reflects investment in capital assets, primarily Video Lottery*"
gaming terminals. Investment in capital assets increased from the prior year by $9.6 million due largely to video gaming
terminal acquisitions, disposals and associated depreciation. Of the $231.2 million in unrestricted net position at fiscal
year-end, $106.6 million is committed for capital purchases, projects, and long-term contract obligations, an increase of
$14.5 million. As approved by the Lottery Commission in June 2022, the amount to be held in the contingency reserve
increased by $35 million. Annual results generated $32.3 million of the desired amount.
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Table 2 below reflects a summary of changes in net position for the current and prior fiscal year:

Table 2: Oregon State Lottery's Changes in Net Position

Increase/

Operating revenue: 2022 2021 (Decrease)
Video Lottery*™ game sales, net S 1,246,146,763 S 860,326,742 S 385,820,021
Sports wagering sales, net 32,052,189 29,147,647 2,904,542
Scratch-its*™ instant ticket sales 163,404,873 196,029,843 (32,624,970)
Draw game sales 233,743,066 212,942,872 20,800,194
Other income 3,399,589 380,966 3,018,623
Total operating revenues 1,678,746,480 1,298,828,070 379,918,410
Operating expenses:

Prizes 257,168,546 266,065,927 (8,897,381)
Retailer commissions 313,576,943 239,197,863 74,379,080
Other operating expenses 128,797,762 156,492,256 (27,694,494)
Total operating expenses 699,543,251 661,756,046 37,787,205
Operating income 979,203,229 637,072,024 342,131,205
Interest and investment income (8,970,219) (2,561,203) (6,409,016)
Insurance recoveries 9,946 9,932 14
Nonoperating expenses (530,904) (359,041) 171,863
Total nonoperating revenues (expenses/losses) (9,491,177) (2,910,312) (6,580,865)
Income before transfers 969,712,052 634,161,712 335,550,340
Transfers (910,500,891) (654,439,622) (256,061,269)
Change in net position: 59,211,161 (20,277,910) 79,489,071
Net position - beginning 246,947,609 267,225,519 (20,277,910)
Net position - ending S 306,158,770 S 246,947,609 S 59,211,161

Product sales increased $376.9 million (29.0 percent) over the prior fiscal year. Video sales generated the largest share
of the increase as sales increased 44.9 percent over the prior year. Fiscal year 2022 had no pandemic-related closures as
those occurring in fiscal year 2021. Other income increased $3.0 million due to an unexpected vendor contract penalty
which was assessed during the year.

Total operating expenses increased 5.7 percent from the prior fiscal year. Retailer commissions, which are a percentage
of sales, increased 31.1 percent as product sales increased. Game vendor charges, which for traditional and sports
wagering products are also based on sales, increased 29.3 percent. The most significant decrease in expense for fiscal
year 2022 came not from Lottery operations, but the annual share of state PERS expense passed down from the statewide
accounting office. The expense from fiscal year 2020 was $9.8 million, for fiscal year 2021 it was $26.7 million and for
fiscal year 2022 is $(8.9) million. The amount for fiscal year 2022 represents a decrease of 133.4 percent over the prior
year. The intent of the entry is for all participating State agencies to share in the total expense allocated actuarially to
the State of Oregon as one employer of the pension plan. For the entire plan (all employers) the expense decreased 65.1
percent and the amount of plan expense allocated to the State of Oregon as one employer decreased 64.2 percent. The
reason for Lottery’s 133.4 percent expense decrease is the allocation methodology used by the statewide accounting
office, as there were only minor changes in staffing and salaries during fiscal year 2021 (the measurement year).
Additional expense reductions were seen in services and supplies as less consulting services were utilized year-over-year.

Total nonoperating revenues/(expenses) decreased $6.6 million. Investments reported at fair value continued the
decline that began in fiscal year 2021 resulting in an additional $5.9 million loss in fiscal year 2022. Lottery holds securities

to maturity; thus, fair value fluctuations do not impact operational decisions or cash position.

Overall, income before transfers increased 52.9 percent. Revenue increases resulted in an increase of $255.8 million in
transfers to the Economic Development fund.
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Sales Revenue

Figure 1 below shows the major sources and percentages of sales revenue for fiscal year 2022.

FIGURE 1: SALES REVENUE BY PRODUCT
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Video Lottery*" remains the Lottery’s largest source of revenue representing 74.3 percent of total sales. Video revenues
increased $385.8 million from the prior year as a result of an entire year with no pandemic business closures. (See Figure
2 below.) During the year the Lottery continued to actively promote problem gambling programs.

Figure 2: Video Net Sales FY21 FY22
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Sales of Scratch-its®™, the second largest source of sales revenue at 9.8 percent, had a 16.6 percent decline compared to
fiscal year 2021. Sales increased considerably in the prior fiscal year demonstrating a shift in player behavior as Video
Lottery*™ experienced pandemic-related establishment closures. However, with the return of full Video Lotterys™
availability player behavior appears to have shifted away from the scratch product. Figure 3 on the next page displays
the trend.
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Figure 3: Scratch-it Sales —FY2) —FY21
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Draw game sales increased 9.8 percent from the prior year with Powerball® as the largest contributor to the growth.
Powerball® exceeded prior year sales by 41.8%. In August of 2021 a third draw date was introduced so drawings now
occur on Monday, Wednesday and Saturday. The added drawing generated increased sales, as did the average jackpot
win increasing by $118.4 million. The jackpot increase resulted from only four jackpot wins in fiscal year 2022 compared
to five the prior year. Fewer jackpot awards results in jackpots increasing to higher levels that influence sales. Keno sales
surpassed the prior year by 13.2 percent and $13.1 million. Keno is sold at stores, restaurants and bars and realized gains
from a full year with no bar and restaurant closures. Mega Millions® sales decreased by $9.0 million, a 26.8 percent
reduction from the prior year. Although the current year produced the same number of jackpots as the prior year, the
timing of the wins was such that jackpots did not have time to grow to larger amounts. In fiscal year 2021 one of the
Mega Millions’ jackpots reached $1 billion.
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OREGON STATE LOTTERY
Statement of Net Position

June 30, 2022
Assets
Current Assets:
Cash and Cash Equivalents S 425,770,616
Securities Lending Cash Collateral 33,558,592
Investments for Prize Payments 11,131,032
Accounts Receivable (Net) 23,409,654
Ticket Inventory 1,836,035
Prepaid Expenses 3,574,729
Total Current Assets 499,280,658
Noncurrent Assets:
Cash and Cash Equivalents 106,553,940
Investments for Prize Payments 101,288,804
Prize Reserves 6,584,744
Net Other Post-Employment Benefits (OPEB) Asset 1,561,144
Capital Assets:
Buildings, Equipment and Vehicles 265,468,950
Computer Software 33,550,251
Other Assets 3,578,916
Less Accumulated Depreciation and Amortization (222,823,250)
Total Noncurrent Assets 295,763,499
Total Assets 795,044,157
Deferred Outflows of Resources
Deferred Amounts for Pensions 20,078,085
Deferred Amounts for Other Post-Employment Benefits (OPEB) 223,271
Total Deferred Outflows of Resources 20,301,356
Total Assets and Deferred Outflows of Resources 815,345,513
Liabilities
Current Liabilities:
Due to Economic Development Fund 232,927,964
Obligations Under Securities Lending 33,558,592
Prize Liability 38,850,963
Accounts Payable 18,407,709
Compensated Absences 3,550,723
Unearned Revenue 1,370,201
Contracts Payable 3,744,809
Total Current Liabilities 332,410,961
Noncurrent Liabilities:
Prize Liability 112,458,463
Compensated Absences 1,997,281
Net Pension Liability 30,791,310
Other Post-Employment Benefits (OPEB) Liabilities 955,560
Contracts Payable 5,309,260
Total Noncurrent Liabilities 151,511,874
Total Liabilities 483,922,835
Deferred Inflows of Resources
Deferred Amounts for Pensions 24,039,768
Deferred Amounts for Other Post-Employment Benefits (OPEB) 1,224,140
Total Deferred Inflows of Resources 25,263,908
Total Liabilities and Deferred Inflows of Resources 509,186,743
Net Position
Net Investment in Capital Assets 73,362,750
Restricted for Net Other Post-Employment Benefits (OPEB) Asset 1,561,144
Unrestricted 231,234,876
Total Net Position S 306,158,770

The accompanying notes are an integral part of the financial statements.
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OREGON STATE LOTTERY
Statement of Revenues, Expenses, and Changes in Fund Net Position

For the Year Ended June 30, 2022

Operating Revenues

Sales:

Video Lottery*" (Net Receipts) S 1,246,146,763
Sports Wagering (Net Receipts) 32,052,189
Scratch-its* Instant Tickets (Net of Returns) 163,404,873
Keno 112,010,235
Powerball® 57,488,112
Megabucks™ 29,404,998
Mega Millions® 24,614,302
Raffles" 2,499,710
Win For Lifes" 3,821,104
Lucky Lines*™ 1,932,814
Pick 4% 1,971,791
Provision for Uncollectibles (35,471)
Other Income 3,435,060
Total Operating Revenues 1,678,746,480
Operating Expenses
Prizes 257,168,546
Retailer Commissions 313,576,943
Salaries and Wages 44,867,842
Depreciation and Amortization 22,771,207
Services and Supplies 19,986,158
Game Vendor Charges 24,871,577
Advertising and Market Research 6,063,128
Public Information 902,247
Tickets 3,111,560
Game Equipment Parts and Maintenance 5,681,596
Sales Support 542,447
Total Operating Expenses 699,543,251
Operating Income 979,203,229
Nonoperating Revenues (Expenses)
Interest 2,572,842
Investment and Securities Lending Income (Loss) (11,543,061)
Insurance Recoveries 9,946
Gain (Loss) on Disposition of Assets 6,945
Investment Expenses - Securities Lending (40,107)
Investment Expenses (13,640)
Interest Expense (484,102)
Total Nonoperating Revenues (Expenses) (9,491,177)
Income Before Transfers 969,712,052
Transfers
Transfers to the Economic Development Fund (908,300,942)
Transfers to the General Obligation Bond Fund (2,199,949)
Total Transfers (910,500,891)
Change in Net Position 59,211,161
Net Position - Beginning 246,947,609
Net Position - Ending $ 306,158,770

The accompanying notes are an integral part of the financial statements.
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OREGON STATE LOTTERY
Statement of Cash Flows

For the Year Ended June 30, 2022

Cash Flows from Operating Activities:

Receipts from Customers S 1,673,212,202
Payments to Employees for Services (39,861,311)
Payments to Suppliers (395,569,522)
Payments to Prize Winners (259,708,204)
Other Cash Receipts (Payments) 2,488,495
Net Cash Provided (Used) by Operating Activities 980,561,660
Cash Flows from Noncapital Financing Activities:
Principal and Interest Payments on Long-term Pension Debt (621,623)
Transfers to the Economic Development Fund (908,627,885)
Transfers to the General Obligation Bond Fund (2,199,949)
Net Cash Provided (Used) by Noncapital Financing Activities (911,449,457)
Cash Flows from Capital and Related Financing Activities:
Acquisition of Capital Assets (28,603,347)
Proceeds from Disposition of Capital Assets 65,938
Payments on Contracts (3,973,943)
Insurance Recoveries for Capital Assets 9,946
Net Cash Provided (Used) by Capital and Related Financing Activities (32,501,406)
Cash Flows from Investing Activities:
Purchases of Investments (12,660,849)
Proceeds from Sales and Maturities of Investments 11,079,333
Interest on Investments and Cash Balances 2,572,842
Securities Lending Expenses (40,107)
Investment Expenses (13,640)
Net Cash Provided (Used) by Investing Activities 937,579
Net Increase (Decrease) in Cash and Cash Equivalents 37,548,376
Cash and Cash Equivalents - Beginning 494,776,180
Cash and Cash Equivalents - Ending S 532,324,556
Reconciliation of Operating Income to Net Cash Provided (Used) by Operating Activities:
Operating Income S 979,203,229
Adjustments to Reconcile Operating Income to Net Cash Provided (Used) by Operating Activities:
Depreciation and Amortization 22,771,207
Net Changes in Assets and Liabilities:
(Increase) / Decrease in Accounts Receivable (2,656,747)
(Increase) / Decrease in Ticket Inventory (486,917)
(Increase) / Decrease in Prepaid Expenses (1,524,848)
(Increase) / Decrease in Prize Reserves 530,201
(Increase) / Decrease in Pension Deferred Outflows 2,944,116
(Increase) / Decrease in Net OPEB Asset and OPEB Deferred Outflows (570,722)
Increase / (Decrease) in Accounts Payable 330,659
Increase / (Decrease) in Compensated Absences Liability 492,995
Increase / (Decrease) in Unearned Revenue 447,545
Increase / (Decrease) in Prize Liability (2,539,658)
Increase / (Decrease) in Net Pension Liability and Deferred Inflows (18,904,316)
Increase / (Decrease) in OPEB Liability and OPEB Deferred Inflows 524,916
Total Adjustments 1,358,431
Net Cash Provided (Used) by Operating Activities S 980,561,660
Noncash Investing, Capital, and Related Financing Activities:
Net Change in Fair Value of Investments S (11,543,061)
Intangible Assets Acquired Through Contract 2,080,447
Total Noncash Investing, Capital, and Related Financing Activities S (9,462,614)

The accompanying notes are an integral part of the financial statements.
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1.

OREGON STATE LOTTERY

Notes to the Financial Statements
June 30, 2022

Summary of Significant Accounting Policies

A.

Reporting Entity

The Oregon State Lottery Commission (Commission) was created as an agency of the State of Oregon by
enactment of Article XV, Section 4 (3), of the Oregon Constitution, an initiative measure approved by Oregon
voters at the November 1984 general election. The Commission established the Oregon State Lottery (Lottery),
which is an enterprise fund of the State of Oregon. The Lottery commenced operations to market and sell Lottery
products to the public in January 1985. The net profits of the Lottery are transferred to the Oregon Economic
Development Fund and are then distributed by the State of Oregon to finance the various public purposes
allowed by law.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The accompanying financial statements of the Lottery have been prepared in conformity with generally
accepted accounting principles as prescribed by the Governmental Accounting Standards Board (GASB).

The Lottery uses an enterprise fund, the Oregon State Lottery Fund, with a self-balancing set of accounts to
record its assets, deferred outflows of resources, liabilities, deferred inflows of resources, net position,
revenues, and expenses. Enterprise funds account for activities that are financed and operated in a manner like
private business enterprises.

Lottery financial statements are reported using the economic resources measurement focus and accrual basis
of accounting. Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows.

Revenues and expenses are categorized as operating or nonoperating in the Statement of Revenues, Expenses
and Changes in Fund Net Position. Operating revenues and expenses are those that result from selling Lottery
games to the public. Operating revenues include the sale of Lottery products and incidental revenues associated
with operating the Lottery. Operating expenses include the cost of sales and services, administrative expenses,
and depreciation on capital assets. Revenues and expenses that do not result from selling Lottery games, such
as investment income and investment expenses, are reported as nonoperating revenues and expenses.

Assets and liabilities are classified on the Statement of Net Position as current and noncurrent. Current assets
are resources expected to be realized in cash or consumed within a year from the financial statement date.
Current liabilities are obligations generally expected to be paid using resources that are classified as current
assets and obligations due within one year from the date of the financial statements. Noncurrent assets are
capital assets, resources that are restricted to use for other than current operations, resources designated to
be used to acquire noncurrent assets, or resources that are not expected to be collected within one year.
Noncurrent liabilities are obligations generally expected to be paid using resources that are classified as
noncurrent assets and obligations due beyond one year from the date of the financial statements.

Total net position is segregated into three categories: net investment in capital assets, restricted for net OPEB
asset and unrestricted net position. Article XV of the Oregon Constitution restricts the use of Lottery revenues
for payment of prizes and administrative expenses, and remaining revenues are to be used for public purposes
allowed in Article XV. Net proceeds not yet transferred are reflected in liabilities as the amount Due to the
Economic Development Fund. Net position reported at year end will be used for Lottery operations.

Sales Revenue

Revenues for draw games Oregon’s Game Megabucks®™, Powerball®, Mega Millions®, Keno, Win for Life’™,
Raffle’M, Pick 4°M, and Lucky Lines*™ are recognized when the draws occur. Revenues for instant scratch ticket
games are recognized when retailers activate ticket packs for sale to the public. Sports wagering revenues are
recognized when events have completed and the outcome is known and are reported net of returns to players.
Revenues for Video Lottery*™ games are recognized when sales to the public occur and are reported net of
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prizes awarded. (Refer to Note 2(B) for more information on Video Lottery*™ and sports wagering revenue and
prize expense). All revenues are reported net of free plays, discounts, and allowances.

Unearned Revenue

All draw games can be purchased in advance of the drawings and sports wagers can be placed prior to an event.
When shares are sold or wagers are placed in advance of the draw or event date, sales revenue is not yet earned.
Unearned revenue includes revenue associated with draw or event dates occurring after the June 30 fiscal year
end.

Prize Expense

Instant ticket prize expense is estimated and recognized when ticket packs are activated and is based on the
game design. Game design includes certain guaranteed prizes in each pack of tickets and prizes placed randomly
by the gaming vendor. When validations for the game have ended, differences between estimated and actual
prizes awarded for the randomly placed prizes are adjusted to prize expense and prize liability. Guaranteed
prizes not claimed by winners are transferred to the Economic Development Fund.

Prize expense for draw games is recognized as drawings are held, based on the shares sold and the estimated
or known cost of the prize payments. Prize expense is adjusted as prizes are claimed and the actual cost of the
prize is known. Expense for prizes with long-term payments is recognized when the prize liability is recorded, at
the discounted present value of estimated future cash payments. Sports wagering prize expense is recognized
when the outcome of the wagered event is known. Video Lottery*™ prize expense is recognized as game play
completes and prizes are known. More detailed information for Video Lottery>™ and sports wagering is in Note
2(B).

Prize expense for fiscal year ending June 30, 2022 also includes $3,468,959 of amortization expense related to
the long-term prize liability discount (see Note 1(F)).

Prize Liability

Prize liability is recorded when the prize expense is recognized (see Note 1(E) above) and is reported at the
discounted present value of estimated future cash payments. Discount rates are based on interest rates earned
on securities purchased to fund long-term prize payments. Estimated and known prize payments due within one
year of the financial statement date are recorded as a current liability and payments due later than the
upcoming year are classified as a noncurrent liability. Unclaimed prizes (winning shares known to be sold and
not presented for payment within one year from the draw date or official end of a game) are reclassified from
Prize Liability to Due to Economic Development Fund.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, test cash held by employees, cash in demand deposit accounts
and cash and investments held in the Oregon Short-Term Fund (OSTF). For purposes of the Statement of Cash
Flows, all Lottery moneys held by the Office of the State Treasurer in the OSTF are cash equivalents. The OSTF
is an investment pool that functions as a demand deposit account.

Investments

Investments are reported at fair value based on quoted market prices for similar assets at June 30, 2022. The
fair value hierarchy established by generally accepted accounting principles categorizes valuation inputs in three
levels. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are significant other
observable inputs; and Level 3 inputs are unobservable. The quoted prices used by Lottery are Level 2 inputs.
Changes in the fair value of investments are recognized as investment income or loss in the current year.

Securities Lending

Securities lending amounts are reported at the value of the cash collateral received. The security lending liability
is reported at the cash amount received as collateral.

Accounts Receivable

Accounts receivable is reported net of an allowance for uncollectible accounts. Accounts receivable primarily
consist of proceeds due from Lottery retailers. Most retailers selling Lottery products are required to remit
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weekly proceeds (Sunday through Saturday), less commissions, on the following Wednesday. Corporate
accounts with multiple establishments may remit proceeds on the second Wednesday following the end of the
business week.

Inventories

Inventories are valued at cost using the specific identification method. Ticket inventory consists of Scratch-its*M
instant tickets primarily stored in the Lottery warehouse. A small amount of inventory is stored at retail
establishments. Ticket inventory held in the warehouse is destroyed and recorded as an expense when
distributions to retailers are no longer allowed. When activations are no longer allowed, tickets not sold at retail
establishments are expensed. The tickets are returned to the warehouse and subsequently destroyed.

Prize Reserves

Prize reserves held by the Multi-State Lottery (MUSL) are amounts held to indemnify participating lotteries for
prizes that may be won. Should the Lottery decide against participation in MUSL, these amounts would be
returned. Prize reserves for our prior sports wagering product Scoreboard’™ are held in escrow and are available
to our payment processor in the event cash amounts are not sufficient to cover player account withdrawals.
Scoreboard’™ wagering ended in January 2022. Scoreboard’™ prize payments will end once all events have
completed.

Capital Assets

Capital assets, which mainly include gaming equipment and related software and licensing agreements, are
reported at historical cost. Physical and intangible assets with a cost of $5,000 or more and a useful life of 