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The Office of the Auditor General has conducted a perfor~cnce audit of the 

Arizona Lottery Commission in response to a July 26, 15185, resolution of 

the Jo in t  Legi sl ative Oversight Commi t tee .  This performance audi t was 

conducted as part of the Sunset Review s e t  forth in Arizona Revised 

Statutes ( A .  R.S. ) SS41-2351 throuch 41 -2373. 

The Arizona Lottery was proposed by in i t i a t ive  petit ion anc! approved by 

voters in the 1960 g e ~ e r a l  election. The Lottery's purpose i s  "to produce 

the maxirnum amount of net revenue consonant with the dignity of the 

State ."  To do t h i s ,  the Lottery operates an i ~ s t a n t  t icke t  game and a 

computerized on-line game. From i t s  f i r s t  game in 1981 through June 1986, 

the Lottery transferred $145,40O,OCO into the several s ta tu tor i ly  

designated funds, including the local Transportation Assistance F u n d ,  ttie 

County Assistance Fund and the Generzl Fund. 

The Lottery Has More Administrative 
Funds Availzble Than I t  Heeds (see pages 13 through 19)  

A greater portion of Lottery revenues could be allocated t o  prizes and 

ea r~a rked  for designated revenue funds. P l  though the Lottery has 25 

percent of total revenues available f c r  reneral admini s t ra t ion ,  i t  has 

spent l e s s  than 20 percent of total  revenues to  operate during i t s  f i r s t .  

f ive years. Stztes with l o t t e r i e s  most comparable t.o A r i z o ~ a ' s  also spene 

less  than 20 percent of revenues for aeministration. The percentaae of 

Lottery gross revenues allowed for administrative expenses should be 
reduced from 25 percent to no more than 20 percent. This would allow 

increases in the percentaae of revenL1es allccated for prizes and the 

percentage of revenues transferred t o  the General Fund  an4 other 

designated revenue funds. 

Even a relatively small increase in the revenue percentace allccated to 

prizes waul d produce noticeable effects .  For  example, d ~ ~ r i n g  the recent 

Double Your Treasure instant game, increasing the prize a l l o c a t i o ~  by 2.5 

percent \~ould hsve prouic'ed an additional $130,179 in prize money, for  an 



additional 32,828 winners. Similarly, i f  the Pick same had received an 

additional 2.5 percent from i t s  inception, i t  woul d have paid two more $3+ 

mil 1 ion jackpots. 

Budgetary Control Over Lottery 
Operations Needs To Be Strengthened (see pages 21 through 25)  

The Lottery s tatutes  should be revised to increase budgetary control over 

Lottery functions. The Lottery operates more autonomously than most 

agencies within State c~overnment. The Lottery i s  n o t  subject t o  an annual 

appropriation of i t s  operating funds by the Legislature, nor i s  i t  subject 

to executive control over i t s  procurement anc! contracting ac t iv i t ies .  Ry 

contrast ,  16 of 22 other s ta tes  appropriate the i r  lo t te ry  operating 

budgets. Further, although the in i t i a t ive  establishin? the Lottery may 

have intended that  the Commission provide oversight, the Commission has 

never been active i n  reviewing operating or construction budgets, or 

s taff ing levels.  Establ i shing executive and leg is la t ive  oversight waul+ 

strengthen control over Lottery expenditures. 

The Lottery Needs To Better Maintain The Appearance 
Of I m ~ a r t i a l i t v  And Fairness In I t s  Contract Selection 
process (see Gages 2 i  through 3 /  1 

The Lottery's contract selection process could be strengthened t c  better 

ensure i t s  integrity and fairness.  E?aintaining in tecr i ty  and fairness i s  

essential due to the nature of  the Lottery's ac t iv i t i e s ,  i t s  potential 

vulnerability t o  the influence of organized crime, and i t s  need to  
maintain puhl ic  confidence. Aggressive camin? co~panies  further 

underscore th i s  need. For example, i n  one instance a gaming company 

threatened to expose how t o  compromise the security of a competitor's 

t icket.  

Some Lottery contracts appear t o  have been awarded c ~ i t h o u t  appropriate 
competitive safeguards. For example, a ser ies  of four electronic data 

processing contracts worth an estimated $1.5 million were awarded to the 

same vendor. The vendor received the in i t i a l  award t o  do a feas ib i l i ty  
study and was allowed to b i d  on subsequent related work. This 9ave the 

vendor a considerable advantage over other bidders. I n  contrast ,  State 



Purchasing Cff ice pol icy discourages permitting vendors who kave conducted 

a f e a s i b i l i t y  study t o  bid on subsequent re la ted  work, hecause of 

potential  conf l i c t s  of i n t e r e s t .  In th ree  other cases,  the competitive 

bidding process was circumvented through the use of subcontracts worth a t  

l e a s t  $450,000. Six other s t a t e  l o t t e r i e s  use a central  procurement 

o f f i c e  fo r  contract  se lect ions  and awards. Repeal ing the Lot te ry ' s  

exemption from the S t a t e  procurement s t a t u t e s  and making the S t a t e  

Purchasing Office responsible f o r  Lottery procurement would hecter  

insula te  the Lottery from acgressive gaming companies and strengthen the 

Lottery ' s procurement procedures. 

The Lottery Has E!ot Suf f ic ien t ly  
Control 1 ed I t s  New Buil dinc Costs [see caaes 39 throuah 43) 

The Lottery has not su f f i c i en t l y  controlled cos t s  fo r  i t s  new building. 

Based on square foot  cos ts ,  the Lottery building wil l  cos t  over $440,000 

more than other S ta te  buildings under ccnstruction.  More elaborate 

i n t e r i o r  and ex te r io r  fea tures  as an ex te r io r  brick facade, brick 

planter  walls and a cu t  stone walkway contr ibute  t o  the hioher cost .  

During the course of the aud i t ,  the Lottery rescinded i t s  decision t o  

replace i t s  furni ture .  Replacement of most of i t s  fu rn i tu re  i s  

unnecessary and woul d have c c s t  $600,000. 

The Lottery Ha.s Exceeded I t s  Authority 
To Invest iaa te  Lottery Violations ( see  naces 4?5 throuoh 481 

Lottery invest igators  do not have s t a t u to ry  author i ty  t o  conduct 

invest igat ions .  A.R.S. $5-510.C. 1 imi ts  the Lot te ry ' s  law enforcement 
s t a t u s  t o  receiving inves t igs t ive  information pertaining t o  invest iea t ions  

of Lottery a c t i v i t i e s  from law enforcement agencies. The Department cf  

Public Safety,  r a the r  than the Lcttery,  i s  empowered by s t a t u t e s  t o  

invest igate  Lcttery viola t ions .  Despite t h i s ,  Lottery personnel have 

conducted numerous invest icz t ions  c f  svcti matters as  fraud and t i c k e t  

the f t .  



Lottery investigators have also violated State s ta tu tes  by carrying 
concealed firearms. The Lottery's 1 imi ted 1 aw enforcement s ta tus  
precludes carrying concealed firearms. According t.o the Legislative a 
Council, only o f f i c i a l s  designated as peace off icers  can legal ly  carry 
conceal ed firearms. 
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INTRODUCTION AND BACKGROUND 

The Office of the Auditor General has conducted a performance audi t  of the 

Arizona Lottery Commission i n  response t o  a Ju ly  26, 1985, resolution of 

the J o i n t  Legislat ive Oversight Cornmi t t e e .  T h i s  performance aud i t  was 

conducted as pa r t  of the Sunset Review s e t  fo r th  i n  Arizona Revised 

S ta tu tes  ( A .  R. S. ) §S41-2351 through 41 -2379. 

The Arizona Lottery was proposed by i n i t i a t i v e  pe t i t ion  (Proposition 200 1 
and approved by voters  i n  the  1980 general e lec t ion.  During i t s  1981 

session,  the Legislature enacted House Bill 2366 (Laws of 1981, Chapter 

245) which es tabl ished the Lottery i n  s t a t u t e .  The Lot te ry ' s  purpose i s  

" t o  produce the maximum amount of net  revenue consonant w i t h  the d igni ty  

of the S ta te . "  

Lottery Games 

The Lottery current ly  operates an i n s t an t  game and a computerized on-line 

game. The ins tan t  game involves purchasing a t i c k e t  and scratching o f f  

the coating t o  determine i f  i t  i s  a winning t i cke t .  Pr izes  usually range 

from $2 t o  $100,000. Approximately s i x  i n s t an t  games a r e  held per year.  

The i n s t an t  game was the ~ n l y  Lottery garre un t i l  the Legislature approved 

an on-1 i ne game t h a t  began i n  1984. 

The on-line game i s  played weekly and involves se lec t ing  six unique 

numbers between 1 and 39. A t  the  end of the week a drawing determines the  

s i x  winning numbers and the  bonus number. Players se lec t ing  winning 

combinations share the prize money. I f  no player s e l ec t s  a l l  s ix  winning 

numbers, the  grand prize i s  ca r r i ed  over l;nt.il there i s  a winner. Grand 

prize winnings have ranged from $150,000 t o  $8.7 mil l ion.  

Lottery t i c k e t s  a r e  sold by agents licensed by the  Lottery. Each t i c k e t  

s e l l  s f o r  $1. Agents receive 6 percent of 1 o t t e ry  t i c k e t  sa les  revenues. 

Tickets a re  warehoused and d i s t r ibu ted  t o  r e t a i l e r s  by Lottery personnel. 



Lottery Revenues And Distr ibution 

A. R.S. SS5-505.B and 5-522 specify how Lottery revenues a r e  d i s t r ibu ted .  II 
Forty-five percent of revenues a re  paid ou t  i n  p r i zes ,  a t  l e a s t  30 percent 

must be apportioned t o  the local Transportation Assistance Fund, the 

County Assistance Fund or  the S ta te  General Fund, and the remaining 25 

percent can be apportioned f o r  payment o f  cos t s  incurred in the operation 0 

and administration of the Lottery. Designated revenue fund d i s t r ibu t ion  

fo r  f i sca l  years 1981 -82 through 1985-86 i s  shown in Tab1 e 1. 

TABLE 1 

LOTTERY REVEtIUES TRANSFERRED TO 
DESIGNATED R E V E N U E  FUNDS FOR FISCAL(1) 

YEARS 1981 -82 THROUGH 1985-86 

Local Transportation General 
Fiscal Year Assistance Fund  Fund 

(1 ) Transfers t o  the County Assistance F u n d  will begin ir; f i s ca l  
year  1 8 6 - 8 7 .  

Source: Arizona Lottery Commission Annual Reports fo r  f i s ca l  years 
1581 -82 through 1985-86. 

For the f i r s t  year the Arizona Lot te ry ' s  i n s t an t  game s a l e s  were 

r e l a t i ve ly  high, b u t  have decl ined and s t ab i l  ized a t  approximately $5 t o  

$6 mil l ion  per game. lleekly on-1 ine game sa les  have ran9ed from $300,000 

t o  $6 mill ion per week, and account for  the s i gn i f i c an t  upsurge i n  Lottery 

s a l e s  i n  the past two years. Annual Lottery revenues since f i sca l  year 0 

1381 -82 a re  shown in Table 2 .  



TABLE 2 

ARIZONA LOTTERY REVENUES A N D  EXPEKSES 
FISCAL YEARS 1981-82 THROUGH 1985-86 

F i sca l  Year Fisca l  Year F i sca l  Year F i sca l  Year F i s c a l  Year 
1981 -82 1982-83 1983-84 1984-85 1985-86 

REVENUES 

T i c k e t  s a l  e s  
i n s t a n t  $114,143,431 $ 74,892,648 $ 59,275,035 $ 46,217,404 $ 34,578,266 

T i c k e t  s a l e s  
on-1 i ne 26,657,995 86,374,157 

R e t a i l e r  1 icense 
f e e s  61,699 9,788 7,375 8,700 

Other revenue 53,708 34,005 35,984 

Tota l  revenues 114,205,130 74,902,436 59,328,743 72,916,779 120,997,108 

EXPENSES 

P r i z e s  51,441,369 36,370,619 25,987,156 33,467,842 55,135,210 
Adminis t ra t ive  16,327,767 15,562,016 13,432,630 16,804,780 23,591,845 

exoenses ( s e e  

Tota l  Expenses 67,769,136 51,932,635 39,419,786 50,272,622 78,257,182 

Net income 46,435,994 22,969,801 19,908,957 22,644,157 42,270,053 
be fo re  t r a n s f e r s  

Unusual i tem - 
fo rg iveness  of debt  1,400,551 

Net income be fo re  
t r a n s f e r s  t o  o the r  
S t a t e  of Arizona 
funds 46,435,994 22,969,801 21,309,508 22,644,157 42,270,053 

Trans fe r s  t o  o t h e r  
S t a t e  o f  Arizona 
funds  (36,600,000) (31,800,000) (18,000,000) 

Income be fo re  
cumulat ive  e f f e c t  
o f  change i n  
account ing 
p r i n c i p l e  9,835,994 

Cumulative e f f e c t  
of change i n  
account ing 
p r i n c i p l e  654,883 

Net Income 10,490,877 (8,830,199) 3,309,508 644,157 5,270,053 

Retained revenues 
( d e f i c i t )  bes inning 
of y e a r  (1,472,032) 9.018,845 188,646 3,098,154 d,147,211 
Retained revenues,  

end of yea r  $ Q.018.845 1 8 8 , 6 4 6  _1 3,498,154 $ A.147,311 $ 3,417,264 -- - 

Source: Arizona Lot tery  Commission Annual Reports,  f i s c a l  y e a r s  1981 -82 throu?h 1385-86. 



Organization And Budget 

The State Lottery Act established a Commission consisting of five members 

appointed by the Governor t o  five-year terms. Two members of the 

Conimission must have a t  l eas t  f ive years '  experience i n  law enforcement, 

and one must be a cer t i f ied  public accountant. The Lottery Commission i s  

autl~orized t o  make recommendations to  the Lottery Director and to  s e t  
pol icy. 

The Executive Director i s  also appointed by the Governor, to exercise 

immediate supervision over the Lottery and promul gate ru1 es under 
authorization from the Commission. The Executive Director currently 

supervises approximately 120 s t a f f  working i n  f ive divisions. The 

Executive Director a1 so acts as the secretary and executive off icer  of the 
Commission. 

As shown i n  Table 3 (page 5 ) ,  the Lottery spent more than $23 million t o  

support i t s  operations in fiscal year 1985-86. The Lottery in i t i a t ive  

exempted the Lottery from the State budget and appropriations processes 

for determining State acency operating budgets. The Lottery deterrvines 

i t s  own operating budget within the parameters s e t  by s ta tute .  A1 t h o u g h  

the Lottery can expend u p  to  25 percent of revenues for administrative 

expenses, n o t  more than 4 percent may be spent on advertising. 

A u d i t  Scope And Purpose 

Our audit  focused on the Lottery's s b i l i t y  t o  perform i t s  functions 

effectively and ef f ic ien t ly .  The report presents findings anc! 
recornniendations in five areas. 

e Whether the Lottery has more administrative funds available than i t  

needs. 

a Ilhether additional 1 cgisl a t ive and executive oversight of the Lottery 

i s  needed. 

e The adequacy of the Lottery's contract selection process. 



TABLE 3 

CATEGORY 

ADMIIIIISTRATIVE EXPENSES 
FISCAL YEARS 1381 -82 THROUGH 1985-86 

F i s c a l  Year F i s c a l  Year F i s c a l  Year F i s c e l  Year F i s c a l  Year 
1981 -82 1982-83 1983-84 1984-85 1985-86 

R e t a i l e r  
c o n ~ i s s i o n s  $ 6,127,019 $ 4,679,135 $ 3,931,696 $ 4,553,037 $ 7,316,728 

A d v e r t i s i n g  
& promotion 4,432,372 3,310,135 2,377,539 2,688,849 3,931,143 

T i c k e t s  
purchased 3,097,973 2,596,098 2,582,771 2,594,817 1,748,9!1 

On-1 i n e  
s y s  tern 

Wages & 
enpl  oyee 
re1  a t e d  1,406,861 2,260,297 72,869,202 3,243,303 3,174,722 

C o n t r a c t  
s e r v i c e s  438,998 261,571 321,494 637,537 807,145, 

Unusual i tern (1 1 1,529,323 

Other  
admi n i  s- 
t r a t i v e  824,544 925,457 1 ,279,S2t? 1,951,949 2,094,759 

TOTAL $1 6,327,767 $1 5,562,016 $1 3,432,630 $1 6 .€?04.,780 $23,591 ,845 

Reimb1;rsement t o  vendor f o r  o n - l i n e  gace expenses  i n c u r r e d  p r i o r  
t o  o r i g i n a l  c o n t r a c t  b e i n s  adjudged nu1 1 and void .  

Source:  Ari zona L o t t e r y  Commi ssi on Annual Repcr t s ,  f i  s c a l  y e a r s  19231 -82 
through 1985-36. 



a Whether the Lottery has suff ic ient ly  control led i t s  new buil ding costs. 

0 Whether Lottery Security Staff shoul d be conducting investigations and 
carrying concealed firearms. 

In addition, we developed other pertinent information concerning combining 

gambl ing regul atory functions (see page 49) .  

Our audit scope was limited to  the extent we could not review lo t te ry  
commission executive session meeting minutes. The Lottery could n o t  
locate any of these meeting minutes from i t s  f i r s t  executive session 
through June 1986. 

Due t o  time constraints we were unable to  address a l l  potential issues 

identified d u r i n g  our audit. The section Areas for Further Work (page 57)  

describes these potenti a1 issues. 

Our audit  was conducted i n  accordance with general 1 y accepted governmental 
auditing standards. 

The Auditor General and s ta f f  express the i r  appreciation to the Lottery 
Commission, Executive Director and s ta f f  for the i r  cooperation and 
assistance during the audit. 



SUNSET FACTORS 

In accordance with Arizona Revised Statutes ( A .  R.S. ) S41-2354, the 

Legislature should consider the fo1 lowing 12 factors in determining 
whether the Arizona Lottery Commission should be continued or terminated. 

1. The objective and purpose i n  establishing the Lottery 

The Arizona Lottery Commission was proposed by in i t i a t ive  petition 

(Proposition 200) and approved by voters i n  the November 1980 general 

election. The Lottery Commission's purpose i s  " to  produce t h e  

maximum amount of net revenue consonant w i t h  the dignity of the 
s ta te ."  This i s  currently accomplished by offering the public an 

instant t icke t  game and an on-line Game. 

2.  The effectiveness w i t h  which the Lottery has met. i t s  ob.iective and 

purpose and the efficiency w i t h  which i t  has operated 

The Lottery has producea a s ignif icant  amount of net revenue since i t  

began operations in 1981. The Lottery i s  required by s ta tu te  t o  

dis t r ibute  a t  l e a s t  30 percent of wagers to  three designated fcnds, 

wtlich are  the Local Transportation Assistance F u n d ,  the State General 
Fund and the County Assistance Fund. C u r i n g  i t s  f i r s t  f ive years of 

operation, ending June 30, 1986, the Lottery distributed $1 45,400,000 
into these funds. 

Although the Lottery has produced much net revenue, i t s  operstions in 

some cases have not been ef f ic ien t .  Efficiency of operations i s  

especially c r i t ica l  for the Lottery because any monies saved can be 

distributed t o  the designated funds. Our audit  found tha t  the 
Lottery's building costs are  excessive. Eased on square foot costs ,  
the Lottery building will cost over $440,000 more than other State 

buildings under construction, according t o  construction estimates. 

The Lottery f e l t  a more elaborate building was necessary t o  project a 
proper Lottery image. 



3 .  The extent to  which the Lottery has operated w i t h i n  the public 

in t e res t  

The Lottery has operated within the public in t e res t  by generating 

substantial net revenues which are apportioned to  the State and to  
1 ocal governments. 

4. The extent to  which rules and regulations promulgated by the Lottery 
are  consistent w i t h  the 1 egi sl  a t ive mandate 

The Lottery has promulgated rules and regulations that  are  consistent 

w i t h  i t s  leg is la t ive  mandate. The Attorney General ' s  Office reviews 

and c e r t i f i e s  a l l  proposed rules.  

The extent to  which the Lottery has encourased i n p u t  from the public 
before promulgating i t s  rules and regulations and the extent to which 
i t  has informed the pub1 i c  as t o  i t s  actions and t,heir expected 
impact on the public 

The Commission has adequately encouraged input from the public before 

promu1 gating i t s  rules and regulations. Proposed rules are 

summarized i n  the Administrative Digest. Any proposed rule i s  placed 
on a regular Commission meeting agenda for consideration. Fleeting 
notices are  posted a t  the Lottery and in the Senate Press Room. In 

addition, the Department of Administration i s  notified. The Lottery 
a1 so not i f ies  industry and re ta i  1 e r  representatives o f  proposed rules 
and regulations affecting them. 

The Lottery has n o t  complied w i t h  the statutory requirement t o  keep 

Commission executive session meeting minutes. State boards and 
commissions are required by stat.irte t o  keep records a t  a l l  meet.inss, 

including executive sessions. During the course of the audit the 

Lottery could not locate any of i t s  executive session minutes from 
the Lottery's f i r s t  meeting through June 1986. 



6. The extent t o  which the Lottery has been able t o  investigate anc: 

resolve complaints that  are  within i t s  jurisdiction 

Since the Lottery i s  not a regulatory agency, per se ,  i t s  enabling 

legis lat ion d i d  n o t  incl ude a formal conpl a i n t  process. Statutes 
authorize the Department of Pub1 i c  Safety to  conduct investigations 

into any violations of s ta tutes  pertaining to  the conduct of the 
Lottery. However, we found tha t  the Lottery has excee6ed i t s  

a ~ ~ t h o r i t y  t c  investisate Lottery viol ations (See Finding V ,  pages 45 

through 48).  

7.  The extent t o  which the Attornev General or anv other a ~ ~ l i c a b l e  
agency of State government has the authority to  prosecute actions 
under i t s  enabl i  ng 1 egi sl ation 

A. R. S. 55-51 2 .O1 provides both the Attorney General and county 
attorneys concurrent prosecution authority for  any offense arising 

out of or i n  connection with the formation, management, operation or 

conduct of the State Lottery. 

8. The extent to  which the Lottery has addressed deficiencies in i t s  

enabl i  ng s ta tu tes  which prevent i t  from ful f  i l l  i  ng i t s  statutory 
mandate 

Since i t s  inception i n  1981, the Lottery has been active i n  

submitting 1 egis1 ation t o  increase i t s  effectiveness. Legislation 
addressed: 

a Percentage of revenues a1 1 owed for  adverti sing, 
a Limited peace off icer  s ta tus  for  the Assistant Director of 

Security and Licensing, 
c Authorizing on-line games, 

a Confidentiality in procurements, 
a A1 lowing redemption centers, 
0 Authorizing f a c i l i t i e s  construction, and 

e Clarifying various items re la t ins  t o  Lottery games. 



In addi t ion,  according to the Lottery Director,  s t a t u t e s  l imi t ing the 

number of drawings for  on-line games should he repealed t o  permit 

addit ional  drawings and the introduction of new games. The Lcttery 

proposed l eg i s l a t i on  t o  t h i s  e f f e c t  i n  the l a s t  l e g i s l a t i v e  session 

b u t  i t  did not pass. 

9.  The extent  t o  which chanses a r e  necessary in the lavs  of t,he Lottery 

t o  adequately comply w i t h  the fac to rs  l i s t e d  i n  the sunset law 

Based on our aud i t  work, we recommend t h a t  the Legislature consicier 

the following changes t o  the Lottery Commission's s t a t u t e s .  

o Amend A.R.S. S5-505.B, reducing the percentage of v~agers allowed 
fo r  Lcttery administrat ive expenses from 25 percent t o  no more 
than 20 percent, and increasing the percentage of wagers t.o he 
t ransferred t o  the designated revenue funds and/or the prize 
fund. (Efficiency of Operations - Sunset Factor 2). 

o Amend A.R.S. $5-503, repealing Lot te ry ' s  exemption from the 
S t a t e  procurement s t a t u t e s  and making ttre Department of 
Administration-State Purchasing Office, responsible fo r  a l l  
Lottery procurement. (Effectiveness of Operations - Sunset 
Factor 2 ) 

In addi t ion,  v:e recommend t h a t  confl i c t i ng  s t a t u t e s  r e l a t i n s  t o  

revenue d i s t r ibu t ion  be amended. I t  appears t ha t  when A.R.S. S5-522 

idas anended i n  1986 to  es tab l i sh  a County Assistance Fund, A.R.S. 

$5-505.B was not s imi lar ly  amendec' t o  r e f l e c t  this change. Further, 

according to  Leci s l  c t ive  Council , these s t d t ~ t e s  a1 so appesr t o  

con f l i c t  i n  t e r m  o f  revenue d i s t r ibu t ion  avoufits. A.R.S. S5-V5.E 

requires t ha t  "not l e s s  than 3 C  percent" of revenues be t ransferred,  

whereas A.R.S. 55-522  does not indicate  a minimum percentage. 

10. The ex ten t  t o  r;hicl~ the terminaticn o f  the Lottery k!oulc' 

s ign i f i can t ly  harp the ~ l i b l i c  health,  safe ty  c r  welfare 

T e r ~ i n a t i n g  the Lottery would not have a deleterious e f f ec t  on the 

pub1 i c  health,  safe ty  or we1 fa re .  However, t e r v i n a t i n ~  the Lottery 

would el iminate a sicjnificant an?ount of revenue made available t o  the 

S ta te .  Since i t s  inception i n  1981, t,he Arizona Lottery has raised 



more than $145 mil 1 i o n  i n  net revenues distributed to  the Local 

Transportation Assistance F u n d ,  the Highway User Revenue Fund ,  the 

County Assistance Fund and the State General Fund. 

11. The extent to which the level of reaul ation exercised bv  the Lottery 

i s  appropriate and whether less  or  more s t r ingent  levels of 

regul ation woul d be appropriate 

The Arizona Lottery i s  not a regulatory agency. However, the agency 

must ensure that  Lottery r e t a i l e r s  comply w i t h  Lottery s ta tu tes ,  and 

rules and regulations promul gated thereunder. According t o  the 

Lottery Director, the level of regulation currently provided i n  t h i s  
regard i s  appropriate and requires no change. 

12. The extent to which the Lottery has used private contractors in the 

performance of i t s  duties and how effect ive use of  private 
contractors could be accomplished 

The Arizona Lottery makes extensive use of private contractors in the 

performance of i t s  duties. Private contractors provide instant game 

t ickets ;  on-1 ine game systems, services and t icke ts ;  drawing 

equipment; and annuities to  fund grand prizes. In addition, the 

Lottery uses private contractors for advertising and promotion, 

auditing, overseeing drawings, and dat.a processing. We did not 
identify any other areas for  the Lottery's use of private contractors. 



THE LOTTERY HAS !!ORE ADFIINISTFATIVE 

FUNDS A V A I L A B L E  THAN IT b!EEDS 

The Lottery's administrative portion of revenues coul d be reduced. I t s  

cL!rrent apportion~ent i s  more than ample t o  meet a l l  i t s  needs and i s  nore 

than most other s ta te  1 o t t e r i e s  spend. If  the Lottery's administrative 

portior; were reduced, more funds would be available for  prizes and for  

remittance to  the General Fund. 

Administrative Portion I s  
Higher Than Necessary 

The Lottery's percentage of total  revenues allowed for operatin9 expenses 

i s  hisher than i s  necessary t o  ~ e e t  i t s  needs. The Lottery has never 

expended a l l  of the 25 percent of revenues allowed and has carried forwar4 

1 arge amounts annually . Further, as the Lottery natures, 1 arge i n i t i a l  

expenditures for  capital improvements and electronic data processin9 ( E D P )  

systems development should decrease. Post other s ta tes  spend considerably 

l e s s  than 25 percent of the i r  total revenues to  operate the i r  lo t te r ies .  

Portion available n o t  needed - Although the Lottery has 25 percent of  

total  revenues avai 1 able for  oeneral adrni ni s t r a t i  o n ,  i t  has needed 

considerably less  t o  operate during i t s  f i r s t  f ive years. As shown in 

Table 4 (page 14) ,  the Lottery has actually spent l e s s  than 20 percent of 

i t s  total  revenues on administrative expenditures. In fiscal year 

1985-86, for example, the Lottery spent approximately $23 mi7 1 ion a1 though 

more than $30 million \:as available for Lottery operations. 

I f  Lottery revenues continue to  increase, the percentage of revenues 

required to  cover administrative expenditures can be expected t c  

decrease. D c r i ~ g  the three f iscal  years ir: which Lottery revenues were 
l e s s  than $75 million ( f i sca l  years 1982-83, 1983-84 and 1384-85), the 

percentage of revenues spent on Lottery administration has ranned from 



20.8 percent t o  23.0 percent, with an average of 22.1 percent. For the 

two years  i n  which t o t a l  revenues were greater  than $110 mil l ion,  * 
administrat ive expenditures const i tu ted 14.3 percent and 19.1 percent of 

to ta l  s a l e s ,  respectively.  T h i s  indicates  t h a t  a s  revenues increase,  a 

smaller percentage of revenues i s  needed fo r  administrat ion.  

TABLE 4 

LOTTERY ADMINISTRATIVE APPORTIONMENT FRD EXPENDITURES 
(IN MILLIONS OF DOLLARS) 

FISCAL YEARS 1981 -82 THROUGH 1385-16 

Admi n .  
Total Portion 

Fiscal Year Revenues 25% of Total 

TOTAL 

Expenditures As 
Admi n . Percentage Of 

Expenditures Total Revenue 

19.3% (Average) 

) This was the f i r s t  f u l l  year the Lotto (Pick)  game was i n  
operation. The addit ion of the Pick game i s  p r i ~ a r i l y  
responsible f o r  the sharp increase i n  administrat ive expenditures. 

0 

Source: Arizona S ta te  Lottery Annual Reports 

A1 tllough some of the excess administrat ive monies have been remitted t o  • 
the Genera1 Fund, monies ca r r i ed  forward each year have been subs tan t ia l .  

As shown in Table 5 (page 1 5 ) ,  f o r  example, approximately $10 mill ion of 

revenues have been accumulated through f i sca l  year 1985-86 and are  being 

carr ied  forward t o  the  current  f i sca l  year .  Carry forvards c f  t h i s  ill 

magnitude indicate  t ha t  revenues earmarked fo r  administrat ive expenditures 

a r e  more than adequate t o  meet the Lot te ry ' s  needs. 



TABLE 5 

CUMULATIVE RETAIFJED REVENUES 
FCR FISCAL YEARS 1381 -82 THROUGH 1985-8h 

Fiscal Year 
1981 -82 
1982-83 
1983-84 
1984-85 
1985-86 

Retained Revenues 

) Because of the severe fiscal c r i s i s  experienced by the State 
during fiscal year 1982-83, the Lottery transferred a1 1 possible 
monies (including a l l  retained revenues from the previous f iscal  
year)  to  the General Fund.  

( 2 )  The fiscal year 1985-86 retained revenues figures are based upon 
the Lottery's f iscal year-end income statement. Included in t h i s  
estimate i s  $4,733,500 that  has been placed in an obliaated 
capital expenditures fund t o  cover construction costs of the new 
bui 1 ding. 

Source: Arizona State Lottery Annual Reports. 

Capital improvement and EDP systems development costs should decrease - As 

the Lottery matures, administrative expenditures may decline. Large 

in i t i a l  expenditures for capital improvements and EDP development should 

decrease. Land acquisition and construction of the Lottery's building, 
estimated to  cost $5.2 million, will be ful ly  paid for w i t h  retainer! 

revenues from fiscal years 1985-86 and 1986-87. The Lottery's main frame 
computer, purchased in fiscal year 1985-86 a t  a cost of $85,000, should be 

suff ic ient  t o  meet i t s  needs for the foreseeable future.* Most system 

development and conversion work - totaling approximately $1.5 million - 
shoul d be compl eted during 1987. 

Other s t a t e s  spend less  - Other s ta tes  spend considerably less  than 25 

percent of their  total  revenues for administration. On the average, the 

percentage of  total  revenues spent by other s t a t e  l c t t e r i e s  for  

administrative costs during f iscal  year 1984-85 i s  14 percent.** Of the 

* The Lottery recently purchased a used maintrame computer from the 
Department of Revenue. 

** This figure includes the Distr ic t  o f  Columbia lot tery.  



18 ot.her s t a t e  lo t t e r i e s  in operation during f iscal  year 1984-85, only 

Vermont spent more than 25 percent of i t s  revenues on lot tery 

On the average, s ta tes  with l c t t e r i e s  most comparable to  Arizona's spend 

or will expect to  spend l e s s  than 20 percent on administration.** Since 

1982, six s t a t e s  with populations comparable to  or smaller than Arizona 

have inst i tuted 1 o t te r ies .  In the aggregate, these s t a t e  1 o t t e r i e s ,  as 

shown in Table 6 (see page 1 7 ) ,  spend or will expect to  spend 18.3 percent 

of the i r  revenues on lo t te ry  administration. 

More Could Be Set Aside For 
Prizes And The General Fund 

If  the Lottery's administrative portion were reduced by 5 percent, more 

monies - an estimated $6.2 million in fiscal year 1986-87 - would be 

available for other purposes.*** These additional monies could be used to  

increase the prize pools and/or t.rcinsferred to  desicnated Revenue or 

General Funds. 

F/iore prize money - Increasing the percentage of revenues designzted for 

prizes by 2.5 percent for the instant and Pick games would p u t  the Lottery 

more in l ine  with other s t a t e  lotteries.**** Arizona ranks low in the 

percentage of revenues a l lo t ted  to  player prizes. In Arizona, 45 percent 

of instant and L o t t o  (Pick) revenues are  allocated for  prizes. An Auditor 

* The Ver~ont lo t te ry  i s  the 1o~:est revenue producing lo t te ry  in the 
nation. During fiscal year 1984-85 Vermont's 1  ottery revenues 
totaled $5.2 million. 

** These lo t t e r i e s  were cllosen for two reasons. F i r s t ,  given their  
infancy, one can expect then t o  be incurring development costs 
similar t o  tha t  of the Arizcna State Lottery. Seccnd, actlral or 
projected revenues for these lo t t e r i e s  are comparable to  or smaller 
t h a n  the Arizona State Lottery. 

*** LIe estimate f iscal  year 1986-87 revenues will be approxi~ately $123 
million based on actual revenues of $61.5 million for the f i r s t  six 
months of the f iscal  year. 

**** The following analysis asscmes that the 5 percent reduction would be 
divided evenly between the prize and revenue fun6.s. IJor! t h i s  money 
i s  actually allocated i s  a l e ~ i s l a t i v e  policy 6ecision. 



General s t a f f  survey of other s t a t e  l o t t e r i e s  indicates  t h a t ,  on the 

average, 49.1 percent of revenues a r e  a l located fo r  prizes.  

PERCENTAGE OF TOTAL LOTTERY REVERUES SPE!;T ON 
ADEIMISTRATIVE EXPEI!DITURES AMONG SMALL TO FED1 Ubl POPULATION 

STATES THAT MAVE INSTITUTED LOTTERIES SIfJCE 1982 

Year Annual Revenue Percentage 
S ta te  Ins t i tu ted  Population ( i n  Mill ions )  of ~evenues (1 )  

ARIZONA 1981 2,718,215 7 ~ . 9 ( ~ )  23.0 
Washington 1982 4,132,156 150.0 17.6 
D i s t r i c t  of 

Col urnbia 1982 633,333 112.7 17.2 
Colorado 1983 2,&89,964 105.3 18.6 
Iowa 1985 2,913,808 82.5 20.0(3) 
Orecjon 1985 2,633,105 42.2 15.3 
West Virginia 1986 1,949,644 24.0 21.0(4) 

Average percentage of revenues excltidinc Arizcna s e t  aside fo r  
administrat ive expenditures - 18.3 percent. 

I1  ) For f i sca l  year 1524-25 unless otherwise noted. 
( 2  ) Arizona Lottery revenue f o r  f i sca l  year 1935-86 was approxiaately 

$121 million. 
( 3 )  Percentage of revenues t o  be spent on Lottery ach in i s t ra t ion  

duri n~ f i sca l  year 1985-86. 
( 4 )  U e s t V i r g i n i a i r i n i t s f i r s t y e a r o f l o t t e r y o p e r a t i o n .  During 

the f i r s t  three years ,  t h i s  l o t t e r y  i s  permitted t o  spend u p  t o  
21 percent of revenues fo r  adnini s t r a t i v e  expendi tures .  After 
three  years ,  t h i s  wil l  drop t o  15 percent. 

Source: S t a t e  Lottery Annual Reports and Auditor Generzl survey of s t a t e  
1 o t t e r i e s .  

Increasing the percentage of revenues al located fo r  pr izes  would have a 

s ign i f i can t  impact on the number and s i z e  of purses awarded. An increase 

in the pr ize  z l locat icn  by 2.5 percent would have meant an addit ional  

$130,179 in  pr ize  money fo r  the Double Your Treasure i n s t an t  came 

conducted frcm Flay t o  June, 19c"6. fissuming no changes in the pr ize  

s t ruc tu re ,  t h i s  could have t rans la ted  i n to  approximately 32,786 addit ional  

l o w t i e r  winners ($2-$20), 40 medium t i e r  winners ($50-$1 G O ) ,  zn d  two 

additional high t i e r  winners ($5,000). 



An increased a1 location to  the Pick prize fund of 2.5 percent would have 
also had a an irxpact on the number of big jackpots won. This would have 

resulted i n  two more $3+ million jackpots since the game's inception in 

October 1 984. 

Furthermore, research indicates tha t  i ncreasi n~ the percentage of Lottery 

revenues desicnated for prizes may increase in t e res t  in the Lottery among 
Ari mona residents. Surveys conducted by Behavior Research Center and 

Arizona State University's Survey Research Laboratory i n  1984 and 1985, 
respectively, found tha t  reasons given by Arizona resi  eents for  not 
playing the Lottery include a perception tha t  there are  too few winners, 
that  odds are too heavily weighted against the players, and that  n o t  

enough revenue i s  allocated for prizes. 

Designated revenue and General Funds - F4ore revenues c o ~ l d  be transferred 

t c  the designated Revenue and General Funds. Durin~ i t s  five-year 

existence, the Lottery has transferred almost 33 percent of i t s  revenues 
to  the Local Transportation Assistance, County Assistance or General 
Funds. However, in the past three years the Lottery has transferred 

s l ight ly  more than the minimum 30 percent required by s tatute .  In 

contrast ,  other s t a t e  lo t t e r i e s  transferred approximately 36 percent of 
lo t te ry  revenues to  s t a t e  coffers during fiscal year 1935. I f  2.5 percent 

more were reni t ted t o  these funds i n  f iscal  year 1986-37, $3.1 mil 1 ion in 

additional funds would be available t o  support public programs and 

projects. 

C O N C L U S I O N  

The percentage of Lottery revenues s e t  aside for administrative 

expenditures shc~rla be reduced. This percentage i s  higher than 

necessary. Eeducirrg the perce~tage of  tot21 revepues earnarked f c r  

administrative costs woul d permit the Legislature to corxmi t more revenues 
for prizes, designated revenue funds and the General Fund. 



RECOMKENDATI CMS 

1 . The Legi sl  atlare shoul d consider reducing the percentase of  Lottery 
revenues earmarked for administrative expenditures from 25 percent to  
no nore than 20 percent. 

2. The perce~tage of revenues allocated to  prizes and transferred to  the 
State Treasury shogld be increased as the State Legislature deems 
appropriate to  re f lec t  changes i n  the allocation of revenue f o r  

Lottery administration. 



BUDGETARY OVERS1 G H T  AND COFlTROL O V E R  LOTTERY 

CPERATIONS NEEDS TO BE STRENGTHENED 

Arizona Lottery Commission s tatutes  should be revised to  increase control 

over Lottery functions. Under the Lottery's current autonomcus structure, 

budgetary oversight of Lottery operations i s  weak. Revising Lottery 

s ta tu tes  woul d improve both 1 egi sl  ative and executive oversight. 

Budgetary Oversight Over 
The Lottery Is \,leak 

The Lottery operates more autonomously than most a ~ e n c i e s  within State 

government. Both the Legislature and the executive branch are limited 
s ta tu tor i ly  i n  the amount and nature of oversight they can exercise over 
the Lottery. Moreover, the Lottery Commission has exercised a limited 
role and cannot effect ively oversee the Lottery's adrnini strati t ie 
operations. As a resu l t ,  the Lottery Director has broad discretion end 
authority t o  operate independently. 

Legislative and executive oversisht 1 imited - The 1980 in i t i a t ive  that  

established the Lottery 1 imi ted oversight of Lottery operations. IJn1 ike 

most State agencies, the Lottery i s  n o t  subject t o  an annual appropriation 

of i t s  operating funds by the Legislature, nor i s  i t  subject t o  executive 

control over i t s  procurement and contracting ac t iv i t i e s .  

The Lottery Act ( H . B .  2366 Laws 1981, C h .  245) enacted i n  1981 established 
the Lottery pursuant t o  an in i t i a t ive  approved by the voters in F!ovemher 

1980. A private gaming company, which l a t e r  becane a wajor Lottery 
contractor, financed the drafting of  the Lottery ini t ia t ive."  The 

framework for the Lottery's autonomous structure was establ i shed i n  the 

i n i t i a t i v e  and so \:as - not a legis lat ive policy decision. 

* The same private gaming conpany supporting the Arizona Lcttery 
in i t i a t ive  l a t e r  supported similar in i t i a t ives  for California and 
Oregon. These in i t i a t ives  a1 so 1 imi ted 1 egi sl a t ive and executive 
oversight. 



Under the provisions of the Lottery Act, the Lottery has a statutory 

exemption from the State appropriations process. Unlike most State 

agencies, i t  sets  i t s  own budget and s taff ing levels.  The Attorney 

General, in Cpinion 181-022 dated January 13, 1981, ruled tha t  the Lottery 

Act: 

. . . read as a whole, clearly expresses a direction to  
the Commission and Executive Director to  spend or 
dispose of a l l  the monies raised from the sa le  of 
lo t te ry  t ickets  for the purposes described in the Act, 
and that  i t  does not contemplate that  any further 
leg is la t ive  action will be necessary for  the 
expenditure or disposition of those monies. 

The Attorney General, in the same opinion, also ruled t h a t  the continuing 

appropriation so stipulated i s  constitutional . This exemption from the 

annual appropriation process essential ly prohibits the Legislature from 

exercising one of i t s  strongest oversight powers over the 1 ottery. 

Further, the Lottery i s  exempt from executive budget oversight. The 

Lottery i s  not required to  submit i t s  budget to  the Executive Budget 

Office for review. 

Commission's role - The Lottery Comission also has a limited role  in 

overseeing the Lottery's operations. The in i t i a t ive  establ ishing the 

Lottery may have intended for  the Commission t o  provide oversight. 

I-lowever, the Commission has not been sble t o  f u l f i l l  th i s  function 

effectively.  

According t o  a Legislative Council Cpinion dated Auaust 29, 1986, i t  

appears that  the Lottery Act intended for the Commission t o  "exercise 

general and cverall control" over the Lottery's operations. The 

Commission has the authority t o  approve or disapprove the Lottery 

Director 's  actions. Accordin9 t o  the Lecislative Counci7, t h i s  appears to 

give the Commission authority over the Lcttery's budget anc! s taff ing 

levels ,  a1 thoush the lznguage of the Lottery P.ct i s  n o t  clear on th i s  

point. 



In practice, the Commission i s  limited in i t s  oversight role. F i r s t ,  i t  

has never been active in reviewing the Lottery's operating or capital 
construction budgets and s taff ing levels ,  even though i t  appears to  have 

oversight authority in t h i s  area. Second, the Commission has 1 imited 

statutory authority in other areas. For example, i t  only has the power to  

disapprove contracts within 14 days of the Director 's  order awarding the 

contract. I t  cannot award contracts t o  the bidder i t  feels  i s  most 
qua1 i f ied.  

The nature of the Commission further inhibi ts  i t s  ab i l i t y  to  oversee the 

Lottery. Gne Commission member stated tha t  being part time and unpaic! 
provides the Corrmissioners with 1 i t t l  e opportunity or motivation t o  

closely monitor Lottery operations. A t  i t s  monthly meetings, the 

Commi ssion i s  dependent on information provided by Lottery empl oyees. 

Another Commissioner stated that  the Com~ission i s  l i t t l e  more than "a 
rubber stamp for the Director 's  decisions." 

Limited in i t s  role,  the Co~mission has become l e s s  involved in Lottery 
operations in recent years. From 1981 throuch 1983, the Commission 

averaged 18 meetings per year. For 1984 and 1985 the average meetings per 

year dropped to 13. As of August, the Commissicn tiad met only four t ines 

i n 1986. Further, the Cammi ssion subcornmi t t ees ,  original l y  formed to 

prcvide close scrutiny of specific functional areas within the Lottery, 

are almost inactive. According to  two Commissioners interviewed, the 

subcommittees have met only once i n  the past year. 

Director authority - Because oversight i s  lacking from the leg is la t ive  and 
executive branches, and from the Commission, the Director has extensive 

authority t o  operate the Lottery independently . The Director prepared and 

had final approval over a budget of approxircately $23 million f o r  f iscal 

year 1985-86. The Lottery budget was n o t  required t o  be reviewed by the 
Executive Budget Office ( E E O )  or the Jo in t  Lcgi sl a t ive Budget Comi t t ee  

(JLBC), ye t  80 agencies with equal or lesser  budgets were required to  
subinit to  th i s  budget review process. 



Lottery s ta tu tes  could be revised t o  increase control over and 
accountabil i ty for i t s  operations. Establ ishins  executive and leg is la t ive  

oversight would strengthen control over Lottery expenditures. 

The Legislature has the authority to  restructure the Lottery i f  i t  

chooses. According to  a Legislative Council Opinion dated August 29, 

1986, the Legislature may amend the Lottery Act and modify the structure 
and authority of the Lottery Comission, because the Lottery in i t i a t ive  
did n o t  receive a majority of the vote of qual i f ied  electors.  

Article I V Y  part  1 ,  section 1 ,  subsection (61, 
Constitution s f  Arizona, prohibits the legis lature  from 
amendi r;g or repeal i ng in i t ia ted  or referred measures 
which receive a majority vote of the qualified 
electors.  The phrase 'majority of qual i f ied electors '  
means the majority of those e l ig ib le  to  vote, not those 
actually v o t i n g .  Adam v.  Bolin, 74 Ariz. 269, 247 
P.2d 017 (1952). 

According to  the Secretary of S t a t e ' s  Office, 41 2,992 pecple voted i n  

favor of the Lottery in i t i a t ive ;  enough to pass the measure, b u t  not a 
majority of nore than 1.1 mill i o n  qualified voters. 

Greater control over expenditures - Establishing leg is la t ive  oversight and 

ED0 review of Lottery budsets would provide grreater control over Lottery 

expenditures . Currently, the Lottery determines i t s  operating budgets 

w i t h o u t  any outside review. Requiring the Lottery to  participate in the 

executive budget and 1 egis1 at ive apprcpriations processes woul d provide 

increased control over expenditures. Under the budget and appropriations 

process, a1 1 i terns, incl udi ng furniture purchases and professional and 
outside services, would be reviewed by E B O  and JLBC s taf f  and would 

require 1 egi sl  ative approval . 



Revising Lottery s tatutes  t o  improve central oversight v~oul d be consistent 

with practices in other s ta tes .  Currently, 16 of  the 22  s ta tes  (excluding 
Arizona) operating 1 o t t e r i e s  appropriate the i r  1 o t t e r i e s '  cpersting 

budgets.* Of the 12 s ta tes  tha t  have established the i r  l o t t e r i e s  as 
stand-alone acencies, eight appropriate the l o t t e r i e s '  operating budgets 

through 1 egi sl  ative action. The other ten s t a t e s  tha t  operate 1 o t t e r i e s  
have rcade the lo t te ry  subordinate to  a  larger agency, such as  the  

Department of Revenue. 

CGMCLUSI ONS 

The Lottery could be restructured t o  i ~ p r o v e  control over Lottery 

operations. A t  present, the Lottery i s  f ree from the res t r ic t ions  under 

which most State agencies must operate. Subjecting the Lottery t o  the 

executive budget and leg is la t ive  appropriations processes would provide 
increased oversight over Lottery expendi tures. 

The Legislature stioul d consider revising Lottery s tatutes  to  require the 

Lottery to  participate in the executive budget and leg is la t ive  
appropriations processes. 

* Some s ta tes  appropriate personnel and administrative costs, b u t  n o t  
those costs which are a  fixed percentage of  revenues, such as 
r e t a i l e r  commissions, vendor commissions and advertising. However, 
blichigan a1 so appropriat-es i t s  1  o t t e ry ' s  advertising budget. 
Regardless of  the form of inple~enta t ion ,  a l l  of the s t a t e s  
interviewed a1 1 ow access t c  supplemental and emergency funding i f  
there i s  a  budget shortfal l .  



THE LOTTERY rlEEDS TO BETTER. NAItJTAIN TI-{€ APPEAP.A!ICE OF 

IPiPARTIALITY AND FAIRNESS 114 ITS CONTRACT SELECTIOEJ PROCESS 

The Lottery's contract selection process could be strengthened to better 

ensure i t s  integri ty  a ~ d  fairness.  The gamin9 environment requires 

diligence in maintaining the integri ty  of the Lottery's contracting 

process. Some contract selections appear t o  have been made \vitho~rt 

adequate safeguards to  ensure f a i r  and open competition. P l a c i n ~  the 

Lottery under the authority of the State Purchasing Office (SPO) would 

help ensure impartiality and fairness in the contract selection process. 

Gaming Environment Requires 
That Inteari  t v  Be Maintained 

Plai ntai ni ng the integri ty  and fairness of the contract selection precess 

i s  essential due to  the nature of the Lottery's ac t iv i t i e s  and i t s  

potential vul nerabil i ty to  the influence of organizec! crime. The 

aggressiveness of some vendors providing gaming services further 

demonstrates the need t o  vicil  antly ouard the Lottery's integri ty  a ~ d  

impartial i ty in selecting contractors. 

Maintaining Integrity - Maintaining procedures t o  ensure fairness and 

integri ty  of governmental agencies involved in g a ~ i n g  or wa~erina i s  

especially important due t o  the nature of the i r  ac t iv i t i e s .  While 

discussing the need for carefui control cf legalized gzming, the Nevada 

Supreme Court* found that  the gaming industry i s  susceptible to  corrupticn 

by organized crime. The Court further concl~lded thst since y m b l  in9 i s  

often considered a vice, a government must s t r ive  to  promote and operate 

i t s  garxin9 venture in a \Jay that  i s  inoffensive t o  i t s  constituents. 

Finally, t o  ensure the scccess a n d  c~rowth of  i t s  garnbl ing organization, a 

government nust maintain the appearance as xell as the fac t  of honesty an(: 

fairness with respect t o  i t s  gamins operations. 

* Plevada Tax Commission vs. Flarion 8 .  Hicks, 73 Nev. 115, 119, 310 P.2d 
852 (1957). 



Maintaining the i n t eg r i t y  of the Lot te ry ' s  contract  se lect ion and award 

process i s  especia l ly  c r i t i c a l  t o  maintain public confidence i n  the 
Lottery. Lottery contracts  involve mil 1 ions of do1 l a r s  i n  pub1 i c  funds 

which need t o  be safeguarded. Moreover, the  nature of the Lot te ry ' s  
a c t i v i t i e s  make i t  a pa r t i cu la r ly  sens i t ive  and v i s i b l e  public en t i ty .  I n  

f a c t ,  the special need t o  maintain the i n t eg r i t y  of the  Lot te ry ' s  

contracting process was recognized i n  the Lo t te ry ' s  enabl i ng 1 egi s1 at ion.  

Arizona Revised S ta tu tes  (A.R.S.) $5-509, subsection D ,  s t a t e s :  

. . . In a l l  awards of contracts  pursuant t o  this 
sect ion,  the d i rec to r  shal l  take par t i cu la r  account of 
the sens i t ive  and responsible nature of the 
commission's functions and the  paramount considerat ions 
of secur i ty  and in tegr i ty .  

Aggressive Vendors - The aggressiveness of some gaming companies t h a t  

serve the l o t t e r y  industry fu r the r  underscores the need t o  maintain 
i n t eg r i t y  and impartial i t y  in se lec t ing  contractors.  The fo l l  owing 
incident  i l l u s t r a t e s  t h i s  aggressiveness. 

e A s ingle  vendor has produced t i cke t s  f o r  31 of 33 i n s t an t  games 
offered by the Lottery. This vendor was instrumental i n  the 
passage of the Lottery i n i t i a t i v e ,  expending approximately $2C@,COO 
f o r  wri tins the i n i t i a t i v e ,  establ  i s h i n ~  support groups and 
pe t i t ion  signature gatherers,  2nd  media advertisement. According 
t o  the vendor's Chief Executive Officer ,  i n  1980 h i s  company 
financed pub1 i c  opinion surveys in several s t a t e s ,  ident i f ied  
Arizona a s  a l i ke ly  market f o r  a l o t t e r y ,  and began the  i n i t i a t i v e  
e f f o r t .  This v e ~ d o r  was subsequently awarded the f i r s t  contract  t o  
produce l o t t e r y  t i cke t s  f o r  Arizona. 

In February 1382 the Lottery akjarded i t s  second contract  f o r  
i n s t an t  game t i cke t s  t o  a competitor of the vendor behind the 
i n i t i a t i v e .  Howver, before production began on the f i r s t  game 
under the second contract ,  the vendor behind the i n i t i a t i v e  sent  a 
l e t t e r  t o  Lottery o f f i c i z l s  s t a t i ng  t ha t  i t  had found a way to  
compromise the secur i ty  of the  t i cke t s  offered by the vendor 
se lected.  Later ,  the Lottery Cosmission vcted t o  cancel the 
winning vendor's contract  and issue a new request f o r  proposals 
( R F P ) .  The vendor behind the i n i t i a t i v e  was awrded the contract  
under the second RFP.* 

* This vendor has ensaged in sirnilar conduct in  other l o t t e r y  s t a t e s  
a f t e r  1 osing contracts ,  incl uding Connecticut and I1 1 inois .  The 
vendor aroused public concern over the "secur i ty"  of the  t i c k e t s  t o  
be supplied by a competing vendor. 



Lottery's responsi bil i ty - The Lottery bears responsibility for 

maintaining the integri ty  and impartial i ty of i t s  contracting process 
because i t  i s  exempt from the State Procurement Code. Of a l l  State 

governmental units,  only ten were given exemptions from these 

regulations. A.R.S. $41 -2501 . F  s t ipulates:  

The Arizona s t a t e  lo t te ry  commission i s  exempt from the 
provisions of th i s  chapter for procurement relat ing to  
the design and operation of the lo t te ry  or purchase of 
lo t te ry  equipment, t i cke ts  and related materials. 

The former Director interpreted th i s  to  mean tha t  any procurement, other 

than for  off ice supplies, i s  exempt from Procurement Code requirements 
because a l l  such purchases re la te  t o  the operation of the Lottery. The 

Lottery makes purchases t.hrough the State Procurement Office only when 
the Director feels  i t  has a greater expertise than Lottery s t a f f  i n  

acquiring a certain item. 

Although the Lottery i s  exempt frcm the State Procurement Code, A.R.S. 

$41 -2501 .F (as  amended 1985 requires the Lottery Director to  promul gate 
procurement rules and regulations "substantially equivalent'' t o  the 

Code. Prior to  th i s  enactnent, tile Lotter~y did not have rules and 

regulations governing i t s  procurement process. The Lottery adopted 

procurement rules i n  June 1985. 

Some Contract Awards Made Without 
Adeouate Com~eti t i  ve Safeauards 

Some Lottery contracts appear t o  have been awarded without appropriate 

safeguards to  ensure competition because poor procedures were followed.* A 

ser ies  of electrcnic data processing contracts have been awarded to the 

same contractor who conducted the f eas ib i l i t y  study on which subsequent 
work has based. In addition, a vendor questioned the fairness of  some 

instant same contract awards. Finally, some subcontract awards were made 
w i t h o u t  sdequate procedures to  ensure a f a i r  and competitive selection. 

* Our review o f  t h i s  area was 1 imited by the fac t  that  the L0tter.Y was 
unable to  provide any of i t s  executive session minutes fron! the 
Lottery's f i r s t  meeting through June 1986. According t o  regular 
meeting minutes, issues concernin9 su i t s  f i led  over gamin? contract 
disputes were discussed during executive sessions. 
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Electronic Data Processing ( E C P )  contracts  - The Lottery awarded a s e r i e s  

of four EDP contracts  worth an estimated $1.5 mill ion t o  the same vendor 

over the  pas t  three  years.  The f i r s t  con t rac t  was t o  perform a 
f e a s i b i l i t y  study f o r  an a u t o ~ a t e d  accounting system. Two additional 

contracts  were awarded t c  implement port ions of the f e a s i b i l i t y  study. A 

fourth contract  was awarded t o  convert the Lot te ry ' s  accounting and 

management systems t o  a new computer system. These contracts  were awarded 

by the Lottery Director because he believed the vendor was the  bes t  

qua1 i f i e d  conpany t o  perform the  work. 

e In December 1983 the vendor was awarded a con t rac t  fo r  approximately 
$21 5,000 t o  begin work imp1 ementi ng the  Lot te ry ' s  new automated 
system. The Lottery attached t o  i t s  RFP a br ief  management overview of 
the  f e a s i b i l i t y  study, b u t  not the  study i t s e l f ,  which included 
deta i led  information required by prospective vendors. One potential 
bidder wrote t o  Lottery o f f i c i a l s  indicat ing i t  could not respond t o  
the RFP because the scope of work was too broad and loosely defined. 
The only respcnsz t o  the  9FP was from the vendor v;ho corductec! and 
wrote the feas ib i l  i ty  study. 

Comment: A clause in the request f o r  proposals s ta ted  the  fir11 
-cations would be made avai lzble  t o  the winning vendor. T h u s ,  
the vendor selected had an advantage over other bidders s ince  i t  was 
the only firm w i t h  an  advance copy of the  fu l l  f e a s i b i l i t y  study. A 
current  SPC policy recognizes the potential  con f l i c t  of i n t e r e s t  and 
fa i rness  issues 14ihich may a r i s e  i n  s i tua t ions  such as t h i s .  I P  i t s  
own p rocu re~en t s ,  SPO will  not permit venders who do a f e a s i b i l i t y  
study t o  bid on subsequent re la ted  work. SPO encourages other s t a t e  
agencies t o  f o l l o ~  the same rule.  

8 A second contract  t o  implement the f e a s i b i l i t y  study bias acarded in  
July  1G84 t o  the same vendor. This contract  was worth i:pproximatefy 
$750,000 t o  $1 mill ion.  A1 though the Director d i d  not e s tab l i sh  a. 
formal evaluation committee, he asked two Assistant  Directors t o  
evaluate the proposals informally. However, one of the tb:o, the ECP 
Director a t  the time, did not review the proposals. 

Comr?ent: Again, the vendor selected had an advantage over other 
vendors because of i t s  involvement i n  the f e a s i b i l i t y  study. In 
addi t ion,  a1 thouch not required a t  the time by law or ru le ,  a formal 
technical eval uation of proposal s  was not conducted. Given the  s ize  
of t h i s  contract ,  a  formal evaluation of the proposal would have heen 
appropriate and beneficial . Such an evaluation could have provic'ed 
documentation t ha t  each proposal etas given f a i r  considerat i  on. 



Instant game contracts - A vendor questioned the fairness of some instant  

game contract awards. Allegations made by an unsuccessful instant  game 
bidder were investigated by the Department of Public Safety (DPS) and 

found t o  have merit. However, the Lottery took 1 i  t t l e  or no action as a 
resu l t  of the DPS investigation. 

o In April 1981 the Lottery awarded i t s  f i r s t  contract for  instant  
game t ickets .  A major evaluation cr i te r ion  was the security of 
t ickets  produced. However, off ic ial  bid samples were n o t  sol i c i  ted 
i n  the Lottery's RFP. Instead, the Lottery's Director of Secr~rity 
traveled to  s ta tes  in which various vendors' t ickets  were beinn used 
and purchased samples for tes t ing by the Cepartment of Public 
Safety. However, sample t ickets  purchased for  one vendor were 
actually produced by a predecessor company and were printed by a 
different  method than the method presented in the vendor's 
proposal. The vendor d i d  not receive the contract and protested the 
Lottery's decision. 

Comment: The Lottery's proposal evaluation process was flawed i n  
that  the Lottery did not purchase and t e s t  the same quality t icke t  
the vendor specified in i t s  proposal. In addition, the Lottery d i d  
not formally respond to  the vendor's protest. 

o As mentioced previously, in 1982 the Commission canceled a vendor's 
instant  t icke t  contract because i t s  t ickets  were compromised by a 
competing vendor. As a res~rl  t ,  a second RFP was issued. The 
proposals submitted by the vendors in respcnse t o  the second RFP 
differed l i t t l e  from the proposals submitted to the f i r s t  RFP except 
in the area of pricing. The vendor originally awarded the contract 
submitted a bid considerably lower than the competing vendor. In 
addition, DPS evaluated the vendors' t i cke ts  and found them to  be of 
simi 1 a r  qua1 i t y  and res i s tan t  to  compromise. However, the Lottery 
awarded the contract t o  the competing vendor. 

Comment: I t  i s  unclear why the Lottery changed i t s  original 
decision and awarded the contract to  the competing vendor. Although 
there was no requirement t o  do so a t  the time, there bdas no written 
jus t i f ica t ion  of the Lottery's decision. 

o In October 1984 the Lottery hired an independent evaluator to  review 
instant  same contract proposals. A vendor complained that  the 
eva1uai;or had a prior business relationship with the conpany t h a t  
had been producing lo t te ry  t ickets  for Arizona. Lottery o f f i c i a l s  
d i d  n o t  agree with the vendor. Tbe vendor, trhicb f i l e <  the 
complaint, k~ithdrew i t s  proposal and the contract was awarder' t o  t h ~  
company that  had been producing Arizona's t ickets .  

Comment: A t  the request of the governor's office and the Lottery, 
DPS conducted an investigation i n t o  allegations made by the losing 
vendor. The DPS investigator responsi bl e for the investigation 



concluded t h a t  the  avai lable  documentation tended t o  support the 
1 osing vendor's contention of an ongoing business re1 at ionship 
between the individual a c t i ne  as  the independent evaluator and the  
winning vendor. The DPS invest igator  s t a ted  t h a t  the  independent 
eval uator ' s  ro le  was "highly questionabl e. " 

Subcontracts - The Lot te ry ' s  pract ice  of enter ing i n tc  subcontracts 

through i t s  main adver t is ing contract ,  a1 though not i l l  egal , has been 

ca r r i ed  out  without adequate procedures t o  ensure f a i r  and open 

competition. According t o  the Director of SPO, such use of subcontracts 

v io la tes  the s p i r i t  and i n t en t  of the S ta te  Procurement Code and i s  not 

good procurement practice.  

a In April 1985 the  Lottery Director ins t ructed the Lot te ry ' s  
adver t i s ins  agency t o  subcontract fo r  the services of a pa r t i cu la r  
eas tern  l o t t e r y  consulting firm and b i l l  the Lottery fo r  the 
services .  A competitive bidding process was not used. According t o  
the former Director,  this was done because the recently hired 
adver t is ing agency had no l o t t e r y  experience and he wanted them "up 
t o  speed" as  quickly as  possible.  Furthermore, according t o  the 
former Director, there  were few firms t ha t  had the experience 
necessary t o  provide ass i  stance t o  the  Lot tery ' s  zdverti sing 
agency. The contract  terms between the adver t is ing agency and the 
consultants  were fo r  a f l a t  fee  of $10,000 per month, plus travel  
expenses. The ccn t rac t  ran fo r  a period of approximately one year ,  
t o t a l i ng  more than $120,000. For t h i s  fee ,  the consultants  woul l be 
ava i lab le  for  consul t a t ion  and would develop marketing- plans. On 
June 1 ,  1 W G ,  the contract  w i t h  the consul t i n ?  firm was extended f o r  
an additional seven months, making the to ta l  estimated cos t  of 
consult ing services more than $190,000. 

Comment: By subcontracting through i t s  adver t is ing agency, the  
Lottery was able t o  bypass a competitive bidding prscess, thereby 
f a i l i n g  t o  ensure f a i r  and open competition fo r  a consult ing 
con t rac t  val wed a t  over $1 90,000. Furthermore, subcontracting 
resul ted  in additional charges t o  the Lottery. The adver t is ing 
agency charged a 13.24 percent commission on the  subcontract,  
r e su l t i ng  in a payment of over $25,000 t o  the agency. 

@ Eased on the recorcmendations of the subcontracted consulting firm, 
the Girector ins t ructed the adver t is ing ageccy t o  subcontract f o r  a 
survey of l o t t e ry  players (market segmentation s tudy) .  In February 
1986 a s ~ ~ b c o n t r a c t  worth $200,000 was awarded t o  another eas tern  
firm t o  conduct the survey. 

Comment: As i n  the previous example, the Lottery bypassed a 
competitive biddin9 process and f a i l ed  t o  ensure open and 
competitive bidding fo r  a $200,000 market segmentation study. 
A1 though proposals were sol i c i t e d  frcm selected vendors, an RFP was 



not advertised i n  any newspapers o r  t rade  journals .  P,dc!i t ional l y ,  
the consulting firm had a previous working re la t ionsh ip  w i t h  the 
firm hired t o  conduct the survey. Moreover, Lottery o f f i c i a l  s 
instructed t h a t  a reputable local firm be excluded from the 
competition. Lottery o f f i c i a l  s disagreed with the f i rm ' s  findings 
on the Lottery as  reported i n  a 1984 news a r t i c l e .  

o A $00,000 subcontract was awarded t o  a f i lm production company t o  
produce a speaker ' s  film. Competitive proposal s were not 
so l i c i t ed .  The Lottery Director a t  the  time instruct.ed the  
advert ising agency t o  subcontract with the f i lm company. 

Comnent: By subcontracting through the adver t is ing agency, the 
Lottery was able t o  bypass s competitive bidding process and award a 
$60,000 contract  without f a i r  and open conpetition. 

Putt ing Lottery Under S ta te  Purchasing 
Off i ce  Woul d Imnrove Control s 

Placing the Lottery under the author i ty  of the S t a t e  Purchasing Office 

would be t t e r  ensure the  in tegr i ty  of the contracting process. The 
Lot te ry ' s  current  exemption from the S t a t e  Procurement Code i s  not 
necessary. SPO involvement would be t t e r  insul a t e  the Lottery from 
potential  outside influence. In addit ion,  i t  b!oul d strengthen procurement 
procedures and provide fo r  an independent appeals process. 

Exempticn Unnecessary - The Lot te ry ' s  ex i s t ing  exemption from the S ta te  

Procurement Code i s  unnecessary. The extensive procurement independence 

granted t o  the Lottery has resulted i n  problems i n  the pas t  and does not 
su f f i c ien t ly  insul a t e  the Lottery from potential  outside i n f l  uence. \/hi1 e 

Lottery o f f i c i a l  s contend t h a t  procurement independence i s  necessary f c r  
the Lottery t o  function,  a recent procurement of i n s t an t  t i c k e t s  indicates  
t h a t  Lottery procurement under SPO supervision can be successful.  

The Lottery i s  not su f f i c i en t l y  insulated from potential  out.side pressures 

and influence. As a r e s u l t  of the  Lot te ry ' s  exemption from t.he S ta te  
Procurement Code, s t a tu to ry  authori ty i s  granted t o  the Director t o  

s o l i c i t  bids and award contracts .  A..f?.S 35-509 empo\;ers the Director t o  

s o l i c i t  b i d s  and contract  f o r  the desipn and operatien of the  Lottery and 
the purchase of Lottery equipment, t i cke t s  and re1 atec! materi a1 s .  This 



authority gives the Director a great deal of discretion i n  so l ic i t ing  bids 

and awarding contracts, including the following areas. 

o Determining whether a competitive sealed b i d  i s  not practical and 
call ing for the use of an RFP process. 

o Determining the methods by which proposals will be evaluated. For 
example, whether an evaluation committee will be used and who will s i t  
on the committee. 

o Determining whether cost or pricing data should be included in the RFP. 

o Determining the relat ive importance of the individual c r i t e r i a  used to 
evaluate the proposal s. 

o Determining whether an administrative hearing off icer  will be used i f  
a protest  i s  f i led.  

o Making the final determination as t o  who will receive a contract. 

o Making the final determination i f  a protest  i s  f i led  by a vendor. 

Currently, only the Commission serves as a buffer between the Direct.or and 

Lottery vendors, b u t  i t s  role i s  weak. A.R.S. 55-509.C. s t ipulates  that  
any award made by the Director becomes effective unless the Commission 

rejects  the award within 14 days of receiving notification of the award. 
The Commission has exercised th i s  authority only once i n  the l a s t  f ive 

years, during which time 58 contracts were awarded. 

Lottery o f f i c i a l s  contend that  procurement independence i s  necessary for 

the Lottery t o  function properly. According t o  Lottery o f f i c i a l s ,  

changing market forces within the 1 ottery industry coul c' require immediate 

response through the procurement process. However, since 1984, the 
Lottery has l e t  two 2nd  three year contracts for i t s  gaming services. I n  

addition, according to  the Director of SPO, emergency procedures ex is t  

tha t  ~ o u l  d a1 low the Lottery immediate, yet  lepal , response t o  a c r i s i s  

s i tuat ion.  

The recent award of a contract for  Lottery instant  game t ickets  

i l lus t ra ted  the benefit of SPO involvement in the procurement process. A t  

the request of the Lottery Director a t  the time, SPO was askee to 



supervise the procurement process for the instant  t icke t  contract. SPO 

issued the RFP, received the responses and appointed a committee t o  
evaluate the bidder's responses. The committee was made up of two Lottery 
Assistant Directors and three off ic ial  s from other s t a t e  1 o t te r ies .  The 

committee conducted i t s  eval uation and made i t s  recommendation to  the 
Lottery Director, who accepted the recommendation and awarded the 

contract. P.ccording to a SPO off ic ial  , Lottery off ic ial  s were heavily 

involved thrcughout the process, while SPO acted to  ensure compliance with 
the Lottery's procurement regulations. 

SPO Involvement Would Insulate the Lottery - S i x  lo t te ry  s ta tes  u t i l i z e  a 
central procurement off ice for contract selection and award, thus more 
effect ively buffering the 1 ottery i t se l  f from outside influence.* 

The Connecticut and Massachusetts l o t t e r i e s ,  for example, rely on the i r  
s t a t e  purchasing offices for  contract selection and award, including 
gaixing contracts. I n  both s t a t e s ,  1 ot tery of f ic ia l  s are heavily involved 

in drafting RFPs, establishing evaluation c r i t e r i a  and determining 

qua1 i fied vendors. However, s t a t e  pvrchasino off ic ial  s oversee the 
process, thereby ensuring compl iance, and make the final sward decision. 
Further, s t a t e  purchasing hears and rules on any protests f i l ed  by 
vendors. According to a Connecticut lo t te ry  o f f i c i a l ,  his agrency feels  i t  

has had fewer problems with major gaming vendors because of the third 
party insulation provided by the s t a t e  purchasing office.  

As a third party in the procurement process, SPO would be less  susceptible 

to  the influences of the large vendors who tend to  dominate the lo t te ry  
industry, particularly gaming vendors. For th i s  reason, SPC's involvement 
in contract awards would help ensure tha t  selection decisions are based on 

the vendors' compliance w i t h  the c r i t e r i a  expressed i n  the RFP. 

-k These s ta tes  are Nc\v Jersey, Connecticut, Col orildo, Massachusetts, 
West Virginia and Flissouri . 



SPO would strengthen procedures and provide appeals process - The 

involvement of SPO ~ ~ o u l  d strengthen the Lottery's procurement procedures 
and provide an independent appeals process. Involving SPO would ensure: 
1 ) the use of an RFP process, including the developvent o f  relevant 
evaluation c r i t e r i a ,  2 )  tire use of an evaluation process, including the 

establ ishment of a commi t t ee  to  evaluate proposal s submitted i n  response 
to  RFPs and the selection of ccmmittee members, and 3 )  the written 

documentation of the rationale used t o  award contracts. 

SPO's participation i n  Lottery's procurement process woul d a1 so provide a 

third party to hear appeals f i l ed  by losing vendors. Currently, the 
Director of Lottery has decision authority over appeal s. However, most 

vendor appeals to the Director over his decisions have received 1 i t t l e  or 
no response. As previously mentioned, i n  one specific case a vendor's 
protest  over the use of a particular independent evaluator was found not 
to  have merit by the Director, a1 t h o u g h  a CPS investigator 1 a te r  concluded 

tha t  the vendor had suff ic ient  grounds for a protest. 

CONCLUSIONS 

The Lottery's contract selection process should be strengthened t o  ensure 

integri ty  and fairness.  Some contract selections were made without 
adequate procedures to ensure a f a i r  and open ccrnpetitive selection. 

RECCIIMENDATI ONS 

1 . The Legi sl ature shoul d consider: 

a .  Repealing the Lottery's exempticn from the State procurement 

s ta tu tes ,  and 

b. Iiaking the Department of Advini stration-State Purchasino Office 

responsible for a1 1 Lottery procurement. 



2. I f  the Lottery re ta ins  i t s  procurement respons ib i l i ty ,  i t  should: 

a .  Fol low S t a t e  Purchasing Office pol icy excluding vendors 

conducting feas i  b i l  i ty  s tudies  from bidding on subsequent re1 ated 

work, and 

b. Follow S t a t e  Purchasing Office Guidelines concerning the use of 

subcontracts. 



THE LOTTERY HAS NOT SUFFICIENTLY 

CONTROLLED ITS NEW EUILDIKG COSTS 

The Lottery has not su f f i c i en t l y  control 1 ed cos t s  f o r  i t s  new building. 

Based on square foot  cos t s ,  the Lcttery building wil l  cos t  over $@t40,OCO 

more than other S ta te  buildings under construction.  In addit ion,  the  

Lottery had planned t o  replace i t s  fu rn i tu re ,  a t  an estimated cos t  of 

$600,000. 

Lottery Building Expensive Compared 
Ni t h  Oti~er S ta te  Construction 

The Lottery building i s  expensive compared w i t h  other current  S t a t e  

building construction.  Several design features  contr ibute  t o  increasec! 

cos ts .  In addi t ion,  the Lottery incurred unnecessary communications 

consultant  expenses f o r  the new building. 

The Lottery i s  constructing a 38,650 square foot  building or: a three-acre 

s i t e  near the in tersect ion of the Hohokam Expressway and University Drive 

i n  Phoenix. The constrcction began i n  mid-1986 and i s  estimated t o  be 

completed i n  April 1987. The bui ld ins  wil l  house the Lot te ry ' s  

administrat ion,  warehouse and pr ize  redemption functions i n  Phoenix, which 

a re  current ly  separated and housed in leased commercial space. The to ta l  

cos t  f o r  the  Lottery building and furnishings i s  estimated a t  

approximately $5.2 mil l ion.  The Lottery i s  paying f o r  the  building w i t h  

excess monies retained from the percentage of wagers allowed f o r  

administrat ive expenses. Building plans a r e  not subject  t o  review by the 

Depzrtment of Administration's Facil i t i e s  Planning and Construction Office 

( D O A - F P C ) .  In con t ras t  t o  most S ta te  agencies, the Lottery i s  exempt from 

appropriat ions and review processes fo r  capi ta l  construction.  However, 

s t a t u t e s  d i d  require the Lottery obtain l e g i s l a t i v e  approval f o r  any 

capi ta l  construction. 



Lottery building cost high - Nhen compared w i t h  current State building 

construction, the Lottery building i s  expensive. We compared Lottery 

building cost estimates w i t h  two State buildings currently under 

construction by the Departnent of Public Safety (DPS) and the Departnent 

of Revenue (DOR). Our analysis found that  the Lottery building will ccst  

a t  l e a s t  $16 per square foot more than e i ther  the DPS or the DOR 

buildings.* If bu i l t  for $16 per square foot less ,  the Lottery could have 

saved more than $440,000. Tab1 e 7 (see Page 41 ) compares Lottery, DOP and 

DPS bui 1 ding costs. 

Reasons for increased cost - Design fact.ors may contribute to  the Lott.ery 

bui 1 ding ' s higher costs.  The Lottery desired a more el aborately desi oned 

building, feeling s ~ ~ c h  a building would project a more positive image of 

the Lottery to  the public. More elaborate exterior and inter ior  

appointments help contribute to  increased costs. The building \:ill have a 

brick facade applied to  the exterior concrete block walls. A1 though th i s  

feature adds aesthetically t o  the motif, i t  has 1 i t t l e  functional value. 

* "Finished shell cost" was used as the basis for comparing costs 
between buildings because i t  excludes costs of special systems or 
requirements unique to  any of the buildings. These include security 
systems, cafeteria equipment, emergency generators and other items. 
In addition, several other costs were nct included because of  
differences in the building s i t e s ,  designs and special needs. These 
incl ude costs for 1 and, architectural and engineering fees, other 
administrative costs,  s i t e  development, and  parking and warehouse 
f a c i l i t i e s .  Another buil ding recently under construction, the Capitcl 
Center, was also analyzed to  determine finished shell cost. The 
Capitol Center construction vias a private venture, purchased by the 
State Epon  completion. The Capitol Center's finished she1 1 cost was 
$58 per square fcot,  or a t  l eas t  $9 per souare fcot lower than tbe 
Lottery building. The Capitol Center's finished she1 1 per square foot 
cost may be even lower than $58. However, rbe were unable t o  verify 
t h i s  because detailed cost information was not available. Some 
special systems and features costs colrld not be deleted as was done 
with the other buildings. 



TABLE 7 

COPPARISON OF ESTIMATED BUILDING COSTS 
FOR LGTTERY,  D O R  AND DPS BUILDINGS 

Finished She1 1 Cost Building Square ~ e e t ( 1 )  Cost/Square Foot 

Lottery $1,854,826 27,650 ~ 6 7 . 0 8 ( ~  ) 

D O R  9,645,187 1 91,992 50.23 

DPS 3,142,217 61,730 50.9@ 

(1 ) Warehouse space was excluded because of lower costs as compared 
to office building construction. The Lottery's project manager 
estimated the Lottery's 11,000 square foot warehouse cost a t  $35 
per square foot. 

( 2 )  Total bui 1 ding costs, including warehouse space, are 658.37. 
Office building costs ,  the focus of our analysis,  are $67.08. 

Source: Lottery, DOA,  construction and archi tect  documents, and 
interviews with s t a f f .  

Other exterior items planned are brick planter walls and a cut stone 

walkway. Although aesthetically pleasing, these features are not 

necessary. The building's inter ior  will have higher grade carpet, 

ceil ings,  doors and floor t i l e .  In contrast, b o t h  the DPS and DOR 

bui 1 dings will have standard inter ior  finishes except for the publ i c  areas 

and some offices.  Two other s t a t e s '  l o t t e r i e s  contacted indicated t h a t  a 

more elaborate public and media area within a building i s  beneficial for  

publ i c  relations purposes. Ho~rever, an elaborate building and furnishings 

are  not needed to operate successfully. 

We did n o t  find tha t  special security needs, a factor c i ted by the Lottery 

Director in testimony before the Joint  Committee on Capital Review (JCCR), 

accounted for the increased costs of the Lottery's finished shel l .  

Special security systems were factored o u t  of our analysis. P.ioreover, 

specifications do not indicate t h a t  the building structure i s  different  

t h a n  other office building construction using masonry walls. 

Some comunicati ons consul tan t expenses unnecessary - The Lottery has a1 so 

incurred some unnecessary comunications expenses for i t s  building. The 

Lottery retained a communications consul tant t o  analyze cornmunica tions 



needs i n  the new building, write the request fo r  proposals f o r  the phone 
system, and oversee and a s s i s t  i n  the bidding and review process i n  

se lec t ing  a phone system. The Lottery will pay approximately $13,750 fo r  
these services .  Communications consul t ing,  however, i s  provided as a 

service  f ree  of charge t o  S ta te  agencies by the Department of 

Adrni ni s t r a t i o n .  In addit ion,  the S ta te  Procurement Office will oversee 
the acquis i t ion of the system, minimizing the consu l tan t ' s  ro le  i n  t h i s  
area. 

Lottery Pl anned 
70 R e ~ l  ace Furniture 

The Lottery had planned fu rn i tu re  replacement t o  coincide w i t h  the move t c  
i t s  new building. The S t a t e  Purchasing o f f i c e  issued a request fo r  
proposals i n  December 1986 for  the major portion of the new furni ture ,  

According t o  the construction project  manager, fu rn i tu re  rep1 acement was 
estimated t o  cos t  about $600,000, and included 110 workstations and other 

i terns. 

\de found t h a t  the Lottery d i d  not need t o  replace i t s  furni ture .  
According t o  an analys is  done fo r  our Office by DOA s t a f f ,  the Lo t te ry ' s  
fu rn i tu re  i s  i n  good condition, requiring 1 i t t l  e repai r .  

e None of the wood fu rn i tu re  showed more than minor wear. 

a Metal desks, f i l e  cabinets and tables  were sound. 

Panels were i n  exceptionally good condition. 

0 The rrrajority of the chai rs  sjere excel lent  qua l i ty ,  needing only sore 
reuphol s t e r ing .  

DOA s t a f f  a l so  noted t h a t  Lot tery ' s  fu rc i tu re  i s  only f i ve  years old a n d  

probably s t i l l  under a 12-year warrznty. Other S t a t e  agencies contacted 
s tc tcd  t h a t  they usually replace fu rn i tu re  a f t e r  15 t o  20 years .  

During the course of tile audi t ,  the Lottery rescinded i t s  decision t o  
replace i t s  fu rn i tu re .  The Lottery will now continue t o  use i t s  exis t ing 

fu rn i tu re  and supplement as  necessary from ex i s t ing  S ta te  purchasing 
contracts .  The request fo r  proposals issued by the S t a t e  Ptirchasin? 

Office was cancel 1 ed. 
42 



CONCLUSIONS 

The Lottery has not suff ic ient ly  controlled costs for  i t s  building. Based 
on square foot costs,  the Lottery's new building will cost a t  l e a s t  
$440,000 more than other State  buildings that are under construction. 

RECOMF1ENDATI ONS 

1. The Lottery should determine ways to  minimize i t s  building 

construction costs,  e l i ~ i n a t i n g  any unnecessary design features. 

2. The Lottery shoul d consider using State provided services whenever 

possible rather than retaining consultants. 



THE LOTTERY HAS EXCEEDED ITS AUTHORITY 

TO INVESTIGATE LOTTERY VIOLATIO/,JS 

The L o t t e r y  has exceeded i t s  a u t h o r i t y  t o  conduct  i n v e s t i g a t i o n s .  

Al though t he  L o t t e r y ' s  S e c u r i t y  and L i c e n s i n ~  D i v i s i o n  has conducted 

ex tens i ve  i n v e s t i g a t i o n s  o f  L o t t e r y  r e l a t e d  v i o l a t i o n s ,  i t  does n o t  have 

s t a t u t o r y  a u t h o r i t y  t o  do so. I n  a d d i t i o n ,  L o t t e r y  i n v e s t i g a t o r s  have 

v i o l a t e d  S ta te  s t a t u t e s  by c a r r y i n g  concealed f i rearms.  

The S e c u r i t y  and L i cens ing  D i v i s i c n  has c ~ n d u c t e d  ex tens ive  i n v e s t i g a t i o n s  

o f  L o t t e r y  v i o l  a t i ons .  Accord ing t o  L o t t e r y  records,  t he  D i v i s i o n  

conducted more than 170 i n v e s t i g a t i o n s  d u r i n g  1385.* These i n v e s t i g a t i o n s  

i n v o l v e d  t i c k e t  f r a u d  and t i c k e t s  s t o l e n  from r e t a i l e r s .  The D i v i s i o n  

c u r r e n t l y  empl clys t en  i n v e s t i g a t o r s  t o  conduct such i n v e s t i p a t i o n s  anci 

o the r  s e c u r i t y  and l i c e n s i n g  funct ions.**  

L o t t e r y  Has Exceeded A u t h o r i t y  

The L o t t e r y  does n o t  have s t a t u t o r y  a u t h o r i t y  t o  conduct i n v e s t i g a t i o n s  s f  

L o t t e r y  v i o l a t i o n s .  Rather, t he  Department o f  P L I ~ ~  i c  Sa fe ty  (DPS) i s  

r espons ib l e  f o r  such i n v e s t i g a t i o n s .  

A l though i n v e s t i g a t i o n s  a re  be ing  conducted, t he  L o t t e r y  does n o t  have 

s t a t u t o r y  a u t h o r i t y  t o  do so. Ar izona Revised Statues (A.R.S. ) $5-510 

au tho r i zes  the  L o t t e r y  t o  c r e a t e  a  S e c u r i t y  and L i cens ing  D i v i s i o n  under 

t he  supe rv i s i on  o f  an A s s i s t a n t  D i r e c t o r  appointed by  t h e  L o t t e r y  

D i r e c t o r .  The s t a t u t e  f u r t h e r  des ignates t he  S e c u r i t y  and L i cens ing  

D i v i s i o n  t o  be a  law enforcement agency and t h e  D i r e c t o r  o f  t h e  D i v i s i o n  a 

peace o f f i c e r .  Hcwever, these des igna t ions  a r e  1  i m i  tec! by A.E.S. 

§5-510.C, which s ta tes ,  i n  p a r t :  

* 1985 i s  t he  l a t e s t  yea r  f o r  kihich data a re  a v a i l a b l e .  
** Other r e s p o n s i b i l i t i e s  o f  t h e  S e c u r i t y  and L i c e n s i n g  D i v i s i o n  

i n c l  ude: i s s u i n g  1  icenses, cond i i c t ing  c r i m i n a l  and  f i n a n c i a l  
background ctiecks, conduc t i  ng conpl iance v i s i t s  o f  1 icensees, and 
p r o v i d i n g  s e c u r i t y  ever L o t t e r y  f a c i l i t i e s ,  t i c k e t s  and  drawings. 



Such law enforcement agency and peace o f f i c e r  s t a t u s  
shal l  be f o r  the  1 imited purpose of receiving 
invest igat ive  information from law enforcement agencies 
pertaining t o  invest igat ions  of l o t t e r y  a c t i v i t i e s .  

According t o  a Legi s l  a t i ve  Counci 1 memorandum dated Clovember 26, 1986, 

this l imi ta t ion  means the Lottery does not have s ta tu to ry  author i ty  t o  
conduct invest igat ions  of Lottery violat ions.* The Lottery attempted t o  

gain s ta tu to ry  author i ty  t o  conduct invest igat ions  and peace o f f i c e r  
s t a t u s  f o r  invest igators  through 1 egis1 a t ion  i t  proposed i n  1%2. 

However, the l eg i s l a t i on  fa i l ed  t o  pass. 

According t o  Legislat ive Council, DPS, ra the r  than the Lottery, i s  

empowered and required by s t a t u t e  t o  conduct l o t t e r y  investigations.  
A.R.S. $5-571 s t a t e s ,  i n  part :  

The d i rec to r  of the department of public safe ty  shall  
order an investigation in to  any viola t ion of a s t a t u t e  
of t h i s  s t a t e  which per ta ins  t o  the conduct of the 
s t a t e  1 o t t e ry .  [emphasis added1 

Accordir~g t o  a Security and Licensing Division o f f i c i a l ,  \p:hen the Lottery 

f i r s t  began, DPS conducted investigations of Lottery viola t ions .  However, 
Lottery o f f i c i a l s  were unhappy viith the qua l i ty  and costs  of the 

invest igat ions  being conducted 2nd  un i l a t e r a l l y  es tabl  ished t h e i r  own 

invest igat ive  s t a f f  w i t h i n  the Security and Licensing C i v i  sion.* 
According t o  the Director of DPS, he removed h i s  invest igators  from 

Lottery invest igat ions  because Lottery o f f i c i a l s  told h i m  they were no 

1 onger needed. 

Invest igators  Should Not 
'Carry Concealed Firearms 

Lottery invest igators  have violated S ta te  s t a t u t e s  by carrying concealed 
firearms. The Securi ty and Licensing Divis ion 's  1 imi ted 1 aw enforcement 

afid l imited peace o f f i c e r  s t a t u s  precludes carrying concealed firearms. 

* See Appendix fo r  f u l l  t ex t  of the opinion. 
** As noted i n  Finding I1 (page 21 ) ,  current   la^ allows the Lottery 

author i ty  t o  es tab l i sh  i t s  own budget and s t a f f i n g  l eve l s  as  long s s  
i t s  administrat ive budget does not exceed 25 percent of gross 
revenues. 



Lottery investigators have been observed By Auditor General s t a f f  carryins 

concealed firearms while conducting Lottery business. According to  the 

Division Director, investigators carry conceal ed firearms when 
accompanying daily cash deposits, for security of Lottery faci l  i  t i e s ,  and 
i n  the event of potentially dangerous situations.  However, according to  
the Legislative Council, only o f f i c i a l s  designated as peace off icers  can 
1 egal 1 y carry co~ceal  ed firearms. 

The Director of the Security and Licensing Division contends that he csn 

delegate his peace off icer  s ta tus  to Division investigators,  tlov:ever, the 
Division Director's peace off icer  s ta tus  i s  limited by A.R.S. 555-510 t o  

receiving investigative information from law enforcepent agencies 
conducting Lottery investigations. According t o  the Legisl ative Council , 
t h i s  authority cannot be deleaated. 

The Lottery's Security and Licensing Division has exceeded i t s  statutory 
authority t o  conduct investigations. Accordins t o  the Legislative 

Couccil, the Division's law enforcenent powrs are lirrited t o  receivina 
information from law enforcement a ~ e n c i e s  conducting investigations of  

Lottery violations. As a resu l t ,  the Division lacks the authority t o  

conduct Lottery investigations. Fur ther~ore ,  because Division 
investigators lack peace off icer  s ta tus ,  they have violated State s ta tu tes  
by carrying concealed firearms while conductin9 Lottery business. 

RECOtl"ll4ENDATI ONS 

1. If the Lottery wants to  conduct i n v e s t i ~ a t i o n s ,  i t  should petition the 

Legislature to  amend the s ta tu tes  t o  grznt Lottery investigators peace 
of f icer  s ta tus .  



2. Until Lottery invest igators  a r e  s t a t u t o r i l y  granted peace o f f i c e r  

s t a t u s ,  the Lottery shcul d :  

a .  Comply w i t h  A. R.S. §5-510 and discontinue conducting 
invest igat ions  of 1 o t t e ry  viola t ions .  

b. Direct  Securi ty and Licensing Division invest igatcrs  t o  stop 
carrying concealed firearms. 

c.  Reduce Securi ty and Licensing Division s t a f f i ng  level s  
appropriate t o  i t s  remaining work load. 

3 .  The Department of Public Safety should resume conducting 
invest igat ions  of a1 1 Lottery re1 ated viol a t ions  unti l  Lottery 
inves t iga to rs  a r e  granted peace o f f i c e r  s t a t u s .  



OTHER PERTIEIENT INFORMATICt! 

During the course of our audit ,  and in response to  legis lat ive in te res t ,  

we examinee! the feasibil i ty of combining State gaming re1 ated reoul ation 

in a single agency. The follob!ing section presents information we 

gathered during th is  audit and during prior audits of the Department of  
Racing and Departnent of Revenue-Bingo Section. 

Organization Of Pub1 i c  Gamin2 Regulation 

CJe are unable to  clearly determine whether coclbining gaming r e y l  ation 

into a single agency would resu l t  in a more e f f i c i en t  or effective 

regul atory program. A1 1 three agencies responsi bl e for publ i c  gaming 

regulation perform 1 icensing and i nvestigative functions; however, 

according to  o f f i c i a l s  of the three agencies, there i s  currently no 

overlap in the types of licensees. Also, the type of inves t i~a t ions  

conducted differ  . A1 though publ i c  gaming regulation involves sone common 

ac t iv i t i e s ,  only a f e ~  s ta tes  have ccmbined the regulation of t\llo or li:cre 

gaming functions. The Department of Public Safety (DPS) has proposed 

consol idating gaming investigative s taff  in Arizona; hoviever, ~aminq 

o f f i c i a l s  have identified potential problenls with th i s  plan. 

Reflulation of Public Gamina in Arizona 

Three separate agencies are responsible for the regulation of public 

gaming in Arizona. They include the Department of Racing, the Departnent 

of Revenue and the State Lottery. All three agencies perform licensing 

and investigative ac t iv i t i e s  as part of the i r  reoulatory duties. However, 

the v~lume and nature of these ac t iv i t i e s  differ .  The acencies issue 

licenses t o  different types of licensees, and vary t o  some degree in 

licensing unit staffing and procedures. Investigative s t a f f ,  on the other 

hand, are comparable among these agencies, a1 t h o u g h  the types of  
investigative duties re f lec t  the particular needs of each agency. 



Licensing - The Department of Racing issues the most licenses each year 

and has the most extensive category of licensees compared to  Bingo and 

Lottery. According t o  Department of Racing records, i n  f iscal year 

1985-86, 9,308 licenses were issued in 26 licensure categories.* These 

categories i ncl ude stab1 es or kennel s ,  owners, t ra iners ,  jockeys, agents, 

grooms, exercise r iders ,  veterinarians, mutile1 clerks,  concession workers, 

maintenance workers and security officers.  According to  a Department 

o f f i c i a l ,  almost everyone connected w i t h  the operation of a horse or dog 
track i s  1 icensed. 

o The Department s f  Revenue-Bingo Section i s  responsible for issuing 

bingo licenses. Presently, the two categories of licensure are larae and 

small game licenses. As of October 1986 there were approximately 675 

1 icensees, sl  i ghtly more than one-ha1 f hol ding srrial 1 game 1 icenses. Large 

game licenses are l i ~ i t e d  to qualified organizations such as churches or 

nonprofit organizations, as defined by Arizona Revised Statutes ( A .  R.S. ) 

$5-401. Small game licenses can be issued t o  any organization or 

individual who has the approval of the local governing body and i s  deemed 
of good moral character. 

o The Lottery licenses r e t a i l e r s  t o  sel l  lo t te ry  t icke ts ,  both instant 

game and Pick t ickets ,  issued by the Lottery. As of August 1986 there 

were approximately 2 , O U U  1 icensed Lottery r e t a i l e r s .  A. R.S. $5-512.A 

s ta tes  tha t  before issuing a license to  sel l  lo t te ry  t icke ts ,  the Lottery 

must take i n t o  consideration such factors as the applicant 's  financizl 

responsibil i ty,  nature of business, community background and reputation, 

business accessibi l i ty ,  and expected sales volume. 

According to  of f ic ia l s  of the three agencies, there i s  currently no 

over1 ap in 1 icensees. A1 t h o u g h  the possi b i  l i t.y ex1 s t s  that  an individual 

could hold multiple gaming related licenses, of f ic ia l s  were unable t o  

identify any common 1 icensees. 

* Racing i ssues 1 icenses va l i d  for three-year periods, and f iscal  year 
1985-86 was a renewal year. 



Tab1 e 8 summarizes the simil a r i  t i e s  and differences between the 1 icensino 

ac t iv i t i e s  of the three agencies. 

TABLE 8 

COMPARISON OF LICElJSIt~lG NORK L O A D ,  
STAFFING AND PROCEDURES 

RAC I NG B I FirGO LOTTERY 

Number of licensees 9,308 G75 2,000 

Number of licensing 
categories 26 

Types of 1 icensees primarily qua1 i f ied  commercial 
individual s individual s & retai  1 ers  

organizations 

Number of licensing 
s t a f f  G 5 ( *  

Type of s ta f f  exam technicians, clerks,  rnarketi r;g 
investigators investigators representatives, 

i nvesti gators 

Nature of background f i n ~ e r p r i n t  none current1 y HCIC/ACIC/RCCL.i 
ci~ecks checks through done name checks 

DPS 8 FBI through DPS 

Unique aspects racino rul ings 
checks through 
national data base 

credi t  
checks 

(* )  Lottery involves numerous marketing and investigative s t a f f  in 
the licensing process. 

Source: Data compiled by Auditor General s t a f f  from Department of Racing, 
COR-Bingo Section and State Lottery records, f iscal  year 1985-86. 

Investiaations 

All three a ~ e n c i e s  also conduct investigations to  enforce compliance with 

statutory requirements. Investigative s ta f f  are similar in classif icat ion 

and s tz tbs ;  however, the vclume and type of investisations differ  znr! 

ref1 ec t  each agency's particul a r  enfcrcenent needs. A1 1 three 

investigative s t a f f s  d o  receive support from DPS and the Attorney 

General ' s  Office. 



0 The Department of Racing has a s t a f f  of s ix  investigators (Investigator 

I11 and Investigator 11).  All have prior law enforcement experience and 

have 1 i ~ i t e d  peace off icer  s ta tus .  The s ta f f  i s  currently in the process 

of being ce r t i f i ed  by the Arizona L a w  Enforcement Officers Advisory 

Cocncil ( A L E O A C ) . *  

In f iscal  year 1986, the Racing Department cpened 404 cases. Most 

investigations involved fa1 se  appl ications. Other investigations focuset! 

on criminal background, criminal act ivi ty  , possession of drugs and other 

matters. 

The Bingo Section has seven investigators, most of whom are classif ied 

as  Investigator 111s. All have limited peace of f icer  s ta tus  and are 

ALEOAC cer t i f ied .  Thus, they are  similar to  the t?acins Department 

investigative s t a f f .  Three of the Bingo Section investigators have ten or 

more years of prior law enforcement experience. 

Bingo investigators perform a variety of functions related t o  regulation 

of the bingo industry. Investigators review new license applications and 

conduct desk revievis of quarterly financial reports submitted by 

licensees. Investigators also conduct co~pl iance  checks. Investigators 

v i s i t  licensees while games are in progress and assess whether they are 

being operated in compl i ance with resul atcry requirements. Approximately 

200 compliance checks were made in f iscal  year 1985-80. 

Investigators also conduct extensive investigations of crininal ac t iv i ty  

in the bingo industry, usually in conjunction with DPS. The Bingo Section 
opened 95 such investigations durinc fiscal year 1985-80. 

* ALECAC i s  a body o f  law e~forcetxent o f f i c i a l s  created t o  establisl? 
minimum qualifications and training for law enforcement off icers .  



a Lottery's i n v e s t i ~ a t o r s ,  1 ike the i r  counterparts in Racinc and Bingo, 

are in a similar c lassif iczt ion ser ies .  Several investigators have 

extensive prior 1 aw enforcement experience. However, Lottery 

investigators have more limited authority than Racing and Bin90 

investisators in that they are s ta tu tor i ly  restr ic ted t o  licensing and 

employment investigations. As a resu l t ,  the Lottery's investigative s ta f f  

are - not A L E O A C  cer t i f ied  and do pot have peace cf f icer  s ta tus .  

Lottery investigators conduct criminal background checks supporting the 

l icensins function and compliance checks to  determi~e i f  r e t a i l e r s  are 

complying with applicable requirements in sel l ing instant Same and Pick 

t ickets.  In addition, although not authorized by s ta tu te ,  the Lottery has 

conducted investigations invol vins questionable t icke ts ,  or t icke t  fraud, 

a n d  stolen t ickets .  

Tzble S summarizes the s imi lar i t ies  and differences between the 

investigative s t a f f  o f  the three agencies. 

T A B L E  9 

COI4PAKISOQI CF RACING, BINGO AblD LOTTERY IIIVESTIGATIVE STAFF 

LOTTERY 

Number of investigators 6 7 10 

Principal c lassif icat ion Investigator Investigator Investigator 
of s ta f f  11s and 111s 111s 111s 

Peace off icer  s ta tus  yes Yes no 

ALEOAC cer t i f ica t ion  i n  progress Yes no 

Source: Bata c c ~ p i l e d  by Auditor General s ta f f  from Department of Facing, 
DOR-Bingo Section ana State Lottery records. 



Beyond these three agencies, DPS and the Attorney General's Office provide 

support for  the enforcement of public gaming in Arizona. DPS ass i s t s  

Racin~ and Lottery in conducting criminal history background checks for 

1 icensure. DPS has a1 so assisted these agencies or independently 

conducted criminal investigations of potential publ i c  gamin9 violations. 
For example, through an agreement w i t h  D O R Y  DPS has two investigators 

assigned to  a s s i s t  in bingo investigations. One recent bingo case 

assisted by DPS investigators resulted in 69 felony counts against ten 
individual s. DPS 1 aboratory faci l  i t i e s  are  continuously used by the 

Lottery to  evaluate instant t i cke t  security,  and occasionally used by the 

Department of Racing to  conduct drug screening tests .  

The Attorney General's Office provides assistance to  a l l  three agencies in 
the i r  e f fo r t s  t o  reaulate public gaming. The Office's Organized Crime a n d  

Racketeering Division has prosecuted criminal cases involving public 
gaming. In the l a s t  three years, the Division has been irivolved in the 

prosecution of two Bingo cases involving fraudulent ac t iv i t i e s  of bingo 
operators, and one Lottery case involving the fraudulent redemption of  a 
1 ottery t icke t .  The Attorney General ' s  Office has a1 so conducted 
investigations and in te l l  i gence gathering ac t iv i t i e s  in the areas of 

publ i c  gaming. 

Gaming Regulation i n  Other States 

A1 ttlougti ~,aming a ~ e n c i e s  perform some s in i l  a r  ac t iv i t i e s ,  few other s ta tes  

have combined the regulation of two or more gaming functions. However, 
there i s  some reported benefit among those s ta tes  consolidating regulatory 
functions. 

Only four of 33 s ta tes  respondir;~ t o  the lC8E survey cf  the t i a t i c~a l  

Associati on of Gambl i ng  Regul atory Agencies (NAGRA) have consol idated the 
regulation cf t ~ o  or rcore gaming ac t iv i t i e s  under a single acency. As 

shown in Tab1 e 10, Connecticut, Flassachusetts and Michigan regulate 

lo t te ry  and bingo under the same asency. I n  addition, Coilnecticut's 

Department of Revenue Services also resulates pari-mutuel wagering. New 

York regulates b o t h  racing and bingo tkroush i t s  State Pacing and Wagering 
Board. 



TABLE 10 

CONSOLIDATION OF GAMING REGl!LATION I I! FOUR STATES 

STATE GAMIFG ACTIVITIES RESPOMSI BLE AGEIlCY 

Connecticut 1 o t t e ry ,  binso , ( l )  pari-rutuel Departcent of 
wagering, off- track bet t ing Revenue Services 

Massachusetts l o t t e r y ,  bingo S t a t e  Lottery Commission 

Michigan l o t t e r y ,  bingo Bureau of Sta te  Lottery 

Mew York pari-mutuel wagering, 
binso 

Mew Ycrk Sta te  Racing 
and Kaoering Board 

Bingo l i c e n s i n ~  and enforcement author i ty  e f fec t ive  October 1987. 

Source: Data compiled by Auditor General s t a f f  from NAGRA survey. 

S ta tes  t ha t  have combined aami ng regulatory agencies may s t i l l  maintain 

separate regulatory un i t s  f o r  each gaming a c t i v i t y ;  thus, the actual 

amount of functional consolidation and coordination may be limited. In 

New York, f o r  example, the Racing and Wagering Board maintains separate 

racing and bingo l icensing and reculatory uni ts .  Furthermore, the 

Michigan and Massachusetts l o t t e r i e s  maintain separate l icensing and 

r e y l a t c r y  units. Lottery o f f i c i a l s  i n  Michigan feel  i t  i s  eas ie r  t o  

regulate and l i cense  the  two a c t i v i t i e s  w i t h  separate s t a f f ,  each with 

personnel who a re  famil iar  w i t h  the pa r t i cu la r  garni~g function. As a 

r e s u l t ,  only ce r ta in  administrat ive functions such as  personnel, payroll 

and purchasing a re  corisolidated and  shared bet:.!eer! ilichic,nls l o t t e ry  and  

bingo functions. 

Connecticut, by contras t ,  has been able t o  achieve some functional 

consolidation w i t h  reported benef i ts .  According t o  a Division cf Special 

Revenue o f f i c i a l ,  ~aming enforcement a c t i v i t i e s  have been combined under a 

s ingle  secur i ty  section.  T h i s  has el irninatecl over1 ap of some a c t i v i t i e s  

associated w i  ti] separate 1 icensing and resul atory u n i  t s .  Fcr example, 

according t o  the  Connecticut o f f i c i a l  , secur i ty  s t a f f  can conduct 

enforcenent and 1 icensing dut ies  f o r  a l l  forms of caming regulated by the 

division.  As a r e s u l t ,  s t a f f  nembers' time can be ut,ilizcci i n  whatever 

gaming area has the g rea tes t  need. 
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Feasibil i ty of Consolidation Needs Further Strid\/ 

Because gaming agencies in Arizoria perform some common functions such as 

criminal background checks and have somewhat comparable investigative 

s t a f f ,  consolidation of some ac t iv i t i e s  may be feasible. However, 

objections to such consol idation by some gaming off ic ial  s need further 
study and consideration. 

DPS has proposed consol idat i  ng gaming entorcernent ac t iv i t i e s  w i t h i n  DPS. 

Current effor ts  involve transferring the bingo licensing authority from 
DOR to  DPS. Studies conducted by b o t h  agencies conclude tha t  DPS i s  

better suited t o  1 icense and regulate bingo operators. In the future,  the 

Director of DPS envisions the possible establishment of separate b i n g o ,  

lo t te ry  and racing sections w i t h  permanently assigned positions under a 

single enforcenent u n i t  within DPS. According to  the DPS Director, th i s  

organizational arrangement would have several benefits. F i r s t ,  DPS has 

the manpower and equipment necessary t o  conduct statewide gaming 

enforcenent. For example, EPS has investigative s t a f f  assigned throughout 

the State. The current regulatory agencies have s ta f f  only in Phoenix and 

Tucson. Second, DPS can enhance career paths for i n v e s t i ~ a t o r s .  

Investigators would be part  of a larger 7i;w entorcement agemy that  coulg 

offer  more career opportunities. Finally, DPS has access t o  several 

background investigative sources n o t  avai 1 able t o  the current regulatory 

agencies. 

Official s o f  two gaming asencies, ho~ever ,  point o u t  potential problems 

with consol idating 9arning enforcement within DPS. For example, DPS 

investigators may tend t o  focus on criminal i nvesti cat1 on and prosecution 

rather than administrative actions. According to an Attorney General 

o f f i c i a l ,  taking administrative action such as suspending or revoking a 

license can be a more effect ive enforcement action than a criminal 

sanction, while less  d i t t i c u l t  and costly to  achieve. 

I n  addition, DPS investigatcrs assigned t o  the agency would have two 

bosses, according to  one c r i t i c .  This raises the concern cn the part of 
the agency directors that  the investioatcrs would be wore responsive t o  

DPS than t o  the Oirector of the i r  assigned agency. 



AREAS FOR FURTHER AUDIT WORK 

D u r i n g  the course of the aud i t ,  we iden t i f i ed  several potential i ssues  

t h a t  we were unable t o  pursue because they were beyond the scope of our 

aud i t  or  we lacked su f f i c i en t  time. 

a Should r e t a i l e r  commissions be res t rcc tured? 

Reta i lers  s e l l i ng  l o t t e ry  t i c k e t s  receive a 6 percent commission on t k e i r  

t i c k e t  sa les .  Most other s t a t e s  provide r e t a i l e r s  w i t h  a 5 percent 
commission, and only a few s t a t e s  give higher commissions. Reducing 

r e t a i l e r  commissions by 1 percent of revenue ksould have provided an 

additional $1.2 million t o  the  Lottery during f i sca l  year 1985-86. Thest! 

monies could be t ransferred t o  the designated revenue funds. Further 
aud i t  work i s  needed t o  determine whether r e t a i l e r  commission amounts 

shoul d be restructured.  

Should the Lottery be allowed t o  conduct addit icnal  aames? 

Currently, the Lottery i s  allowed by s t a t u t e  t o  conduct an i n s t an t  t i c k e t  

game and an on-line Lotto game. Several other s t a t e s  have added 
addit ional  games t o  t h e i r  product mix  a s  t h e i r  l o t t e r i e s  have matured. In 
f a c t ,  the Arizona Lottery was not able t o  reverse declining sa les  unt i l  i t  

began the  on-line game. To increase player i n t e r e s t ,  other s t a t e s  have 

introduced a var ie ty  of on-1 ine games. Further aud i t  work i s  needed t o  

determine whether the Lottery should be authorized by law to  condcct 

additional games. 

8 Should the Lottery use government s ecu r i t i e s  t o  be t t e r  insure grand 

pr ize  payments over time? 

Many s t a t e  1 o t t e r i e s ,  incl  uding Arizona's ,  finance grancl prizes through 

annui t ies  purchased from pr ivate  insurance cotxpanies. Using annui t ies  

gives the appezrance cf a l a rger  prize.  The Ar i~ona  Lottery has conpanics 

b i d  so the most beneficial annuity can be obtained. Some s t a t e s  O!ew 

York, Rhode Island and [laryl and) ,  hov:ever, a re  turning t o  sovernment 



securi t ies  rather than private company annuities because rates  are similar 

and provide more security. Some insurance companies have ei ther  cone 
bankrupt or have shown signif icant  financial losses. One firm with 

s ignif icant  financial 1  osses he1 d annuities for several s t a t e  1 ot te r ies  
(not Arizofia). Al thoush the question has n o t  been addressed legally,  i t  

may be possible tha t  the Lottery could be held l i a b l e  f o r  any remaining 
monies on annuities held by companies thst writ out of business. Further 
audit work i s  needed to  determine whether the Lottery should annuitize 
grand prizes using government securi t ies .  

e Should the Arizona Lottery award instant  aame t icket  contracts more 
frequently and use different  vendors? 

The Lottery has used the same instant  game t icke t  vendor for 30 of the 32 

instant  games played since the Lottery's inception. In addition, the 
Lottery has not awarded an instant  game contract since 1984. Sotre other 
s t a t e s '  l o t t e r i e s  l e t  contracts for one-year periods only. Other s ta tes  
have l e t  contracts to  more than one vendor over the same time period. 

Officials from some of these s ta tes  have indicated that  shorter 
contracting periods and mardins concurrent contracts t o  more than one 

vendor help promote competition and lower t icket  costs. According t o  sope 
other s t a t e s '  o f f i c i a l s ,  there are  nov: several instant game t icke t  vendors 

tha t  can provide secure, quality t ickets .  This was n o t  true a  few years 
ago. Further audit work i s  needed to determine whether the Arizona 

Lottery should use shorter contract periods and different  vendors t o  lower 
instant  game t icket  costs. 

a I s  the amount of revenue a1 lowed for advertisina excessive? 

The Lottery i s  allok!ed 4 percent of total  wasers for advertising 

expenditures. Previously, the Legi sl  ature reduced and then increased the 
advertising a1 1 ocance as the popularity of the gams  fluctuated. With the 

advent of the on-line game, which dramatically increased Lottery revenues, 
the Lottery's potential advertising budget has pro\vn proportionately. 



However, the Lottery s t i l l  runs the same number o f  instant  games in a 
year. Further, the on-line game i s  less  advertising intensive than the 
instant gaixes. Further audit  work i s  needed t o  determine whether the 
Lottery's advertising allowance could be reduced. 
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ARIZONA I#ITERY 
(602) 255-1470 
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Executive Director 

Douglas R .  Nor ton ,  A u d i t o r  Genera l  
O f f i c e  o f  t h e  A u d i t o r  G e n e r a l  

HAND DELIVERED 

2700 North C e n t r a l  Avenue, S u i t e  700 
Phoenix ,  AZ 85004 

Re: Response Of The Ar izona  S t a t e  L o t t e r y  Commission 
To The A u d i t o r  G e n e r a l ' s  Per formance  Audi t  

Dear M r .  Norton:  

The Response o f  t h e  Ar izona  S t a t e  L o t t e r y  Commission as 
d r a f t e d  by C h a r l e s  E .  B u r i ,  E x e c u t i v e  D i r e c t o r  March 1 4 ,  1983 t o  
J a n u a r y  5 ,  1987,  a r e  e n c l o s e d  f o r  i n c l u s i o n  i n  t h e  p u b l i s h e d  
r e p o r t  o f  t h e  Per formance  Audi t  you conduc ted  on t h i s  agency.  

A s  you know, I was a p p o i n t e d  t o  t h e  p o s i t i o n  o f  
E x e c u t i v e  D i r e c t o r  o f  t h e  Ar izona  L o t t e r y  o n  J a n u a r y  8 ,  1987 and 
assume f u l l  r e s p o n s i b i l i t y  f o r  what we do o r  f a i l  t o  do a s  a n  
agency.  However, as your  a u d i t  w a s  conduc ted  p r i o r  t o  my 
appo in tmen t ,  I b e l i e v e  i t  i s  i m p o r t a n t  and f a i r  t h a t  t h e  
Commission's r e s p o n s e ,  as d r a f t e d  by M r .  B u r i ,  b e  forwarded t o  
you i n t a c t  and u n e d i t e d  by me. 

I have  n o t e d  w i t h  i n t e r e s t  t h e  f u l l  t e x t  o f  your  
Performance Audit  and as I become more f i r m l y  f a m i l i a r  w i t h  t h e  
f a c t s  and i s s u e s  p e r t i n e n t  t o  t h e  s u c c e s s f u l  management of  t h i s  
agency o v e r  t h e  n e x t  s e v e r a l  months,  I w i l l  b e  r ev iewing  your  
recommendations a g a i n  f o r  a p p r o p r i a t e  a c t i o n  where m e r i t e d .  

Your F i n d i n g  (V)  c o n c e r n i n g  t h e  i n v e s t i g a t i v e  a u t h o r i t y  
o f  t h e  L o t t e r y  i s  o f  such  compe l l ing  impor tance  t o  me, as 
E x e c u t i v e  D i r e c t o r ,  t h a t  some immediate  a c t i o n  was deemed 
n e c e s s a r y .  My o p i n i o n  i s  t h a t  t h e  L o t t e r y  h a s  n o t  exceeded i t s  
s t a t u t o r y  a u t h o r i t y .  However, I a g r e e  w i t h  your  recommendation 
t h a t  t h e  L e g i s l a t u r e  amend t h e  s t a t u t e s  t o  more s p e c i f i c a l l y  and 
c l e a r l y  d e f i n e  o u r  i n v e s t i g a t i v e  r e s p o n s i b i l i t i e s .  A c c o r d i n g l y ,  
I have  asked  t h e  S e n a t e  F i n a n c e  Committee t o  i n t r o d u c e  s u c h  
c l a r i f y i n g  language .  

E x e c u t i v e  D i r e c  t o r v  

RH : nh 
Enc l o s u r e s  
c c :  Members of  t h e  Commission 

Char l e s  E .  B u r i  



RESPONSE OF THE A R I Z O N A  STATE LOTTERY CO1IMISSION 
TO THE AUDITOR GENERAL' S  PERFORllANCE A U D I T  

Draf ted by 
Char les  E .  B u r i ,  Execut ive  D i r e c t o r  

March 1 4 ,  1983  - January 5 ,  1987 

I N T R O D U C T I O N  

The fo l lowing  memorandum r e p r e s e n t s  t h e  response  of t h e  

Arizona S t a t e  L o t t e r y  Commission t o  t h e  Auditor  Gene ra l ' s  

Performance Audit.  

PURPOSE 

The Arizona L o t t e r y ,  a s  e s t a b l i s h e d  by v o t e r  i n i t i a t i v e  

i n  t h e  g e n e r a l  e l e c t i o n  of November, 1980, has  a  s i n g u l a r  purpose 

and t h a t  i s  " t o  produce t h e  maximum amount of  n e t  revenue 

consonant w i t h  t h e  d i g n i t y  of t h e  s t a t e . "  

EFFECTIVENESS AND EFFICIEVCY 

Given t h i s  purpose ,  t h e  e f f e c t i v e n e s s  and e f f i c i e n c y  of 

t h e  Arizona L o t t e r y  a r e  b e s t  measured by n e t  revenues ,  and,  

judged acco rd ing ly ,  t h e  Arizona L o t t e r y  has  proven exceedingly  

s u c c e s s f u l .  

I n  i t s  f i r s t  f i v e  Years ( J u l y  1 ,  1981 through June 30 ,  

1986) ,  t h e  L o t t e r y  accrued S442,350,196 i n  g ros s  revenues .  From 

t h a t  t o t a l ,  i t  r e a l i z e d  $156,284,407 i n  n e t  revenues.  That 

amounts t o  a  r e t u r n  on s a l e s  of  b e t t e r  t han  t h i r t y - f i v e  pe rcen t  

( 3  5%) . 
Impress ive  i n  t h e i r  own r i g h t ,  t h e s e  f i g u r e s  t a k e  on 

s p e c i a l  s i g n i f i c a n c e  when c o n t r a s t e d  w i th  t h e  performance of 

o t h e r s .  For example, i f  ranked among Business Week's Top 1 ,000 

Companies f o r  ca l enda r  yea r  1 9 8 5 ,  t h e  Arizona L o t t e r y  would be  

980  i n  terms of g ros s  revenues.  I n  terms of n e t  revenues ,  

however, i t  would cl imb d r a m a t i c a l l y  ... t o  656. I n  o t h e r  words, 

t h e  Arizona L o t t e r y  has  Seen a b l e  t o  r e a l i z e  a  s u b s t a n t i a l l y  

g r e a t e r  r e t u r n  on s a l e s  than most bus ines se s .  

Th is  r e s u l t  i s  underscored by t h e  f a c t  t h a t ,  i f  measured 

a g a i n s t  t h e  For tune 500 Companies f o r  ca l enda r  yea r  1985, t h e  

Arizona L o t t e r y  would rank f i r s t  i n  terms of r e t u r n  on s a l e s  a t  



t h i r t y - f  i v e  p e r c e n t  (35%) . I f  measured by s a l e s  p e r  employee f o r  

c a l e n d a r  y e a r  1985,  t h e  Arizona L o t t e r y  would a l s o  p r o v e  

e x c e p t i o n a l  w i t h  s a l e s  of  n e a r l y  $887,000 p e r  employee; making i t  

e i g h t h  b e s t  among t h e  F o r t u n e  500 Companies. S i m i l a r l y ,  i f  

c o n s i d e r e d  from t h e  v a n t a g e  o f  change  i n  s a l e s ,  between c a l e n d a r  

y e a r s  1984 and 1985,  t h e  Ar izona  L o t t e r y  would b e  e i g h t  among t h e  

F o r t u n e  500 Companies w i t h  a n  i n c r e a s e  of  o v e r  s e v e n t y  p e r c e n t  

(70%).  And, d u r i n g  t h e  same p e r i o d  of  t i m e ,  n e t  r evenues  

i n c r e a s e d  by a n  even  g r e a t e r  marg in  -- namely,  e i g h t y - t h r e e  

p e r c e n t  (83%) .  To s a y  t h e  l e a s t ,  t h e  Ar izona  L o t t e r y  h a s  p roven  

e x c e e d i n g l y  e f f i c i e n t  and economica l  i n  i t s  o p e r a t i o n s .  

PUBLIC INTERESTS SERVED 

The p r i m a r y  b e n e f i c i a r i e s  o f  n e t  r e v e n u e s  produc ed by 

t h e  Ar izona  L o t t e r y  a r e  A r i z o n a ' s  i n c o r p o r a t e d  c i t i e s  and towns ,  

which r e c e i v e  t h e s e  monies  th rough  t h e  L o c a l  T r a n s p o r t a t i o n  

A s s i s t a n c e  Fund. A s  o f  J u n e  3 0 ,  1986,  t h e  L o c a l  T r a n s p o r t a t i o n  

A s s i s t a n c e  Fund had r e c e i v e d  $88,500,000 i n  L o t t e r y  r e v e n u e s ;  t h e  

d i s t r i b u t i o n  and u s e  o f  which w a s  o v e r s e e n  by t h e  Department o f  

T r a n s p o r t a t i o n .  

I n  a d d i t i o n ,  p r i o r  t o  t h e  c r e a t i o n  o f  t h e  Loca l  

T r a n s p o r t a t i o n  A s s i s t a n c e  Fund, $22 ,600 ,000  i n  L o t t e r y  r evenues  

were  t r a n s f e r r e d  t o  t h e  S t a t e ' s  Genera l  Fund, and ,  by S e s s i o n  

Law, a n o t h e r  511 ,300 ,000  was t r a n s f e r r e d  t o  t h e  Genera l  Fund i n  

F i s c a l  Year 1982-1983. A more r e c e n t  change  i n  t h e  L o t t e r y  Act 

r e s u l t e d  i n  a n  a d d i t i o n a l  $1  4 , 0 0 0 , 0 0 0  o f  L o t t e r y  r evenues  go ing  

t o  t h e  G e n e r a l  Fund i n  F i s c a l  Year 1985-1 9 8 6 .  A l l  t o t a l e d ,  t h e  

S t a t e ' s  G e n e r a l  Fund h a s  r e c e i v e d  $47 ,900 ,000  i n  L o t t e r y  

r e v e n u e s .  

When combined,  L o t t e r y  monies f l o w i n g  t o  t h e  Tdocal 

T r a n s p o r t a t i o n  A s s i s t a n c e  Fund and t h e  G e n e r a l  Fund amount t o  

$145,400,000 o r  a b o u t  $1 2 ,700 ,000  above  and beyond t h a t  r e q u i r e d  

by law ... f o r  t h e  L o t t e r y  was o n l y  r e q u i r e d  t o  a p p o r t i o n  t h i r t y  

p e r c e n t  (30%)  o f  g r o s s  r evenues  f o r  t r a n s f e r  t o  t h e  Loca l  

T r a n s p o r t a t i o n  A s s i s t a n c e  Fund and t h e  G e n e r a l  Fund. Y e t ,  by 

f o c u s i n g  on " t h e  bot tom l i n e , "  i t  h a s  heen  a b l e  t o  do much, much 

b e t t e r .  

Moreover ,  t h i s  F i s c a l  Year shou ld  b e  t h e  L o t t e r y ' s  b e s t  



e v e r .  When a l l  i s  s a i d  and done ,  t h e  L o t t e r y  w i l l  g r o s s  

a p p r o x i m a t e l y  $1 30 ,000 ,000  and ,  from t h o s e  r e v e n u e s ,  r e m i t  

$23 ,000,000 ( t h e  maximum p e r m i t t e d  by law) t o  t h e  L o c a l  

T r a n s p o r t a t i o n  A s s i s t a n c e  Fund, $ 7 , 6 5 0 , 0 0 0  t o  t h e  County 

A s s i s t a n c e  Fund ( a g a i n ,  t h e  maximum p e r m i t t e d  by law) , and a b o u t  

$1  5 , 0 0 0 , 0 0 0  t o  t h e  Genera l  Fund. Obv ious ly ,  t h e  L o t t e r y  s e r v e s  

t h e  p u b l i c ' s  i n t e r e s t s  w e l l .  

PUBLIC'S PEKCEPTION 

Rut ,  how do Ar izonan ' s  f e e l  a b o u t  t h e i r  L o t t e r y ?  The 

answer i s  v e r y  f a v o r a b l y .  

L a s t  y e a r ,  a s  a  p a r t  of  t h e  L o t t e r y ' s  ongoing  marke t  

r e s e a r c h  e f f o r t s ,  Ar izona  S t a t e  U n i v e r s i t y  ' s Opinion  Resea rch  

T,aboratory comple ted  a  s u r v e y  o f  Ar izona  r e s i d e n t s ,  c o n c e r n i n g  

t h e i r  a t t i t u d e s  toward and o p i n i o n s  a b o u t  t h e  L o t t e r y .  I n  t h e  

c o u r s e  o f  t h a t  s u r v e y  t h e  f o l l o w i n g  q u e s t i o n s  were  a sked  w i t h  t h e  

no ted  r e s u l t s .  

" O v e r a l l ,  do you t h i n k  t h e  L o t t e r y  i s  a good 

t h i n g ,  a  bad t h i n g ,  o r  a r e  you n o t  s u r e ? "  

Good Thing . . . . . . . . . .  784 

Bad Thing . . . . . . . . . .  1 1 % 

Not S u r e  . . . . . . . . . .  11% 

" I f  a n  e l e c t i o n  were t o  b e  h e l d  t o d a y ,  do you 

t h i n k  you would v o t e  t o  c o n t i n u e  t h e  

L o t t e r y ? "  

Yes . . . . . . . . . . . . .  80% 

NO . . . . . . . . . . . . .  15% 

Not S u r e  . . . . . . . . . . .  5% 

" I n  g e n e r a l ,  how b e n e f i c i a l  i s  t h e  L o t t e r y  t o  

t h e  S t a t e ? "  

Very B e n e f i c i a l  . . . . . .  27X 

Somewhat B e n e f i c i a l  . . . . .  57% 

. . . .  Not A t  A l l  B e n e f i c i a l  7% 

Don ' t  Know . . . . . . . . . .  9% 

C l e a r l y ,  A r i z o n a n ' s  r e g a r d  t h e i r  Z o t t e r y  w i t h  ex t reme 

f a v o r .  

SUNSET FINDINGS 

Even t h e  A u d i t o r  Genera l  ... i n  e v a l u a t i n g  t h e  L o t t e r y  



a g a i n s t  t h e  t w e l v e  " s u n s e t "  f a c t o r s  p r e s c r i b e d  by A.R.S. 541 -235-1 

. . . r e c o g n i z e s  t h a t  t h e  L o t t e r y  i s  a  s u c c e s s f u l  o r g a n i z a t i o n .  

He w r i t e s  t h a t  (1)  "The L o t t e r y  Commission's pu rpose  i s  

t o  p roduce  t h e  maximum amount o f  n e t  r e v e n u e  c o n s o n a n t  w i t h  t h e  

d i g n i t y  of  t h e  s t a t e "  and t h a t  (2) "The L o t t e r y  h a s  produced a  

s i g n i f i c a n t  amount o f  n e t  revenue  s i n c e  i t  began o p e r a t i o n s  i n  

1981 ." A c c o r d i n g l y ,  t h e  Aud i to r  Genera l  f i n d s  t h a t  (3) "The 

L o t t e r y  h a s  o p e r a t e d  w i t h i n  t h e  p u b l i c  i n t e r e s t  . . . . 11 

I n  te rms o f  o p e r a t i o n s ,  t h e  A u d i t o r  G e n e r a l  s t a t e s  (4) 

"The L o t t e r y  h a s  promulgated  r u l e s  and r e g u l a t i o n s  t h a t  a r e  

c o n s i s t e n t  w i t h  i t s  l e g i s l a t i v e  mandate" and t h a t  (5) "The 

Commission h a s  a d e q u a t e l y  encouraged i n p u t  from t h e  p u b l i c  be f  o r e  

p romulga t ing  i t s  r u l e s  and r e g u l a t i o n s .  " He a l s o  remarks  t h a t  

( 6 )  "S ince  t h e  L o t t e r y  i s  n o t  a  r e g u l a t o r y  agency ,  i t s  e n a b l i n g  

l e g i s l a t i o n  d i d  n o t  i n c l u d e  a f o r m a l  c o m p l a i n t  p r o c e s s , "  b u t  t h a t  

(7 )  "A.R.S. 55-512.01 p r o v i d e s  b o t h  t h e  A t t o r n e y  Genera l  and 

County A t t o r n e y s  w i t h  c o n c u r r e n t  p r o s e c u t i o n  a u t h o r i t y  f o r  any 

o f f e n s e  a r i s i n g  o u t  o f  o r  i n  c o n n e c t i o n  w i t h  t h e  f o r m a t i o n ,  

management, o p e r a t i o n  o r  conduct  of  t h e  S t a t e  L o t t e r y . "  

Regarding  l e g i s l a t i o n ,  t h e  A u d i t o r  Genera l  n o t e s  t h a t  

(8) " S i n c e  i t s  i n c e p t i o n  i n  1981,  t h e  L o t t e r y  h a s  b e e n  a c t i v e  i n  

s u b m i t t i n g  l e g i s l a t i o n  t o  i n c r e a s e  i t s  e f f e c t i v e n e s s  ,I1 b u t  

recoinmends t h a t  ( 9 )  " [ T l h e  1 , e g i s l a t u r e  c o n s i d e r  r e d u c i n g  t h e  

p e r c e n t a g e  o f  [ r evenue1  al lowed f o r  L o t t e r y  a d m i n i s t r a t i v e  

expenses  . . . and r e p e a l i n g  t h e  J , o t t e r y l s  exempt ion  from t h e  S t a t e  

procurement  s t a t u t e s . "  

A s  f o r  t e r m i n a t i o n ,  t h e  A u d i t o r  G e n e r a l  o p i n e s  t h a t  (1 0) 

"Terminat ing  t h e  Tdottery would e l i m i n a t e  a  s i g n i f i c a n t  amount o f  

r evenue  made a v a i l a b l e  t o  t h e  S t a t e . "  And, i n  r e s p o n s e  t o  t h e  

f i n a l  two c r i t e r i a ,  t h e  A a d i t o r  Genera l  s i m p l y  r e p o r t s  t h a t  ( 1 1 )  

"The Ar izona  L o t t e r y  i s  n o t  a  r e g u l a t o r y  agency" and t h a t  (12) 

"The Arizona L o t t e r y  makes e x t e n s i v e  u s e  o f  p r i v a t e  c o n t r a c t o r s  

i n  t h e  per formance  o f  i t s  d u t i e s "  and t h a t  "no o t h e r  a r e a s  f o r  

t h e  L o t t e r y ' s  u s e  o f  p r i v a t e  c o n t r a c t o r s "  were  i d e n t i f i e d .  

C l e a r l y ,  t h e  L o t t e r y  p a s s e s  m u s t e r  under  t h e  " s u n s e t "  

c r i t e r i a .  



AUDITOR GENERAL'S  RECOMPIENDATIONS 

Ye t ,  having s a i d  a l l  t h i s ,  t h e  Auditor  General  t hen  goes 

on t o  make f i v e  recommendations, t o  w i t :  ( 1 )  The percen tage  of 

L o t t e r y  revenues s e t  a s i d e  f o r  a d m i n i s t r a t i v e  expendi tu res  should  

be  reduced,  p e r m i t t i n g  more revenues t o  be  earmarked f o r  p r i z e s ,  

des igna ted  revenue funds and t h e  General Fund; ( 2 )  The L o t t e r y  

should b e  sub j ec t ed  t o  t h e  execu t ive  budget and l e g i s l a t i v e  

a p p r o p r i a t i o n  process  t o  p rov ide  increased  o v e r s i g h t ;  (3)  The 

Department of  A d n i n i s t r a t i o n ' s  Purchasing Off i c e  should be made 

r e s p o n s i b l e  f o r  L o t t e r y  procurements ; (4)  The L o t t e r y  should  

determine ways t o  minimize i t s  b u i l d i n g  c o n s t r u c t i o n  c o s t s ;  and 

(5) The L o t t e r y  should seek peace o f f i c e r  s t a t u s  f o r  i t s  

i n v e s t i g a t o r s .  

I n  suppor t  of  t h e s e  recommendations, t h e  Audi tor  General  

a t t empts  t o  f a u l t  t h e  L o t t e r y  on a  number of grounds.  

Neve r the l e s s ,  t h i s  t a c t  was no t  wholly unexpected,  a s  h i s  s t a f f  

were q u i t e  open i n  d e f i n i n g  t h e i r  charge  a s  " f i n d i n g  something 

wrong" (See ,  Appendix One). \ h a t  i s  s u r p r i s i n g ,  however, i s  t h e  

minut iae  and inexpe r t  ana lyse s  (See ,  Appendix Two) t h a t  t h e  

Auditor  General  uses  i n  pursu ing  t h i s  goa l .  

Understandably,  t h e  Audi tor  General  does no t  mention h i s  

e d i t o r i a l  b i a s  o r  t h e  i n t e l l e c t u a l  s h o r t c u t s  used i n  p repar ing  

h i s  Report . . . but  t h e  L o t t e r y  must. I n  a d d i t i o n ,  t h e  L o t t e r y  i s  

compelled t o  respond t o  each of t h e  Audi tor  Gene ra l ' s  f i v e  

recommendat_ions - -  not  because  it  d i s a g r e e s  wi th  a l l  of t h e  

recommendations ( i t  does not)  -- b u t ,  r a t h e r ,  t o  p rov ide  t h e  

ba lance  and symmetry needed t o  form a  f a i r  and o b j e c t i v e  op in ion .  

ADMINISTRATIVE FUNDS 

The Auditor  General  f i r s t  a s s e r t s  t h a t  t h e  L o t t e r y  h a s  

25X of t o t a l  revenues a v a i l a b l e  f o r  g e n e r a l  a d m i n i s t r a t i v e  

expenses and t h a t  t h i s  i s  more t han  needed. Unfo r tuna t e ly ,  t h e  

Auditor  G e n e r a l ' s  f i g u r e s  a r e  i n  e r r o r .  

The expendi tu re  of L o t t e r y  revenues i s  governed i n  l a r g e  

measure by s t a t u t e  and r e g u l a t i o n .  S p e c i f i c a l l y ,  s t a t u t e  d i r e c t s  

t h a t  454 of t h e  revenues accru ing  from t h e  s a l e  of l o t t e r y  

t i c k e t s  be  r e tu rned  t o  p l a y e r s  i n  t h e  form of p r i z e s ,  t h a t  no 

l e s s  t h a n  30% go t o  t h e  S t a t e  of  Arizona,  and t h a t  no more t han  



4% b e  used  f o r  a d v e r t i s i n g  and promot ion .  I n  a d d i t i o n ,  

r e g u l a t i o n  s p e c i f i e s  t h a t  r e t a i l e r s  r e c e i v e  a commission o f  6%. 

T o t a l e d ,  85X o f  a l l  L o t t e r y  r evenue  h a s  been  s p e c i f i c a l l y  

a l l o c a t e d  by s t a t u t e  and r e g u l a t i o n .  

T h i s  l e a v e s  15X o f  r evenue  o v e r  which t h e  L o t t e r y  h a s  

some d i s c r e t i o n ;  t h e  q u a l i f i c a t i o n  b e i n g  t h a t  market  p r i c e s ,  f o r  

s u c h  t h i n g s  a s  t i c k e t s  and o n - l i n e  game p r o c e s s i n g  sys t ems ,  

d i c t a t e  t o  a d e g r e e  how t h i s  money i s  s p e n t .  I n  f a c t ,  t h i s  p a s t  

y e a r ,  t h e  c o s t  of  t h o s e  two i t ems  ( i . e . ,  i n s t a n t  t i c k e t s  and t h e  

o n - l i n e  game p r o c e s s i n g  sys tem)  amounted t o  a l m o s t  6% o f  r e v e n u e ,  

which l e f t  o n l y  9% o f  r evenue  w i t h  which t o  a d m i n i s t e r  t h e  

L o t t e r y  --  n o t  254 a s  t h e  A u d i t o r  Genera l  a s s e r t s .  

I t  a l s o  b e a r s  m e n t i o n i n g  t h a t  t h e  L o t t e r y  d i d  n o t  spend 

t h e  f u l l  94 on a d m i n i s t r a t i v e  expenses .  Charged w i t h  t h e  

r e s p o n s i b i l i t y  t o  p roduce  t h e  maximum amount o f  n e t  r e v e n u e ,  t h e  

L o t t e r y  was a b l e  t o  h o l d  t h e s e  expenses  t o  o n l y  4% o f  revenue .  

T h i s  a l lowed  i t  t o  r e a l i z e  an  a d d i t i o n a l  5% i n  n e t  r evenue  ... 
bring in^ t h e  t o t a l  t o  35%. 

S o ,  a l t h o u g h  h i s  f i g u r e s  a r e  wrong, t h e  A u d i t o r  Genera l  

i s  c o r r e c t  i n  s a y i n g  t h a t  t h e  L o t t e r y ,  t h rough  e f f i c i e n t  

management, h a s  r e a l i z e d  s a v i n g s  i n  i t s  a d m i n i s t r a t i v e  expenses  

and t h a t  t h e s e  s a v i n g s  might  b e  used f o r  o t h e r  p u r p o s e s .  

I t  i s  t h e  A u d i t o r  G e n e r a l ' s  recolnmendation t h a t  t h e s e  

s a v i n g s  b e  s p l i t  between t h e  S t a t e  and Tdot te ry  p l a y e r s .  However, 

i f  t h i s  money i s  t o  be  r e a l l . o c a t e d ,  t h e  L o t t e r y  recommends t ! ~ a t  

i t  b e  a l l o c a t e d  e n t i r e l y  f o r  t h e  payment o f  p r i z e s ;  b r i n g i n g  t h e  

p l a y e r s '  s h a r e  o f  L o t t e r y  r e v e n u e s  up t o  50%. Why . . . because  i t  

would a l l o w  t h e  L o t t e r y  t o  produce  even g r e a t e r  n e t  r evenues  f o r  

t h e  S t a t e .  

A d d i t i o n a l  p r i z e  money would a l l o w  f o r  more p r i z e s  

which ,  i n  t u r n ,  would b e t t e r  t h e  odds of  winn ing .  B e t t e r  odds of  

winning  t r a n s l a t e  i n t o  more w i n n e r s  and t h e  more p e o p l e  win ,  t h e  

more p e o p l e  p l a y .  I n  o t h e r  words ,  w i t h  more p r i z e  money, t h e  

L o t t e r y  c o u l d  enhance i t s  games, which would r e s u l t  i n  more 

t i c k e t s  b e i n g  s o l d .  And, s i n c e  t h e  S t a t e  r e c e i v e s  n o t  l e s s  t h a n  

30% o f  e v e r y  d o l l a r  s p e n t  on L o t t e r y  t i c k e t s ,  t h i s  means more 

money f o r  t h e  S t a t e .  



BUDGETARY CONTROL AND OVERSIGHT 

The Auditor  Genera l ' s  second recommendation i s  t h a t  

L e g i s l a t i v e  c o n t r o l  and o v e r s i g h t  be  i nc rea sed  by s u b j e c t i n g  t h e  

L o t t e r y  t o  t h e  a p p r o p r i a t i o n  process .  

Again, however, i t  must be  noted t h a t  s t a t u t e ,  

r e g u l a t i o n  and market f o r c e s  d i c t a t e  how 9 1 X o o f  a l l  L o t t e r y  

revenues a r e  expanded. This  f a c t ,  coupled wi th  t h e  sugges t ion  

t h a t  t h e  L o t t e r y  Act b e  amended t o  a l l o c a t e  an  a d d i t i o n a l  5% o f  

revenue f o r  t h e  payment of p r i z e s ,  l e aves  only  44 t h a t  would be 

sub j  ec t t o  t h e  a p p r o p r i a t i o n  process .  

Given t h i s  smal l  pe rcen tage  and t h e  f r u g a l i t y  exerc i sed  

by t h e  L o t t e r y  i n  i t s  o p e r a t i o n s ,  t h e r e  i s  l i t t l e  reason  t o  go 

through t h e  a p p r o p r i a t i o n  p roces s .  I t  would be  a b s o l u t e l y  f u t i l e  

t o  a l l o c a t e  t h i s  money on a  lump sum b a s i s ,  f o r  s t a t u t e ,  

r e g u l a t i o n  and ruarket f o r c e s  a l ready  do e x a c t l y  t h a t .  On t h e  

o t h e r  hand, t o  a p p r o p r i a t e  t h i s  money on a  l i n e  item b a s i s  would 

be  unduly r e s t r i c t i v e  and impair  t h e  T,ot teryts  a b i l i t y  t o  r e a c t  

t o  changes i n  t h e  marketplace  i n  a  t ime ly ,  b u s i n e s s - l i k e  manner. 

Furthermore,  t h e  L e g i s l a t u r e  i s  f u l l y  app r i s ed  of t h e  

L o t t e r y ' s  expendi tu res  through i t s  monthly f i n a n c i a l  r e p o r t s  and 

annual  r e p o r t .  Indeed,  t h e s e  r e p o r t s  p rov ide  g r e a t e r  and more 

t imely  a c c o u n t a b i l i t y  t han  t h e  budget p r o c e s s ,  f o r  they  permi t  

ongoing o v e r s i g h t  and c o n t r o l .  

LOTTERY PROCURE14ENTS 

The Auditor Gene ra l ' s  t h i r d  recommendation i s  t h a t  

L o t t e r y  procurements be  handled by t h e  Department of 

Admin i s t r a t i on ' s  Purchasing Of f i ce .  I n  h i s  e s t i m a t i o n  t h i s  

would, "help  ensure  i m p a r t i a l i t y  and f a i r n e s s  i n  t h e  c o n t r a c t  

s e l e c t i o n  process  . ' I  

I n  suppor t  of t h i s  recommendation, t h e  Audi tor  General  

p o i n t s  t o  t h e  p o t e n t i a l  i n f l u e n c e  of organized cr ime and t h e  

aggress iveness  of some vendors p rov id ing  gaming s e r v i c e s .  Ye t ,  

wi th  a  S e c u r i t y  and Licensing D iv i s ion ,  t h e  L o t t e r y  i s  b e t t e r  

a b l e  than  t h e  Department of Adminis t ra t ion  t o  euard a g a i n s t  t h e  

i n f l u e n c e  of organized cr ime.  Likewise,  t h e  L o t t e r y  i s  j u s t  a s  

a b l e  a s  t h e  Department of Adminis t ra t ion  t o  d e a l  w i t h .  t h e  

aggress iveness  of vendors .  



Perhaps knowing t h i s ,  t h e  Auditor  General  sugges t s  t h a t  

some c o n t r a c t s  may have been awarded wi thout  a p p r o p r i a t e  

sa feguards  t o  ensure  compet i t ion  "because poor procedures  were 

followed." I n  suppor t  of  t h i s  a s s e r t i o n ,  t h e  Audi tor  General  

p o i n t s  t o  a  s e r i e s  of e l e c t r o n i c  d a t a  p roces s ing  c o n s u l t i n g  

c o n t r a c t s ,  which were awarded t o  one company, and complains t h a t  

t h e  company was allowed t o  propose on t h i s  work even though i t  

d id  t h e  f e a s i b i l i t y  s tudy .  A t  t h a t  t ime ,  however, t h e r e  was no 

p o l i c y  t o  t h e  c o n t r a r y .  Only r e c e n t l y ,  wi th  t h e  adopt ion  of t h e  

Uniform Procurement Code, d id  t h e  Department o f  Admin i s t r a t i on ' s  

Purchasing O f f i c e  adopt  such a  r u l e ,  and, t oday ,  t h e  L o t t e r y  has  

t h e  very  same r u l e .  

Fur thermore ,  each of t h e s e  procurements was conducted i n  

s t r i c t  accordance wi th  t h e  s t a t u t e s  r e l a t i n g  t o  "Cont rac t s  For 

Outs ide  P r o f e s s i o n a l  Serv ices"  then  i n  e f f e c t  (A.R.S. 941-1051 e t  

seq .) . . . and t h e  Auditor  General  recognizes  t h i s .  None the less ,  

h e  compares what was done under t h e s e  s t a t u t e s  t o  what i s  

c u r r e n t l y  r equ i r ed  under t h e  Uniform Procurement Act (A .R .S .  541- 

2501 e t  seq. )  and then  c h a s t i s e s  t h e  L o t t e r y  because ,  i n  one 

i n s t a n c e ,  i t  d id  not  p r epa re  a  formal t e c h n i c a l  e v a l u a t i o n  which 

comports w i th  t h e  s t anda rds  of t h e  Uniform Procurement Act. What 

he  n e g l e c t s  t o  s t a t e  i s  t h a t  t h e s e  s t anda rds  had no t  even been 

developed a t  t h e  time. As such ,  h i s  c r i t i c i s m  i s  i n h e r e n t l y  

u n f a i r .  C u r r e n t l y ,  however, formal t e c h n i c a l  eva lua t ions  a r e  

prepared and documented. 

P e r t a i n i n g  t o  t h e  i n s t a n t  t i c k e t  procurements re fe renced  

by t h e  Audi tor  General ,  t h e  h i g h l y  compe t i t i ve  n a t u r e  of t h e  

L o t t e r y  i n d u s t r y  r e s u l t s  i n  con t roversy  no ma t t e r  who i s  doing 

t h e  p rocur ing .  Cont rac t s  f o r  i n s t a n t  t i c k e t s  i nvo lve  l a r g e  

amounts of money and t h e r e  a r e  only a  very  few such c o n t r a c t s  l e t  

every y e a r .  Accordingly,  t h e  compet i t ion  f o r  t h e s e  c o n t r a c t s  i s  

excep t iona l ly  hea ted .  

Ye t ,  g iven  t h i s  environment, t h e  L o t t e r y  has  f a r e d  

extremely w e l l .  Out of f i v e  procurements,  only  one was 

p r o t e s t e d .  To i n t i m a t e  t h a t  t h e  Department of Adminis t ra t ion  may 

do b e t t e r  i s  shee r  specu la t i on .  Fur thermore ,  i t  b e a r s  no t ing  

t h a t  t h e  inc idences  t h e  Auditor  General  c i t e s  a r e  f i v e  yea r s  o ld  



- - o c c u r r i n g  i n  1981 and 1982 .  A p p a r e n t l y ,  t h e s e  " a g g r e s s i v e  

gaming companies" a r e  n o t  much o f  a problem today .  

I t  must  a l s o  b e  n o t e d  t h a t  t h e  A u d i t o r  G e n e r a l  

m i s c h a r a c t e r i z e s  t h e  L o t t e r y ' s  u s e  of  a n  independen t  o u t s i d e  

e v a l u a t o r  i n  i t s  1984  procurement  o f  i n s t a n t  game t i c k e t s .  The 

i n v e s t i g a t o r  f o r  t h e  Department o f  P u b l i c  S a f e t y  d i d  n o t  c o n c l u d e  

t h a t  t h e  e v a l u a t o r  had  a p r i o r  b u s i n e s s  r e l a t i o n s h i p  w i t h  a 

competing company. And, a l t h o u g h  t h i s  i n v e s t i g a t o r  p e r s o n a l l y  

f e l t  t h a t  t h e  u s e  o f  t h e  e v a l u a t o r  w a s  q u e s t i o n a b l e ,  h i s  o f f i c i a l  

c o n c l u s i o n  was ,  " I n  t h i s  i n v e s t i g a t i o n ,  t h e  c h a r g e s  o f  ' c o n f l i c t  

o f  i n t e r e s t '  do n o t  e x i s t . "  Again,  t h e  A u d i t o r  G e n e r a l  

c o n v e n i e n t l y  n e g l e c t s  t o  p a i n t  t h e  whole p i c t u r e .  

With r e s p e c t  t o  c o n t r a c t s  e n t e r e d  i n t o  by t h e  L o t t e r y ' s  

a d v e r t i s i n g  agency ,  t h e  A u d i t o r  Genera l  f e e l s  t h a t  t h i s  p rac  t i c  e  

r e d u c e s  open c o m p e t i t i o n .  However, h e  does  n o t  s a y  t h a t  t h e  

L o t t e r y  d i d  a n y t h i n g  wrong. I n d e e d ,  h e  c a n n o t ,  f o r  t h e s e  

s u b c o n t r a c t s  were  a u t h o r i z e d  by a  c o n t r a c t  approved by t h e  

A t t o r n e y  G e n e r a l ' s  O f f i c e .  And why d i d  t h e  c o n t r a c t  c o n t a i n  

p r o v i s i o n s  p e r m i t t i n g  s u b c o n t r a c t s  o f  t h e  s o r t  ... b e c a x s e  t h a t  

i s  t h e  i n d u s t r y  s t a n d a r d .  

The A u d i t o r  G e n e r a l  would have  t h e  L o t t e r y  i g n o r e  t h i s  

c o n v e n t i o n  s o  t h a t  i t  might  s a v e  t h e  commissions p a i d  t o  i t s  

a d v e r t i s i n g  agency f o r  t i m e  s p e n t  i n  directing and s u p e r v i s i n g  

t h e s e  s u b c o n t r a c t o r s .  'What h e  f a i l s  t o  r e c o g n i z e ,  however ,  i s  

t h a t  a n  a d v e r t i s i n g  agency r e c e i v e s  i t s  compensa t ion  t h r o u g h  

commissions i n  m a t t e r s  o f  t h i s  s o r t .  Had t h e  L o t t e r y  b i d  t h e s e  

c o n t r a c t s  i t s e l f  and d e n i e d  t h e  agency a commission,  i t  would 

have  had t o  pay t h e  agency f o r  i t s  s e r v i c e s  on a n  h o u r l y  b a s i s  - -  
u n l e s s  t h e  A u d i t o r  G e n e r a l  i s  s u g g e s t i n g  t h a t  t h e  L o t t e r y ' s  

agency shou ld  work f o r  f r e e .  Of c o u r s e ,  t h a t  i s  l u d i c r o u s .  

F i n a l l y ,  a s  a  make-weight a rgument ,  t h e  A u d i t o r  G e n e r a l  

n o t e s  t h a t  s i x  l o t t e r y  s t a t e s  u t i l i z e  a  c e n t r a l  procurement  

o f f i c e  f o r  c o n t r a c t  s e l e c t i o n  and award. R u t ,  when one  c o n s i d e r s  

t h a t  t h e r e  a r e  now t w e n t y - t h r e e  j u r i s d i c t i o n s  i n  t h e  Uni t ed  

S t a t e s  t h a t  have  l o t t e r i e s ,  t h i s  approach  i s  i n  t h e  m i n o r i t y  . .. 
and w i t h  good r e a s o n .  J u s t  a s  l o t t e r i e s  c a n  b e s t  p r o t e c t  t h e i r  

o m  i n t e g r i t y  and s e c u r i t y ,  t h e y  p o s s e s s  t h e  g r e a t e s t  e x p e r t i s e  



t o  e v a l u a t e  l o t t e r y  equipment ,  t i c k e t s  and r e l a t e d  m a t e r i a l s .  

N o t w i t h s t a n d i n g ,  t h e  l o t t e r y  h a s  made u s e  o f  t h e  

Department o f  A d m i n i s t r a t i o n s ' s  P u r c h a s i n g  O f f i c e  and it w i l l  

c o n t i n u e  t o  do s o  i n  a p p r o p r i a t e  c i r c u m s t a n c e s .  The L o t t e r y  

m u s t ,  however ,  r e t a i n  t h e  a u t h o r i t y  t o  p r o t e c t  i t s  own i n t e g r i t y  

and s e c u r i t y  and t o  e x e r c i s e  i t s  e x p e r t i s e  i n  procurement  m a t t e r s  

s o  t h a t  i t  c a n  b e  a s s u r e d  i t  i s  g e t t i n g  t h e  most f o r  i t s  money. 

A f t e r  a l l ,  i t  i s  t h e  L o t t e r y  - -  n o t  t h e  Department o f  

A d m i n i s t r a t i o n  - -  t h a t  i s  r e s p o n s i b l e  t o  maximize n e t  p r o f i t s  and 

no one  t a k e s  t h a t  r e s p o n s i b i l i t y  more s e r i o u s l y  t h a n  t h e  L o t t e r y .  

BUILDING COSTS 

The A u d i t o r  G e n e r a l  n e x t  o p i n e s  t h a t  t h e  T>ottery h a s  n o t  

s u f f i c i e n t l y  c o n t r o l l e d  c o s t s  f o r  i t s  new b u i l d i n g .  However, 

o t h e r s  ... i n  p a r t i c u l a r ,  t h e  L e g i s l a t u r e  ... do n o t  a g r e e .  

The L o t t e r y  r e c e i v e d  a p p r o v a l  from t h e  J o i n t  L e g i s l a t i v e  

Budget Committee t o  c o n s t r u c t  i t s  b u i l d i n g  a n d ,  f o l l o w i n g  r e c e i p t  

o f  t h a t  a p p r o v a l ,  a g a i n  appea red  b e f o r e  t h e  J.L.B.C. and t h e  

J o i n t  Committee on  C a p i t a l  Improvements t o  p r o v i d e  p r o g r e s s  

u p d a t e s .  N e i t h e r  commit tee  e v e r  e x p r e s s e d  any c o n c e r n  abou t  t h e  

c o s t  o f  t h e  b u i l d i n g .  And w i t h  good r e a s o n .  

P r o f e s s i o n a l  a n a l y s i s  of  t h e  b u i l d i n g ' s  s h e l l  c o s t  

p roduces  a  f i g u r e  o f  $58.66 p e r  s q u a r e  f o o t  - -  n o t  $67.08 ( S e e ,  

Appendix Three )  . L i k e w i s e ,  t h e  A u d i t o r  G e n e r a l  wrongly e s t i m a t e s  

t h e  c o s t  o f  t h e  Department o f  P u b l i c  S a f e t y ' s  b u i l d i n g .  To q u o t e  

t h e  P r o j  e c t  Manager on t h a t  p r o j  e c t ,  Reese-Carr :  

" [The  A u d i t o r  G e n e r a l ' s 1  r e p o r t  i n d i c a t e s  t h a t  

t h e  DPS B u i l d i n g  r e c e i v e d  b i d s  a t  a  c o s t / s f  o f  

$50.90.  As t h e  d e s i g n  phase  P r o j e c t  I lanager  

o n  t h a t  p r o j e c t ,  i t  i s  i m p o r t a n t  t o  n o t e  t h a t  

t h e  low b a s e  b i d  p l u s  a l t e r n a t i v e s  was 

a p p r o x i m a t e l y  $ 3 , 7 6 9 , 0 0 0  o r  $ 6 1 . 0 6 / s f .  

Deduct inq  c o s t s  of  s i t e  improvements and 

s p e c i a l  s y s t e m s ,  t h e  " b u i l d i n g  s h e l l "  c o s t  

were  more a c c u r a t e l y  i n  t h e  r a n g e  o f  

S55.90,'sf. 

Thus ,  t h e  1 , o t t e r y ' s  b u i l d i n g  c o s t  p e r  s q u a r e  f o o t  i s  on ly  $3.66 

h i g h e r  t h a n  t h a t  of  t h e  Department o f  P u b l i c  S a f e t y .  t h i s  



v a r i a n c e  i s  c e r t a i n l y  n o t  e x o r b i t a n t  . . . e s p e c i a l l y  g i v e n  t h e  

d i f f e r e n c e  i n  p u r p o s e s .  

A s  f o r  t h e  A u d i t o r  G e n e r a l ' s  compar ison  o f  t h e  L o t t e r y ' s  

b u i l d i n g  c o s t  t o  t h a t  o f  t h e  Department o f  Revenue, i t  i s  s i x p l y  

u n r e a s o n a b l e .  The Department o f  Revenue ' s  b u i l d i n g  i s  

a p p r o x i m a t e l y  s e v e n  t i m e s  l a r g e r  t h a n  t h e  L o t t e r y ' s  b u i l d i n g  a n d ,  

o r  c o u r s e ,  many n o r e  economies of  s c a l e  c o u l d  b e  r e a l i z e d .  For  

i n s t a n c e ,  a  $3.00 p e r  s q u a r e  f o o t  s i n ~ l e - p l y  r o o f  on a  27,&50 

s q u a r e  f o o t ,  t w o - s t o r y  b u i l d i n g  w i l l  a v e r a g e  $1 .50 p e r  s q u a r e  

f o o t  o f  b u i l d i n g  a r e a ,  whereas t h e  same r o o f  on a 192,000 s q c a r e  

f o o t ,  s i x - s t o r y  b u i l d i n g  w i l l  a v e r a g e  o n l y  $0.50 p e r  s q u a r e  f o o t  

of  b u i l d i n g  a r e a .  I n  o t h e r  words ,  t h e  Aud i to r  General. i s  

comparing a p p l e s - t o - o r a n g e s  and t o  s u g g e s t  on  t h i s  b a s i s  t h a t  t h e  

L o t t e r y ' s  b u i l d i n g  c o s t s  a r e  e x c e s s i v e  o r  u n c o n t r o l l e d  i s  

i r r e s p o n s i b l e .  

INVESTIGATORY AUTHORITY 

L a s t l y ,  p r e d i c a t e d  upon a n  o p i n i o n  o f  Legislative 

C o u n c i l ,  t h e  A u d i t o r  Genera l  c h a r g e s  t h a t  t h e  L o t t e r y  has 

exceeded i t s  a u t h o r i t y ,  by i n v e s t i g a t i n g  v i o l a t i o n s  o f  t h e  

Ar izona  L o t t e r y  Act .  However, l awyers  do d i s a g r e e  and i n  Chis  

i n s t a n c e  it a p p e a r s  a s  i f  L e g i s l a t i v e  Counc i l  d i f f e r s  w i t h  t h e  

A t t o r n e y  Genera l .  

A.R.S .  55-508,  which i s  ove r looked  by L e g i s f a ~ i v e  

C o u n c i l ,  e x p l i c i t l y  r e q u i r e s  t h a t  t h e  e x e c u t i v e  D i r e c t o r  o f  t h e  

T,ottery conduc t  i n v e s t i g a t i o n s  t o  gua rd  a g a i n s t  o r g a n i z e d  

gambl ing ,  c r i m e ,  and t o  e n s u r e  t h a t  t h e  L o t t e r y  Act i s  

a d m i n i s t e r e d  t o  s e r v e  i t s  i n t e n d e d  purpose .  To t h i s  end, t h e  

S e c u r i t y  and L i c e n s i n g  D i v i s i o n  h a s  been  d i r e c t e d  t o  c o n d u c t  

n e c e s s a r y  i n q u i r i e s  and ,  when a  problem i s  d e t e c t e d ,  t o  r e f e r  t h e  

m a t t e r  t o  t h e  l o c a l  law enforcement  agency h a v i n g  j u r i s d i c t i o n .  

T h i s  mode o f  o p e r a t i o n  i s  l e g a l l y  p e r m i s s i b l e  and a b s o l ~ l t e l y  

n e c e s s a r y  t o  p r o t e c t  t h e  s e c u r i t y  and i n t e g r i t y  o f  t h e  L o t t e r y .  

N o t w i t h s t a n d i n g ,  t h e  L o t t e r y  concedes  t h a t  t h e  s t a t u t e  

c i t e d  by L e g i s l a t i v e  Counci l  and r e l i e d  upon by t h e  A u d i t o r  

Genera l  i s  s u b j  e c t  t o  c o n f l i c t i n g  i n t e r p r e t a t i o n s  and,  

a c c o r d i n g l y ,  j o i n s  w i t h  t h e  Aud i to r  Genera l  i n  recommending t h a t  

it b e  amended t o  c l e a r l y  c o n f e r  upon t h e  L o t t e r y ' s  S e c u r i t y  and 



Licens ing  Div i s ion  t h e  a u t h o r i t y  t o  conduct i n v e s t i g a t i o n s .  

Such a u t h o r i t y  i s  necessary  t o  ensure  t h e  i n t e g r i t y  and 

s e c u r i t y  of t h e  1,ot tery and no o t h e r  agency possesses  g r e a t e r  

competence t o  do so .  This  i s  u n i v e r s a l l y  recognized and accep ted  

i n  law enforcement c i r c l e s .  The Fede ra l  Rureau of I n v e s t i g a t i o n ,  

t h e  Attorney Gene ra l ' s  o f f i c e ,  t h e  Department of Publ ic  S a f e t y  

and v i r t u a l l y  every o t h e r  law enforcement agency i n  t h e  S t a t e  

have worked wi th  and suppor ted t h e  L o t t e r y  i n  t h e s e  e f f o r t s .  

CONCLUSION 

R e g r e t t a b l y ,  it has  been necessary  t o  go beyond t h e  

Audi tor  Gene ra l ' s  Report  and examine many d e t a i l s  i n  o rde r  t o  s e t  

t h e  record  s t r a i g h t .  However, t h e  Audi tor  Gene ra l ' s  Report  cou ld  

no t  be  l e f t  unchal lenged.  

By focus ing  upon minut iae ,  d i s t o r t i n g  f a c t  and 

p re sen t ing  incomplete a n a l y s e s ,  t h e  Audi tor  General  p a i n t s  a  

b i a sed  p i c t u r e  and then  c a l l s  f o r  changes ... some of which a r e  

n e i t h e r  necessary  nor h e l p f u l .  

The L o t t e r y  has  been e x t r a o r d i n a r i l y  e f f e c t i v e  and 

e f f i c i e n t  i n  s e rv ing  t h e  publ ic  i n t e r e s t  p r e sc r ibed  by t h e  

e l e c t o r a t e  . . . producing revenue f o r  t h e  S t a t e  of Arizona . . . and 

i t  should be recognized a s  such. Sure ,  i t  has  encountered some 

p r o b l e m  along t h e  way, b u t ,  t hen  aga in ,  who h a s n ' t !  

The Audi tor  Gene ra l ' s  recommendations f o r  change must be  

cons idered  i n  l i g h t  of t h e  L o t t e r y ' s  o v e r a l l  r ecord  and, when 

weighed a g a i n s t  t h e  many accomplishments t h e  Lo t t e ry  has  

achieved,  t h e  p rob lens  h i g h l i g h t e d  by t h e  Audi tor  General  

c e r t a i n l y  do no t  war ran t  a l l  t h e  changes h e  sugges t s .  

Simply p u t ,  " I f  i t  i s n ' t  broken . . . d o n ' t  f i x  i t!" Yes, 

t h e  L o t t e r y ' s  games can  be  improved, by r e t u r n i n g  more money t o  

p l a y e r s  i n  t h e  form of p r i z e s ,  and any ambiguity concerning t h e  

a u t h o r i t y  o f  Tdottery i n v e s t i g a t o r s  t o  conduct i n v e s t i g a t i o n s  musc 

b e  reso lved .  Rut ,  beyond t h a t ,  no o t h e r  changes a r e  r equ i r ed .  
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M E M O R A N D U M  

DATE: June 23, 1986 

TO: Charles E. Buri, Executive Director 

FROM: Hugh Ennis, Assistant Director for Security/Licensing 

RE: SUNSET REVIEW 

During a recent inspection trip of Scientific Games 
facilities in Atlanta, Georgia, I was accompanied by JC * of the Auditor General's office. Also present on 'this 
trip was Ms. Nena Dawson, the internal auditor for the Arizona 
Lottery. 

On one occasion during this trip there was discussion by * about his recent audits of Revenue and the Department 
of Racing. He informed Ms. Dawson and me that he had the number 
one finding in one of these audits and that that was "better than 
being the bossll. He displayed obvious pride in discovering 
problems in the agency. He gave an account of how he was 
randomly going over some printouts and discovered an obvious 
shortcoming. 

On another occasion we were discussing audit philosophy 
and he gave the impression that he saw it has his responsibility 
to "find things wrong". He was asked by Ms. Dawson if he should 
just determine how things operated and report them, good or 
bad. His response was that he felt his charge from the 
legislature was to "find something wrongf1. 

These discussions took place between May 19 and May 21, 
1986. 

* S t a f f  name has been d e l e t e d .  
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PAGE TWO 
Charles E. Buri 
Executive Director 

301 East Virginia 
Suite 1200 
Phoenix, Arizona 85004 
(602) 255-1470 

DATE : June  2 3 ,  1986  

k& : Sunse t  Keview 

TO : Char les  E.  Buri  

FROPI : Nena Dawson 

Most of t h e  Le i su re  t ime c o n v e r s a t i o n s  t h a t  took p l a c e  
i n  A t l a n t a ,  Georgia be tween * kfugh Ennis and myself  
r e l a t e d  t o  f i n d i n g s  i n  o t h e r  performance a u d i t s  * has  
performed.  * . d i s p l a y s  an a t t i t u d e  of  p l e a s u r e  and s e l f  
s a t i s f a c t i o n  by bragging  about  h i s  a b i l i t y  t o  make people  be ing  
a u d i t e d  uncomfor table  and t o  f i n d  problems w i t h i n  an  agency. He 
l i k e s  t o  d e s c r i b e  h i s  methods a s  be ing  cunning.  

One i n s t a n c e  i n  p a r t i c u l a r ,  * said he cou ldn '  t 
make a  d i r e c t o r  unders tand  t h a t  he  had t o  f i n d  something 
de roga to ry .  I t  was t h e  l e g i s l a t u r e s  i n t e n t  t h a t  h e  f i n d  what i s  
wrong i n  an agency.  I commented t h a t  perhaps  he  was t o  r e p o r t  
h i s  f i n d i n g s  r e g a r d l e s s  o f  t h e  outcome; i f  an agency has  a good 
system,  then  he  should  w r i t e  a  good r e p o r t ,  and i f  an agency has 
c e r t a i n  i n e f f i c i e n c i e s  he  should  w r i t e  a n e g a t i v e  r e p o r t .  * 
s a i d  "No, you d o n ' t  unders tand .  The assumption o r  e x p e c t a t i o n  i s  
t h a t  e v e r y t h i n g  i s  r i g h t ,  i t s  our job  t o  prove i t  i s  no t " .  He 
s a i d  a l l  agenc i e s  had i n e f f i c i e n c i e s ,  he  was suppose t o  f i n d  
them. They a l l  thought  t hey  were unique b u t  t hey  a r e  n o t .  idis 
a t t i t u d e  i s  t h a t  any n e g a t i v e  f i n d i n g s  were performed 
i n t e n t i o n a l l y  by employees. 

On a n o t h e r  occas ion  * was d i s c u s s i n g  t h e  Racing 
Commission Performance Audit i n  r a t h e r  g e n e r a l  t e rms .  H e  was 
unhappy because  t h e  a u d i t  team was meet ing w i t h  a  s u p e r i o r  t h a t  
d a y  on t h e  f i n a l  a u d i t  r e p o r t  and he was go ing  t o  m i s s  i t .  That  
evening he w a s  e l a t e d ,  he had c a l l e d  t h e  o f f i c e  and found o u t  he 
had " f i n d i n g  number one". H i s  comment w a s  " T h a t ' s  b e t t e r  than 
be ing  boss . "  

Nena Dawson 

ND:da 

* Staff  name has been dele ted .  
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Charles E. Buri 

W i l l i a m  Thomson ,  D i r e c t o r  
P e r f s r r n a n c e  A u d i t  D i v i s i o n  
O f f i c e  o f  t h e  A u d i t o r  G e n e r a l  
2700 N o r t h  C e n t r a l  A v e n u e ,  S u i t e  700 
F h o e n i  x ,  A r i z o n a  85004 

R e :  L o t t e r y  P e r f o r m a n c e  A u d i t  

D e a r  M r .  Thomson:  

Ea .1 - l i e r  t h i s  w e e k ,  i a t t e n d e d  t h e  " e x i t  c o n f ~ r e n c e "  
t h a t  was c o n d u c t e d  b y  r e p r e s e n t a t i v e s  o f  y o u r  o f f i c e .  C s  I 
u n d e r s t o o d  t h e  o u r p n s e  o f  t h i s  c o n f e r e n c e .  i t  was t o  p ~ - e s e r ~ t  
y o u r  a u d i t o r s '  p r e l  i m i n a r y  f i n d i n g s  r e ! a t i v e  t o  r > e i r  
p e ~ - f o r m a n c e  a u d i t ,  c o r r e c t  f a c t u a l  i  , iacizui-ac i ~ s  a n 3  cc~rnms;ri? 
o r ,  t t , ~  d i r e c t i o n  o r  " t o n e "  o f  t h e  f i n d ~ n q s .  

' J a r  i o u s  f a c t u a l  i n a c c u r a c i e s  w e r e ,  i n d e e d .  1 7 o t e d .  
Some w e r e  c o r r e c t e d  o n  t h e  s p o t  a n d  o t h e r s  w i l l ,  h o p e f u l l y ,  
b e  c o r r e c t e d  t h r o u g h  a d d i t i o n a l  s t u d y  o ; i  t he  p a r t  o f  t h e  

a u d i t o r s .  H o w e v e r ,  a s  r e g a r d s  t h e  d i r e c t i s n  o r  " t o n e "  o f  t h s  

f i n d i n g s ,  a f u n d a m e n t a l  p o i n t  o f  c o n t e n t i ~ n  w a s  lef::  
unr e s o  1 v e d  . 

T h e  f l n d l n q s  a r e ,  f o r  t h e  m o s t  p a r t ,  o ~ l n l o n s .  
A P ~ ,  a s  I a m  s u r e  y a u  c a n  w e l l  a p o r e c l a t e ,  l t  1s d l f f l c u l t  s t  
b e s t  t o  : u d g e  t h e  m e r l t  o f  a n  o p l n i 3 n  w: t h o ~ t  + , n o w z n g  t ? ~  
s u a l l f i c a t l c n s  o f  t h e  l n d i v l d u a l  t c  r e n d e r  + h a t  o p l n l o n .  

W i t h  t h l s  i n  m l r i d ,  I a s k e d  ? t l a t  w e  b e  ~ n T o r m e d  s f  
t h e  education, t r a l n l n q  a n d  e x p e r  : o n c e  c' ? h e  auditors. 

+-(OWPLST,  I w a s  t c l ' j  y o u r  r ~ f f  I C E  w l  i :  r i o t  r~-Leac;z ~ n f ~ r m a t : ~ - ~  
o f  t n : s  s o r t .  

T o  s a y  ths least, I t p , i n k  r n i s  is .;er ,, . ~ ~ - , - f a i ~ - .  H o w  

a r e  we -- o r ,  f o r  t h a t  m a t t e r ,  t h e  Legislatui~ -- t o  zorntz t;. 
infzi--rned d e c  i s  ior? c,n ~ o I . J . -  - 2 i - 5 -  ,z 1 I-, , 013s VJI + ~ I C U ~  

1, , - o v i :  nq s n y  t h i  (-I(! a o o u t  the a i i C  i t i ; r r y  
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If your auditors have particular expertise in t h s  
subject matter, certainlv that would lend credibility to 
their opinions. O n  the other hand, i f  they lack educa-on. 
training or experience in the subject matter, their opinions 
are entitled to little deference. 

For this reason, I a m ,  again, requesting that w e  b e  
provided with vitae on the auditors involved in t h l s  

serf ormance audit . 

Executive Director 

Auqust 2 7 ,  1986 



DOUGLAS R .  NORTON. CPA 
AUDITOR GENERAL 

STATE OF ARIZONA 

OFFICE OF THE 

AUDITOR GENERAL 
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r i ' t G t l V t v  

SEP 11 19th 
DIRECTOR 

ARIZONA LOTTERY 

September 10, 1986 

Charles E. Buri, Director 
Arizona Lottery 
301 E. Virginia - Suite 1200 
Phoenix, Arizona 85004 

Dear Mr. Buri: 

We are apparently suffering from some miscommunication regarding the release 
of background information on our s t a f f .  We are not simply refusing to  release 
the information, we do not maintain such information for external release. As 
an organization, the only resumes we have for our s t a f f  a re  those submitted 
when applying for employment. Not only are these resumes outdated, we believe 
i t  inappropriate for us to release information submitted to  us for  employment 
purposes. The resumes often contain personal i r f o r ~ a t i o n  e~ployees  may not 
want released to outside parties.  

Even i f  the information was available,  we question the usefulness of providing 
i t .  Ultimately, the report  will stand or f a l l  on the fac ts  contained in the 
audit. I f  the facts  support the conclusions, a review of the education, 
training and experience of the auditors will do 1 i t t l e  to  add to  c r  strengthen 
the conclusions. If  the f ac t s  do not support the conclusions, then no amount 
of s t a f f  education, t ra ining or experience will overcome tha t  flaw. 

William Thotvson, Director 
Performance Audit Division 

2700 NORTH CENTRAL AVE. SUITE 700 PHOENIX. ARIZONA 85004 (602) 255-4385 



ARIZONA LOTTERY BUILDING 
10/17/86 

CONSTRUCTION COSTS O F  PROJECT 

TOTAL COST ( B a s e  Bid & A l t e r n a t e s )  $2 ,845 ,958  ( $ 7 3 . 6 3 / s f )  
L e s s  S i t e  Improvemen t s /Pe rmi t s  
-Site P a v l n g / U t i l i t i e s  (On/Off)  ($166 ,800)  
- L a n d s c a p i n g / I r r l g a t i o n  ( 3  ac)  ( 93 ,900)  
-Car S h e l t e r s  ( 1 9 , 3 0 0 )  
-Development F e e s  ( 25 ,000)  
- S a l e s  Tax ( 4 . 2 2 % )  ( 1 2 , 9 0 0 )  ----------- ( 317 ,900)  ------------ 

T o t a l B u i l d i n g C o s t s  ( S h e l l h I n t e r i o r s ) .  . .$2 ,528 ,058  ( $ 6 5 . 4 1 / s f )  ...................... ...................... 

L e s s  S p e c l a l  Sys tems/Eqpt  
-Security System ( $  50 ,000)  
-UPS & Emerg G e n e r a t o r  ( 1 2 5 , 0 0 0 )  
- A c c e s s  F l o o r l n g  (Computer Rm) ( 1 1 , 0 0 0 )  
-Computer C a b l l n g  System ( 75 ,000)  ----------- ( 26l,OOO) 

A d j u s t e d  T o t a l  B l d g  C o s t s  ( S h e l l  & I n t ) .  . . $2 ,267 ,058  ( $ 5 8 , 6 6 / s f )  ...................... ...................... 
0 

NOTE: Typically, t h e  c o s t s  o f  a B u l l d i n g  S h e l l  i n  t h e  s p e c u l a t i v e  
commerc ia l  o f f i c e  b u i l d i n q  m a r k e t  r a n q e  f rom a  low of  $38/s f  t o  a  
a v e r a g e  h i g h  o f  $55 / s f .  Assuming ave;age Tenan t  ~ m p r o v e m e n t s  f o r  
professional o f f i c e  s p a c e ,  you would e x p e r i e n c e  a  low of $14 / s f  t o  
a p p r o x  $22 / s f .  ( C o r p o r a t e  o f f i c e  s p a c e s  w i l l  o f t e n  t i m e s  b e  much 
g r e a t e r  t h a n  $ 2 5 / s f . )  Adding b o t h  c o s t s  t o g e t h e r  it would b e  
r e a s o n a b l e  t o  e x p e r i e n c e  combined S h e l l  and  T.I .  c o s t s  i n  t h e  r a n g e  
of $52/sf  t o  $77 / s f .  

The L o t t e r y  Building, as  shown above ,  h a s  a n  a d j u s t e d  S h e l l  and  T.I .  
c o s t  o f  $58 ,66 / s f .  T h i s  b u i l d i n g  is  a  masonry and  steel f r a m e  
s t r u c t u r e  w l t h  a d e c o r a t i v e  b r i c k - v e n e e r  f a c a d e  a n d  i n s u l a t e d  g l a s s  
wlndows. The mechanical and e lect r ical  s y s t e m s  are t o p  q u a l i t y  and 
h l g h l y  e f f i c i e n t  s y s t e m s ,  a s  compared t o  what  i s  t y p i c a l l y  I n s t a l l e d  
i n  s p e c u l a t i v e  o f f l c e  buildings. The i n t e r i o r  f i n l s h e s  w i l l  b e  h i g h l y  
d u r a b l e  and  will w i t h s t a n d  t h e  demand p l a c e d  on  them f o r  a g r e a t  
number o f  y e a r s .  O v e r a l l ,  t h e  L o t t e r y  w i l l  b e  r e c e i v i n g  a l o t  o f  
b u i l d i n g  f o r  t h e  money, and  o n c e  c o m p l e t e d ,  t h e  S t a t e  s h o u l d  have a 
f a c l l l t y  o f  which  t h e y  c a n  b e  proud.  



TO: EXECUTIVE DIRECTGk U i  THE ti1 5TAiE LOTTERY PEOJECT: dl LJTTERY BUILDIN6 
3ul E VIhCiiNIA 1740 E UNIVERSITY 
PHOEHII Ai a5uu4 PHOENIX A1 

Fhdt!: J .  8. PURTER-RUSCILLI CSNiTR!iZTICN CO INC CgNTRACT DATE: JUNE 5 ,  198a 
11201 H 23RD AVENUE 
PHOEHIX AZ 8 5 ~ 2 7  

CHANGE URGER SUtlEARS 
------------------- -------------------a 

HDDI TIONS BELETIONS 

EXHIB I T  THREE 
PAGE TWO 

Construction Co.,lnc. 

APP5UVED PREV ISUS HOHTHS G.00 0.1jd 

nFPLICnTION FOR PAYRENT PAGE 1 OF 2 PAGE5 

APPLICATION NO 02 

FROH: 08-01-ab 
TO: 68-31-96 

ORIGINAL CGHTRACT AROUNT $ 2,845,353.03 
NET iHAN6E BY CHANGE ORDERS $ 0. u0 

------------* 

iOli2ACT Sun TO DATE 2,845,9:a.v0 

TOTiL CDHPLETED AND STCRE3 S 293,280.30 
LESS RETAINAGE: 
101 RETAINAGE 2?,~28.33 

---------- ---------- 
TOTALS 6 .  wO 3. u3 

TGTdL EARNEl LESS RETAINAGE S 2a1,252.3c 
LE5S PhEVIiUS AFPLICATICNS S 74,351.66 

NET CHtihGE 8 1  ChAN6E GiiSEX v. OG 
CURAENl ARGUHT DUE S Iab,Jul,3G ------------- ------------ 

I H E  GNtE8siGHEB CONiilfiCTtR CERTIFIij THAT TO THE BE5T OF THE COHTRBCTOR'EliOYLEDBE , INFOEflATI3N AN6 SEiIEi THE WO2K 
COCREB 9 1  THIS dPPLICATi3N FOR FAr3ENI HAS SEEN COKPLEYE? IN BCCORDANCE YITH TBE CONTRGCi 60Cd!fENTS, THAT b L i  ABOUriTS 
iiAVE SEEN FA15 3'1 THE C0HTEACTE.i FOK #iiEii, FGR UHICH FhEVIOUS APFLICATIOHS FOR PA'rHENT WERE ISSUED AND PAiHENTS ^nECEiVED 
FROH THE LkNEk, AND THAT CUFtfiENT PA'rflENT SHOd!i HEFtEIN I5 UOii EUE. 

J. R. POATE;-RUSSILLI CQNSTPUCTIEN CJ., INC. 

IH ALZOfiDANCE kl ITH THE CONTKACT f6CUHEHT5, BASED O:i ON-SITE OBSERVATIONS AN3 THE DATA COHPRISING TIE d8OVE APfLICdTIGH, 
ThE ARCHITECT CERTIFIES TO T ~ E  UWNEa THAT TO iHE  SESJ 3F THE MCHITECT'S kHOULE56E, IHF3RhfiTION AHQ BELIEF THE YORK HAS 
PROGRESSED AS INDICATED, ThE QUI;L!TY OF THE WOAk IS IN ACCORDANCE YITH THE G3NTRACT DOCUnEHTS, AND THE CDHIRACTOR iS 
ENTITLED TO PGYHENT OF THE khOUNT IE2TIFIED. 

85029-4885 (602) 997-6201 
Offices in Phoenix, Arizona a n d  Columbus, Ohio 
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EXHIBIT THREE 
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CONT!NUHfiuN SHEET JOB NUMilt.� d60u5 Af'PL!CAflON NO 2 PAGE 2 OF 2 PAGES 
11H[ZllNt1 LUTltKl &Ull.liUlG 

THIS HPPLlCAT!ON • 
--------------------

SCHEDULED PREvluUS WORK IN STORED TOTAL COMP 8HL TO 
DESCRl?T[ON OF WORK YALUE APPLCTliS PLACE MATERIALS ANO STORED PERCENT FINISH 
-----------------------------------------------------------------------------------------------

1 l'IGBlUZilTrGN 188ol 943l 5659 15090 80 3772 
2 PERHITS,FEES,BON�S 60138 b6i38 0 66138 100 0 • 

3 UT!L!Ti ALLOWANCE 8000 0 0 0 0 aoov 

4 TEST!Nb ALLOWANCE oOtiv t} (I iJ Ii 61)0,) 
5 ARTwORK ALLOWANCE 2000(1 t} (I u v 20000 
b SITEWO��tuN,OfFl 100799 25021) 11676 30696 ,,,

--- 130103 
7 LANOSCAPE/[RR£GAT£GN 93864 v Ii 0 0 93864 

8 CONCRETE 127 6�\• iJ 89334 8933� 70 38286 • 
9 MASOU!h 40i904 0 21)395 20395 5 387509 

lv STEEL 273916 0 10957 10957 4 2b2959 
ll CARPEliTft 1 54200 v ii 0 0 54260 
12 THERNALiMO!STURE PRGTECT 89973 0 0 0 0 8<;973 
13 5i.TL!GHT; �,�, -.:.�QI I) \) 0 0 22367 

14 GOORSiFR�NESiHAfiDWARE 3o�76 I) 0 0 0 3b.Ub • 

15 GLASS 151507 0 ii I) t) 151507 
10 STUO/DRrw�LLiP�INf/PLHSTR 139094 0 I) 0 (I 139094 
1 i FLQOfti!ill 100465 0 u 0 0 106465 
16 ACOUSTIC CEILING TlLE 2::877 ii 0 i) t) '22�77 

19 ACCESSuRlES 2i781 v 0 0 0 27781 
20 SISNAGE 153i4 0 I) I) 0 !53i4 • 

21 CttR SHELTER 1n0.\ v IJ v 0 19264 
22 ELEYATGR 28205 v 1410 1410 s 26795 
23 PLUMBING H25u v 12856 t2B5o 20 51424 
24 HVAC 290686 !) I) 0 0 2-iil8Bo 

25 SPR 11i�LEE5 31551) 0 0 v 1) 31550
2o HALON 13757 IJ v 0 I) 13757 • 

27 C:LEC iRl C11L U7497 0 2Sc50 25650 6 401847
28 SHLES TAi ! �.22� 115230 4245 7509 11754 10 103482 

----------------------------------------------------------------------

TGTALS 2845958 104834 185H6 0 290280 1(/ 2555�78 
===========================================c::::::::::::=========�==== 
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RESPONSES BY AFFECTED AGENCIES 

TO OTHER PERTINENT INFORPATIO!! 
ON ORGAI!IZATION CF PUBLIC GAMING REGULATION 

The Department of Pub1 i c  Safety,  the  Department of Revenue-Binso Section 

and the Department of Racing a r e  a l l  potent ia l ly  af fected by the 
information presented on the organization of pub1 i c  gaming regul s t ion .  As 

affected par t i e s ,  each was given the  opportunity t o  review and respond t o  
t h a t  pcrtion of the report .  The Department of Racins chose t o  provide the 

fol 1 owing writ ten comments. The other agencies reviewed the  d r a f t ,  b u t  

d i d  not choose t o  prcvide writ ten comments. 



ARIZONA DEPARTMENT OF RACING 

January 13, 1987 

Linda J. Blessing, Deputy Auditor General 
Office of the Auditor General 
2700 North Central, Suite 700 
Phoenix, Arizona 85004 

Dear Ms. Blessing, 

& 
JAN 198( 

I appreciate the opportunity to comment on the draft report regarding 
consolidation of gaming regulation. 

First, the following items should be clarified: 

1. Fingerprint checks are run through the FBI as well as through 
DPS (page 51). 

2. The Department has nine FTE's in the investigative area, three 
o f  which are vacant pending the opening of Rillito Downs in Tucson. 
Current staffing consists of the Chief Investigator, Investigations 
Supervisor, two Investigator I ,  one Investigator 11 and one 
Undercover Security Investigator. All have ten or more years experience 
in law enforcement (page 52). 

3. In addition to investigative case work, the investigators assist 
in licensing and observe activities at the tracks to detect violations of 
racing laws and rules (page 52). 

, 
Second, I believe that combining gaming regulation under a single agency 
could be beneficial, especially if the consolidation took the structural 
approach used by Connecticut. However, that single gaming agency should 
' L ~  ,, aLraLate -.-,.---.- from 3 F S .  In aciciitiorl iro che valid concerns raised in the 

report, consolidation within DPS could result in gaming becoming "lost in 
:he shuffle", with less emphasis placed on gaming investigations than 
would occur if these investigations were conducted by an agency whose 
sole focus was on these particular activities. 

Timothy A. Barrow 
Director 

800 W. Washington 
Room 400 

Phoenix, Arizona 85007 
(602) 255-51 51 

"EQUAL EMPLOYMENT OPPORTUNITYIAFFIRMATIVE ACTION EMPLOYER" 
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...-.\.RIZONA LEGISL-\TIVE COCNCIL 

TO: Douglas R. Norton, Auditor General 

FROM: Arizona Legislative Council 

RE: Request for Research and Statutory Interpretation (0-86-6) 

August 29, 1986 

This memo is sent in response to a request made on your behalf by William 
Thomson in a memo dated August 12, 1986 • 

FACT SITUATION A: 

Arizona Revised Statutes (A.R.S.) section 5-505, subsection B deals with 
apportionment of revenues of the state lottery. The subsection provides that: 

B. As nearly as is practicable, forty-five per cent of the total annual
revenue, computed on a year-round average basis for each type of lottery 
game, accruing from the sale of lottery ticket s or shares shall be apportioned 
for payment of prizes to the holders of winning tickets or shares, except that 
not less than thirty per cent of the total revenues accruing from the sale of 
lottery ticke:s or shares shall be apportioneci for transfer to the locai 
tran.spcrtation assist ance fW1d or the Arizona highway user revenue fund as 
provided in section 23-2601. 

Currently, t he lotte,y deter:nines it s own budget and staffing levels without le6i.stative 
involvement. In addition, the lottery determines the amount of any additional monies 
dis:ributed to the ?rize fur,d and to the designated revenue funds in excess oi minimum 
Statutory requirements. 

QCESTICNS PRESE:"lTED: 

A. 1. What autr:crity coes the legislature have to appro priate the lone:-y's ope:-.:ning 
budget de:-i ved fro:-:1 the twenty-five per cent of lotte:-y reve:1ues not directed to ehher 
the prize ft..:nd, th� local transpcrtaticn assistance fund or the Arizona highway user 
revenue fund?

A. 2. If :he legisiature has no authorii:y over aopropriating this portion of revences. -.vhat
ac:lons would the legislature need to take in order to acquire such authority?

A. J. Does the legislature have the authority to est:iblish staffing levels for the ,\rizona 
lot:ery? 

A. It. Does the legisl::l.ture have the aut':ority to modify the apportionment of lottery
revenues from the structure outlined in the above fact situation? :\iore speci!ically, can
the legislature change the apportionment formula from its current structure (forty-fl ve
per cent to prizes, thirty per cent to the state, and twenty-five per cent to oper2.tio11s) to
some other formula?



A. 5. If the legislature does not have the authority to modify the apportionment of the
revenues, what would be required for the legislature to �btain such authority?

• 

ANSWERS: e 

A. 1. See discussion.

A. 2. See discussion. ,_,

A. 3. No.

A. 4. Yes.

A. 5. See discussion. .. ,_

DISCUSSION: 

A. 1. The legislative authority to appropriate the lottery's operating budget
depends on whether the people, in adopting the lottery act through the initiative process, 
intended to establish a continuing appropriation. This type of an appropriation does not 
require any further legislative action by the people for the legislature to be effective. 

The prize fund, according to A.R.S. section 5-523, is to be used only for payment 
of prizes. The lottery fund, according to A.R.S. section 5-522, is used to pay the lottery 
commission's expenses incurred in carrying out its powers and duties and in operation of 
the lottery pursuant to A.R.S. section 5-506. 

• 

• 

• 

A portion of the remaining monies are then to be used for transoortation • 
assistance and county assistance. Any remaining monies are deposited in the state 
general fund. 

The lottery act, therefore, directs the commission and the direc-::or on how to use 
all of the annual revenue it receives from the sale of lotterv tickets. Based on these facts 
the Attorney General concluded Sl Op. Att'y Gen. 022 (1981) that the people, in adopting • 
the initiative, intended to establish a continuing appropriation and did not contempLate 
that any action by the legislature would be necessary for the commission and director to 
spend or dispose of the lottery ticket revenues as directed by the act. 

The opinion does take note, however, that subsec:ion .\ oi A.R.S. section 5-522 
states that monies in the lottery fund "shall be appropriated only" for purposes listed in • 
the section. Additionally A.R.S. section 5-523 states that monies in the prize funci "are 
not appropriations by the legislature, and ..• are not subject to appropriation by the 
legislature." 

Attorney General Opinion ISl-022 states: 

The language of A.R.S. section 5-523, A in.ow section 5-522, subsection 
I::._/ may imply, by use of the phrase "shall be appropriated only" for certain
purposes, that some further and future legislative action will be necessary to 
effect the appropriation for and among the purposes expressed, particularly 
when read in conjuction _with the above-quoted language in A.R.5. section 
5-524, /now section 5-52�{, which might contain the negative implication that
lottery-fund, as opposed to prize fund, monies were meant to be subject to
appropriations by the Legislature.

-2-
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We think t h a t  th is  was no t  t h e  people's in tent ,  however. Although t h e  
phrase ' 'are appropriated" might have been p re fe rab le  to  Itsha!l b e  
appropriated" to express the  peopie's in tent ,  we think t h e  l a t t e r  ph rase  was  
used simply because  t h e  expenditures f rom t h e  l o t t e r y  fund would n o t  begin 
until a fu tu re  t i m e  when t h e  lo t t e ry  fund would c o m e  into ex i s t ence  and 
monies t h e r e a f t e r  would be deposited in it. 

Nothing t h a t  has just been expressed is inconsistent  with our  original  
conclusion t h a t  t h e  people intended to  effect a continuing appropr ia t ion  of 
monies in  t h e  l o t t e r y  fund a s  well as t h e  pr ize  fund. The only d i f f e r e n c e  
be tween  t h e  two funds is tha t  t h e  people con templa ted  t h a t  t h e  Legis la ture  
could amend  t h e  Act 's  lo t tery  fund provisions, b u t  not  t h e  Act 's  prize fund 
provisions. But, unless arid until t h e  Legis la ture  acts wi th  r e spec t  to t h e  
l o t t e r y  fund provisions, they should be const rued a s  e f fec t ing  a cont inuing 
appropriation. 

A. 2. The l o t t e r y  a c t  was estabiished by a n  in i t ia t ive  peti t ion approved by t h e  
people a t  t h e  general  e lec t ion  on November 4, 1980. 

A r t i d e  IV, p a r t  1, section 1, subsection (61, Const i tu t ion  of Arizona,  prohibits  
t h e  legis la ture  f r o m  amending or repealing ini t iated or refer red  measures  which rece ive  a 
major i ty  v o t e  of t h e  qualified e!ectors. The phrase "majori ty of  qualified e l ec to r s i '  means 
the  majori ty of those  eligible t o  vore, nor those ac tual ly  voting. Adams v. Bolin, 74 Xriz. 
269, 247 P.Zd 617 (1952). 

Therefore ,  t h e  lo t r e ry  acr  may be amended by t h e  legislature since i r  rece ived 
approval  f rom less than a majori ty of :he qudifieci elecrors. '  

If t h e  legislature wished to acquire the  au thor i ty  to appropr ia te  the  twenry- j ive  
per c e n t  of lo t t e ry  revenues not d i r s t e c i  to t h e  pr ize  fund or t ranspor ta t ion  uses they  
could ao  so by legislat ive ac:ion. 

A. 3. As :o t h e  queszion of  wherher t h e  iegislarure has t h e  author i ty  t o  es tz5i ish  
s t t f f i n g  levels f o r  t h e  l o n e r y ,  i t  is not d e a r  i rom t h e  acr. However,  accoraing t o  A.R.S. 
sec t ion  5-506, paragraph 3? t h e  director ha s  t h e  power t o  " l v i r e  such professional ,  
clerical ,  t e d n i c a i  and adrnir i iszra~ive persannel as m a y  be necessary to carry o u t  th is  
chapter." This language, c o m b i ~ e d  with the  f a c t  t h a t  t h e  lo t t e ry  contro ls  i t s  annual  
revenues a s  a continuing appropr iacon,  leads to   he conclusion t h a t  t h e  people in tended 
t h a t  t h e  lo t t e ry  director es tabl ish  s taf f ing  levels. 

A. 2 .  The legis la ture  has t h e  power pursuant t o  .Adam5 suora to  amend 15.e 
l o t ~ e r y  ac t .  Therefore, t hey  may change, Sy l eg~s laz ive  a c a o n ,  rhe  apporTionment o i  
lorrery revenues f rom i t s  cu r ren t  s t rgc tu re  to  some o the r  formula. 

' ~ c c s r d i n ~  to  rhe  sec re ta ry  of s t a t e ' s  of f ice ,  the  number  of qualified e l ec to r s  for  rhe  
November 4: 1980 general  e lec t ion  was 1,121,169, and only 4 12,992 persons voted  in i z v o r  
of :he ac t ,  which  is less t h a n  a majori ty o i  the q u a i i f i d  e!ectorate. 



FACT SITU'\ TION B:

A.R.S. section 5-504- provides in part that: 

A. The commission shall meet with the director not less than once each quarter
to make recommendations and set policy, approve or reject reports of the director and 
transact other business properly brought before the commission. 

B. The commission shall establish and operate a state lottery at the earliest
feasible and practical time. The commission shall establish and operate the lottery to 
produce the maximum amount of revenue consonant with the dignity of the state. To 
achieve these e nds, the commission shall authorize the director to promulgate rules in 
accordance with tit le 4-1, chapter 6, artide l. 

Currently, budget and staffing levels are established by the director and his assistants. 
They are presented to the commission for the commissioners' information, but the 
commissioners do not exercise either approval or disapproval authority over either the 
budget or staffing levels. 

QUESTION PRESENTED: 

What authority does the commission have over the operations of the Arizona 
state lottery? Specifically, does the commission have authority over the operating budget 
and the establishment of staffing levels? 

ANSWER: 

See discussion. 

DISCUSSION: 

• 

• 

• 

• 

• 

• 

It is not clear from the language of the lotter y act whether the commission has • 
authority over the operating budget and the establishment of staffing levels. 

A.R.S. section 5-504 gives the cornmiss"Oi'l the power to operate the Lottery, to 
make recommendations and set policJ of the lottery and to approve or reject reports of 
the director. In addition, the director must report to the commission on a reguiar basis. 
The director may only promulgate rules for lottery operation wi:h authorizat:.cn fror.i the • 
commission. 

The commission is respons ible for apportioning annual revenues, unless it 
authorizes the director to do so. A.R.S. section 5-5•)5. 

It appears that al though the director was given day-to-day control over the • 
operation of the state lottery the act intended the commission to exercise general and 
overall control over its operation. Additionally, the commission has the power to approve 
or disapprove the director's actions. This seems to give the commission the authority over 

·"" the operating budget and staffing levels.
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FACT SITUATION C: 

T h e  l o t t e r y  act was  e n a c t e d  by  in i t ia t ive  pe t i t ion  approved at t h e  Novernber 4, 
1930 election. T h e  l o t t e r y  commission and re la ted  s t a t u t e s  a r e  scheduled  f o r  t e rmina t ion  
under t h e  sunse t  law on July 1, 1983 and Janua ry  1, 1989, respec t ive ly ,  unless coa t inued.  

QUESTIONS PRESENTED: 

C. 1. Since t h e  l o t t e r y  was  enac ted  by vo te r  in i t ia t ive ,  does  t h e  leg is la ture  have t h e  
au thor i ty  t o  s u n s e t  t h e  Ar izona  s t a t e  l o t t e ry?  

C. 2. Since t h e  lo t t e ry  was  enac ted  by vo te r  in i t ia t ive ,  does  t h e  leg is la ture  have  t h e  
author i ty  t o  r ea r r ange  t h e  s i r u c t u r e  and au tho r i ty  of t h e  commission? 

C. 3. What would t h e  leg is la ture  need  to do to  ga in  such  au tho r i ty?  

ANSWERS: 

C. I. Yes. 

C. 2. Yes. 

C. 3. See discilssion. 

C. I., C. 2. The  d i s c ~ s s i o n  in t h e  f i r s t  f a c t  s i t ua t ion  with respec t  ;O t h e  Adarns 
case applies t o  th is  fact s i tua t ion  as well. S ince  t h e  in i t i a t i ve  did not  rece ive  a m a ~ o r l r y  
of t h e  vo te  of t h e  q u a l i f i d  e lec tors ,  t h e  leg is la ture  may  a m e n a  the  l o t t e r y  act. 
Additionally, A.R.S. secrion 41-2351 gives t h e  l eg i s l a tu re  t h e  author i ty  to sunse t  any  
s t a t e  agency. "Agency" is def ined  in A.R.S. sec t ion  41-2352 t o  inciude any commission.  

Therefore ,  t h e  l eg i s l z tu re  has t h e  author i ty  t o  s u n s e t  t h e  Arizona state l o t ~ e r y .  
Additionally, through leg ls ia t ive  ac t ion ,  t h e  ieg is la ture  h a s  t h e  aurhor i ry  to r e a r r a n g e  the  
s t r u c t u r e  and au tho r i ty  of t h e  l o t t e r y  commission. 

FACT SITUATION D: 

A.R.S. s e c i o n  41-2501, pertaining t o  t h e  applicsbi1i:y of t h e  s a t e  p rocuremer i t  
code, sta:es in subsecrion F tha t :  

Tho Arizona state l o t t e r y  commission is e x e m p t  f rom t h e  provizions of t h i s  
chap te r  for  proct lrement  re la t ing  to t h e  design and ope ra t ion  of :he 1ot:ery or purchzse  of  
l o t t e ry  equipment, t i cke t s  and  r e l a t ed  m a t e r i d s .  The  execu t ive  d i r ec to r  of t h e  Arizzna 
s t a t e  l o t t e ry  commission sha l l  promulgate  rule.$# subs tant ia i ly  e q u i v d e n t  rto t h e  policies  
and procedures in :his c h a p t e r  f o r  procurement  r e l a t ing  t o  t h e  design and opera t ion  of t h e  
lo t t e ry  or  purchase  of i o t t e r y  equipment ,  t i c k e t s  o r  r e l a t ed  mater ia l s .  A!1 o r n e r  
procurement  sha l l  be a s  prescr ibed  by th is  chapter .  

Current ly ,  t h e  1ot:ery m a k e  s o m e  p u i c h s e s  under t h e  p rocuremen t  code,  bu t  handles  i t s  
own con t r ac t ing  for  ins tant  g a m e  t icke ts ,  on-line g a m e  serv ices ,  adver t i s ing  serv ices ,  and 
e lecr ronic  d a t a  processing consult ing.  Advert is ing se rv i ces  have  included c o n t r a c t s  wor th  



severa l  million dollars  wi th  adver t i s ing  f irms,  a subcon t r ac t  w i th  a n  adver t i s ing  c o n s d t a n t  
fo r  approximate ly  one  hundred ninety thousand dol la rs  and a marke t ing  r e sea rch  
subcon t r ac t  f o r  app rox ima te ly  t w o  hundred th i r ty  thousand dollars. T h e  e l e c t r o n i c  d a t a  
processing c o n t r a c t s  have  amoun ted  to approximateiy 1.5 million dollars  ove r  t h e  l a s t  fou r  
years. 

QUESTIONS PRESENTED: 

D. I. What is t h e  e x t e n t  of th is  exempt ion?  More s p e c i f i c d l y ,  c a n  th i s  exempt ion  be 
cons t rued  t o  mean t h a t  all p rocu remen t s  made  by t h e  l o t t e r y  a r e  e x e m p t  f r o m  t h e  state 
p rocuremen t  code?  

D. 2. Is t h e  l o t t e r y  e x e m p r  f rom t h e  state procurernent  c o d e  fo r  p rocu remen t  of: 

(a) Outs ide  d a t a  processing consui tan ts  with c o n t r a c t s  worth m o r e  t h a n  ten 
thousand dollars? 

(b) Market ing  r e s e a r c h  consu l t an t s  w i t h  c o n t r a c t s  wor th  m o r e  than  t e n  thotisand 
dollars? 

D. 3. Does t h e  leg is la ture  have  t h e  au tho r i ty  t o  rescind t h ~ s  exernpt lon?  If not ,  w h a t  
m u s t  t h e  leg is la ture  d o  in  order  t o  gain such  a u t n o r ~ t y ?  

ANSWERS: 

D. 1. See  d i s c ~ s s i o n .  

D. 2. (a) See discussion. 

(b) See  discussion. 

D. 3. Yes. 

DISCUSSION: 

D. l., D. 2. According t o  3.R.S. sect ion 41-2501, s u b ~ e c i i o n  F, t h e  i o ~ r e r y  
commissicn is e x e m ? t  f r o m  t h e  provisions o i  rhe  procure .7ent  c s d e  f a r  "p rocuremen t  
re la t in2  to t h e  design and o p r a r i c n  of :he io t r e ry  o r  p u r c h a c  of l o t ~ e r y  equipmen:, 
t i cke t s  a ~ , d  re!a;d ma te r id s . "  The  somewnar: broad t e r m  "design and opera t ion"  is nor 
defined in t h e  l o t ~ e r y  ac t .  Therefore ,  t he  e x t e n t  of t h e  c o ~ n m i s s i c n ' s  exempt ion  is 
unclear. However ,  t h e  d i r ec to r  of t h e  s t a t e  !ot:;.ry is given t h e  a u t h a r i ~ y ,  in  A.R.S. 
secr icn  41-2501, t o  p romulga te  rules f o r  its procurement  policies and procedures .  
Therefore ,  untii t h e  leg is la ture  t s k e s  acrion to c l ~ r i f v   he !o t te ry is  exempt ion ,  i t  m u s t  be 
l e i ?  to t h e  d i r ec to r  and commiss ion  to determine the  e,utent of its exempt ion ,  based  on  
t h e  s t a t m o r y  I m g u s g e ,  with r e s c e c  to t5)e procurement  code  for  data process ing  
consul r ,n ts  and marke t ing  r e s e a r c h  consultants .  

D. 3. If t h e  leg is la ture  wished to  r e s u r d  o r  modify t h e  lo t t e ry ' s  exempt ion  ro  
t h e  procurement  code ,  it would simply need to take legislat ive ac:ion. 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

CONCLUSION: 

Since the people intended annual lottery fund revenues to be a continuing 
appropriation, the legislature has no authority to appropriate these monies. If they 
wanted to acquire this authority, however, the legislature could take action in that 
regard. 

The lottery director currently has the authority to establish staffing levels of the 
lottery. The legislature could acquire the authority through legislative action • 

The legi?J?-ture may arnernL.snY.-�l�t!J.k r:elating tQ.Jhe lottery act including ·.
changing the apportionm�t formuias ,-rearranging the structure and authority of the 
lottery comnJiSSion and '-Clarifying or rescinding the_ lottery's exemption from the
procurement code • 

The lottery commission currently has authority over the operating budget and 
sta ffing levels of the lottery. This could also be clarified or amended through legislative 
action • 
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November 2 6 ,  1986 

TO : Doug1 a s  R .  Norton, Auditor General 

FROM: Arizona L e g i s l a t i v e  Council 

R E :  Request f o r  Research and S t a t u t o r y  I n t r e p r e t a t i o n  (0-86-8) 

This memo i s  s e n t  in  response t o  a  r eques t  made on your beha l f  by l l i l l i a m  
Thomson i n  a memo dated November 14 ,  1986.  

FACT SITUATION: 

Arizona Revised S t a t u t e s  (A.R.S.) s e c t i o n  5-510 empowers t h e  s t a t e  l o t t e r y  
commission t o  c r e a t e  a  s e c u r i t y  and l i c e n s i n g  d i v i s i o n  under the  su pe rv i s i on  o f  
an a s s i s t a n t  d i r e c t o r  appointed by the  1 o t t e r y  d i r e c t o r .  A.R.S. s e c t i o n  5-510, 
subsec t ion  C e s t ab l  i shes  the  s e c u r i t y  and 1 i cens ing  d i v i s i o n  a s  a  law enfor -a  L Lmen t 
agency and de s igna t e s  t h e  d i r e c t o r  of t h e  d i v i s i o n  as  a  peace o f f i c e r .  F u r t n e r ,  
t h a t  subsec t ion  l i m i t s  t he  law enforcement agency and peace o f f i c e r  s t a t u s  t o  
" r ece iv ing  i n v e s t i g a t i v e  information from law en io r ceaen r  agenc ies  p e r t a i n i n g  t o  
i n v e s t i g a t i o n s  of  l o t t e r y  a c t i v i t i e s . "  

A.R.S. s ec t i on  5-511 empowers and r e q u i r e s  t he  d i r e c t o r  o f  t h e  depar tment  
of  pub l ic  s a f e t y  ( D P S )  t o  i n v e s t i g a t e  "any v i o l a t i o n  of  a  s t a t u t e  o f  t h i s  s t a t e  
which p e r t a i n s  to  t he  conduct o f  t h e  s t a t e  l o t t e r y . "  

Cu r r en t l y ,  the  s e c u r i t y  and l i c e n s i n g  d i v i s i o n  of  the  s t a t e  l o t t a r y  
commission mainta ins  a  s t a f f  o f  i n v e s t i g a t o r s  who conduct i n v e s t i g a t i o n s  o f  
l o t t e r y  v i o l a t i o n s .  Examples of such i n v e s t i g a t i o n s  inc lude  t h e f t  of  t i c k e t s  
from r e t a i l e r s ,  fo rgery  o r  a l t e r a t i o n  of t i c k e t s  ( t o  c r e a t e  winners )  and s a l e s  of  
t i c k e t s  by r e t a i l e r s  to minors.  In c a l enda r  yea r  1 9 8 5 ,  the  l o i t - r y  comm~ss ion  
conducted 1 7 2  inves;: ga t i ons  o f  t h i s  na ture .  Nany inves:igations a r e  prepared 
f o r  cr iminal  prosecut ion.  

1. Does the  s t a t e  l o t t e r y  have s t a t u t o r y  a u t h o r i t y  to  conduct  
investica::ons o f  l o t t 2 r y  v i o l a t ' o n s ?  :/hat d i f f e r e n c e ,  i f  any,  2xis:z b " r e n  
the  lo t : - ry 's  s t a t u t o r y  au i ' lo r : ty  to conduct i nves t i l l a t i ons  f o r  c r i a i n a i  
pr3secgt ion a n d  a d m i n i s t r a t i v e  a c t i o n s ,  i  . e . ,  1 i cense  r e v o c a t j ~ n ?  

2. I s  DPS given s o l e  a u t h r j t y  and r e s p o n s i b i l i t y  f o r  conducking 
i n v e s t i g a t i o n s  o f  l o t t s r y  v i o l a t i o n s ?  Does t h i s  a u t h o r i t y  i n c l  uee 
i  nvesri  ga t ions  fo r  both cr imi  nai pros2cution and a d m i n i s t r a t i v e  a c t i o n s ?  

3. 30 i n v e s t i g d t c ~ r s  in the  s e c u r i t y  and licensing d i v i s i o n  have 
s t a i u t o r i l y  g r a n t d  peace o f f i c e r  s t a t u s ?  C J ~  t h e  peace o f f i c e r  s t a t u s  :r?nted 



t o  the  d i r e c t o r  o f  the  d i v i s i o n  be delegated to t h e  i n v e s t i g a t o r s  and,  if s o ,  is  
t h a t  s t a t u s  l im i t ed  by t h e  provis ions  of A.R.S. s e c t i o n  5-510, subsec t ion  C ?  I f  
t h e  i n v e s t i g a t o r s  have peace o f f i c e r  s t a t u s ,  should they be c e r t i f i e d  by t h e  
Arizona Law Enforcement O f f i c e r  Advisory Counci 1  (ALEOAC) ? 

4 .  Do l o t t e r y  i n v e s t i g a t o r s  have s t a t u t o r y  author ;  t y  t o  c a r r y  concealed 
f i rearms when a c t i n g  i n  t h e i r  o f f i c i a l  c apac i t y?  I f  no t ,  what o f f i c i a l  s t a t u s  is  
necessa ry  f o r  l o t t e r y  i n v e s t i g a t o r s  to c a r r y  concealed f i r e a rms?  

See d i s cus s ion .  

DISCUSSION: 

1. An examination o f  A.R.S. s e c t i ons  5-501 through 5-525 r e l a t i n g  t o  t h e  
s t a t e  l o t t e r y  i n d i c a t e s  t h a t  a  d i s t i n c t i o n  e x i s t s  between s t a t u t o r y  d u t i e s  
r e l a t i n g  t o  t he  a d m i n i s t r a t i v e  i nves t i oa t i on  a u t h o r i t y  o f  t h e  execu t ive  d i r e c t o r  
of  t he  l o t t e r y  and h i s  a s s i s t a n t  d i r e c t o r  of  s e c u r i t y  and l i c e n s i n g  and the 
l o t t e r y  cr iminal  i n v e s t i  g a t i v e  author1 cy  of  t h e  d i r e c t o r  o f  DPS. The s t a t u t e s  
appe3r to l i m i t  t h e  l o t z z r y  d i r e c t o r  and h i s  a s s l s ' l an t  t o  i n v e s t i g a t i o n  o f  
ma t t e r s  r e l a t i n g  t o  l i c e n s i n g  of agents to s e l l  t i c k e t s  o r  sha r e s  and checking 
t h e  backgrounds o f  prosoec t i  ve employees. (A.2.S. s e c t i o n  5-504, subsec t i on  0 ,  
paragraoh 11; s ec t i on  5-506,  paraoraons 2 ,  3 and 3 ;  s ec t i on  5-510; s e c t i o n  
5-512. )  The i q v e s t i g a t ~ u e  author1 c y  of DPS p e r t a i n s  t o  v i o l a t i o n s  of s t a t u t e s  
r e l a t i n g  to " the  conduct o f  t h e  s t a t e  l o t t e r y . "  (A.9.S. s e c t i o n  5-511, Empnasis 
added. ) 

The s e c u r i t y  and l i c e n s i n g  d iv i s i on  of t he  l o t t e r y  i s  designated a s  a  law 
enforc2ment agency b u t  " f o r  the  lirni t ed  purpose of  r e ce iv ing  i n v e s t i g a t i v e  
i n f o r n a ~ i o n  from 1  aw enforcement agenci es  p e r t a i n i n g  to  i n v e s t i g a t i o n s  of 
l o t t s r y  a c t i v i t i e s  ." (A.2.S. s ec t i on  5-510, subsec t ion  C . )  I f  the  " a c t i v i t i e s "  
were meant t o  inc lude  i n v e s t i g a t i o n  of cr iminal  a c t i v i t i e s ' ,  t h e  d i v i s i ~ n  would 
not have be" l im i t ed  on ly  t o  r e c e i p t  of in format ion .  This i n f o r n a t i o n  i s  
important ,  however, f o r  use  in  backqrouna and ongoing checks of t i c k e t  s a l e s  
l i c e n s e e s .  A.R.S. s e c t i o n  5-512, subs2ct ion A r e q u i r e s  t h e  l o t t z r y  d i r e c t o r  to  
"cons ider  f a c t o r s  such a s  t h e  f i nanc i a l  responsi b i  1 i t y  and s e c ~ l r i  t y  o f  t h e  person 
and the na tz re  of  h i s  bus iness  a c t f  v i t y "  before i s s u i n g  a  s a l e s  l i c ense .  

I f  t h e  s t a t u t e s  had intenaed to convey general  c r imina l  i n v e s t i g a t i v e  
a u t h o r i t y  to t h e  l o t t s r y  s e c u r i t y  a n d  ' l icensing d i v i s i o n ,  t h e r e  would be no 
resszn t o  g ive  t he  i d e n t i c a l  a u t h o r i t y  to D?S i n  A . 2 . S .  s e c t i o n  5-511,  This 
l imi ted  nature  of  t h e  use o f  cr iminal  i n fo rqa t i on  in  licens-!ng i n v e s t i g a t i o n s  i s  
f u r t h e r  ? lnphasiz~d in  Executive Order : lo.  81-2 which au tho r i ze s  " t n e  Cr in ina l  
Iden t i  f i c d t i o n  Sec t ion  o f  t h e  Department o f  Publ ic  Sa f e ty  t o  provide,  and t h e  
Arizona S t a t e  Lott2r-Z~ to  r e c e i v e ,  c r i n i  na 1 h i s t c ~ r y  rccord inf : , rnat ion f o r  - 
purgoses o f  PTD]  ovment a n d  1 i c ens ina  i n  accordance l w i  t h  r u l e s  and regui a t i o n s  
issuea by tne  Oepartnenc o t  Publ ic  Safe ty . "  (Emphasis 3dded.) 

2. Sole a u t h o r i t y  f o r  i n v e s t i g a t i o n s  i n t o  a n y  v i o l ~ t i o n  o f  a s t a t u t e  
p e r t ~ i n i n g  to the  conauct  of  t h e  lo t t2r-y  i s  given to  [IPS i n  .4.R.S. s e c t i o n  5-511.  • 
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This language i s  broad enough to include i n v e s t i g a t i o n s  o f  v i o l a t i o n s  o f  both 
c r imina l  p rov is ions  and admin i s t r a t i ve  p rov is ions  o f  A.R.S. t i t l e  5 ,  c h a p t e r  5. 

3. I n v e s t i g a t o r s  in  t he  s e c u r i t y  and l i c e n s i n g  d i v i s i o n  o f  t h e  s t a t e  
l o t t e r y  do not  have s t a t u t o r i l y  granted peace o f f i c e r  s t a t u s .  A . R . S .  s e c t i o n  
5-510, subsec t ion  C provides in  p e r t i n e n t  p a r t :  

The s e c u r i t y  and l i c ens ing  d i v i s i o n  s h a l l  be a  law enforcement 
agency and t he  d i r e c t o r  o f  s e c u r i t y  and l i c e n s i n g  i s  des igna ted  a  
peace o f f i c e r .  

Only t h e  d iv i s i on  d i r e c t o r  has peace o f f i c e r  s t a t u s .  In a  c l o s e l y  s i m i l a r  
s i t u a t i o n ,  t h e  d i r e c t o r  of  the former Arizona cr iminal  i n t e l l  igence system 
agency (ACISA) asked f o r  an opinion from t h e  a t t o r n e y  general  on whether  he had 
t h e  a u t h o r i t y  t o  g r an t  peace o f f i c e r  s t a t u s  t o  h i s  i n t e l  l i g e n c e l g a t h e r i n g  
personne l .  T h e  f o l l  owing response was received from the  a t t o r n e y  genera l  : 

In Ariz .  Atty.  Gen. Op. 130-169, we s a i d  t h a t  peace o f f i c z r  
s t a t u s  is confer red  by a  s t a t u t e  which e i t h e r  d i r e c t l y  d e s i g n a t e s  
persons as  peace o f f i c e r s  o r  au tho r i ze s  an aaency to  commission 
o f f i c e r s .  A Copy of t h a t  oolnion i s  a t t ached  t o r  your r e f e r e n c e .  
A.R.S. s e c t i o n  41-2152 provi ues t n a t  " l z g e n c y  personnel s h a l l  
engage i n  ga the r i ng  i n t 2 l l  i gence in format ion  and sha l l  no t  o t h e r w i s e  
engage in  law enforcemenr dcs:vi ~ 1 2 s . ~ '  This a rov is ion  b y  i t s  t e r n s ,  
p e r n i t s  agen ts  o f  AC1S.A to snaaee i n  saec i  iiecl a c t i v i t i e s  b u t  does 
no t  de s igna t e  them as  pezce o f f i c e r s .  Tne ACISA 3oa rd1s  powers and 
d u t i e s ,  s e t  f o r t h  i n  A.R.S. s ec t i on  J l - 2 1 5 4 ,  do not  e s t a b l i s h  t h e  
Board as  a commissioning agency. We t9Prefore  conclude t h a t  ACiSA 
agen ts  may not be "coir~n~ssionect" peace o f f i c e r s .  

82 Op. A t t ' y  Gen. 007 ( 1982) .  

H. S i m i l a r l y ,  A.R.S. s e c t i on  5 - 5 ; O  does not desicjnate employees o f  t h e  
l o t t e r y  s e c u r i t y  and l i c ~ n s i n g  d iv i s i on  a s  peace o f f i c e r s  and t h e i r  l aw  
enforcenen t  funct ion i s  1 imited CG rece iv ing  i n v e s t i g a t i v e  in format ion .  Because 
no s t a t u t e  g ran t s  t he se  employees Peace o f f i c e r  s t a t u s ,  t he  d i r e c t o r  o f  t h e  
d i v i s i o n  has no a u t h o r i t y  t o  de l ega t e  t he  s t a t u s  and the  employees may not  c a r r y  
conceal ed weapons pursuant t o  A.2.8. s e c t i o n  13-3132. The o f f i c i a l  s t a t u s  o f  
peace o f f i c z r  i s  necessary f o r  c a r ry ing  a concealed weapon. 

The s t a t e  l o t t e r y  does not have s t a t u t o r y  a u t h o r i t y  t o  conduct  
i nves t ;  ga t ions  of  1otter:i v iol  ?:ions Silt i s  i 2 :o 1 icensing and e g p l o m e n r  
i n v e s t i  ga i i ons .  D P S  has auzhori  t /  to conduc: inves t :  ga t ions  o f  viol  a t i o n s  of  a1 1 
s t a t e  l o t t e r y  s t a t u t e s .  I nves t i  ~ a t o r s  of the  secur! t y  d n d  1 i cens ing  d i v i s i o n  of  
the s t a t e  l o t t e r y  do not 'lave ??? r e  o f f i c ? ~  S t z t u s ,  cannot  be g ran ted  peace 
o f f i c e r  s t a t u s  by the  d i v i s i o n  d i r e c t o r  2 n d  do not have the a u t h o r i t y  to c a r r y  
COncea 1 ed ,weapons. 
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