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Message From the Director

| am pleased to present the West Virginia Lottery
Comprehensive Annual Financial Report for the
fiscal year ending June 30, 2017 to the Honorable
Jim Justice, Governor; Dave Hardy, Cabinet
Secretary, Department of Revenue; and the West
Virginia Legislature. Our mission to operate
responsibly with the highest standards of integrity
and security have, despite the evolving landscape of
the gaming industry, helped to provide a continued
revenue stream for programs that benefit the
citizens of West Virginia for more than 31 years.

The Lottery was created in April 1985 pursuant to
authority granted by the West Virginia Legislature
and gaming operations began in January of 1986.
Since that time, the Lottery has generated more
than $9.5 billion in gaming revenue for the State of
West Virginia with the majority of proceeds going
to education, seniors and tourism. Education has
received a total of more than $3.1 billion in net
lottery profits, while over $1.1 billion has been
invested in senior services, and in excess of $1
billion has been invested in the state’s tourism
industry.

The financial, economic, demographic and
statistical data contained in this report is intended
to help provide a framework of understanding of
the Lottery’s financial performance, and represents
only the activity for which the West Virginia Lottery
exercises regulatory authority. Responsibility for
both the accuracy of the data and the completeness
and fairness of presentation, including all
disclosures, rests solely with the Lottery. An
independent certified public accounting firm has
audited the financial statements and accompanying
notes contained in the financial section of this
report.

[ A it

Alan Larrick
Director
West Virginia Lottery




West Virginia Lottery Commission

The Commissionwas created in 1985 to assist and advise the Director of the Lottery and to carry on a continuous study of
West Virginia Lottery operations throughout the state. Members are appointed by the Governor with the approval of the
Senate. In accordance with state law, the Lottery Commission is required to have seven members comprised of a lawyer,
a certified public accountant, a computer expert, a marketing specialist, and one member with not less than five years
experience in law enforcement. An additional two members represent the “public at large.” No more than four members
may be from the same political party. Unless filling an unexpired appointment, members serve overlapping terms of five
years and are eligible for successive appointments to the Commission.

Kenneth L. Greear, Chairman William I. Clayton, Vice Chairman
Charleston, Computer Expert Charleston, Public At Large

Roy E. Shrewsberry Il Douglas A. Bicksler, CPA Andrew B. Kniceley
Beckley, Public At Large Lewisburg, Certified Public Accountant Fairmont, Marketing

William R. Laird IV Dan A. Marshall
Oak Hill, Law Enforcement Parkersburg, Attorney
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Lottery Proceeds

The West Virginia Lottery has generated more than $9.5 billion in proceeds for the State of West Virginia since it began
operationsin 1986.

Lottery proceeds benefit the people of West Virginia in many ways. Lottery proceeds are used to help fund new school
construction, school improvements and the PROMISE Scholarship Program. They also help fund very important senior
services that improve the quality of life of West Virginia’s senior citizens. Proceeds are also used to help the state’s tourism
industry and West Virginia Veterans.

Thanks to West Virginia Lottery proceeds, West Virginia has been able to invest more than $3.1 billion in public education,
over $1.1 billion in senior programs and services, and in excess of $1 billion into the state’s growing tourism industry.

Lottery History

West Virginia voters approved the Lottery Amendment to the State Constitution on November 6, 1984 with 67% voting
in favor of the amendment. The West Virginia Legislature passed the Lottery Act in April of 1985 and it was signed into
law that May by Governor Arch A. Moore, Jr.

West Virginia's first instant tickets were sold on January 9, 1986, with more than 1.5 million tickets distributed to retailers
to sell on that first day. The West Virginia Lottery’s first and only instant game at that time was “West Virginia Jackpot”,
and it carried a top prize of $5,000. By year end, the Lottery closed FY 1986 with sales of more than $53 million with
West Virginia's General Revenue Fund receiving $20 million of that total.

Today, the West Virginia Lottery produces sales of approximately $1.1 billion annually and generates nearly $480 million
a year for the people of West Virginia. Since its inception, the Lottery has generated more than $9.5 billion in proceeds
that has helped public education, senior services and the state’s tourism industry. West Virginia Lottery players have also
won nearly $2.9 billion in prizes.

West Virginia Lottery proceeds have a direct impact on the quality of life for all West Virginians. The West Virginia
Legislature uses lottery proceeds to help improve public education at every level of learning through support of the School
Building Authority, the West Virginia Department of Education, the Higher Education Policy Commission, education
improvement bonds and the PROMISE Scholarship Program. Lottery proceeds also help the West Virginia Bureau of Senior
Services provide nutrition programs, in-home care services and many other programs and services for West Virginia’'s senior
citizens. Lottery proceeds also enhance the State’s growing tourism industry and improve West Virginia’s State Parks.

The Lottery sells more than 40 different instant games a year as well as offering the popular in-state online drawing games
of Keno, Daily 3, Daily 4,and Cash 25. Additionally, the Lottery offers the Multi-State Lottery games such as Powerball and
Mega Millions. The Lottery regulates Limited Video Lottery, Video Lottery and Table Games at the state’s four racetrack
casinos and the Greenbrier Resort.

Glen Stanley
First $1 Million Winner




Lottery Retailers and Players

The West Virginia Lottery celebrated its 31st Anniversary in January 2017. In the Lottery’s first 31 years, more than $9.5
billion in lottery proceeds have made critical education, senior services and tourism programs possible. Approximately
1,500 traditional lottery retailers, nearly 1,400 limited video lottery retailers and the thousands of players who choose
to play lottery games have helped contribute to the economy of the State of West Virginia.

West Virginia Lottery players won more than $85.3 million in prizes from traditional lottery games during fiscal year
2017. That includes Martin and Tommy Robinson of Princeton who won $2 million, and Tim Varca of Shinnston who won
$1 million playing Powerball.
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Lottery Headguarters Lmployees

The West Virginia Lottery began operations in 1986 with a single scratch off game called “West Virginia Jackpot”. By the
end of that first year, the Lottery had recognized sales of more than $53 million dollars. Today, the West Virginia Lottery
regulates and governs several forms of gaming at four racetrack casinos, the Greenbrier Resort as well as video gaming
parlors statewide. Included are; Traditional Lottery Games, Racetrack Video Lottery, Limited Video Lottery and Table
Games, realizing sales of nearly $1.1 billion in fiscal year 2017.

The Lottery owes much of its success to a dedicated and diverse team of professional employees performing a variety
of key roles. Thanks to these employees, and those who served before them, the West Virginia Lottery has been able to
exceed the $1 billion mark in sales for 15 consecutive years.

oo | B

i
2
F

Y
0
0
G

G



e

PO. BOX 2067 LOTI'GI?y PHONE: 304-558-0500

CHARLESTON, WV 25327 1-800-WVA-CASH

James C. Justice Alan Larrick
Governor Director

December 1,2017

The Honorable James C. Justice Il, Governor

Dave Hardy, Cabinet Secretary, Department of Revenue
Kenneth L. Greear, Chairman, West Virginia Lottery Commission
Members of the West Virginia Lottery Commission

We are pleased to transmit to you the Comprehensive Annual Financial Report of the West Virginia Lottery (the Lottery)
for the fiscal years ended June 30, 2017 and 2016. This report has been prepared by the Finance and Administration
Division of the Lottery. Responsibility for both the accuracy of the financial data and the completeness and fairness of
presentation, including all disclosures, rests solely with the Lottery. To the best of our knowledge and belief, the enclosed
data and information are accurate and are reported in a manner designed to present fairly the financial position, results
of operations, and cash flows of the Lottery. All disclosures necessary to enable the reader to gain an understanding of
the Lottery’s financial activities have been included.

Presented in this report is information about the Lottery, an agency under the Department of Revenue of the State of
West Virginia. The State Lottery Act §29-22 was passed in April 1985 by the West Virginia Legislature. The Lottery
operates as a business enterprise within the framework of State laws, rules and regulations. Its mission is to generate
revenue to fund programs benefiting education, senior citizens, tourism and such other programs as the Legislature may
determine. This mission is being performed with the utmost integrity to ensure public confidence.

The Lottery is considered a component unit of the State of West Virginia. This report presents Lottery activity in a
single enterprise fund; the fund includes all activity for which the West Virginia Lottery Commission exercises oversight
responsibility. The Lottery has no component units and this report includes only the activity of the Lottery. This report
does not include data and information related to any other state agency or fund.

This letter of transmittal is designed to be read in conjunction with the complementary information offered in the
Management’s Discussion and Analysis (MD&A) which can be found immediately following the independent auditor’s
report.

S A it oy

Alan Larrick Dean W. Patrick, CPA/MBA
Director of West Virginia Lottery Deputy Director of Finance and Administration

www.wvlottery.com
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Overview

The West Virginia Lottery continues to serve as an important source of revenue for the
State of West Virginia. The Lottery has generated more than $9.5 billion in proceeds for
West Virginia since it began operations in 1986. More than $3.1 billion of those proceeds
have been invested in education, over $1.1 billion in senior programs and services, and in
excess of $1 billion to the state’s tourism industry.

In fiscal year 2017, Lottery sales exceeded the $1 billion mark for the 15th consecutive year.
Despite the challenges posed by growing competition from surrounding states, Lottery
sales totaled nearly $1.1 billion for the year ending June 30, 2017, and resulted in a cash
transfer of more than $477 million to the State of West Virginia.

The Lottery continues to regulate several gaming environments and product types. In FY
2017, these operations provided the following transfers to the State: $241.3 million from
Racetrack Video Lottery, $174.5 million from Limited Video Lottery, $19.1 million from
Racetrack Table Games, $1.9 million from the Historic Resort, and $40.2 million from
Traditional Lottery products.

The Lottery also continues to operate responsibly with the highest standards of integrity
and security in its operational and regulatory duties. The Lottery regulates several forms
of gaming including Traditional Lottery Games (Instant Scratch-Off tickets and On-Line
numbers games such as Powerball® and Mega Millions®); Racetrack Video Lottery (slot
machines at the state’s racetrack casinos); Limited Video Lottery (slot machines at local
video bars and taverns); and Table Games which are fully operational at all racetrack
casinos across the state. In addition, the Lottery continues to regulate casino video lottery
and table games at The Greenbrier Historic Resort, which serves as the State’s only limited
gaming facility.

The West Virginia State Budget included $479.6 million in cash transfers from the Lottery.
These included $69.1 million for senior citizens, $84.2 million for education, $54.7 million
for tourism, $93 million to the State’s General Fund, $33.1 million to the Infrastructure
Council, and $116.5 million to other state agencies (including $29 million to the PROMISE
Scholarship Program).

A total of $27.9 million was also paid to county and local municipalities across the state in
FY 2017. These distributions are statutory transfers from Racetrack Video Lottery, Limited
Video Lottery, Table Games and Historic Resort.

Overall sales in FY 2017 were $1.1 billion, and total operating costs were under 2.9 percent.
Continued fiscal responsibility resulted in the Lottery meeting its obligations to the State and

generated a surplus in excess of budgeted amounts of $59.3 million, which are available
for additional legislative appropriations.
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West Virginia State law mandates that players receive at least 45 percent of total traditional game sales in the form of cash
prizes; however, this percentage has averaged approximately 50 percent annually since the Lottery’s inception in 1986. In
FY 2017 Lottery players won a total of $85.3 million in prizes. In addition, traditional lottery operating costs have averaged
approximately 12 percent, notably less than the 15 percent allowed by law. Licensed Lottery retailers receive a 7 percent
sales commission on Traditional Lottery products, as well as bonuses based on validation of prizes. Profits from Traditional
Lottery Games are directed by statutory allocation to state programs and distributed accordingly.

The payout rate for video lottery machines varies by location and game type. In FY 2017, the payout rate averaged 90
percent, with an established payout range of 80 percent to 99 percent, that is set by statute and approved by the Lottery
Commission. Profits distributed from Racetrack Video Lottery, The Greenbrier Historic Resort and Limited Video Lottery
are directed by statutory allocation and legislative budget appropriations.

State revenues from Table Games are derived from a 35 percent privilege tax rate that is applied to the table “win” and is
distributed by statutory allocation with the largest portion directed to Excess Lottery Fund.

From 1994 to 2017, $214.7 million of revenue generated by Racetrack Video Lottery was directed to advertising funds for
the state tourism industry through a matching grants program established with the West Virginia Division of Tourism. In FY
2017, the Lottery contributed $5.7 million to the Division of Tourism. In addition, Lottery revenue appropriated by the West
Virginia Legislature from other gaming sources to the Division of Tourism totaled $8.1 million. With additional appropriations
for the Division of Natural Resources and the State Park Improvement Fund, the cash transfers used in enhancing the state’s
tourism industry was $14.3 million.

Legislation was passed to provide Lottery revenue from a special instant ticket game to help support funding for West
Virginia veterans in FY 2000. This special initiative has generated up to $1 million each year to support a skilled nursing
facility and a cemetery for West Virginia’s veterans. In FY 2017, a total of $630,106 was generated to support these facilities.

In addition to Traditional Lottery dollars, West Virginia seniors also benefit from the license fees for Table Games which
are directly deposited to the Bureau of Senior Services. In FY 2017, deposits to in-home health care services for seniors
totaled $10 million from Racetrack Table Games and $500,000 from The Greenbrier Historic Resort. Those amounts are
in addition to Legislative appropriations to senior services and programs that come from Lottery proceeds. Overall, West
Virginia senior citizens benefited from an estimated $69.1 million in Lottery revenue in FY 2017.

West Virginia students, who qualify academically, also benefit from Lottery dollars through the PROMISE Scholarship
Program. Revenue from Limited Video Lottery provided $29 million to in-state higher education for high school graduates
who chose to further their education at an in-state college or university and met the academic requirements. Since 2002,
the West Virginia Lottery has provided $399.5 million to the PROMISE Scholarship Program.

See|back. for;

play, inslructions.

PRIZEIEGEND

Prize,




Economic Outlook

The U.S.economy has experienced moderate growth since the economic downturn,
with expansion expected to continue into the coming year. This expansion is
supported by improvements in the labor market and growth in Gross Domestic
Product (GDP)* and the value of exports. West Virginia is continuing to recover
from the energy sector collapse in 2012. Growth in West Virginia exports,
particularly non-manufacturing exports, and some potential gains associated
with possible federal tax cuts could provide additional economic capacity in 2018.

The U.S. Bureau of Economic Analysis (BEA) reported annual average growth
in GDP across all industries of roughly 4 percent from 2010 to 2016. This
improvement was largely driven by the construction, accommodation and food
services, professional and business services, and transportation and warehousing
sectors. Despite these gains, the mining sector experienced an annual average
decline in GDP of 3.4 percent from 2010 to 2016, primarily influenced by
weakened energy prices and productionin 2015 and 2016. The only other sector
to experience decline during this timeframe, agriculture, forestry, fishing, and
hunting, experienced a total decline of 0.2 percent from 2010 to 2016.

Nationally, the manufacturing sector exhibited annual average GDP growth of 3.1
percent, according to the BEA, driven by annual average growth of 4.0 percentin
durable goods manufacturing, compared to a 2.2 percent per year average increase
innon-durable goods GDP from 2010to 2016. According to the U.S. International
Trade Administration, the value of U.S. exports of manufacturing goods increased
2.5 percent per year on average from 2010 to 2016. Comparatively, the value
of non-manufacturing exports increased 0.9 percent per year on average. The
International Trade Administration noted year-over-year declines in the value of
manufacturing exportsin 2015 and 2016, indicating some weakeningin the sector.
The dataindicate these declines are primarily driven by the value of non-durable
manufactures. According to the U.S. Census Bureau, the deficit of U.S. trade in
goods and services remains volatile but has generally exhibited some improvement
since 2006. In the last decade, the value of goods and services exports has grown
by nearly twice the rate as the value of imports.

According to the BEA, total U.S. employment rose by an annual average of 2.0
percent from 2010 to 2016, equating to roughly 20.6 million additional full- and
part-time employees. Thisincrease is largely attributed to employment gainsin the
health care and social assistance and accommodation and food services sectors,
which contributed approximately 25.6 percent of additional employment over
this period. Other top contributors include professional, scientific, and technical
services and retail trade sectors. Sectors experiencing the largest employment
losses included governments and telecommunications, which cumulatively lost
approximately 470,000 employees.

The U.S. Bureau of Labor Statistics (BLS) reported the September 2017
unemployment rate to be 4.2 percent, the lowest level since prior to the economic
recession. Monthly unemployment during the recession peaked at 10 percent in
October 2009. Improvements in the labor market are contributing to nationwide
average annual increases in personal consumption expenditures and personal
income of 4.3 percent and 4.6 percent, respectively, from 2010 to 2016.

At the state level,the West Virginiaeconomy has grown at a slower pace than the
U.S., gaining an average of 1.5 percent per year in GDP across all industries from
2010 to 2016. Year-over-year GDP gains across all industries in the State have

slowed during this period, with year-over-year changes in
2015 and 2016 trending slightly negative. Sectors exhibiting
the largest gains include accommodations and food services,
administrative and waste management services, and health
care and social assistance. The arts, entertainment, and
recreation sector experienced the largest decline in GDP,
falling by an average of 2.4 percent per year. Despite strong
year-over-year gains in 2011, 2013, and 2014, GDP in the
natural resources and mining sector fell by an annual average
of 2.2 percent from 2010 to 2016. Reductions in natural
resources prices and production contributed to this decline.

GDP in the West Virginia manufacturing sector grew by an
annual average of 2.2 percent from 2010 to 2016, driven
primarily by growth in durable goods manufacturing. Key
subsectors contributing to this growth from 2010 to 2015
include the manufacture of motor vehicles and related
parts and primary metals manufacturing. By comparison,
nondurable goods manufacturing increased by an average of
1.1 percent per year, driven primarily by petroleum and coal
products manufacturing, which increased by 11.3 percent
per year on average from 2010 to 2015.

Despite moderate increases in manufacturing GDP,
International Trade Administration data indicate that the
value of West Virginia manufacturing exports increased by
an average of 0.4 percent from 2010 to 2016. The value of
West Virginianon-manufacturing exports fell by an average
of 8.8 percent per year. While the value of oil and gas exports
experienced an increase of roughly 3.9 percent per year on
average, the value of minerals and ores exports declined by
9.1 percent. Overall, the total value of West Virginia exports
fell by an average of 3.6 percent per year from 2010to 2016.
State economic growth accelerated in 2017, however, due
largely to surgesin exports. U.S. Census Bureau dataindicate
that the 12-month trailing trend of the value of foreign
non-manufacturing goods exports is up 163 percent from
October 2016 to August 2017.

A slower state economy has contributed to other impacts,
including employment levels. According to the BEA, total
full- and part-time employment in West Virginia fell by an
average of 0.1 percent per year from 2010to 2016, equating
to roughly 7,200 full- and part-time jobs. This negative
employment trend was largely influenced by employment
reductions in the mining, government, and construction
sectors. Employment in the health care and social assistance
sectorincreased by roughly 0.7 percent per year on average,
adding nearly 5,000 full- and part-time jobs from 2010
to 2016. Employment in the accommodations and food
services sector increase by 1 percent per year on average,
adding nearly 4,200 jobs during this period. The preliminary
September 2017 unemployment rate for West Virginia was

5.1 percent, according to the BLS. Statewide, the rate fell
0.8 percentage points year-over-year, indicating continued
post-recession improvement. Modest employment growth
is expected in 2018.

Statewide personal consumption expenditures increased
by 3.0 percent per year on average from 2010 to 2016,
driven primarily by increased expenditures for services,
including food, accommodations, and health care. Annual
average expenditures on goods increased approximately
1.9 percent, driven largely by expenditures for motor
vehicles and parts. Personal consumption expenditures for
gasoline and other energy goods fell by 3.1 percent per year
on average, largely due to falling prices for motor fuel and
energyin 2015 and 2016. Year-over-year changes across all
expenditures suggest some slowing in consumption, which
could be indicative of cautious consumer confidence in light
of recent reductions in employment.

West Virginia personal income increased by an average of
2.1 percent from 2010 to 2016, roughly 2.5 percentage
points lower than the U.S. average. BEA data indicate that
therate of growthfor personalincome inthe Stateis slowing.
In addition, disposable income in West Virginia increased
by an annual average of 1.9 percent from 2010 to 2016,
compared to 4.1 percent per year on average at the national
level. During this period, West Virginia has experienced
a population decline of roughly 1.2 percent while the U.S.
population has increased 4.5 percent. As of 2016, West
Virginia per capita income was roughly 76.6 percent of U.S.
per capitaincome.

Recent trends indicate that the West Virginia economy has
experienced a period of growth over the last year. Natural
resource production and prices have generally improved,
the statewide unemployment rate is trending downward,
and the value of non-manufacturing goods exports are
increasing. Employment growth, however, remains fairly
stagnant, contributing to slower growth in key General
Revenue sources in FY2018 to date and cautious gains in
personal consumption expenditures. Sluggish employment
may be improved in the coming year as planned natural gas
pipeline construction begins and highway construction and
maintenance projectsinject road bond improvement monies
into the economy.

1As of the time of this writing, 2016 GDP data was not available for all
subsectors in West Virginia.

Written by Mark Muchow, Deputy Cabinet Secretary, Department
of Revenue
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Lottery Products

The West Virginia Lottery currently provides players the opportunity to participate in a variety
of 11 games:

INSTANT games the Lottery’s first type of game, were introduced in January 1986. There are
different waystowininaninstant or “scratch” game including matching three like dollar amounts,
symbols or letters, or adding up numbers to a specified total. If the correct combination appears,
the player becomes an “instant winner” without having to wait for the results of a drawing. The
instant game offers a wide variety of game themes. During fiscal year 2017, there were 48 new
games introduced. Instant games provided approximately 8.7 percent of total fiscal year 2017
sales at 1,482 retail locations.

DAILY 3is an on-line game introduced in February of 1987. Players choose three numbers from
0to 9 for prizes ranging from $40 to $500. Drawings are held six nights a week.

DAILY 4 is an on-line game also introduced in February of 1987. Players choose four numbers
from O to 9 for prizes ranging from $100 to $5,000. Drawings are held six nights a week.

CASH 25 is an on-line game, which was introduced in February 1990. Players pick six numbers
between 1 and 25 for a chance to win cash prizes ranging from $1 to $25,000. Drawings are held
every Monday, Tuesday, Thursday and Friday.

POWERBALL®is an on-line game jointly operated by 44 state lotteries, the District of Columbia,
Puerto Rico and the U.S. Virgin Islands, who are members of the Multi-State Lottery Association
(MUSL) or the Mega Millions® Group. This game was introduced in April 1992, revised in
November 1997, October 2002, August 2005, January 2013, and October 4, 2015. Beginning
March 2001, Powerball® added a feature called Power Play®, where winnings, other than the
jackpot, can be multiplied from arandom number drawn between 2 and 5. The game was expanded
to new jurisdiction beginning January 31, 2010, when both Powerball® and Mega Millions®
began cross-selling in most jurisdictions. January 12, 2013, the matrix changed to “5 of 59” for
the first set and “1 of 35” for the second set. Also, the price point increased to $2 per play plus $1
for Power Play® where a multiplier was no longer used and the prizes are now set dollar values.
October 4,2015, the matrix changed to “5 of 69” for the first set and “1 of 26” for the second set.
When playing the Power Play® option the match 5+0 prize becomes $2 million and all lower prizes
can be multiplied from a random number drawn between 2 and 5 and a 10x option was added if
the jackpot is $150 million or less. The jackpots are paid either in a cash lump sum equal to the
present value of the annuitized amount or over 30 years with a guaranteed minimum jackpot of
$40 million. The jackpot increases each drawing if no winning ticket has matched the first set of
5 numbers and matched the “Powerball®” number of the second set. Powerball® offers eight
secondary prizes of fixed amounts ranging from $4 to $1,000,000. Drawings are held twice
weekly on Wednesday and Saturday. Powerball® sales are approximately 3.2 percent of total
2017 sales at 1,482 retail locations.

MEGA MILLIONS® is an on-line game jointly operated by 44 state lotteries, the District of
Columbia and the U.S. Virgin Islands, with members belonging to the same groups that operate
Powerball®. The game was introduced on August 31, 1996 as the Big Game. The first drawing
took place on September 6, 1996, with six states participating: Georgia, lllinois, Maryland,
Massachusetts, Michigan and Virginia. The West Virginia Lottery and 22 other states began
selling Mega Millions® January 31, 2010 in a cross-selling agreement. The game is similar to
Powerball®, in play and jackpots. The matrix is “5 of 56” for the first set and “1 of 46” for the
second set. October 19,2013, the matrix changed to “5 of 75” for the first set and “1 of 15” for
the second set. A feature called Megaplier® was added where winnings can be multiplied from a
random number drawn between 2 and 5. The jackpots are paid either in a cash lump sum equal to
the present value of the annuitized amount or over 30 years with a guaranteed minimum jackpot
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of $15 million. Mega Millions® offers eight secondary prizes of fixed amounts ranging from $1 to
$1,000,000. Drawings are held twice weekly on Tuesday and Friday. Mega Millions® sells at 1,482
retail locations.

HOT LOTTO®is an on-line game jointly operated by 14 states and the District of Columbia who are
members of MUSL. This game was introduced in April 2002 and revised May 2013 with drawings
on Wednesday and Saturday. Players choose five numbers from 1 of 47 in the “Pick 5” area and one
number from 1 of 19inthe “Hot Ball” area. When adding the Hot Lotto Sizzler®, you can triple your
prizes (except the jackpot). Jackpots start at a guaranteed $1 million in cash and will increase by a
minimum of $50,000 cash each time the jackpot is not won. Plus, jackpot winners will collectively
receive no less than the advertised jackpot amount. Hot Lotto® offers eight secondary prizes of
fixed amounts ranging from $2 to $30,000.

KENO BONUS is a game restricted to lottery retailers with specific types of West Virginia Alcohol
Beverage Control Administration licenses and was introduced in December 1992. The player selects
from 1 to 10 numbers and the Lottery computer randomly picks 20 numbers between 1 and 80.
With the Keno Bonus multiplier option, players have a chance to increase their winnings. Drawings
are held every five minutes from 5:05 a.m. through 2:45 a.m. The winning numbers are displayed
on monitors at 255 Travel Keno locations.

RACETRACK VIDEO LOTTERY games were implemented in 1994 when the West Virginia
Legislature passed the Racetrack Video Lottery Act, making video lottery terminals available to
the four racetracks in the state subject to passage of local referendums. In September 1994, three
racetracks (Mountaineer Casino Racetrack & Resort, Wheeling Island Hotel, Casino & Racetrack,
and Mardi Gras Casino & Resort) began operating with 1,200 video lottery machines. A fourth
racetrack (Hollywood Casino at Charles Town Races) began video gamingin September 1997. Games
offered are poker, blackjack, keno, and spinning reel types. Effective June 1999, legislative action
has allowed mechanical reel coin drop machines. As of June 30, 2017, the West Virginia Lottery
Commission had an average of 6,109 terminals available for play at the four racetracks in the state.
Racetrack Video Lottery sales were 48.3 percent of total 2017 sales.

LIMITED VIDEO LOTTERY games were approved by the Legislature in April 2001. The legislation
provides up to 9,000 video lottery terminals to be placed in retailer locations with specific types of
West Virginia Alcohol Beverage Control Administration licenses. The first terminals were enabled
for play on December 17,2001. A total of 6,236 terminals were operating at licensed retail locations
throughout the state as of June 30, 2017. Limited video lottery sales were 32.2 percent of total
2017 sales at 1,325 operating retailer locations.

TABLE GAMES were implemented in fiscal year 2008 when the West Virginia Legislature passed
the Racetrack Table Games Act, making table games available to the four racetracks in the state
subject to passage of local referendums. In October 2007, two racetracks (Mountaineer Casino
Racetrack & Resort and Wheeling Island Hotel, Casino & Racetrack) began operating with poker
tables only and added full table games in December 2007. In August 2008, a third racetrack (Mardi
Gras Casino & Resort) began operating with poker tables only and added full table games in October
2008. The fourth racetrack (Hollywood Casino at Charles Town Races) began operating full table
gamesonJuly 1,2010. Games offered are Poker, Blackjack, Caribbean Stud, Craps, Roulette, Three
and Four Card Poker, and other miscellaneous games. Racetrack Table Games sales were 3.6 percent
of total 2017 sales.

HISTORIC RESORT implemented video lottery and table games in fiscal year 2010 when the West
Virginia Legislature passed the Casino Act, which also required the passage of local referendum. In
October 2009, The Greenbrier began operating both video lottery and table games. Table Games
offered are Blackjack, Roulette and Three Card Poker.



Accomplishments

Lottery sales exceeded the $1 billion mark for the 15th consecutive year in FY 2017. Lottery sales totaled nearly
$1.1 billion for the year ending June 30,2017, and resulted in a cash transfer of more than $477 million to the State
of West Virginia.

The conversion process to replace the current video lottery central monitoring and control system began this fiscal
year. Scientific Games Corporation was awarded the contract and the company’s latest central monitoring and control
system, Connexus™ will replace the Scientific Games AEGIS™ video system. The new system will operate and control
both limited video lottery at 1,325 retailers and video lottery at the state’s casinos.

The Lottery’s Request for Quotation (RFQ) for acomprehensive advertising contract that includes agency supportina
variety of marketing and advertising aspects was released. Digital Relativity, a marketing agency based in Fayetteville
was awarded the bid. Digital Relativity began work in January 2017.

The Lottery’s Request for Quotation (RFQ) for an instant game printing services contract was released. IGT Global
Solutions Corporation was awarded the bid and production under this new contract began May 2017.

The Lottery’s Request for Proposal (RFP) for its traditional gaming system and services contract was released in
2017. The conversion will include a new player convenience app for mobile phone users, along with other gaming
and technological advances.

The West Virginia Lottery was awarded the Certificate of Achievement for Excellence in Financial Reporting by the
Government Finance Officers Association of the United States and Canada (GFOA\) for its comprehensive annual
financial report for the 20th consecutive year.

West Virginia residents continued to become millionaires in FY 2017 with five $1 million or more cash prize wins
from the Lottery’s top-selling jackpot games - Powerball® and Mega Millions®.
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Financial Information

ENTERPRISE OPERATIONS

The West Virginia Lottery operating activities include sales of instant and on-line tickets, the regulation of video lottery and
table game operations to the general public and the related supporting functions: personnel, finance and administration,
video, marketing, security, table games and licensing. No general government functions or operations are managed by
the Lottery or included in this report. Sales infiscal year 2017 decreased 5.0 percent to $1.080 billion from $1.137 billion
in fiscal year 2016. Distributions to the State of West Virginia decreased 4.8 percent from $501.3 million in fiscal year
2016 to $477.1 million in fiscal year 2017.

ACCOUNTING SYSTEM AND POLICIES
The West Virginia Lottery operates as an enterprise fund that, like a private business, utilize the full accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America.

BUDGETARY CONTROLS

The Lottery’s budgeted funds are the State Lottery Fund and State Excess Lottery Fund. Budgetary control for these funds
are addressed through their enabling legislations, which provide specific limitations on operating and administrative
expenses. For budgetary purposes, the State Lottery and Excess Lottery Funds are classified as non-appropriated special
revenue funds and do not have a legally adopted budget. An estimate of expected expenditures is filed annually with the
Budget Division of the Department of Revenue and is monitored throughout the year by this Division. In addition, Lottery
financial management staff monitors actual expenditures for compliance with operational requirements and compliance
with lottery statutes.

INTERNAL CONTROL ENVIRONMENT

Management of the Lottery is responsible for establishing and maintaining internal controls whose cost does not exceed
the benefits to be derived, but whose objective is to provide reasonable, rather than absolute assurance, that assets
are protected from loss, theft, or misuse, transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of financial statements that are free of material misstatement and in
conformity with generally accepted accounting principles. Internal control is also designed to reduce, to an acceptable
level, the risk that errors or irregularities in amounts that would be material in relation to the financial statements may
occur and not be detected within a timely period by employees in the normal course of performing their assigned functions.
Management believes that the Lottery’s internal control meets the above objectives.

To enhance controls over accounting procedures, the Lottery has segregated the following functions: personnel, payroll,
purchasing, accounts payable, accounts receivable and general ledger accounting. Data input and processing are separate
from system programming with management providing approval and oversight. In addition, an internal auditor reviews
all areas of Lottery operations and reports to the Finance and Audit Committee of the Lottery Commission.

Since the Lottery manages a valuable ticket inventory and controls the disbursement of prizes, the following steps are
taken to ensure the operations remain secure and meet the highest ethical standards:

¢ Hiring specialized security and law enforcement staff

e Maintaining secure Lottery facilities and limiting access

e Performing background checks on retailers, contractors and Lottery employees
e Printing lottery tickets with special inks, dyes and security codes

e Providing detailed procedures for random on-line drawings

¢ Hiring an independent CPA firm to witness the drawings

¢ Providing a variety of access and other controls to all computer systems

¢ Providing operating policies and procedures

The Lottery currently has 171 employees; the majority of the staffis located at Lottery headquarters. The drawing studiois
located at the broadcast facility of the television station in Charleston, West Virginia, which produces the nightly drawings.



10

Financial Information

GFOA CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the West Virginia Lottery for its comprehensive annual financial
report for the fiscal year ended June 30, 2016. This was the 20th consecutive year that the West Virginia Lottery has
achieved this prestigious award. In order to be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized comprehensive annual financial report. This report must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive annual
financial report continues to meet the Certificate of Achievement Program’s requirements and we are submitting it to
the GFOA to determine its eligibility for another certificate.

FUTURE PROJECTS

e Theconversionto Scientific Games Corporation’s new video lottery central monitoring and control system, Connexus™
video system will be completed in FY 2018. The term of the contract is 10 years with one-year extension options and
the system will operate and control both limited video lottery and video lottery at the casinos throughout the State.

e The conversion process to replace the current traditional gaming system is scheduled to begin in the first quarter of
fiscal 2018. IGT Global Solutions Corporation was awarded the contract and the company’s latest system, Aurora, will
replace the GTECH Enterprise gaming system. The term of the contract is 7 years with 3 one year extension options.
The new system and equipment is slated to go live on July 1, 2019.

INDEPENDENT AUDIT
West Virginia statutes require an annual audit by an independent certified public accountant. The independent auditors’
opinion on the Lottery’s financial statements is included in the financial section of this report.

ACKNOWLEDGEMENTS

This report demonstrates the collaborative efforts of the Finance and Administration Division and Marketing Division of
the West Virginia Lottery. We appreciate the contributions of this year’s project team comprised of Mara Dawson, Games
Accounting Manager/Project Coordinator; Michael Thaxton, Product Development Manager; Jennifer Miller, Product
Development Assistant; Mike Ross, Advertising Manager; Sara Harpold, Advertising Manager; Kayla Brown-Gidordano,
Corporate Accounts and Contract Compliance Manager; and Randy Burnside, Public Relations. We could not have
successfully completed this report without their efficient and dedicated services. The Lottery continues its commitment
to providing thorough and relevant financial information to the public.

This comprehensive annual financial report reflects our commitment to maintain the highest standards of accountability
while working to maintain public trust through ethics and integrity. The Lottery also extends its sincere gratitude to
Commission Chairman Kenneth L. Greear and the members of the West Virginia Lottery Commission for their diligence
to the law in operating the Lottery in a professional and forward-thinking manner.
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INDEPENDENT AUDITOR’S REPORT

To the Members of the
West Virginia Lottery Commission
Charleston, West Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the West Virginia Lottery (the Lottery), a
component unit of the State of West Virginia, as of and for the years ended June 30, 2017 and 2016, and the
related notes to the financial statements, which collectively comprise the Lottery’s basic financial statements
as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and
fair presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the West Virginia Lottery, as of June 30, 2017 and 2016, and the changes in its financial

position and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

Farnir s s -
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Other Matters

Required Supplevnertary Informatian

Actounting prnciples generally accopted in the Unsted States of Amearica require that the management's
discussion and analysis on pages 17 lhrowgh 25, and the schedule of the proportionate share of the net
pension lkability and the schedule of contributions. o the PERS on pages 56 through 58 be presented to
supplemant the basic financial statements. Such imformation, althowgh not a pant of the basic financial
stalements; i required by the Governmental Accounting Standards Board, who considers it 1o be an essantial
part of financial reporting for placing the basic financial statements in an appropriale cperational, economic, or
historical contesdt, We have applied certain limited procedures to the requined supplementary information in
accordance with auditing standards generally accepted in the United Stales of America, which consisted of
inquiries of management about the metheds of prepanng the information and comparing the information for
consisiency with managament's responses 1o our inguinas, the basic financial statermemts, and olher
knowledge we cbtained during our awdit of the basic financial staterments. We G0 not express an opinion or
provide any assurance on the information because the limied procedures do not provide us with sufficant
evidence o express an opinkon o provide any assurance.

Cxfher infarrnation

Sur audit was conducted for the purpose of forming an opinson on the financial statements thal collectively
comprise ihe Lottery's basic financial statements. The and statishical sechons as lisbed inthe tabie
of contents are presented for purposes of additional analysis and are nod a required par of tha basic financial
sialements, The introduciory and statistical sections nave nol been subjected to the auditing procedures
applied in the audit of the basic financial statements, and, accondingly, we oo NOT exXpress an opinion or
provide any assurance on them.

4‘@ fffm-i-d.:ﬂ.ﬂ.

Chareston, West Virginia
Saptembar 26, 2017

WEST VIRGINIA LOTTERY
Management's Discussion and Analysis

-Unaudited-

Qur discussion of the West Virginia Lottery’s (the Loftery) financial performance provides for an
overview of the Lottery's financial activities for the fiscal years ended June 30, 2017 and 2016. In reading
the Management's Discussion and Analysis (MD&A), the current year refers to fiscal year ending June 30,
2017, and the prior year refers to fiscal year ending June 30, 2016. This analysis is to be considered in
conjunction with the financial statements, which begin on page 286.

Financial Highlights

The Lottery's operating income decreased in 2017 and decreased in 2016. The 2017 and 2016
decreases were due to competition from neighboring states. The following summary is provided below:

« Lottery revenues for the current year decreased $57.1 million or 5.0% compared to the prior year,
which decreased $27.4 million or 2.4% from 2015,

» Commissions for the current year decreased $17.9 million or 3.7% compared to the prior year,
which decreased $18.0 million or 3.6% from 2015,

 Gross profit for the current year decreased $25.2 million or 4.8% compared to the prior year,
which decreased $14.5 million or 2.7% from 2015.

« Nonoperating expenses decreased $27.6 milion or 5.3% compared to the prior year, which
decreased $8.9 milion or 1.7% from 2015. The predominant nonoperating expense is the
distributions to the State of West Virginia, which decreased $24.2 million or 4.8% compared to the
prior year, which decreased $7.0 million or 1.4% from 2015.

Using This Annual Report

The Lottery is a component unit of the State of West Virginia, and is accounted for as a proprietary
type enterprise fund using the accrual basis of accounting much like a private business entity. As such,
this report consists of a series of financial statements, along with explanatory notes to the financial
statements. To assess the Lottery’s financial position, the reader of these statements should pay
particular attention to changes in the components of assets and liabilities as set forth in the Statements of
Met Position and changes in oparating revenues, axpenses and nonoperating distributions to the State of
West Virginia as set forth in the Statements of Revenues, Expenses and Changeas in Fund Nat Position.

Statements of Net Position

As shown in Table 1, current assets for the current year decreased $9.3 million or 4.8% compared o
the prior year, which decreased $4.4 million or 2.2% from 2015, due to the timing of distributions to the
State of West Virginia at year-end.

Capital assets, net of accumulated depreciation and amortization, decreased in the current year by
21.1 million or 2.4% compared to the prior year which increased by $7.1 million or 18.8% from 2013, due
to renovations and depreciation of the Lottery headquarters building. For additional information on capital
assels, please refer to Note 4 to the financial statements.
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WEST VIRGINIA LOTTERY WEST VIRGINIA LOTTERY

Management's Discussion and Analysis Management's Discussion and Analysis
{Continued) (Continued)
=Unaudited- -Unaudited-
osi ti Statements of Net Position (Continued)
Table 1 Table 2
Assels and Deferred Qutflows Liabilities, Deferred Inflows and Net Position
(in $000's) {in $000's)
2017 2016 2015 2017 2016 2015
Aszols
Current liabilities s 174,506 3% 185465 § 181,520
Current assels 5 186118 3 195432 § 199,872
MNoncurrent liabilities 4800 3044 2035
Reslricled assels - - 1,130
Total liabilities § 179306 § 188509 § 183,555
Capital assets,
nel of accumulated depreciation and Deferred inflows of resources related topension  $_______ 367 § 1908 § 2,153
amortizalion 43,770 44 874 37,763
Net position - restricted by enabling legislation $ - % - % 1,130
Tolal assels $ 220897 § 2403068 § 238765 Net position - net investment in capital assels 43,779 44,874 37,763
Met position - unrestricted 9.240 7.498 15,263
Delerred Outflows of Resources
Total net position § 53019 5 52372 § 54156
Deferred outliows of resources related
to pension - 2795 3 223 2 1,008 Caital
1
As shown in Table 2, the Lottery’s currenl liabilities for the currenl year decreased £11.0 million or Capital assets as of June 30, 2017 amounted to $55.7 million (at cost). This investment in capital
5.9% compared lo the prior year, which Increased $3.9 million or 2.2% compared lo 2015 due lo the assels includes land, building, construction in progress and equipment. The total decrease in capital
accumulation of prior year surplus transfers lo the State of Wesl Virginia combined with currenl year assels for the current fiscal year was 0.4%.
accrued transfers.
Table 3
Net position - net investment in capilal assels decreased in the current year by $1.1 million or 2.4% Capital Assels
due 1o depraciation, compared to the prior year which increased by $7.1 million or 18.8% compared to {in $000's)
2013, due to renovations of the Lottery headquarters building. Refer to Note 4 to the financial statements
for additional information on capital assels. 2017 2016 2015
Net position - unrestricted changed in fiscal year 2016 due fo the conversion of cash into capital Construction in progress s 1,350 % 1,164 § 1,000
assels, Mel position remained stable for the year ended June 30, 2017, compared to fiscal year 2016. Land 1,434 1,434 1,434
Building 46,207 46,207 38,084
Equipment 6,741 7,155 7,155
Total assets § 55732 §___ 55960 & 47763

Capital assel activilies included $8.1 million in renovations to the Lotlery headquarers building during
the year ending June 30, 2016. Additional information on capital assels can be found in Note 4 of the
financial statements.
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WEST VIRGINIA LOTTERY WEST VIRGINIA LOTTERY
Management's Discussion and Analysis Management's Discussion and Analysis
(Continued) (Conhinuead)
-Unaudited- Unaudited-
Revenues, Expenses and Changes in Fund Net Position Sales E iss T Costs and Vendor F
The content of Table 4 is a summary of aclivities and is related to the discussion of Table 5. Table 5 compares sales (refarred to as lottery revenues in financial statements), prizes, commissions,
Table 4 fickel printing costs, vendor fees and costs and gross profit for each loery game category for fiscal years
, - 2017, 2016, and 2015 Sales and gross profits Muctuated in certain categories; however, gross profit
Revenues, Expenses HE;': mmr!ffa in Fund Net Position percentages remained consistent from year to year.
2017 2016 2015 Table 5
H:E‘H'EI"IUE‘&: LIEI'“E:I'? Sales
On-line games $ 72110 § 85660 § 76,724 (in $000's)
Instant games 84, 368 102,542 103,276
Racetrack video lotery 521,318 537,729 557,603 bstant On Line*
Limited video lottery 347 555 360,814 373,221 2017 2018 2015 21 2018 2015
Table games 18 058 43,545 46,928 Crosssaiss $ 4360 £ 10254 S WOITE § TR0 §  BSEED § 7O«
Historic resort — 6346 6052 Prizes and bonuses 51,950 67,6495 B4, 314 W zIT 43,132 38,162
o 1,079,517 1,136,636 1,164,004 Commasions 5500 7,178 7229 5,043 6,001 5172
Lm COMIMISSIoNS: THJ’I.HII‘I'-'.] Cosls 1,408 1,618 1,518 = E -
On-ine games 5,043 5,001 5372 Werdor lees and cosis — 4En 4,38 o 20 Pl ATIF 3,170
Instant games 6,606 7,178 7,229 Tkl el sty __ TAABR B, ER0 B, 342 44 273 i B 46, 704
Racetrack video lottery 268,177 275,496 286,778
Limited video lottery 170,302 176,799 182,878 b 4 20483 §F ZLee 5 G B 27836 § 3I0O0 F N0
Table games 16,512 18,453 19,885
Historie resart 2 733 2302 1 089 Gross profil paed consags 1.7 41 1% L0, 3%, 0.0 R, 30 1%
#E!E'.S}'EI 43?.229 505|211 'm-mmrMhmmamﬂmmuMnmmurmmm
Less on-line prize costs 36,227 43,132 38,162
Less instant ticket prize costs 61.959 67,695 68,314 Rt toall Wi Lothey i Yides Lofien
- 2017 2018 2015 21 201 2015
Less ticket mf-; an é.;?g ;'ﬂ; ;EE E:. s $ BN § AT & 85700 § M7SA8 5 OS4 3 3TaZn
106,509 — 120,561 115448 Prizas sl Banussd - = " - - g
Gross profit 503 635 528 846 543,345 Commssiora 208,177 275 438 26,778 302 176790 2470
Administrative expenses: Wil e Sute) e ' s - o ' -
Advertiging and promotions 4,157 4,975 5,220 Total drect costs S i L L L L i Lo
Wages and related benefits 10,305 8,885 10,266
Tlecommunications 1.037 965 944 Giross Profl B 283141 8 Uz 5 X020 8§ TTN80 8§ 184005 8 100343
Emtnmul | and professional 4-% 4%2 5;?5' Grans prafil percortage 28.6% 2B5% 48.6% 51.0% 51.0% S1.0%
en
Depreciation and amortization 1.281 1,086 1,354
Other administrative expenses 1.572 1,230 1,466 Tabsks Clainesi [y Tosd
_ T o] s LS AL n mi a8 s
Otther operating income 10.677 10,528 11,313 Gross sales §oMBa 5 aASIS § ne 8 G2 5 oM § B0RE 8 1OTONC 8 118N §  LIBI00
Operating income 491,048 516,248 529 968 Lirss firee! conhy
Pribes and borses : .18 oA 108,478
Nonoperating income (expense) m - 158 1545 e 1 L e -H:.:E ﬂrm :n:"-ﬂ;
Investment income 934 788 406 ' ’
Distributions to municipalities and counties (6.812) (7.072) (7,315) et ' : - e it L2
Distributions for capital reinvestment (7.468) (10,446) (11,717) T e L
Distributions io the State of West Virginia )
(490,398) (518,032) (526,955) ko B e
‘Net Income —_ 547 (1,784} 3,013 Grons prol prscentage % stas A R 1 LT LF @ 4% #I%
Met position, beginning of year 852,372 54,156 21,143
Net position, end of year 83018 5 S2372 & 94156
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WEST VIRGINIA LOTTERY

Management's Discussion and Analysis
{Continued)

-Linaudited-

Instant Sales

Inslant lickel sales Jor the curent year decreased by $8.2 million or 8.0% compared to the prior year,
which decreased 0.7 milion or 0.7% from 2015, Forly—eighl games were infroduced in 2007 and
approximately twenly-eighl game oplions were available for play. The Lollery continues 1o implement the
results of research and design efforts, including licensed or trademarked games, new play siyles and
continued monitoring of the mix of price points, play slyles, and colors lo creale the besl vanety of games
available. Thera were three len-doliar, and two twenty-dollar ickets introduced in 2017. There were also
elght five-dollar lickels and eighl three-dollar lickels inroducad. The Lottery has also implemeanted the
use of pre-printed “shelf games” used to provide immediate stock should fiedd inventory become low.
These shell games are worked inlo the schedule and used within one year in the evenl they are nol used

for emergency.

Instant prizes and commissions have a direct correlation o sales, therefore, as sales increase, o0 do
ihe related prizes and commissions paid by the Loltery, Prize expensas for instant games are controllable
by designing and printing a predetermined number and value of winning tickets. While each game has a
designed prize payoul struclure, the overall amount paid as prize expensa is consistent,

Vendor fees and costs are primarily 4.3% of instant and on-line licket sales for 2017, 2016, and 2015,
The Loltery (as is lhe case with most lotteries located in North America) has elected lo enter info a long-
lerm contract with a vendor to provide a cenlral computer system, retailer terminals and related
equipment 1o sell and cash all ickels for instant and on-line games.

Powerball® Sales

Powerbalk® = a $2 Mulli-3tate (MUSL) Loltery game designed fo grow lamge jackpol amounts, with
occasional jackpols in excess of 3400 million. Sales for the current year decreased 3120 million or 25.9%
compared to the prior year, which increased $12.5 million or 36.5% from 2015. Sales are generally driven
by the jackpol size,

Prize cosis are 50% of sales and over time such prize payouls genarally reflect the design of the
game and the related mathematical odds of winning.

Traditional retailers ara those retaillers licensed by the Lotlery lo sell instant and on-line games (which
includes Powerball®) and by statule were paid 7% of such sales.

Mega Millions& Sales
Mega Milllons® sales offers jackpols starting at $15 million and other prizes ranging from $1 to

$1.000.000. Sales for the current year decreased $1.0 million or 8.1% compared to the prior year, which
decreased $1.6 million or 11.7% from 2015,

Approximately 50% of every doliar wapgered goes back o the players in prizes and by statute 75 of
sales are paid o relailer commissions,

All other on<ine games consist of Daily 3, Daily 4, Cash 25, Travel Keno and the Multi-State game
Hot Lotto™. Sales for the current year decreased 50.5 million or 2.0% compared (o the prior year, which
decreased $1.9 million or 6.7% from 2015.

WEST VIRGINIA LOTTERY

Management's Discussion and Analysis
(Continued)

=Unaudited-

All Other On-line Games (Continued)

In general, prize costs by game will increase or decrease from year-to-year in proportion to the sales
for a particular game. Prizes and commissions have remained consistent as presented in Table 4.

Racetrack Video Lottery

Racetrack video loftery revenues are reported as total wagers net of prizes and credits. Revenues for
the current year decreased $16.4 million or 3.1% compared to the prior year, which decreased $20.1
million or 3.6% from 2015.

A portion of racetrack video lottery sales, as prescribed by statute, are paid to racetracks and other
private entities associated with the racing industry and are reported as commissions. See Note 6 to the
financial statements for further discussion of racetrack video lottery distributions, Commissions in the
current year decreased $7.3 million or 2.7% compared fo the prior year which decreased $11.3 million or
3.9% compared to 2015 due to competition from neighboring states.

During the year ended June 30, 2017, increased competition from gaming operations in neighboring
states has led the racetracks 1o re-evaluate their gaming environments which have resulted in changes to
the gaming floors. The changes in active machines are presented in Table 6 below which illustrates the
last three fiscal years.

Table &
Total Mumber of
Machines at June 30

6,400
6,300 -
B, 200
6,100 T
6,000

5900 1

5800 *
2007 2016 2015

Limited Vidao Lottary

Bales for the current year decreased $13.3 million or 3.7% compared to the prior year, which
decreased $12.4 million or 3.3% from 2015. Commissions are paid to operators and retailers as provided
for by statute and have a direct correlation to changes in sales. For the cument year, commissions
decraased $6.5 million or 3.7% compared to the prior year decrease of $6.1 million or 3.3% from 2015.

Table 7 ilustrates the number of machines which decreased by 70 machines for the current year
compared to the prior year decrease of 151 machines from 2015.
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WEST VIRGINIA LOTTERY

Management’s Discussion and Analysis

(Continued)
“Unaudited-
Limited Video Continua
Table T
Total Number of
Machines at June 30
6,500
6450 T
6400
6,350
65,300
B6250 F
6,200
6,150 F
&, 100
2017 2016 2015
Table Games

Revenues from table games are calculated at a 35% privilege tax of adjusted gross receipts.
Revenues for the current yvear decreased 34.6 million or 10.5% compared to the prior year, which
decreasad $3.4 million or 7.2% from 2015,

A portion of table revenues are paid to entities associaled with the racetracks and are
reported as commissions. See Mote 8 to the financial statements. Commissions for the cument year
daecreasad $1.9 million or 10.5% compared to the prior year, which decreased $1.4 million or 7.2% from
2015.

Historic Resort

Video Lottery revenues from Historic Resort are calculated as defined in Mote 9 to the financial
statements. Revenues from Historic Beson lable games are calculated at a 35% privilege tax of adjusied
Qross receipts.

Combined revenues of video lottery and table games at the Historic Resor for the curmrent year
decreased $1.1 million or 17.9% compared 1o the prior year, which increased $294 thousand or 4.9%
from 2015.

A portion of revenues are paid to enfities associabed with the Historic Resorl and are repored as
commissions. Commissions for the current year decreased $570 thousand or 17.3% compared to the
prior year, which increased $233 thousand or 7.6% from 2015.

WEST VIRGINIA LOTTERY

Management's Discussion and Analysis
(Continued)

=Lnaudited-

Dther Operating Income

Refer to Table 4. Changes in other operating income are primarily related to fees collected for the
permitting and licensure of manufacturers, operators, retailers and service technicians, Every May 1, a
$1,000 parmit fee is assessed on each limited video lottery permit held by operators and retailers.

Monoperating Income (Expense)

Refer to Table 4. Nonoperating expenses reflect a 2% distribution to counties and incorporated
municipalities of net terminal income from limited video lottery operations. This distribution will fluctuate
with any changes in limited video loltery revenues.

A portion of net revenue from racetrack video lottery is accrued and distributed to each racetrack for
capital improvements.

Refer to Table 8. The Lottery’s distributions to the State of West Virginia for the cument fiscal year
dacreased by $24.0 million comparad to the prior year, which decreased by $7.0 million from 2015.

Tabla 8
Distributions to the
State of West Virginia

{in milliarr]
- % B 8 8 § B

20178 2016 2015
Flzcal Yaar

Requests for Information
This financial report is designed to provide a general overview of the Lottery's operations. Questions
concemning any of the information provided in this report or requests for additional financial information

should be addressed to Deputy Director of Finance and Administration, West Virginia Lottery, 900
Fennsylvania Avenue, Charleston WV 25302,
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WEST VIRGINIA LOTTERY
STATEMENTS OF NET POSITION

(In Thousands)
June 30, 2017 and 2016

ASSETS

Current assels:
Cash and cash equivalents
Accounts receivable
Inventory
Other assets
Total curment assets

Moncurrent assels:
C-apital assels
Less accumulated depreciation and amortization

Taotal noncurmant assets

Taotal assets

DEFERRED QUTFLOWS OF RESOURCES
Deferred outflows of resources related to pension

ILITI
Current liabilities:
Accrued nonoperating distributions o the Stale of West Virginia
Estimated prize claims
Accounts payable
Other accrued liabilities
Total current liabilities
Moncurrent liabilities:;
Net pension liability

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources related to pension

NET POSITION

Met position:
Met investment in capital azsels
Unrestricted

Total net position

The accompanying notes are an integral part of these financial siaterments.

2017 2016
$ 156550 § 166,621
27,533 26,643
553 380
1,482 1,788
186,118 195,432
55,732 55,960
{11,853) (11,086)
43,779 44,874

§ 220897 § 240,306
$ 2795 §__ 2573
$ 132693 § 135265
15,621 15,981
1,404 1,961
24,788 32,258
174,506 185,465
4,800 3,044

$ 179306 § 188,509
$ 7§ 1,998
$§ 43779 0§ 44,874
9240 7,498
$ 53019 § 52372

WEET VIRGINIA LOTTERY

STATEMENTS OF REVENLES, EXPENSES AND CHANGES IN FUND NET POSITION

{In Thousands)

Years Ended June 30, 2017 and 2016

Less ondine prize costs
Less instant prize costs
Less ticket costs

Less vendor fees and cosis

Gross profit

Administrative expenses,
Advertizing and promotions
Wages and reiated benafits
Telecommunicatons
Contractual and professional
Rental

ation and amartization
Depredmmnmmﬂm EXPENSES

Other operating income
Operating income
Monoperating mcome (expense):
Investment income
Distributions to municipatities and countles

Distributions for capital retnvestment
Distributions to the Stale of West Virginia

Increases (decrease) in net position
Met position, beginning of year
Met position, end of year

The accompanying nates are an integral part of these financial statements.

2017 2016
3 72,110 5 B5B60
84 369 102 542
521,318 537,729
347,555 360,814
38,858 43,545
2,207 6,6
1,079.517 1,136,636
2,043 6,001
6,606 7.178
268177 275,496
170,302 176,799
16,512 18,453
2,733 3,302
4689 373 487 229
38,227 43,132
61,959 67,695
1,408 1,618
6,915 8116
106,508 120,561
503,635 528 846
4157 4975
10,305 9,885
1.037 965
4,520 4,560
394 425
1,281 1,086
1,572 1.230
23.266 23126
10,677 10,528
491,046 516,248
834 [4:1:]
(6.812) (7.072)
(7.468) {10,445}
(477,053) (501,302}
(430, 389) {518.032)
647 {1,784)
52.372 4,156
$§ 53019 § 52372
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WEST VIRGINIA LOTTERY WEST VIRGINIA LOTTERY
STATEMENTS OF CASH FLOWS STATEMENTS OF CASH FLOWS
(In Thousands) (In Thousands)

(Continued)

Years Ended June 30, 2017 and 2016
Years Ended June 30, 2017 and 2016

28

Cash flows from operating actlivities:
Cash receipts from customers and other sources
Cash payments for:
Personnel costs
Suppliers
Other operating costs
Cash provided by operating activities

Cash flows from noncapital financing activities:
Monoperating distributions to the State of West Virginia
Distributions to municipalities and counties
Distributions to racetracks from racetrack capital

reinvestment fund
Cash used in noncapital financing activities

Cash flows from capital and related financing activities:
Purchases of capital assets

Cash flows from investing activities:
Investment earnings

MNel increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

2017 2016
£ 1,089,304 $ 1,154,450
(10,181) (10,140)
(12,007) (12,135)
(580,168) (607,531)
486,858 524,644
(479,623) (489.957)
(6,808) (7117
(11,308) {18,203)
(497,742) (515.277)
(186) {8,197)
888 729
(10,071) 1,899
166,621 164,722
$ 156,550 $ 166,621
{Continuad)

Reconciliation of oparating income to net cash provided by
operating activities:

Operating income
Adjustments to reconcile operating income to cash
provided by operating activities:
Depreciation and amortization
Pension expense

Changes in operating accounts:
(Increase) decrease in:
Accounis receivable
Inventory
Other assets
Deferred outflows of resources
Increase (decrease) in:
Estimated prize claims
Accounts payable
Other accrued liabiliies

Cash provided by operating activities

2017 2016
£ 491,046 $ 516,248
1,281 1,086

766 360

(890) 7,286
(173) 77

241 165

(863) (980)
(360) 70
(557) (197)
(3,633) 529

$ 486858  § 524644

The accompanying noles are an integral part of these financial statements.
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WEST VIRGINIA LOTTERY
NOTES TO FINANCIAL STATEMENTS

1 - LEGISLATIVE ENACTMENT

The West Virginia Lottery (the Lottery) was established by the State Lottery Act (the Act) passed April
13, 19885, which created a fund in the State Treasury designated as the “Stale Lottery Fund.” The purpose
of the Act was to establish and implement a state-operated lottery under the supervision of a state lottery
commission (the Commission) and a Director. The Commission, consisting of seven members, and the
Director are appointed by the Governor. Under the Act, the Commission has certain powers and the duty
to establish nules for conducting games, to select the type and number of gaming syslems or games, to
enter into contracts and agreements, and to do all aclts necessary or incidental to the performance of its
duties and exercise of ils power and duty to operate the Lottery in a highly efficient manner, The Act
provides that a minimum annual average of 45% of the gross amount received from each lottery shall be
allocated for prizes and also provides for cerlain imitations on expenses necessary for operation and
administration of the Lottery. To the extent available, remaining net profits are to be distribuled to the
Sftate of West Virginia (the State) and local governments as required by law. As the State is able fo
impose its will over the Loftery, the Loltery is considered a component unil of the Stale and its financial
statements are presented in the comprehensive annual financial report of the Stale as a discretely
presented companent unit.

2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of P -

The West Virginia Lottery is accounted for as a proprietary fund special purpose govemment engaged
in business type activilies. In accordance with accounting principles generally accepted in the United
Slates of America for govermmental entities, the financial statements are prepared on the accrual basis of
accounting which requires recognition of revenue when eamed and expenses when incurred.

Use of Estimates

Certain estimates and assumptions are required by management in the preparation of the financial
statements in accordance with generally accepted accounting principles (GAAP). The significant
estimates and assumptions that affect the reporting of amounis of assets and liabilities at the statement of
net position dates and revenues and expenses for the years then ended are those required in the
determination of estimated prize claims. Actual results in the near-term could differ from the estimales
used to prepare these financial statements.

Lottery Game Operations

The West Virginia Lottery derives its revenues from four basic types of lottery games: instant, on-line,
video type games, and table games. The Lottery develops mulliple game themes and prize structures o
comply with its enablimg legislation, including aggregate annual minimum prize provisions. All bonded
retailars and agents comprised principally of grocery and convenience stores serve as the primary
distribution channeal for instant and on-line lottery sales 1o the general public.

The Lottery has contracted with a private vendor to manufacture, distribute, and provide data
procassing support for instant and on-line lottery games. Under the terms of the agreements, tha Lottery
pays a percentage of gross revenues for the processing and manufacturing of the games.

Revenue from inslant games is recognized when game fickels are sold to the retailers, and the
related prize expense is recorded basad on the specific game prize structure. Instant ticket sales and
related prizes do not include the value of free plays issued for the purpose of increasing the odds of
winning a pnze.

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
(Continued)

2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Lottery Game Operations (Continued)

Sales of on-line lottery tickets are made by llcensed agents to the public with the use of computenized
terminals. On-line games include POWERBALL®, a mulli-state “jackpot’ game; HOT LOTTO™ , a multi-
state “lotto” game; MEGA MILLIONS®, a multi-state lotto game; Cash25 “lotta” game; Daily 3 and 4
‘numbers” games, and Travel, an onling “keno” game. Revenue is nized when the agent sells the
tickels to the public. Prize expense is recognized on the basis of actual drawing results.

Commissions are paid to instant game retallers and on-line agents at the rate of seven percent of
gross sales. A portion of the commission nol to exceed one and one quarter percent of gross salas may
be paid from unclaimad prize mongys, The amount paid from unclaimed prize moneys is credited against
prize cosis. In addition, retallers and agents are paid imited bonus incenlives that include prize shares on
winning tickets they sold and a licket cashing bonus on winning tickets they cash. On a weekly basis,
retailers and agents must remit amounts due to the Lottery, Ralailers may not be able to order additional
instant tickets if payment has not been made for the previous billing period, while an agent's on-line
terminal may be rendered inactive if payment is not recenvad. No one relailer or agent accounts for a
significant amount of the Lottery's sales or accounts recaivable. Historically cradit losses have been
nominal and no allowance for doubtful accounts receivable is considered necessary.

Racetrack video lottery is a self-activated video version of loltary games, The board-operated games
aliow a player to place bets for the chance to be awarded credits which can either be redeemed for cash
or be replayed as additional bets. The games allow a player 1o use coins, curmency, tokens, or tickets, fo
place bets for the chance to receive coins, tokens, or ticket awards which may be redeemed for cash or
used for replay in the games. The racetrack video lottery games’ prize structures are designed to award
prizes, or credits, at a stipulated rate of total bets played, and prize expense is netled against total video
credits played. The Lottery recognizes as racetrack video lottery revenue “gross terminal income”
equivalent 1o all wagers, net of related prizes. Amounts required by statute {0 be paid 1o private and local
government entities are reported as commissions.

Racetrack video loftery lagisiation has established spacific requirements for racetrack video lottery
and imposed certain restrictions imiting the licensing for the operation of racetrack video [ottery games to
horse and dog racetracks in West Virginia, subject to local county elections permitting the same. The
legisiation further stipulates the distribution of revenues from racetrack video lottery games, and requires
any licensed racelrack to be responsible for acqguiring the necessary equipment and bearing the risk
associated with the costs of operaling and marketing the games.

Limited video lotlery is also a self-activaled video varsion of lottery games located in imited licensed
retailer areas restricted for adult amusement. The games allow a player to use currency to place bets for
the chance to receive free games or vouchers which may be redeemed for cash, The limited video lottery
games” prize structures are designed o award prizes, at a stipulated rate of total bets played, and prize
axpanse is netted aganst total video credits played. The Lottery recognizes as limited video lobery
revenue "gross terminal income™ equivalent to all wagers, net of related prizes. Amounts required by
statule to be paid to private entities are reported as commissions. Limited video lottery parmit holders are
statutorily responsible for acquiring equipment and bearing the risk associated with the costs of operating
the games.
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WEST VIRGINIA LOTTERY

NOTES TO FINAMCIAL STATEMENTS
{Continued)

2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Lottery Game Operations (Continued)

Table games legislation has established specific requirements for table games and imposed certain
restrictions limiting the licensing for operation of table games to horse and dog racetracks and a historic
resort in West Virginia, subject to local county elections permitting the same. Each location licensed as an
agent of the Commission lo operate West Virginia table games shall have written rules of play for each
table game it operates which must be approved by the Commission. All wagers and pay-offs of winning
wagers shall be made according to those rules of play. For the privilege of holding a table games license,
there is levied a privilege tax of thirty-five percent of each licensee's adjusted gross receipts from the
operation of Lottery table games which the Lottery records as revenue. Amounts requined by statute lo be
paid to private and local government entities are reported as commissions. The legislation further
stipulates the distribution of revenues from West Virginia table games, and requires any licensed location
to be responsible for acquiring the necessary equipment and bearing the risk associated with the costs of
operating and marketing the games.

Historic resort lottery gamas are a combination of self-activated video lottery games as wall as tabla
pames which are located at a licensed historic resort hotel as defined by the WV Code. Video lotteries at
the historic resort are board-operated games that allow a player fo place bets for the chance to be
awarded credits which can either be redeemed for cash or be replayed as additional bets. The video
lottery games allow a player to use coins, currency, tokens, or tickets, 1o place bets for the chance o
receive coins, tokens, or ticket awards which may be redeemed for cash or used for replay in the games.

The historic resort video lottery games' prize structures are designed to award prizes, or credits, ata
stipulated rate of total bets played, and prize expense is netled against total video credits played. The
Lottery recognizes video lottery revenue consisting of "gross terminal income™ equivalent to all wagers, net
of related prizes; and historic resort table games revenue consisting of a privilege tax of thirty-five percant
of adjusted gross recaipts for the operation of table game as historic resort lottery revenues,

Amounts required by statute to be paid to the private and local government entities are reported as
commissions. The Lottery Act as amended has established specific requirements for historic resort video
and table games lotteries and imposed certain restrictions limiting the licensing for operation of historic
resor lottery games in West Virginia, subject to local county elections permitting the same. The legiskation
further stipulates the distribution of revenues from historic resort lottery games, and requires the licensed
historic resort to be responsible for acquining the necessary equipment and bearing the risk associated
with the costs of operating and marketing the games.

Cash and Cash Equivalents

Cash and cash equivalents consist primarily of deposits on hand with the State Treasurer of West
Virginia and interest-earning deposits in State investments pools maintained by the West Virginia Board of
Treasury Investiments (BTI). The West Virginia Money Market Pool is camied at amorized cost and the
West Virginia Short Term Bond Pool is carried at fair value.

Inven

Inventory consists of instant game tickets available for sale to approved Lottery retailers and are
carried at cost as determined by the specific identification method.

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
(Continued)

2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Other Assets

Other assels consist of deposils restricted for paymant of certain Mulli-Slate Lollery Association
activities and prepaid expenses.

Capital Assets

The Lottery has adopted a policy of capitalizing assets with individual amounts exceeding $25,000
and a useful life greater than one year. These assels include a building, leasehold improvements, and
purchased equipment comprised principally of technology property, office furnishings and equipment
necessary to administer lottery games, and are camried at cost. Deprediation is computed by the straight-
line method over the estimated economic useful lives of the assets, which are as follows:

Building 40 years
Leasehold improvemenis 5 years
Equiprmeant 3-5 yaars

The Lottery leases, under a cancelable operaling lease, vanous office spaces for field operations. The
Lottery also leases various office equipment under agreements considered to be cancelable operating
leases.

Accrued Employee Benelits

Employees fully vest in all eamed but unused annual leave. In accordance with State personnel
policies, employees hired prior to July 1, 2001, vest in unused sick leave only upon retirement, at which
time such unused leave can be converted into post-retirement health care coverage or additional periods
of credited senvice for purposes of determining rétirement benefits. To the extent that eligible conversion
benefits are determined, a liability has been accrued as a result of the Lottery's participation in the State’s
post-employment benefits plan, in accordance with GAAP. The Lottery accrues a llability for estimated
liabilities that may arise in connection with compensated absences at the current rate of employea pay.
The Lottery's annual leave transactions for years ending June 30, 2017 and June 30, 2016 are as follows
{in thousands):

Year Ending June 30

2017 2016
Beginning estimated liabilities s 570 § 564
Leave expenses incurred 574 570
Leave expanses pabd 570 564
Ending estimated liabilities & 574 & 570

Liabilities estimated to be paid in one year

34 §_ 500
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WEST VIRGINIA LOTTERY

MNOTES TO FINAMCIAL STATEMENTS
(Continued)

2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fensions

For purposes of measuring the net pension liability, deferred outfiows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary net position
of the Public Employees Retirement System (PERS) and additions to/deductions from PERS's fiduciary
net position have been determined on the same basis as they are reported by PERS. For this purpose,
benefit payments (including refunds of employee contributions) are recognized when due and payable in
accordance with the benefit terms. Investments of the PERS are reported at fair value.

Deferred outfllows of resources represents a consumption of net position that applies to future periods
and 50 will not be recognized as an outflow of resources (expense) until that ime. Currently the Lottery
has recognized deferred outflows of resources related to pensions (See Note 11). Deferred inflows of
resources represents an acquisition of net position that applies to future periods and s0 will not be
recognized as an inflow of resources (revenue) until that time. Currently the Lottery has recognized
deferred inflows of resources related to pensions (See Note 11).

Net Position

Met position is presented as either unrestricted, restricted by enabling legiskation for capital project, or
as net investment in capital assets which represents the net book value of all property and equipment of
the Lottery. When an expense is incurred for purposes for which both restricted and unrestricted net
position is available, restricied resources are applied first.

Operating Revenues and Expenses

Operating revenues and expenses for proprietary funds such as the Lottery are revenues and
expenses that result from providing services and producing and delivering goods andfor services.
Operating revenues for the Lottery are derived from providing various types of lottery games. Operating
gxpenses include commissions, prize costs, other direct costs of providing lottery games, and
administrative expensas. All revenues and expenses not meeting this definiion are reported as
nonoperating revenues and expenses,

iging and P i}

The Lottery expenses the costs of adverising and promotions as they are incurred.

3 - CASH AND CASH EQUIVALENTS

At June 30, 2017 and 2016, the carrying amounts of deposits with financial institutions were $468
thousand and $1,430 thousand, respectively, with bank balances of $553 and $1.445 thousand,
respactively. Deposits up o $250 thousand are insured by the Federal Depository Insurance Corporation.
Any balances over the insured amount are collateralized with securities held by the State of West
Virginia's agent in the State’s name.

At June 30, 2017 and 2016, the carrying amounts of deposits with financial institutions, the Stale
Treasurer, and the West Virginia Boand of Treasury Investments (BTI) were as follows (in thousands):

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
(Continuad)

4 - CASH AND CASH EQUIVALENTS (Continued)

2017 2016
Deposits with financial institutions 5 468 % 1,430
Cash on hand at the Treasurer's Office 17,238 7,386
Investments with BTI reported as cash eguivalents 138 843 157 BOS

156550 & 166621

The State Treasurer has statutory responsibility for the daily cash management activities of the State's
agencies, depantments, boards and commissions and ransfers funds to the BTI for investment in
accordance with Wast Virginia statutes, policies set by the BT1 and by provisions of bond indentures and
trust agreements when applicable.

The Lottery's cash balances are invested by the BTI in the BTI's West Virginia Money Market Pool
and the BTI's West Virginia Short Term Bond Pool. Investment income is pro-rated 1o the Lottery at rates
specified by the BTl based on the balance of the deposits maintained in relation to the tolal deposits of all
state agencies participating in the pool. Investments in the West Virginia Money Market Pool are available
to the Lottery with ovemight notice. Investments in the West Virginia Short Term Bond Pool are available
to the Lottery on the first day of each month.

Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill
its obligations.

The West Virginia Money Market Pool has been rated AAAm by Standard & Poor's. A fund rated
"AAAM™ has extremely strong capacity to maintain principal stability and to limit exposure 1o principal
losses due to credit, market, andlor liquidity risks. “AAAmM” is the highest principal stability fund rating
assigned by Standard & Poor's. Meither the BTI itself nor the West Virginia Short Term Bond Pool has
been rated for credit risk by any organization.

The BTI limits the exposure to credit risk in the West Virginia Money Market Pool by requiring all
corporate bonds to be rated A+ by Standard & Poor's (or its equivalent) or higher, Commercial paper
must be rated at least A-1 by Standard & Poor's and P-1 by Moody’s. The pool must have at least 15% of
its assets in United States Treasury obligations or cbligations guaranteed as to repayment of interest and
principal by the United States of America.

The following table provides information on the credit ratings of the WV Money Market Pools
investments (in thousands):

Credit Rating
Carmying Percent of
Security Type Moody's  3&P Value Pool
Assets
Commercial paper P-1 A1+  § 358377 20.10%
P-1 A1 T06,150 39.60
Corporate bonds and notes Aal AA- 6.285 0.35
A A 3,200 0.18
U.S. Treasury notas Aaa AA+ 97,823 5.49
U.5. Treasury bills * P-1 Pk 89,537 3.82
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WEST VIRGINIA LOTTERY

NOTES TO FINAMNCIAL STATEMENTS
(Continued)

3 - CASH AND CASH EQUIVALENTS (Continued)

Credit Rating
Carrying Percent of
Security Type Moody's S&P Value Pool

Assets
Megotiable cerificates of deposit P-1 A=+ 174,000 876
P-1 A1 156,476 8.78
Money market funds Aaa ABAM 100,005 561

Repurchase agreements (underlying securities):
LS. Treasury notes * P-1 A1 50,000 280
LS. Treasury noles * MR A1 E0.800 +41

$1,782,953 100.00%

* L&, Treasury issues are explicitly guaranieed by the United States government and are not subject to credit risk,

The BTI limils the exposure to credit risk in the West Virginia Short Term Bond Pool by requiring all
corporate bonds to be rated BEBE- or higher by Standard & Poor's (or its equivalent). Commercial paper
must be rated at least A-1 by Standard & Poor's and P-1 by Moody's. Morgage-backed and asset-
backed securities must be rated AAA by Standard & Poor's and Aaa by Moody's. The pool must have at
least 15% of its assets in United States Treasury obligations or obligations guaranteed as lo repayment of
interast and principal by the United States of America. The following table provides information on the
credit ratings of the WV Short Term Bond Pool's investments (in thousands):

Credit Rating
Carrying Percent of
Secunty Type Moody's S&P Value Pool Assets
Commercial paper P-1 A+ $ 9963 1.32%
P-1 A1 13,940 185
Corporate asset backed securities Aaa AAA 68,441 9.06
Aaa NR 79,853 10.58
NR AAA, 67,375 8.82
NR AS, 2,003 0.26
Corporate bonds and notes Aaa Abs 2935 0.39
Aaa Al+ 4,018 0.53
Aal Ab+ 5,027 067
Aa2 Al+ 4,038 0.53
AazZ Al 6,980 0.93
Aa2 Al 17,124 227
Aald Ah- 15,106 2.00
Aa2 A 4,011 0.53
Aad A+ 1,104 0.15
Al Al 16,588 2.20

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS

(Continued)

4 - CASH AND CASH EQUIVALENTS (Continued)

Credit Rating
Carrying Parcant of
Security Type Moody's S&P Value Pool Assels
Corporate bonds and notes (continued )
A At 19,078 253
Al A 6,355 0.84
Al A 7,276 0.96
AZ A 2616 0.35
A2 A 25,032 332
A2 A- 10,0789 1.33
A3 A 10,747 1.42
A3 A= 30,242 4.01
A3 BEB+ 20,183 2.67
Baa1 A 1,501 0.20
Baal A- 11,991 1.59
Baa1 BEBE+ 47,302 6.28
Baa1 BEE 8,485 1.12
Baa2 A- 1,018 0.13
BaaZ2 BEE 28,770 a8
BaaZ2 BEB- 3,000 0.40
Baa2 NR 2,000 0.26
Baa2 BBB+ 10,268 1.36
Baa3l BEE 15,627 207
Baa3l BBEB- 7,166 095
Bai BEB 2,005 0.27
Ba1 BBB- 2,304 0
Ba2 BBB- 824 0.1
MR BEE+ 263T 0.35
NR BBE- 1,990 0.26
U.5, agancy morigage backed securities Aaa A+ 37,287 4.94
Corporate morigage backed securities Aaa ABA 4217 0.56
Aaa MR 17,281 229
U.5. Treasury notes * Aaa Ad+ 87,588 11.60
Money market funds Aaza AR T 11,4789 1.52
3 754,962 100.00%

MR = kot Raled

* WS apency mongage backed seourities ane explicitly guaramiesd by the United States govemnmen] and ase noll oorrsidered o have oedit sk,

Interest Rate Risk - Inlerest rate risk is the risk that changes in inferest rates will adversely affect the

fair value of an investment.

The owverall weighted average maturity of the investments of the West Virginia Money Market FPool
cannot exceed 60 days. Maximum maturity of individual securities cannot exceed 397 days from date of
purchase, except for government floating rate notes, which can be up to 762 days. The following table
provides information on the weighted average maturities for the various asset types in the West Virginia

Money Market Pool:
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3 - CASH AND CASH EQUIVALENTS (Continued)

Carmying Value WAM
Security Type {In Thousands)  {Days)
Repurchase agreements 5 110,800 3
U.&. Treasury notes 87,823 a4
U.5. Treasury bills 69 837 as
Commercial paper 1.084,527 36
Certificates of deposil 330,476 41
Corporate bonds and nofes 8,485 8
Maney market funds 100,005 3
-] 1,782,953

The weighted avarage maturity of the investmenis of tha Waest Virginia Money Market Poal as of June
30, 2017 is 36 days.

The overall effective duration of the investments of the West Virginia Short Term Bond Pool cannot
exceed 731 days. Maximum effective duration of individual securities cannot exceed 1,827 days (five
vears) from date of purchase. The following table provides information on the effective duration for the
various assef types in the West Virginia Short Term Bond Pool:

Effective
Carrying Value  Duration

Security Type {in Thousands)  (Days)
Corporate bonds and notes 5 355535 412
Corporate assel backed securities 217872 423
Commercial paper 23,903 113
U.5. Treasury bonds and notes 87 588 766
U.5. agency mortgage backed securities 37 287 148
Corporate morigage backed securities 21498 347
Money market funds 11,478 1

3 754,962

The effective duration of the investments In the West Virginia Short Temm Bend Pool as of June 30,
2017 is 426 days.

Concentration of credit risk — Concanlration of credit risk is the risk of loss afiributed to the
magnitude of an invesiment in a single corporate issuer. West Virginia statutes prohibit the West Virginia
Money Market Pool and West Virginia Short Term Bond Pool fram investing more than 5% of its assets in
securities issued by one corporate name or corporate issue, AtJuna 30, 2017, the pool did not have any
investments in any one private corporation or association that represented more than 5% of assals,

Custodial credit risk — The custodial credit risk for investments is the risk thal, in the event of the
failure of the counterparty o a fransaction, the Lottery will not be able to recover the value of the
investment or collateral securities that are in the possession of an outside party. Al June 30, 2017, neither
the West Virginia Money Market Pool nor West Virginia Short Term Bond Pool held securities that were
subject to custodial credit risk. Repurchase agreements are collateralized at 102%, and the collaleral is
held in the name of the BT,

WEST VIRGINIA LOTTERY

MOTES TO FINANCIAL STATEMENTS
(Continued)

3 -CASH AND CASH EQUIVALENTS (Continued)

Foreign currency risk — Foreign currency risk is the risk thet changes in exchange rates will affect
the fair value of an invesimant or a deposit. At June 30, 2017, neither the Wast Virgmia Money Market
Pood nor West Virginia Shod Term Bond Pogl held securities that were subject to foreign currency risk.

4 - CAPITAL ASSETS

A summary of capital asset activity is as follows (in thousands):

Historical Historical Historioal
coEl al Coxgl gt coal gl
Jurie 30, Juire 30, Juna 30,

2015 Additions Dalalions 2018 Addivons - Delefions 2017

Capial assets, nol depreciated

Conatrushon in progress 5 1080 35 T4 5 - & 1184 5 188 5 - % 1350

Land 1,434 - - 1,434 - - 1434
Capial assats baing depraciated

Building 38,084 8,123 - 46207 - - 48,207

Improvemants 280 - = 260 - (2e0) =

E quiprmant 6.895 = = 6,885 - (154} 6741

47T TE3 3 8187

5 55080 3 188 & (414} 5 S5732

Accumulated Accumudabed Accumilated
deprecialion depreciation depreciation
at June 30, at June 30, at June 30,
2015 Additons  Delebons priih -1 Addiicns  Dedstions 2017
Building § 3093 5 o™ s - & 4064 S$171983 5 - & 5247
Improiements 260 - - 260 - i(260) .
Equiprrent 8,847 115 - 8782 B8 (154) _ 6706
3 10000 510868 § - 3511088 S1281 S (414) § 11853

5 -PARTICIPATION IN THE MULTI-STATE LOTTERY

The Lottery s a mamber of the Mulli-State Lottery (MUSL), which oparales the semi-weekly
POWERBALL® jackpot lotto game, the HOT LOTTO™ game, and MEGA MILLIONSE jackpol game on
behalf of other participating lottarias. MUSL is currantly comprisad of 33 member state lottanes, ncluding
the District of Columbia and the United States Virgin Islands, MUSL is managed by a Board of Directors,
which is comprized of the loiery directors or thelr designee from each of the party states. The Board of
Direciors’ responsibilities 1o adminisier the Multi-State Lotlery POWERBALL®, HOT LOTTO™, and
MEGA MILLICNS® games are performed by advisory committees or panels staffed by officers and
independent contractors appodinied by the board, These officers and consultants serve at the pleasure of
the board and the board prescnbes their powers, duties and qualifications. The Execufive Commitiee
carries cul the budgeting and financing of MUSL, while the board contracts the annual independent audit,
A copy of the audit may be obtained by writing 1o the Multi-State Lottery Association, 4400 N.W.
Urbandale Drive, Urbandabs, lowa 50322,
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5 - PARTICIPATION IN THE MULTI-STATE LOTTERY (Continued)

Each MUSL member sells game lickets through its agents and makes weekly wire transfers lo the
MUSL in an amount equivalent to the 1otal prize pool less the amount of prizes won in each stale. Lesser
prizes are pald directly to the winners by each mamber lottery. The prize pool for POWERBALLE, HOT
LOTTO™, and MEGA MILLIONSE is 50% of each drawing period’s sales, with minimum jackpot levels.

Revenues derived from the Lottery's participation in the MUSL POWERBALL® jackpot game were
$34 514,013 and 546,553 453 for the years ended June 30, 2017 and 2016, respeciively, and related
prize costs were $17,258,816 and $23,293,171, respectively,

Revenues derived from the Lottery's participation in the HOT LOTTO™ game weare 34 848 437and
34,790,589 for the years anded June 30, 2017 and 2016, respactively, and related prize costs wera
52,424,609 and 52,396,142, respectively.

Revenues derived from the Lottery's participation in the MEGA MILLIONS® game ware 511,057 403
and $12,035.877 for the years ended June 30, 2017 and 2016, respectively, and related prize costs ware
$5,591,600 and 56,022,537, respectively.

MUSL places a percentage of game sales from each game in separate prize reserve funds that serve
as a contingency resarve lo protect the respective MUSL Product Groups from unforeseen prize labilties.
These funds can only be used at the discretion of the respective MUSL Product Group. Once the prize
resarve funds exceed the designated limit, the excess becomes part of that particular prize pool. Prize
reserve fund monies are refundable to MUSL Product Group members if the MUSL disbands or, afterone
year, if a member leaves the MUSL. The applicable sales percentage conftribution as well as the resenve
fund limit for the MUSL games is as follows {in thousands):

POWERBALL® HOTLOTTO™  MEGA MILLIONS®

Required Contribution (% of sales) 2% 3% 1%
Reserve Fund Cap 125,000 25.000 45,000
The Lotiery's share of the prize reserve fund balancas with MUSL as of June 30, wera as follows (in
thousands):
2017 2016
Total Tolal
Prize Reserve Lottery Share Prize Reserve Lottery Share

POWERBALL & L 1"rese s 1626 %5 111422 S 1.626
HOT LOTTO ™ 6.070 440 7470 497
MEGA MILLONS & 33,041 542 38 541 545

] 162003 S 2608 % 157,133 § 2,668

Lottery prize reserves held by the MUSL are invested according to a Trust agreement the Loltery has
with MUSL outlining invesiment policies. The policies restrict investments o direct obligations of the
United States Governmeant, perfected repurchase agreements, and obligations issued or guaranteed as to
payment of principal and interest by agencies or instrumentalities of the United States Government, and
mutual funds of approved investments, The average portfolio maturity is never more than one year,
excepl that up to one third of the portfolio may have an average maturity of up to two years. The maximum
maturity for any one security does not exceed five years.

WEST VIRGINIA LOTTERY
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5 - PARTICIPATION IN THE MULTI-STATE LOTTERY (Continued)

The interest eamed on prize reserve fund monies is used o pay MUSL operating expenses and any
amounis over and above the expenses are credited o an upreseved fund. The Loflery records this
interast when eamed. This fund had a balance of $15.316,619 and $16,250,687 at June 30, 2017 and
2018, of which the Loltery's share was $1,403,281 and 51,565,451, respectively.

6 - RACETRACK VIDEO LOTTERY

The racetrack video lottery legizlation stipulates the distribution of mcetrack video lotiery revenues.
This lagislation has been amended since inception (o restate revenue distribution based on revanue
benchmarks, Inilially, four percent (4%) of gross lamminal revenue is allocaled for lottery administrative
costs,  Filty-seven percent (57%) of net terminal revenue (gross less 4%) |s allocated in lieu of
commissions to: the racetracks (46.5%); other private entities associated with the racing industry (8.7%);
and the local county and municipal governments (2%). The remaining lorty-three percent {(43%) of nel
terminal revenue is allocated for distribution o the State as spacified in the Racelrack Video Lottery Act or
subsequent State budget, as described in Mote 10 tilled "Nonoperaling Distributions to the State of West
Virginda.”

The first benchmark cccurs when the current year net termminal revenue meeds the fiscal year 1998 net
terminal revenue, The counties and incorporated municipalities split 50050 the two parcent (2%) nel
terminal revenue.

The second benchmark occurs when the current year gross terminal ravenue meels the fiscal year
2001 gross terminal revenue. The four percent (4% ) is no longer allocated for lottery administralive cosls;
inslead the State receives this for distribution as specified by legislation or the State budget,

Tha final benchmark cccurs whan the cumant year nel ferminal revenue maeols tha fiscal yvear 2001
net terminal revanua. At this point a 10% surcharge is applied to net terminal revenua, with 62% of the
surcharge aliocated for distribution to the State as specified by legisiation or the State budged, and 38% of
the surcharge allocated to separale capilal reinvestment lunds for each llcensed racalrack.  Alter
deduction of the surcharge, 49% of the nel terminal revenue is allocated in lieu of commissions 1o; the
racelracks (42%); other private entities associated with the racing industry (5%); and the local county and
incomporated municipality governments (2%). The remaining nel terminal revenue (51%) is allocated for
distribution to the Slale as specified in the Racetrack Video Lotlery Acl or subsequent State budget, as
described in Note 10,

Amounts from the capital reinvestment fund may be distributed to each racetrack if qualifying
expendilures are mada within the statutory Limaframe; otherwise amounts accumulated in the fund revert
o the state excess lottery revenue fund. The Lottary, along with the Rhode Island and Delaware state
Iotteries, participate in Mulli-Jurisdictional Wide Area Progressive (MWAP) video games. This allows
each of the lolteries to offer a higher progressive jackpot than they could generate alone. MUSL manages
the progressive games and charges each participant a MW AP contribution fee which is a percenlage of
the amount wagered, This fee was of 0.75% for years ended June 30, 2017 and June 30, 2016
respeciively.
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& - RACETRACK VIDEO LOTTERY (Continued)

A summary of racetrack video lottery revenues for the years ended June 30, 2017 and 2018, follows
(in thousands);

2017 2016
Total credits (bets) played $ 5799475 $ 5.965083
Credits (prizes) won (5,203.814) {5,350,676)
Fromotional crediis played {74,278) (76,444)
MWAP Contributions (85) (234)
Gross terminal income 521,318 537,729
Adminisirative costs (14,765} (14.9089)
MNet terminal income 206,553 522,820
Commissions (268177} {275 4956)

Racetrack video loflery revenuas

available for distribution i 238378 § 247324

A summary of racetrack video lottery revenues paid or accrued for certain State funds 1o conform with the
lagisiation follows (in thousands):

2017 2018
State Lottery Fund ] 107818 3 108,547
State Excess Loltery Revenue Fund 125,225 132,941

Capital Reinvestment Fund 8332 5,836

Total nonoperating distributions 238376 §___247.324

On March 12, 2011, the Lagislature passad Senate Bill 550 which provides for the creation of the
Racetrack Modemization Fund. The Modemization Fund is available to reimburse the licensed tracks $1
for every $2 spent on the costs of facility modermization. For the years ended June 30, 2015 through June
30, 2020, the Lottery is 1o transfer up o 38 million from racetrack administrative surplus funds to the
Modemization Fund, which is allocated to each track on a pro rata basis according to their adminisirative
contribution for the fiscal year. For each of the years ended June 30, 2017 and 2018, the Lottery
transferred $4.5 million to the Racetrack Modemization Fund.

7 - LIMITED VIDEO LOTTERY

The limited video lottery legisiation established specific requirements imposing certain restrictions
limiting the licensing for the operalion of imiled video lotiery games to 9,000 terminals placed in licensed
retailers. These licensed retailers must hold a qualifying permit for the sale and consumption on premises
of aleohol or non-intoxicating beer. The Lottery has been charged with the administration, monitoring and
ragulation of these machines. The legistation further stipulates the distribution of revenues from limited
gross terminal income be deposited into the state lottery fund for administrative costs. Then, the slate
share percentage of gross profit is 1o be transferred to the State Excess Lottery Revenue Fund. Such
percentage is between 30 and 50 percent and is subject to change on a quarerly basis. Two percent is
distributed to counties and incorporated municipalities in the manner prescribed by the statute. The
ramaining amount of gross profit is paid to retailers andfor operators as prescribed in the Act and is
recorded as limited video lollery commissions in the financial stalements. Municipal and county
distributions are accounted for as nonoperating expenses. A summary of imited video lottery revenues for
the years ended June 30, 20117 and 20186 follows (in thousands ).

WEST VIRGINIA LOTTERY
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(Continued)
7 «LIMITED VIDEO LOTTERY (Continuad)
2017 2016
Total credits played $ 4250475 § 4,330,155
Credits (prizes) won (3,911,920} (3,978,341)
Gross terminal income 347,555 360,814
Administrative costs (6.951) (7.218)
Gross profit 340,604 353,508
Commissions (170,302) (176,789)

Distributions to municipalities and counties
Limited video lottery revenues
available for distribution

(6,812) (7.072)
$___ 163400 & ___169.727

& -TAELE GAMES

The passage of table games legisiation allowed local referendums in each of the four counties in
which a race track is localed to approve table games. All four counties have authorized lable games at

their respective tracks.

Table games include blackjack, roulette, craps, and various types of poker. The Lotiery receives a
privilege tax of 35% of adjusted gross receipts, from each licensed racetrack, which is deposited weekly
into the Lottery's racetrack table games fund.

From the gross amounts deposited into the table games fund, the Lottery, on a monthly basis retains
3% of the adjusted gross receipts for administrative expenses. From the administrative allowance, at least
3100,000 and not more than 3500000 annually will be transferred to the Lottery’s compulsive gambling
treatment fund.

The Lottery then transfars 2.25% of adjusted gross receipts from all thoroughbred and greyhound
racetracks participating in licensed table games to the special funds established by each thoroughbred
and greyhound racetrack table games licensee for the payment of regular racetrack purses 1o be divided
equally among each licensee. A transfer of 1.8% of the adjusted gross receipts is made from all licensed
racefracks to the thoroughbred development fund and the greyhound breeding development fund to be
divided pro rata among the development funds.

Transfers of 2% of the adjusted gross receipts are made from each licensed racetrack to the county
commissions of the counties where racetracks participating in licensed table games are located 1o be
divided pro rata among the counties. Transfers of 3% of the adjusted gross receipts are made from each
licensed racetrack to the governing bodies of municipalities within counties where racetracks panticipating
in licensed table games are located as prescribed by statute, A transfer of .5% of the adjusted gross
receipts to the goveming bodies of municipalities in which a racetrack table games licensee is located is to
be divided equally among the municipalities. The Lotery, in accordance with the enabling legislation, will
distribute the remaining amounis hereinafter referred to as the net amounts in the racetrack lable games
funds as follows:

« Atransfer of 4%, into a spacial fund to be astablished by the West Virginia Racing Commission to
be used for payment into the pension plan for all employees of each licensed racing association.

¢ Atransfer of 10%, lo be divided and paid in equal shares, to each county commission in the state
where table games are not located.

43



a4

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
{Continuad)

8 - TABLE GAMES (Continued)

« A transfer of 10%, to be divided and paid in equal shares, to the goveming bodies of each
municipality in the state where table games are not located,

+ A transfer of 76% to the Excess Lottery Fund.
The fable games adjusted gross receipts for the year ended June 30, 2017 and 2016 were

$111.308.255 and $124,415,228, respectively. A summary of table games revenues for the years ended
June 30, 2017 and 2016 follows (in thousands);

2017 2016
Table games privilege tax s 38858 3 43,545
Interest on table games fund 21 o
Administrative costs (3.338) {3,732
Tatal available for distribution 39,640 38 822
Less distributions:
Racetrack purse funds 2,504 2,799
Thomoughbred & greyvhound development funds 2,004 2,239
Racing commission pension plan 230 1,096
Municipaliies/counties 11,024 12319
Tutal distributions 16,512 18,453
Table games distribution to the state
Excess Lottery Fund i 18128 § 21,369

8 - HISTORIC RESORT HOTEL

The Historic Resor Hotel legislalion authonzes video lottery-and table games at a licensed historic
rasodt hotel which ks defined as “a resont hotel registered with the United States Department of the interior
as a national historic landmark in its National Registry of Historic Places having not fewer than five
hundred guest rooms under common ownership and having substantial recreational guest amenities in
addition to the gaming facility.”

Historic Resort Video Lottery

Historic Resort Hotal legislation, as amendead, dictates the distnbution of video lottery revenues, Thirty
three and a half percent (33.5%) of gross terminal income is allocated to Historic Resort Hotel Fund, two
and a half percent (2.5%) is allocated to the Stale Excess Lottery Revenue Fund, and sevenleen percent
(17%:) of gross terminal income is allocated to the Human Resource Benefit Fund. The remaining forty-
seven percent (47%) of gross terminal income is then subject to a ten percent (109%) surcharge which is
allocated to separate capital reinvestment funds for the licensed historic resort hotel. ARter deduction of
the surcharge, the remaining forty-two and three-tenths percent (42.3%) of gross terminal income is
retained by the historic resort hotel. A summary of historic resort hotel video lottery revenues for the years
ended June 30, 2017 and 2016 follows (in thousands):
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(Continuad)
8 - HISTORIC RESORT HOTEL (Continued)
2017 2016

Total credits played 5 68,721 5 B4 217
Credits (prizes) won [63.853) (58.842)
Promotional credits played (1,120} (868)
Gross terminal income 3,739 4 487
Capital reinvestment (176) (211)
Excess Lottery/Modemization (33} (40)
Hatel commissions {1,581} (1,898)

MNel terminal income b 1,949 ] 2.338
Histonic Resort Hotel Fund 5 1.314 3 1.575
Human Resource Benafit Fund B35 763

Total -1 1.942 3§ 2,338

Historic Resort Ta

Each historic resort hotel liceénsee is subject to a privilege tax of thirty five percent (35%) of adjusted
gross receipts, of which thirty percant {30%) is deposited directly into the Historic Resort Hotel Fund and
five percent (5%} is deposited directly into the Human Resource Benefit Fund. The historic resort hotel
table games adjusied gross receipis for the years ended June 30, 2017 and 2016 were 54,193,851 and

$5,312,081, respactively.

The following table shows the privilege tax and the accrued distributions (in thousands) for the years
ended June 30, 2017 and 2016:

2017 2016
Table games privilege tax ] 1468 3§ 1,859
Histonc Resort Hotel Fund 5 1,258 3 1,554
Human Resource Benafit Fund 210 265

Total distributions 51488 3 1850

Histaric Resort Hotel Fund

Historic Resort Hotel Fund deposits are allocated after a fifteen percent (15%) lottary administrative
cost. The remaining Historic Resort Hotel Fund net income (gross deposits less 15%) are distributed as
follows:
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Historic Resort Hotel Fund (Continwed) A summary of the required statutory and budgeted distributions to cerlain state agencies lo conform
with the varous legislation follows (in thousands),
+ 4% is paid to the county where the gaming facility is located; 2017 2016
+  2.5% is paid to the municipality where the gaming facility is located as prescribed by statute; Budgetary distributions:
* 2.5% is divided and paid in equal shares to the remaining municipalities in the county where Administralive Operations Account:
the gaming facility is located; General Purpose Account $ . 4,631
« 2.5% is divided and paid in equal shares, {o each county commission in the state where the
gaming facility is not located; Slala Lottery Fund:
s 25% is divided and paid in equal shares, to each municipality in the State not already Bureau of Senior Sarvices 59,139 60,027
receiving a distribution. Depariment of Education 18,006 17,953
s B6% is transfemed to the Excess Lottery Revenue Fund, Library Commission 11,429 11,421
Higher Education - Central Office TAST r.213
A summary of Historic Resort Hotel Fund revenues and related distributions is as follows (in Tourism 6,216 B.000
thousands) for the years ended June 30, 2017 and 2016: Matural Resouwrces 3,096 3,180
Division of Culture & History 4332 4,745
2017 2016 Department of Education & Arls 1.186 1.586
Ganeral Resarve Fund 13,700 -
Historic Resort Hotel video lottery 5 1314 % 1,575 Economic Development Authority 0,008 0,005
Historic Resort table games 1,258 1,504 School Building Autharity 18,000 18,000
Interest on Historic Resort Hotel Fund 2 - Community and Technical College 4 058 4 008
Historic Resort Hotel Fund deposits 2574 3,169 Tolal State Lottery Fund 157,257 156,129
Administrative costs (390} (481)
Historic Resort Hotel Fund net income § 2184 § __ 2688 65,000 B0 265
N . Education Improvemean! Fund 29,000 28,000
Municipalities/Counties 5 307 & are WV Infrastruciure Council Fund 26,000 36,000
Excess Lottery Revenue Fund — 187 2312 Higher Education Improvement Fund 15,000 15,000
, . Stale Park Improvement Fund 5,000 AR L)
Total distributions 2184 § 2,668 School Building Authority 18,992 18.992
Economic Developmant Fund 18,986 18,980
10 - NONOPERATING DISTRIBUTIONS TO THE STATE OF WEST VIRGINIA Refundable Credil - General Revenue Fund 10,000 10,000
Racing Commission 2,000 2,000
The Lottery periodically distributes surplus funds, exclusive of amounts derived from limited video WYV Department of Health and Human Resources 61,378 44 512
lottery and a portion of racetrack video lottery funds, to the State of West Virginia in accordance with the Ganeral Revenue Fund 12,800 -
current goveming legislation. For the years ended June 30, 2017 and 2016, the State Legislature Distributions to Statutory Funds and Purposes
budgeted $157,257 444 and $156,129,575 respectively of estimated profits of the Lottery for distributions Parking Garage Fund 754 755
to designated special revenue accounts of the State of West Virginia. With regard to the State Lottery Capited Dome and Improvements Fund 2,155 2.201
Fund, legislation stipulates that debt service payments be given a priority over all other transfers in Capitol Renovation and Improvements Fund 2,796 2,808
instances where estimated profits are not sufficient to provide for payment of all appropriated distributions. Davelopment Office Promotion Fund 1.525 1.531
Debt service payments of 51,800,000, 51,000,000, and $500,000 per month for the: first ten months of Research Challenge Fund 2,033 2,042
each fiscal year currently have such priority. Transfers made pursuant to the State Excess Lottery Tourism Promolion Fund 5,659 5,695
Revenue Fund have similar requirements; currently debt service payments are $5,900,000 per month for Cultural Facilities and Capitol Resources Fund 1434 1,500
the first ten months of each fiscal year, In addition, Legislation provides that, if in any month, there is a Worker's Compensalion Debt Reduction Fund 5,500 6,735
shortage of funds in the State Excess Lottery Revenue Fund to make debt service payments, the State Debl Reduction Fund 20,000 20,000
necessary amount shall be transfermed from the State Lottery Fund to cover such shorifall, after the State General Revenue Fund 1.514 1.815
Lottery Fund debt service payments have been made. Repayments to the State Lottery Fund are required Historic Resort Hotel Fund 34 14
to be made in subsequent months as funds become available, For the years ended June 30, 2017 and Racing Commission 4,066 4,084
2016, the Lottery made or accrued all budgeted distributions and accrued additional distributions from the Non-Governmenlal Budgeled Transfers 10,112 12,159
State Lottery Fund and State Excess Lottery Revenue Fund of $132,692,744 and $135.264, 932, Excess Lottery Surplus (General Fund) - 18,355
respectively. The Lottery does not have a legally adopted annual budget. Tolal Stale Excess Loltery Revenue Fund 321,738 328 452
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10 - NONOPERATING DISTRIBUTIONS TO THE STATE OF WEST VIRGINIA (Continued)
2017 2016
478,885 489,212
— B30 745

Total Required Stafutory and
Budgetary Distributions

Veterans Instant Ticket Fund

Total nonoperating distributions to the State of

Waest Virginia (cash basis) 479,625 488 957
Accrued nonoperating distributions,

beginning of year (135,2685) (123,920)
Accrued nonoperating distributions,

end of year 132,683 135,265
Total nonoperating distributions to the

State of West Virginia § 477053 § 501302

11 - RETIREMENT BENEFITS

All full-time Lottery employees are eligible and required to participate in the West Virginia Public
Employees’ Retirement System (PERS). The PERS is one of several plans administered by the West
Virginia Consolidated Public Retirement Board (CPRB). The CPRB issues a publicly available financial

report that includes financial statements for PERS that can be obtained at www wretirement.com.

Plan ipti
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11 - RETIREMENT BENEFITS (Continued)

Confributions

Per Chapter 5, Article 10, members hired prior to July 1, 2015 contribute 4.5% of annual eamings. All
members hired July 1, 2015 and later, will contribute 6% of annual eamings. State and non-state
govemmental employers’ contribution rates were 12.0%, 13.5% and 14.0% of covered employees’ annual
eamings for fiscal years ending June 30, 2017, 2018, and 2015, respeclively. Contribution rates for
members are established by statutes, subject to legislative limitations and are not actuanally determined.
Conftribution rates for employers are established by the Legislature. Although contributions are not
actuarially determined, acluarial valuations are performed to assist the legislature in eslablishing
appropriate contribution rates for employers. Contribulions to the pension plan from the Loitery were
$862.728, $979,596, and $1,039.330 for the year ended June 30, 2017, 2016 and 2015, respectively.

Pension Liabilities, Pension Expense, and Defarred Outflows of Resources and Deferred Inflows of
Resources Related o Pensions

Al June 30, 2017 and 2016, respectively, the Lottery reporied a lability of $4 800,254 and $3,044, 279
for its proportionate share of the net pension lability. The net pension liability reported at June 30, 2017
was measured as of June 30, 2018, and the tolal pension lability used o calculate the net pension liability
was detarmined by an actuarial valuation as of July 1, 2015, rofled forward to the measurament date of
June 30, 2018 using the actuarial assumplions and methods described in the Actuarfal Assumplions
section of this note, The Lottery's proportion of the net pension liability was based on the Lottery's share of
contributions to the pension plan relative to the contributions of all participating ptan employers for the year
ended June 30, 2018, At June 30, 2016, the Lottery's proportion was 0.52 percent, which is a decrease of
03 from its proportion as of June 30, 2015,

For the yvears ended June 30, 2017 and 2016, respectively, the Lottery recognized pension expense of
§765,956 and $360,666, At June 30, 2017, the Lottery reported deferred outflows of resources and

PERS iz a multiple emplover defined benefif cost sharing public employee retirement system covering
subsiantially all employees of the State and its component units, as well as employees of participating
non-Slate governmental entities who are not participants of another state or municipal retirament system.

FERS provides retirement benefits as well as death and disability benefits. Qualification for nommal
retirement is age 60 with five years of service or at least age 55 with age and service equal to 80 or
greater. For all employees hired after July 1, 2015, qualification for normal retirement is age 62 with 10
yvears of service or at least age 55 with age and service equal to 80 or greater. The straight-life annuity
retirement benefit is equivalent to 2% of average salary multiplied by years of service. Average salary is
the average of the three consecutive highest annual earnings out of the last fifteen years of eamings. For
all employees hired after July 1, 2015, average salary is the average of the five consecutive highest
annual earnings out of the last fifteen years of earmings. Terminated members with at least five years of
contributory service who do not withdraw their accumulated contributions may elect to receive their
retirement annuity baginning at age 62. For all employeas hired after July 1, 2015, this age increasas o
64,

Chapter 5, Article 10 of the West Virginia State Code assigns the authority to establish and amend the
provisions of the plan to the State Legislature.

defermed inflows of resources related to pensions from the following sources (in thousands):

n (13 I
Deferrad Defarred
Outflows of Inflows of
_Resources ~ _Resources
Met difference betwean projected and actual
eamings on pension plan investmenls 5 1508 % -
Differences between expected and actual experience 400 =
Differance in assumptions - 234
Changes in proportion and differences between
Lotiery confributions and proporiionate share of
confributions 23 133
Lottery contributions made subsequent to the
measurament date of Juna 30, 2018 BB3 -
Total 5 2195 % 367
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MNOTES TO FINANCIAL STATEMENTS

(Continuad)

11 - RETIREMENT BENEFITS (Continued)

June 30, 20186
Deferrad Deferred
Outflows of Inflows of
—Resources = _Resources
Met difference between projected and actual
eamings on pension plan investments -1 020 & 1,506
Differences between expected and actual experience B23 -
Difference in assumptions - 366
Changes in proportion and differences batweaan
Lottery contributions and proporionate share
of contributions 42 36
Lottery contributions made subsequent to the
mieasurement date of June 30, 2015 ara =
Total -] 2573 § 1,998

The $862,728 reported as deferred outflows of resources related to pensions resulting from Lottery
contributions subsequent to the measurement date will be recognized as a reduction of the net pension
liability in the year ended June 30, 2018. Other amounts reported as deferred outflows and inflows of
rasourcas related to pensions will ba racognized in pension axpansa as follows:

bl i} 1] .
2018 s 232
2019 218
2020 653
2021 462
Actuarial Assumptions

The total pension liability in the June 30, 2018 actuarial valuation was determined using the following
actuarial assumptions:

Inflation 3.0 percant
Salary increases 3.0 - 6.0 percent, average, including inflation
Invesiment rate of return 7.5 percent, net of pension plan investment expense

The total pension liability in the June 30, 2015 actuarial valuation was determined using the following
acluanal assumphons:

Inflation 1.9 percent
Salary increases 3.0 - 8.0 percent, average, including inflation
Investment rate of return 7.5 percent, net of pension plan investment expense

Mortality rates were based on 110% of the RP-2000 Non-Annuitant, Scale AA for healthy males,
101% of RP-2000 Mon-Annuitant Scale A& for healthy females, 86% of RP-2000 Disabled Annuitant,
Scale AA for disabled males, and 107% of RP-2000 Disabled Annuitant, Scale AA for disabled females.

The acluarial assumptlions used in the June 30, 2016 and 2015, valuation were based on the results
of an actuarial experience study for the period July 1, 2009 through June 30, 2014.

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
(Continued)

11 - RETIREMENT BENEFITS (Continued)

The long-term expected rate of return on pension plan investments was determined using a building-
block method in which best-estimate ranges of expected future real rates of return (expected retums, net
of pension plan investment expense and inflation) are developed for each major asset class. Thasa
ranges are combined to produce the long-term expected rate of return by weighting the expected future
real rates of return by the target asset allocation percentage and by adding expected inflation. The target
allocation and best estimates of arithmetic real rates of return for @ach major assel class ane summarized
in the following tabla:

Weighted
Long-term Average
Expeciad Expected

Target Rate of Real Rate of
Assat Class Allocation Return Retum
US equity 27.5% 7.0% 1.92%
International equity 27.5% T.7% 2.12%
Core fixed income T.5% 2.7T% 0.20%
High yield fixed income T.5% 5.5% 0.41%
Real estate 10.0% T.0% 0.70%
Private equity 10.0%% 8.4% 0.94%
Hedge funds 10.0% 4. 7% 0.47%
Total 100.00% 6.7T6%
Inflation (CPI) 1.80%
B.66%

i nt

The discount rate used to measure the total pension liability was 7,5%. The projections of cash flows
used to determine the discount rates assumed that employer contributions will continua to follow the
current funding policies. Based on those assumptions, the fiduciary net position of the plan was projected
to be available to make all projected future benefit payments of current plan members. Therefore, the
long-term expected rates of return on pension plan investments were applied to all periods of projected
benefit payments to determine the total pansion liabilities of the plan. Although discount rates are subject
to change betwean measurameant dates, thers weara no changes in the currant pariod,

Regarding the sensitivity of the net pansion liability to changes in the discount rate, the following table
presents the Lottery’s proportionate share of the net pension iability calculated using the current discount
rate of 7.5% as well as what the Lottery's proportionate share of the net pension liability would be if it were
calculated using a discount rate that is one percentage point lower or one percentage point higher than
the cument rate (in thousands):

Met Pan bl
1% decreasa (8.5%) $ 8,689
Current discount rate (7.5%) s 4,800
1% increase (B.5%) ] 1,488
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12 - OTHER POSTEMPLOYMENT BENEFITS (OPEE)

Plan Description

The Lottery participates in the West Virginia Other Postemployment Benefits Plan (OPEB Plan) of
the West Virginia Retiree Health Benefit Trust Fund, a cost-sharing multiple-employer defined benefit
postemployment healthcare plan administered by the West Virginia Public Employees Insurance Agency
(WVPEIA). The OPEE Plan provides retiree post-employment health care benefits for participating state
and local government employers. The provisions of the Code of West Virginia, 1931, as amended (the
Code), assigns the authority to establish and amend benefit provisions io the WVPEIA board of trustees,
The WVPEIA issues a publicly available financial report that includes financial statements and required
supplementary information for the OPEB Plan. That report may be obtained by wriling to Public
Employees Insurance Agency, 801 57 Sireet, S.E., Suite 2, Charleston, West Vinginia, 25304-2345, or
by calling 1-888-680-7342,

Eunding Poli

The Code requires the OPEB Plan bill the participating employers 100% of the annual required
contribution (ARC), an amount acluanally determined in accordance with the parameters of GAAP. The
ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover normal cost
each year and amortize any unfunded actuarial liabilities (or funding excess) of the plan over a period not
to exceed thity years. State of West Virginia plan employers are billed per active health policy per
it

The ARC rate is $357 and $429 per employee per month for the years ending June 30, 2017 and
20186, respectively. The Lottery's ARC was $505,570, $643 693, and $600,469 and the Lottery has paid
premiums of $288 842, $284 421, and $287,8681, which represent 57.2%, 44.2%, and 47.9% of the ARC,
respectively, for the years ending June 30, 2017, 2016, and 2015. Asof June 30, 2017, 2018, and 2015,
the Lottery has recorded a liability of $5,206,989, $4,990,361, and $4,631,089, respectively, for OPEB.

13 - LEASING ACTIVITY

The Lottery leases, under cancelable operating leasas, vanous office spaces for field operations. The
Lottery also leases various office equipment under agreements considered to be cancelable operating
leases. Rental expense for the fiscal years ended June 30, 2017 and 2016 approximated $394,515 and
$424 517 respectively.

The Lottery is a lessor of certain office space under the terms of cancellable operating leases o
various tenants. Rental revenues for the years ended June 30, 2017 and 2016 were 51,004,828 and
$593,960, respectively.

WEST VIRGINIA LOTTERY

NOTES TO FINANCIAL STATEMENTS
(Continued)

14 - COMMITMENTS

The Lottery Commission has designated unexpended administrative funds from various fiscal years
for the acquisiion of capital assets. As of June 30, 2017 and 2016, 59,460,433 and 39,655,847,
respectively, are included in unrestricted net position for this purpose.

16 - RISK MANAGEMENT

The Lottery is exposed to various risks of loss relaled to lons; theft of, or damagea 1o, and déestruchon
of assets; emors and omissions, injuries to employees; and natural disasters. The Lottery participates in
several sk management programs administerad by the State of West Virginia and other providers. Each
of the state administerad risk pools have issued separate audited financial reports on their oparations.
Those reports include the required supplementary information regarding the reconciliation of claims
liabilities by type of contract and ten-year claim development information. Complete financial statements
of the individual risk poals can be obtained directly from their respective administrative offices.

Public Employees’ Insurance Agency (PEIA)

The Lottery participates in the Public Employees Insurance Agency (PEIA} which provides an
employes benafil insurance program to employees. PEIA was astablished by the State of West Virginia
for State agencies, institutions of higher education, Boards of Education and component units of the State.
In addition, local governmental entities and certain charitable and public service organizations may
request to be covered by PEIA. PEIA provides a base employes benefit insurance program which includes
hospital, surgical, major medical, prescription drug and basic life and accidental death. Underwriting and
rate setting policies are established by PELA. The cost of all coverage, as determined by PEIA shall ba
paid by the participants. Premiums are established by PEIWA and are paid monthly, and are dependeant
upon, among other things, coverage required, number of dependeants, stale vs. non state employees and
active employees vs. refired employees and kavel of compensation. Coverage under these programs s
limited to $1 million for lfetime for health and 510,000 of life insurance coverage.

The PEIA risk pool retains all risks for the health and prescription features. of its indemnity plan. PEIA
has fully transferred the nisks of coverage of the Managed Care Organization (MCO) Plan to the plan
provider, and has transfermed the risks of the life insurance coverage fo a third party insurer. PEIA
presently charges equivalent premiums for paricipants in either the indemnity ptan or the MCO Plan,
Altogether, PEIA insures approximately 205,000 individuals, including paricipants and dependents.

The Lottery participates in the West Virginia Board of Risk and Insurance Management (BRIM), a nsk
pool currently operating as a risk management and insurance program for all State agencies, componant
units, and other local governmental agencies who wish to participate. The Lotiery pays an annual
premium to BRIM for its general insurance coverage. Underwriing and rate setfing policies are
established by BRIM. The cosi of all coverage as determined by BRIM shall be paid by the participants.
The BREIM risk pool retains the risk of the first $1 million per property event and purchases excess
insurance on losses above that level. Excess coverage through an oulside insurer under this program is
limited to 5200 million per event, subject 1o limits on cerain property. BRIM has 1 million peroccurrence:
coverage maximum on -all third-party llability claims, During the vear ended Jupe 30, 2017, no changes in
coverage were made and paid claims did not excesed coverage.

Workers Compensalion Insurance

The Lottery carmies workers compensation insurance coverage through a commercial insurance
camier. The commercial insurance camier is paid a monthiy rated premium o provide compensalion for
injuries sustained in the course of employment.
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16 - CONTINGENCIES

MWHMhmhﬂmthﬂaMMﬁMMEm rse of
conducting business. Although the outcome of thesa claims and hgalanﬂuuampfmmﬁr
indeterminable; it is the opinion of the Loltery's management, after a review of legal activities, that no
adjustments 1o the financial stalements are warranted and that any resolution of outslanding claims or
Hmsmm' to have a material adverse effect on the accompanying financial

17 - EFFECT OF NEW ACCOUNTING PRONOUNCEMENTS

mmmaummaﬂmumﬁmhmmmmummmﬂmm
benefit plans: Statement No. 75, Accounting and Financial Reporting for
mmﬂmaﬁmmmpﬂmwmmmgmmm
of GASB Statemenis No. 67, No. 68, and No. 7. The provisions of Statement Nos. 75 and 82 are effective
for periods beginning after June 15, 2017. Lottery management has nﬂdﬂtﬂmm the effect thase
stalements will have on its financial statements.

The GASB has also issued Statement No. 87, Leases, which improves accounting and financial
raporting for leases hﬂmrmmantﬂ This Statement increases the usefulness of government's financial
statements by requiring recognition of certain lease assets and Eabilities for leases that previously were
classified as operating leases and recognized as inflows of resources or outflows of resources based on

the payment provisions of the contract. It establishes a single model for lease accounting based on the
foundational principle that leases are financings of the right to use an underlying asset. Under this
Statement, a lessee is required to recognize a lease liabifity and an intangible right-to-use lease asset, and
a lessor is required to recognize a lease receivable and a deferred inflow of resources, thereby enhancing
the relevance and consistency of information about govermments' leasing activities. The provisions of this
Statement are effective for reporting periods beginning after December 15, 2019, Lottery management
has not determined the effect, if any, this statement will have on its financial statements.




West Virginia Lottery West Virginia Lottery

Schedule of the Proportionate Share of the Net Pension Liability Schedule of of Contributions to the PERS
(in thousands) (in thousands)

Public Employees Retirement System Plan

Years Ended Juna 30 Years Ended June 30
2M7 2016 2015 2017 2018 2015 2014 2013
Lotteny’s proportion (perceniage) of the net pension liability 0,52% 0,55% 0.55% Statutarly required contribistion % 863 § o800 % 1006 $ 1078 § 1,072
Contributions in relation to the statutonly
Lottery's proportionate shara of the nat pension lability - 4800 % 3044 3§ 2035 required contribution BE3 SE0 1.036 1.075 1072
Lottery's covered payrol 5 7259 % Ta21 § 7415 Gontribution deficiency (excess) 5 2 K - 3 -9 -5 -
Lattery’s proportionate share of the net pension Lability
percen of its covered payroll A 41, 44
e et Ll Y Al ane Loftery"s covarad payrall ¥ 7182 5 T.258 & F421 § T415 § T.658
- - Cantributione as o parcentasge of comensd-
Plan fiduciary net position as a percentage of the total
panelor: labilty fas e i oS armplayon payrod 12.00% 13.50% 14.00% 14.50% 14.00%

Mote: AN amounts presented are as of the measurernent dabe,
which is one year prior to the fiscal year end dale.

See Independent Audilors Report and accompanying Notes o Required Supplementary Information, See Independent Auditor's Report and accompanying Notes to Requsred Supplementary Infarmation
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West Virginia Lottery

Notes to Required Supplementary Information

1-TREND INFORMATION PRESENTED

The accompanying schedules of the Lotiery’s proportionate share of the net pension liability and

confributions to PERS are required supplemeantary information to be presented for 10 years. However,
until & full 10 year trend is compiled, information is presented in the schedules for those years for which
information is available.

2 - PLAN AMENDMENT

The PERS was amended to make changes which apply to new employees hired July 1, 2015 and

later, as follows:

For employees hired pricrto July 1, 2015, gualification for normal retirement is age 60 with five years
of service or at least age 55 with age and service equal to 80 or greater. For employees hired July 1,
2015 and later, qualification for normal retirement is 62 with 10 years of service or at least age 55 with
age and service equal o 80 or greater.

The straight life annuity retirement benefit is equivalent to 2% of average salary multiplied by years of
service, For employees hired prior to July 1, 2015, average salary is the average of the threa
consecutive highest annual earnings out of the last fifteen years of eamings. For all employesas hired
July 1, 2015 and later, average salary is the average of the five conseculive highest annual eamings
out of the last filteen years of eamings.

For emplovess hired prior to July 1, 2015, terminated members with at least five years of contributory
sanvice who do not withdraw their accumulated contributions may elect to receive their retirement
annuity beginning at age 62. For all employees hired July 1, 2015 and later, this age increases to 64.

For all employees hired prior to July 1, 2015, employees are required to confribute 4 5% of annual
eamings. All employees hired July 1, 2015 and laler, are required to contribute 8% of annual eamings.

3 - ASSUMPTIONS

An expenence study, which was based on the years 2008 through 2014, was completed prior to the

2015 actuarial valuation. As a resull, several assumpticns were changed for the actuarial valuations as

follows:
016 and 2015 2014
Priziscled salary ncrosses:
State J0-46% 4. 2586.0%
Honstale 3, 35-8, 0% 4,256 0%
Enfiation rale 3.0% (2018), 1.0% (2015) 2%
Mortality rates: Heafthy mabes - 110% of RP- Healthy males - 1833 GAM

Withdrawal rates

2000 Mon-A&nnuitant. Scabe Ad
Heaktry famales = 101% of RP-
2000 MoreAnnuitan!, Socahs AR
Disabled malkes - §6% of RP-2000
Cisabled Annuilant, Scale A4
Disabled females -107% of RP-2000
Disabled Annuitanl, Scalia A5

Healthy females - 1671 GAM

Disabled males - 1871 GoM

Dizabled femalas - Revenue
nuling 98-

State 1.7535.1% 1-26%
Non-state 2.35,8% 2-31.2%
Desatrlity rabes 0- 675% 0. 8%
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This section of the West Virginia Lottery’s comprehensive annual financial report depicts charts and graphs to aid in
understanding the information presented in the financial statements and note disclosures about the Lottery’s overall
financial health.

FINANCIAL TRENDS/REVENUE CAPACITY

The accompanying schedules, depicting financial and revenue trends, contain information to help the reader understand
how the financial performance and well-being have changed over time and how the Lottery assesses its most significant
revenue sources; traditional instant and on-line games, the video lottery segment and table games. The continued expansion
of venues that offer a variety of gaming options has sustained revenues for the Lottery.

DEMOGRAPHIC AND ECONOMIC INFORMATION

The accompanying schedules, depicting demographic and other economic relationships, offer indicators to help the reader
understand the environment within which the Lottery’s financial activities take place. Indexes such as player income
distribution, per capita income and competitive revenues generated by other lottery systems are relevant in assessing
the Lottery’s performance.

OPERATING INFORMATION

There are many factors that impact the level of demand for Lottery products. For our on-line games, the sizes of the
publicized jackpots drive the sales level. As an example, a Powerball® jackpot of $200 million will generate more sales
than a jackpot of $40 million. For our instant ticket games, the level of demand is impacted by many factors such as game
themes, play-styles, price points and prize payouts. Racetrack Video Lottery and Table Games sales are largely driven by

tourism. Weekends and holidays generate higher sales than weekdays. Limited Video Lottery sales are seasonally affected.
Cold months tend to generate higher sales than warmer months. In an effort to minimize the effect of these nuances, the
accompanying schedules contain information by year and game type to help the reader understand how the Lottery’s
financial performance and overall growth have trended.

Source: Unless otherwise noted, the information in these schedules is derived from the comprehensive financial reports or the audited
financial statements for the relevant year.
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West Virginia Lottery

Sales by Product and Other Revenues
Last Ten Fiscal Years

Instant

Powerball®

Hot Lotto Sizzler®

Daky 3

Daily 4

Cash 25

Travel Keno

Mega Millions®

Tatal On-line

Video (net of prizes)
Racetrack
Limited

Table Garmes [privilege tax)
Videa [net of prizes)
Table Games [privilege tax)
Tolal Historic Resort
Total Sales
Licenze Fagd
Mizcellaneous
Other Ciperating Income:
. rating ncome

 Total Revenues

$110.862,020

50.052429
4,021,347
0.124.536
4,622,396
5752037
9,603,208

587,176,053

SBO7,052,931
£411,587,201

515,877,334

$1,523,455,539
11,225,477
710,975

£11,936,952

5113,853,880

51,056,100
4,881,127
8,916,094
4,760,533
5,596,814
9,070,501

584,241,169

5B48,232,669
£412,488,946
534,215,101

$1,493,035,765
10,573,157
827,111
511,400,888
52,719,536

597482584

43,593 678
5447315
8,401,794
4,694,743
5.512.376
712,987
2678674

583,741,567

$745,208,159
5397,287,133
531,726,645
1,132 5002
L16466
51,649,368

$1,358,094,456

10,317,529
741,824
511,059,353

Expenses, Distributions and Net Income
Last Ten Fiscal Years

5350334

5115,697.423
35,669,004
5,831.270
8,621,978
4,967 805
5,440,930
6,423 516
10,915,389
$77.869,.892

§726,952,241
£387,544,342

468,153,589
4,092 891
2,138,796

$6,231 687
51,392,449,174
10,157 522
1,648,012

511,805,534
5297669

2008 2009 2010 011
Prizes (traditional) 5121,169,284 £119,449 497 $107 983,663 5120,706,835
Commissions
Instant 7762564 7,969,759 6823692 8,098,815
online 6,113,745 5,900,642 5.849.450 5,456,854
Racetrack A487,276,099 453,649,031 414,987,691 204,944 515
Limited 205,636,799 202,119,568 194,670,681 194,796,720
Table Games E,249,023 13,458,369 12,473,391 29,288,210
Historic Resort . . 846,922 3,126,210
Total Commissions 5713,038,230 £693,007,369 5635,651,827 $645,711,324
Administration (includes thcket costs) 533,478,401 535,215,252 536,493,179 540,838 831
Nonoperating Distributions
Municipalities and Counties £,067,110 8,084,783 7,786,828 7,791,869
Capital Reinvestment Fund 17,987,933 15,983,712 11,968,468 21,558,438
State of West Virginia 631,155,117 616,622,965 615,455,263 565,256,651
m... ............................................... |I- A o Ny -1;'_ ........ - i _‘m

$117,676,396
38,686,528
4,736,542
B,698,349
5,028,983
5,465,460
6,243,636
14,746,963
583,612,461

£764 898,326
S406,108,085
578,121,131
4,950,083
2,163,962
57,114,045
$1,457,530,444

71,847,082
1,504,260

$73,351,342

2012
£120,605,843

E,Z38,580
5,844,402
AZ4,0:48,550
198,992,951
33,570,927
3671152

5674,366,562

7.959,718
22,900,376
BE2, 982,476

58,826,225

5108,634,752
48,688,807
5,063,704
8,301,643
4,748,002
5,237,499
5,671,808
4,274, 409
586,985,878

SR55,6TE TED
399,223,893
570,258,634
4,737,669
2,858,962
57,596,631

'$1,328,376,550

9ETLOZY
1.9E8,230

E
5116,230,326

7,504,433
6,094,540
370,827,992
195,619,694
30,674,243
3,706,532
£E14,527 434
534,991,775

Al EIE

".’J. , 74,5

1,624,788
18,820,278
45,203,685

g — an

$105,561,992
39,490,758
5,310,353
8,269,965
4,905,892
5,191,451
5,049,843
14,850,257
583,068,549

S550,318 374
377,230,264
550,064,934
4,440,596
2,607,435
57,048,031
$1,214,284, 144
0,776,116
1,543,345
511,719,461

2014
5111,761,267

7,389,338
5819574
336,205,404
184,638,897
22,032,440
34564211
4559, 742475
$35,652,922

§707,156,5¢

5103,276,392
34,009,437
5,745,617
8,109,719
4,849,517
5,191,526
5,103,370
13.623,552
575,723,158

§557.802 B11
§373,220,741
546,928,173
4,070,270
1,982,451
$6,052,721
10,024,323
1,288,429
511312,752

2015
5106,475,947

7,229,348
5,371,955
S TTT.RIG
182,878,150
19,885,019
3,068,351

$505,210,692

5102, 541,884
6,553,463
4,790,589
8,176,541
4,904,381
5,062, 256
4,136,493
12,035877
$85,659,600

$537,729,110
5360,814,338
543,545,330
4,486,215
1,859,221
56,345,436

9,396,576
1131369

2016
$110,827 A7

7,177.932
6,001,020
275,496,153
176,799,014
18,453,051
3302272

5487 229442

594,368 751
34,514,013
4,848,437
8,144,181
4,796,895
4,938,032
3,811,709
11,057,403
572,110,670

£521,317 604
£347,555 459
$38,957,883
3,739,067
1467848
45,206,915

'$1,079,517,288

5,245,717
1,431,996

510,677,713

2017
598,186,374

6,605 813
5,043,296
68,177,388
170,302,163
16,512 3256
2,732,495

£465,373,411
531,589,554

6,812,087
7,467,510
477053471

$491,233,068
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West Virginia Lottery

Sales by Product Line
Last Ten Fiscal Years

(000’s)
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West Virginia Lottery

Sales by Product Line
Last Ten Fiscal Years
(000’s)
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Source: West Virginia Lottery

West Virginia Lottery

Total Revenue $13,349,144,256
Last Ten Fiscal Years

Limited Video
Racetrack Video = HL:“:!W
Lottery 883,062,402
$6,847 688,987 28.09%

51.30% e

Table Games

(privilege tax)
£478,261,760

3.68%
Moga Millions® ~ 11 ' ~ $47,244,834
0.6T% ”~ a 1 $1,069,956,074 [} ¢
““cash2s | || il | Total Other
Travel Keno ~  $53,388.381 | Powerball® $175,652,191
SE2 633171 0.40% i \ £431,364,247 1.228
0.4T% | | 3.23%
Daily 4 / ' !
$48,279, 567 | Het Lotto Sizzleriz  Nonoperating
0.36% Daily 3 $51,676,301 $26,109.011
$84,764,606 0.0% DL

0.63%

Source: West Virginia Lottery
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West Virginia Lottery West Virgnia Lottery

Daily Averages Expenses and Nonoperating Distributions
Last Ten Fiscal Years Last Ten Fiscal Years
PRIZES COMMISSIONS
Video Lottery (traditional) {includes video distribution)
Daily Average Revenue Per Terminal £140.000 i; 5800,000
S [ -2 . s700% |
5300 £100.000 SE00,000 |
$500,000 |
§250 - 580,000 f .
550,000 :;E |
52 :
4150 - 520,000 £100,000 [
i e S Y T N 0 F EF S
550
50
ADMINISTRATION DISTRIBUTIONS TO
o3 x E [includes ticket costs) MUMICIPALITIES AND COUMTIES
FYl S e 1T 50,000 $10,000
40,000 E : 48,000 { ;
BUMITED BRACETRACK
$30,000 56,000 |
410,000 F i L4 000 |
Traditional Lottery ; !
Daily Average Sales Per Retailer 510,000 000 | |
50 - '

! !
5250 /\ z;#q@qi&@“}q’:&qf}d“qﬁhé‘g@{k ﬁﬁﬁﬁ&*@ﬂﬁ‘ﬂ&“&‘

m /—\
w2350 DISTRIBUTIONS TO CAPITAL DISTRIBUTIONS TO THE
i REINVESTMENT FUND STATE OF WEST VIRGINIA
100 515000 $T00,000 |
550 $20,000 | SE00,000 |
* 3 - 500,000 I!
5 ' :
o -slu'm a SEN.EIII i'
1T o3 5300.000 |
A L —— | 100,000 l{
& A A
HINSTANT WON-LINE ﬂ# #‘& -:':"?' @-‘H#:}«:& &“"?-ﬁﬁﬁ*"" & «‘5‘? «ﬁ@ -2’:3 ﬂ"-"}ﬁ’-‘} -:"-*}#""E’:‘“FP-?-"’

Source: West Virginga Lottery
Source: ‘West Virginia Lottery
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West Virginia Lottery

Total Expenses and Nonoperating Distributions $13,336,204,398
Last Ten Fiscal Years

Distributions to

Administration Municipalities and
Counties
"nnludm“ ?ﬂl" $76,107,B26
$363,770,983 0.67%
Commissions 2 65%, | ‘
fincludes yidm nm{::m!l i
‘::ﬁﬂﬂ;gﬁ Rainvestmant Fund

44.98%

/ $162,245,794
1.14%

Distributions to the
State of West
Yirginia
$6,622,734,499
Prizes 42.18%,
{traditional)
$1,133,396,623
8.50%

source: West Virginia Lottery

West Virginia Lottery

Total Net Position
(in 000’s)
08 L0 010 2011 Fita ¥
Net Position
Restrictad by enabling legislation 58487 % GOATL § 8355 § 2019 % 1,690
et investment in capital assets 5,251 3,306 23,349 30,421 42,385
Unrestricted {deficit) 747 10,011 4,679 6,612 B,000
Tﬂ'l:llrle‘tp-n!.ll‘]nn Gl 85 5 B3 1BE: S 36,383 5 INOTE S5 51,975
4013 2014 2015 2016 2017
Net Position
Restricted by enabling legislation 1,640 5 1397 & 1,130 $ - 2 .
et Investment in capital assets 40,220 3B 745 37,763 dd 837d 43.779
Unrestricted (deficit) 13,006 14,878 15,263 7,498 9,240
Tatal net position S4866 5  S5020 & 54156 S 52372 5 53019

Spurce: West Virginia Lottery
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West Virginia Lottery

U.S. Lotteries Unaudited Sales for Fiscal Year 2016
Includes Video Lottery Terminal (VLT) Sales

West Virginia Lottery

U.S. Lotteries Unaudited Sales for Fiscal Year 2017
Includes Video Lottery Terminal (VLT) Sales

($ millions)

($ millions)

Sales Profit Population  Sales/Capi Sales Profit Population Sales/Capita
Arizona L£870.95 £205,69 B.E £128.08 Arizona $852.00 $198.17 6.9 $123.48
Arkansas LAnS B0 GRG.27 in C1GL87 Arkansas $449.14 $85.16 3.0 $149.71
Califarnia 55, 275.60 41 580,52 39.1 £160.50 California $6,233.47 $1,545.53 39.3 $158.61
Colorado 559441 514357 55 £108.07 Colorado $555.33 $133.47 5.5 $100.97
Connecticut £1,230.77 £339.80 1.6 G341.88 Connecticut $1,216.26 $332.30 3.6 $337.85
Delaware™ $631.78 $213.06 0.7 902,54 Delaware™’ $624.49 $205.67 0.7 $892.13
District of Columbia (2/30) 522816 553,17 [15.] 525351 District of Columbia (9/30) $218.72 $45.60 1.0 $218.72
Flarida L6,063.21 51, 700,00 203 5298.68 Florida $6,156.48 $1,656.35 20.6 $298.86
Georgla %4 55585 £1,087,57 10.2 S445.66 Georgia $4,528.95 $1,101.06 10.3 $439.70
idaha L236.08 549,50 1.7 L1887 Idaho $239.93 $48.50 1.7 $141.14
lllinols 52, 855,82 5694,389 129 5211.69 Illinois $2,846.17 $723.24 12.8 $222.36
indiana 51,207.61 S2E1.47 6.6 £182.97 Indiana $1,213.08 $288.04 6.6 $183.80
iowa L366.91 SEE.02 31 5118.36 lowa $352.24 $80.77 3.1 $113.63
Kansas £27203 L7821 18 £093.80 Kansas $258.03 $75.26 2.9 $88.98
Eentucky 2949737 L2253 04 4.4 S276.66 Kentucky $1,000.50 $248.57 4.4 $227.39
Louisiana SLO7.04 5177493 4.7 c107.88 Louisiana S454.97 $159.19 4.7 $96.80
bAAinEe SI7234 S57.58 13 £209.49 Maine $265.95 $58.66 1.3 $204.58
paryland - 53,049.52 $1,026.71 &0 $508.25 Maryland $3,352.49 $1,040.23 6.0 $558.75
pAasachusetty £5,222.06 20ED 4] &K 767,95 Massachusetts $5,084.78 $1,039.70 6.8 $747.76
Bdichigan (5/30) 53, 104.58 5869490 59 531358 Michigan (9/30) $3,329.80 $924.69 9.9 $336.34
Minnesata 5502.85 S144.68 55 1079 Minnesota $563.50 $139.16 5.5 $102.46
Blscourl 51,315.62 530258 6.1 %2215.68 Missouri $1,342.67 $291.58 6.1 $220.11
kontana 555,54 51289 1.0 559,94 Montana $52.71 $9.22 1.0 $52.71
Mebraska 517947 542,78 19 S04 46 Nebraska $173.82 $41.28 1.9 $91.48
Mew Hampshire 5303.34 575.18 1.3 5233.34 New Hampshire $299.15 $76.12 1.3 $230.12
Mew Jeriey £3 789 85 SOE7.00 9.0 §365,54 New Jersey $3,186.91 $994.00 8.9 $358.08
Mew Maoxico £154.35 546,30 21 573,50 New Mexico $126.04 $37.84 2.1 $60.02
Mew York (3/31)° £8,690.51 £3,301.78 19.8 548942 New York (3/31)" $9,675.72 $3,267.88 19.7 $491.15
Morth Carolina £2,383.56 563527 1800 £238.38 North Carolina $2,428.07 $624.51 10.1 $240.40
Marth Dakots A35.62 £10.32 0.8 544,53 North Dakota $27.62 $6.94 0.8 $34.53
Ohio £3,928.52 $1,116.11 116 5338.67 Ohio * $3,928.35 $1,043.72 11.6 $338.65
Oklahoma 418962 567,16 39 54867 Oklahoma $151.50 $53.81 3.9 $38.85
I:Z:u'eg:l;m1 51,229.50 5572.93 4.0 5307.37 Oregon1 $1,246.30 $662.43 4.1 $303.98
Penncylvanla 5413516 £1.121,32 128 SI73.06 Pennsylvania $4,001.04 $1,045.73 12.8 $312.58
Rhode tsland™" LE75.36 5369.76 11 GTH5. TR Rhode Island™? $872.38 $362.70 1.1 $793.07
South Caraling 51, 600,38 30891 440 532661 South Carolina $1,635.70 $410.53 5.0 $327.14
South Dakota' 476285 $117.65 05 §792.11 South Dakota® $261.70 $118.14 0.9 $290.78
Tennasses 51,626.95 £ 304,05 6,6 S246.51 Tennessee $1,611.90 $386.70 6.6 $244.23
Texas [B/31) £5.067.52 51,392.31 275 5164.27 Texas (8/31) $5,077.46 $1,333.97 27.9 $181.99
Vermont £124.26 516,41 0.6 £207.10 Vermont $122.38 $25.50 0.6 $203.96
WVirginia 52,006.90 558819 8.4 523893 Virginia $1,989.87 $558.31 8.4 $236.89
Washington £654 88 5175.52 7.2 556,51 Washington $673.33 $161.90 7.3 $92.24
West Virginia'® 51,136.64 549667 18 S6IL46 West Virginia™? $1,079.52 $480.43 1.8 $599.73
Wisconsin 62716 £158.45 5B £108.13 Wisconsin $602.77 $183.75 5.8 $103.93
Wiroming 533 39 s204 0.6 555,64 Wyoming $25.33 $2.72 0.6 $42.22
| Total $80,388.52 $22,309.02 306.9 $11,632.82

Yiraciudies Table Games [meet) 2017 data source: NASPL website: www.NASPL.org YIncludes net VLT sales (Cash in less cash out)

Note: All figures are preliminary

2036 dars source: HASPL website; wenw HASPL org

Tinehasied net Wi T sales [Cath bn best eavh ou) %Includes Table Games (net)



West Virginia Lottery West Virginia Lottery

U.S. Lotteries Unaudited Sales for Fiscal Year 2016 U.S. Lotteries Unaudited Sales for Fiscal Year 2017
Excludes Video Lottery Terminal (VLT) Sales and Table Games Excludes Video Lottery Terminal (VLT) Sales and Table Games
($ millions) ($ millions)

Instant Draw Sales

+13 Sales Sales Population Per Capita o ale Population Per Capita
Arizona SE70.2 £580.7 5279.5 6.8 512797 Arizona 5852.0 5632.8 52192 6.9 5173.48
Arkansas 5455 6 £360.0 $95.6 3.0 $151.87 Arkansas 5449.5 5368.5 581.0 3.0 $145.83
Callfornia £6,275.6 £4,351.8 £1,923.8 39.1 $160.50 Callfarnia $6,244.7 &4 587.2 £1,657.5 303 $158.90
Colorado §594.4 $395.2 5199.2 5.5 S108.07 Calorada £555.3 $380.2 £175.1 5.5 5100.96
Connecticut 51,230.8 57423 54885 a6 5341.89 Connecticut 51,2163 LriG 54957 ik 5337.86
D.C. 5228.6 S50.8 81778 0.7 5326.57 D.C. £218.6 $51.5 51671 0.7 $312.29
Delaware 5175.2 565.7 5109.5 o0s 515467 Delaware £169.8 $69.3 5100.5 1.0 5165.80
Florida 56,0624 53,9547 $2,107.7 203 S298.64 Flarida 56,1565 54, 24316 £1,912.9 20,6 4298 86
Geargia £4,555.9 £3,100.7 £1,455.2 10.2 5446 66 Georgia £4,528.9 53,117.2 51,411.7 10.3 $439,70
Idaho 5236.1 S129.0 5107.1 1.7 S138.88 idahao %2396 s13T.1 S102.5 1.7 S7140,94
IHnois $2,858.2 51,8118 $1,046.4 129 £221.57 Ilnais $2,844.0 $1,871.9 £872.1 12.8 $222.19
Indiana 51,2076 SBES.S 5337.7 6.6 S182.97 Indizna £1,202.6 58571 S305.5 E.6 sig2.1
lowa 5366.9 52317 5133.2 31 511835 lowa £352.3 5237.7 51146 3.1 $113.65
Kansas $287.4 5168.1 5119.3 29 599,10 Kansas £272.2 51643 5107.9 29 593,86
Kentucky 5997.3 55073 S400.0 g4 L2666 Kentucky 51,000.5 SE038 5396.7 4.4 512739
Louwidsiana 8507.0 52122 s2094.8 4.7 5107 87 Louislana £455.0 52063 52487 4.7 596,81
Maine 5272.8 5210.5 5623 13 5205 25 Maine 52704 5212.4 5580 13 5208.00
Maryland $1.898.6 $611.3 £1,287.3 6.0 $316.43 Maryland 51,923.2 S676.8 51,2464 6.0 $320.53
Massachusetts £5.196.3 £3,597.9 £1,598.4 6.8 $764,16 Massachusetts £5.077.8 53,518.6 $1,559.2 6.8 $746.74
Michigan 53,104.6 51,1368 %1.967.8 .4 L313.60 Kichigan 53.211.1 512822 51,9389 8.9 532536
Minnesota L5928 s394, 7 5198.2 55 L3107 .80 Minnesots L5635 S308.3 51652 5.5 L1023 45
Missouri £1.244.1 S835.6 5408.5 6.1 5203.95 Missouri £1,235.9 5869.5 5366.4 6.1 £202.561
Montana 559.1 5179 541.2 1.0 $59,10 Montana 552.7 £17.1 535.6 1.0 $52.70
Mebraska §179.6 557.4 £82.2 13 594,53 Mebraska £173.5 $101.3 5722 15 591,32
Mew Hampshire $301.9 S21E.1 SRiB 13 £232.33 New Hampshire $237.5 S2116 5739 13 527885
Mew Jersey 5329000 518434 51,4476 9.0 365,56 Mew Jersey 53.1B6.7 51,8396 51,347.1 B.a 5358 06
New Mexico 5154.3 4831 §71.2 21 S73.48 New Mexico 5126.0 5724 $53.6 21 560,00
New York $7,791.4 53,9267 £3.864.7 19.8 $393.51 New Yark $7.666.8 54, 058.6 £3,608.2 19.7 $389.18
Morth Carolina 52,3836 216175 5766.1 10.0 $218.36 Morth Carolina £2,428.1 51,6595.2 57329 10.1 £240.41
Harth Dakata §35.7 5357 [ 244 53 Narth Dakota 5276 8276 0.8 534,50
Ohia 53.0568.7 51,5604 51,496.3 118 S263.51 Ohio £2.0974 515263 51.471.1 116 525840
Oklahoma 51896 4TE.6 51110 39 548,62 Oklahoma £151.5 S68.0 5835 3.9 $38.85
Oregon $353.0 51316 $221.4 4.0 S8R 25 Oregon $332.2 5126.5 $205.7 4.1 81,02
Pennsylvania £4,135.2 52,792.7 £1,3425 12.8 $323.06 Pennsylvania 54.001.0 52,726.6 51,2744 12.8 £312.58
Rhode Island 5260.9 596.3 51645 11 £237.18 Rhode tsland £249.9 594,32 5155.7 11 $227.18
South Carolina £1,600.4 $1,137.8 $462.6 49 532661 south Carolina $1,635.7 $1,189.7 $446.0 5.0 $327.14
South Dakota 455.7 426.7 £29.0 0.9 561,89 South Dakota 5492 $26.1 $23.1 0.9 $54.67
Texas 55,0675 53, 715.8 £1,351.7 275 518427 Texas 55,000.2 53,9413 51,0589 27.9 $175.22
Vermont £124.3 553.2 £31.1 0.6 520717 Vermaont £122.4 556.3 526.1 0.6 £204,00
Virginia $2,006.9 51,100.6 5906.3 8.4 $238.92 Virginia £1,989.9 §1,117.7 $872.2 8.4 $236.89
Washington SR95.0 51539 52421 T2 9667 Washington LB72.2 L1723 5199.9 73 L0208
West Virginia 51882 5102.5 $85.7 18 5104 56 West Virginia 5165.5 594.4 | 1.8 $92.50
Wisconsin 5E27.2 53788 52484 5.8 G108 14 Wisconsin 5602.8 53848 52180 5.8 510393

Whyoming 5364 5369 0.6 LR1.50
Total ST1.B12.6 L4303 7 g 019,75

Wyoming §28.1 528.1 0.6 $46.83
J01E data source: La Flewr's Magarine ol 24, Moo 1 Septembern/Octoliber

tal 571.007.6 45 11

ST data source: La Flewr's MagatineNol 25, Moo 1 Seplember/Octobter 2007
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West Virginia Lottery West Virginia Lottery

Number of Employees State Demographics
FY2008  FY2009 FY2010 FY2011  FY2012 POPULATION
Executive 18 20 20 18 19
Finance & Administration 23 24 23 27 26 S.0%
Marketing 7 7 7 7 8 e
Video 27 27 29 30 il —_—
Security (traditional & video) 45 47 46 47 42 |
Table Games 39 47 51 59 69 o 1
Total 160 12 176 198 185 i |
4% F
Executive 19 20 20 19 20 e
Finance & Administration 25 25 22 23 22
Marketing 8 8 8 8 i
Video 31 29 30 31 29 04
Security (traditional & video) 40 41 g 38 39
Table Games 61 60 57 52 53
Total 184 183 175 171 171

Source: West Virginia Lottery

GROSS PERSOMNAL INCOME PER CAPITA PERSONAL INCOME
State Demographic and Economic Information .. 1 By
560,000 s 000 r
PERSONAL PER CAPITA == : : _
INCOME PERSONAL  UNEMPLOYMENT $50,000 |
POPULATION {in millions) INCOME RATE E — 835000 | | | |
2007 1,834,052 $53,779 £29,323 4.6% Eﬁam oo
2008 1,840,310 557,551 531,273 4.5% 515,000 F
2009 1,847,775 558,042 531,412 7.8% Eirocs 510000
2010 1,854,230 559,487 532,082 8.6% 510,000 £5,000 f
2011 1,854,972 563,068 $33,999 8.0% oo AW ISP TP N9 NP [P 159 55 159 - ¢ PN ISP I 55 5 D 55 159 B
2012 1,856,560 $64,624 534,808 7.4% PP ITIFTFTFT g
2013 1,853,231 564,207 534,646 6.7%
2014 1,848,514 566,047 535,730 6.6%
2015 1\.-341 053 SET 374 535 541 E.?HI Soapree: U8, Bureaw of Economic Analysls ard Bureaw of Labar Statiatics based on cabendar year.
2016 1,831,102 567,062 536,624 6.0%

Source: ULS, Bureau of Economic Analysis and Bureau of Labor Statistics based on calendar year,
Hote: 2017 Information is not available and therefore not presented,



Player and Population Demographics Player and Population Demographics
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oider

Education B —
L

50%
O
A0 B
0% 0%
200% 4%
0% Ay
SoiFcE; West Virginea Lothery Soufcer  WWest Virgini Lothery 0%
Segmentation Stucy, August 2015 o Segmentation Study, August 2015
REpass Inc. Fepass I 10
ACS Dermographic and Housing ACS Demographic and Housing 0%
2010 Census

2000 Census




80

Principal Employers

Current Year and Nine Years Ago

First Quarter 2017
- Number of Taotal
Local Government 73,451 11.21%
State Government 42,500 B6.32%
Federal Government 23,712 3.52%
1 WwU Medicine (formerly West Virginia United Health System) 14,000-16,999 2.30%
2 Wal-Mart Associates, Inc, 10,000-12,9%9 1.71%
3 Charleston Area Medical Center, Inc. 6,000-7,995 1.04%
4 FKroger 3,000-4,959 0.59%
| K] M!,rITan Pharmaceuticals, Inc. 3,000-4,999 0.59%
|6 Lowe's Home Centers, Inc. 1,000-2,999 0.30%
7 S5t. Mary's Medical Center, Inc, 1,000-2,999 0.20%
|18 Cabell Huntington Hospital, Inc. 1,000-2,999 0,303
e Wheeling Hospital, Inc. 1,000-2,999 0.30%
10 Res-Care Inc., 1,000-2,999 0.30%
Percentage of
Number of Total
Local Governmaent 74,344 10.48%
State Government 39,675 2.99%
Federal Government 22,520 3.17%
1 ‘wal-Mart Associates, Inc. 13,000-14,59595 1.97%
2 West Virginia Uiniversity Hospitaks,/United Hospitals 7.000-8.999 1.13%
3 Charleston Area Medical Center,; Inc. 2,000-6,9599 0.85%
4 Kroger 4,000-5,999 0, 710
|5 €5% /5% Hotels Inc. (The Greenbrier and Railroad) 1,000-2,999 0.28%
|6 American Electric Power 1,000-2.,999 0.28%
7 Eldercare Resources Corporation 1,000-2,999 0.28%
18 Lowe's Home Center, Inc. 1,000-2,999 0.28%
|9 st Mary's Hospital 1,000-2,999 0.28%
10 Consolidation Coal Company 1,000-2,999 0.28%

Source: WORKFORCE West Virginia, Research, Infformation and Analysis
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