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Iowa Lottery Administrative Expenses
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The U.S. Census Bureau recently issued a report which ranked Iowa 7 in percent of Lottery
revenues used for administrative expenses. This Issue Review examines Iowa Lottery
revenues and expenditures, with emphasis on administrative expenses.
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Iowa Lottery Division
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BACKGROUND
The Iowa Lottery was created by the 1985 General Assembly in HF 225 (Division I). The first
Lottery tickets were sold in October 1985. The Commissioner of the Iowa Lottery, The Iowa
Lottery Board, and the Iowa Lottery Division have substantial autonomy in creating and
marketing Lottery products. The purpose of the Iowa Lottery, as specified in Section
99E.9(1) is to “produce the maximum amount of net revenues for the State in a manner which
maintains the integrity of the State and the general welfare of the people.”
The U.S. Census Bureau annually reviews the revenues and expenditures of State lotteries.
The June 1996, issue of Census and You contained a table showing lottery revenues and
expenditures by state. Expenditures were divided into prizes, administration, and profit (See
Attachment A).
CURRENT SITUATION
The FY 1994 Iowa Lottery data presented by the U.S. Census Bureau is summarized in the
following table.
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Iowa Lottery FY 1994 Financial Information as Reported
by the U.S. Census Bureau
Amount

State Rank *

Revenues

$ 185,653,000

25

Prize Expense

$ 116,502,000

4

Administration

$ 21,929,000

7

Profit to State

$ 47,222,000

32

Population **

2,842,000

25

$ 65

28

Per Capita Revenue **

* Rank among 36 states with lotteries in 1994. Revenues, population, and
per capita lottery revenue are rankings based on a straight comparison to the
other states. Prize, administration, and profit are ranked as a percentage of
the State’s lottery revenues.
** 1995 population and per capita calculation added for reference.

The Census Bureau research did not include the sales tax collected or compensation for ticket
retailers in either the revenues or expenditures of the Iowa Lottery. The Bureau also appears to
have included interest to the Lottery Fund as a negative administrative expense. It is assumed
these adjustments are made to make the information comparable across state lotteries. Those
adjustments make a significant impact on both the reported revenue and expenditures of the Iowa
Lottery. Ignoring the State sales tax portion of a ticket price reduces Iowa sales $9.9 million, while
ignoring retailer compensation reduces Iowa sales and administrative expenses $11.4 million. The
Bureau’s report does not provide sufficient information to allow for comparisons across lotteries
when these items are included in revenues and expenditures. For this reason, the Census Bureau
information should be used for reference only. Additional research is needed to draw conclusions
relative to other state lotteries. The Bureau did not draw conclusions or provide analysis based
upon the information presented in the article.
The Iowa Lottery does provide sufficient information to the Lottery Board on a monthly basis to
allow percentage analysis of Iowa Lottery revenues and expenditures, both within and across fiscal
years.
Financial Operation of the Iowa Lottery
Each month the Iowa Lottery determines on a Generally Accepted Accounting Principle (GAAP)
basis the amount of funding available for transfer to other State funds as Lottery profits. The
calculation factors involved in determining the amount to be transferred include:
•

An amount equal to the Iowa sales tax is deducted from revenues and deposited in the State
General Fund.

•

Interest accrued to the Lottery Fund balance is added to revenues.

•

Prize expenses are deducted from revenues.
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•

Administrative expenses, including compensation for retailers and vendors, salaries, rent,
communications costs, advertising, ticket costs, etc., are deducted from revenues.

•

An amount equal to several accounting adjustments is “retained” by the fund as an ending
balance.

•

th
By the 20 of the following month, remaining revenue is transferred to the State as Lottery
profits.

Because of this calculation, increases or decreases in the first five items will impact the amount of
profit reported by the Iowa Lottery. The following table shows the dollar amount of revenue and
the dollar amount and percentage of expenditures for FY 1996 and FY 1986 through FY 1996. The
percentage is of total revenue, including interest. Total expense percentages do not equal 100.0%
due to changes in ending balances. Dollars are in millions, rows and columns may not add, due to
rounding.
Iowa Lottery Revenues and Expenditures
FY 1996 and Total FY 1986 Through FY 1996
FY 1986
Through
FY 1996

Percent
of Total
Revenue

Beginning Balance

$

Sales Revenues

1,789.9

190.0

9.2

0.8

1,799.1

190.8

Interest
Total Revenue

-0.2

FY 1996
$

Percent of
FY 96
Revenue

3.5

Prizes

963.8

53.6

102.8

53.9

Administration

321.0

17.8

36.8

19.3

76.3

4.2

9.0

4.7

434.4

24.1

42.4

22.2

Total Expense

1,795.5

99.7

191.0

100.1

Ending Balance

$

Sales Tax
Profit

3.3

$

3.3

Attachment B provides a time-series chart of the percentages of Lottery expenditures for each of
the four expenditure categories. Attachment C provides the annual information in dollars.
Administrative Expenses
The Administration and Regulation Subcommittee Appropriations Bill annually limits Lottery Division
FTE position usage and the amount of lottery revenue that can be expended “for salaries, support,
maintenance, (and for) miscellaneous purposes for the administration and operation of Lottery
games…” The limit for FY 1996 was contained in SF 484, Section 20. With salary adjustment, the
limit in FY 1996 was $7,475,683. However, the Lottery Division also expends money directly from
the Lottery Fund, and other administrative expenses are subtracted from Lottery revenues before
deposit in the Lottery Fund. Lottery monthly financial reporting combines these sources of
revenues and expenditures on a GAAP basis.

ISSUE REVIEW

4

September 13, 1996

The following chart shows administrative expenses by major line-item. The percentages shown are
of total administrative expenditures. Attachment D is a spreadsheet showing administrative
expenses, and Attachment E is a listing of Iowa Lottery positions.
FY 1996 Lottery Administrative Expenses
Total Administrative Expenses = $36.8 million

Communications
5.8%

Rentals
7.4%

Other Admin
5.8%

Advertising
15.4%

Personnel
12.4%
Retail Compensation
29.8%
Vendor Compensation
13.8%

Tickets
9.5%

ALTERNATIVES
Through the appropriations process, the Administration and Regulation Appropriations
Subcommittee could place restrictions on Lottery administrative expenses. The restriction could be
a maximum amount, a percentage of sales, percentage of expenditures, or percentage of profits.
BUDGET IMPACT
If reducing administrative costs does not reduce Lottery sales, then each dollar in reduced
administration would result in an additional dollar of Lottery profit. If sales were negatively
impacted by reduced administration, the positive impact on Lottery profits would be lower, perhaps
even negative.
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