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Governor Corbett is explorlng a private management agreement for the Pennsylvania Lottery to provide 
more reliable and predictable revenue to ensure the continued strength and viability of programs 
supportlng older Pennsylvanians. 

Challenges: Funding for programs to support older Pennsylvanians such as property tax and rent rebates; lowtost 
prescription drugs (PACE, PACENET and PACE-Plus Medicare); free transit and reduced-fare shared rides; long-term living 
services; and social, recreational and educational services provided by 52 area agencies on aging and hundreds of senior 
centers across Pennsylvania all depend on the financial performance of the Pennsylvania Lottery. 

Given increasing competition for the entertainment dollar and economic volatility, over the last five years, 
Lottery net profits have grown an average of just 0.3 percent per year, and annual growth rates have ranged 
from -2.2 percent to 4.9 percent. 

Lottery net revenue is projected to grow about 1 percent, on average, per year through fiscal year 2014-15, 
which is not likely to keep pace with cost increases and demand for current programs. 

Pennsylvania has one of the oldest populations in the U. S., with the population aged 65 and older projected to 
increase by over 50 percent by 2030. 

Concept: Explore a private management agreement for the operation of the Pennsylvania Lottery to presenre and 
sustain the established integrity, value and success of the Lottery while maximizing net revenue to support programs for 
older Pennsylvanians. 

A private operator would be held accountable for revenue growth targets as defined in a contract to increase 
Lottery net revenue and enhance programs. 

A private management agreement would minimize the risk of the Lottery missing its budget (as has occurred in 
recent years), negatively impacting programs. 

The agreement would establish a strategically important relationship that would enable Pennsylvania to benefit 
from lottery best practices and growth while transferring economic and operating risk to the private sector. 

The Commonwealth would retain ownershipof and actual control over the Lottery and all significant business 
decisions. 

Process: Any Lottery management procurement will be in accordance with the Commonwealth's Procurement Code 
and Handbook. This procurement would occur in phases, the first being the release of a Request for Qualifications (RFQ) 
to identify potential bidders. Once a pool of qualified bidders is established, the second phase would be a multi-step 
sealed bidding process known as an Invitation for Bid (IFB). The IFB process would include due diligence, which will 
enable the Commonwealth to assess the capabilities of prospective bidders as well as to develop a private management 
agreement that preserves and sustains the integrity, value, and success of the Lottery while maximizing revenues for the 
benefit of older Pennsylvanians. 

Qualified bidders would then be asked to offer priced bids based on the private management agreement. The 
Commonwealth may award the contract to the responsive bidder that proposes the highest responsible commitments 
for maximizing revenue for programs that support older Pennsylvanians. A multi-agency team of the Commonwealth, in 
consultation with financial and legal advisors, will explore the feasibility of a private management agreement for Lottery 
services and decide whether to proceed and select a private manager. 
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Why is Pennsylvania exploring private management of the Lottery? 

Recognizing that Pennsylvania's senior population is growing, the commonwealth is 
exploring options to  secure and enhance future Lottery funding for programs that 
serve older adults. These programs include propetty tax and rent rebates; low-cost 
prescription drugs (PACE, PACENET and PACE-Plus Medicare); free transit and 
reduced-fare shared rides; long-term living services; and social, recreational and 
educational services provided by 52 area agencies on aging and hundreds of senior 
centers. 

The Pennsylvania Lottery performs well, but its performance could be maximized 
through a Private Management Agreement (PMA). It would be structured to assure 
reliable and predictable future funding to support Lottery-funded senior programs. 

What would private management of the Lottery mean for senior services? 

A Lottery PMA would protect and grow future funding for senior programs by 
maximizing a growing, cash-flow annuity. 

From the 2007-2011 fiscal years, Lottery net profits grew an average of just 0.3 
percent per year. Such small and unpredictable growth - ranging from -2.2 percent 
to 4.9 percent per year - may not be able to support growing demand for Lottery- 
funded services driven by future senior population growth. Lottery net revenue is 
projected to grow about 1 percent, on average, per year through fiscal year 2014- 
15, which is not likely to keep pace with cost increases and demand for current 
programs. 

Today, Pennsylvania is home to nearly 2 million people over the age of 65, more 
than 300,000 of whom are 85 or older. By 2030, nearly a quarter of the state's 
population will be over age 65, and the 85-plus population is expected to grow by 
80,000 people. This means funding must grow to meet higher demand for services. 

Why is now the right time for Pennsylvania to explore this idea, and what 
are other states doing? 

Historically, states achieve higher PMA valuation bids when they are early to 
market. I n  January 2011, Illinois became the first U.S. state to  execute a Lottery 
PMA. Since implementation, the Illinois Lottery has reported fiscal year-to-date 
sales that are nearly 14 percent ahead of the previous year. 

Several other states are exploring such PMAs for their state lotteries, including 
Florida, Michigan, New Jersey, Ohio and Washington. For instance, New Jersey 
recently issued a Request for Information in December 2011 to seek 
recommendations for improving all aspects of the Lottery's operations. 



Does this mean the commonwealth is selling the lottery? 

No. Federal guidelines require the state to maintain ownership of the Lottery. A 
Private Manager would be responsible for the day-to-day operations of the Lottery 
during the term of the PMA, but  the commonwealth will retain full rights to conduct, 
control, inspect and audit the Lottery. 

Would there be any regulation of the private manager? 

Yes. The commonwealth would retain full rights to conduct, control, inspect and 
audit the Lottery under the PMA. The Private Manager would only be able to earn a 
"de minimus" incentive compensation. 

For how long would a PMA last? 

The commonwealth will determine the length of a PMA that will ensure optimal 
benefits to seniors. The precise term will be dictated by the levels of revenue 
assured through the PMA and other policy considerations. 

How will the commonwealth ensure that a Private Manager delivers what it 
promises? 

The PMA would be structured such that it guarantees a certain annual cash flow to 
the commonwealth. If there is any shortfall, the Private Manager will be responsible 
for providing "catch-up" payments to the commonwealth. 

What is the procurement process the Commonwealth will follow if a 
decision is made to contract with a private management firm? 

If a decision is made to engage a private manager for the Lottery, such services will 
be procured -- as all services are procured -- in accordance with the 
Commonwealth's Procurement Code and Handbook. 

The procurement will take place in phases, with the first phase being the release of 
a Request for Qualifications (RFQ), which will identify potential bidders to the 
Commonwealth. The RFQ will ask vendors to  answer questions relating to technical 
capability and suitability, financial capability, and social responsibility, which will 
enable the Commonwealth to  determine if they are qualified bidders. 

Once a pool of qualified bidders is established, the Commonwealth will engage in a 
multi-step sealed bidding process, also known as an Invitation for Bid (IFB). The 
first step of the IFB will include a due diligence process with each of these qualified 
bidders, which enables the Commonwealth to explore the various ways to maximize 
revenue; examine the business plans of each qualified bidder, their character, 
fitness and suitability for such a transaction; and develop a private management 
agreement that preserves and sustains the established integrity, value, and 



tremendous success of the Lottery while maximizing revenues for the benefit of 
senior programs and the older Pennsylvanians they serve. 

I f  it is determined a PMA. is in the best interest of the Lottery, prospective bidders 
would be invited to submit financial bids for a private management agreement 
developed during the first step of the IFB process and given the opportunity to 
provide the Commonwealth with a priced bid for these Lottery management 
services. 

At the conclusion of the process, the Commonwealth may award the contract to the 
qualified bidder that is responsive, conforms in all material respects to the 
requirements of the IF6 and proposes the highest responsible commitments for 
maximizing revenues to support senior programs. 

Who decides whether to enter into a private management agreement, and 
who decides which vendor is awarded the contract? 

The Commonwealth has assembled a team comprised of individuals from various 
agencies including the departments of Aging, Revenue and General Services, the 
Pennsylvania Lottery, the Governor's Budget Office, the Governor's Policy Office 
and the Governor's Office of General Counsel, to explore the feasibility of a Lottery 
PMA. 

To assist the Commonwealth in this process and because the complexities of such a 
transaction necessitate it, the Commonwealth has hired an independent financial 
advisory firm, Greenhill & Co., LLC, and a law firm, DLA Piper, which have 
experience and expertise with regard to such transactions. 

A decision whether to proceed with the transaction will be made by the 
Commonwealth team in consultation with its financial and legal advisors. Likewise, 
selection of the awardee will be made by the Commonwealth in consultation with its 
advisors. 

Are the Commonwealth's consultants and lawyers compensated if the 
transaction does not move forward? 

The Commonwealth has engaged financial and legal experts to work closely with 
the Commonwealth's multi-agency team on this proposed transaction. The 
Commonwealth's team of in-house attorneys is working closely with outside counsel 
to limit the legal costs associated with the proposed transaction. I f  the 
Commonwealth decides not to pursue the transaction, each advisor will be 
compensated pursuant to their contracts. 



How would a Lottery PMA affect the 233 current employees of the Lottery, 
including the 159 union employees? 

The commonwealth acknowledges the hard work and professionalism of the current 
Lottery employees. The possibility of change can be unsettling and we are 
committed to  working with the Lottery employees to address their job concerns. 

At this point, it is premature to discuss whether and how contracting with a private 
manager might impact the jobs of current Lottery employees. However, we intend 
to keep the Lottery employees and AFSCME, as applicable, appropriately informed 
as we move forward. I f  the commonwealth decides to pursue a private sector 
manager, we are committed to working diligently with the Lottery employees to 
fairly address their employment issues. 

For bargaining unit employees, the commonwealth and AFSCME have a well- 
established process for handling discussions reiated to contracting out work covered 
by the Master Agreement, which we will utilize at the appropriate time if it becomes 
necessary. We have worked constructively with AFSCME when addressing such 
issues in the past, and will work diligently with AFSCME to address issues related to 
Lottery employees that may arise if we move forward with a PMA. We also are 
committed to working with Lottery employees who are not represented by AFSCME, 
in order to address their interests. 

How would the contracts of current Lottery vendors be affected? 

A Lottery PMA would ensure the commonwealth's ability to offer a Lottery contract 
by assigning current contracts and/or terminating contracts for convenience. 

How would retailers be affected? 

A Lottery PMA would likely benefit retailers by increasing ticket sales and customer 
traffic. 

Would this mean that gaming will expand in Pennsylvania? 

A Lottery PMA would ensure responsible gaming in the commonwealth and limit the 
level of gaming expansion in the commonwealth. Additionally, the commonwealth 
will retain controi over the Lottery and will have oversight of the Private Manager's 
actions within the commonwealth to ensure responsible Lottery growth. 

What would this mean for potential online lottery sales? 

Although the cornrnonwealth is not considering pursuing selling Lottery tickets 
through the Internet at  this time, it would be willing to hear private industry's ideas 
on the potential impact these initiatives could have on the Lottery. 



Building a Stronger Lottery to Better Support Older Pennsylvanians 

The Pennsylvania Lottery provides funding for programs that support older 
Pennsylvanians - such as property tax and rent rebates; low-cost prescription 
drugs (PACE, PACENET and PACE-Plus Medicare); free transit and reduced-fare 
shared rides; long-term living services; and social, recreational and educational 
services provided by 52 area agencies on aging and hundreds of senior centers. 

The Pennsylvania Lottery performs well, but its performance could be maximized 
through a private management agreement. Securing a more reliable and 
predictable Lottery funding stream will ensure the continued strength and 
availability of vital senior services. 

Under a private management agreement, the Commonwealth and Department of 
Revenue will maintain ultimate ownership of and control over the Pennsylvania 
Lottery to ensure responsible growth. The Lottery's mission to  fund programs 
serving older Pennsylvanians will not change. 

Why Act Now? 

Many older adults understand the need to plan for the future, and that's exactly 
what Pennsylvania aims to do. Acting now is important because of the sheer 
number of Baby Boomers rapidly approaching eligibility age for services, as well as 
the growing number of older adults who require home- and community-based or 
institutional-based care. 

Today, nearly 2 million Pennsylvania residents (15.4 percent of the population) are 
age 65 and over, which ranks our state 4th (behind Florida, West Virginia, and 
Maine) in percentage of older residents. However, by 2030, nearly a quarter of 
Pennsylvanians - about 2.9 million people - will be 65 and older. 

Currently, more than 300,000 residents (2.4 percent of the population) are age 85 
and over. That population segment is expected to grow by 80,000 people by 2030. 

Who Relies on Lottery-Funded Services? 

The typical recipient of Lottery-funded services provided through the Department of 
Aging generally can be described as women over the age of 80 (who are largely 
widowed), and individuals of limited economic means but not actively receiving 
public assistance from Medicaid or general assistance through Department of Public 
Welfare. 


