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EXECUTIVE SUMMARY 
 

DIVISION OF THE LOTTERY 
ADVERTISING PROGRAM CONTROLS 

SCOPE OF AUDIT 
he New York State Division of the Lottery (Division) administers games of 
chance to raise revenue that is used for public purposes determined by the 

Legislature.  The Division reported that it employed 330 staff in fiscal year 2000-
2001.  The Division licenses about 16,400 agents who sell tickets for lottery 
games.  Ticket sales for the fiscal year ended March 31, 2000 were $3.6 billion of 
which about $1.3 billion was made available for use as the Legislature 
prescribes.  Division administrative expenses are limited by statute to 15 percent 
of ticket sales, but typically less than this is required. When expenses are less 
than the limit, the excess is available for disposition by the Legislature.  For fiscal 
year 1999-2000, the Division’s administrative expense was about $415 million 
and about $129 million of excess funds became available for legislative 
disposition.  
 
Grey Advertising Inc. (Grey) is the Division’s full-service advertising contractor.  
Grey earns a nine percent commission on advertising production costs.  For 
fiscal year 1999-2000, the Division spent about $66 million on advertising.  While 
Division advertising costs increased 11 percent over the two years ended March 
31, 2000, ticket sales revenue decreased from $3.9 billion to $3.6 billion over this 
period.   
 
Our performance audit addressed the following three questions about controls 
over selected aspects of the Division’s advertising program for the period April 1, 
1999 through November 30, 2000: 
 

•  Do controls assure that the full-service advertising contractor complies 
with contract terms and conditions for the procurement of goods and 
services? 
 

•  Do controls provide for the effective use of advertising display materials 
shipped to lottery agents? 
 

•  Are controls sufficient for measuring results for media advertising and the 
use of minority and women-owned businesses?  
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AUDIT OBSERVATIONS AND CONCLUSIONS 
 

he Division needs significant improvements in advertising controls in the 
three areas covered by our audit questions.  Among the effects of the 

weaknesses that we identified were: diminished assurances that subcontracting 
was open and competitive, lack of documentation supporting sole source 
subcontract awards, reliance on potentially excessive print broker costs, 
ineffective oversight of cost estimates and job specifications for advertising 
subcontracts, waste of costly advertising display materials, inadequate 
measurement of media advertising results, and inability to meet goals for use of 
minority and women-owned businesses.  Correcting certain of these weaknesses 
may save costs and excess funds may become available for legislative 
disposition. 

 
We reviewed all 176 subcontracts for advertising materials that exceeded $2,500 
during fiscal year 1999-2000.  For these subcontracts, which totaled $9.3 million, 
we found that 30 (17 percent) totaling $1.3 million were not awarded in 
compliance with the advertising contract requirements. For example, for seven 
subcontracts totaling $927,000, fewer than the required five bids were solicited.  
Jobs totaling $139,178 were awarded without required Division approval and 13 
subcontracts were awarded as sole source procurements without meeting the 
criteria for this method of award.  In addition, one subcontractor that received 
$3.3 million of advertising jobs in fiscal 1999-2000 was a print-broker (middle-
man).  We estimated that this individual broker’s commissions were in the range 
of $653,530 to $816,912 for fiscal 1999-2000.  In view of this substantial cost, we 
recommended that the Division assess whether the full-service advertising 
contractor could more cost efficiently perform this service in-house.  (See pp. 5-
10) 
 
We reviewed nine advertising subcontracts with cost overruns of $10,000 or 
more for fiscal 1999-2000.  We found a lack of documentation to support that the 
full-service advertising contractor provided updated cost estimates for Division 
approval prior to the incurrence of work for these jobs.  There was a similar lack 
of documentation that the Division defined, approved or communicated revisions 
prior to incurrence of the related work.  (See pp. 10-12) 
 
We visited a judgmental sample of 109 retail agents in the New York State 
Capital District to determine if the agents were displaying three shipments of 
advertising materials that should have been displayed at the time.  We found a 
high percentage of agents were not using the materials provided to them.  For 
example, 88 percent of the agents did not display a Millennium Millions Banner, 
46 percent of the agents did not use a Millennium Millions Poster and 62 percent 
of the agents did not display Take Five materials.  The cost of producing these 
shipments for all agents in the State was about $250,000 and the wasted cost for 
the agents in our limited sample was about $1,152.  Our follow up showed that 
conformance with public policies expressed in local sign ordinances, corporate 
policies and limited availability of agent space restricted and limited materials 
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agents would display.  The Division had not considered these factors in 
determining the need for advertising materials.  Consequently, there is a high risk 
for wasted advertising costs.  (See pp. 15-18) 
 
Our audit also determined the need for more timely delivery and review of “Post 
Buy Analysis” reports that are useful to verify the placement of television 
advertising and the achievement of rating goals.  For example, on average, the 
full-service advertising contractor provided these reports 32 weeks after the end 
of each quarter.  In addition, we noted that the Division had not met goals for the 
use of minority and women-owned businesses.  (See pp. 19-21) 
 

Comments of Division Officials 
 

ivision officials agree with our recommendations and indicate steps that have 
been or will be taken to implement them.  Officials disagree, however, with 

several facts and conclusions presented in our report.  Most notably, the Division 
responds that the total value of production advertising costs at issue in the audit 
is less than 2 percent of the advertising budget for the audit period. 
 
Auditors’ Comments:  Our actual audit tests of advertising expenditures covered 
about $9.3 million of production costs for which we reported exceptions totaling 
about $1.3 million (about 14 percent).  The exceptions were for non compliance 
with RFP requirements and unused advertising materials. 
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INTRODUCTION 
 

Background 
he New York State Division of the Lottery (Division) 
administers games of chance to raise revenue that is used 

for public purposes determined by the Legislature.  The Division 
reported that it employed 330 staff in fiscal year 2000-2001 who 
worked either in a central office in Schenectady or in regional 
offices in Buffalo, Fishkill, Long Island, New York City, 
Schenectady and Syracuse.  The Division provides instant 
games in which players scratch off tickets to reveal winning 
prizes and numbers games in which players check numbers on 
tickets to winning numbers that are periodically drawn and 
announced. 
 
District Sales Representatives from the regional offices recruit 
and support lottery agents.  The agents sign a license 
agreement whereby they sell game tickets and use Division 
supplied advertising materials and services in return for a six 
percent commission on ticket sales. Currently about 16,400 
agents are licensed to make sales from their retail 
establishments that include convenience stores, newsstands, 
supermarkets, restaurants and bowling alleys.   
 
For the fiscal year ended March 31, 2000, ticket sales revenue 
totaled about $3.6 billion of which about $1.3 billion was made 
available for disposition by the Legislature.  In accordance with 
statute, up to 15 percent of ticket sales revenue can be used to 
fund Division administrative expenses including personal 
service, telecommunications, agent commissions, contractor 
fees and advertising.  To the extent that expenses are less than 
the 15 percent limit, the excess becomes available to the State 
for legislative disposition.  For the fiscal year ended March 31, 
2000, administrative expenses totaled about $415 million and 
about $129 million of unused administrative funds became 
available to the State to be used as the Legislature prescribed.   
 
For the fiscal year ended March 31, 2000, Division 
administrative expenses for advertising totaled about $66 
million.  This represented an 11 percent increase over the cost 
of advertising for the fiscal year ended March 31, 1998.  Over 
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the same two-year period, overall Division revenue decreased 
from $3.9 billion to $3.6 billion.  The Division’s advertising 
expenses include funds appropriated by the Legislature as part 
of the annual budget cycle as well as funds that are not 
appropriated.  These latter funds are, in accordance with 
Division of the Budget stipulation, limited to 3.2 percent of 
instant games ticket sales.  These funds are to be used by the 
instant games contractor to promote the instant games.  Of the 
$66 million spent on fiscal year 1999-2000 advertising, $35 
million was appropriated and the remaining $31 million was not 
appropriated. 
 
(In response to our draft audit report, Division officials noted that 
the legislative authorization for the Quick Draw game expired 
and Quick Draw was suspended for four months resulting in a 
$160 million loss in sales revenue.) 
 
All Division advertising and marketing is performed pursuant to 
the Division’s full-service advertising contract with Grey 
Advertising, Inc. (Grey).  Grey’s current contract with the 
Division covers the period September 15, 1998 through 
September 30, 2001.  Grey’s contractual responsibility is to 
follow the marketing plan and direction, including 
communication goals and strategy, developed by the Division in 
its annual marketing plan.  Grey develops job specifications for 
Division advertising and awards subcontracts to vendors who 
perform required services and provide required products.  The 
Division’s Director of Advertising is responsible for approving 
subcontracts, monitoring Grey’s compliance with contract terms 
and ensuring that funds are expended for only appropriate 
products and services. 
 

Audit Scope, Objectives and Methodology 
 

e audited the Division’s control over selected aspects of 
the advertising program for the period April 1, 1999 

through November 30, 2000.  The objectives of our performance 
audit were to determine whether controls assured compliance 
with the terms and conditions of the full-service advertising 
contract, provided for the effective use of lottery advertising 
display materials and were sufficient to measure the results of 
media advertising and the use of minority and women owned 
businesses. 
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To accomplish our objectives, we reviewed and summarized 
requirements of the request for proposal for the full-service 
advertising contract with Grey.  We also interviewed Division 
and Grey officials and we reviewed the Division’s 1999-2000 
financial statements, annual and quarterly financial reports for 
the year ended March 31, 2000, and the 1999 Annual Report.  
We examined payment vouchers submitted to the Division from 
Grey and we tested the documentation supporting such 
vouchers.  Further, we tested advertising subcontracts for 
compliance with contract requirements pertaining to the 
procurement of goods and services.  We reviewed 
documentation supporting a sample of nine jobs performed by 
one subcontractor, a print broker, and we calculated the 
percentage of mark-up charged by this subcontractor based 
upon the actual costs incurred to produce and distribute these 
jobs.  In addition, we visited 109 New York State Capital District 
retail agents to determine whether purchased advertising 
materials such as posters, banners, pamphlets etc., were 
delivered by the subcontractors and were received and utilized 
by the agents.  We also compared subcontractor bids to actual 
final costs for a sample of retail advertising subcontracts to 
evaluate controls over revised cost estimates, revised job 
specifications and cost overruns.  Further, we analyzed media 
planning and performance reports for timeliness and we 
evaluated Division accomplishment of advertising goals 
pertaining to the use of minority and women-owned vendors.   
 
We conducted our audit in accordance with generally accepted 
government auditing standards.  Such standards require that we 
plan and perform our audit to adequately assess those 
operations of the Division that are included within the audit 
scope.  Further these standards require that we understand the 
Division’s internal control structure and compliance with those 
laws, rules and regulations that are relevant to the operations 
that are included in our audit scope.  An audit includes 
examining, on a test basis, the evidence supporting transactions 
recorded in the accounting and operating records and applying 
such other auditing procedures as we consider necessary in the 
circumstances.  An audit also includes assessing the estimates, 
judgments, and decisions made by management.  We believe 
that our audit provides a reasonable basis for our findings, 
conclusions and recommendations.   
 
We use a risk-based approach to select activities for audit.  We 
therefore, focus our audit efforts on those activities we have 
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identified through a preliminary survey as having the greatest 
probability for needing improvement.  Consequently, by design, 
we use finite audit resources to identify where and how 
improvements can be made.  We devote little audit effort to 
reviewing operations that may be relatively efficient or effective.  
As a result, we prepare our audit reports on an “exception 
basis.”  This report, therefore, highlights those areas needing 
improvement and does not address activities that may be 
functioning properly. 
 

Response of Division Officials to Audit 
 
A draft copy of this report was provided to Division officials for 
their review and comment.  Their comments have been 
considered in preparing this report and are included as 
Appendix B. 
 
Within 90 days after final release of this report, as required by 
Section 170 of the Executive Law, the Director of the New York 
State Division of the Lottery shall report to the Governor, the 
State Comptroller, and the leaders of the Legislature and fiscal 
committees, advising what steps were taken to implement the 
recommendations contained herein, and where recommendations 
were not implemented, the reasons therefor. 
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CONTRACT COMPLIANCE 

 
e found that the procurement of advertising goods and 
services did not always comply with the terms and 

conditions of the full-service advertising contract.  As a result, in 
certain instances, the Division lacked adequate assurance that 
the lowest costs were being obtained for quality goods and 
services and that these items were being procured in a 
sufficiently open and competitive manner.  We also concluded 
that the Division needed to improve its monitoring of 
expenditures for subcontracted advertising jobs. 

 

Procurement of Goods and Services 
 

he Division and its agents use a variety of advertising 
materials, including posters, brochures, neon signs, banners 

and other merchandise to advertise lottery games.  Grey 
develops the specifications for these materials and subcontracts 
with one or more vendors to complete the jobs needed to 
produce the materials for Division and agents’ use.  For the 
fiscal year ended March 31, 2000, the cost of such 
subcontracted advertising was about $9.5 million. This 
subcontracting must be compliant with the terms and conditions 
of the full-service advertising contract between Grey and the 
Division as well as with the request for proposal (RFP) that 
underlies the contract.  For example, Grey must obtain 
competitive bids, solicited from at least five vendors, for the 
procurement of any goods or services in excess of $5,000 (the 
Division subsequently lowered this threshold to $2,500).  
Vendors are required to submit written bids on their letterhead, 
and the Division must review the bids and approve the selection 
of a vendor before a subcontract is awarded.  Also, Grey is to 
avoid sole source subcontracts whenever possible, and must 
obtain prior written approval from the Division whenever such 
subcontracts are to be awarded.  However, sole source awards, 
at a price not to exceed what is charged to the private sector or 
other governmental agencies, are appropriate for goods or 
services that are unique and cannot be duplicated.  The Division 
should monitor compliance with these requirements to best 
ensure that subcontracts are awarded in an open competitive 
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process to qualified vendors who can deliver quality goods and 
services at reasonable costs.   
 
We reviewed all 176 of Grey’s subcontracted jobs for retail 
advertising products that exceeded $2,500 during the fiscal year 
ended March 31, 2000.   In total, these 176 jobs cost about $9.3 
million.  Our review showed that 30 of the jobs (17 percent) 
totaling $1.3 million were not awarded in accordance with RFP 
requirements. (See Exhibit A.)  Following are certain of the 
exceptions that we found: 
 

•  For seven jobs totaling more than $927,000, bids were 
solicited from fewer than five vendors. 

 
•  For 18 jobs totaling about $730,992, phone quotes were 

supposedly used, rather than bids submitted on 
letterhead. 

 
•  Grey awarded jobs totaling $139,178 without first 

obtaining written Division approval.  For example, 
because of time constraints, Grey awarded Lorshelle 
Graphics Corporation (Lorshelle) a sole source 
subcontract for backlit signs.  The Division did not 
approve this purchase until seven months after Lorshelle 
ordered the signs. 

 
•  Of 50 jobs subcontracted on a sole source basis, there 

were 13 (26 percent) where documentation did not 
demonstrate that the criteria for this method of award 
had been met.  The total amount for these 13 
subcontracts was $281,617. 

 
•  Of 44 subcontracts awarded to Lorshelle, 11 that 

accounted for $514,265 did not meet one or more of the 
RFP requirements.  For seven of these subcontracts, 
documentation did not support that a sole source award 
to Lorshelle was necessary. 

 
In explaining these exceptions, both the Division and Grey 
stated that jobs for retail advertising often require delivery of a 
finished product in a short time frame. They indicated that 
soliciting five vendors, allowing time for receipt of written bids on 
vendor letterhead, providing Division prior approval and 
awarding a subcontract are time-consuming and prevent 
meeting deadlines.  They also stated that the same vendors are 
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used for certain jobs because experience has proven that these 
vendors deliver quality products at lower costs.  While we 
recognize that the Division competes with external entities for 
vendor resources and cannot predict when large jackpots will 
occur, our audit results show a systemic problem occurring over 
the audit period. Therefore, we believe that better controls can 
be implemented to enhance contract compliance. 
 
(In response to our draft audit report, Division officials state that 
about $655,000 of the exceptions cited for not being in 
compliance with RFP requirements had explanations.) 
 
Auditors’ Comments:  During the audit we reviewed these 
explanations.  We determined that they did not change our 
findings because they were not adequately documented and 
because they were attributed to the incorrect belief that time 
constraints justified sole source purchasing. 
 
In the course of reviewing the 176 subcontracts and the related 
exceptions for retail advertising products, we learned that 
Lorshelle did not print and produce lottery retail advertising 
products.  Rather, Lorshelle was a print broker service primarily 
operated by one individual (broker).  Print brokers do not own 
printing equipment or have printing facilities.  Instead, in return 
for a commission, print brokers use their experience and 
expertise to arrange to have print jobs accomplished by other 
vendors who do have such facilities and equipment.  In fact, 27 
of 59 printers that the Division authorized Grey to subcontract 
with were print brokers.  For the fiscal year ended March 31, 
2000, five of the 27 authorized print brokers obtained about $4 
million worth of subcontracts for lottery retail advertising.  With 
$3.3 million worth of subcontracts in this period, Lorshelle 
provided most of this print brokerage service. 
 
With regard to use of print brokers, Article 2, Section 3.3 of the 
New York State Printing and Public Documents Law (Printing 
Law) states that no contract for printing shall be let to a bidder 
who does not have satisfactory facilities and equipment which 
are ample and sufficient to ensure proper performance of the 
contract. These provisions of the Printing Law apply to 
governmental entities, and not to private ones like Grey.  
However, Grey’s contract with the Division specifies that Grey 
must follow requirements that apply to the Division. Therefore, 
as the Division is statutorily unable to use print brokers, Grey is 
contractually unable to use them.  As a practical matter, 
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however, Grey and the Division could seek to amend their 
contract to permit Grey to use a print broker.  Consequently, the 
appropriateness of using a print broker ultimately depends on 
whether such use is cost efficient. 
 
Our analysis of the records and procedures of Lorshelle shows 
that the costs incurred when using a print broker include 
substantial commissions.  For example, the print broker at 
Lorshelle informed us that his subcontracts with Grey for lottery 
services typically include a 20 to 25 percent markup for broker 
commissions that are ultimately charged to the Division.  When 
we analyzed nine judgmentally sampled subcontract jobs 
awarded to Lorshelle during fiscal year 1999-2000, we found 
that Lorshelle’s actual markup was about 28 percent accounting 
for $345,202 as shown in the following table. 
 

Job 
Number 

Job Cost Markup Markup 
Percent 

Amount 
Charged 

429 $298,485 $153,524 34% $452,009

221 $242,447 $61,508 20% $303,955

318 $149,686 $71,955 32% $221,641

343 $87,149 $40,856 32% $128,005

465 $49,661 $3,095 6% $52,756

470 $16,458 $5,308 24% $21,766

454 $13,744 $6,840 33% $20,584

481 $5,588 $2,012 26% $7,600

289 $3,833 $104 3% $3,937

Total $867,051 $345,202 28% $1,212,253

 
It should be noted that the 28 percent commission does not 
include the 9 percent commission that Grey adds to subcontract 
production costs (Grey’s cost to develop job specifications and 
for miscellaneous expenses) presented for Division payment.  
Based upon Lorshelle’s estimated markup range of 20 to 25 
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percent and its $3.3 million in subcontract costs for fiscal year 
1999-2000, it appears that Grey’s use of this print broker 
resulted in between $653,530 and $816,912 of commissions to 
Lorshelle.  As previously noted, our analysis shows that 
Lorshelle’s mark up may be more than 25 percent. 
 
(In response to our draft audit report, Division officials pointed 
out that certain costs may have been inappropriately included in 
the markup for Lorshelle.  Lottery officials also express concern 
that the Lorshelle markup may be significantly overstated 
because the margin has been applied to freight and shipping 
charges.) 
 
Auditors’ Comments:  Where appropriate, we adjusted the 
markup amount in the table to reflect the Division’s concern.  
This reduced the markup percent by one percent.  Whether 
Lorshelle’s job cost properly excluded freight and shipping 
charges is not the point of our analysis.  We are simply showing 
the difference between the amount charged and the amount 
reported as the actual cost.  Reducing the actual cost for any 
freight and shipping charges would only increase the margin 
percent. 
 
Division officials note that Grey’s full-service contract specifies 
that it will manage printing, point-of-sale production and 
merchandising materials, as well as distribution of these 
materials, through the best means possible.  Division officials 
explain that Grey chooses not to use in-house services due to 
the potential lack of cost efficiency and the Division supports 
this decision.  However, at the time of our audit, the Division had 
neither identified the commission costs involved with the use of 
print brokers nor performed an analysis of the cost efficiency 
associated with the use of such services.  Since it has now been 
determined that it cost as much as $816,000 to use one 
individual as a print broker, it may be feasible for Grey to hire 
someone in-house to provide this service at less cost to the 
Division.  We recommend that the Division formally evaluate 
whether it is appropriate for its full-service advertising contractor 
to subcontract with print brokers in the future. 
 
(In response to our draft audit report, Division officials maintain 
that the New York State Printing and Public Documents law 
does not apply to the type of work performed by print brokers for 
Division needs.  In addition, Division officials indicate that an 
analysis performed by the advertising agency shows that it will 
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be far more costly and less efficient to rely on in-house 
resources rather than print brokers.) 
Auditors’ Comments:  While our legal opinions differ on the 
applicability of the New York State Printing and Public 
Documents law to Division print brokers, we agree that the 
efficiency of this service is what is ultimately relevant.  No 
analysis has been provided to us to support the assertions that 
print brokers are more efficient and less costly than in-house 
staff. 
 

Monitoring Subcontract Jobs 
 

he RFP for the full-service advertising contract requires that 
subcontractors provide an estimate of production and 

shipping costs for each job for which they receive a subcontract.  
Any changes to these estimates during the execution of the 
subcontract require Division approval.  To properly monitor 
subcontract costs, the Division should have controls in place 
that include documenting requests and approvals to revise 
subcontract estimated costs, and comparing estimated and 
actual subcontract costs on an ongoing basis. In addition, any 
changes to the job specifications should be documented and 
approved by the Division prior to the incurrence of work and 
expense to undertake the changes.   
 
We examined the actual and the estimated costs for 86 of the 
116 advertising jobs that were subcontracted to 11 vendors in 
fiscal year 1999-2000.  For these 86 jobs, we found that actual 
costs, without considering shipping expense, exceeded 
estimated costs for 73 (83 percent) of the jobs.  For 10 jobs, as 
shown in the following table, the variance between actual costs 
and estimated costs was $10,000 or more. 
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Vendor Name Job 

Number 
Estimated Cost Actual Cost Over (Under) 

Lorshelle 207  $197,139  $214,442   $17,303
Lorshelle 266   $23,700   $62,049   $38,349
Lorshelle 377  $558,492  $568,550   $10,058
Lorshelle 385  $191,056  $205,158   $14,102
Lorshelle 429  $399,363  $452,009   $52,646
Pittenger Enterprise 293  $104,000  $144,719   $40,719
Pro Motion 304   $27,357   $38,560   $11,203
Publishers Printing 243  $104,000  $129,567   $25,567
Westbury Press 102   $42,300   $61,664   $19,364
Westbury Press 276  $173,250  $155,433  ($17,817)
Total  $1,820,657 $2,032,151  $211,494

 
Documentation at the Division generally asserted that cost 
overruns for nine of these jobs resulted from Division-directed 
changes to job specifications.  However, we found no 
documentation supporting that the Division actually defined and 
communicated the revised job specifications prior to the 
incurrence of costs and work needed to complete the 
specifications.  Similarly, documentation was not available to 
support that Grey provided updated cost estimates for Division 
approval prior to the incurrence of work and expense on the 
jobs.  As a result, the Division was not providing adequate 
ongoing control to properly protect against the risk of 
unwarranted and/or excessive cost overruns for subcontracts.   
 
(In response to our draft audit report, Division officials stated 
that the State Finance Law as well as the RFP permits a 3 
percent overage on these jobs.  Accordingly, the Division 
maintains that our table inappropriately includes $46,700 as 
overage.) 
 
Auditors’ Comments:  Our findings pertain to the need for 
documentation to support cost overruns.  This need is 
independent of State Finance Law percentage limitations for 
cost overruns. 
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The Division’s Director of Advertising explained that instead of 
tracking estimated and actual costs by job, he reviews reports 
showing the dollars allocated, committed and paid to date for 
the various major components of the advertising program (e.g. 
media, retail, etc.).  The Director also explained that a Division 
budget analyst helps to control job cost overruns by asking Grey 
for explanations for invoices where the costs being billed are 
higher than associated costs estimates.  According to the 
Director, he reviews these explanations to determine whether 
payments should be made.   
 
We acknowledge the appropriateness of both tracking overall 
advertising program costs at the major component level and 
requiring explanations of any cost overruns that are reflected on 
invoices.  However, these controls should be complemented 
with the job-level controls already discussed to most effectively 
assure that unwarranted and/or excessive costs are avoided.  In 
this regard, it should also be noted that if unwarranted and/or 
excessive job costs are incurred and paid, Grey’s commission, 
which is nine percent of subcontract costs, becomes excessive 
as well. 
 

Recommendations 
 
1. Establish monitoring procedures that ensure: the 

procurement of retail advertising goods and services is 
accomplished with bid solicitation from at least five 
vendors; the receipt of bids on vendor letterhead; the 
prior written approval of subcontract awards; and the 
limited, fully justified and documented use of sole source 
awards. 

 
2. Evaluate whether it is cost efficient to permit the full-

service advertising contractor to use print brokers to 
arrange for lottery advertising products.  In this regard 
establish whether such services could be provided in-
house by the full-service contractor at less expense than 
is currently charged. 

 
3. Establish controls to ensure that Division revisions to 

retail advertising subcontracts are documented and are 
approved and communicated in writing to the full-service 
advertising contractor prior to the incurrence of work and 
expense for the changes. 
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Recommendations (Cont’d) 
 

4. Establish controls to ensure that additions to cost 
estimates for retail advertising subcontracts are provided 
by the full-service advertising contractor for Division 
approval prior to undertaking work and expense related 
to the new cost estimates. 

 
5. Monitor the estimated and actual costs of subcontracted 

jobs and follow up on variances on an ongoing basis. 
 

(Division officials agree with recommendations number 1 
 through number 5.) 
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RECEIPT AND DISPLAY OF ADVERTISING 
MATERIALS 

 
he Division is responsible for monitoring to ensure that all 
agents receive and display lottery advertising materials 

including brochures, posters and banners.  Some of these 
advertising materials are more permanent in nature such as 
lottery results calendars and neon signs.  These materials are 
shipped to the regional offices from which field representatives 
distribute them to agents as needed.  Other materials are 
intended for short-term use usually to promote or advertise a 
particular lottery game.  Subcontractors ship these materials 
directly to agents for display. 
 
To verify that agents are receiving and displaying advertising 
materials, we visited 109 retail agents in the New York State 
Capital District area.  This judgment sample was selected to 
comprise a variety of types of retail establishments in areas in or 
near the cities of Albany, Schenectady and Troy where there 
were heavy concentrations of lottery ticket sales.  For this 
sample, we verified the receipt and use of three shipments of 
lottery advertising materials (Take Five poster and brochure, 
Millennium Millions poster and Millennium Millions kit).  The total 
costs for producing these materials for all agents throughout the 
State was about $251,000.  The production cost of these 
materials for the 109 agents in our sample was about $1,841.  
From the results of our audit tests, we conclude that there is 
high risk that substantial lottery advertising costs are being 
wasted.  For example, for the Millennium Millions kit we found 
that: 
 

•  96 agents (88 percent) did not display the Millennium 
Millions Banner, 

 
•  55 agents (50 percent) did not display the jackpot 

laminate, 
 
•  47 agents (43 percent) did not display the counter 

playcard dispenser, 

T
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•  47 agents (43 percent) did not display the brochure, and  
 
•  38 agents (35 percent) did not display the computer 

topper. 
 
In addition, we noted that there were 50 agents (46 percent) that 
did not use the Millennium Millions poster.  Also, 62 (57 percent) 
of the 109 agents did not display the Take Five materials.  In 
total, we estimate that cost of the unused materials associated 
with the three shipments was about $1,152 or 63 percent of the 
cost to produce the materials for the agents sampled.  In our 
discussions with the agents, we established some of the major 
reasons why they were not using advertising materials.  For 
example: 
 

•  47 agents (43 percent) told us that they received too 
much material for their available space, 

 
•  21 agents (19 percent) indicated that company policies 

and conformance with the public policies expressed in 
local sign ordinances prevented them from using lottery 
advertising materials, and 

 
•  55 agents (50 percent) stated that they did not know if 

they had received materials included in our tests. 
 

After receiving these explanations we followed up with 
representatives of eight corporate chains representing 1,119 
lottery retail agents/locations to understand policy for displaying 
advertising materials for the lottery.  We were informed by six of 
the eight corporations, accounting for 979 agents/locations, that 
corporate guidelines governed the use of advertising materials.  
The guidelines of one of the six corporate chains, representing 
225 agents/locations, discouraged the use of any promotional 
advertising in retail stores.  The guidelines of the remaining five 
corporate chains, representing 754 agents/locations, placed one 
or more restrictions on advertising at retail stores.  Among the 
restrictions were those banning outdoor advertising displays and 
limiting or precluding the use of hanging posters and similar 
items.   
 
In responding to our findings, Division officials told us that ticket 
sales terminals provide messages, including notices of 
advertising shipments, when the terminals are turned on at the 
beginning of each day.  These messages must be printed 
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before the tickets can be sold using the terminals.  
Consequently, agents receive adequate notice of pending 
shipments of advertising materials.  Division officials also 
explained that, although agent license agreements do state that 
agents must display advertising materials, this provision is 
intended only to encourage such actions.  In this regard, the 
Division allows agents broad discretion in determining what to 
display.  Also, Division policy is generally to ship the same 
short-term advertising materials to each agent so that all agents 
share a common set of options.  
 
We acknowledge that agents receive notice of shipment of 
advertising materials.  However, by using electronic shipment 
tracking information, the Division can verify that agents actually 
receive their shipments of advertising.  We used such 
information during our tests to verify that agents were receiving 
shipment of certain materials in our sample.  We recommend 
that the Division use the same technique on a periodic basis to 
strengthen its controls.  In addition, we recognize that there may 
be a need for flexibility in determining what advertising materials 
agents must receive and display given corporate directives, 
conformance with public policies expressed in local sign 
ordinances and space limitations.  However, we believe that the 
Division should be adequately informed about these limitations 
and restrictions so that the advertising program can be adjusted 
accordingly.  Division officials indicated that their District Sales 
Representatives are responsible for verifying advertising 
product usage and for soliciting agent feedback on Division 
advertising.  However, during our audit we found no 
documentation to support that these activities were taking place.  
In this regard, Division officials reported that often District Field 
Representatives have insufficient time to complete these 
activities during their visits to agent locations.  We recommend 
that the Division instruct its District Sales Representatives to 
give priority attention to identifying and documenting agent 
limitations and restrictions on the use of advertising products.  
This information should enable the Division to avoid the wasteful 
production and shipment of advertising materials that are 
unused by agents.  Savings generated in this manner can then 
be made available to the State to support public programs. 
 
(In response to our draft audit report, Division officials indicate 
that they have reduced promotional shipments.  However, they 
also respond that customization of these shipments to retailers 
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is costly and unrealistic.  Therefore, they continue to ship 
promotional shipments to all agents.) 
 
Auditors’ Comments:  We maintain that the shipment of 
promotional materials to retailers who refuse to use these 
materials is wasteful. 
 

Recommendations 
 
6. Utilize electronic shipping information to periodically 

verify that agents are receiving shipments of lottery 
advertising materials. 

 
7. Instruct District Sales Representatives to give priority 

attention to identifying and documenting agent limitations 
and restrictions on the use advertising materials.  Take 
this information into account in determining production 
and shipment requirements for advertising materials. 

 
 (Division officials agree with recommendations number 6 

and number 7.) 
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PERFORMANCE REPORTS 
 

e found that the Division did not ensure that Grey’s 
submission of required quarterly reports on media 

advertising performance and on the participation of minority and 
women-owned advertising subcontractors was accomplished in 
a timely manner.  Without such reports, the Division’s ability to 
effectively monitor and evaluate the performance of its full-
service advertising contractor is diminished. 
 

Media Results 
ccording to the Division, the total television advertising costs 
for the 1999-2000 fiscal year were about $18.2 million.  The 

television ratings for about $1.3 million (seven percent) of this 
advertising were below performance expectations.  Section 1.3 
of the advertising RFP requires Grey to submit a quarterly “Post 
Buy Analysis” report to the Division.  The Division uses this 
report to verify the placement of lottery television advertising 
and to assess the ratings achieved from this activity.  Although 
there are no written expectations on when the report must be 
delivered, the Division’s Advertising Director informed us that he 
expects the report between eight and twelve weeks after the 
close of a quarter. 
 
However, we found that Grey did not provide the Post Buy 
Analysis reports in a sufficiently timely manner to make the 
reports effective tools for monitoring and evaluating television 
advertising.  In fact, for fiscal year 1999-2000, the reports were, 
on average, delivered 32 weeks after the close of the quarter.  
We question the ability of the Division to effectively monitor 
television advertising with such dated information.  The 
Division’s Director of Advertising stated, that in lieu of timely 
receipt and review of the Post Buy Analysis report, he relies on 
discussion with Grey as a means for evaluating the 
effectiveness of lottery television advertising and for planning 
future advertising.  Division officials pointed out that the media 
marketplace is dynamic with many advertisers concurrently 
entering and leaving.  This constant change in the mix of 
programming creates immediate impacts on ratings.  
Consequently, decisions to achieve rating point expectations 
often have to be made as circumstances are happening. 

W
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We acknowledge the dynamic nature of media advertising and 
the need for ongoing discussion about and changes to 
programming.  However, it is also important that the Division 
routinely evaluates the overall results of media advertising so 
that timely assessments can be made about the effectiveness of 
the full-service advertising contractor.  The delay that we 
observed in the delivery and review of the Post Buy Analysis 
report does not assure that this objective is met.  We 
recommend that the Division specify in writing a reasonable 
quarterly due date for the full-service advertising contractor to 
provide the Post Buy Analysis report. 
 

Minority and Women Vendor Results 
 

ew York’s policy is that State contracts promote equality of 
economic opportunity for minority and women-owned 

business enterprises (M/WBE’s).  The Division is responsible for 
ensuring that subcontracts through the full-service advertising 
contract provide such opportunities.  In accordance with 
Executive Law 15-A, the Division’s contract with Grey specifies 
a goal of two percent subcontractor participation by New York 
State certified minority business enterprises and three percent 
subcontractor participation by New York State certified women-
owned businesses.  In addition, the full-service advertising 
contract requires Grey to submit a Minority and Women-Owned 
Business Utilization Plan (Utilization Plan) and to periodically 
report on the progress toward fulfilling the M/WBE goals. The 
Division informed us that the progress reports are due quarterly 
from Grey. 
 
We found that for our audit period, Grey had neither provided 
the Division with a Utilization Plan nor quarterly progress 
reports.  However, for the two quarters of the full-service 
advertising contract that preceded the period of our audit, Grey 
had provided the progress reports.  The reports for both these 
quarters were delivered late; four months after the end of the 
second quarter (August 24, 1999).  These reports indicated that 
Grey had not met the established M/WBE participation goals.  
The reports showed only a one percent participation rate for 
minority-owned business instead of the specified two percent.  
The reports showed only one women-owned business as a 
subcontractor.  However, our follow up showed that this 
business was not actually certified.  Accordingly, the Division 
had a zero participation rate in this category instead of the 
specified three percent participation rate. 

N
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The Division is responsible for providing the New York State 
Department of Economic Development’s Division of Minority 
and Women’s Business Development with written compliance 
reviews of M/WBE participation rates of selected contracts.  We 
found that that the Division’s M/WBE officer had not conducted 
the compliance review as required.  Moreover, had such 
compliance reviews been done, the lack of M/WBE reporting by 
Grey would have more likely been identified and corrected. 
 
(In response to our draft audit report, Division officials stated 
that if they are required not to have print brokers, the pool of 
MWBE qualified bidders is reduced.) 
 
Auditors’ Comments:  We note that only one print broker 
appears on the Department of Economic Development’s 
M/WBE listing. 
 

Recommendations 
 
 8. Establish written requirements for the full-service 

advertising contractor to provide the Post Buy Analysis 
report by a specified, timely due date after the end of 
each quarter. 

 
 9. Utilize the Post Buy Analysis report to assess 

performance of the full-service advertising contractor. 
 
10. Monitor the submission of the Utilization Plan and the 

M/WBE progress reports by the full-service advertising 
contractor.  Utilize the Plan and the reports in 
determining that M/WBE goals are being met. 

 
11. Provide the Department of Economic Development’s 

Division of Minority and Women’s Business Development 
with written compliance review findings for selected 
contracts on an annual basis as required. 

 
 (Division officials agree with recommendations number 8 

through number 11.) 
 



 

Exhibit A  

 
Summary of Procurement Exceptions  

Contracts 
 

 
 

Exceptions Noted  
 

 
Job  

 
Dollar 

 
Fewer Than 

 
No Vendor 

 
No Prior 

 
Inappropriately 

 
Total  

Vendor Name 
 

Number 
 

Amount 
 

5 Bids 
 

Letterhead 
 
Approval 

 
Sole Sourced 

 
Exceptions  

 
 

 
     

 
 

 
Advance Color  

 
WIN-15-352 

 
 $7,503 

  
1

 
1

 
1 

 
3 

Advance Color  
 
WIN-15-469 

 
 $8,465 

  
1

  
1 

 
2 

Advance Color  
 
WIN-15-488 

 
 $3,656 

   
1

 
 
 

1 
Advance Color  

 
WIN-15-491 

 
 $2,631 

   
1

 
 
 

1 
Benchmark 

 
WIN-15-341 

 
 $3,195 

   
1

 
 
 

1 
Certified Marketing 

 
WIN-15-313 

 
 $471,637 

 
1

   
 
 

1 
Cherry Lane Litho 

 
WIN-15-501 

 
 $5,927 

  
1

 
1

 
1 

 
3 

Elements 
 
WIN-15-301 

 
 $5,000 

  
1

 
1

 
1 

 
3 

KWIK Intl 
 
WIN-15-169 

 
 $12,908 

 
1

 
1

 
1

 
 
 

3 
KWIK Intl 

 
WIN-15-247 

 
 $36,332 

  
1

  
1 

 
2 

KWIK Intl 
 
WIN-15-342 

 
 $4,387 

   
1

 
 
 

1 
KWIK Intl 

 
WIN-15-344 

 
 $4,049 

   
1

 
 
 

1 
Language Lab 

 
WIN-15-353 

 
 $6,250 

 
1

   
 
 

1 
Lorshelle  

 
WIN-15-106 

 
 $34,800 

  
1

 
1

 
1 

 
3 

Lorshelle  
 
WIN-15-232 

 
 $9,175 

  
1

  
1 

 
2 

Lorshelle  
 
WIN-15-301 

 
 $3,023 

   
1

 
 
 

1 
Lorshelle  

 
WIN-15-318 

 
 $221,641 

 
1

 
1

  
 
 

2 
Lorshelle  

 
WIN-15-343 

 
 $128,005 

 
1

 
1

  
 
 

2
Lorshelle  

 
WIN-15-384 

 
 $9,540 

 
1

 
1

 
1

 
 3

 
Lorshelle  

 
WIN-15-454 

 
 $20,584 

  
1

  
1 

 
2 

Lorshelle  
 
WIN-15-465 

 
 $52,756 

  
1

  
1 

 
2 

Lorshelle  
 
WIN-15-470 

 
 $21,766 

  
1

  
1 

 
2 

Lorshelle  
 
WIN-15-473 

 
 $5,374 

  
1

 
1

 
1 

 
3 

Lorshelle  
 
WIN-15-481 

 
 $7,600 

  
1

 
1

 
1 

 
3 

Napolean Art 
 
WIN-15-247 

 
 $4,125 

   
1

 
 
 

1 
Publisher Printing 

 
WIN-15-372 

 
 $77,281 

 
1

 
1

  
 
 

2 
Publisher Printing 

 
WIN-15-398 

 
 $66,335 

  
1

  
1 

 
2 

Scope 
 
WIN-15-366 

 
 $10,212 

   
1

 
 
 

1 
Westbury Press, Inc 

 
WIN-15-404 

 
 $4,549 

   
1

 
 
 

1 
Westbury Press, Inc 

 
WIN-15-415 

 
 $10,699 

   
1

 
 
 

1 
Total Contracts 

 
30 

     
 
 

 
Total Exceptions 

 
 
  

7
 

18
 

18
 

13 
 

56
 
Total Dollars 

 
 
 

$1,259,405 
 

$927,262 
 

$730,992 
 

$139,178 
 

 $281,617 
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Appendix C 

 
1. Certain matters addressed in the draft report were revised or deleted in the 

final report.  Therefore, some Division comments included in Appendix B may 
relate to matters no longer contained in the report. 

 


