Arkansas Lottery Commission Internal Auditor
Three Year Audit Plan
Fiscal Years 2012 - 2014

Fiscal Year 2012

Special Projects

Facilitate Lottery Fraud Risk Assessment required by DFA (Biennially)
Gaming System SSAE 16 Review (Annually)
Einancial Statements & Comprehensive Annual Financial Report (CAFR) Review (Annually)

Periodic Reviews

Instant Ticket Quality Reports (Annually)

Revenue/Prize Payments - Instant Ticket Games (Annually)
Retailer Sweeps (Annually)

Revenue/Prize Payments/Reserves - Online Games (Annually)
High-Tier Prize Payments Documentation (Biannual)
Education Trust Funds (Monthly)

Employee Travel Reimbursements (Monthly)

MSR Personal Vehicle Mileage Reimbursements (Monthly)

Audits

Licensing - Applications

Licensing - Renewals

Prize Validations & Payments

Instant Ticket Lottery Game Services Contract Compllance
Back Office System (BOS) Administration (See Note 1)
Instant Ticket Game Loads (See Note 1)

Note 1 - The inclusion of this project as part of the Internal Audit Plan is dependent on the
availability of quailified part-time auditor to assist Internal Audit.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Report Finding 2010-1:

Ark. Code Ann. § 23-115-206 (a) (6) requires the Agency to “prepare the financial statements, including the
related notes to the financial statements, of the commission in accordance with generally accepted accounting
principles (GAAP) and in accordance with guidelines and timelines established by the Chief Fiscal Officer of
the State to permit incorporation into the state's financial statements and to permit the audit of the state’s
financial statements and the commission’s financial statements in a timely manner;”. The Agency did not
prepare the June 30, 2010 financial statements and related notes in accordance with GAAP. The failure to
prepare the financial statements and related notes in accordance with GAAP resulted in errors and omissions
that could adversely affect the inclusion of the Arkansas Lottery Commission Financial Statements and related
notes in the State's Comprehensive Annual Financial Report.

Recommendation for Finding 2010-1:

We recommend the Agency sirengthen internal control over financial reporting by ensuring appropriate
employees are qualified and knowledgeable of all applicable Governmental Accounting Standards and prepare
the financial statements and related notes in accordance with GAAP.

Audit Objective #1

Review the Arkansas Lottery Commission’s June 30, 2011 financial statements and related notes
prior to submission to the Division of Legislative Audit.

Status as of June 6, 2011

Audit fieldwork planned

e The finding relates to the Lottery’s annual financial statements and related notes.

e Therefore, this finding canno.t be addressed until the June 30, 2011 financial statements and notes
are prepared.

¢ Internal Audit anticipates performing fieldwork associated with this objective in July 2011.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Report Finding 2010-2;

~ Ark. 'Code Ann.’§ 23-115-205 (a) (20) states that the Commission may enter into contracts with the terms and
conditions as necessary. [n addition, Ark. Code Ann. § 23-115-701 (e) (1) states that each major procurement
contract shall be filed with the Arkansas Lottery Commission Legislative Oversight Committee (LOC) for review
before the execution date of the contract. The Commission approved and LOC reviewed the instant ticket
lottery game service contract with a stated cost of 1.75% of net sales. Subsequent to this review, Management
entered into a Recital of Selected Options with a cost of 1.92% of net sales plus an additional cost of 1.5% of
the prize pool. The estimated cost of the Recital of Selected Options compared to the original reviewed price
proposal is an additional $3.9 million per year. in addition to the Recital of Selected Options, Management
entered into three licensing agreements with the vendor with a total estimated cost of $671,861. The
subsequent Recital of Selected Options and three licensing agreements were not approved by the Commission
or reviewed by LOC. Lack of appropriate review of contracts and medifications of contracts could lead to a
lack of transparency to the LOC and pubilic. '

- Recommendation for Finding 2010-2:

We recommend the Agency ensure compliance with State taw by submitting appropriate documents for review
by the Arkansas Lottery Commission Legislative Oversight Committee.

NOTE - This finding was cleared by Internal Audit on March 8, 2011,

Audit Objective #2

Determine that the Arkansas Lottery Commission Legislative Oversight Committee and Arkansas
Lottery Commission have reached an agreement concerning the submission of appropriate contract
documents for review by the Arkansas Lottery Commission Legislative Oversight Commiittee.

No Findings or Recommendations. Lottery management has agreed to provide immediate notice

to the Arkansas Lottery Commission Legislative Oversight Committee of all agreements described in
a letter from the Co-chairs of the Committee dated December 14, 2010.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
~June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Objective #3

~ Determine thé't"L'é'ﬁe‘ry management is submitting app'r'opriate contractual documents for review by
the Arkansas Lottery Commission Legislative Oversight Committee,

No Findings or Recommendations. Lottery management has submitted to the Arkansas Lottery
Commission Legislative Oversight Committee all licensed instant ticket game agreements (2) entered
into from July 1, 2010 through February 28, 2011, The Arkansas Lottery Commission’s legal counsel
has indicated that the Lottery is in compliance with the contents of the Ietter from the Co-chairs of the
Committee dated December 14, 2010. :

&
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Arkansas Lottery Commission - Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audlt’
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Management Letter Finding #1:

Ark. Code Ann. § 23-115-403 (f) (1) prohibits the payment of lottery prizes to certain individuals who are
members of the Commission, employees of the Commission, or member of the immediate family of a
Commissioner or employee of the Commission. Currently, the Agency conducts prize payment reviews for
Powerball and Mega Milfiens prize payments of $10,000 or more and second chance drawings for instant
games. The Agency does not review prize payments for instant ticket games nor prize payments below
$10,000 for on-line games. In a review of the database used to perform the prize payment review, it was noted
that current information within the database required to comply with State law is incomplete. Management
utilizes social security numbers to aid in compliance with State law, but 75% of the employees and relatives did
not have a.social security number listed including the Executive Director, Vice President of Gaming, and 12
other employees. An additional requirement for the database was the address of the prohibited player. In the
review of the database, 15% of the employees and relatives had incomplete information including six
employees. In addition, four employees were not included in the database. Failure to comply with State law
could allow inappropriate lottery prize payments and loss of integrity for the Arkansas Lottery Commission.

Recommendation for Management Letter Finding #1:

We recommend the Agency obtain information from commission members, employees and others deemed
necessary to complete the comprehenswe database and conduct the prize payment reviews required by State

law.

NOTE ~ This finding was cleared by Internal Audit on June 6, 2011.

Audit Objective #4

Determine that Lottery management has established procedures in which a winner claiming a prize in
excess of $500 affirms, by signature, that they are not an ineligible player as defined by State law.

No Findings or Recommendations. The Arkansas Scholarship Lottery Winner Claim Form has
been updated to state the following:

{ further attest that | am not an ASL Commissioner or an ASL employee, nor am | a member of the
immediate family of an ASL Commissioner or ASL employea.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010. Audit Report and Management Letter

Status Report ~ June 6, 2011

Audit Objective #5

i
!

~Daterfing that Lottery management has established, to the extent possible, a database of ineligible

players to ensure prize payments in excess of $500 are not paid to an individual deemed ineligible to
win a Lottery prize as defined by Statfe law.

No Findings or Recommendations.

Act 207 of 2011 dhanged the requirements regarding prohibited players to the following:

The commission shall not pay a loftery prize that exceeds the amount of five hundred dollars
($500) to any: (A) Member of the commission; (B) Employee of the commission, or (C) Member of
the immediate family of a member of the commission or an smployee of the commission living in
the same household as the member of the commission or the employee.

Lottery management has developed a database of all ineligible players based on the criteria
included in Act 207 of 2011.

Internal Audit tested the ineligible player database for completeness as of May 5, 2011. No
exceptions were noted.

A module in the gaming system to automate the procedure of verifying the eligibility of a player in
the validation process of high-tier prize payments was implemented on April 25, 2011,

internal Audit tested the Lottery’s gaming system’s ineligible player verification module to ensure
that any player included in the ineligible player database that attempts to redeem a lottery prize in
excess of $500 is flagged by the system and payment of the prize is disallowed. No exceptions
were noted.

Lottery management has developed policies and procedures to establish rules and gundellnes for

mamtalnlng an accurate and up-to-date database of ineligible players as outlined in Act 207 of
2011.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Legislative Audit Management Letter Finding #2:

Ark. Code Ann. § 23-115-303 (e) and {f) requires each person considered for employment by the Commission
submit to a state and federal background check. Arkansas Code further states that the Commission cannot
" employ anyone who has been convicted or entered a plea agreement for certain criminal offenses. Nineteen
individuals employed by the Commission were selected for review; of which, all background checks were
completed subsequent to the first day of employment. The failure to complete the background checks prior to
employment resulted in the employment and subsequent termination of two individuals with previous criminal

offenses.

Legislative Audit Recommendation for Management Letter Finding #2:

We recommend the Agency develop policies and procedures to ensure criminal background checks are
received prior to employment.

NOTE ~ This finding was cleared by Internal Audit on January 7, 2011,

Audit Objective #6

Determine that Lottery management has established written policies and procedures concerning
employee background checks. '

No Findings or Recommendations. Written policies and procedures have been developed for
employee background checks.

Audit Objective #7

Determine that background checks are received and reviewed prior to the first day of employment.

No Findings or Recommendations. Audit fieldwork revealed that for all employees hired between
the dates of April 19, 2010 through January 7, 2011, a background check was received and reviewed

prior to the first day of employment.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Leg'islative Audit's
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Legislative Audit Management Letter Finding #3;

Ark. Code Ann. § 23-115-206 (a) (1) requires the Commission to establish effective internal controls. To

effectively establish internal controls, management should communicate policy and procedures to all staff.
Management did not communicate the policy and procedures for the acerual and use of compensatory time to
exempt staff until August 3, 2010 for time purportedly earned between July 1 and November 30, 2009.
Subsequent to the issuance of the formal policy, numerous changes were made by management including a
suspension of compensatory time usage. In addition, management was unable to properly account for the
potential compensatory time resulting in ten different versions of compensatory time being submitted for audit.
Due to the numerous changes made fo the compensatory time policy, at the end of audit fieldwork, it remains
unclear what the Agency had established as policy. The failure to establish and communicate policy has led to
confusion with the 23 affected employees and has created a potential liability for some staff, who may be
required to reimburse the Agency for compensatory time already taken.

Legislative Audit Recommendation for Management Letter Finding #3:

We recommend the Agency strengthen internal controls by communicating applicable policies and procedures
to staff in a timely manner. We further recommend the Agency obtain guidance from the Chief Fiscal Officer of
the State regarding reimbursement of any overpayments that may be determined.

Audit Objective #8

Determine if any additional compensatory time has been granted to exempt employees since the
audit report date of June 30, 2010.

Status as of June 6, 2011

Audit fieldwork complete — No findings or recommendations

Internal Audit reviewed leave records and inquired of applicable employees and determined that no
additional compensatory time has been awarded to exempt employees.

s
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit's
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Objective #9

" Determine if Lottery management has established written policies and procedures for the use of the
80 hours of compensatory time approved by the Arkansas Lottery Commission.

Status as of June 6, 2011

Audit fieldwork complete — No findings or recornmendations

Lottery management has established a Compensatory Time Policy. In addition, an email written by
the Lottery’s Human Resources Director provided guidance to effected employees regarding usage of
the compensatory time awarded.

Audit Objective #10

Determine that compensatory time usage is accounted for in accordance with policies and
procedures, approved, and adequately supporied.

Status as of June 6, 2011

Audit fieldwork complste ~ No findings or recommendations

Internal Audit performed a test of compensatory time usage records and determined that time is
accounted for in accordance with policies and procedures, approved, and adequately supported.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Repdrt -~ June 6, 2011

_Audit Objective #11

Determine that the Executive Director and Vice Presidents are repaying compensatory time in
accordance with the methodology submitted and reviewed by the Arkansas Lottery Commission.

- Status as of June 6, 2011

Audit fieldwork in progress

Executive Director

The Executive Director has repaid all 16 hours compensatory time used by reducing his annual leave
balance.

Vice President of Gaming

The Vice President of Gaming has repaid all 134.5 hours compensatory time used by reducing his
annual leave balance (52.5 hours) and compensation (82 hours).

Vice President of Administration

e The original balance of the compensatory time to be reimbursed by the Vice President of
Administration was 178.5 hours. The Vice President of Administration submitted a plan on
February 11, 2011 to reimburse her outstanding compensatory time balance in the following
manner.

1. Starting with the pay period ending February 19, 2011, reduce compensation by 4 hours
per week (8 hours per pay period) until the pay period ending July 9, 2011, a total of 11 pay
periods. This will result in a reduction of the compensatory time balance of 88 hours.

2. Forfeit her cost of living and merit pay increase in the amount of $8,922.24. At an hourly

rate of $108.49 per hour, this will result in a reduction of the compensatory time balance of
approximately 82 hours.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legisilative Audlt’
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

3. The remainder of the compensatory time will be paid by the Vice President of
- Administration to bring the balance to zero by the end of July 2011.

The Vice President of Administration has a balance of 113.97 hours as of June 6, 2011. The
origihal balance of the compensatory time to be reimbursed of 178.5 hours has been reduced
by a reduction in compensation of eight hours per check for eight pay periods (64 hours) and a
payroll deduction overpayment of $57.69 (.53 hours) not returned to the Vice President of
Administration. '
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Arkansas Lottery Commission - internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Legislative Audit Managément Letter Finding #4:

‘Act 605 and 606 of 2009, as amended, known as the Arkansas Scholarship Lottery Act, set the executive
director's salary at $141,603 with multipliers of up to 2.5 times resuiting in a maximum salary of $354,007. Ark.
Code Ann. § 23-115-304 (b) states, “A commission employee's salary for retirement purposes shall be the
amount determined by the commission as authorized by the General Assembly and shall not include any
multipliers used to increase a person’s salary as authorized by the General Assembly.” The Commission paid
retirement contributions based on the Executive Director's salary including multipliers. Ark. Code Ann. § 23-
115-304 (b) may be in conflict with general legislation applicable to the Arkansas Public Employees Retirement
System (APERS) as related to the definition of compensation for retirement purposes, Ark. Code Ann. § 24-4-
101, and calculations of benefits, Ark. Code Ann. § 24-4-601. Based on the advice of APERS, the
Commission remitted an additional $29,184 for retirement contributions based on the total amount of the
Executive Director’s salary of $324,000.

Legisiative Audit Recommendation for Management Letter Finding #4:

We recommend the Agency seek legal guidance as to the applicability of Ark. Code Ann. §§ 23-115-304(b),
24-4-101, and 24-4-601. In addition, the Agency should seek reimbursement for any overpayments that may

be determined.

NOTE ~ This finding was cleared by Internal Audit on April 8, 2011.

Audit Objective #12

Determine that an Attorney General’s opinion has been requested concerning the Arkansas Lottery
Commission’s Executive Director’s retirement contributions (Ark. Code Ann. §§ 23-115-304(b), 24-4-
101, and 24-4-601).

No Findings or Recommendations. The Legislative Joint Audit Committee requested an Attorney
General's opinion regarding the Arkansas Lottery Commission’s Executive Director's retirement
contributions. Attorney General Opinion Number 2010-150 was issued on February 7, 2011. The
opinion states that the specific language in the Arkansas Lottery Act holds precedent over the general
statutes contained in Ark. Code Ann. 524-4-101 and 24-4-601. Therefore, contrlbutlons for retirement
should be based on the Executive Director's salary without multipliers.
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Arkansas lLottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report ~ June 6, 2011

Audit Objective #13

Determine that the Arkansas Lottery Commission has been reimbursed from the Arkansas Public

Employees Retirement System (APERS) any excess retirement contributions,

No Findings or Recommendations. The Arkansas Lottery Commission received a warrant in the
amount of $34,204.30 from the Arkansas Public Employees Retirement System on March 25, 2011,
This payment represented the return of excess retirement contributions paid by the Lottery {employer
matching) in regards to the Executive Director's salary. '
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Arkansas Lottery Commission — internai Audit

Review of Findings and Recommendations from the Division of Legislative Audit's

June 30, 2010 Audit Report and Management Letter

Status Report - June 6, 2011

Legislative Audit Management Letter Finding #5:

" Review of travél Teimbursements, Visa statements, and supporting documentation revealed the following;

The Executive Director submitted ten requests for fravel reimbursement totaling $4,534 during the fiscal
year; five of which, totaling $3,470, lacked proper approval by a designated travel supervisor.

Travel payments/reimbursements totaliﬁg $16,189 were made thatare in conflict with State laws and travel
regulations.

1.

Hotel expenses were paid above the Federal per diem rate without prior authorization by the
Agency's Executive Director. We noted 22 instances totaling $9,616 that are in violation of R1-19-
4-903 of the Financial Management Guide, which states “lodging costs exceeding the rates listed in
the Federal Travel Directory may not be paid without a letter of authorization by the administrative
head of the agency and must include a justification as to why it was in the best interest of the State
to exceed the standard reimbursement rate”.

Five (5) charges totaling $1,872 made to the Visa travel credit card were either not supported by
adequate documentation, the documentation did not match the amount charged, or the
documentation did not appear to be an original. This appears to be in violation of Ark. Code Ann. §
19-4-802(b) which states “the responsibility of the administrative head of any agency to keep on file
in the place of husiness of the agency, subject to audit, copies of all supporting documents and
required receipts for expenses incurred in connection with the travel authorizations and allowances

for persons traveling on behalf of the agency”. '

Documentation used to support Visa statements/TR-1 reimbursements for airiine ticket purchases
were screen prints from an airline/travel booking website that were printed prior to an actual flight
confirmation. We noted seven (7) instances totaling $2,814 that are in violation of Ark. Code Ann. §

19-4-902(h).

The business purpose was not adequately documented for payments made on behalf of, or
reimbursements to, the Vice-President of Gaming for travel expenses totaling $1,423. Exceeding
the conference room rate by $103 per night, additional hotel charges totaling $309 were incurred
during a conference in New York.  In addition, hotel costs and meals totaling $1,114 were incurred
beyond the dates of the conference.

We also noted $464 in other reimbursements that are in conflict with various State laws and travel
regulations including: receipts not matching the dates listed on the travel reimbursement form,
excess mileage reimbursement, exceeding the Federal per diem daily rate for meals incurred during
overnight travel, reimbursement for meals without having overnight travel, and reimbursement for
tips above the 15% allowance.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s |
June 30, 2010 Audit Report and Management Letter

Status Report - June 6, 2011

Legislative Audit Recommendation for Management Letter Finding #5:

We recommend the Agency strengthen internal controls related to travel expenditures by requiring all travel
expenditures be adequately documented. Agency personnel that travel as part of their job duties should be
trained on the various State travel regulations and management should establish procedures to ensure
compliance with State law and regulations. Furthermore, we suggest that the Executive Director remit his
requests for travel reimbursement to an appropriate travel supervisor for review and approval.

NOTE — This finding was cleared by Internal Audit on March 8, 2011.

Audit Objective #14

Determine that the Lottery has adequate written policies and procedures for employee travel
expenditures. -

No Findings or Recommendations. The Lottery has established adequate written policies and
procedures to govern employee travel expenditures (Travel Expense Reimbursement Folicy).

Audit Objective #15

Determine that all travel expenditdres are reimbursed in accordance with the Lottery's policies and
procedures, adequately supported, and approved by the appropriate personnel. Prepare a monthly
schedule of travel expenditures. :

No Findings or Recommendations. Internal Audit reviewed the Arkansas Scholarship Lottery travel
expenditures for the months of December 2010, January 2011, February 2011, March 2011, and April
2011 for compliance with the Lottery’s policies and procedures, adequate supporting documentation,
and proper authorization. No reportable exceptions were noted. Internal Audit will continue to
regularly review Lottery travel expenses and prepare monthly schedules of employee fravel
reimbursements as requested by the Arkansas Lottery Commission.

Page 14 of 24



Arkansas Lottery Commission - Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Legislative Audit Management Letter Finding #6:

F{ewew of payroil ‘and related records revealed the Agency made lmproper retroactive payments to two
employees for periods 12/13/09 through 3/28/10 and 5/01/10 totaling $6,296. Ark. Code Ann. § 19-4-1610
states “no increase in the rate of pay, either by paying the full amount of the maximum salary or by placing an
employee in a position calling for a greater salary, shall be construed as authorizing the payment of any
retroactive salary to the employee” except for “salary payments made to correct an administrative error”.
However, the retroactive pay was for time before the effective dates of the position reclassifications.

Legislative Audit Recommendation for Management Letter Finding #6:

We recommend that the Agency ensure that retroactive payments be supported by appropriate documentatlon
and seek recovery of the amounts overpaid.

Audit Objective #16

Determine that the Lottery did not make any improper retroactive payroll payments to employees from
July 1, 2010 through December 31, 2010.

Status as of June 6, 2011

Audit fieldwork complete — No findings or recommendations

Internal Audit reviewed payroll records for retroaclive payments to employees involving position
reclassifications. In addition, Internal Audit inquired ot appropriate Lottery personnel regarding
retroactive payments to Lottery employees. No instances of improper retroactive payments were

noted.
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Arkansas Lottery Commission — internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit's
June 30, 2010 Audit Report and Management Letter

Status Report - June 6, 2011

Audit Objective #17

~ Déterminé if the Lottery management's amendment of the personnel action forms (administrative
error correction) resclves Legislative Audit’s finding and recommendation.

Status as of June 6, 2011

Audit fieldwork in progress

e Per Legislative Audit’s recommendation, Lottery management submitted a memorandum to the
Department of Finance and Administration — Office of Personnel Management dated February 15,
2011 requesting a review of the actions taken by the Lottery’'s Human Resources Division in

regards to the granting retroactive pay to two employees.

¢ The Department of Finance and Administration — Office of Personnel Management responded in a
letter dated February 17, 2011 indicating that there was not enough information provided 1o

address the issue.

» Lottery management provided the Department of Finance and Administration — Office of
Personnel Management additional information regarding the retroactive payments on June 3,

2011,

e Lotlery management maintains that the two employees in question were legally entitled to the
funds received.

» Internal Audit will continue to monitor this finding.

Audit Objective #18

if applicable, determine if improper retroactive payments have been recovered.

Status as of June 6, 2011

Audit fieldwork planned (if necessary)

Internal Audit will perform the audit fieldwork associated with this objective when a final resolution has
been reached regarding the Lottery seeking recovery of the retroactive payments noted in the finding.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report - June 6, 2011

Legislative Audit Management Letter Finding #7:

The Control Objectives for Information and related Technology (COBIT) Delivery and Support Domain 11
outlines the best practices for ensuring financial data is complete, accurate and valid. Controls should be in
place to ensure propsr management review and/or approval of ail financial transactions. Additionally, financial
accounting software processing ability should be adequate to meet the control environment needs of the entity.
The Agency’s financial accounting software and related procedures contains the following deficiencies:

o The software allows a valid financial transaction to be deleted in a manner that complietely erases the
transaction from the original financial records. The only information about the deleted transaction is
kept in an audit log file. Theré is no documentation to indicate that management is reviewing the audit
log file to determine that transaction deletion was properly approved and appropriate for the

“circumstances.

« The software only has the capability to identify 7 payroll deductions on an employee’s remuneration
statement, however many employees have more than 7 deductions. Additionally, Agency staff must
account for some payroll deductions outside the accounting software and adjust federal reporting forms
accordingly.

» The sofiware does not have adequate controls to prevent or detect a salary overpayment for a
position’s pay grade maximum in accordance with Ark. Code Ann. § 21-5-101. In addition, the software
lacks the ability to limit the maximum number of employees authorized by §§ 23-115-305 and 307.

These situations could allow errors or fraud to occur and not be detected in a timely basis.

il

Legislative Audit Recommendation for Management Letter Finding #7:

We recommend that the Agency work with the application vendor to implement additional controls that wil
strengthen the control environment.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit's
June 30, 2010 Audit Report and Management Letter

Status Report ~ June 6, 2011

Audit Objective #19

- Determlne if the feature that allows the deletion of transactions in the current accounting penod has

been deactivated.

Status as of June 6, 2011

: A_udit fieldwork complete — No findings or recommendations

The administrator rights associated with the financial accounting software were assigned to an
individual outside the Lottery’s Finance Department. Therefore, the Lottery’s Chief Financial Officer
no longer has the capability to delete transactions entered into the accounting system or the ability to
activate or deactivate the “delete” function for any user, including himself.

Audit Objective #20

Determine if Lottery management has upgraded current payroll software or implemented new payroll
software to ensure that the capability exists to present all applicable deductions on an employee’s

remuneration statement.

Audit Objective #21

Determine if Lottery management has upgraded current payroll software or implemented new payroll
software to prevent or detect a salary overpayment for a position’s grade and to ensure that the
maximum number of employees authorized is not exceeded.

Status as of June 6, 2011

Audit fieldwork planned

The Department of Finance and Administration (DFA) presehted a proposal for integration of all of the
Lottery's accounting functions into AASIS on May 27, 2011. Lottery management plans to present
DFA’s proposal and ~other options concerning accounting software to the Arkansas Lottery

Commission.
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Arkansas Lottery Commission — internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

‘Status Report - June 6, 2011

Legislative Audit Management Letter Finding #8:

Review of internal controls over cash receipts for the collection of retailer fidelity fees totaling $18,775 and
retailer application fees totaling $161,381, identified controls that were not operating as designed. All incoming
mail is to be processed by the Security Division which includes entering all checks received into the mail check
log which is maintained on SharePoint and approved by the Treasurer. The mail and checks are subsequently
to be distributed to the appropriate departments for processing. During out test, we noted that checks were
being deposited that had not been processed through the security division; all checks were not deposited
timely; and, although the check log was being approved by the Treasurer, the Treasurer does not receive
copies of the checks or other documents to ensure that the check log is complete.

Legislative Audit Recommendation for Management Letter Finding #8:

We recommend the Agency strengthen internal controls over cash receipts.
NOTE - This finding was cleared by Internal Audit on March 8, 2011.

Audit Objective #22

Determine that the Lottery has adequate written policies and procedures for the cash receipting
process.

No Findings or Recommendations. The Lottery has established adequate writien policies and
~procedures to govern cash receipts (Check and Monetary Receipt Policy).

Audit Objective #23

Determine that cash receipts are processed in accordance with policies and procedures deposned in
a timely manner, and properly recorded in the Lottery's general edger.

No Findings or Recommendations. Based on a test of transactions conducted by Internal Audit,
cash receipts are processed in accordance with the Check and Monetary Receipt Folicy, deposited in

a timely manner, and properly recorded in the Lottery’s general ledger.
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Arkansas Lottery Commission - Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report - June 6, 2011

Legislative Audit Management Letter Finding #9:

~Review of internal controls over disbursements revealed that controls over procurement are madequate The
Agency's policy requires a Vice-Presidents approval for non-procurement card purchases over $500.
However, the Agency's policy also states that approval is considered to have occurred with the Vice-
President’s manual signature on the check. This control is ineffective since the check would not be signed until
after the purchase had occurred and the item had been received. The Agency’s controls appear to be minimal
compared to best practices and have the potential to allow unauthorized or unallowable purchases and/or
fiabilities to be incurred by the Agency.

Legislative Audit Recommendation for Management Letter Finding #9:

We recommend the Agency ensure that proper controls are in place and operating effectively by adequately
reviewing all supportmg documentation for purchases prior to the disbursement of funds.

NOTE ~ This finding was cleared by Internal Audit on February 8, 2011.

Audit Objective #24

Determine that the Lottery has adequate written policies and procedures for disbursements.

No Findings or Recommendations. Lottery management has established adequate written policies
and procedures to govern disbursements (Purchasing and Invoice Payment Policy).

‘Audit Objective #25

Determine that cash disbursements are processed in accordance with policies and procedures,
adequately supported, reviewed and approved prior to the disbursement of funds, and properiy
recorded in the Lottery’s general ledger.

No Findings or Recommendations. Based on a test of transactions conducted by Internal Audt,
cash disbursements are processed in accordance with the Purchasing and Invoice Payment Policy,
adequately supported, reviewed and approved prior to the disbursement of funds, and properly
recorded in the Lottery’s general ledger.
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Arkansas Lottery Commission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Legislative Audit Management Letter Finding #10:

" The instant ticket lottery game service contract requires a fee paid to the vendor of 1.5% of the prize fund for

the costs associated with the Points for Prizes™ program. The Agency paid the vendor $3.3 million te operate
the program during the year ended June 30, 2010.  Agency personnel were unable to provide an adequate
explanation as to calculation of the fee and specifically, how to determine the value of the prize fund. Agency
personnel appeared to lack knowledge required to calculate the fee independent of the vendor. The Agency’s
inability to understand and recalculate the fee could cause vendor overpayments to oceur thus reducing funds
available for scholarships.

Legislative Audit Recommendation for Management Letter Finding #10:

We recommend the Agency strengthen internal controls surrounding the Points for Prizes™ program by
ensuring Agency employees adequately review and understand the methodology for calculating payments to
the instant ticket lottery game service vendor.

NOTE - This finding was cleared by Internal Audit on April 8, 2011.

Audit Objective #26

Determine that the Lottery and the instant ticket game vendor have clarified the calculation for the
“Points for Prizes" fee.

No Findings or Recommendations. Scientific Games provided a formula for the calculation of the
Points for Prizes in a document dated February 1, 2011. Lotiery management concurs with the
formula. :

Audit Objective #27

Determine that the Lottery is remitting to the instant ticket game vendor the correct amount for the

“Points for Prizes” fee.

No Findings or Recommendations. Based on a test of transactions conducted by Internal Audit,
the billing amount for the Points for Prizes is being calcuiated in accordance with the formula agreed
upon by Lottery management and Scientific Games.
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Arkansas Lottery Commission - Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Législative Audit Management Letter Finding #11:

Travel regulation R1-19-4-903 states mileage shall be reimbursed and computed using map mileage. The
auditor was unable to adequately test marketing sales representatives’ travel due to insufficient documentation.
information provided on the employees’ travel reimbursement forms was vague and/or incomplete fimiting the
Agency’s ability to properly review the supporting documentation prior to payment. In addition, the auditor was
unable to verify miles traveled in order to recalculate mileage reimbursement for accuracy. Travel
reimbursements for marketing sales representatives totaled $198,983, including one employee who was
reimbursed $18,858 for 44,900 miles driven during a 10 month period of time. Insufficient supporting
documentation could allow errors or misappropriation of assets to occur and go undetected by the Agency,
leading to overpayments made to Agency employees.

Legisiative Audit Recommendation for Management Letter Finding #11:

We recommend the Agency implement procedures requiring adequate documentation of travel made by the
Agency’s marketing sales representatives to allow for a proper review of travel reimbursements.

NOTE - This finding was cleared by Internal Audit on May 9, 2011.

Audit Objective #28

Determine that the Lottery has adequate written policies and procedures concerning personal vehicle
mileage reimbursements for Marketing Sales Representatives. :

No Findings or Recommendations. The Reimbursement for Use of Privately Owned Vehicle
section of the Lottery’s Travel Expense Reimbursement Policy provides guidance for Marketing Sales
‘Representatives in regards to personal vehicle mileage reimbursements.
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Arkansas Lottery Commission — Internat Audit

Review of Findings and Recommendations from the Division of Legislative Audit's
June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Objective #29
- Determine that all Marketing Sales Representatives mileage reimbursements are in accordance with
the Loftery’s policies and procedures, adequately supported, and approved by the appropriate

personnel. Prepare a monthly schedule of Marketing Sales Representatives mileage
reimbursements.

No Findings or Recommendations.

* Lottery management held a training session on March 2, 2011 concerning the preparation of the
- Mileage Log and Reimbursement Form utilized by the Lottery’s Marketing Sales Representatives
to claim reimbursement for the use of privately owned vehicles.

*  Monthly schedules detailing Lottery Marketing Sales Representatives privately owned vehicle
reimbursements are prepared by [nternal Audit and provided to the Arkansas Lottery Commission.

¢ Internal Audit conducted a review of Lottery Marketing Sales Representatives privately owned
vehicle reimbursements paid during April 2011. Based on our review, the finding is being cleared
as of May 9, 2011. Considerable improvements were noted. Internal Audit will continue to
periodically review the Lottery Marketing Sales Representatives privately owned vehicle
reimbursements. '
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Arkansas Lottery Cornmission — Internal Audit

Review of Findings and Recommendations from the Division of Legislative Audit’s
~ June 30, 2010 Audit Report and Management Letter

Status Report — June 6, 2011

Audit Objective #30

"Determine that the Lottery is not reimbursing Marketing Sales Representatives for commuting from
their personal residence to their assigned territory,

No Findings or Recommendations.

¢ Per consultation with the Department of Finance and Administration, Lottery Management has
established a policy stating that all Marketing Sales Representatives whom reside outside their
territory will be assigned an official station at the point they cross the county line entering their
territory. Therefore, commuting mileage will not be reimbursed to Marketing Sales
Representatives for travel fo and from their personal residence outside of their assigned
territories.

» Based on Internal Audit review of Lottery Marketing Sales Representatives privately owned
vehicle reimbursements and consultation with appropriate Loitery staff, all Marketing Sales
Representatives whom reside outside their territory have been assigned an official station at the
point they cross the county line entering their territory.
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Nationa Sottware Escrow

Jupe 29, 2011
Toula Argents
Tntralot, Inc.

11360 Tecknology Clicle
Duluth, GA 30097

Dear Toula:

Thauk you for selecling_NSE for your Software Escrow needs.

This letter is written 1o inform you that Nativnal Software Escrow; Ine. has
received the Materials that are to be deposited into escrow for the fulfillment of
Software Pscrow #7022 hy and between Intralol, Inc. and Atrkansas Lottery
Commission. '

The Escrow Materials have been deposited into the offite storage facitity

Please call me at {440) 546-9750 if you have any questions.

We appreciate both organizations’ confidence in National Sofware Escrow, Inc.

L '-charci 557 /ﬂ’/
( /zﬁé:/%w

[David P. Baka
President

DR/dac

Cor  E. Passailaigue

~
50 s



National

Software Escrow

SOFTWARE ESCROW AGREEMENT

- NUMBER 7022

This  Escrow  Aprdemghi t‘nade and
efj:ctwg as  of this _iﬁ day of

_, 2011 {“Effective Date™), amung
NATIONAL SQFTWARE ESCROW, INC. an Ohio
Corpuration, {"The ESCROW AGENT) and
INTRALOT, INC ("The TECHNOLOGY VENDOR®)
and; ARKANSAS LOTTERY COMMISSION {"The
BENBFICIARY"}.

A. The TECHNOLOGY VENDOR and the
BENEFICIARY have entered into an Online Lottery
Game Services and Lottery Gaming System and
Services Request for Proposal attached hereto as
Exhibit A, both of which are mcurparated by
reference {the "Oaline RFP"]

B. By the Online RFP, the TECHNOLOGY
VENDOR granted the BENEFICIARY for Ks use a
license to wse certain computer software
program(s) and related documentation which are
proprietary to the TECHNOLOGY VENBOR and
aceess to which must be restiicted to protect ils
business,

C. The TECHNOLOGY VENDOR has
maintenance " and  upgrade obligations to
BENEFICIARY as provided by the Quline RFP.

D. The BENEFICIARY must have-access to
those materals identified in this Agreement if
TECHNOLOGY VENDOR . unable to samsfy us
abligations as set forth in the Oaline RFP

E. To addriess the respective needs of the
TECHNGLOGY VENDOR and BENEFICIARY, the
TECHNOLOGY VEMDOR and BENEFICIARY in
consideration of the promises and the mutual
covenants cantalred hersin, have agreed to escraw
Deposic Materigls with the ESCROW AGENT and
ESCROW AGENT agrees tv accept and to likewise
be bound as follows: .

1.0 DEFINITIONS

1.1 "Soﬁrce Code" means a farm suikable for

_ reproduchon by computer and/for phatacopy

equipment, and conslsts of a tull source language

statemnent of the Program or Programs as initially
installed by BENEFICIARY or as later revised,
updated or improved comprising the product and
any existing Program maintenance documentation,

- including all fow chaits, schematics and

annotatiens which comprise the precoding deteiled
design specifications and all other materials
necassary to allow a reasonghly skillad third-party
programmer to maintin or enhance the product
withour the help of any other person ar reference
to any other material,

1.2 “Programs” means one of the computer
software pragrams identified by TECHNOLOGY
VENDOR o ESCROW AGENT s being a program
for purposes of this Agreement, This includes any

" program so entified w Exhibit A attached herato

and mny additional program that TECHNOLOGY
VENDOR idennfies wn 4 depasit form {Farm 2.1)
that it sulwnits to ESCROW AGENT as a- deposit as
hereinafter provided. & given Program meludes all
components thereof and all Updates theretore (as
heremafter defined). A given Program includes
any different versions thereof for different users,
user agents, and aperating systems.

13 “Default" means ope or more of the
developments ar events specified in 3.0 of this
Agreement.

1.4 “Deposit Materfals™ includes, but is not
lumited to, the source code, control procedures for
software change menagement and documentation,
including updated service and operanonal
manuals, written procedures and all updates to the
source code and any other information deemed
necessary for the operation of the onling lottery
system as included in the Online RFP attached
hereto as Exhibit A, or otherwise idenbfled on
Form 2.1, as the case way be, Deposir Materials
must be readable and useable in their current
form or, I ahy portdon is encrypted, the decryption
tools and decryption keys must also be deposited
and separately identified as such on Form Z.1
attached; and mustinclude a current version of any
Source Code for gl software licensed under the
Online RFP and all updates thereto, tagether with

Natfonal Software Escrow, Inc.
BZ25 Brecksville Ruad, Building Thrae, Suite 105 « Brecksvilly, Ohie 44141

(440} 546-9750 « Fax (440} 546-0207 » www.rrittionulsoRwareescraw.com



all dotumentation necessary to enable 1

_reasonably shilled programmer to maintain such

licensed software, and descriptions of all
‘complers, assemblers  and  other computer
programs and related decumentation and other
materials that are necessary or usefu] to use
modify and prepare derivative works of such

" Source Code.

1.5 “Notice of Default” meanks a written nofice
wssued by BENEFICIARY to both TECHNOLOGY
VENDOR and ESCROW AGENT, which complies
with Sectlon 8,15 and further, that identifies the
Onhine RFP and this Bscrow Agreement, spacfies
the Defawt with ressonable specificaty under

Section 3.1 A, B. or €, idennhies the Deposit

Materials and demands the delivery of a complete
copy of the Deposit Matertals to the BENEFICIARY

1.6 “Updates”  mean  any  release
iniprovement, revision, enhancement, updare, or
module generstly made available by the
TECHNOLOGY YENDOR for 2 Program.

1.7 “Opline RFP" means the contract
between BENEFICIARY and  TRCHNOLOGY
VENDOR tdentified in Recizal A ahove.

2.0 DEPOSIT OF DEPOSIT MATERIALS

21 Upon execution of this Agreement. the
TECHNOLOGY VENDOR agress to deposit as

vequired by this Agreement and the ESCROW

ACENT agrees to accept the Deposit Materials for
the Jicensed Program(s) as listed i Porm 2.1,
attached hereto and made a part hereof In
addition, from tme o time hereafter, the
TECHNOLOGY VENDOR will depostt with the
ESCROW AGENT all necessary and appropriate
improvemants,  ravisiens, enhancements, or
updates for the Deposit Materials so that, at alf
hmes, the Deposit Materials will corraspond with
the Programs  actually  disoibuted  to
BENEFICIARY.

2.2 TECHNOLOGY VENDOR represents and
warrants that:

A, The items listed m Form 2.1 attached
hereto complies with the defiution nf Deposit
Matenals as defined in 1.4 of this Agreement and
constitures  the  Deposit  Materials  and
documentation of the licensed Program(s) subject
to the Onime RFP.

B. " The Deposit Matenals delivered to the
ESCROW AGENT are in a torm suwitable for

reproduction by computer and/or phatacopy
equtpment .

C The Peposit Materials inivally dellvered
to the ESCROW AGENT- include all necessary
marerials to permit # reasonably sillled third party
programuner to recreste executzble version(s] ot
licensad Program(s) from the Source Code,

B The Deposit Materials are ‘not subject to
aiy len or other encumbrance, and any hens ar
encumbrances made after the exerution of this
Agreement will nat prohibit, i, of alter the rights
and -abliganons of ESCROW AGENT under this
Agreamant. )

2.3 The TECHNOLOGY VENDOR covenants that

A The TECHNOLOGY VENDOR shall provide
written notification to the BENEFICIARY within
ten (10) days of ts Intended depasits of updates,
ghhancements of other modifications o the
Deposit Materials escrowed with the ESCROW
AGENT

3. wWith regard to Deposit Materials, the
TECHNOLOGY VENDIOR will conspicuausly labed as
“Saurce Code” both Initial and subsequent
deliveriex of knglble media. which comprise
Source Code as defined by this Agreement.

G The TECHNOLOGY VENDOR wiil complete
Form 2.1 and submat both it and the original, along
with revised, updated or unproved copies of the
Deposit Materials to the ESCROW AGENT.
Additionally, the TECHNOLOGY VENDOR will
simuftaneously send a copy of Form 2.1 to
BENEFICIARY when the faregoing 15 sent to
ESCROW AGENT.

. The TECHNOLOGY VENDOR  will -
promptly supplement the Deposit Materials with
all revisions, corrections, enhancements, or cther
changes so that the Deposit Materials constitute a
Jwman readable program for the current release of
the licensed Propram o which this agreement
refates. -

B The TECHNOLOGY VENDOR will both
mitially and i subsequent deliveries- of Depnsit
Materials to the ESCROW AGENT deliver all
necessary materials Lo permit a reasonably skilled
third party programmer to recreate executable
version(s) of icensed Program(s) from the Deposit
Materials.

Matienal Software Escrow, Inc.
8226 Brecksvitle Road, Building Thrae, Suite 105 » Brecksvilly, Chio 44141

(440) 546-9750 o Fax {440} 546-0207 » www.itationalyoftwareescrow.com
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F Upan request of the BENEFICIARY, the
TEGHNOLOGY VENDOR must verify and certity that

the Deposit Materigls deposited accurately and’

vompletely contprise the Source Code and velated
dlocumentarion needed to. support the current
version(s) of tie Software.

G. The BENEFICIARY shall De entitled to
observe and inspect the deposited materials.

4 The ESCROW AGENT covenants that:

A The ESCROW AGENT will. issue to the
TECHNOLOGY VENDOR and BENEFICIARY a
recelpt for the imtial Deposit Materials and for
each subsequent deposit. .

B. The ESCROW AGENT will use its best
efforts for the storage. maintenance and safety of
the Deposit Materials as used in the industry,

C. The Deposit Materials will be stored,
maintumed and preserved mn a secure and
climatized storage fanlity contaiming, ut a
minimum, the following:

()] Certified Halon (ire suppression system;

() Computer-controfled  humidity  and
temperature levels; '

(i) Yault and building monitored by 24-hour
survaltlance and security syscems:

{w) Kay punch secess resiricting access
throughout the vault; and

(v] Air flitration system

D The ESCROW AGENT will hold the

. Deposit Materials free of access of any other’

person unless Section 3.0 Defaults and Release
trom Escraw, and Section 4.0 Disputes, have been
satisfied

25 The BENEFICIARY and TECHNOLOGY
VENDOR both acknowledge and agree thar

A The ESCROW AGENT has no dury 1o verly
that TECHMOLOGY VENDOR has appropriately
provided Deposie Materials as required by ts
Agreement to it

B. This Agreement does not ransler
TECHNOLOGY VENDOR's right, title or interest in
the Deposit Materials or its related documentation
to BENEFICIARY and TECHNOLOGY VENDOR may

atits sole discretion excapt as limited by the Online

RFP, owt, possess and secure the original Deposit
Matemals.

3.0 DEFALILTS AND RELEASE FROM ESCROW

33 Any of the following will constitute a
Default by the TECHNOLOGY VENDOR of s
obligation  and . responsibilbies  to  the
BENEFICIARY,

A The TECHNOLOGY VENDOR 15 unable to
correct any operitional delect in the Program
which prevents it from funcriomng In accordance
with the applicable specifications, documentation,
performance eriterta and other warrantles and

_ degeriptions provided in the Ontme RFF within

sixty (60) days, orsuch fonger periad of time as the
Techuology Vender and Beneficlary may agree to
based upon cirumstances giving rise o the
Operational Defect, after the BENEFICIARY has
notifted the TECHNOLOGY YENDOR of such failure,
specifying 1 ressonsble detall the respects in
which the progiam fails tn perform.

B The TECINOLOGY VENDOR 15 unable to

discharge any of lts maintenance obligations to the
licensed Program 1w accerdance with the
warranties  or other . standards for  such
maintenance set forth in either the Online RFP or,
if gpplicable, a written software maintenance
sgreement which may then be in effect between
the TECHNOLOGY VENDOR. and the BENEFICIARY
within sixiy (68) days , or such longer period of
time as the Technology Vendor and Benefciary
way agree to based upon circumstanceés giving rise
to the Operational Defect, after the BENEFICIARY'S
fiatice to the TECHNOLOGY VENDOR speafying in
reasonable detail the rvespects in which the
program is nat beng praperly mamntamed,

C. The BENEFICIARY has reasonable cause
to beHeve that any one of the following events will
cause the TECHNOLOGY VENDOR to fail to meet its
warranty and mamtenance obligations:

(3 nsolvency:

(k) general asspmment  for benefit  of
creditors;

{iii) receiver appomntment:

(v} assets bgcome subject to insnlvency
proceeding; .

) wind-up or business liquidation.

National Software Escrow, Inc, -
82725 Brecksville Road, Building Three, Suite 105 « Brecksville, Ohio 44141

{440) 546-9750 = Fax [440) 546-0207 » www.natia nalsoftwareescrow.com

31



i
4

N PP

i

3.2 ‘On the happening of one or more Bvents
of Defanlt as deseribed in the Online RFP, the
BENEFICIARY shall give written Notiee of Defavit
as provided by this Agreement to bath the
ESCROW AGENT and the TECHNOLOGY VENDOR of
that Default. Thé Nonice of Default shall be laheled
a “Notice of Defaulr” shall identify the Online RFP

--gnd - this Bscrow .Agreement, shall specify the
- nature of Default, shall idenufy the Deposit

Materials with reéasenable specifioty, and shall
demand the dellvery of a complete copy of the
Deposit Mater|als to thle BENEFICIARY

Upon receipt of the Notice of Defautt the ESCROW
AGENT shail Itkewise send a copy of the Notice of

. Dafault to the TECHNOLOGY VENDOR hy certified

ar registered mail, return raceipt requested. If the
TECHNOLOGY VENDOR desires to dispute the
Notice of Default, the TECHNOLOGY VENDOR shall,
within ten (10} days after receipt thereol, deliver
ta the BSCROW AGENT an affidavit or other sworn
staterngnt stating that in the TECHNOLDGY
VENDOR'S view, no Default has occurred.

1f the ESCROW AGENT does not raceive an affidavit
or other sworn Wrilten Statement from the
TECHNOLOGY VENDOR stating that the
TECHNOLOGY VENDOR does nut believe there has
been a Defaulr, within the tuime pernitted by
Section 3.2, the ESCROW AGENT 1s autharized and
directed by TECHNOLOGY VENDOR to deliver the
Deposit Materials te the "BENEFICIARY.  The
ESCROW AGENT shali deliver the Deposit Materials
to the BENEFICIARY in the same medivm as
defivered to the ESCROW AGENT hy the
TECHNOLOGY VENDOR, The ESCROW AGENT's
responsibility fer the Deposit Materals ceases
upon telease of the Deposic Materials to the
BENEFICIARY, and the ESCROW AGENT is not
responsible for any inahility by the BENEFICIARY
to successfully utize the Deposit Matecials  after
release.

Uniess otherwise pravided in the Online RFP, upon
release of the Deposit Materials, the BENEFICIARY
shall have the rght to use the Deposit Matenals for
the sole purpose of contmuing the benefits
afforded to the BENEFICIARY by the Online RFP
The BENEFICIARY shall be obligated ta maintain
the confldennality of the released Deposit
Materials znd even though the Deposit Materials
have been released or otherwise, this Agreement
will not consniute # termination. remewal, or
atharwize of the Online RFP

33 In the event that the ESCROW AGENT
becomes Insolvent, makes 2 general assignment for

the henefit of cradiors, or suffers er permis the
appointment of 2 receiver tor its business. where
its assers become subject tu any proceeding under
any msolvency law. domestic or lareygn, or has
wound up or hauidated its business, the ESCROW
AGENT shall notify both the BENEFICIARY and
TECHNOLOGY VENDOR of the ovcurrence. The
RENEFICIARY and TECHNOLOGY VENDOR wall
gach use 1ts hest efforts to find another suitable
party ta serve ss replacement ESCROW AGENT. .

In the event that the TECHNOLOGY VENDOR
hacames insolvent, makes & general ssignment for
the benefit of credhors, or sulfers or permuts the
appointment of 2 receiver for its business, where
1is assets become suhject ta any proceeding under
any mesolvency law, domestic or foreign, o has
wound up or liqudated its business, the
TECHNOLOGY VENDDR shall notify beth rhe
BENEFICIARY and ESCROW AGENT immedsately of
the nccurrence.  Should-such an event vecur, the
BENEFICIARY and TECHNOLOGY VENBOR agree
that the ESCROW AGENT shall provide the
BENMEFICIARY iminediate access to the Deposited
Materials from the ESCROW AGENT without piur

_notice or right 1 protest froin the TECHNOLOGY

VENBOR

34 The ESCROW AGENT has no abligation to
release the capy of the Deposit Materials to any
third-party thatis not a party to this Agreement
except a5 requred by law or court order.

35 The TECHNOLOGY VENDOR acknuwledges
thet the BSCROW AGENT has the nght to maintamn
the Deposit Materials in the ESCROW AGENT'S
possessien and © peovide such Deposit Marerials
v the BENEFICIARY for the fulliliment af thes
Agreement between the TECHNOLOGY VENDODR
and the BENEFICIARY.

4.0 DISPUTES

4.1 1f the TECHNOLOGY VENDOR provides to
ESCROW AGENT and BENEFICIARY withm the ime
permitted by Section 3.2 an affidavit or ather
sworn statement i response to the Nobce of
Refaulr arsputing the exsstence of any Defaulr, the
ESCROW AGENT will not yelease the Dapaosit
Materials until It receives joint instructions from
the TECHMOLOGY VENDOR and the BENEFICIARY
requirng or avthortng such release.

Both partes agree that the ESCROW AGENT 15
directed to act in accordance with the ahove
determination and to be eptirely protected from

National Software Escrow, inc.
8226 Bracksville Road, Building Three, Sulta 105 « Brecksville, 0hjo 44141
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41



LI

oa

- .._-___.n u“;n..i:_.;r_.l'_l_ul_-l [T

B S S

any adverse results of such attiong even if a court
should later determine thew rights differently.

5.0 PAYMENT AND INDEMNIFICATION OF THE
ESCROW AGENT

5.1 The ESCROW AGENT must be paid tor ity

servicas in accordance with Exhibit B, attached

-hereto.and titled "PRICE SCHEDULE." The BSCROW
"AGENT shall not be required te perform any

service, Including release of any Deposit Matenals,
pndess the payment for sech service and any
putstanding batances owed to the ESCROW AGENT
have been paid wn full, Imtal fees are dee upon
regeipt vf a signed contract or receipt of the
Deposit Materials whichever. s earliest.

The “PRICE SCHEDULE" attached hereto as Exhibit
B may be modified and updated at the discretion of
the ESCROW AGENT. The ESCROW AGENT shall
provide mnety (90) days notce to  the
TECHNOLOGY VENDOR and BENEFICIARY in the
event the “PRICE SCHEDULE® is modifled ov
updated.

If the TECHNOLOGY VENDOR fails tn pay am
invaice addressed to it for services under this
Agresment withn thirty (30) days of its issue, the
ESCROW AGENT reserves the right to give the
TECHNOLOGY VENDOR written notice to pay the
outstanding invoice within 30 days If the
TECHNOLOGY VENDOR fails to pay the outstanding
mvoice upon the expiration of the 30 day cwre
period, the ESCROW AGENT will give the
BENEFICIARY a period af fifteen (15) days to pay
the TECHNOLOGY VENDOR'S autstanding invoice.
1f the TECHNOLOGY VENDOR'S invoice remains
cutstanding upon the expitation of the fifkeen (15)
day payment period offeréd to the BENEFICIARY,
this Agreement will automatically and immediately
terinate,

The ESCROW AGENT shall not be cbiigated or
required to examine or nspect the Deposit
Materials. The ESCROW AGENT'S phligation shall
be limited to providing the same degred of care for
the Deposnt Materials as it malntains for ats
valuable documents and thase of Ity custumers
lodged in the same locacorn.

The ESCROW AGENT may rely upsn and shall be
protected by the BENEFICIARY and TECHNOLOGY
VENDOR In acting upon any wrilten notice,
reqGlest, waiver, consent, receipt, or other paper ur
document furnsshed to It not only in gssuming its
due execution, but also as to the truth of any
wfermation tontained thevem.

6.0 OWNERSHIP OF DEPOSIT MATERIALS

6,1 The ESCROW AGENT shall be the legal
owner of the mngible medium comprising. the
escrowed Deposit Materials, but not the Deposit
Materrals 1tself nor the documentation and other
mformation embadied in such tangtble medium,
upun receipt of such nraterial and at all times until

. the Deposit Materials are .returned. ta..

TECIINOLOGY VENDOR or otherwise released In
aceordance with the terms of this Agroemant,
subject only to the claimis of TECHNOLOGY
VENDOR and BENEFICIARY a5 described herein.

a2 The ESCROW AGENT, the TECHNOLOGY
VENDOR and the BENEFICIARY rerogmize and
acknowledpe that ownership of the Deposit
Materials  itsell and any  programmer
documnentation {together with all copyright rights
and proprietary nghts therein) shall continue as
belonging to rhe TECHNOLOGY VENDOR at all

tines

6.3 The ESCROW AGENT has the nmght to
make copies or reproduce the Deposit Materials
only as {s reasonably necessary o perferm or fuifill
the terms of this AgreemenL.

7.0 TERM AND TERMINATION

EN ) The initial term of this Agreement ss for a
‘period of one [1) year. Thereafter, this Agreement
shall automatically renew from yaar-to-year for a
neriod not to exceed seven (7) years unless (a) the
TECHNOLOGY VENDOR and the BENEFICIARY
jointly migtiruct the ESCROW AGENT in wrtung that
the Apreement iz terminated; (b) the ESCROW
AGENT instructs the TECHNOLOGY VENDOR and
the BENEFICIARY m writing that the Agresment is .
termmated for nonpayment i avcordance with
Soction 5.1; or (¢) the ESCROW AGENT reservas
the nght to termunate this Agreement, for any
reason, other than ponpayment, by providing the
TECHNOLOGY VENDOR and the BENEFICIARY
ninety [90) days written notice af s ntent Lo
terminate this Agreement

7.2 Upah ternunation ot this Agreement o of
a copy of the Depesit Materials 15 delivered to the
BENEFICIARY pursuant to the Notice of Delault
procedures set forth heren, the ESCROW AGENT'S
dubies with respect to such Deposit Materials shall
terminate on the dite of such delivery.

7.3 Upon tevmination of this Agreement, the
obligations of confidentiality with regards to the
1Yeposit Matenals, obligations of the TECHNOLOGY

Nationial Suftware Bscrow, e, :
8225 Bracksville Road, Building Three, Suite 105 « Bracksville Ohio 44141

(#40) 54£-9750 = Fax {440] 546-0207 » www.pationalsoftwarescrow.com
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VENDOR and BENEFICIARY to pay any fees and
expenses due to the ESCROW AGENT, and all terms
of Section 8.0 TGENERAL TERMS" of this
Agreement survive and remain binding on the
TECHNDLOGY VENDOR, BENEFICIARY, and
_ESCROW AGENT

8.0 GENERAL

8.1 Except as provided m this Agreement, the

ESCROW AGENT agroes that it shatl not divuige or
disclose ar othetrwise make available to any thid
perenn whatsoever, or make any use whatsoever of
the Depesit Materials without the express prior
weltten consent of the TECHNOLOGY VENDOR.

8.2 The ESCROW AGENT shall not, by reason
of its execution of this Agresment, assume any
vesponsibility or hability for any transactions
between the TECHNOLOGY. VENDOR and the
BENEFICIARY ather than for the performance of its
ohligations with respect to the Deposit Matertals
neid by it in accordance with this Agreement.

83 THE  ESCROW  AGENT  HERERY
DISCLAIMS THE UNIFORM COMMERCIAL CODE
IMPLIED WARRANTIES OF MERCHANTABILITY
AND FITNESS FOR A PARTICULAR PURPOSE AND
ANY AND ALL OTHER EXPRESS OR IMPLIED
WARRANTIES OF ANY NATURE OR KIND.

g4 The ESCROW AGENT'S lishility to the
TECHNQLOGY VENDOR and the BEMEFICIARY
shalt he limited to the safe return of the Deposit
Materlals to whichever is entitled tw it by
apreement between them, or performing fts
obligations under Section 2.4 of.this Escrow
Agreement. IN NO EVENT SHALL THE ESCROW
AGENT ° BE LIABLE FOR PUNITIVE,

CONSEQUENTIAL OR "OTHER RAMAGES TG

EITHER THE TECHNQLOGY VENDOR OR THE
BEMEFICIARY. DAMAGES SHALL BE LIMITED TC
THE S0M OF ALL ESCROW FEES PREVIQUSLY
PAID BY THE TECHNOLOGY VENDOR AND THE
BENFICIARY UNDER THE TERMS OF THIS
ESCROW AGREEMENT

8.5 This Escrow Agreemeat shall not he
waived, amended, or madified except by written
agreement of all of the parties hereto. Any
wwalichty in whole or in part of any provision of
this Escrow Agreement will not affect the validity
of any of its other provisiens,

8.4 Al notices reguied to  bhe given
hereunder shall be in writing and shall be given by
certified or registered mail, return - receipt

-requesteg, to the parties at thefr respeciive

addresess as indicated in this agreement ar to such
other address that shail be specified 1y writingin a
notive to all of the ather parties.

87 All pares of this Agreement represent
and warrant that the exscwtion, delivery and
performance of this Agreement have hzen duly
autharized and signed by a person approved to
sign on behalf of the respective party as mamed.

8.8 All disputes wmvolving 8 State cause of
acton against BENEFICIARY or o which
BENEFICIARY is 2 party which arise under this
Agreement must be filed in the state court lacated
¢ Pulasly County, Arkansas, which shall have
exclusive furlsdictmn over state law matiers. All
disputes mvalviig 8 State cause of action betweesn
the ESCROW AGENT ond the TECHNOLOGY
VENDOR which arise under this Agresment must
be filed In the state court located in Cuyahoga
County, Ohio, which shall have exclusive
jurisdicuion over gtate law matters
Notwithstanding the foregoing and Section 8.9
helow, jurisdiction, venue and torum (mediation,
arbitration, likigation, administrative proceeding)
etc. for any disputes solely- as betwaen
TECHNOLOGY VENDOR. and BENEFICIARY (and
specifically excluding ESCROW AGENT) shall be
construed and deterrmned in accordance with the
laws of the State of Arkansas and subject to the
terms set forth in the Online RFP.

8.9 All disputes invalving a Federal cause of
action ariging under this Agreement to which the
BENEFICIARY is a party must he filed in the
Eastern District of Arikansas, Western Division,
which shall haveexclusive jurisdiction over federal
wmatters. All disputes involving a Federal cause of
scton arising under this Agresment between
ESCROW AGENT and TECHNOLOGY VENDOR must
be filed 1n the Nerthern District of Qhio, which shall
have exclusive ursdiction aver federal matters,
The TECHNOLOGY VENDOR and ESCROW AGENT
exprassly warve any and all objections to personal
jurisdiction in ths venue. The parties irrevocably
submit ta such faderal vourt's jurisdiction hereby
waiving any claim of imcorvement forum.

810  The ESCROW AGENT shall not be lizble
for any failure to perform its obligations
connection with this Agreemient o such failure
results from any act of God, riol, war, el unrast,
floged, earthquake, or other cause Peyond such
party's reasonable controt  inchuding  any
mechanical, electronic, or communications faitore,

Nebonal Software Escrow, Ine.
8228 Brecisville Road, Building Three, Sulte 105 « Brecksviie, Ohio 44141

{440} 546-9750 = Fax (440) 546-0207 www.nationalsoftwareescraw.com
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but extluding failure cavsed hy the BSCROW
AGENT's finaneial condition or negligence,

"BA1  This Agreement conmols the parties'

respective cbligations concerning only the subject
matter herenl. To the extent of a conflict between
the Onhne RFP and this Agreement concerming the
£SCROW AGENT's duties, this Agreement centrols.

812 The vahdity and sffect of this Agreement

and the nghts and abligatians of the parues hereto
shall be construed and ‘determined in accordance
with the Jaws of the State of Arkansas.

813  This Agreement shall be binding upon
and shal! inure to the benefit of the transferees,
successors and assigns of the parties including, bug
not himited to, any company or corperation with
which a party may merge or consulidare. The

ESCROW AGENT 15 an mtended third party
beneficiary of this Agreement,

- B4 Numbers and nties to paragraphs hersof

are for informaton purposes only and, ‘where

_ inconsisteht with the text, are to be disregarded.

815 Al notices, affidavits, sworn statements
or all pcher cumtmunications vequired or which
may be given pursuant to this Agreement shall be
in writing and shall be dellvered persenally, faxed
with a copy sent contemporancously by mail, ar
sent by certified, registered, or express mail,
postage prepad, to the appropnate address set
forth belew, or & later updated by a party in a
manner complying with this Section 8.15. '

National Sofiware Escrow, Inc.
8228 Brecksvlilz Road, Bullding Three, Sulte 105 = Brechsviile, Ghio 44141

{440] 546-9750 » Fax (#40) 546-0207 = www.nationaisoftwireescrow.com -
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ACKNOWLEDGED AND ACCEPTED

NA'I‘IONAI SOFTWARE ESCROW, ID:IC ("ESCROW AGENT'}

Addrﬁé 8225 Bret.lwvilleﬂnﬁ Building 3, Swire 105, Brukswlle. Ohe 4—4141
Tq’tfle Atte ntinu uf )

éf‘ LP:‘ / f*{, z
Title: - f/ . ‘?_3“3/ v

S

INTRALOT. INC. ' (' TECHNOLOGY VENDOR®)

Address: 11360 Technology Cirs,
To the Attentmn ol [

Title: __

ARKANSAS LOTTERY COMMISSION” (“BENEFICIARY")

Address: .0 BOX 3238, Little Rock, AR 72203

. Tothe ntlon of: Brnie Passalaygue

By: i G/ MJ_Q
Title: Dll"g;f_q(

) National Seftware Escrow, Inc.
. g225 Brecksville Road, Building Three, Sulte 105 ¢ Brechsville. Oblo 44141

{440} 546-9750 + Fax (440) 546-0207 » www.rationalsoftwereescrow.com
81
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EXHIBIT "A"

Please attach 4 complete copy of the Online RFF forr the systen covered under Bstrow Agreement Runiber 7022,

' Natiouol Software Escrow, Inc.
8225 Brecksville Road, Building Thrae, Suite 105 » Brecksvilly, Ohio 44141
{440) 546-9750 » Fax (440) 546-0207 » www.nationalsoftwareoscrow.com
. 9
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20 alasaaznoae;

Us

DEPOSIT MATERIALS IDENTIFICATION AND CERTIFICATION
ESCROW FORM 2.1 '

The widerssgaet “TECHNOLOGY VENDOR" hireby schentaies the inlioeig Diepost Matorils contiinif
witfun (j_,e package 0 wiich this ducamens i atochad and peiies @1y virghebeniess and atragy for Lserow

Agresnrent Nunber 7022,

Progyam
AR LOT0S Seurve Code
AR B08 Source Code

AR Termina) Scurce Code for Micralot and Picket Vending Machine

DEPGSTT MATERIAL INFORMATION:

I the mecia ur are oty of (e liles encpyptod™ Yo £ oo 31 ves, ploase wicude any passwords ind the
deeryption Lais. '

Enurvplan te! (i
Versiom e - . e e
Harrdware regured -
SOFWARE PEQUISEU e e e+ e
Other vegaured snformatien . ...

_ Erate | 6//4)_7:%—/#'

ecr ARKANSAS LSTTERY COMMISSION
. {"BESEFICIARY"Y

National Sofware Escrow, Inc.
8225 Brécksville Road, Bultding Thres, Suite 185 « Brecksvilla, Ohto 4414¢
(44l1) 546-9750 = Fax (440) 346-0207 « www.nstlonalsoftwiregssrowcom
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i EXHIBIT B
i PRICE SCHEDULE
1 |
i TECHNOLOGY VENDOR Fees: . -
E Annual Escrow Fee per Déposit Materials Lst Year $1300.00
. Renewsl Fee $1000.00
i .
Update Fees per change : 375.00

{Includes natification to BENEFICIARY}

i

i

|
1
i
3

RS

IR,

Natianal Software Escrow, Inc.
: 82325 Brecksville Road, Buitding Three, Suike 105 w Brecksvilte, Ohin 44141
. : (440) 546-9750 + Fax (440) 546-0207 » www.nationalsoftwareescrow.com
1|
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Introduction
At the request of the Arkansas Lottery Commission (ALC), the AASIS Support Team has prepared
an estimate for integrating the ALC into AASIS. There were five scenarios evaluated:

Scenario One — Integrate ALC as a separate SAP Company Code for Finance, Human Resource
and Payroll functions

Scenario Two — Integrate ALC as a separate SAP Business Area for Finance, Human Resource and
Payroll functions

Scenario Three — Integrate ALC as a separate SAP Company Code for Human Resource and
Payroll functions only

Scenario Four — integrate ALC for Finance functions only as a separate SAP Business Area

Scenario Five — Integrate ALC for Finance functions only as a separate Company Code

To support this effort, the AASIS Support Team met with ALC staff and executives to define the
scope of the effort, to confirm the timeline for implementation, and to propose estimates for each of
the scenarios. The results of these discussions follow the summary of the evaluation and the
discussion of Business Area vs. Company Code below.

Discussion of Business Area vs. Company Code

The evaluation of using a separate Company Code or a Separate Business Area is complex, given
the evolution of AASIS since an initial decision was made to have a single Company Code for the
State of Arkansas and to use Business Areas to represent agencies. This approach was consistent
with SAP published Best Practices (a copy of which has been provided to the AASIS team for
review). However, this Best Practice primarily addressed the use of Company Code vs. Business
Area to address Fund Accounting requirements. Since the Company Code is a natural “balancing”
entity for accounting, some early SAP public sector clients adopted the company code to represent
the Fund. In the same discussion, SAP recommended the use of Business Area rather than
Company Code to represent organizational units, such as a State Agency. This was intended to
avoid issues such as redundant Master Data entry for Vendors, Customers or GL Accounts.
However, this discussion appears to assume that the policies and procedures that would relate to all
implemented departments would be consistent. This assumption is not accurate in the situation
being evaluated for the following reasons:

* The ALC is not subject to the same appropriation rules as other State Agencies

e The ALC has different HR/Payroll policies, with the exception of salary scales

¢ The ALC does not necessarily need to follow modified accrual accounting, as it is an
enterprise fund

+ The ALC does not use encumbrance accounting

» The ALC, under current practice, is only incorporated into the CAFR using reports or
spreadsheets provided to the DFA Office of Accounting CAFR Group

e The ALC is a separate legal entity with a distinct tax id

» Neither existing AASIS agencies nor ALC can have visibility into each other’s information

Since the configuration requirements are significantly different given these factors, the traditional

response to use a Business Area rather than a Company Code is not necessarily the appropriate

path to take. Each of these solutions was evaluated for supporting financial functions (although only
Page 3



Arkansas Lottery Commission - Proposal for Integration into AASIS

the separate company code was evaluated for the payroll only option). During the scoping exercise,
two significant factors rose to the top of the considerations. The first was the level of customization
that has been done in AASIS and the second was the security requirement.

There are over 1000 development objects, many of which have “hard-coded” a single company
code, other customizations suppressed the Company Code. If a separate company code is
implemented, there will be a significant development effort to help ensure that muiltiple company
codes can be supported.

On the other hand, should ALC choose to implement itself as a separate Business Area, the level of
customization is much less. However, Business Area is not a standard authorization object (an
object upon which security rules can be built) in all transactions, unlike the Company Code. In order
to help ensure that privacy of data is maintained within AASIS, custom authorization objects may
need to be implemented for the functions supported.

Definition of Scope |
The following table discusses the various dimensions of scope that will be used to estimate the level
of effort for each of the scenarios.

Business Process See Business Process Scope Matrices

Organizations and Primarily Headquarters, with some Employee Self Service and Time

Locations Approval pushed out to other Divisions. See Process to Organization
Scope Matrix

Modules & Transactional See Module and Transaction Scope Matrix

Scope

Deployment Approach and | All functions implemented at once for a January 1 go-live (assuming

Schedule a June 1 start date).

Please note that this results in a mid-year conversion for financials.

Business Process Redesign | Redesign only existing processes to “fit" with off-the-shelf AASIS
Approach functionality.

Internal Controls (level of Support for segregation of duties through role assignments.
system support vs. manual) | Other Internal Controls will follow AASIS Standard.

Manual vs. Automated See Automated vs. Manual Conversions Matrix

Conversion

Systems Interfaced and » [ntralot interfaced

Replaced « Peachtree replaced under four of the five scenarios
Workflow None identified at this time. To be confirmed through the fit-gap

process during Business BiuePrint.

Where practical, will use existing AASIS workflows and noiifications
Other known development | See Known Development Efforts matrix

efforts
Change Management and Change Management impact is not high and will not affect scope:
End User Training ¢ Users are primarily administrative staff currently performing

functions.
s Business Process Redesign is limited
» Leadership Alignment is high

Page 4



Arkansas Lottery Commission - Proposal for Integration into AASIS

esting Levels (especially esting efforts will drive a significant amount of scope under the
for payroll) Separate Company Code scenarios, as initial implementation
assumed a single company code. Significant security and integration
testing will be needed. Regression testing will be required and timing
of testing efforts will need to dovetail with Support Pack testing. At
least three cycles of payroll paraliel tests will be conducted to
accomplish two goals: to reduce the risk of staff not being paid
appropriately; and to serve as a knowledge transfer opportunity for
Lottery Commission staff.

Production Support Service | We are assuming significant support for the first month of production.
Levels Other production support costs will be included in the first year's
support estimates

- Business Process Scope

Business Process Scope describes the administrative functions that will either be system supported
within AASIS, system supported in a separate system, or manually supported. The Business
Process Scope for each of scenarios was defined as a result of conversations with Arkansas Lottery
Commission administrative staff and confirmed with them in subsequent discussions. This scope is
divided into two categories: Finance/Procurement and Human Resource/Payroll

Finance and Procurement Business Process Scope
The Finance and Procurement Business Process Scope definition was classified into nine groups of
commonly supported ERP functionality that spans the business cycle for public sector entities:

¢ Planning and Budgeting

+ Financial Accounting and Reporting

» Managing and Accounting for Grants

+ Managing and Accounting for Projects

¢ Managing and Accounting for Fixed Assets

¢ Managing Liquid Assets

¢ Managing Revenues

e Managing Procurement of Goods and Services
» Managing Travel

¢ Managing Inventories

The analysis further sub-divided these functions into Process Categories, and in some cases
process sub-categories. Discussion with ALC staff led to a determination not all functions were
required and for those that were, that their implementation scenarios would support the function
gither: ‘

e In SAP
¢ In a Separate System
s Through manual procedures

The following tables contain the results of these discussions

Page 5
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Human Resources/Payroli Business Process Scope
The Human Resources/Payroli Business Process Scope definition was classified into four groups of

commonly supported ERP functionality that spans the employment cycle:

Maintaining Human Resource Master Data

Hiring Employees

Maintaining Employees

Terminating Employees

The analysis further sub-divided these functions into Process Categories, ‘and in some cases
Process Sub-categories. Discussion with ALC staff led to a determination of how their
implementation scenarios would support the function either:

s |nSAP
s |n a Separate System
¢ Through manual procedures

The following table contains the results of these discussions
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Module and Transaction Scope
The following table summarizes the modules and key transactions that would be required under
each of the scenarios. This list is representative of the key transactions and should not be
interpreted as a scope limitation. Final transactional scope will need to be finalized as part of the
Project Preparation exercise in collaboration with the ALC. Note that not all SAP modules are listed,
only the ones that are used by AASIS.

General
Ledger

' GI Accoun

and Post)

Display Line ltems and
Balances

G/L Accounts

Periodic Processing —
o Clearing

o Recurring Entries
o Closing

Used

Used

Used

Used

s+ (Cash Journal
s Cross-Company Code

Transactions {will be managed
through A/P and A/R)

Not Used

Not Used

Not Used

Not Used

Accounts
Receivable

A/R Invoices and Credit
Memaos

+ |ncoming Payments
¢ Down Payments

Display Line ltems and
Balance
Customers

¢ Periodic Processing

o Dunning
o Closing

Not Used

Not Used

Not Used

Nof Used

Accounts
Payable

A/P Invoices and Credit
Memos

Outgoing Payments (Checks
and ACH)

Display Line ltems and
Balance

Vendors (A/P View)

¢ Periodic Processing

o Closing

Used

Used

Used

Used

Page 18




Banks

* ‘Bank Statements

Arkansas Lottery Commission - Proposal for Integration into AASIS

Check Clearing
Lockbox

Not Used

Not Used |

Not Used

Not Used

Fixed Assets

Fixed Asset Master Records
Acquisitions

“Transfers -

Retirements
Periodic Processing
o Depreciation

o Certification

o Closing

Used

Used

Used

Used

Funds
Management

Maintain Master Data (Fund,
Funds Center, Commitment
Item, Functional Area, Funded
Program, as needed)

+ Budget Workbench

FMDerive
Availability Control

Used

Used

Used

Used

Special
Purpose
Ledger

Account Line ltem and
Balances Display
Periodic Processing

o Closing

Used

Used

Used

Used

Treasury —
Cash
Management

Electronic Bank Statements

Used

Used

Used

Used

Controlling

Maintain Master Data
o Cost Elements

o Cost Centers

o Internal Orders

Used

Used

Used

Used

Project
System

Material
Management

s Project Definition
¢ Project Planning

Project Settlements to Assets

Requisitions
Purchase Orders

Outline Agreements
RFQ/Quotations

Material Master

Vendors (Purchasing View)

Not Used

Not Used

Not Used

Not Used

inventory
Management

Goods Movements (Receipts,
Issues, Transfers).

Not Used

Not Used

Not Used

Not Used

Page 19



Arkansas Lottery Commission - Proposal for Integration into AASIS

s Physical Inventory
+ Replenishment

Invoice
Verification

Logistics Invoice Verification
(3-way match invoices)

Not Used

Not Used

Not Used

;-Not Us

Not Used

Personnel s Administration (HR Master Used Used Used
Management Data)

¢ Personnel Actions
Personnel  Training Plans Used Used Used Not Used
Development | « Qualifications

e Appraisals Not Used | Not Used | Not Used Not Used
Benefits + Administer Benefits Used Used Used Not Used
Compensatio | « Administer Compensation Used Used Used Not Used
n , _
Management
Time ¢ Shift Planning Used Used Used Not Used
Management | ¢ Administration '

* CATS Time Sheet (entry and

approval)

Payroll ¢ Simulate Payroll Used Used Used Not Used

¢ Run Payroil ‘

s Post Payroll

¢ Generate Payments and

Remuneration Statements
Process Off-Cycle
Adjustments and Payments
Manage Employee
Overpayments/
Underpayments

Process Third Party
Remittances

+ Process Garnishments
+ Maintain Tax Tables
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Known Development Efforts
The following table identifies the known development efforts. The most notable is the remediation
effort for existing programs that would be required if a separate company code scenario is chosen.
There are approximately 1700 custom development objects, of which approximately 450 reference
an organization structure (Company Code, Controlling Area, FM Area, or others). The majority of
these programs — approximately 370 — are related to Finance functionality and will need to be
adjusted under any of the three company code scenarios.

Existing Remediate Existing Programs that reference ARK Enterprise Objects fo | Massive
Programs allow or disallow ALC (as appropriate)
- Notable high risk programs include:
¢ Cash edit
¢ Integration with Vertex
» Extended Withholding 3% Tax Requirements and Reporting (in
process currently)

- Interface Inbound Journal Entry from Intralot Medium
Interface Modify existing 3rd party payroll interfaces to segregate ALC from ARK High
Interface | Modifications to ACH Outbound for Commercial Bank Low
Interface BAIl Bank File to support Automated bank reconciliations Medium
Transaction Copy ZF110 and modify to allow ACH payments Low
Conversion General Ledger Transaction Detail for FY2012 Medium
Conversion AP Invoice and Payment History for FY2012 Medium
Conversion General Ledger Balances for FY2011 (post closing) Low
Reports Tax Reports _ Low
Reporis Several Customized Financial Reports to support Commission and Low

Legislative Qversight report formats
Workflows To be determined through fit-gap TBD
Custom Custom FI History for transactions prior to conversion Medium
ABAP Grid :
Report
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Estimates
The following fables summarize the costs for each scenario

Position Source Rate | Hours Total
Project Coordinator/Fl Consultant | Consultant | 195 870 169,650
HR/Pay Functional Consultant Consultant | 195 1,000 155,000
AP team member ASC 70 800 . 56,000
GL/SPCtéammeémber = = 7 [ASC 70 800 56,000
FM/CO team member ASC 70 800( ° 56,000
Org Management Team Member | ASC 70 630 44,100
Payroll Team Member ASC 70 800 56,000
Time Team Member ASC 1 70 800 56,000
Benefits team member ASC 70 630 44,100
Personnel Admin Team member | ASC 70 800 56,000
Security Team Member ASC 70 380 26,600
Programmer 1 ASC 70 750 52,500
Programmer 2 Consultant | 125 750 93,750
Programmer 3 Consultant | 125 330 41,250
Programmer 4 Consultant | 125 330 41,250
Programmer 5 ASC 70 330 23,100
Programmer 6 ASC 70 330 23,100
Total 11,134 | - 11,130 | 1,090,400
Total Rounded {1000) $1,090,000
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Position

Total

Rate | Hours
Project Coordinator/Fl Consultant | Consultant | 195 780 152,100
HR/Pay Functional Consuitant Consultant | 195 240 163,800
AP team member ASC 70 370 25,900
GL/SPLteam member ASC 70 370 25,900
FM/CO team member ASC 70 370 25,900
Functional. Consultant - Security Ted Consultant | 125 590 73,750
Org management team member ASC 70 370 25,900
Payroll team member ASC 70 370 25,900
Time Team Member ASC 70 370 25,900
Benefits team member ASC 70 370 25,900
Personnel Admin Team member | ASC 70 370 25,900
Functional Consultant - Security Ted Consultant | 125 670 83,750
Functional Consultant - Security Teqd Consultant | 125 670 83,750
Security Team Member ASC 70 380 26,600
Security Consultant Consuitant | 175 500 87,500
Programmer 1 Consultant | 125 500 62,500
Programmer 2 ASC . 70 500 35,000
Total 8,403 | - 8,390 975,950
Total Rounded (1000) $ 976,000

Source

Hours

Position Total
Project Coordinator/Fl Consultant | Consultant | 195 870 169,650
HR/Pay Functional Consultant Consultant | 195| 1,000 195,000
AP team member ASC 70 800 56,000
GL/SPLteam member ASC 70 800 56,000
FM/CO team member ASC 70 800 56,000
Org management team member ASC 70 630 44,100
Payroll team member ASC 70 800 56,000
Time Team Member ASC 70 800 56,000
Benefits team member ASC 70 630 44,100
Personnel Admin Team member | ASC 70 800 56,000
Security Team Member ASC 70 330 26,600
Programmer 1 ASC 70 750 52,500
Programmer 2 Consultant | 125 750 93,750
Programmer 3 Consultant | 125 330 41,250
Programmer 4 Consultant | 125 330 41,250
Programmer 5 ASC 70 330 23,100
Programmer 6 ASC . 70 330 23,100
Total 11,134 | - 11,130 | 1,090,400
Total Rounded (1000) $1,090,000
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Position Source Rate | Hours Total

Project Coordinator/Fl Consultant | Consultant | 195 780 152,100
AP team member ASC 70 370 25,900
GL/SPLteam member ASC 70 370 25,900
FM/CO team member ASC 70 370 25,900
Functional Consultant - Security Te Consultant | 125 590 73,750
_|Security Team Member | ASC 70 380 26,600
Security Consultant Consultant | 175 500 87,500
Programmer1 Consultant | 125 500 62,500
Programmer 2 ASC 70 500 35,000
Total 4,360 515,150
Total Rounded (1000) $ 515,000
Position Source Rate | Hours Total

Project Coordinator/Fl Consultant | Consultant | 195 780 152,100
AP team member ASC 70 500 35,000
GL/SPLteam member ASC 70 500 35,000
FM/CO team member ASC 70 500 35,000
|Functional Consultant - Developme| Consultant | 125 840 105,000
Security Team Member ASC 70 380 26,600
Security Consultant Consultant | 175 500 87,500
Programmer 1 Consultant | 125 750 93,750
Programmer 2 ASC 70 750 52,500
Programmer 3 Consultant | 125 330 41,250
Programmer4 Consultant | 125 330 41,250
Programmer5 ASC | 70 330 23,100
Programmer 6 ASC 70 330 23,100
Total 6,820 751,150
Total Rounded {1000) $ 751,000

E =N ate —

DIS Costs Prorated based on number of professional licenses
Licenses 10 professional and 100 employee

Maintenance 1,000 |Prorated based on number of professional licenses
Support Estimate 56,000 |Based on 200 calls at 4 hours each

Total - 1st year support : 182,600

Rounded for presentation S 183,000
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Arkansas Lottery Commission - Proposal for Integration into AASIS

DIS Costs
Licenses 10 professional and 100 employee
Maintenance 1,000 |Prorated based on number of professional licenses
Support Estimate 7,000 |Based on 100 calls at I hour each
. —Total.Constant Costs - Years 2-4.. 16,600 |
Rounded for presentation S 17,000

AP/GL/CO/FM Testing Effort 120 40 120 40 480
HR/PAY Testing Effort 360 - 80 360

Total Testing Effort 480 120 480 40 480
Rate : s 7015 70| S 7015 7018 70
Total Testing Cost $ 33600(S 8400|S 336005 28005 33,600
Rounded $ 34000|$ 8000|S 34000|S 3000|S5 34,000
Constant Support Costs $ 17,000($ 17000|Ss 17000|S 17,000 S 17,000
Total Support $ 51,000($ 25000|S 51,000(% 20,000|S 51,000
Total Five Year Support Cost $ 387,000 $ 283,000|S 387,000 | $263,000| S 387,000
Upgrade Testing (once in5years) | $ 67000|$ 17000]$ 67000|$5 6000|$ 67,000
Total Five Year Cost $1,544,000 | $1,276,000 | $1,544,000 | $784,000 | $1,205,000
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Assumptions
The following assumptions are fundamental to this evaiuation.

ottery ommision will follow the stndad AASIS usmess processes, unless there is a

compelling legal or business reason to vary from it.

For transfers to Higher Education (currently done twice a year), Lottery Commission will write
a check (coded as a transfer out) and Higher Ed will process a cash receipt (coded as a

| tramsfer ifi). Balancing of transfers out and in will be done manually. Verification-and trouble-

shooting between these transfers will be coordinated by DFA.

Current manual paper-based processes for procurement functions will continue, including for
the "major procurement" contracts.

Personnel Areas will be one-to-one for company code scenarios. This will simplify security
authorizations.

Every attempt will be made to have a single Funds Management (FM Area) and Controlling
(CO) Area. If we need to exclude the Lottery Commission from the same availability control
(AVC) constraints, this can be supported by new Budget Control System (BCS) standard AVC
configuration {Filter the ALC Funds Centers from passing through to the AVC ledger). Security
Authorization will be supported by Cost Objects and Funds Centers.

Although they are not using them now, configuration for control budgets will be in scope.

All postings generated by Payroll will post through to GL or A/P. Under the Payroll Only
scenario, 3rd Party Invoices will be cleared manualty.

Under the Payroll Only scenario, since postings will be generated and posted to the GL, other
financial balances for the Lottery Commission will be maintained in summary and reconciled
back to Peachtree. If this assumption is not valid, configuration activities will still be complete
enough to support it should this assumption change in the future.

Dual Data Entry for the Payroll Only scenario will be the responsibility of the Lottery
Commission.

10

Posting Periods will be individually and separately maintained by ALC. ALC needs to post
accruals backdated to prior periods. (We can explore alternatives to this such as authorization
groups for ALC.)

(i

For estimating purposes, Reimbursement rates will be fully loaded to cover all ancillary costs.
Eventual billing will be based on standard rates for positions.

12

New Payroll Areas within existing Payroll Schema will be sufficient to support Payroll for ALC

13

Parallel Payroll Testing will be done for three or more payrolls to familiarize ALC Staff with the
"Time Entry to Pay" processes. This will require a significant time commitment from ALC
admin staff involved in Payroll.

14

Lottery Commission will adopt the AASIS chart of accounts, if a nominal number of new
accounts are required, they will be provided.

15

All master data for FI (accounts, cost centers, funds) will be maintained centrally initially.

16

Inbound Interface from Intralot will be provided in the standard AASIS Interface format and will
include all SAP Master Data.
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Arkansas Lottery Commission - Proposal for Integration into AASIS

Internal Orders will be used to cptur the various types of me revenue.

18 Custom Transaction ZF110 will be modified and deployed to generate A/P payments.

19 Testing for the Company Code Solution will require double the effort. This applies to initial
testing during the implementation and to ongoing support pack testing.

20 Regression testing for all AASIS functions will be included as part of the implementation.

.21 _| License Limits: 100 employee; 10 professionals. _ _ N

22 The following training classes will be developed as part of this effort: Organization
management; Payroll Processing

23 Other training courses will be provided "as-is" from existing materials

24 Prior Fiscal Year Balances will be loaded as of FY2011. Transactional history will not be
lcaded.

25 Since a mid fiscal year conversion is anticipated - we will convert (programmatically) general
ledger transactional history for FY2012

26 All Security Roles will need to be evaluated to determine if they need modification

27 Remediation of development objects - Functional Specs can be modified by the developer
working on the item if it is simply to adjust the assumption of a single company code.

28 Application of Support Packs will dovetail with Integration and Regression Tests.

29 Because of the low volume of employees (approximately 100). HR data will be converted

manually by ALC staff. Several testing iterations for conversion will take place to work through
any issues with master data structures or missing values.
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From: Mindy Wirges

Sent: Thursday, September 23, 2010 2:25 PM
To: Valerie Basham

Cc: Gwen Armbrust

Subject: FW: HRIS/Payroll System

Olkay, we have received our first response and it is from ADP. You can read more below but
implementation ranges from $5,300 - $8,500 and annual processing ranges from $17k - $20k. This
includes the three modules of HR+Benefits, Payroli, and Timekeeping. The HR module handles the

___requisitions and application records. So, basically, we would get all the functionality that we discussed.

Additionally, if we purchased all three modules we would receive the first three months of processing
for free (savings of roughly $4,500 the first year).

Fven using the high figures, we would still be under $50k for the first year but | am not sure how annual

fees play a role into the RFP process. | guess that would be a Bishop question.

Thanks!

Midy
Mindy Wirges
HR Generalist

Arkansas Scholarship Lottery
501.683.5334 (0}
501.683.3811 1)

4

This electronic message is for exclusive use by the person(s) to whom it is addressed, and may contain information that is confidential or
privileged and exempt from disclosure under applicable law. If you are not an intended recipient, please be aware that any disclosure,
dissemination, distribution or copying of the communication, or the use of its contents, is prohibited. If you have received this message in
error, please immediately notify me of your inadvertent receipt and delete this message from all the data storage systems. Thank you.

From: Murdock, Elizabeth [maiito:Elizabeth Murdock@ADP.com}]
Sent: Thursday, September 23, 2010 2:03 PM

To: Mindy Wirges
Subject: RE: HRIS/Payroll System

Ok here goes...

For Implementation costs you are looking at anywhere between $8,500 and $5,300 and your annual
processing fees to be anywhere between $20,000 and $17,000 with all three modules. We have a promo
going on right now and since you guys are looking at 3 modules, you will get your first three months of
processing for free. So with the promo, you can save anywhere between $5,000 and $4,200 in your first



year which will help out on your implementation fees significantly® This is great time of the year to be
looking at ADP because of the promotions that we are running during our “busy season”. Based on our
conversations of a 1/1/2011 start date, we need to get going. | know these decisions take a great deal of
research and conversations because it is such a significant investment into your organization.

] thought | would also set the stage for ADP and why we are the #1 provider in the industry. ADP is the
only provider with a single-sign on with a single data base that is 100% hosted by ADP. | know that you
have ADP experience; however, I'm not sure how familiar you might be with our new Workforce Now
Technology. | have attached a press release from October of last year when we first launched our fully
integrated product as well as cur awards and recognitions over the past couple of years.

“T'could go on and on about how great ADP is, but | feel like the key is to be able to satisfy the needs of

our clients which include service, technology, and our pecple. A lot of our competitors say “We are just
like ADP, but cheaper”. There is only one company in this industry that is still AAA rated (only three in the
world remaining) and rated #1 by HRO magazine as the best HR outsourcer for HR and that is us! We are
very competitive on price, and | have not lost a deal yet based on price. All of the things in your email are
included in the pricing as well as many other bells and whistles that can be of advantage to your
organization and I'm very excited fo be able to show you different ways that other ADP clients have
ufilized our tools.

| hope you find this email to be informative and | look forward to exploring our partnership with the
Arkansas Scholarship Lottery. Please let me know your thoughts and were we need to go from here. |
can plan to be back in Little Rock next Thursday and completely open for the following week. | hope to
hear from you soon!

Best Regards,

Bt ?urdock

ADP Major Accounts

elizabeth_murdock@adp.com
Direct Line: 901.684.2941

Cell: 901.606.8319

Tolf Free: 800.430.8593

Fax; 901.763.2197

www.adp.com

Have you ever wanted a Single Solution to manage your workforce?
It’s here, Now. ‘

http://www.adp.com/workforcenow/intro.html

From: Mindy Wirges [mailto:Mindy.Wirges@arkansas.gov
Sent: Thursday, September 23, 2010 9:05 AM

'To: Murdock, Elizabeth

Subject: RE; HRIS/Payroll System



il

Sounds great!!l They are paid bi-weekly.

/{m{y

Mindy Wirges

HR Generalist

Aricansas Scholarship Lottery
501.683.5334 (o)

5016833811

. '-Sahaiuﬂhip lotiery

This electromic message is for exclusive use by the person(s) to whom it is addressed, and may contain information that is confidential or
privileged and exempt from disclosure under applicable law. If you are not an intended recipient, please be aware that any disclosure,
dissemination, distribution or copying of the communication, or the use of its contents, is prolibited. If you have received this message in
erzor, please immediately notify me of your inadvertent receipt and delete this message from all the data storage systems. Thank you.

From: Murdock, Eiizabeth [mailto:Elizabeth Murdock@ADP.com]
Sent: Thursday, September 23, 2010 9:05 AM

To: Mindy Wirges
Subject: RE: HRIS/Payroll System

One mare thing- how often are your employees paid (bi-weekly, semi-monthly, monthly). Thanks!

Both, Msdock

ADP Major Accounts

elizabeth murdock@adp.com
Direct Line: 901.684.2941

Cell: 901.606.8319

Toll Free: 800.430.8593

Fax: 901.763.2197

www.adp.com

Have you ever wanted a Single Solution to manage your workforce?
It’s here, Now.

http://www.adp.com/workforcenow/intro.htm|
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From: Mindy Wirges [mailto;Mindy.Wirges@arkansas.gov
Sent: Wednesday, September 22, 2010 4:05 PM
To: Murdock, Elizabeth

" Subject: HRIS/Payroll System

Hi Beth,

As a follow-up to the voicemail | left, please review the following information. We need a ballpark

_._ estimate of the cost of initial implementation in order for us to proceed with bringing vendors onsite for

a more in-depth meeting. We do understand the cost can fluctuate based on the modules we select but
a general gauge is all that is needed at this point.

Current employee count: 87
Implementation target: 1/1/2011

Components

Payroll System

Must have minimum of 100 deduction fields

Would like to feed to government agencies for reporting things such as workers comp and
unemployment insurance

Emplovee Self-service
W-2, leave balance, pay-stub, address change, etc.

HR System
Manage active employee information

Retain terminated employee information
Performance management system (performance reviews)
.Tracking training courses ‘

Timekeeping System

Performance Management System
Tracking Training Courses

Develop annual performance reviews

Applicant Tracking System
Manage job postings

Manage resumes/applications
Feed new-hire information to HRIS

Thank you!



Hiy

Mindy Wirges

HR Generalist

Arkansas Scholarship Lottery
501.683.5334 (o)
501.683.3811 0

This electronic message is for exclusive use by the person(s) to whom it is addressed, and may contain information that is confidential or
privileged and exempt from disclosure under applicable law. Ifyou are not an intended recipient, please be aware that any disclosure,
dissemination, distribution or copying of the communication, or the use of its contents, is prohibited. If you have received this message in
error, please immediately notify me of your inadvertent receipt and delete this message from all the data storage systems. Thank you.

'This message and any attachments are intended only for the use of the addressee and may
contain information that is privileged and confidential. If the reader of the message is not the
intended recipient or an authorized representative of the intended recipient, you are hereby
notified that any dissemination of this communication is strictly prohibited. If you have received
this communication in error, notify the sender immediately by return email and delete the
message and any attachments from your system.
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ADP DELIVERS BREAKTHROUGH INTEGRATED WORKFORCE
MANAGEMENT SOLUTION
200 Mid-Sized Clients have already experienced the power of this HR, Benefits, Payroll and =
Time and Attendance solution

ROSELAND, N.J. — (Oct. 1, 2009) -- ADP®, a leading provider of HR, payroll and benefits
administration services, today announced the launch of ADP Workforce Now™. This new
offering delivers a single-source, integrated experience for mid-market companies including a
robust HR, benefits administration, payroll and time and attendance solution. The solution,
specifically designed for mid-sized businesses (50-999 employees), helps companies focus on
what matters most to their organizations — their business, their employees and their bottom line.

“Mid-sized organizations have the same business challenges as the world’s largest corporations;
however, they typically lack the financial or technical access to world class solutions,” said
Campbell Langdon, president of ADP Major Account Services. “Now companies of this size
have an option. ADP Workforce Now delivers the single solution, single service experience and
single point of accountability that the mid-market needs.”

More than 200 clients have successfully piloted Workforce Now.

“For a long time, I had a vision that someday there would be a robust, integrated and affordable
HR solution available designed for companies my size. As an HR person, I strive for a single
vendor relationship with a company that can do everything I need them to do. Buying an HR
system here, a benefits system there and a payroll system somewhere else just creates more
problems. I’m an HR professional, not a general contractor for technology,” said Deborah
Knighton, vice president of human resources at Mane USA, a 250-employee company based in
New Jersey. “ADP Workforce Now brings my vision for a better HR solution to life.”

A recent ADP study found that 66 percent of mid-sized companies still manage their HR and
benefits administration processes manually. The majority of their time is spent entering data,
remembering passwords for the various systems and platforms, and interceding between multiple
vendors about challenges that arise. It is difficult to be effective, much less strategic, in that
environment, but until now there were no comprehensive options to offer tangible relief.

“This market lacks full end-to-end workforce management solutions. ADP Workforce Now is
strategically aligned with what mid-market companies want and need.” said Lisa Rowan,
Program Director, HR, Learning and Talent Strategies, IDC.



Workforce Now brings HR, benefits administration, payroll and time and attendance together in
a single, integrated client experience. Workforce Now also helps clients manage and navigate
the pressing business issues and challenges facing the mid-market today, specifically:

« Doing More with Less: Without adding headcount, increase productivity for HR,
benefits and payroll professionals while elevating manager effectiveness and improving
service to employees.

« Improving the Bottom Line: Control labor costs with improved employee scheduling
and time off management. Battle the rising cost of healthcare via more effective

e — - -—administration;-communication and utilization of benefits.

e Staying out of Trouble: Simplify the compliance process and help av01d costly
penalties, so you can concentrate on people, not paperwork.

+ Finding, Growing and Keeping Great People: Quickly find top talent, track their
skills, build development plans, align team members with strategic corporate initiatives
and groom future leaders.

For more information on ADP Workforce Now, visit: http://www.adp.com/workforcenow.

ADP Major Account Services is a business unit of ADP’s Employer Services division that
provides HR, benefits and payroll services to organizations with between 50 and 999 employees.

About ADP

Automatic Data Processing, Inc. (Nasdaq: ADP), with nearly $9 billion in revenue and 570,000
clients, is one of the world's largest providers of business outsourcing solutions. Leveraging 60
years of experience, ADP offers the widest range of HR, payroll, tax and benefits administration
solutions from a single source. ADP's easy-to-use solutions for employers provide superior
value to companies of all types and sizes. ADP is also a leading provider of integrated
computing solutions to auto, truck, motorcycle, marine and recreational vehicle dealers
throughout the world. For more information about ADP or to contact a local ADP sales office,
reach us at 1.800.225.5237 or visit the company's Web site at www.adp.com.

For more information, contact:

ADP Public Relations Naomi Adams Bata, Cohn & Wolfe for ADP
(973) 974-7612 (312) 596-3332
public_relations@adp.com naomi.bata@cohnwolfe.com

B
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Accuracy. Gcm?tm&, Results,
Sage Peachtree

Sage Peachtree 2009 — 2012
T - Product Overview

New! Sage Peachtree 2012

Sage Peachtree is the accurate, easy-to-use accounting software that provides the insights and
control you need. With the Sage Peachtree internal accounting checks, comprehensive audit
trails, module- or screen-level security, and robust reporting, you get the accuracy, centrol, and
information you need to make decisions that help increase profitability.*

This release of the Sage Peachtree product line helps you get to your information faster,
simplifies everyday tasks so you can get the right work done, and provides tools to help you
make informed business decisions.

*Features vary by product. Please visit www.peachtree com for a list of specific product features.

Copy Transactions
Quickly create a new transaction based on a previously saved one, allowing you to easily
make modifications instead of manually recreating every line item. This feature is available
on seven screens: Quotes, Sales Orders, Proposals, Sales Invoicing, Purchase Orders,
Purchase Invoices, and General Journal Entries.

Sage Peachtree System Check _
~ An early warning and monitoring tool to help identify potential Sage Peachtree application
issues and offer advice on how to resolve them, thereby increasing peace of mind and
preventing possible downtime or lost productivity.

Sage Peachtree Business Intelligence!

Sage Peachtree Business Intelligence is a reporting and analysis solution integrated with
Sage Peachtree. Using the familiar interface of Excel, it enables more robust, custom
reporting and easier access to Sage Peachtree data.

Vendor Management Center
Gain greater visibility into all the information you need for a specific vendor on one
customizable dashboard.

Management Center Enhancements
User-friendly enhancements to how information is viewed and used within the customizable
My Dashboard and Management Centers. Includes automatic totaling of columns from
transaction lists, changing the number of lines displayed within each module in the
customized view, and making it easier to find default and selected items in a scrolled down
list when filtering for information.

Sage Advisor
Sage Advisor helps customers experience the full value of their software investment.
Through personalized dashboards, engaging “show me how” videos, on-screen help and
other business resources Sage Advisor helps customers learn more about their Sage



Peachtree product, discover new ways to simplify their processes, and obtain valuable
business advice. .

SAGE PEACHTREE 2012 {cont'd)

Expanded Payroll Fields
More fields on both the employee and employer/company payroll records allow for
recording of additional benefits, deductions and liabilities, and help customers comply with

legislative requirements, such as the Health Care Act of 2010, There are now a maximum of
40 fields _a_v_gi_lab_le f_or _each, up from 30 employee fields and 10 employer/company fields.

Easier Network Instaltation
A more efficient installation option for multi-user versions of Sage Peachtree that allows
you to run multiple workstation installs simultaneously while greatly reducing the number
of steps required. '

New My Dashboard Modules
Eleven new modules for My Dashboard -- including General Journal Entries, Inventory
Adjustments, Payroll, Assemblies, Purchases Received, Top Vendors, and item Purchase
History by Vendor -- push its value beyond the sales team and into the purchasing and
operations groups, allowing more people in the organization to work better and faster.

Sage E-marketing for Peachtree’
A low-cost and efficient way to help increase sales through a professional email marketing
program powered by Swiftpage. Use existing Sage Peachtree customer contact informaticn
to run special marketing campaigns that let you track results and focus on your most
popular products, services and customers.

Workflow Automation
Establish default assignments for all of your Sage Peachtree transaction statuses to ensure
that work is routed to the appropriate person at the right time. Easily view and add
transaction tracking notes from the Customer Management Center,
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Filter Criterfa includes: 1) Active Employees. Rep

6/20/2011 at 2:30 PM
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Arkansas Lottery Commission

Employee Pay Grade List

8 | ¢ | o ]

rt order is by Nama.
A
; [Employes ID

Job Title

Kinchen, Tewanda R
Brooks, Donna C
Chamberlain, Susan D
‘Coleman, Beb C

Johnson, Maithew D
Morehead, Felicia R
O'Brian, Paula K
Reeben, Richard F
Ross, Anttwon D
Taylor, Michazl J
Thomas, Crystal D
Dill, Rachel K
Huffstutlar, Eric L
Fabin, Christopher M
Teague, Lindsey E
Salano, Rasibel

Tytae:

Rodriguez, Ana M
Amold, Elizabeth L.
Koch, Stephen L
Rogers, Justin D
Armbrust, Gwen N
Biernat, Andrew J
Carlock, Cindy |
Cassll, Donald R
Chambers, Linda G
Conrad, Rick G
Cotton, William W
Devecki, Susan D
Dunavant, Frederick
Fitch, Jeffary C
Forie, Mermill M
Freeman, Charles E
Harris, Molly K
Harris, Rhonda L
Heard, DeanE
Meredilh-Farker, Angela
Mustafa, Ali K

Nix, Wendi R

Smith, Don S

Smith, Rebert L
‘Stobaugh, Dabbie M
Tatorn, Samuel VW
'White, La‘Tenyalyn K
Springer, James H
Ward, Gillis B
Burnett, Cynthia L
Clark, Rebecca L
Ellis, Undrea
Holloway, Terassa A
Hudson, Shaunta L
King-Roberis, Demetr
Lawson, William P
McCaskill, Auctra L
Giimore, Henry B
Vick, Patricia D
Junior, Anita J

Pate, Tyler L
Rasamann, Cliflon C
Basham, Valeris N
Burks, SamuefL
Smith, Jaremy K
Heam, Mark D
Hudson, van N
Tater, Lisa

Williams, Terry L
Parrish, Timothy A
Cabesll, Carclyn A
Mazyck, Remmele E
74 |McCarthy, Kenneth K

i i~ e | | e ol o| o] il infinfinl ]
ENEEEEREEEEEEEEEREEREREE|

g
55 |H da, Michael F

Annual Salaj Safary Max Job Gode
25,188.85 37,954 CH10
27,565,568 42918 c112
34,164.90 c112
ci12

35,700.00
27,770.80 ci12
27,770.89 c112
36,101.98 ci12
32,000.00 c112
37,740.00 c112
27,770,589 42,018 cii2
31,052.00 45,084 c113
34,320.00 45,064 c113
20,159.22 45,064 c113
28,728.30 45,084 e
c1i4

31,810.58 49,683 C115
34,918.68 54,775 ci17
40,800.00 54,775 ci17
32,249.00 54,775 G117
41,333.15 62,616 cizo0
41,020.97 62,618 G120
41,029.97 62,616 ci2o
40,726.80 62,618 c12e
41,029.97 62618 c120
41,029.97 62,615 c120
41,029.97 62,618 c120
41,029,97 62,618 c120
41,029.97 62,618 c120
40,726.80 62,616 c120
40,726.80 62,615 c120
40,726.80 62616 c120
40,726.80 62,616 ci20
41,029.97 62,616 ci20
40,423.62 62,616 c120
45,132.96 62,616 G120
41,029.97 62,616 c120
44,901.11 62,618 c120
41,029.97 62,616 c120
40,423.62 62,616 c120
41,029.97 62,616 c120
41,029.97 52,616 ci120
41,029.97 62,616 ci20
42.444.24 64,915 i
42,444.24 64,915 c121
44,901.11 67,287 c1z2
4400141 87,287 ciz2
49,694.40 67,287 ciz2
44,901.11 67,267 ci22
46,588.50 67,287 clzz
44,901.11 67,287 c1z2
44,566.86 67,287 122
45,235,36 67,287 cl22
52,265.47 74,858 c125
54.083.75 77,539 C126
62,118.00 83,145 c128
67,294.50 83,145 Gtas
66,797.25 83,145 128
65,845.08 89,085 G130
66,832.76 89,085 ci30
68,320.80 89,085 ci30
66,300.00 81,250 NSC1
66,300.00 81,250 Noo1
66,300.00 81,250 HE]
65,000.00 81,260 Noo1
71,710.08 67,880 N903
76,500.00 91,395 N304
76,500.00 91,395 N904
61,600.00 91,395 N204

©8,853

3 0

480. 354007.50 Q148U
120,870.00

364,007.50 Q146U

Postal Courier

Claims Assistant-Springdale
Adminisfralive Support Spedialist
i ialist

Claims Assistant-Camden
Claims Assistant-Jonesboro
Cialms Assistant-Littls Reck
Computer Oparator
Animator

Claims Assistant-Litlle Rock
Licensing Specialist
Computer Operator
Computer Operater
Security Support Spedcialist
Graphic Specitli

Administrative Analyst
Promotions & Special Events Coordinalor
Copy Editor

System Support Specialist

Payroll Specialist

Marketing Sales Reprasentafive
Marketing Sales Representative
Marketing Sales Representative
Merketing Sales Representative
Marketing Sales Reprasentative
Marketing Sales Representative
Marketing Salas Representalive
Marketing Sales Representative
Marketing Sales Representative
Marketing Sales Representative
Marksting Sales Representative
Markeling Salas Represeniative
Markeling Sales Representative
Markeling Sales Representative
Security Spacialist

Markeling Sales Representaiive

Claims Genter Manager-Camden
Markeling Sales Representative
Markeling Sales Representative
Markeling Sales Represantative
Marketing Sales Representative
Markeling Sales Rapresentative

Draw Manager

Draw Manager

Claims Genter Manager-Springdale
Cialms Center Manager-Jonesbore
Accountant .
Accountant

Accountant

Accountant

Collections Manager

Claims Centar Manager-Little Rock
Comm. & Application Support Spacialist
Business Manager

QA Systemns Analyst

1T Security Analyst

QA Systems Analyst

HR Manager

Sr. Datsbase Administrater '
Network Engineer-IT infrastructure
Regional Sales Manager

Minority & Diversity Bus. Enterprise Mar
Regional Sales Manager
Contreller

Treasurer

Praduct Direclor

Security Deputy

Sales Training & Retailer Relations Mgr
Adver: & Marketing Director

I'T Director-Gaming Opsrations

Executive Directar
Internal Auditor

ithin 35,000 of reaching max
ached max

(9T |classes
| 92 |C Class 85
93 [N Class 17
E Q Class-Act 2
5 |Total amployess B84.00

Page: 1
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MAS 90 Installation
Forms Customization
Data Migration
General Ledger
Accounts Payable

...Bank-Reconciliation. .. ... o — e

Payroll

Direct Deposit

System Adminisiration 8 Security

Business Insights / Crystal Reports

Total Estimated Training & Implementation

Estimated Hours Extension
From To Rate From To
1 2 135 135 270
1 1 135 135 135
8 16 135 1080 2160
8 10 135 810 1350
6 10 135 810 1350
1 2 135 35 270
8 16 135 1080 2160
1 2 135 135 270
1 2 135 135 270
1 2 135 135 270
4,590 8,505




Page: 1
Quote
Order Number: 0001827
Order Date: 05/12/2010
Expiration Date: 06/30/2010
2402 Wildwood Avenue. Suite 102 Customer Number: ASL
Sherwood. AR 72120
{501) 834-7722 or (877 954-7171
Sold To: 8hip To:
Arkansas Scholarship Lottery Arkansas Scholarship Lottery
P.O.Box3238 P. 0. Box 3238
Little Rock, AR 72203-3239 Litlle Rock, AR 72203-3239 - -
Confirm To:
Fhilip Miley, CPA
Customar P.O. Ship VIA Terms
50% Dapaosit-Balance on Install
Product Descsiption Orderad Shipped Price Amount
YOUR MASS0 SYSTEM:
MASS0 Network License-15 users 1.00 0.00 8,485.00 8,485.00
includes Custom Office and Paperless Office Modules
Library Master 1.00 0.00 1,100.00 1,100.00
includes Crystal Reports Designer and Email Delivery
General Ledger w/ FRx Desktop 1.00 0.00 1,950.00 1,950.00
Accounts Payahle 1.00 0.00 1,245.00 1,245.00
Bank Reconciliation 1.00 0.00 450,00 450.00
Payroll 1.00 0.00 1,230.00 1,230.00
Direct Deposit 1.00 0.00 950.00 950.00
Standard maintenance for modules listed. 1.00 0.00 2,975.00 2,975.00
Basic Software Maintenance Plan with Sage for one year.
Promotional Disount - Sage 1.00 0.00 5,000.00- 5,000.00-
In The Family Upgrade from Peachtree Quantum
PROFESSIONAL SERVICES:
Installation, raining, support and other professional services have not been included
in this quote and will be based upon the aclual time spent at our standard hourly rates
of $135/hr and $67.50/hr for travel time. The initiaf implementation costs for the system
as listed above has been estimated to range from $4,600 to $8,500.
TERMS:
A deposit in the amount of $7500 is required to place this order with the balance due
upon installation and registration on the client's system or 30 days whichever comes first.
Professional services will be billed semi-monthly on the 15th and the last day of the month
for any services provided with payment due in 10 days from the date of invoice.
Net Order: 13,385.00
Shipping: 25.00
Sales Tax: 1,005,76
Quote / Order Accepted by:
QOrder Totaky 14,415.76
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The Control Qbjectives for Information and Related Technology (COBIT) Delivery and Support Domain 11 outlines
the best practices for ensuring financial data is complete, accurate and valid. Controls should be in place to ensure
proper management review and/or approval of all financial transactions. Additionally, financial accounting software
processing ability should be adequate to meet the control environment needs of the entity. The Agency’s financial
accounting software and related procedures contains the following deficiencies:

« The software allows a valid financial transaction to be deleted in a manner that completely erases the
fransaction from the original financial records. The only information about the deleted transaction is keptin
an audit log file. There is no documentation to indicate that management is reviewing the audit log file to
determine that transaction deletion was properly approved and appropriate for the circumstances.

o A custom “Delete Transactions” report was developed to document anytime a delete transaction
oceurs. This report is reviewed several times during each work week and approved by the CFO
each month. '

o The ability to delete general ledger transactions in Peachtree is called the “UnPost” feature. The
“Unpost” feature in Peachtree has been deactivated for all users of the Peachtree system except
for the Peachtree administrator. The role of Peachiree Administrator has been moved from Finance
to the IT division. Once an entry has been posted fo the general ledger, it can no longer be deleted
by Finance division employees.

o The Peachtree general ledger has been changed from “real time posting” to "batch posting”. This
allows finance employees to review entries for possible errors before posting to the general ledger.

» The software only has the capability to identify seven payroll deductions on an employee’s remuneration
statement, however many employees have more than seven deductions. Additionally, Agency staff must
account for some payroll deductions outside the accounting software and adjust federal reporting forms
accordingly. ‘

o The number of deduction fields in the Peachtree system is being increased in the 2012 upgrade
vergion from the current 30 to 40 fields. This will allow enough data fields to itemize all voluntary
deductions to be shown on an employees paystub. This will also enable the employer payroll tax
liability to be accurately computed. This is expected to be implemented and completed by June 30,
2011.

» The software does not have adequate controls to prevent or detect a salary overpayment for a position’s pay
grade maximum in accordance with Ark. Code Ann. § 21-5-101. In addition, the software lacks the ability to
limit the maximum number of employees authorized by §§ 23-115-305, -307.

o A custom Peachtree HR report has been developed to monitor pay grade maximum amounts vs.
current salary amounts, This report also shows the number of employees for each pay grade. This
report is reviewed by HR staff after each payroll.



AcGUracy. qumr‘; Results,
Sage Peachtree

Sage Peachtree 2009 - 2012

oo o o ~ Product Overview

New! Sage Peachtree 2012

Sage Peachtree is the accurate, easy-to-use accounting software that provides the insights and
control you need. With the Sage Peachtree internal accounting checks, comprehensive audit
trails, module- or screen-level security, and robust reporting, you get the accuracy, confrel, and
information you need to make decisions that help increase profitability.*

This release of the Sage Peachtree product line helps you get to your information faster,

. simplifies everyday tasks so you can get the right work done, and prowdes tools o help you

make informed business decisions.
*Features vary by product. Please visit www.peachtree.com for a iist of specific product features.

Copy Transactions
Quickly create a new transaction based on a previously saved one, allowing you to easily
make modifications instead of manually recreating every line item, This feature is available
on seven screens: Quotes, Sales Orders, Proposals, Sales Invoicing, Purchase Orders,
Purchase Invoices, and General Journal Entries.

Sage Peachtree System Check
An early warning and monitoring tool to help identify potent1al Sage Peachtree application
issues and offer advice on how to resolve them, thereby increasing peace of mind and
preventing possible downtime or lost productivity.

Sage Peachtree Business Intelligence'

Sage Peachtree Business Intelligence is a reporting and analysis solution integrated with
Sage Peachtree. Using the familiar interface of Excel, it enables more robust, custom
reporting and easier access to Sage Peachtree data.

Vendor Management Center
Gain greater visibility into all the information you need for a specific vendor on one
customizable dashbhoard.

Management Center Enhancements
User-friendly enhancements to how information is viewed and used within the customizable
My Dashboard and Management Centers. Includes automatic totaling of columns from
transaction lists, changing the number of lines displayed within each module in the
customized view, and making it easier to find default and selected items in a scrolled down

list when filtering for information.

Sage Advisor
Sage Advisor helps customers experience the full value of their software investment.
Through personalized dashboards, engaging “show me how” videos, on-screen help and
other business resources Sage Advisor helps customers learn more about their Sage
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Peachtree product, discover new ways to simplify their processes, and obtain valuable
business advice. '

E E 2-0:1':2.:'::.(_C0ﬂt ’d ) .
ields

Easier Network Installation

A more efficient instatlation option for multi-user versions of Sage Peachtree that allows
you to run multiple workstation installs simultaneously while greatly reducing the number
of steps required.

New My Dashboard Modules
Eleven new modules for My Dashboard -- including General Journal Entries, Inventory
Adjustments, Payrotl, Assemblies, Purchases Received, Top Vendors, and Item Purchase
History by Vendor -- push its value beyond the sales team and into the purchasing and
operations groups, allowing more people in the organization to work better and faster.

Sage E-marketing for Peachtree®
A low-cost and efficient way to help increase sales through a professional email marketing
* program powered by Swiftpage. Use existing Sage Peachtree customer contact information
to run special marketing campaigns that let you track results and focus on your most
popular products, services and customers.

Workflow Automation
Establish default assignments for all of your Sage Peachtree transaction statuses to ensure
that work is routed to the appropriate person at the right time. Easily view and add
transaction tracking notes from the Customer Management Center.




Accuracy. Control. Results.,

Sage Peachtree 2009 - 2012
Product Overview o

New! Sage Peachtree 2012

Sage Peachtree is the accurate, easy-to-use accounting software that provides the insights and
control you need. With the Sage Peachtree internal accounting checks, comprehensive audit
trails, module- or screen-level security, and robust reporting, you get the accuracy, control, and
information you need fo make decisions that help increase profitability. ™

This release of the Sage Peachtree product line helps you get to your information faster,
simplifies everyday tasks so you can get the rlght work done, and provides tools to help you
make informed business decisions.

*Fealures vary by product. Please visit www.peachtree.com for a list of specific product features.

Copy Transactions
Quickly create a new transaction based on a previously saved one, allowing you to easily
make modifications instead of manually recreating every line item. This feature is available
on seven screens: Quotes, Sales Orders, Proposals, Sales Invoicing, Purchase Orders,
Purchase Invoices, and General Journal Entries.

‘Sage Peachtree System Check
An early warning and monitoring tool to help identify potential Sage Peachtree application
issues and offer advice on how to resclve them, thereby increasing peace of mind and
preventing possible downtime or lost productivity.

Sage Peachtree Business Intelligence’
Sage Peachtree Business Intelligence is a reporting and analysis solution integrated with
Sage Peachtree. Using the familiar interface of Excel, it enables more robust, custom
reporting and easier access to Sage Peachtree data.

Vendor Management Center
Gain greater visibility into all the information you need for a specific vendor on one
customizable dashboard. '

Management Center Enhancements
User-friendly enhancements to how information is viewed and used within the customizable
My Dashboard and Management Centers. Includes automatic totaling of columns from
transaction lists, changing the number of lines displayed within each module in the
customized view, and making it easier to find default and selected items in a scrolied down
list when filtering for information.

Sage Advisor
Sage Advisor helps customers experience the full value of their software investment.
Through personalized dashboards, engaging “show me how” videos, on-screen help and
other business resources Sage Advisor helps customers learn more about their Sage
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Peachtree product, discover new ways to simplify their processes, and obtain valuable
business advice.

Expanded Payroll Fields
More fields on both the employee and employer/company payroll records allow for
recording of additional benefits, deductions and liabilities, and help customers comply with
legislative requirements, such as the Health Care Act of 2010. There are now a maximum of
40 fields available for each, up from 30 employee fields and 10 employer/company fields.

~Easier Network Installation

A more efficient installation option for multi-user versions of Sage Peachtree that allows
you to run multiple workstation installs simultaneously while greatly reducing the number
of steps required.

New My Dashboard Modules
Eleven new modules for My Dashboard -- including General Journal Entries, Inventory
Adjustments, Payroll, Assemblies, Purchases Received, Top Vendors, and Item Purchase
History by Vendor -- push its value beyond the sales team and into the purchasing and
operations groups, allowing more people in the organization to work better and faster.

Sage E-marketing for Peachtree’
A low-cost and efficient way to help increase sales through a professional email marketing
program powered by Swiftpage. Use existing Sage Peachtree customer contact information
to run special marketing campaigns that let you track results and focus on your most
popular products, services and customers.

Workftow Automation
Establish default assignments for all of your Sage Peachtree transaction statuses to ensure
that work is routed to the appropriate person at the right time. Easily view and add
transaction tracking notes from the Customer Management Center.



EXECUTIVE SUMMARY: PAYROLL SYSTEM OPTIONS

This summary and supporting documentation is presented to the Commission to assist in
providing information pertinent to the review and evaluation of payroll software systems. Asa
result of the Legislative Audit Council’s (LAC) 2010 audit of Peachtree, the software program
used for accounting and payroll, the Director felt it prudent to review the Peachtree product for
possible system upgrades to address audit issues while exploring the cost and related benefits
of possibly using the Arkansas Administrative Statewide Information System (AASIS). The
Department of Finance and Administration {DFA} worked closely with ALC to provide detailed
cost analysis relating to cost associated with ALC utilizing the Arkansas Administrative
Statewide information System {AASIS).

The audit identified three (3) deficiencies with Peachtree and recommended that ALC work
with the application vendor to implement additional controls. The following are the excerpts
from the audit management letter and notes of ALC’s follow-up corrective action:

1. The software only has the capability to identify seven payroll deductions on an employee’s
remuneration statement, however many employees have more than seven deductions. Additionally,
Agency staff must account for some payroll deductions outside the accounting software and adjust
federal reporting forms accordingly. (NOTE: The number of deduction fields in the Peachtree 2012
upgrade will incregse at no cost to ALC from the current 30 to 40 fields. This will allow enough data
fields to itemize all voluntary deductions to be shown on an employee’s paystub. This wifl also enable
the employer payroll tax fiability to be accurately computed. The upgrade is qutomatic and is
expected to be implemented and completed by June 30, 2011.)

2. The software does not have adequate controls to prevent or detect a salary overpayment for a
"~ position’s pay grade maximum in accordance with Ark. Code Ann. § 21-5-101. (NOTE: internal fimits
have been set far each pay grade eliminating the possibility of exceeding the maximum)

3. The software lacks the ability to limit the maximum number of employees authorized by §§ 23-115-
305, -307. These situations could allow errors or fraud to occur and not be detected in a timely
basis. (NOTE: A customized Peachtree HR report has been developed to monitor pay grade maximum
amounts vs. current salary amounts. This report aiso shows the number of employees for each pay
grade. The report is reviewed and verified by the HR Director for each payroll.)

Two options are presented below:

OPTION A

AASIS is a highly integrated system based on the enterprise resource planning (ERP) system
published by SAP (Systems, Applications and Products in Data Processing) a German software
product. This system (SAP) is designed to consolidate several administrative business processes
including human resources, finance, procurement, etc. for public and private entities.

Page | 1
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DFA provided ALC with a detailed cost proposal, including pros and cons of the five (5) AASIS
options.  The cost is for the first five (5) years of operations. A Summary of Results
spreadsheet s attached which outlines the functions, costs and risks of each option.

AASIS Alternative 1- Cost $1,544,000 - Complete integration into AASIS for financial accounting and
payroll functions. A separate company code will be designated for ALC which limits access to our
information to essential DFA personnel only {not visible or accessible to other users) and gives ALC
maximum flexibility for things such as shift differential pay, off schedule pay, emergency check payment,
etc.

Alternative 2 — Cost $1,276,000 - Revert to the original model (agency 085) under which ALC initially

~ operated when we received a state appropriation, This option would be highly customized for ALC and

handle payroll but would not have a separate company code. Due to the fact that ALC does not operate
as most other agencies which operate with specific legislated appropriations, this option would be more
complex and difficult to maintain.

Alternative 3 ~ Cost $1,544,000 - AASIS to handle payroll function only with a separate company code as
outlined in Alternative 1. This option will cost more due to the leve! of customization required to
implement and maintain.

Alternative 4 — Cost $784,000 - AASIS to handle finance only with a separate business area; human
resources, payroll and time entry functions to be outsourced or continued by ALC

Alternative 5 ~ Cost $1,205,000 - AASIS to handle finance only with a separate company code; human
resources, payroll and time entry functions to be outsourced or continued by ALC

Paul Louthian, Administrator, Office of Accounting, DFA has offered to meet with the
Commission and/or executive management to address any concerns.

OPTION B
ALC staff also reviewed three (3) other vendors including upgrades to the current provider’s

system.

Peachtree Quantum Alternative 1 - $20,000 - Retain Peachtree Quantum system for accounting and.
payroll activities. Internal controls and updates to Peachtree address the payroll audit concerns.

ADP Alternative 2 - $118,500 - Utilize ADP for payroll functions and Peachtree for finance/acc.ou nting
functions.

Sage/MAS 90 Alternative 3 - $42,000 - Upgrade from Peachtree to the Sage/MAS 90 product for
finance/accounting and payroll functions.

Note: In the last legislative session, Senate Bill 714 requiring the use of AASIS did not become
law. Deficiencies identified by the LAC on payroll issues have been addressed internally and
submitted to the Internal Auditor for review and inciusion in the ALC Corrective Action Plan.

Page | 2



