MINUTES
ARKANSAS LOTTERY COMMISSION

Wednesday, March 9, 2011

1:00 p.m.
ALC Conference Room

Third Floor

124 West Capitol Avenue

Little Rock, Arkansas

Chairman Lamberth called the mesting to order. In attendance also were Commissioners
Smith, Pickard, Campbell, Hammons, and White, and Com ners Malone and Ward-Jones
by conference call. The ASL was represented by Direc ssailaigue, Internal Auditor Hyde,
David Barden, Ernestine Middleton, Bishop Woosley, idge, Patricia Vick, Lance Huey,
Whitnie Hall, and Valerie Basham. :

9, 2011, meeting, and
rd, the minutes were

utés of the Feb

Chairman Lamberth requested approval of th _
Commissioner P

after motion of Commissioner White, secong
approved unanimously.

erin, a Mena native and now of
and Steve. MDI was acquired by
he ASL’s instant ticket vendor. MDI
ainment for use by the worldwide

Chairman Lamberth introduced a s
Atlanta, co-founder of MD| Entert
Scientific Games and is now a who
is the world leader in providing game*and pr
lottery industry. Established in 1986, M

otherwise copyright
some of the world's
as Harley Davidson

ottery licensing rights, including
/ rtainment and pop culture, such
in, greeted the Commission and attendees and
mplishments of the ASL.

he ASL has grossed about $3.9 Million in
erenced periods of enhanced sales during high multi-
tant tickets. He outlined future possibilities in lottery
y be composed of lotteries from Canada, France, the
m, and Australia; a premium game in the United States,
tant game in Arkansas. He said he hoped to see a growth of
draw games as a ‘sales with a possible 80/20 mix. Commissioner Lamberth
endorsed the idea of p ree Cash 3 or Cash 4 ticket with the purchase of other tickets
as a way to introduce players™ to these two games. Discussion foliowed. The Director said the
top factor in meeting the staff's sales goals is to increase the number of licensed retailers. He
said that management was looking at ways to increase the number, including a reduction of the
weekly communication charge to $5. He also said plans included a monthly 50/50 Raffle and
discussed having ail Ticket Vending Machines (TVM) deployed by the end of Fiscal Year 2012,
noting that recent negative publicity had created some reluctance among potential new retailers
to deploy the TVMs. Commissioner Pickard’s motion to approve the Director's FY2012 budget
was seconded by Commissioner White. Commissioner Smith inquired whether the Commission
was required to adopt a budget. It was stated that a budget must be submitted to the
Legislative Oversight Committee (LOC)} by March 15 and that such budget can be amended
later. Commissioner Smith asked that a statement be attached that the budget is based on

United States,
Decades of Dolla



current law and an expectation of the adoption of pending LOC-produced legislation. The
Commission unanimously adopted Commissioner Pickard’s motion to approve.

Director Passailaigue presented to the Commission the policies and responses (included in file)
to the Office of Personnel Management letter and said copies would be sent to Commissioners
Ward-Jones, Shipp, and Malone. Commissioner Hammons said that he would call a meeting of
the Personnel Committee before the next meeting to review the letter.

Mr. Woosley presented the Decades of Dollars contract. He acknowledged that it could not be
implemented without legislative passage of changes to the current law regarding unclaimed
prizes and asked the Commission to approve |mplementatlo ontingent upon passage of the
bill. 1t was pointed out that Virginia, Kentucky and Georgja were currently offering the game.
The price point of Decades of Dollars is $2 and its ercentage cost is approximately
54.2%. Commissioner White asked for more time t /:the contract although he said he
was likely to support it. Commissioner Smith asked
Barden said they were in place. He also pointe
the play slips, therefore Commission approva
vendor to move forward on printing. Comn
prospects for the bill, and Mr. Woosley pointe
- Legislative Oversight Committee. The Commis
the contract in a conference call Commission meeti

ike up to two months to prmt
ufficient assurance for the

April.

The Commission
changes were as foll
the removal of the ¢
issuance of li

Mmunication fee to $5, from $10;
perational year” in Paragraph 4.2; and the
a one-year basis, for the same licensing
sioner Smith, seconded by Commissioner

Kully, a representative of Crestwood Associates, a
results of a survey of lottery players in Arkansas
t 42 percent of Arkansas adults responded that they had
since the first tickets were sold in September 2009. He said
the most popular g tant or "scratch" games. He noted that 77 percent of lottery
participants support th lottery proceeds going to a good cause, 89 percent of all players
are 25 years or older and: 74 percent of players come from households with an income of
$25,000 or greater. He said that only 2 percent of the players had negative opinions about the

lottery.

participated in the ;

Director Passailaigue discussed the staff recommendation to introduce a $20 price point instant
ticket in May. The Director stated this would broaden the demographic profile of the instant
ticket player and raise additional monies to fund scholarships. Discussion followed and there
were no objections noted.



Internal Auditor Hyde presented an extensive Audit report (included in file). He said that in
following up on the Legislative Audit report, and that five of 13 findings were completely cleared,
19 of 30 objectives had been met, and work was continuing.

The Commission next accepted by motion of Commissioner Campbell, seconded by
Commissioner Ward-Jones, the terms of compensatory time repayment offered in writing
(included in file) by Mr. Barden and Ms. Middleton.

Commissioner Malone said that he would soon schedule a meeting of the Audit Committee to
review the Three-Year Audit Plan.

ee new members of the Retailer
il Company, to a term expiring at
rkets, to a term expiring at the
r, to fill the term of Sarah

Diebold, whose term expires at the end of 2011« members Terri Brewer of

Commissioner Lamberth announced her intention to appoi
Advisory Board—Mallory Nimocks of Forrest City, Nimo
the end of 2012; Shane Patterson of West Memphis

River Petroleum/T-Mart, whose second term

of Lake Village, Yee's Foodland, whose secon 18se appointments, by

motion of Commissioner White, seconded by unanimously
confirmed by the Commission.
The Chair next asked all Commissi it i ion for the ineligible player list as it is

now outlined under a new Arkansas law.. ‘ ) Executive Session to continue
the evaluation for merit pay. Upon e ing 3
Chair announced that. Imissi

_ issioner Malone, seconded by
ed the maximum merit pay increase for the

.cy meeting planned to discuss the Decades
‘and with the next regular meeting scheduled



MINUTES
ARKANSAS LOTTERY COMMISSION
Emergency Meeting
Friday, March 11, 2011
10:00 a.m
ALC Conference Room
First Floor
124 West Capitol Avenue
Little Rock, Arkansas
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of the Governor.

thanked the Direct
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3.7

3.8

Background Check. An applicant for a retailer license is subject to a
background check inciuding a credit check and a criminal history check
conducted by the Arkansas State Police and the Federal Bureau of Investigation.
Issuance of a retailer license is dependent on passing the required background
checks. The applicant shall sign a consent to the release of information for all

checks.

Waiver. In submitting an application, the applicant expressly waives any claim
against the State of Arkansas, its agents, officers, employees, and
representatives, and the ALC, its Director, agents, officers, employees, and
representatives for damages that may result. Each applicant also accepts any
risk of adverse public notice, embarrassment, criticism, damages, or claims
which may result from any disclosure or publication by a third party of any public
information on file with the ALC.

Section 4. Retailer License.

4.1

4.2

Non-transferability of license. A retailer license is not transferable and shall
not be sold, given or assigned to any person. In the event of the proven
incapacity, death, receivership, bankruptcy or assignment for benefit of creditors
of any retailer, upon approval of the Director, the license may be transferred to a
court appointed or court confirmed guardian, executor or administrator, receiver,
trustee, or assignee for the benefit of creditors, who may continue to operate the
activity under the license, subject to the provisions of these rules.

(@)  The person to whom a license is transferred hereunder must be otherwise
qualified to hold a license.

(b)  The license following transfer shall be void upon that person ceasing to
hold such a court appointed or court confirmed position.

{C) The Director may condition the transfer of any license under this section
upon the posting of a bond or cash in lieu of a bond in such terms and
conditions as the Director may require.

License Term and Renewal. A retailer's license remains in full force and effect
until the termination date indicated upon the license, but in no case more than
two ene {21} years from the date of the issuance of the license,—the—first
operationalyear-execepted:, The Director may implement a program to issue
licenses biennially, if in His or her discretion, it provides more efficient customer
service to retailers and cost savings in the administration of the program._To
request renewal of a retailer license, every licensed retailer shall file a renewal
application and shall pay a renewal fee as set forth in Section 3.3 of these rules.
A license shall not be issued or renewed until the retailer contract is signed.
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Arkansas Lottery Commission internal Audit
Fiscal Years 2012 — 2014 Audit Plan
Discussion Points

s Act 207 of 2011 requires the Lottery Commission to approve a formal,
written three-year audit plan by July 1, 2011 and annually review the audit
plan. The plan was presented to the Audit Committee on May 4, 201 1_.

o The Audit Universe for the Fiscal Year 2012 ~ 2014 Audit Plan includes 41
potential projects. The projects were determined by Internal Auditor review
and analysis and input from Executive and Director level management.

¢ The Internal. Auditor proposes that the follow:ng elght projects be
performed on an annual basis: -

instant Ticket Quality Review

High-Tier Prize Payments Documentatlon Review (Claims Centers)
Retailer Sweeps (Weekly Sales Receipts) '

Revenues and Prize Payments — Online Games

Revenues and Prize Payments — Instant Tickets

Education Trust Fund Accounts

Employee Travel Reimbursements

Marketing Sales Representatives (MSRs) Personal Vehicle Mileage

Reimbursements

ONDO AN

e The remaining 33 projects in the audit universe will be prioritized by
considering risk-based analysis, available resources, and internal auditor

judgment.

Page 1 0f 3



Arkansas Lottery Commission Internal Audit
Fiscal Years 2012 — 2014 Audit Plan
Discussion Points

~# The risk-based analysis included:

O 00 o0ocCcoc oo

Financial Impact on Lottery Proceeds
Previous Audits (Internal and External)
Executive Management Input
Reputation Risk

External Audit Exposure

Director Level Management Input
Business Changes

Complexity

In determining the time available for the audit universe projects, the

following was considered:
~ o Administrative '

State Holidays
Vacation and Sick Leave
Administrative Duties

o Reports, Meetings, Presentations, Assistance, and Continuing
Professional Education:

ALC Meetings

ALC Audit Committee Meetings

Lottery Legislative Oversight Committee (LOC) Meetings
Monthly Status Reports (ALC and LOC)

ALC, ALC Audit Committee, and LOC Meeting Preparation
External Audit Assistance (Legislative Audit)
Commission/Management Assistance and Consultation
Annual Audit Plan |

Continuing Professional Education (CPE)

Lottery Related Seminars and Presentations

Internal Audit Staff Meetings

ASL Staff Meetings

o Special Projects

Biennial DFA Fraud Risk Assessment (2012 & 2014)

Biennial Instant Ticket Vendor Security Review (2013)
Gaming Sysiem SSAE 16 Review (Annual)

Financial Statement and Comprehensive Annual Financial

Report (CAFR) Review

Page 2 of 3



Arkansas Lottery Commission Internal Audit
Fiscal Years 2012 — 2014 Audit Plan
Discussion Points

The Internal Auditor has determined that in addition to the eight projects
that will be performed all three years of the audit plan, a total of four
projects per year from the audit universe can be performed with current
staffing (12 of 33 projects over a three year period). However, with the
addition of a part-time -auditor, approximately six or seven audits per year
can be completed (19 of 33 projects over a three year period).

At a later date, the Commission may want to consider additional staffing for
the internal audit function. The plan can be re\nsed to account for any
extra hours avallable for audit projects.

The Audit Committee and Commission Wil! be regularly updated on the
status of the audit plan. Revisions to the audit plan are inherent and will
be presented to the Audit Committee and Commission for approval.

Page 3 of 3



ALC Internal Auditor
Audit Universe for FY 2012 - 2014 Audit Plan

Gaming Operations Administration
Product Development - Cabell Contracts - Woosley. ' _
1 Instant Ticket Game Development 14 Online Games & Gaming System Contract Compliance
2 Points for Prizes 15 Instant Ticket Lottery Game Services Confract Compliance
3 Play It Again 16 Banking Contract Compliance
4 Instant Ticket Quality Review 17 Advertising Contract Compliance
Security - Huey ~ Treasury - Parrish
5 Building Security & Controis 18 Retailer Credits/Adjustments
6 Draw Security & Controls " 189 Prize Validations & Payments
7 Back Office System (BOS) Administration 20 Retailer Accounts Receivable
8 Disaster Recovery 21 Retailer Commissions
9 ‘Instant Ticket Warehouse Operations 22 Cash Receipts
23 High-Tier Prize Payments Documentation (Claim Centers)
IT Gaming - Smith o 24 Retailer Sweeps (Weekly Sales Receipts)
10 Multi-State Games Draw Controls & Procedures -
11 Online Game Development Fiscal - Miley
12 IT Gaming Operations ' 25 Fixed Assets
13 instant Ticket Game Loads 26 Accounts Payable/Purchasing/Expenditures

27 Payroll & L.eave

28 Federal & State Tax Withholding & Reporting

29 Unclaimed Prize Fund

30 Revenue/Prize Payments/Reserves - Onfine Games
31 Revenue/Prize Payments - Instant Ticket Games
32 FEducation Trust fund Accounts .

33 Employee Travel Reimbursements :

34 MSR Personal Vehicle Mileage Reimbursement

Human Resources - Basham

35 Background Checks
36 Human Resource Processes

Information Technology - Vacant

37 IT General Controls

Internal Operations - Hudson

38 Lottery Vehicles

Licensing - Lee

39 License - Applications
40 License - Renewals
41 Retailer Fidelity Fund

Note - Processes in italics will be included on the audit pian all three years and will not be inciuded in the risk
assessment process. These processes include areas that encompass instant ticket and online game revenues, instant
ticket and online game prizes, the education trust accounts, and instant ticket quality. Because of the materiality of
these areas, the Internal Auditor recommends that these processes be reviewed, at a minimum, annually or, in some
cases, monthly, quarterly, or biannually. In addition, the Arkansas Lottery Commission has requested that the Internal
Auditor review and prepare a schedule of employes travel and Marketing Sales Representatives (MSRs) personal

vehicle mileage reimbursments each month.



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

Fiscal Year 2012 ,

Special Projects

Facilitate Fraud Risk Assessment required by DFA (Biennially)

‘Gaming System SSAE 16 Review (Annually)
Financial Statements & Comprehensive Annual Financial Report (CAFR) Review (Annually)

Periodic Reviews

Instant Ticket Quallty Reports (Annually)

- Revenue/Prize Payments - Instant Ticket Games (Annuaily)

- 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 Compliance
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.

Page 1 of 3



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

Fiscal Year 2013 |

Special Projects

Instant Ticket Vendor Security Review (Biennially)

Gaming System SSAE 16 Review (Annually)
- Financial Statements & Comprehensive Annual Financial Report (CAFR) Review (Annually)

Peribdic 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 Review (Biannual)

Education Trust Fund Review (Monthly)

Employee Travel Reimbursements Schedule and Review (Monthly)

MSR Personal Vehicle Mileage Reimbursements Schedule and Review (Monthly)

Audits

Unclaimed Prize Fund

Points for Prizes ,

Retailer Accounts Receivable

Online Games & Gaming System Contract Compliance
Draw Security & Controls (See Note 1)

IT General Controls (See Note 1)

Disaster Recovery (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.

Page 2 of 3



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

Fiscal Year 2014

Special Projects

Facilitate Fraud Risk Assessment required by DFA (Blennlally)

Gaming System SSAE 16 Review (Annually)
Financial Statements & Comprehensive Annual Financial Report (CAFR) Review (Annualiy)

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 Review (Biannual)
- Education Trust Fund Review (Monthly)
Employee Travel Reimbursements Schedule and Review (Monthly)
MSR Personal Vehicle Mileage Reimbursements Schedule and Review (Monthly)

Audits

Advertising Contract Compliance
Human Resource Processes
Retailer Commissions

Retailer Credits/Adjustments

IT Gaming Operations (See Note 1)
Play It Again (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.

Page 3 of 3
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Arkansas Lottery Co@ission
Net Proceeds Computation
For the Fiscal Year Ending June 30, 2012

Net Income Before Transfers $ 100,158,643
Add:
Accrual Expenses
Depreciation S 215,000
Other Post Employment Benefits S 230,000 $ 445,000
Unclaimed Prizes
Gross Unclaimed Prizes S 6,092,488
Less: Unclaimed Expended S {2,500,000)
Less: Unclaimed Carried Over S (1,000,000} $ 2,592,488
Less: .
Fixed Asset Purchases S (50,000)
Fidelity Fund Fees S (15,000} S (65,000)
Net Proceeds before Transfers ' $ 103,131,131
Transfers To:
Arkansas Department to Health ' S 200,000
Arkansas Department of Higher Education (Net Proceeds) S 102,931,131

Total Transfers $ 103,131,131
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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 — May 9, 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 permat 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 strengthen 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.

Siatus as of May 9, 2011

Audit fieldwork planned

» The finding relates to the Lottery's annual financial statements and refated notes.

o Therefore, this finding cannot 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 — May 9, 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. In 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 o 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 miliion 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 modifications of contracts could lead to a

- lack of transparency to the LOC and public.

Recommendation for Finding 2010-2;

We recommend the Agency ensure compliance with State law 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 Comm:ssmn Legislative Oversight Committee.

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 - May 9, 2011

Audit Objective #3

Determine that Lottery management is submitting appropriate 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 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 — May 9, 2011

Management Letter 'Findinq‘ #1:

Ark. Code Ann. § 23-115-403 (f) (1) prohibits the payment of lotiery 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 Millions 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 periorm 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 piayer. 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 comprehensive database and conduct the prize payment reviews required by State

law.

Audit Obiective #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.

Status as of May 8, 2011

Audit fieldwork complete — No findings or recommendations

e The Arkansas Scholarship Lottéry Winner Claim Form has been updated to state the foliowing:

| 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 employee. '

¥
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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 — May 9, 2611

Audit Objective #5

Determine that Lottery management has established, 1o 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 State law.

Status as of May 8, 2011

Audit fieldwork in proqress

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

The commission shall not pay a lottery 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 employee of the commission living in
the same household as the member of the commission or the employee.

s 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. ‘ '

e 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.

e 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.
e Internal Audit recommends that policies and procedures be developed concerning the

maintenance of the ineligible player database. Lotiery management has indicated that this matter
will be addressed following the May 11, 2011 Arkansas Lottery Commission meeting.

‘s Internal Audit will review the ineligible player database policies and procedures upon completion.
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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 — May 9, 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 empioyment. 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 fieidwork 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

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

Status Report - May 9, 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 accrual 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 to 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 I|ab|!|ty 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 May 9, 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.
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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 — May 9, 2011

Audit Obiective'#g

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 May 9, 2011

Audit fieldwork complete — No findings or recommendations

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 supported.

Status as of May 9, 2011

Audit fieldwork complete - 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 Report — May 9, 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 May 9, 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

 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 Legislative Audit’s
June 30, 2010 Audit Report and Management Letter

- Status Report — May 9, 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 129.97 hours as of May 9, 2011. The
original 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 six pay periods (48 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 Legisiative Audit’s
June 30, 2010 Audit Report and Management Letter

Status Report — May 9, 2011

Leqgislative Audit Management Letter Finding #4:

Act 605 and 806 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 resulting 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.

Legislative 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 cleafed 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. Cade 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, contributions for retirement
should be based on the Executive Director’s salary without multipliers.
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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 — May 9, 2011

Audit Obiective #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 - Internal Audit

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

Status Report — May 9, 2011

Legislative Audit Management Letter Finding #5:

Review of travel reimbursements, Visa statements, and supporting documentation revealed the following:

The Executive Director submitted ten requests for travel 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 totaling $16,189 were made that are in confiict 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”.

2. 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. §
19-4-902(b) which states “the responsibility of the administrative head of any agency to keep on file
in the place of business 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”.

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

19-4-902(h).

4. 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 hote! 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.

5. 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 - May 9, 2011

Legislative Audit Recommendation for Management Letter Finding #5:

We recommend the Agency strengthen internal controls related to travel expenditures by requiring all travei
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 Policy).

Audit Objective #15

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

No Findings or Recommendations. internal Audit reviewed the Arkansas Scholarship Lottery travel
expenditures for the months of December 2010, January 2011, February 2011 and March 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 travel reimbursements as
requested by the Arkansas Lottery Commission.
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Arkansas Lottery Commission — Internal Audit

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

Status Report — May 9, 2011

Legislative Audit Management Letter Finding #6:

Review of payroli and related records revealed the Agency made improper retroactive payments io 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 saiary 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 fo correct an administrative error”.
However, the retroactive pay was for time before the effective dates of the position reclassifications.

Legisiative Audit Recommendation for Management Letter Finding #6:

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

Audit Objective #16

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

Status as of May 9, 2011

Audit fieldwork complete — No findings or recommendations

Internal Audit reviewed payroll records for retroactive payments to employees involving position
reclassifications. In addition, internal Audit inquired of 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 — May 9, 2011

Audit Objective #17

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

Ay

Status as of Mév 9, 2011

Audit fieldwork in progress

¢ 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 to

address the issue.

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

o Internal Audit will continue to monitor this finding.

Audit Objective #18

If applicable, determine if improper retroactive payments have been recovered.
Status as of May 9, 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 — May 9, 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 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
transaction from the original financial records. The only information about the deleted transaction is
kept in 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. ' _

« 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.

e The Soﬁwafe 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.

Legislative Audit Recommendation for Management Letter Finding #7:

We recommend that the Agency work with the application vendor to implement additional controis that will
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 — May 9, 2011

Audit Objective #19

Determine if the feature that allows the deletion of transactions in the current accounting period has
been deactivated. '

Status as of May 9, 2011

Audit fieldwork complete - No findinge or recommendations

The administrator rights associated with the financial accounting software were assigned fo 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 himseif.

‘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 'impiemented 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 May 9, 2011

Audit fieldwork planned

Lottery management met with officials from the Department of Finance and Administration (DFA) on
May 3, 2011 to discuss the Lottery's payroll being processed through the Arkansas Administrative
Statewide Information System (AASIS). The lottery is awaiting a cost proposal from DFA. Utilizing
AASIS to process the Lottery's payroll would resolve these issues.
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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 - May 9, 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 Lottéry has established adequate written 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, deposited in
a timely manner, and properly recorded in the Lottery’s general ledger.

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 Policy, deposited in
a timely manner, and properly recorded in the Lottery’s general ledger.
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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 — May 9, 2011

Legislative Audit Managemeht Letter Finding #9:

Review of internal controls over disbursements revealed that controls over procurement are inadequate. The
Agency’s policy requires a Vice-President’s 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

liabilities to be incurred by the Ag(_ancy.

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 supporting documentation for purchases priar 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 proéedures 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 properly
recorded in the Lottery’s general ledger.

No Findings or Recommendations. Based on a test of fransactions conducted by Internal Audit,
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 — May 9, 2011

Leqislative 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 to 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 occur thus reducing funds

available for scholarships.

Leqlslatave 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 Lottery management concurs with the

formuia. s

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 calculated in accordance with the formula agreed

upon by Lottery management and Scientific Games.
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Arkansas Lottery Commission — Internal Audit

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

Status Report — May 9, 2011

Legisiative 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 limiting the
Agency's ability to properly review the supporting documentation prior o 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.

Legislative Audit Recommendation for Management Letter Finding #11:

We recommend the Agency implement procedures requiring adequate documentation of travel made by the
Agency’s markgting 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 — Internal Audit

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

Staius Report - May 9, 2011

Audit Objective #29

Determine that all Marketing Sales Representatives mileage reimbursements are in accordance with
the Lottery'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 Internal 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 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 — May 9, 2011

Audit Objective #30

Determine that the Lottery is not reimbursing Marketing Sales Representatives for commutmg from
their personal residence to their assigned territory.

No Findings or Recommendations.

e 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 to and from their personal residence outside of their assigned

territories.

e Based on Internal Audit review of Lottery Marketing Sales Representatives privately owned
vehicle reimbursements and consultation with appropriate Lottery 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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